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PREFACE 

THIs study is another in the series of inductive studies the pur­
pose of which is to test and verify the doctrines of the orthodox 
theory of international trade. The study was undertaken because 
the French situation presents problems of special interest to the 
student of international trade: gold played a very important role 
in the monetary and banking system, and capital exports formed 
a large part of her international accounts. Not only this, but the 
question of the ultimate gain or loss from foreign investment pre­
sents itself with special emphasis. The fact that France invested 
abroad so large a portion of her savings was a source of consider­
able controversy in pre-war France. In r~cent years that general 
question has received, considerable attention in England and the 
United States as well. sOm~ attempt is therefore made to evalu~ 
ate the effect of her huge forei~investments upon the welfare of 
France. . 

The years I880 to I913 were selected in order to avoid the con­
fusion caused by the wars of I870 and I9l4 and the complications 
of bimetallism. . 

The statistical material pertaining to the subject was found ta. 
be much poorer than had been expected. Where originlll data 
existed, there had been little attempt to compile, or to analyze, 
or to put into useful shape.' Price series of the kind need~ were 
lacking and had to be constructed; monetary and banking stati~ 
tics, tho more plentiful, were in n~ 'sense 'adequate for an the rears. 
Some of the source material is wholly trustworthy; some is less: . 
accurate than it ought to be for an inductive study' of this kind. 
It is hoped that the reader will bear in mind that the probable . 
error in many of the estimates and statistical series is greater than 
would be found in studies of England, Canada, the United States, 
or for a later period in France; the conclusions, therefore, are to be 
accepted with greater caution. _. 

Tho the study is largely in the nature of a test of the' theory of 
international trade, the analysis of pertinent statistics bea.rlng 
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on the French foreign trade and monetary and banking practices 
will not be without interest for the student of French economic­
history. 

The study is divided into two parts. Part I is devoted to a con­
struction of a balance sheet of international accounts and to an 
analysis of the important items with the view of tracing the 
mechanism of adjustment. Part II deals first with- the French 
monetary and banking movements in their relation to the move­
ments of commodities and of capital exports. Following this the 
terms of trade at which France exchanged her exports for her im-. 
ports are considered. Finally an attempt is made to evaluate the 
effects of French capital exports on the well-being of France. 

I am glad to express my thanks to Professor F. W. Taussig, 
under whose direction this study was carried on, for most helpful 
criticism and advice. I am indebted also to my colleague, Profes­
sor M. M. Bober, and to Dr. L. B. Currie of Harvard University 
for their careful reading of the manuscript and for many sugges­
tions. My discussions with Dr. A. G. Silverman of the National 
l3ureau of Economic Research have been very helpful in clarifying 
certain aspects of the theory of international trade. 

The Bureau of International Research of Harvard University 
and Radcliffe College, thru its liberal grant of -funds for research, 
made it possible to gather information from French sources which 
would otherwise have been unavailable. To the Harvard Com­
mittee on Economic Research I am indebted for financial assist­
ance in the final preparation of the manuscript. 

My wife has given me invaluable aid at every stage of the work. 

APPLETON, WISCONSIN 

November, I932 

H.D. W. 
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CHAPTER,-I 

INTRODUCTIQN 

THE theory of international trade has at no time remained undi~ 
puted. Althp its tenets have been for more than a century widely 
accept~ both in England and in the United States, criticism has 
always been directed towards one or other of its aspects. Before 
the war it came chiefly from th~ Continent, where there existed 
neither great interest in nor thoro understanding of the orthodox 
theory. The contemporary attack, stimulated in large part by in­
terest in problems arising from the war, - reparations, dislocated 
exchanges, heightened tariff schedules, shifts "in international 
trade, huge foreign investments, - comes from economists well 
schooled in- the classical doctrine. and thoroly versed in -its 
tenets. -The effect of the concen4"ated criticism, especially asre­
gards that part of the theory which purports to explain the 
mechanism of adjustment, has been to render duBious an explana­
tion which only a generation ago was regarded as impregnable: 

Just how the mechanism of adjustment functions is a matter of 
no small importance. .upon a correct explanation rests in large 
part the establishment of a wise policy with regard to interna­
tional gold flows, reparations payments, tariff schedules, control 
of central bank discount rates, and - what is of increasing mo­
ment - capital exports. The absence of any settled and sus­
tained policy in these important economic matters has in part 
been caused by uncertainty as to the manner in which inter­
national accounts are adjusted. A theory that correctly explains 
the mechanism of the exchange of goods and services between 
countries, the factors that influence the terms at which those ex­
changes are made, and the effects of international loans on the 
borrowing and lending countries will go along way toward bring­
ing about some measure of intelligent control of international 
trade and finance. . 

Such a theory can scarcely be arrived at thru deductive reason­
ing alone; it needs the support of verification. As Professor 
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Taussig has said, "Until we test and verify the hypothesis, we 
have no theory of international trade; we have no more than 
prolegomena to a theory." Inductive studies of certain aspects 
of the international trade of the United States, Argentina, Can­
ada, China, Great Britain, and Germany have already been made. 
The present study of the international accounts of France at­
tempts to supply another link in the verification or confutation 
of the theory. 

Before proceeding to the detailed narrative and analysis of the 
French situation it is necessary to make a preliminary statement 
of the theory and of the apparent or real conflicts in it. We shall 
devote no time to tracing the historical development of the theory 
of international trade from its crude beginnings in the seven­
teenth century to its carefully refined formulation in the twenti­
eth. It has been admirably traced by Professor Angell.1 To re­
view that development here can serve no useful purpose; the 
crudities which encumbered the theory at its various stages of 
development, an,d the refinements and corrections contributed by 
;rhornton, Ricardo, Mill, Goschen, Cairnes, Edgeworth, Marshall, 
Bastable, and others, are of considerable interest in the history of 
economic thought; but for our purpose we need to restate only 
that formulation of the theory of international trade which has 
been most carefully worked out. There is little to be gained by 
tilting at the windmills of the well recognized errors and omissions 
of the earlier explanations. 

For the statement of this, the ne<K1assical formulation, we 
draw chiefly on Professor Taussig's recent book International 
Trade,1I an exposition of the orthodox theory, amplified, refined, 
and carefully modified to meet modern monetary and banking 
practice. The theory purports to explain (a) what causes some 
goods rather than others to be imported or exported, (b) the terms 
under which the exchanges take place and the factors which in­
fluence those terms, and (c) the mechanism of adjustment of in­
ternational accounts. It is with the last part of the theory, the 
mechanism of adjustment, that we are here primarily concerned. 

I J. W. Angell, The Theory of International Prices (Cambridge, 1926). 
I New York. 1927. 
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The neo-classical explanation of the sequence of forces correct­
ing a disturbed equilibrium in a country on a gold standard is as 
follows: 

(I) A sustained increase on the debit side of the international 
accounts {caused by an increase in imports, or increased lending, 
or payment of indemnities, or tourist expenditures abroad, etc.} 
operates to increase the demand for foreign bills needed for re­
mittance abroad. The increase in the demand for exchange causes 
the price of exchange to rise. The rise will continue until the gold 
export point is reached unless checked by an adequate increase in 
the supply induced by the rising price of exchange. The increased 
supply would be induced by the heightened rate if one or more of 
the following situations resulted: 

(a) An increased exc~ of merchandise exports resulting from 
the lowered price of exchange to foreign importers and an in­
creased price to domestic importers; that is, exports become less 
expensive in terms of foreign currency and imports more expen­
sive in terms of domestic currency, tho no change in price ~ccurs 
in terms of the exporting countries' currencies. ' 

(b) An increased expenditure by foreigners on services ren~ 
dered by the home country, and decreased expenditure by that 
country on foreign services. This occurs, as in the case of mer­
chandise exports, because with the lowered exchange rates ser­
vices in the home country cost less in terms of foreign currency, 
while foreign services are more expensive in terms of the home 
country's currency. 

(c) An increase in long-term investments in the home country 
by foreigners, the increase occuning because of the slightly 
lowered cost of securities in terms of foreign exchange./For 
the same reason foreign securities become slightly higher in 
price' to the home country (in which the price of exchange is 
rising), and therefore the rate of lending or investing abroad is 
reduced. ' 

(d) Speculative sales of exChange by exchange dealers or banks 
against their foreign balances in anticipation of a reverse move­
ment in the near future.. These foreign balances may be per­
mitted to decline until the other half of the speculative transac-
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tion - the purchase of bills - is completed, or they ~ay be 
maintained by short-term foreign borrowing. 

Situations (b) and (c) as possible sources of an increase in the 
supply of exchange are generally recognized to be negligible. The 
demand for foreign services and long-term investments 1 is not 
sufficiently elastic to be much afiected by a rise or fall of one per 
cent or so in price.2 With regard to (a) there is no such unanimity 
of opinion. By some writers it is held to be important, perhaps 
sufficient in itself to prevent the exchange rate from rising to the 
gold export point. By others it is held that the increase in the 
supply of bills is usually too small to accomplish this result.s The 
second check - speculative transactions - may, and doubtless 
does, help to correct minor disequilibrium. Obviously, however, 
speculative sales will hardly be undertaken unless there is an ex­
pectation of a not too distant increase in the supply of exchange. 
If undertaken, the completion of the transaction - the purchase 
of the bills - will again cause the rates to rise, unless in the in­
terim something has happened to create an increased supply of 
exchange. Nothing, however, aside from accidental factors, fac­
tors in no way connected with the newly created disequilibrium in 
the balance of payments, does occur; therefore the rise in ex­
change rates will be checked only temporarily. 

When the movement of exchange rates fails to cause a relative 
increase in the supply of exchange by increasing (relatively) ex­
ports or the import of capital (long-term investments), the sus­
tained increased demand for bills cannot be satisfied, and the 
exchange rate must rise to the gold export point. 

(2) It then becomes profitable for bankers to export gold to 
provide the needed supply of bills. This gold usually comes from 
bank reserves. When the amount of gold in circulation is to a 

1 The distinction made in this connection between short- and long-term invest­
ments is important. It is based solely on the intent of the investor, and not on the 
kind of. security or commercial paper purchased or sold. H foreign securities are 
sold with the intent of buying them back when the rate of exchange drops, the 
transaction is in reality a short-time investment and falls into the category of specu­
lative sales considered under (c). 

I It is to be bome in mind that we are speaking here solely of exchange between 
countries on a gold standard. 

I The matter will be considered in some detail in Chapter 7. 
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large extent controllable by banks - as, for example, in the 
United States, where gold certificates, rather than gold coins, 
circulate - the gold may actually come from hand-to-hand cir­
culation rather than bank. reserves. That is, the gold may be 
taken from the stock of gold in the treasury which is not counted 
as reserves.' In such case the sensitivity of the banking system 
to specie movements is lessened. When, however, the gold in cir­
culation is in the form of coin, the gold cannot be withdrawn 
from circulation without causing an equivalent reduction in the 
gold reserves.1 

(3) The reduction of gold reserves in the gold exporting coun­
try and the increase of reserves in the gold receiving country lead 
to a relative expansion of loans (deposits) in the gold receiving 
country and cause discount rates to rise relatively in the gold 
losing country. The change in relative discount rates may not 
occur at once. Each bank. tries to increase its earning assets 
Ooans) as much as feasible, and an increase of reserves makes the 
increases possible. H business in the gold receiving country is 
buoyant, with entrepreneurs eager to borrow, the loans will be 
expanded as soon as reserves are augmented, and the increase in 
gold reserves will serve to postpone or to check rising discount 
rates. H, on the other hand, the period is one of depression, of 
business pessimism, the banks may be unwilling to expand their 
portfolios, notwithstanding increasing reserves, because of the 
adoption of a more cautious lending policy. Or they may be unable 
to expand their loans even tho equipped and eager to do so because 
desirable borrowers may at such a time be disinclined to increase 
their borrowing. The rising reserve ratio, bringing with it de­
clining bank. profits, will in time cause banks to adopt a more 
liberal lending policy and they will tempt increased borrowing by 
lowering the discount rates. A year or even more may elapse· . 
before the increased reserves in the gold receiving country result 

I This is possible because the people normally have no preference, and the banks 
can therefore replace at will gold certificates with other forms of paper currency. 

• Gold coin circulates either because the people have a preference for gold coin, 
or because paper currency in small denominations is not available. In either cir­
cumstance the banks are normally unable to substitute paper currency for gold 
coins. 
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in increased demand liabilities. In the gold losing country the 
opposite tendency is in effect; a rise in discount rates occurs in 
order that the reserve ratio may be prevented from reaching a 
level considered dangerously low. The rise in discount rates may 
not occur at once. Gold reserves may be so high as to permit a 
considerable decline without approaching the danger point, or 
business activity may be on the decline and deposit liabilities de­
creasing at a rate fast enough to offset the loss in gold reserves. 
In the gold losing country as in the gold receiving country a long 
period may thus elapse before the increased or decreased gold 
reserves would affect discount rates or the volume of bank loans. 

The cyclical movement of business activity is obviously an im­
portant factor in retarding or hastening the influence of increased 
gold reserves on bank. loans, but it is not the only factor. The 
nature of the banking system and the tenor of economic life are 
other elements which cause" differences in the sensitivity of bank 
deposits to bank. reserves. In countries where, as in England, de­
posit banking is an all-important part of the banking and mone­
tary system, the reaction of deposits and discount rates to gold 
:flows will be more rapid and more dominating than in a country 
such as pre-war France, where deposit banking was relatively in 
its infancy. Notwithstanding the varying degrees of sensitivity 
of banking systems to bank reserves and the modifying effects of 
the cyclical movements of business activity, a sustained flow of 
gold out of the country eventually calls forth a rise in discount 
rates in the gold losing country, and a fall (relatively) in the gold 
receiving countries. 

(4) The rising discount rate in the gold losing country tends to 
attract short-term funds from abroad and to discourage their out­
ward movement. The unfavorable position of exchange (in the 
gold losing country) serves to enhance the attraction of short­
term funds from abroad, since it increases the possibility of gain to 

. the lenders of such funds from movements of exchange rates. The 
effect is to check the loss of gold.l The rise in discount rates also 

1 It may even reverse the flow if the difference in discount rates becomes great 
enough to offset the probable loss that results, in the case of a reverse flow, from 
the movement of exchange rates. The flow tends to be self-discouraging because of 
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tends to reduce the price of fixed income yielding securities and to 
make more attractive to foreign operators their purchase for 
speculative purposes. These movements of short-term funds to 
the gold losing country serve to check the outflow of gold and 
may cause it to cease entirely. But they are essentially no more 
than short-term movements and serve merely to postpone the out­
flow. H - to repeat what was said above regarding speculative 
exchange dealings - during the postponement new forces were 
introduced which would cause the supply of bills in the gold losing 
country to increase, the short-time funds could flow back to their 
place of origin without the aid of gold movements. The equili­
brium would thus have been restored without the movement of 
much gold or without any change in sectional price levels. This 
accidental correction of equilibrium doubtless does frequently 
happen. But the factor establishing the equilibrium in such case 
is not part of the mechanism; it has not been called into being by 
the previous disequilibrium, and is therefore no link in the causal 
sequence. The situation would be that of two independent forces 
negating each other. One circumstance supplies bills of exchange 
and the other creates a demand for them, so that the original 
equilibrium in the balance of payments is not disturbed, or if dis­
turbed by one of the forces, is subsequently restored by the opera­
tion of the other. Needless to point out, when this happens, no 
mechanism of adjustment is brought into play. Only those inde­
pendent changes that do not offset each other call for a means of 
adjusting the resulting disequilibrium. Short-time movements in 
funds or speculation in exchange can only postpone the operation 
of adjustment of such disequilibrium; they do not constitute a 
means of adjustment. 

(s) H the basic disequilibrium is not sma1l enough to be cor­
rected by the increased supply of bills pJ:"ovided exclusively from 

the probability of loss from movements of exchange rates. Just as an unfavorable 
exchange rate (unfavorable to the gold losing country) makes likely a gain from ex­
change to lenders of short-term funds to the gold losing country, so does a favorable 
rate (i.e. exchange at the gold import point in the country where discount rates are 
rising) make likely a loss (from the movement of exchanges) to the foreign lenders of 
short-time funds. The probable gain or loss in both cases occurs, of course, when the 
short-time funds are subsequently withdrawn. 
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shipments of gold, the efilux of gold continues until the volume of 
credit in either or both countries is affected. After a lapse of a 
short or a long time, as pointed out above, bank demand deposits 
'expand in the gold receiving country because of the augmented 
reserves, and decline in the gold losing country because of declin­
ing reserves. 

(6) Expansion in the gold receiving country (relative to the 
gold losing country) is accompanied by rising prices and incomes. 
Goods produced for domestic consumption and for export in­
crease in price and the volume of exports tends to decline. The 
relative decline in the price of imports stimulates their increase. 
In the gold losing country, on the other hand, prices and incomes 
are falling. Their exports consequently increase and their im­
ports decline in quantity until the value of the exports is so much 
greater than the value of the imports as to supply the additional 
bills of exchange necessary to establish equilibrium in the balance 
of payments. 

Such, in brief outline, is the neo-classical explanation of the 
mechanism of adjustment for international accounts. The criti­
cism to which this explanation is being subjected is based pri­
marily on the ground that the theory does not conform to the 
facts. It is claimed that the role ascribed to gold flows is much too 
important; that specie movements between countries on a gold 
standard are compensatory in nature; that they serve to help 
establish equilibrium only in so far as they directly increase the 
supply of exchange; and that sectional price levels are insensitive 
to gold flows, such changes as do occur being the cause, not the 
result, of specie movements. Some writers go so far as to deny the 
existence of any automatic or self-regulating mechanism, and 
claim that equilibrium in the international accounts is achieved 
either accidentally or thru positive steps taken by the govern­
ment to modify exchange rates, gold flows, and trade. 

Inductive studies are, of course, the one means of ascertaining 
whether or not the theory conforms· to the facts. The results 
of such studies, however, have not been conclusive. Professor 
Viner in his study of Canada 1 believes that the evidence 

I J. Vmer, Canada's Balance of International Indebtedness (Cambridge, 1924). 
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supplied by the pertinent statistical data of Canada's inter­
national trade and credit and price movements verifies the classi~ 
cal doctrine. He found that the heavy increase in Canadian for­
eign borrowing after 1900 was accompanied by a shift in Canada's 
trade balance from an excess of exports to a marked excess of im­
ports. The movements of specie, bank reserves, bank liabilities, 
and sectional price levels were, he believes, wholly in accord with 
the classical reasoning. The increased borrowings had led in 
Canada to a drop in exchange rates to the gold import point. The 
ensuing influx of gold went to increase Canadian bank reserves, 
and credit expansion occurred on a scale that would hardly have 
been possible had the gold reserves not been augmented by the 
new supply. The price of Canadian exports rose more rapidly 
than the price of imported goods (tho not so rapidly as the price of 
domestic goods not entering into international trade). Finally, 
imports increased more rapidly than exports until the excess of 
imports was large enough to reestablish equilibrium in the bal­
ance of payments. 

Certain of the conclusions which Professor Viner draws from 
his study of the Canadian balance of payments are challenged by 
Professors Angell and Carr. Angell believes that Viner's data 
"warrant the inference - despite the opposite conclusion which 
he himself draws - that the classical theory is erroneous with 
respect to the role of gold flows, under modem conditions. The 
correction of the maladjustment in trade produced by loans did 
not come from the effects of the gold flows, or of the changes in the 
outside bank balances. It came from the effects. of the original 
(and prior) increase in Canadian bank deposits." 1 

The objection on the score of chronological sequence is, how­
ever. not serious. True, Professor Viner's findings differ from the 
orthodox explanation in that credit expansion instead of following 
the increases in bank reserves appears to have preceded them. 
But the difference in chronological sequence need not, as Professor 
Taussig has pointed out, be held as inconsistent with the ortho­
dox reasoning, because Canadian banks regarded their newly 
acquired claims on foreign specie as equivalent to an increase in 

I J. W. Angell, op. cit., p. 17+ 
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their reserves.1 Instead of drawing on their foreign balances 
(created by the loans) and thus increasing their gold reserves, 
they loaned a good part of the funds in the Ne~ York call market 
and kept the remainder largely in' New York banks. Both the' 
funds loaned on call and those ill the New York banks they re­
garded as secondary reserves. They could draw at will on these 
reserves and thus augment the gold reserves in their own vaults; 
but they did so only after increasing their domestic demand liabili­
ties. Canadian banks presumably would not have increased their 
demand liabilities if their secondary reserves had been inadequate. 
Thus the fact that specie movements into Canadian vaults fol­
lowed rather than preceded credit expansion hardly constitutes an 
inconsistency with the orthodox explanation; it represents merely 
a modification arising from modem banking practice. The 
significant thing is that the expansion in Canada could not have' 
been so large had the secondary reserves not been augmented by 
the loans. The credit expansion within Canada from 1909 to 
1913 proceeded at so rapid a rate as to cause the ratio of combined 
cash and outside reserves to decline impressively. The marked 
decline in the ratio of reserves from 1909 to 1913 would seem to 
indicate that credit was being extended to the utmost. If so, the 
orthodox analysis would seem, for those years at least, to be 
substantiated. 

Professor Carr's criticism appears to be no more serious than 
Angell's.2 Carr fails to find in Viner's statistical data any verifica­
tion of the classical sequence in the mechanism of adjustment. 
The rise in Canadian prices relative to world prices, Carr main­
tains, preceded increases in capital imports and increases in bank 
deposits, and could not, therefore, have been initiated by credit 
expansion based on increased reserves. Had this actually been 
the case, then price movements could not have been caused by the 
expansion of credit brought about by capital imports. It were 
well to note, however, that the lags in question are not very clearly 

1 See Taussig, op. cit., Chap. 19, for a detailed discussion of the relation of gold 
1low to expansion in Canada. 

• R. M. Carr, The Role of Price in the International Trade Mechanism, Quar. 
Jour. of Econ., August, I93I. 



INTRODUCTION 13 

defined.1 They must be interpreted with caution, particularly 
since the price curv:e used in the time comparison represents the 
difference between 'Canadian prices and world prices, both of 
which were moving in the same direction. 

But even if we grant the existence of a lag, Carr's conclusion 
about Viner's findings can hardly be so destructive to the classical 
theory as Carr believes. It is quite true that capital imports may 
be stimulated by a rise in domestic prices, but in evaluating the 
role of gold flows the important thing is not always, as has been 
pointed out above, the order of sequence; what signifies is whether 
or not the additional gold reserves accompanying the capital im­
ports were essential to the sustained rise in prices. As Professo); 
Taussig writes with regard to a borrowing country that is expand­
ing, - a situation similar to that of Canada from 1900 to 1913, -
•• During the years of the upswing period, the import of specie in to 
a borrowing country may seem to be due at each several date to 
the higher prices and the higher money rates to follow these, not 
precede them. But these higher prices could not be maintained, 
much less could move still higher, unless the flow of specie came 
to the rescue, so to speak. And it could not be a supporting factor 
for the persisting expansion unless there were some other force at 
work, such as an international loan." 2 

Nor can Carr's interpretation of the spread between Canadian 
and world prices be considered damaging to the classical theory. 
He states: .. Instead of finding that the foreign borrowing inflated 
prices and thereby automatically set in motion a chain of se­
quences tending to establish an equilibrium in international 
prices, one finds that the rise in prices stimulated borrowing and 
that international prices were farther from equilibrium at the end 
of the period than at any time during it." II The larger spread 

I For illustration, Carr accepts Angell's claim that the balance of trade has .. a 
characteristic tendency to a lag of about a year" behind the movements in deposits. 
Examination of the data shows that if any such tendency is present, it certainly is 
not marked. In seven of the twelve years both movements are in the same direction, 
and in two of the remaining years, tho the direction is not the same, there is hardly 
enough amplitude in either movement to make the lag significant. It is on1y in 1907; 
1910, and I9r2 that there is a definite lag. 

S Op. cit., p. 209. • Op. cit., p. 719. 
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which Carr finds at the end as compared with the beginning of the 
borrowing period is not an indication that international prices 1 

"were further from equilibrium." Indeed, in the case of a coun­
try whose rate of foreign borrowing is increasing a growing spread 
may be indicative not of growing disequilibrium, but of approach­
ing equilibrium. Equilibrium is not to be confused with equality.! 
Disequilibrium between price structures (of countries on a gold 
standard) exists only when major gold Hows are occurring. In the 
case of Canada net gold imports in 1913 were 'smaller than in 
several prior years, indicating the possibility that disequilibrium 
was less, not greater, than in previous years. They were not so 
small as at the beginning of the period, but in view of the fact that 
the volume of borrowing had been increasing greatly there is no 

1 I presume Can means by the term "international prices" the relation of the 
Canadian price structures to the price structures of other countries. 

• The term eguililwifmJ as applied to the relationship between the price structures 
of two or more countries on the gold standard has never been clearly defined. Tho 
the word is constantly used, writers are not always agreed as to its meaning, nor al­
ways consistent in their own usage. I employ the term here to describe such a rela­
tionship between the price structures of two or more countries as gives rise to no 
major gold 1Iows. This appears to be the meaning of the term as used by Ricardo, 
perhaps the first economist of importance to employ the word in this connection 
(see Principles of Political Economy, Chap. VII), and many others. It is true that 
gold movements may arise from causes other than a disturbed equilibrium in the 
price relationship, but when this occurs, the 1Iow of gold serves to modify an existing 
relationship. Therefore it may logically be held that the mere existence of net gold 
movements of any significant size indicates a state of disequilibrium, and a cessa­
tion of gold 1Iows a state of equihorium. A reduction in gold 1Iows would thus be a 
sign of approaching equilibrium, the correction of disequilibrium being in progress 
either because the disturbing force is diminishing or because the corrective force is, 
becoming more potent. 

The refusal of certain economists to regard gold 1Iows as an indication of dis.­
equihorium between price structures is puzzling in the absence of any clear state­
ment on their part as to the meaning they give the term. Unwillingness to accept 
gold 1Iows as an indication of disequilibrium in international accounts is even more 
strange, for in this connection the term equilibrium is not vague. It has been clearly 
defined as existing only in the absence of net gold movements (see, for example, J. S. 
Mill, Bk. m, Chap. n), and has been so used by most writers. There may be 
grounds for desiring that the definition of equilibrium in international accounts be 
changed because the word has connotations which are too complex to permit 
its use in any such simple manner, but unless the definition is changed, it is 
illogical to deny that gold 1Iows are an indication of disequilibrium in international 
accounts. 
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reason why they should have been, for an increase in the rate of, 
borrowing tends to counteract the approach to equilibrium in­
duced by previous gold flows.1 

The criticism of Professors Angell and Carr serves to emphasize 
the variations possible in. the sequence of changes in the adjust­
ment process, but it does not eliminate gold :flows as an essential 
link in that sequence. Whether capital imports in the Canadian 
instance were stimulated by rising Canadian prices, and whether 
they occurred before, after, or concomitantly with the expansion 
of Canadian deposits is of interest, but does not touch the essen­
tial question to which Viner was seeking the ailswer. 

Professor Taussig's inductive study of the international trade 
of Great Britain between the years 1880 and 1913 also appears to 
support the nco-classical analysis, but here again the evidence is 
not conclusive.s Professor Taussig found that the merchandise 
balances moved in accordance with the major :fluctuations in capi­
tal exports, and that they did so without the lag observed in the 
Canadian instance. The net movements of capital in and out of 
Great Britain were effected quickly thru merchandise movements. 
Import and export prices were, on the whole, such as the classical 
reasoning would presuppose: the increase in capital expori~ was 
accompanied by a rise in the price of imports relative to exports. 
Somewhat different results in the matter of Great Britain's price 

1 Carr finds also "embarrassing to the classical analysis" the "fact that accord­
ing to Vmer's estimates all but 1.6 per cent of the capital imports (for the period as a 
whole) was absorbed by commodities and services." 1.6 per cent is much too small 
an amount, Carr holds, to have provided Canada with the increase in purchasing 
power requisite for carrying on a growing domestic trade at the sustained higher 
price level. It is easy to dispose of this criticism, resting as it does on an error in the 
interpretation of Vmer's data. In attempting to account for the increase in Canada's 
purchasing power, Carr quite overlooks the 120 millions of net specie imports which 
are included with merchandise under the head of commodity balance (90 millions 
unrecorded and 30 millions recorded). This amount of specie, on the basis of the 
approximate 10 per cent reserve ratio then prevailing in Canada, could have sus­
tained an expansion of purchasing power of over I billion dollars. The importance 
of this billion may be judged from the fact that. the total demand liabilities in 
Canada rose by no more than 800 millions, i.e. from 340 millions in 1900 to 1.14 bil­
lions in 1913. Thus instead of "embarrassing" the classical analysis, Viner's data 
on this point offer a bit of supporting evidence. 

S F. W. Taussig, op. cit., Chaps. 2~I. 
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movements were obtained by Dr. Silverman. On the basis of a 
monthly price series which he constructed especially for his study, 
he found evidence that for most of the period 1880 to 1913 there 
was an inverse correlation between the annual variations in the 
net barter terms of trade (import prices divided by export prices) 
and capital exports; that is, the net barter terms of trade became 
more, not less, favorable as capital exports increased.1 These re­
sults, however, are not strictly comparable with those of Professor 
Taussig, who was concerned with trends rather than with annual 
variations. A comparison of trends shows greater similarity. The 
trend obtained by Dr. Silverman displays a less marked down­
ward movement from 1880 to 1900, but the direction is the same. 
Nevertheless, the results yielded by Dr. Silverman's careful in­
vestigation of the monthly movements of import and export 
prices must incline us to question the weight of the evidence sup­
plied in Taussig's study of the British instance. 

The evidence in Professor Taussig's study of the international 
trade of the United States during post-war years is puzzling, and 
serves neither as verification nor as refutation of the classical 
doctrine.' The net capital exports during those years and the 
merchandise balance of trade moved closely together, but appar­
ently the relationship was maintained quite without the specie­
flow-price mechanism. The large gold movements of that period 
did not affect the price level; as Professor Taussig points out, the 
monetary system was very insensitive to specie movements. How' 
explain, ~en, the rapid adjustment of the balance of payments? 
How account for the remarkably close correlation between capital 
and merchandise movements notwithstanding abrupt changes in 
the principal items of the international account? 

Professor Taussig holds the adjustment to have been acci­
dental, that "things just happened so ..•. From the movements 
of gold, prices, and merchandise ••. one can make out nothing 
in the nature of an ordered sequence, of conformity to rule or to 
reason." Professor Angell, after examining the data, came to 

I A. G. Silverman, Some International Trade Factors for Great Britain. The 
Review of Economic Statistics, August, 193I. 

I F. W. Taussig,·op. cit.. Chap. 25. 
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much the same conclusion.1 The movements of capital and of 
goods were largely independent of each other. They 'were "di­
rectly or indirectly the common results of a common antecedent 
condition, the fluctuating state of economic affairs in Europe ...• 
Neither item had to adapt itself to the other's fluctuations, for the 
two sets of fluctuations were roughly coincident and compensat­
ing by their very origin." Angell concludes that this explanation 
"is intellectually rather unsatisfactory ..•. But it is apparently 
the only way of accounting for the almost total absence of a dis­
cernible connection between the movements of the net balance of 
payments and the movements of internal credit and prices; and 
for the absence of any clear lag or precedence between the changes 
in the net capital items and net commodity items of the balance 
itself." 

Notwithstanding the agreement of two eminent authorities, it 
is difficult to attribute such synchronization of independent move­
ments over so long a period to "accident." It is expected, to be 
sure, that the economic conditions which give rise to increased 
foreign borrowing will also stimulate trade. But is there any rea­
son why the amplitude of the two movements should be so nearly 
the same? So close a relationship suggests something more than 
accident; it strongly suggests a causal sequence. Is the causal 
factor to be found perhaps in the changes of demand schedules in 
. both the borrowing and the lending countries, changes which in­
evitably accompany movements of capital? Is this shift in de­
mand schedules the important instrument of adjustment? If it is, 
then the neo-classical sequence, which was found to be absent in 
the case of the United States and also perhaps of Canada, may not 
be essential to the adjustment of disequilibrium in the balance of 
payments. The rapidity also with which the adjustment was 
found to have taken place in the instance of Great Britain "and 
the United States might be readily explained if changes in 
demand schedules were the effective mechanism. 

The mechanism, perhaps best termed the changes-in-demand­
schedules mechanism, may be presumed to operate in the follow-

1 J. W. Angell, Equilibrium in International Trade: The United States 1919-26, 
Quar. Jour. of Econ., May, 1928. 
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ing manner. The transfer of funds out of the lending country 
causes the demand schedules for all commodities to shift to the 
left (in varying degrees, depending upon what has been called 
"flexibility" of demand as distinct from elasticity of demand, i.e. 
changes in demand induced by changes in income, not in prices). 
Imported commodities feel the effects of the change in demand, 
and imports decline. A reduction in the amount of goods pur­
chased from the borrowing country accounts for part of the 
decrease in imports; that is, the borrowing country's exports to 
the lending country decline. The converse occurs in the borrow­
ing country. There the newly acquired purchasing power causes 
demand schedules to move to the right. Imports into this loan 
receiving country increase as a result of the general increase in . 
demand schedules. Some of the increase in imports is purchased 
in the lending country, thereby increasing its (the lending coun­
try's) exports. The new situation in the lending country is a de­
cline in imports and an increase in exports; in the borrowing 
country an increase in imports and a decrease in exports. The 
lending country will develop an excess of exports and the borrow­
ing country an excess of imports, aJl of which can occur without the 
agency of the classical specie-flow-price sequence. 

Adjustment of the balance of payments partly thru this means 
was first suggested by Bastable, tho it received only his passing 
notice. In 1889 he wrote, "The inhabitants of the former coun:' 
try [a creditor country which had claims on the debtor country] 
having larger money incomes will purchase more at the same price 
and then bring about the necessary excess of imports over ex­
ports." 1 Notwithstanding the italics, and his familiarity with 
Nicholson's views, in his Theory of International Trade 2 he 
made, curiously enough, no mention of the point.3 Writing a few 
years after Bastable's article was published, but before the third 
and fourth edition of his (Bastable's) International Trade, Nichol­
son gave the matter more notice. In a discussion of the way in 

1 On Some Applications of the Theory of International Trade. Quar. Jour. of 
Econ .• October. 1889. p. 16. 

I Published before the second and subsequent editions of his book. 
I See Bastable's 4th edition, Appendix C. 
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which the payment of a tribute takes the form of goods, he wrote~ 
"There will be partly a lessened demand for imports and partly 
an excess of home commodities available for exports. At the 
same time the receiving country - when money is sent to it­
will have so much more to spend and can take more imports and 
also consume things formerly exported. In this wayan excess of 
exports from the paying country equivalent to the tribute can be 
brought about without any change in general prices." 1 

Altho stated so clearly, the idea was apparently lost sight of for 
over twenty years. It was not mentioned again until 1918 in a 
paper by Professor Taussig,! who helq that a loan would increase 
the demand schedules in the borrowing country but would cause 
imports to increase only a little because part of the funds bor­
rowed would be spent at home on domestic goods and services; 
and that in any event changes in price levels consequent upon the 
gold flows supplied the only visible mechanism whereby the ex­
port excess would exactly equal the borrowings. Professor Wick­
sell in an answering paper stated very briefly that even if the 
funds were spent at home, the effect would be the same as tho 
they were spent abroad, since the increased demand for domestic 
goods would leave fewer goods available for export.s Professor 
Viner, reviewing the discussion, stated his agreement with Taus­
sig. He went on to show that "In the absence of special circum­
stances, such as the requirement that the proceeds of the loan be 
immediately used in making purchases in the lending country, 
and in the absence of price changes, there is no reason why bor­
rowing abroad should disturb the proportions in which .the total 
purchasing power in the borrowing country, including that de­
rived from the loan, is used in buying domestic and foreign com­
modities. Without a disturbance in these proportions the loan 
cannot wholly enter in the form of commodities." 4 

1 J. S. Nicholson, Principles of Political Economy, VoL II, Bit. m, Sec. 14, 

P·1l90 • 

I International Trade and Depreciated Paper, Quar. Jour. of Econ., Vol. 31 , 

P·39· 
• K. Wicksell, International Freights and Prices, Quar. Jour. of Econ., 1918, 

Vol. 32, p. 404 • 
• J. Vmer, Canada's Balance of International Indebtedness, pp. 203 if. 
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It appears to me that Professor Viner's conclusions on this point 
are not valid. There is every reason to believe, on the contrary, 
that borrowings abroad would disturb the proportions. Increased 
borrowings are to a country what a loan is to an individual. The 
additional purchasing power provided by the loan will not be allo­
cated to all items in the budget in the proportions occurring in the 
original income. Indeed it would be surprising if it were, espe­
cially if the funds be borrowed for a specific purpose - the usual 
case in foreign borrowing. An illustration may serve to make the 
point clear. A foreign loan is made by Colombia for the con­
struction of an electric railway. Most of the material needed:for 
the construction must be purchased abroad. Suppose half the 
loan to be expended at home on labor and materials and half on 
imported material. According to the· statement of Professor 
Viner such a division of expenditure would be expected to occur 
only if the country normally spent half its income on imports. 
Clearly that need not be so. There need be no close relationship 
between the proportion of a country's income spent on imports 
and the proportion of a loan so expended. Using Professor Vmer's 
illustrative figures, it is quite reasonable to come to other con­
clusions than those he draws. 

The example is of a country with the following economic prO"'­
gram: 

Domestic production ................................. $zo,ooo,ooo 
Exports •......•....•••........•............•...•.•• 1,000,000 

Goods similar to exports consumed at home •....••.•..•• 1,000,000 

Imports ...•...........•.......•..•...••.......••.•• :£,000,000 

The country borrows abroad $1,000,000. According to Viner only 
10 per cent (the proportion of domestic expenditures on imports) 
of this sum will be spent on additional imports; i.e. the million 
dollar loan would result (because of the shift in demand schedules) 
in increased imports to the amount of $100,000 and decreased ex­
ports to the amount of another $100,000. But there is much more 
likelihood that the money will be expended in a different propor­
tion. The amount of the loan expended directly on imports might 
range from $100,000 to $800,000, depending entirely on the pur-
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poses for which the loan was made and the pattern of the national 
economy; that expended on goods normally exported might in­
crease from $100,000 to $500,000. In other words, there are no 
a priori grounds for expecting the division of expenditures to re­
main the same with income increased by foreign borrowing. Just 
as an individual unconsciously readjusts the proportions of his 
total expenditures as the result of a loan, so does a country. The 
readjusted expenditures may bear more heavily on imported com­
modities, or on domestic commodities normally exported, or on 
domestic services. 

Countries that borrow abroad are often predominantly agri­
cultural. They usually borrow for the extension of public works, 
or for the expansion of industry. In either case large portions of 
the loan will be spent directly on imported equipment and ma­
terial, even tho imports may constitute a small percentage of the 
total domestic expenditures. It is thus reasonable to expect a 
borrowing country to spend a much larger proportion of the loan 
directly on imports than that indicated by the ratio of domestic 
expenditures to imports. Moreover, when the lending country 
happens to be highly industrialized, a large proportion of the 
proceeds of the loan is likely to be spent directly in the lending 
country. When a semi-industrialized country - France, for in­
stance - is the lender, direct export sales are less likely to occur. 
When, also, the borrowing is for the purpose of balancing budgets, 
or for funding short-time loans held within the country, the direct 
expenditure on imports will be much less. Nevertheless, because 
the borrowing country is often industrially undeveloped, and be­
cause funds are very frequently raised for plant expansion, rail­
road building, the purchase of military equipment, electrification 
programs, and so forth, the probability that a goodly portion of 
the loan will be immediately spent on imports is by no means a 
small one. 

It can hardly be denied that changes in demand schedules 
brought about by loans cause movements in imports and exports 
to take place (frequently to a significant extent) in the lending 
and the borrowing country. But can these changes in demand 
schedules unaided bring about merchandise movements of suffi-
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dent amplitude to correct the disequilibrium? This is a much more 
difficult question to answer. The claim advanced by Professor 
Taussig and concurred in by Professor Viner is that without price 
changes there is no visible mechanism to bring about equality be­
tween capital exports and merchandise movements. It seems to 
me that this view may be questioned; equality between capital 
exports and merchandise movements may quite possibly be 
brought about by the changes in demand induced by movements 
of capital. The reasoning which suggests such a possibility is as 
follows: 

The purchasing power of the borrowing country is augmented, 
that of the lending country decreased, by at least the amount of 
the loan. The increase and decrease may be greater than the 
actual amount of the loan, for an increase of foreign balances will 
be regarded by banks in the borrowing country as equivalent to 
an increase in cash holdings and may consequently permit an ex­
pansion of deposits in the domestic banking system in excess of 
the quantity of increased "reserves." On the other hand, in the 
lending country the transfer of deposits from domestic to foreign 
account may be regarded as a weakening factor calling for the 
maintenance of a higher reserve ratio, and may cause a decline in 
deposits on domestic account in excess of the loan.! The effect on 
merchandise movements is thus greater than it would be if the 
credit expansion and contraction could not exceed the actual gain 
or loss in gold. To illustrate, if 10 per cent of the additional pur­
chasing power resulting. from the loan should be spent on imports, 
the increase in imports might equal not 10 but 20 or more per 
cent of the amount of the loan. Similarly in the lending country 
if 10 per cent of the loss in domestic purchasing power impinges on 
imports, the decrease in imports might equal 20 or more per cent 
of the amopnt of the loan. Just as in the classical analysis a move­
ment of gold would affect prices thru its expanding or contracting 
effect on credit, so the effect of a loan on demand schedules would 

1 A movement of gold may, of course, occur. When it does, the increase of cash 
reserves in the loan (and gold) receiving country (and the loss of gold in the lending 
country) permits increases in excess of the gold movement (and favors decreases in 
the gold losing countries). 
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be enhanced thru the expansion or contraction of demand de­
posits.1 

If the country spends the entire loan on imports, and if these 
additional imports are all obtained from the lending country, 
then, clearly, the loan is translated into merchandise movements 
without any specie-:fl.ow-price mechanism. But it is extremely un­
likely that all the additional funds will be spent on imports (un­
less the conditions of the loan demand it) ; and it is even less likely 
that all the additional imports purchased will be obtained from 
the lending country. What actually will happen in any given 
situation depends entirely upon the importance of imports and 
of exports in the economy of both the lending and the borrow­
ing countries; the economic conditions in the lending and the 
borrowing countries; and the nature of the goods produced, ex­
ported, and imported in each country. Variations in anyone of 
these conditions will change the proportion of the loan spent 
directly on imports from the lending country. 

Obviously it is impossible to estimate the probable proportions 
in any given instance without knowing something about each of 
the conditions enumerated. Yet for the purpose of theoretical 
analysis we may proceed on the basis of a likely assumption. 

The following conditions would be reasonable to presuppose: 
A portion of the loa,n will be spent by the borrowing country on 
the imports of several countries, including goods of the lending 
country; the remainder will be spent on domestic goods and serv­
ices. In the lenclliig country, as a result of the loss in purchasing 
power, there will occur a decline in imports - to the extent of a 
small proportion of the loan";"" and a decline in domestic pur­
chases of domestic goods and services - to the extent of the re-

I Tho the establishment of an import balance in the borrowing country (and ex­
port balance in the lending country) will be hastened by the possibility mentioned 
above with respect to the gain (and loss) of purchasing power via credit expansion 
(or contraction) in excess of the amount of the loan, it is clear that the gain in pur­
chasing power in excess of the loan will decline rapidly as adjustment proceeds. It 
will disappear when adjustment is reached because in the borrowing country the in­
crease in the foreign balance resulting from the loan has been employed to pay for 
the import excess. In the lending country the development of an export excess has 
.transferred the balances owned by the foreign countries back to domestic owner­
ship. 
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mainder of the loan. In such case, the capital movements will be 
equal to the merchandise movements if one further assumption -
an important one - be made; namely, that in the borrowing 
country (as a result of the increased purchasing power) there be a 
rough equalization between the increase in the purchase of do­
mestic goods and the decline in exports; and in the lending coun­
try (as a result of the loss in purchasing power) there be a rough 
equalization between the decline in domestic purchases and the 
increase in exports. This is equivalent to saying that (r) the 
borrowing country employs her total loan either on imports or on 
goods that otherwise would have been exported, and (2) the lend­
ing country exports those domestic commodities it would have 
consumed had the loan not been made. 

The question is, can such an assumption reasonably be made? 
If it can, then we may conclude, first, that the specie-flow-price 
mechanism is sometimes unimportant as a means of adjustment 
in the balancing of international accounts, and, secondly, that 
changes in demand schedules caused by transfers of purchasing 
power may playa principal role in the adjustment. If it cannot, 
then changes in demand schedules constitute only one of two or 
more channels necessary to establish equilibrium; some other 
mechanism must play the important role in bringing about the 
equalization of capital and merchandise movements. Let us see, 
then, whether the foregoing assumption has any basis. 

What are the possible effects of changes in the volume of do­
mestic expenditure (caused by transfer of purchasing power) on 
the exports of the lending and of the borrowing country? First 
as to the borrowing country. If the supply of domestic goods (and 
services) cannot be increased, then additional domestic purchases 
can come only from goods that would normally be exported, or -
what amounts to the same thing - from the diversion of some of 
the factors of production from export goods into the production of 
goods for domestic consumption. But it is hardly reasonable to 
assume that the only means of increasing the supply of domestic 
goods and services is to reduce the amount available for export. 
Some increase in domestic production can take place. Excess 
plant capacity and slightly obsolete machinery may be utilized; 
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more land can be called into use; the supply of credit can be ex­
panded; and the supply of labor except, perhaps, when near the 
peak of a boom period can be augmented.1 

How much of an increase can take place depends upon the state 
of business activity at the time of borrowing. During a period of 

. slackening business activity, or during the early period of recovery 
from a depression, the supply of domestic commodities and serv­
ices can increase much more than during a period of rapid expan­
sion. Since during a period of increased foreign borrowing a 
country is more likely to be passing thru an upward phase of busi­
ness activity than thru any other phase of the cycle, the effect of 
increased domestic purchases is apt to be a significant curtailment 
of exports. The decrease in exports will be somewhat diminished 
by the rise in domestic prices consequent upon the increase in de­
mand, because the rise itseU will absorb part of the newly acquired 
purchasing power. The volume of goods available for export in 
the borrowing country will thus in any case decline less in total 
value than the part of the loan spent at home.2 The relationship 
between the two, however, if not close, need not necessarily during 
a period of expansion be remote. 

In the lending country the relationship between curtailed do­
mestic purchases and increased exports is likely to be even less 
close. A decline in the demand for domestic goods and services 
leaves more goods available for export, but that does not neces­
sarily mean that these additional export goods will be purchased 
by other countries; some part of the decrease in domestic demand 
will be felt by goods and services for which there is no foreign de­
mand. Yet some increase in exports will doubtless occur without 
any change in prices being necessary to induce the increase, be-

I Even when in a given country the supply of certain commodities - e.g. agri­
cultural crops - is fixed for several months at a time, there is some elasticity pro­
vided by the possibility of increasing the rate of withdrawal from warehouses. 

I The increase in the demand for domestic goods and services consequent upon 
. the increase in purchasing power cannot impinge solely on goods similar in kind to 
goods normally exported. Therefore an increase in the supply of certain goods can 
curtail the production of export goods only after sufficient time bas elapsed to divert 
the factors of production from certain of the export industries to certain of the do­
mestic industries. 
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cause the borrowing country is increasing its imports from the 
lending country, (as has been pointed out), and because other 
foreign countries will also increase their imports as a result of the 
increased demand schedules in these countries. 

This last factor, - the increase in the lending country's exports 
caused by increases in the total demand in other countries (the 
result, in turn, of their increased exports to the borrowing coun­
try),--,. tho it has been scarcely mentioned in the literature of in­
ternational trade,l may warrant some attention as a contributory 
force in the development of an export surplus in the lending coun­
try. The operation of this force is felt (in differing degrees) in all 
the countries that trade with the lending and the borrowing coun­
tries. In those countries which experience an increase in exports 
to the loan receiving country, there occurs an increased demand 
either for domestic goods or for imports to fill the void left by the 
increase in exports. The new demand impinges in part on im­
ports, some of which come from the lending country. Thus, thru 
the operation of this roundabout process, the lending country's 
exports are increased. A French loan to Russia will hence cause 
an increased Russian demand for British, German, and American 
products as well as French, and will subsequently increase the 
British. German, and American demand for French commodities 
among others. 

The tendency toward equilibrium effected directly by these 
changes in demand schedules may be either strengthened or weak­
ened by the sectional price movements which accompany such 
changes. The changes would be brought about in this way. In 
the borrowing country the additional purchasing power impinges 
on both purely domestic goods and imports and exports, both 
actual and potential, and tends to cause the prices of all three 
classes of goods to rise. The larger the proportion of the loan 
spent directly on domestic goods, the more will domestic prices 

I The only writer who mentions this contributory channel of adjustment is 
Ohlin, who in a paper on the reparations problem gives it passing attention (see foot­
note, p. 29). The paper also considers in some detail the effects of changes in de­
mand schedules on international trade. Professor Ohlin appears to be a strong 
adherent of the changes-in-demand-schedules theory of adjustment. 
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be affected, and the Jells the price of imports will rise. In such 
case the relative rise in the price of domestic goods, will accentuate 
and hasten the increase in imports and the decline in exports. . 

II, however, the borrowing country expends the bulk of the 
loan on imports, the price of domestic goods will not rise (or rise 
much Jess), and exports will not be curtailed to the same extent 
(if at all). Thus the larger the share of the loan spent on imports, 
the smaller the decline in exports. But the larger the portion 
spent on imports, the less is the adjustment - the creation of an 
import surplus - dependent upon the decline in exports (from the 
borrowing country). It is therefore apparent that price changes 
act as a retarding influence on the development of an import 
surplus when such influence is least effective - at a time when 
the surplus is already large as a result of the changes in the de­
mand schedules. On the other hand, when the import surplus 
does not occur directly as a result of the changes in the demand 
schedules, price changes hasten the development of the import 
surplus. They act as a supplementary force. which is pot.ent in 
proportion with the need; the greater the need for the supple­
mentary force, the more potent does it automatically become. 

In the lending country similar forces are at work. If the de­
crease in purchasing power results in a greater drop in the demand 
for domestic goods than for imports, the prices of domestic goods 
- and therefore of exports - will tend to decline, thereby hasten­
ing the creation of an export surplus. If the full force of the de­
crease in purchasing power is directed towards imported com­
modities, the price of export goods will not decline. The relative 
decline in the price of imports will then tend to check the growth 
of the export surplus needed for the correction of the disequi­
librium in the international account. But - as in the case of the 
exporting country - the larger the drop in purchases of imports, 
the less does the adjustment depend upon the increase in exports, 
the export surplus being created by a drop in imports.1 

1 No mention has been made of foreign changes in demand which operate to 
modify the price changes traced above. When speaking of the lending country's 
exports it was pointed out that the price of export commodities declines with the 
decline in the domestic demand for home goods. We disregarded at the time the 
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It is thus apparent that tho sectional price changes consequent 
upon shifts in demand may either favor or oppose the adjustment 
of disequilibrium, their effects are in the main of secondary im­
portance; they operate in the direction of aiding adjustment when 
the process of adjustment is most in need of assistance, and oppose 
it when it is least in need of assistance. 

This brief analysis of the changes in imports and exports 
brought about by changes in demand schedules hardly serves to 
answer the question posited earlier. That question, it will be re­
membered, was: can the assumption be reasonably made that 
transfers of purchasing power cause changes in demand schedules 
which in the borrowing country give rise to a rough equalization 
between the increase in the purchase of domestic goods and the 
decline in exports; and in the lending country between the decline 
in domestic purchases and the increase in exports? Our analysis 
suggests that there may well be some approach to such equaliza­
tion. The assumption, it would seem, may therefore be made; 
but it remains, unless better supported, merely a reasonable 
assumption. If it operates at all, the medium of changes in de­
mand as a corrective of disequilibrium has an effectiveness not 
possessed by the specie-flow-price mechanism. The latter causes 
exports from the lending country to increase because of the drop 
in the price of those exports, but it fails to produce an export ex­
cess unless the elasticity of the foreign demand for the lending 
country's goods is more than unity. The changes-in-demand 
mechanism causes exports to increase without a prior drop in 
prices being necessary. It can therefore more easily serve to de­
velop an export surplus. 

But before venturing even a tentative evaluation of this appar-

counteracting influence of an increase in the foreign demand for the lending coun­
try's exports. 

If the increase in the foreign demand for the lending country's exports is greater 
than the decline in its demand for its own goods, the price of its exports will tend 
to rise rather than fall. But whenever this situation occurs, the checking effect of 
the rise in price on exports is of little consequence; the adjustment has been ap­
proaching consummation in direct proportion with the very decline in imports which 
had caused the price of exports to rise. In other words, the counteracting influence 
on prices is increased when the adjustment is less affected by it. The same line of 
reasoning must be- applied to the imports and exports of the borrowing country. 
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ently SO simple means of adjustment, one question of prime im­
portance must be answered. We speak very glibly of the transfers 
of purchasing power which cause demand schedules to change, 
but we make no mention of the process by which these transfers 
are made. Axe they made to the extent that we have presupposed, 
or are they limited to net gold movements? 

The manner of transfer is the crucial point in the controversy 
between J. M. Keynes and Professor Ohlin regarding the payment 
of German reparations.1 Keynes claims that the requisite change 
in Germany's balance of trade - the development of a large ex­
cess of exports - must be brought about by a relative drop in 
German prices. Professor Ohlin maintains the thesis that changes 
in demand schedules would be sufficient to effect the necessary 
changes in Germany;s balance of trade. Keynes is noncommittal 
as to the general principle of the effects of changes in demand 
schedules in correcting disequilibrium; but in the case of Ger­
many. he says, it can play no role because the transfer of pur­
chasing power cannot take place. That. according to Keynes, is 
the kernel of the difficulty. He writes: uH Germany was in a 
position to export large quantities of gold, or if foreign balances 
in Germany were acceptable to Central Banks as a substitute for 
gold in their reserves, then it would be a different matter. For if 
Germany could set the ball rolling by exporting sufficiently large 
quantities of gold to have an appreciable effect on world prices, 
this, I agree, might help the situation by changing demand corre­
lations." I Since gold could not be exported in sufficient quanti­
ties, and foreign banks did not wish to accept balances in German 
banks in exchange for domestic balances (balances which would 
have to be kept in Germany until she developed a sufficient export 
surplus), Keynes maintains that a discussion of the effect of 
change in demand conditions consequent upon transfers of pur-

I J. M. Keynes, The Transfer Problem, Economic Journal, March, 1929; A 
Reply, ibid., September, 1929. B. Ohlin, Transfer Difficulties, Real and Imagined, 
Economic Journal, July, 1929; A Rejoinder, ibid., September, 1929 . 

• The latter part of the quotation shows Keynes to be thinking of changes in 
demand in 1M _kel sense (apparently to be induced by the specie-ilow-price 
mechanism) and not the kind of changes in demand with which Ohlin is concerned. 
Yet Keynes' opinion on that score is not pertinent to the present discussion. 
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chasing power is irrelevant. Professor Ohlin is vague in his reply. 
He explains that the transfer of purchasing power would take 
place thru the expansion of credit in foreign countries, the expan­
sion to be based on the purchase of the bills on Germany by 
foreign central banks. Elsewhere Ohlin sets forth his views more 
clearly.l His point is that central banks in reparations receiving 
countries ought to make possible transfers of purchasing power by 
buying bills on Germany. The balances would be left in the 
Reichsbank until the mechanism of adjustment began to operate 
(thru changes in demand schedules). The ensuing German ex­
port surplus would supply the bills necessary to permit those 
foreign balances to be withdrawn. 

In the light of this explanation it is clear that Keynes and Ohlin 
are not meeting on the issue. One maintains that transfers of 
purchasing power in significant quantities cannot be made because 
foreign banks will not cooperate; the other argues that the neces­
sary transfers could be made if foreign banks would coOperate as 
they ought to do. The controversy thus fails to provide an answer 
to the question how transfers are made. 

There are two means whereby purchasing power may be trans­
ferred without employing major net movements of gold: (a) thru 
the flows of gold which do not remain for any considerable length 
of time in the gold receiving country (or away from the gold send­
ing country); (b) thru the movement of short-time foreign bal­
ances. The first means, which, curiously, has received very little 
attention in the literature of the subject, is not to be confused 
with net gold flows. For some purposes of analysis it is net gold 
flows that signify, but as a medium of the transfer of purchasing 
power it is total gold flows that are important, and these are 
several times greater than net gold flows. Annual gold imports 
of 100 millions and exports of go millions will leave at the end of 
the year a net import of only 10 millions; yet a major portion of 
the 100 millions may have remained within the country for many 
months. In the United States from 1919 to 1930 the total of gold 
movements, including ear marked gold, was about 6.S billion 
dollars while the net total movement was only 1.2 billions. In 

1 The Reparations Problem, The Index, April, 1928. 
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France from 1880 to 1913 the ratio of total to net gold movements 
was about the same - 28 to 6.5 billions. In both countries in 
every calendar year large sums of both imports and exports of 
specie were recorded. A significant portion of the :flow remained 
either in or away from the country for several months at a time, 
as indicated by the fact that. in almost all the years, for several 
consecutive months there was recorded either a net import or a 
net export of specie.1 

Total gold :flows (as distinct from net gold movements) as 
a means of transferring purchasing power thus assume impor­
tance. The period elapsing between the inward and outward 
movements of gold from anyone country may be too short to 
permit of any appreciable effect on sectional prices, yet it may be 
quite long enough to in1luence merchandise movements thru 
shifts in demand schedules. Thus, if equilibrium of the inter­
national accounts of a country is disturbed by a loan. the im­
mediate consequence may be an out1low of specie from the lending 
country to the amount of all or part of the loan. In the loan re­
ceiving country the added purchasing power (in form of receipts 
of gold) will cause demand schedules to shift to the right, increase 
imports, and thus bring about an out1low of gold which will leave 
the net imports of gold much smaller than the total imports. In 
the lending country the converse occurs. There the out1low of 
gold causes an increased merchandise export excess and brings 
about an in1low of gold. 

The importance of such cancelling movements of gold as a 
means of adjusting balances is to be measured by comparing the 
sum of such movements not with the total of international trans· 
actions, but rather with that portion of international accounts 
which serves to disrupt an existing equilibrium. At all times, 
except during periods of extreme :fluctuations caused by wars and 
by severe political and economic disturbances, 'L"ly far the larger 
proportion of the total value of the transactions entering into the 
international accounts would continue from year to year unaf­
fected by any changes in any of the items entering into inter­
national accounts. The economy, products. price structure, cus-

I See Table 49, for the monthly movements of specie into France. 
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toms, economic institutions of a country are relatively so fixed 
that only small changes occur from year to year in all items except 
the net movements of capital. One may perhaps refer to that 
significant portion of the total of international transactions as 
being the "marginal transactions." Just as in the determination 
of prices it is the little more or little less demanded or supplied -
rather than the total demand and supply - that is significant, so 
in adjusting the international accounts it is the fluctuating por­
tion of the transactions to which attention must be directed. Tho 
it is impossible to determine even roughly the proportion which 
these sums -'- the significant sums for comparison with total 
gold flows - bear to the total of international transaction, it is 
certain that the proportion is small. The importance, therefore, of 
total gold flows as a means of transferring purchasing power and ad-

. justing disequilibrium is much greater than appears at first glance. 
The importance of the second method of transferring purchas­

ing power - thru movements of short-time foreign balances - is 
perhaps even greater, particularly in recent years. If banks in 
the lending country provide the foreign bills for the lenders, and 
by borrowing abroad secure in the borrowing country the means 
of payment with which to meet the borrower's claims, the trans­
fer of purchasing power may take place without any gold flows. 
Or, again, the transfer may be executed without gold flows if 
banks in a loan receiving country purchase from the borrowers 
bills on the lending country and employ the foreign funds to 
build up their foreign balances. If, further, this transfer in pur­
chasing power after a short time causes merchandise movements 
to take place, the foreign balances can be kept within reasonable 
limits with the aid of minor net gold flows. But is there sufficient 
elasticity in the movement of foreign balances to permit such 
changes? Apparently there is, at least in some countries. 

In the United States, for illustration, during the years 1926 to 
1929 the foreign deposits in American banks fluctuated between 
one and a half and two billion dollars, while American deposits 
abroad ranged between 200 and 300 million dollars. 1 Similar 

1 This was the minimum range. The figures are taken as of December 31 of each 
year, and it is very unlikely that the maximum and minimum for the period should 
have occurred on that day of the year. 
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changes in the short-time position of England and France were 
common during post-war years, and indicate that it is quite possi­
ble for the deposits in the lending country to increase (on foreign 
account) by the amount of several hundred millions and to re­
main at such heights until transferred back. to domestic account 
thru the medium of increased commodity exports. Such meagre 
facts cannot, of course, serve even as partial verification of the 
changes-in-demand mechanism; they merely constitute evidence 
that the increase and the decline of foreign balances are in some 
countries of sufficient magnitude to provide the means of trans­
ferring purchasing power.1 

I That such a sequence actually takes place cannot be tested without a record of 
monthly movements. No such record is available, yet evidence suggesting that the 
sequence occurs is furnished by certain annual data. When we compare the yearly 
movements of abort.. and long- term indebtedness with commodity balances recorded 
in the intemational accounts of the United States, we find the relationship to be 
such as to suggest that the transfer of purchasing power between the United States 
and other countries may very likely have been effected by movements of abort-time 
balances. Examination of the table below containing the figures of these movements 
for the United States for the years 1922 to 1930 reveals a high inverse correlation 
between (a) the increase in the indebtedness of American banks to foreign de­
positors and (b) the difi'erence between the commodity balance and the net export 
of capital 

Exce!s of Com-
Annual Net Annual Net modity Bala!tce 

Commodity Ezporto( Ezport 0( over Net Ezport 
Balance Long-Term Short-Term 0( Capital 

V_ of Trade Capital Capital· (CoL I-Col. s) 

1922 ..... ~ .............. S06 153 375 -241 
1923 ............... -39 -30 3 -69 
1924 ................ 646 733 216 -87 
1925 ............... 705 560 -61 145 
1926 ................. 202 540 359 -338 
1927 ........................ 737 6g6 41 
1928 .................. II37 718 -226 419 
1929 ................. 528 318 13 210 
1930 ........................ SOO 290 -443 210 

-236 284 

• Im:reaae in indebtedness 0( American banks to fOIeign depositors. 
The 6gures for: the table are computed from the United States Department of Commerce Trade 

Information Bulletin No. 761, The Balance 0( InterDatioDal Payments for: the United States, 1930. 

A possible inteIpretation of the inverse correlation between CoL 3 and CoL 4 is 
the following. Long-term foreign investments are first converted into foreign de.­
posits in American banks (i.e. the ownership of deposits in American banks passes 
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No generalization can be made about the extent to which trans­
fers of purchasing power (made thru the movement of foreign 
balances) can afiect merchandise movements. The efficacy of 
this mechanism differs with the country and the period. In order 
that the mechanism shall operate to a significant extent, the 
changes in foreign balances (in either the lending or the borrowing 
country or both) must continue long enough for the changed de­
mand schedules to afiect merchandise movements. If, however, 
there is a considerable lag between changes in demand schedules 
and changes in merchandise movements, and if, in addition, the 
extent to which foreign balances are permitted to expand or con­
tract is not large, then in such case a major and sustained dis­
equilibrium cannot be adjusted without large gold flows. 

Once large gold flows take place, it is a nice question just how 
the ensuing changes in merchandise movements occur. Are they 
brought about by shifts in demand schedules induced by changes 
in the volume of credit based on changes in the gold reserves, or 
are they caused by changes in sectional prices consequent upon 
shifts in the demand schedules? The answer again, it seems, 
would vary with the country and with the period. In some coun­
tries at certain times one mechanism may be the effective one and 
the other supplementary; in other countries, or at other times, the 
order of effectiveness may be reversed. In a country with large 
gold reserves, highly developed system of banking, with a sec­
tional price level insensitive to gold holdings - conditions which 
characterized the United States during post-war years - the 
effective mechanism may likely be changes in demand schedules. 

from American to foreign hands). The subsequent changes in demand schedules 
bring about an increase in exports rougbly to the amount of the net foreign invest­
ment. When such adjustment occurs within the year, the increase in the export 
excess approximates the net foreign investment, and the short-term balance to the 
credit of foreigners in American banks is then no larger than at the beginning of the 
year. When, on the other hand, the adjustment does not occur before the end of the 
year, the difference between the two appears in the increase of net debt of American 
banks to foreigners. 

The inverse correlation cannot, of course, be taken as proof of the claim that 
adjustment was made thru the medium of changes in demand schedules induced 
by movements of short-term balances, because there are other possible interpreta­
tions of the table. 
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Where, on the other hand - as in England - the banking system 
is highly sensitive to gold flows, where international trade is very 
important in the national economy, and where deposits of foreign 
banks are regarded as dangerous liabilities, the efficient mechan­
ism is more likely to be sectional price changes. These would be 
supplemented by changes in demand schedules caused by credit 
movements, induced or permitted by changes in the gold reserves. 

This brief review of the theory of the mechanism for adjust­
ment prepares the way for an examination of the international 
accounts of France. Just how these accounts were balanced is a 
matter of peculiar interest, for the situation in pre-war France was 
unique: deposit banking was relatively in its infancy; gold reserves 
were very large and growing; the domestic banking situation was 
relatively insensitive to external gold movements. As compared 
with England, the international trade of France played a smaller 
role in the national economy and her industriaIlife was sluggish. 
Her foreign investments, like those of Great Britain, were large 
and rapidly increasing. Thru what me~um, under these special 
conditions, was the adjustment made? Was the specie-flow-price 
mechanism of the classical theory the efficient force, or did some 
other mechanism serve to adjust the disequilibrium? In the suc­
ceeding chapters we shall examine in detail all the pertinent data 
and determine as best we may which forces were the effective 
ones in bringing about equilibrium in the ~rench international 
accounts. 



CHAPTER n 

THE COMMODITY BALANCE OF TRADE 

'I'm: starting point for an inductive study of the theory of inter­
national trade is a balance sheet of international accounts. Such 
a balance sheet is a record of the annual totals of all transactions 
that give rise to payments from one country to another. It serves 
a variety of purposes: to the economic historian it reveals im­
portant economic trends; to the economist it supplies some essen­
tial data for investigations of problems in the fields of inter­
national trade and finance - monetary and banking control, 
tariff policie~, foreign lending and borrowing; for the student of 
the theory of international trade it provides indispensable data 
for verification or confutation of the orthodox tenets.1 In the 
present study, by supplying the figures for the annual movements 
of merchandise, specie, and international services (those which 
give rise to money payments), it serves as one of the important 
means of estimating capital exports, and constitutes one of the 
bases upon which much of the subsequent analysis rests. 

For the period covered by this survey - 1880 to 1913 - no 
annual balance sheet has ever been constructed. B In view of the 
great interest in France, ever since 1870, in the amount of her 

1 Cleona Lewis (with the aid of the council and staff of the Institute of Eco­
nomics), in a useful little book descnDing the best procedure of constructing 
balance sheets of international accounts, lists eight types of investigations that 
have already been served by such balances as follows: (x) currency regulation; 
(2) testing proposed tax measUIes; <.3) ascertaining volume and trend of foreign 

. assets; (4) shedding light on economic developments; (5) extending and improving 
scientific methods; (6) verifying economic theory; (7) analyzing war and recon­
struction problems; (8) furnishing continuous and comparable official data. - The 
International Accounts (New York, 1927). 

• Uon Say in his report on the payment of the French indenmity in 1874 gives 
some data on meIchandise, specie Hows, and capital movements for the few years 
preceding, but the report includes too few items to serve as a balance sheet for those 
years. 
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foreign investments, and in view of the elaborate effort to ascer­
tain their quantitative importance,l it is strange that no attempt 
was made to approach the problem from this angle, especially as 
other countries had long before recognized the importance of such 
an approach. A statement of international accounts for the 
United States had appeared as early as 1853, for Great Britain as 
early as 18n. Even in Russia, Austria-Hungary, and Italy econ­
omists had constructed balance sheets for their respective coun­
tries as early as 1898 and 1905.1 Yet no statement of international 
accounts covering any of the pre-war years appeared for France 
until 1916. Since that year two French writers, Pupin and 
Meynial, constructed statements for the year 1913, and Moulton 
and Lewis, in their study of the French debt problem, made a 
quinquennial statement for the years 1870 to 1913.1 The balance 
sheets of the two French writers are of small use, since they are 
for one year only, while the quinquennial accounts of Moulton 
and Lewis, tho useful as a basis of comparison, cannot take the 
place of an annual statement. It was necessary, therefore, as a 
first step in analysis and verification to undertake the laborious 
task of constructing an annual balance sheet of international 
accounts. 

In the following pages the estimates of the items entering into 
the balance sheet are discussed in some detail in order to provide 
the reader with a basis for criticism and enable him to judge 

I See Chapter V • 
• Annual international accounts have been carried back for the United States to 

1860; for Great Britain to 1870; for Canada to 1900; for Germany to 1894; for Italy 
to 1905; for Austria-Hungary to 1892. References to the existing balance sheets and 
brief descriptions of them will be found in Lewis, op. cit. The omy one apparently 
overlooked is the excellent report by Gruber on Austria-Hungary, Daten zur Zah­
lungsbiIanz der osterreichisch-ungarischen Monarchie, Bulletin de l'Institut Inter­
national de Statistique, VoL XV, Ig06, Part 2, pp. 11';-198. 

It is interesting to note that tho a French economist, Neymarck, was the leading 
spirit of the international committee whose chief aim was to foster reports of inter­
national balances, no report of French international accounts was submitted. How­
ever, Neymarck did report frequently on direct estimates of foreign investments. 
These reports are considered in detail in ChaPter V • 

• R. Pupin, La richesse de la France devant Ia guerre (paris, 1916); P. Meynia1, 
Creances et dettes internationaIes (Paris, I926); H. G. Moulton and C. Lewis, The 
French Debt Problem (New York, 1926). 
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their validity. The discussion is interspersed, when pertinent, 
with considerations of methodology.1 

The items which are of sufficient importance to warrant inclu-
sion in the balance sheet of France are as follows: 

I. Merchandise imports and exports. 
2. Specie imports and exports. 
3. Shipping charges on imports and exports. 
4. Maritime insurance and commission charges. 
5. Transit charges due France on foreign goods transported 

thru France. 
6. Expenditures of foreign ships in French ports and of French 

ships in foreign ports. 
7. Tourist expenditures. 
8. Funds carried in and out of France by immigrants and emi­

grants and by casual laborers. 
9. Immigrant and emigrant remittances. 

I A word about the terminology used in this study. Professor Vmer justly calls 
attention to the need of distinguishing between the terms "balance of payments" 
and "balance of indebtedness" and to the confusion that sometimes arises from the 
failure to use the terms accurately. (See Canada's Balance of International In­
debtedness, p. 22.) The term "balance of payments" he would apply only to "the 
balance of inlmediate (and honored) obligations," and the term "balance of in­
debtedness" he would apply to "the balance of all obligations, inlmediate and de­
ferred." The United States Department of Commerce, the League of Nations, and 
most European writers do not follow this practice; hence Professor Vmer's usage, 
tho strictly accurate, is apt, I believe, to prove somewbat confusing to non-special­
ists. In this study I have followed the practice of Lewis in applying the term "in­
ternational accounts" to the balance sheet which contains all the credit and debit 
items. The term "balance of payments" is applied, as Professor Vmer suggests, 
to the balance of inlmediate obligations. A credit balance of payments will exist if in 
the international accounts there appears an excess of gold imports (and a debit 
balance if there appears an excess of gold exports). The balance of payments is 
measured by the difference between imports and exports of gold. The term balance 
of indebtedness is used solely for international loans. A credit balance of indebted­
ness will exist when the sum of funds loaned abroad during the year is greater than 
the sum borrowed, and will be measured by the difference of those two sums. Thus 
the international accounts may show in the same year a credit balance of payments 
and a debit balance of international indebtedness (or vice versa). 

For convenience, thruout this study the term "France" is used when meaning 
the residents of France, and the term "foreign countries" (e.g. Russia, Italy, etc.) 
when meaning the residents of foreign countries; when the French Government as 
distinct from the residents of France is involved in the transaction, it is so specified. 
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10. Brokerage charges. 
II. Home government expenditures in Colonies. 
12. Foreign loans and investments. 
13. Interest and dividend payments. 

The transactions listed above fall into the two classes termed 
"visible" and "invisible" items. Merchandise imports and ex­
ports and specie imports and exports alone constitute the visible 
items, and it is with the measurement of these that this chapter 
will be concerned. 

In attempting to form an estimate of merchandise movements, 
we are confronted with two sets of statistical data. During the 
period under consideration the French official practice has been 
to compile two separate sets of import and export statistics, one 
under the head of "general commerce" and the other under the 
head of "special commerce." The former includes under imports 
all merchandise imported into France, whether for French con­
sumption, re-export, storage, or transit, and under exports all 
merchandise of foreign and of domestic origin that is sent out of 
France. The latter (special commerce) includes under imports 
merchandise brought into the country for consumption only, and 
under exports all exported domestic products as well as foreign 
products which have been admitted, sold in the open market of 
the interior, and resold to foreign countries. Foreign merchandise 
imported to be worked over and then to be re-exported is not in­
cluded in the totals for special commerce but is listed separately 
as "temporary admissions!' 1 

1 France has several times changed methods of valuation of exports and imports, 
but from 1880 to 1913 official values were fixed annually several months after the 
close of the year by the Commission Permanente des Valeurs en Douane, which 
operated under the direction of the Department of Commerce and Industry with 
the aldof various chambers of commerce. For imports the basis of value is the price 
of goods at the time and place of presentation to the customs office and does not 
include French customs duties, nor French internal taxes. For exports the value 
shown is the price on arrival at the French ports or frontier stations. For further 
details of French trade statistics practice see E. Levasseur, Histoire du commerce 
de la France (Paris, 1912), Vol. 2, Chap. X; U. S. Dept. of Commerce, Import and 
Export Schedule of France, Misc. Series 102 (Washington, 1920); G. Pallain, Les 
douanes fran~ (Paris, 1913), Vol. II; Y. Guyot, Dictionnaire du commerce 
(Paris, 1906). 
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Since the purpose of constructing a statement of international 
accounts is to record only those items which give rise to sums due 
France from foreign countries or due foreign countries by France, 
the figures under general commerce are not pertinent. Goods that 
pass thru France, en route from Germany to Italy, for example, 
would appear in the figures for general commerce altho they do 
not give rise to sums due to or by France. To include them in the 
commodity balance of payments would give erroneous totals of 
payments to be made. They do give rise to sums due France for 
transportation, but such sums are included in the international 
accounts under the head of "shipping and transportation earn­
ings." It is, therefore, the figures appearing under special com­
merce that are used for the merchandise balance of payments. 
To the totals of special commerce has been added the excess of 
exports over imports classed as temporary admissions; the excess 
of such admissions represents sums due from foreigners for work 
done on foreign goods by French industry. 

Merchandise movements to and from French Colonies and Pro­
tectorates are included in the balance of trade. The colonies and 
protectorates are thruout this study treated as foreign countries 
inasmuch as their inclusion under France would serve merely to 
render more difficult the tracing of the mechanism of international 
trade. In quantity their trade is relatively unimportant, and their 
different economic institutions and customs, trade barriers, poor 
statistical data, and comparatively primitive economic and social 
development introduce too many elements of heterogeneity to 
warrant their inclusion. 

Some modifications must be made in the totals of the merchan­
dise balance as officially recorded. The French statistics of ex­
ports and imports for the period under consideration are unfor­
tunately subject to imperfections; because of omissions and errors 
in evaluation they do not represent exactly movements of mer­
chandise involving payment and receipt of money_ Thus the 
movements of certain precious jewels are not included in the 
figures for foreign trade; 1 nor the movements of various agri-

1 Guyot cites that information furnished by the President of the Chamber of 
Commerce of Anvers showed that in 1907 92 million francs' worth of diamonds 
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cultural products from lands near the frontiers; nor is allowance 
made for smuggling; nor for French goods in the baggage of out­
going travelers.1 More serious are the errors in the evaluation of 
exports and imports. The values are seldom exact, especially as 
regards the exports, owing to the lesser care taken in their com­
pilation because of their smaller :fiscal importance. Commenting 
on the inaccuracies of the export evaluations Guyot writes: 

The commission generally accepts whatever valuation the exporter places 
on his merchandise. . •• Even if the business men were desirous of being 
exact. the French exports are so diverse as to make a detailed declaration 
very complicated; therefore merchants declare such value as suits their 
purpose. They are prone to give a lower value in France in order to decrease 
the ad valorem import duties in the importing country.1 

Again, Liesse I in comparing the import and export statistics of 
France with those of various countries concludes that "export 
statistics do not offer, except for those commodities upon which 
there is a bounty, even relative security," and Coste, writing in 
1888, mentions that he is well aware that exports are undervalued 
in the trade export statistics partly because of the custom among 
exporters to declare the value of the exports at the cost to them 
rather than at the selling price to the importer.4 The inaccuracies 
in export evaluations persisted, it may also be added, in spite of 
the fact that after 1863 a fine of 100 francs was imposable on falSe 

were imported and over 94 millions were exported. Neither movement appeared 
in the trade statistics. The same writer comparing, trade statistics of the move­
ments of goods between Belgium and France found considerable discrepancies in 
the statistics of both countries purporting to record the same quantities of merchan­
dise. Y. Guyot, Le commerce et lescommer~ts (paris, 1909), Book VII, Chap. I. 

For discussion of French trade statistics see also C. Legrand, Les statistiques 
douani~res (Mons, 1908); E. Allard, La statistique douanieze internationale (Paris, 
1908); La statistique douani~ et ses mEthodes (paris, 19II); A. Bateman and 
H. Fountain, The Import and Export Statistics of Various Countries, Bull. de 
l'Inst. Inter. de Stat., Vol. IS. p. 235; R. Giffen, The Use of Import and Export 
Statistics, Economic Inquiries and Studies (London, 1904); League of Nations, 
Vols. J-2, Balance of Payments and Foreign Trade Balances, I910-1923 (Geneva, 
1924). 

I Goods carried by outgoing travelem are included in the estimate of tourist 
expenditure. 

• Y. Guyot, op. cit., Bk. VII, Chap. z. 
I A. Liesse, La statistique, les difficultes, les resultats, Chap. n. 
• L. Coste in Journal de la Socrete de Statistique de Paris, VoL 1888, p. 238. 
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declarations of exports; for no one paid the slightest attention to 
the law.1 

Another contributory factor to error in the recorded exports is 
due to the undervaluation of parcel post packages. Before 1904 

estimates of parcel post exports were far-below their real value. 
All parcels were evaluated at an average price of only a few francs 
per-package, a figure much lower than the real value because a 
goodly portion of the shipments consisted of silks. After 1904 a 
separate classification of parcel post was made for silks, but all other 
packages were lumped together and priced at a standard low rate 
per package. Since a large part of French exports aside from silks 
is composed of goods that are high in value but very small in bulk, 
the consequent undervaluation even after 1904 is not negligible. 

Altho the inaccuracies of the evaluation of exports tended to 
decrease in the later years covered by this study because of the 
more widespread appreciation of the utility of accurate trade sta­
tistics, and because of the improved facilities for ascertaining 
those values, they remained of sufficient importance to call for 
modification of the official statistics. Pupin sent questionnaires 
to members of the Commission Permanente des Valeurs en 
Douane (the commission responsible for the official figures) and 
received responses indicating that most of the members felt that 
the figures for imports ought to be increased 3 per cent and those 
for exports from 5 to IS per cent.! If 3 per cent of the imports 
and 10 per cent of the exports are selected as the average under­
valuation over the period of this study, the debit balance of trade 
is reduced by 200 to 500 million francs annually. The cumulative 
total of the annual difference in the merchandise balance of trade 
that results if allowance is made for the probable underestimate 
mounts to almost 10 billion francs, a sum representing about one 
fourth of the total net capital exports during that period. Clearly, 
so large an item cannot be ignored without seriously distorting the 
balance of indebtedness. Therefore in the balance sheet both sets 
of figures - without and with the correction - have here been 
recorded for subsequent consideration. 

1 J. Schuller, La statistique douamere et ses methodes, p. 22$. 

I R. Pupin, La lichesse priv& et finances fran~ (paris, 1919), Chap. V. 
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One further correction needs to be made in regard to exports. 
Ships' provisions purchased in France are included under special 
exports. They are divided into provisions of French ships and of 
foreign ships, but it is only this latter group that ought to appear 
under exports. Ships' provisions leaving France in French ships 
do not give rise to international payments but merely to transfers 
of funds from one group of Frenchmen - ship owners - to an­
other group of Frenchmen - provision merchants. Therefore 
the sums included under ships' provisions have been deducted 
from the recorded value of exports in French ships.l 

The figures for annual imports and exports for the entire period 
J880 to J913 appear on pages 44 and 45. They are the official 
figures for special commerce. These figures corrected for relative 
undervaluation of exports and for ships' provisions are tabulated 
on pages 114 fI. 

The official statistics of imports and exports of gold and silver 
are no more free from criticism than the statistics of merchandise 
movements. Their accuracy has been challenged by many writ­
ers. Soetbeer in J866 cited several instances of the inaccuracies 
in the specie imports and exports of several countries.2 He com­
pared the English and French specie movements between those 
two countries for the years 1871 to 1884 and found discrepancies 
ranging from 10 to 50 per cent. a "It is immaterial," he concluded, 

I Belote I8gS the trade statistics did not separate ships' provisiODll from other 
aports, and it has thereote been necessary to estimate the amounts belOte that 
date. The annual sums Iepresenting this item have been added to the excess of 
merchandise imports in the balance sheet. 

• A. Soetbeer, Materials toward the Elucidation of the Economic Conditions 
Affecting the Precious Metals and the Question of Standards, translation by F. W. 
Taussig, Part IV. 

MiIJioDs of Marks 

• Imports into England from France - British statistics ...•..••• 1067 
ExpOrts to England from France - French statistics .•...•...••• ~ 

Excess of British over FIeDch figures. . . • • • • • • . • • • . • • • • . . • • 486 
Imports into France from England - French statistics ..•..•••• II9S 

British statistics ...•..... 1038 

Excess of French over British figures. . . ••• . ••• ... • .•.• .. .• 156 

The Ftench statistics would have shown a net excess of imports for that period 
of 614 million marks, wheIeaS the English figures would have it be IS6 million, a 
dilIerence of 458 million over the whole period, or about 35 million average per year. 
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TABLE 1 

MEJl.CllANDISE ExPoRTS 0. FlI.ANCE, 1:880-19131 

(Millions of francs) 

Raw Food Manufactured Temporary Ea:ess 
Year MatA!riaJs Stufis Goods Admissious Total of Imp<ll'ls 

1:8So .......... ~ .... 916 8II 1839 133 3600 :rSH 
:r881 ........... 824 863 1874 uS 3686 1248 
1882 .......... So7 878 1888 1:36 3710 H90 
z883 ................. 751 s.w 1850 133 3585 1291 
1884 .......... 759 783 1690 H9 3354 1052 
1885 ................... 707 720 1631 94 3182 950 
1886 ............ oo .... 773 731 1745 96 3344 910 

1887 .................. So5 7°3 1739 x05 3351 725 
I888 .................. 813 726 X706 H6 3362 812 
1889 ................. 950 837 1925 u8 3821 S66 

ISgo .................. 897 855 2000 138 389% 629 
1891 .................. 832 808 1928 153 3722 u30 
1892 ................. 822 759 1878 u3 3573 681 
1893 ........... 784 710 1741 III 3347 56S 
1:894 ......... 754 666 1657 I39 3u 7 710 
I895 .................. 873 591 I909 I62 3535 285 
1896 .......... 836 651 1913 176 3576 356 
1897 ................. 944 720 1933 91 3789 325 
189S ................. 932 662 1915 I48 3659 913 
1899 ........... X210 675 2267 197 4349 306 

1900 ........... 1084 769 2254 201 4309 530 

1901 .................. lOIS 745 2249 ISo 4192 312 
1902 .......... 1170 7°7 2374 186 4438 96 
1903 .................. u75 663 2413 184 4436 497 
1904 .......... 1220 693 2536 189 4640 4 
1905 .......... 1338 7So 2748 221 5088 -137 
x906 .................. 1474 7u 30 79 250 5515 282 
X907 ............. 15°7 746 3341 243 5839 556 
X908 .................. 1341 746 2962 219 5269 539 
1909 .................. 1693 823 3200 248 5966 472 

1910 ........... 1930 858 3444 255 6488 864 
19II .............. " .. 1830 736 3520 246 6322 1920 
1912 ............ 1945 s.w 391S 260 6972 1442 
1913 ......... 1858 838 4183 286 7166 1460 

1 These fisures are taken from St&tistique Ghl&aIe de Ia France. Annuaire St&tistique. 
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TABLE 2 

MEIlClIANDISE lMPoJr.'IS OF FuNcE, %880-19131 

(Millions of francs) 

Food Raw Manufactured I::: y- Stufla Materials Goods Total 
18So ........... 1961 2472 599 78 SUI 
1881 ............ 1686 2493 683 71 4934 
1882 .......... ,. .......... 1670 2376 775 79 4900 
1883 .............. 1638 2397 768 72 4876 
1884 .. ~ ................. 1438 2208 696 63 4406 
I885 ............ 1455 2022 610 44 4132 
d86 ...................... 1540 2082 584 46 4254 
1887 ..................... 1423 2014 sSg 50 4076 
1888 ........... 1$07 2021 579 67 4174 
1889 ........... 1441 2303 572 71 4387 

1890 .............. 1445 2372 619 63 4520 
1891 ........... 1652 2447 668 84 4852 
1892 ........... 1400 2172 614 67 4254 
1893 ..... ,. .............. 1060 2228 564 62 3915 
1894 ...................... II97 2104 548 77 3927 
1895 ............... ""'I' 1035 2100 583 100 3820 
1896 ........... 1006 2173 618 134 3932 
1897 .. ,. .................. 1028 2318 608 58 4II4 
1898 .......... o5 .......... 150$ 2348 618 100 4572 
1899 ............. 951 2839 727 137 4655 

1900 ........... 819 3035 843 142 4839 
1901 ...................... 783 2813 772 135 4504 
1902 ........ ,. ............ 818 2798 777 140 4534 
1903 .............. I ... ,. 961 3020 819 132 4933 
1904 ...................... 817 2853 832 142 4644 
1905 ......... 0-" ........ 822 3087 868 172 4951 

1906 .... " ...... " ........ 940 3687 999 170 5797 
190 7 ...................... 1038 4013 II7! 172 6395 
1908 .......... ,. .... """ 934 3589 UI6 168 5808 
1909 ...... " .............. 952 4113 uSo 192 6438 

1910 ............... ,. .... 1413 4345 1414 179 7352 
19II ,. .................... 2020 4525 1520 177 8242 
1912 ........... oo ... oooo ISo3 4813 1614 184 8414 
1913 .... ~ ...... 1817 4945 1658 205 8626 

I Same .. Table I. 



46 THE FRENCH INTERNATIONAL ACCOUNTS 

"that for some years the figures tally more or less closely. This 
must be ascribed to accident, in face of the enormous discrepan­
cies in other years. Moreover, there seems to be no general tend­
ency in the variations from which one could reach any conclusion 
as to their causes." 1 Compared to these discrepancies between 
French and British figures it is significant to note that the British 
and United States statistics of specie exports and imports of gold 
(between the United States and Great Britain) are in close agree­
menlo This suggests that the errors are probably in the French 
statistics rather than in the English. 

A further indication of the probable error in the recorded trade 
movements of specie appears in the findings of Leon Say, who con­
cluded from a comparison of the recorded trade figures for specie 
flow with figures compiled on the basis of information gained from 
Paris banks that the exports of specie, particularly of gold, were 
underestimated in French statistics.1I Again, Giffen, commenting 
on the same inaccuracies, mentions the practice of sending gold 
from one place to another under the description of silver for the 
sake of evading the higher freight charges.3 A similar source of 
error in the practice of shipping gold by parcel post is described 
by Roulleau, a former assistant director of economic research of 
the Bank of France. He is of the opinion that this practice was 
fairly common across the frontiers, and resulted in considerable 
underestimates, since parcel post shipments were valued at only 
a few francs per package. It is his belief that from 1<)01 to 1910 

the imports of gold bullion alone were underestimated at least 
200 million francs and exports 330 millions because of parcel post 
statistics. By checking up from all available sources of informa­
tion Roulleau found that in cases of long distance transportation 

1 A. Soetbeer. ibid., p. 534-
Guyot in Le commerce et les comm~ts cites an instance of a shipment of 

millions of roubles by a Paris concern to St. Petersburg in 1900, and not the least 
mention of it appears in French statistics. Ferrais gives several illustrations of 
errors in statistics of international movements of specie. C. Ferrais, Examen des 
difficult& particulieres que rencontre la statistique du mouvement des metaUI 
pr6cieUI dans Ie commerce international," Bull. de l'Inst. Inter. de Stat., VoL II, 
P·235· 

I L Say, Rapport sur Ie paiement de l'indemnitE de guene (Paris, 1874), p. 62. 
• R. Giffen. Statistics (London, 1913>. p. 85. 
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the import and export statistics are fairly reliable; nevertheless, 
he concluded that .. the movements of coined gold escape investi­
gation by customs officials with an ease deplorable for the statis-
tidan."l ' 

The inacurracies of specie statistics are amplified by the omis­
sion of specie carried by travelers, an item which completely 
escapes recording. I Travelers, foreign casual laborers, and immi­
grants passing between France and the neighboring countries 
were undoubtedly carriers of quantities of gold and silver coin. 
Italians, Belgians, Spaniards, and Swiss were accustomed to using 
10 and 20 franc gold pieces and 5 franc silver pieces - current 
coin in France as well as in their respective countries - and car­
ried them when traveling, much as an American would carry 
several ten dollar bills when journeying from one state to another. 
Indeed, the foreign casual laborers and visitors to France from 
Belgium, Italy, and Switzerland were more apt to carry their 
funds in the form of gold than in letters of credit or travelers' 
checks, because they were not accustomed, as were Americans 
and English, to that type of credit instrument.1 

I G. RouDeau, La production et 1es mouvements intemationau des metaux 
pricieux au debut du XXe siOCle, Jour. de Ia Soc. de Stat. de Paris (lg12), Vol 53, 
p.70-

• A peculiar situation which arose in regard to the movement of 5 franc silver 
pieces (mu) between France and Belgium. and France and Switzerland points to 
the inaa:uncies such omissions may create. The price of Belgian exchange fre­
quently prevailing in France from Igor to :lg09 allowed a small profit to be made 
by buying Belgian exchange in a border French town - at a slight discount­
crossing the frontier with the bills pun:hased, and cashing them at par, demanding 
and m:eiving Cc:us, which were carried back to France. Altho the gross profit on 
the transaction was very small-less than I of I per cent exclusive of eXpenses in­
volved - it was enough to cause a movement estimated at over 500 million francs 
from Belgium to France between :lgOl and IglOo and at least 200 million from Swit­
aerland during the same period. This movement would be of no significance for 
this study but for the fact that the Banks of Belgium and of Switzerland pur­
chased from the Bank of France the ecus necessary to replace their depleting re­
serves of ecus, and these purchases doubtless appear in the specie export statistics, 
whereas the return movement taking place by pa.n:el post or carried across the fron­
tier was probably not included in the import statistics. This would result in a rela­
tive underestimate of imports. 

• Even the Portuguese retuming from California. where they had become accus­
tomed to the use of gold coin as the medium of hand to hand cin:ulation, as late as. 
1913 carried much of their funds in gold coin. 
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Such movements of specie do not, however, belong in the bal­
ance of international. accounts. They do not give rise to any 
demand or supply of foreign bills, nor do they directly affect the 
recorded international movement of goods. They are of signifi­
cance, as will be seen, when estimating tourist expenditures or 
immigrant remittances, and estimates of these sums will be at­
tempted when those items are being considered. 

With the exception of these estimates, the official figures of 
specie movements are the only ones appearing in the balance . 
sheet of international accounts. Further change is scarcely war­
ranted in the absence of definite information as to the extent of 
inaccuracy in the recorded statistics of specie flows. However, it 
must be noted that these figures include movements of silver 
bullion. There is no reason for such inclusion under specie rather 
than under merchandise since thruout the whole period there was 
no free coinage of silver in France. Silver bullion differed in no 
respect from other merchandise, and to include it with gold bul­
lion and gold and silver money serves only to defeat the purpose 
of separating specie movements from merchandise movements. 
From 1880 to 1913 the total value of silver bullion imported was 
1600 million francs, and of silver bullion exported 490 millions. 
The net excess of 1 I 10 million francs constitutes almost one-fifth 
of the total excess of specie imports, a sufficient proportion to 
justify its not being included under the classification of specie 
imports. Wherever this distinction is of importance - as in the 
comparison of merchandise with specie movements and in the 
consideration of the specie-flow-price mechanism - deduction 
for silver bullion movements is made. 

The figures for the annual imports and exports of gold and silver 
bullion and money are tabulated on the following pages. They 
are the figures contained in the annual reports to the French 
Minister of Finance. In many cases these figures differ somewhat 
from those recorded in other sources, but the discrepancies are 
not large. 
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TABLE 3 

SPECIE ExPoIl'l'S O. FIlANcE. 1880-1913' 

(MiIlioDS of fraDes) 

Gold Silver 

Vear Bullioa :Money Tot&! Bullion :Mcmey Total 

1880 ......................................... 44 36.4 40S 12 So 6a 
1881 .......................................... 3 220 lI1l3 5 74 79 
1882 .......................................... 16 176 192 26 131 157 
1883 ...................... 45 89 134 18 78 96 
1884 .......................................... 10 72 82 II 35 46 
1885 .......................................... 36 165 aOI 17 121 0138 
1886 .............. II .......................... 77 122 199 10 124 134 
1887 ........................... III 147 258 10 129 139 
1888 ....................... 32 161 193 3 106 109 
18Sg ................ """ .................... 16 1I3 129 II 92 103 

1890 .......................................... 92 159 351 IS 94 109 
1891 ............................... " ........ 31 204 a35 14 132 146 
ISg2 .......................................... 17 94 III 21 81 102 
ISg3 .... " .................................... 9 loS II7 14 112 126 
1894 .......................................... 7 101 loS 7 102 109 
1895 .......................................... 20 224 244 8 71 79 
1896 .......................................... 24 287 3Il 6 195 201 
1897 .......................................... 20 II2 132 9 183 192 
1898 .......................................... 44 269 313 52 136 188 
1899 .......................................... 21 141 162 8 lIII 219 

1900 .......................................... 3 123 126 7 199 206 
1901 ......................... " .............. 21 124 145 u 129 141 
1902 ......................................... 7 120 127 10 107 II7 
1903 .............................. " .......... 7 127 134 15 90 105 
1904 ................... " ...... "" .......... 14 IIO 124 III II4 126 

1905 .......................................... 29 103 132 IS 86 101 
1906 ......................................... 36 129 165 19 1:52 171 

1907 .......................................... 9 145 154 IS 187 202 

19o5 ............................ " .... ,.. ...... I 20 22 :20 155 175 
1909 ........................ 37 173 lIoo 27 104 131 

1910 ....................... " .................. 7 166 173 IS 200 215 
I9II ............................ " ............ 5 134 1:39 9 135 144 
IgI2 ................................. "" ...... 1 34 35 17 265 282 

1913 ............................ "" .......... I2 62 74 68 347 360 

Total 0.0. 0 •• 0. 0 ••••••• 867 4795 5662 483 4527 5010 

• These figures are compiled from the amwaI Rapport au:Ministre des Finances, Administration des 
1l<mDaiea et :M6cIaiIIes. 
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TABLE 4 

SPECIE lln>oll.'IS OF FlI.A!iCE, 1880-19131 

(Millions of francs) 

Gold SilVIS' 

Year Bullion Money Total Bullion Money Total 
%880 .... ;a .................................. 31 163 194- 18 83 101 
1881 ......................................... 37 197 234 37 933 130 
%882 ..................... "" ................ 3I 25.1 284 .14 94- 128 
I883 ....................... 26 38 64 23 S9 82 
1884 ...... " ................................ 58 6g I27 22 79 101 
I885 .... " ................................ " 26 217 243 24 212 236 
%886 ....................... %07 I54 261 24 160 184 
1887 ........................................ 31 62 93 24 154 178 
%888 ........................................ 36 66 %02 21 143 164 
:1:889 ........................................ 194 144 338 I7 93 110 

ISgO ....................................... 56 61 II7 24 115 I39 
x891 ......................................... ZI9 243 362 36 140 176 
ISgZ ......................... 85 302 387 19 lOX 120 
ISg3 ...................... SS 250 305 2I 138 159 
1894 ........................................ 227 2.14 461 25 64 Sg 
%Sg5 ........................ 80 173 25.1 47 93 140 
%896 .. 0- .................................... 142 159 301 71 107 178 
1897 ........................................ 149 142 291 71 100 171 
1898 ......................... 109 9I 200 73 u8 191 
I899 ....................... 144 175 319 45 143 188 

1900 ..................... ISS 304 459 57 Sg 146 
1901 ...... " ................................ 277 152 429 40 57 97 
1902 ........ " ......... " ............... 327 114 441 36 61 97 
1903 .................. 0-. "" ...... " .... " 249 79 328 63 69 132 
1904 ...... " ... " ....... " .... " .. " .. SS7 98 655 41 56 97 
1905 .. " ...... * .. " ..... " .. " ....... " 505 274 779 47 57 104 
1906 " " " ............. s" .... " ... " • 321 II5 436 60 96 156 
1907 ...... " " .... " " " .. " ...... "" ..... 344 148 492 87 9S 182 
1908 ........................... 796 217 1013 89 84 173 
1909 " . " ......... " .... " ........ " .. " 314 78 392 67 81 148 

I910 ....... " ....... " " ...... " . " .... 128 102 230 49 Il/2 171 
19II ...................... 161 104 265 61 136 197 
1912 ......................... 160 93 253 62 213 274 
I913 " .... " .... "" ....... "" .... " ... 602 62 664 66 323 3Sg 

Total ..........•..•.. 6639 5133 II772 1600 3828 5428 

I Same as Tabl. 3. 
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TABLE S 

Sl'ECIE lJoooITS AND ExPcmTS O. FuNCK, 1880-1913 

(Millions of francs) 

Eaasol Cumalalift 
y- Importa £.parts Importa Eaas 

1880 ....................................... " .. " .. 296 470 -174 -174 
1881 ................................................ 364 302 62 -92 
1882 " .............................................. 411 359 52 -40 

1883 """ ......................................... 146 235 -89 -129 
1884 ................................................ 229 128 101 -28 
1885 ................................................ 479 339 :140 I1Z 

1886 ................................................ 445 333 112 224 
1887 ................................................ 271 397 -126 98 
1888 ................................................. 266 301 -35 63 
1889 ...................................... "" ...... 448 232 n6 279 

1890 ................................................ 256 359 - 103 176 
1891 ...... " ........................................ 539 381 158 324 
1892 ................................................ 508 214 294 618 

1893 ............................................... 464 243 221 839 
1894 .................................... " .......... 552 217 335 1174 
1895 ................................................ 395 325 72 1246 
1896 ........ " ...................................... 479 513 -33 n l 3 
1897 ................................................ 462 323 139 1352 
18gB ................................................ 391 502 -III 1241 
1899 ................... ~ ...... "" " ................. 506 382 U4 1365 

19oo ................................................. 605 333 272 1637 
1901 ................................................ 526 286 241 1878 
1902 ................................................ 538 243 295 2173 

1903 ................................................ 441 238 204 2377 
1904 ................................................ 754 234 520 2Sg7 

1905 ................................................ 885 232 6S3 3550 

1906 ................................................ 601 337 264 3814 
1907 ................................................ 80S 370 436 4250 

1908 ................................................ 1173 183 990 5240 

19o9 ........ ;0 ...................................... 539 359 180 5420 

1910 "' .............................................. 406 390 16 5436 

1911 ................................................ 462 285 177 5613 

19J2 ............................................... 52 7 31 7 210 5823 

1913 ............................................... IOS3 434 619 6442 



CHAPTER ill 

TRANSPORTATION EARNINGS 

WE PROCEED now to a consideration of the non-commodity or the 
"invisible" items in the French international accounts. Pay­
ments arising out of services in transportation - shipping, tran­
sit, and maritime insurance - will be estimated in this chapter. 

The French practice during the period under survey was to 
record all imports at their c. i. f. values and all exports at their 
f. o. b. values. Thus shipping charges due foreigners already ap­
pear on the debit side of the international accounts under mer­
chandise imports. But imports carried in French ships are also 
included as a debit item, altho obviously they. represent merely a 
payment due from one group of Frenchmen to another. On the 
other hand, exports carried in French ships presumably give rise 
to payments due France; yet these payments are not included 
under merchandise exports. To arrive, therefore, at a correct 
balance of payments it is necessary to deduct from the debit side 
the French shipping earnings on imports and to add to the credit 
side French earnings on exports.l The net effect is the same if no 
deductions are made from the debit side and all the earnings of 
French shipping - whether on imports, exports, or shipments 
between foreign ports - are placed on the credit side. The latter, 
which is the only feasible method in view of the paucity of ship­
ping data, is the one employed here. 

The total of shipping earnings can be estimated in several 
ways. The procedure most commonly used is to deduct the total 
world exports from the total world imports - the latter being 

1 This assumes that the importer paid transportation charges from the point of 
embarkation. Such, however, was not always the case. The practice differed with 
the country and the seller. Yet the French customs requirement was that imports 
be valued c. i. f. at port of entry and exports f. o. b. at the point of departure from 
the country. Whenever a French exporter quoted goods at Co i. f. prices, he was re­
quired to record the f. o. b. (point of departure from country) value of the exports, 
that is at the quoted price - c. i. f. in this instance - minus transportation charges 
from the point of departure from the country. . 
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valued c. i. f. and the former f. o. b. - and to regard the re­
mainder as a rough measure of the difference in value due to the 
cost of world shipping. The shipping earnings of a particular 
country are then determined by the ratio of that country's ship­
ping to world shipping.1 In the case of France, lacking statistics 
of the tonnage of freight carried by French ships, the results that 
could be obtained by this method would be too crude to warrant 
its use. A direct estimate of shipping earnings is also not feasible. 
For such an estimate, statistics of. the tonnage of freight carried 
by French ships, of shipping rates, and other pertinent data­
lacking for the period of this survey - are necessary. 

Estimates of French shipping earnings have been made by 
Meynial and by Pupin J who constructed international accounts 
for certain years, but neither their estimates nor their method are 
dependable. Meynial reached an estimate in the following man­
ner. He first compared the total of French ship tonnage entering 
and leaving France in cargo with the total of foreign ship tonnage. 
The proportion so derived he applied to the known tonnage of 
total imports and exports, thereby obtaining what he assumed to 
be an estimate of the tonnage of freight carried by French ships. 
This tonnage he then multiplied by an "averageJ> freight rate on 
an assumed average distance and arrived at the result of 400 mil­
lion francs, to which he added 80 million francs for passenger 
service and 20 million francs for expenditures of foreign ships in 
France. This method of estimating shipping receipts is not valid 
in the case of France because an "average" freight rate is em­
ployed in the computation. An average freight rate may be of 
significance for certain purposes, but when such an average is 
employed, it is one that has been obtained by dividing total 
freight receipts by ton-miles carried. Here the total freight re­
ceipts are an unknown quantity, the very one we are seeking to 

1 In the use of this method, however, allowance has to be made for the practice 
of certain countries - United States, Canada, Mexico, and several others - which 
record imports f. o. b: instead of c. i. f. Both Giffen and Hobson use this method 
in estimating British shipping earnings. See C. K.. Hobson, The Measurement of the 
Balance of .Trade, Economica, Vol. 2, p. 133, for a description of this and other . 
methods of estimating shipping earnings. 

I P. Meynial, op. cit., p. IS; R. Pupin,op. cit., p. 24-
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discover. How then could this" a.verage" have been determined? 
Shipping 'freight rates per mile differ according to weight, bulk, 
value, perishability of cargo, distance carried, port of loading and 
unloading, season of year, kind of ship, and direction of voyage. 
It is, of course, simple to calculate, once you have the freight 
rates, an arithmetic mean ofthe freight rates of a ton-mile of coal 
on a coal barge, of beef on a fast refrigerator steamer, of oil on a 
tanker, and of silk gowns on a passenger steamer; but after the 
average is obtained it is quite without meaning. Its use as a base 
for estimating freight revenue renders the estimate untrust­
worthy. 

Meynial's method, again, is open to criticism in that it assumes 
that every French ship entering or leaving port carries not only 
the same proportion of a full cargo that foreign ships do - since 
the comparison is based on records of ships leaving in ballast and 
those leaving with cargo - but also the same proportion of the 
same kind of goods. If English ships enter laden with coal, and 
French ships with raw silk or raw wool, a comparison of tonnage 
as a basis for earnings is subject to great error. Nor is every out­
going ship classed in the official records as being under" ballast" 
empty, nor every ship not so classed full. Moreover, Meynial 
apparently draws no distinction between sailing vessels and steam 
vessels, thus assuming that a ton of sailing ship is as effective as a 
ton of steamship. Since the French mercantile marine contained a 
larger proportion of sailing ships to steamships entering and leav­
ing French ports, the earnings of French ships would be exag­
gerated. Further, his method excludes earnings of French tramp 
ships in carrying cargo between foreign ports. In view of all these 
possible sources of error, his estimate of 500 million francs for 
1913 cannot be given much weight. 

Pupin's estimate in his balance of payments for 1913 is even 
less dependable than that of Meynial. Pupin recorded shipping 
costs as a net debi' item to the extent of 345 million francs on the 
basis of 23 million tons imported under foreign flags at IS francs 
per ton. How the figure of IS francs per ton was derived, he did 
not explain, and he also overlooked the fact that imports are re­
corded c. i. f. -and that adding shipping costs as a deb# item is to 
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count them twice, an error further exaggerated by not counting 
French shipping earnings on exports. That such crude errors of 
logic in the construction of international accounts could be made 
by an economist is indicative of the general indifference of French 
economists before the war toward the theory of international 
accounts. 

The most practical method for estimating shipping earnings, 
in view of the inadequacy of French statistics, appears to be to 
accept as a base Hobson's estimate of annual British shipping 
earnings, and to modify it to fit French conditions by making 
allowance for the relative tonnage and efficiency of ships. His 
estimate was arrived at in the following manner. He first deter­
mined the earnings of British ships engaged in foreign commerce 
for the year 1907 by three independent methods: 1 (I) The total 
world shipping cost on international freight was estimated and 
multiplied by the ratio of net tonnage of British shipping engaged 
in foreign commerce to world tonnage so engaged. From the re­
sult was deducted one-third, which was estimated as the propor­
tion of receipts expended in foreign ports on provisions, bunker 
coal, unloading; sailors' expenditures, and so forth. (2) The ex­
penses of British shipping, including interest and dividends on 
capital invested, depreciation, and operating costs, were com­
puted. In other words, the individual items making up the cost 
were estimated and the profit added, the result being the total 
receipts. (3) Books of certain shipping companies were analyzed 
to determine the average receipts per gross ton, and then this sum 
was multiplied by the total British tonnage. From this were de­
ducted the expenses abroad as in the previous methods. 

From a comparison of the results of these three methods Hob­
son concluded that an estimate of "£<)o million is the figure that 
may perhaps be taken as the amount to be credited to the United 
Kingdom in 1907 for shipping services of ~very kind." Having 
thus ascertained the earnings for 1907, Hobson constructed an 
index of freight rates, with the aid 'of the Board of Trade index 
for the years 1870 to 1913. Then he constructed another index 
of the efficiency of British shipping and applied it to the total 

1 The Export of Capital (London, 1914), Chap. VII. 
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British tonnage. Using these two indices with the'year 1907 as 
the base year he arrived at the annual British shipping earnings. 

In order to employ Hobson's results as a basis for estimating 
French shipping earnings, some modifications and some further 
assumptions have to be made. His index of freight rates can be 
accepted as roughly representative of the movements of French 
freight rates because French and British ships competed within 
narrow limits.1 But a factor tending to introduce error into esti­
mates of shipping earnings based on this index is the difference in 
the weights of exports compared to imports in the French and 
British carrying trade, and the fact that Hobson's index is a mean 
between indices of outgoing and incoming freight rates. Besides, 
the index of outgoing freight is based wholly on rates on coal and 
iron - reasonably so for England since the weight of her exports 
consisted largely of coal and iron - which were of little impor­
tance in French exports. Nor can the inward and outward freight 
rate indices, the mean of which Hobson adopts, be applied sepa­
rately to French shipping since British outward freight rates were 
not the French outward freight rates. The inward freight rates -
based largely on shipping charges on foodstuffs - apply only to a 
relatively sma1I portion of the French volume of imports, while 
exports from ports of France were rather in a class by themselves 
owing to their relatively light weight. 

The great differences in weights between the French imports 
and exports is shown in Table 6, page 57. In 1880, it will be 
noted, imports weighed about five times as much as exports. 
This difference decreased slowly, but in 1900 it was still almost 
four times as great, and in 1913 twice as great. Nor is that all. 
These figures are for total imports and exports and include mer­
chandise moved by rail. When shipping alone is considered, the 
discrepancy is even greater. For example, the weights of total 
imports and exports in 1913 were 44 milIon tons as against 22 
million tons, - that is, two to one. - whereas the weights of im­
ports and exports carried on ships were 30 million tons as against 
9.8 million tons, or more than three to one. Furthermore, these 

I Effects of the War upon French Economic Life, Carnegie Endowment of In­
ternational Peace, p. 20. 
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TABLE 6 

ANNuAL MOVEKENTS OJ! TIlE WEIGH'l'S OJ! FIlENCJI EXPoItTS AND llIPOlI.'IS 

(SPECIAL COJDlEllCE), 1880-1913 

Imports E~ 
(Millions R.lativoo (Millions Relativoo 

V_ of toDS) (1_ -100) of toDS) (1_ =100) 

1880 ... ~ ..................................... 21.8 77 4.S S2 
J881 .............................................. 21.0 74 4·7 S4 
J882 ..................... " ....... 22·4 79 4.6 S3 
J883 .......................... 23. 2 82 4·7 S4 
1884 ............................ 22·9 81 4·7 54 
1885 ............. -. .............................. 20·9 73 4.6 S4 
1886 .............................................. 20·3 71 4.8 53 
1887 .............................................. 20·7 73 5·3 55 
1888 ........................... 21·5 76 5·4 61 
1889 .............................................. 21.0 76 6·5 62 

J890 .......................... " 22·7 80 6.7 15 
1891 .............................................. 24. 2 85 6.8 17 
1892 .................. '"' .......................... 22·5 79 6.7 79 
1893 .... " .. " .............................. " .... 22·5 79 6·4 17 
1894 .......................... 23·4 82 6.6 74 
1895 .................. 0- ......................... :u.8 77 7.0 76 
1896 .......................... '"' ................. 22.6 79 7·3 80 
1897 .............................................. 24.0 86 7·9 84 
1898 .................................... ~ ~ .... .- 25·9 91 7.8 91 

1899 ................. t ......................... 25·3 90 8.4 90 

1900 ........................................ ~ 28·3 100 8.6 100 

1901 .......................................... " .. 27.0 9$ 8.1 94 
1902 ............................................ 26.$ 94 8.6 100 

1903 ...... .. ... ... ....... ..... ....... 27·3 96 9·3 108 

1904 ...................... ; .................... .- 27·3 94 10·4 I2I 

190$ ................. ~ ................. ~ ...... 26.6 91 11·7 134 
1906 ...... .. ................................... 32 •. 1 I14 11.6 134 
1907 ............................................. 33·7 II9 12.8 14B 

1908 ............................................. 33. 1 117 12.8 148 

1909 ............................................. 34. 1 120 14·3 166 

1910 ............................................ 35·7 126 IS·5 180 

19u .......................................... ... - 40 .4 143 16.9 196 

1912 ........................................ 39·7 140 20·3 236 

1913 ..................... "'"' ....... '" ....... 44. 2 156 22.1 257 
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figures are for special commerce and do not include the move­
ment of SWiss imports and exports. The Swiss trade, a goodly 
proportion of which passed thru French ports, was even more ex­
pensive as to exports and more bulky as to imports.1 

These discrepancies in weights of imports and exports are due 
not to differences in the total values of each, but to the differing 
nature of their constituents. France imported a large quantity 
of heavy merchandise: coal from England and from Rotterdam; 
petroleum and copper from the United States; phosphates from 
Algeria; iron from Spain; sulphur from Italy; nitrates from Chile; 
tin from India. Her exports, on the other hand, were relatively 
light in weight and small in bulk: jewelry, clothes, fine silks, laces, 
fancy leather goods, clocks, and, more recently, electrical appli­
ances. The result of this discrepancy in the weight of imports 
and of exports was to render. very keen the competition for the 
export carrying trade. A large proportion of ships entering 
French ports laden with freight had to leave in ballast. For ex­
ample, in 1880 8.4 million tons of foreign shipping (net tonnage) 
arrived with cargo, and 3.5 million tons left with cargo, the re­
mainder presumably leaving empty. The movements of export 
freight rates, therefore, are not apt to have been in accord with 
those of England. Nevertheless, the difference between import 
and export quantities did not differ very much from year to year. 
and the relative movement of freight rates - which is what we 
are seeking - was not affected seriously. The disagreement be­
tween the British and the French incoming and outgoing freight 
rates is doubtless a source of error. but in the absence of an index 
of French freight rates, the British are used. 

In using the British shipping earnings as a base of comparison, 
the difference in the efficiency between French and British ship­
ping must be taken into consideration. A comparison of the 
relative efficiency ton for ton of French as against British shipping 
would probably find England the more favorably situated. Ship­
ping is there conducted on a larger scale and plays a much more 
important part in the country's economy. England, too, has a 
longer and broader experience in foreign transportation and pos-

• M. Lujon, Le fret d'exportation (Montpellier. I923). 
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sesses more improved port facilities. On geographic and historic 
grounds it would be expected that England would lead France in 
efficiency of ocean transportation. The fact that England con­
verted her sailing ships into steamships at a much faster rate than 
did France - even as late as 1913 sailing ships formed 38 per 
cent of French mercantile marine and only 7 per cent of the 
British - suggests that the former was the more progressive in 
the conduct of her ocean transportation. The efficiency of French 
shipping is therefore estimated at 10 per cent less during the base 
year of 1907. The efficiency of other years differs. Hobson esti­
mated that the increase in efficiency in British shipping between 
1870 and 1912 was not less than 70 to 80 per cent. To permit a 
somewhat lesser rate of increase of efficiency for French shipping 
as against British appears reasonable. This increase in efficiency 
doubtless did not take place at the same rate of speed as the index 
would indicate; but it is impossible to correct for this factor with 
the data available. 

Hobson further modified his estimate of British shipping earn­
ings for 1907 by deducting one-third of the earnings to cover ex­
penditures of British ships in foreign ports. This estimate, which 
was arrived at after an analysis of the accounts of several shipping 
companies, is in accord with an investigation made by Walsh 
of the cost of 600 double voyages.1 But French shipping engaged 
in tramp carrying far less than did British shipping, and therefore 
it is to be expected that a smaller proportion of gross receipts was 
spent abroad by French shipping than by British. French crews 
also probably spent less abroad than British crews because the 
former consisted almost wholly of Frenchmen, whereas the num­
ber of foreigners in British shipping was large. On the other hand, 
British ships coal at home whenever possible; French ships do not. 
To allow for this difference in foreign expenditures the French 
earnings are increased by IS per cent.! The tables on the follow-

I R. Walsh, Industrial Economy, cited by Hobson. 
I AD increase of IS per cent represents a 33 per cent decrease in the estimate of 

French shipping expenditures abroad compared with British shipping expenditules 
wroad. 

Moulton and Lewis in their study The French Debt Problem estimated shipping 
wnings for France for five year periods using Hobson's estimate as a base. The 
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ing pages give the pertinent figures for French and British ship­
ping and 'freight rate indices with the estimated figures of annual 
shipping earnings. 

There remain to be considered under shipping earnings the ex­
penditures of foreign ships in France. Ship supplies - coal and 
provisions - purchased by foreign ships are included in the fig­
ures of special exports and ~ught not, therefore, to be recorded 
again here. There are, nevertheless, port, pilot, and unloading 
expenditures that are not included in the exports, and these must 
be placed in the international accounts. The expenditures of a 
3100 ton steamship in 1907 on these items alone ranged from 
1000 to 10,000 francs, depending upon the port, cargo, and length 
of stay.l An average, therefore, of one franc per ton after 1900 
and three-fourths franc per ton before 1900 seems a very con­
servative estimate. To this must be added the expenditures of 
the crews of foreign ships in French ports. In 1880 sailors on 
foreign ships entering French ports numbered 365,000; in 1890 
375,000; in 1898430,000; in 19II 801,000. 

An allowance of 10 francs per man is considered a conservative 
estimate of their expenditures in France. In Table 9. on page 64, 
are listed the annual estimates of such expenditures. The ex­
penditures of foreign shipping in France exclusive of ships' stores 
appear as a separate item on the credit side ?f the balance sheet. 

The earnings of French railroads and canals on all foreign 
merchandise transported from one frontier to another also give 
rise to sums due from foreigners. In 1913 837,000 tons of mer­
chandise were so transported. The average railroad freight rate 

results they obtained differ somewhat from those made for the present study be­
cause they did not go into such refinements. Their estimated shipping earnings are 
as follows: 

1881-1885 170 millions 
1886-1890 ISS millions 
ISgI-lSg6 •••••• 1285 millions 

ISg7-1902. • • • • • • 138 millions 
1903-1908. • • • • •• 1660 millions 
1909"'1913. • ••• •• 215 millions 

I C. It. Hobson, Export of Capital, Appendix C. 
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TABLE 7 

EnEcrIvB MElI.CHANT MAlUNE OF F1lANCE: AND OF THE UNITED KINGDOM, 

1880-1913 
(Thousands of tons) 

FruY:e United KiDgdom 

Red-d R.edw:ed Ratio of French. 
to Steam to Steam to British 

y- Sail' Steam· Tonnage· Sail' Steam' Tonnage- Toru>age(%) 

1880 641 277 388 3850 2723 4000 9·7 
1881 602 311 SII 3680 3003 4203 12 •. 1 
1882 566 416 604 3621 3335 4537 13·3 
1883 536 467 645 3513 3728 4898 13.0 
1884 522 5Il 685 3460 3944 5ago 13·4 
1885 507 492 661 3456 3973 5128 12·9 
1886 492 500 664 3397 3965 5102 13·0 
1887 465 506 661 3249 4085 SU7 12·9 
1888 451 509 659 3u 4 4349 5387 u·S 
1889 440 492 638 3041 4717 5730 IIoI 

1&}o 444 499 647 2936 5042 6020 10·7 
ISgI 426 521 653 2972 5307 6297 10·3 
1892 407 498 633 3080 5560 6586 9.6 
1893 396 498 630 3038 5740 6750 9·3 
1894 398 491 623 2987 5970 6965 8·9 
ISgS 386 500 628 2866 6120 7075 8·9 
1896 390 503 633 2735 6280 7192 8.8 
ISg7 421 499 639 2590 6360 7223 8.6 
ISg8 414 485 623 2380 6610 7400 8.4 
1899 450 507 657 2240 6917 7663 8.5 

1900 510 527 6g7 2096 7207 7905 8.0 
1901 564 546 734 1990 7617 8380 8.7 
1902 668 548 771 1950 8104 8784 8·7 
1903 650 585 802 1860 8400 9000 8.8 
1904 653 6g6 913 1802 8751 9351 9·7 
1905 676 7II 936 1670 9064 9620 9·7 
1906 677 723 948 1550 9612 10128 9·4 
1907 662 739 960 1460 10023 10509 9. 1 

1908 648 808 1024 1400 10138 10604 9·5 
1909 638 806 1018 1300 10284 10717 9·5 

1910 636 815 1027 1II2 10440 10818 9·4 
1911 624 838 1046 980 10710 II036 0·4 
1912 614 904 II09 902 10990 11240 9. 8 

1913 601 980 n80 846 II 270 11552 10.1 

1 Source: Annuaire SlAtisque de Ia France. 
I Redw:ed at the rate of 3 sail tonnage = % steam. 
I So""",: Statistical Abstract of United KiDgdom. 
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TABLE 8 

FRENCH SHIPPING EARNINGs, 1880-:1913 

J Shipping I 
French' • Earnings 
Tonnage F~. Shi~ping Product '007= .86 
(Millions of Cols. (Millions 

y ..... of tons) Sgoo=IOO Efficiency IJ-2.&3 of francs) 

1880 .. " ........ , ..... 388 153 100 593 100 
1881 ............... SH 137 102 714 121 
1882 ................ 604 134 104 841 143 
1883 ................ 645 132 106 902 153 
1884 ................ 685 II6 loS 858 146 
1885 .............. 661 104 ItO 756 128 
1886 ................ 664 101 II2 750 127 
1887 ................ 661 100 114 753 127 
1888 .................. 659 IIO II6 841 142 
1889 · ....................... 638 122 II8 919 156 

1890 ............... 647 106 120 823 140 
1891 ............................ 653 100 122 803 136 
1892 ............... 633 87 124 683 II6 
1893 ................ 630 84 126 666 II3 
1894 ............................ 623 80 128 638 loS 
1895 ............................ 628 75 130 598 101 
1896 · .......................... 633 79 132 660 107 
1897 ........ " .................. 639 83 134 710 120 
1898 ............................ 623 93 136 788 135 
1899 .............. 657 88 138 798 136 

1900 ................ 697 100 140 976 166 
1901 . .................... 734 75 142 782 132 
1902 .. ~ ........ '" .............. 771 71 144 788 133 
1903 ............... 802 73 146 855 145 
1904 · .......................... 913 71 148 959 171 
1905 ............................ 936 76 150 1067 182 
1906 ............................ 948 84 152 l20g 206 
1907 ........................ 960 85 154 1256 u3 
19o5 · ........................ 1204 73 156 II66 197 
19o9 ................. 1018 75 158 1206 205 

1910 ......... roO ............ " 1027 85 160 1496 254 
19II ..................... 1046 95 162 160g 273 
1912 ................. lIog 131 164 2378 350 
1913 ................... n80 166 250 

1 Reduced to steam tonnage at rate of 3 sailing tons - • steam ton. 
I British freightJndu: compiled by C. K. Hobson in The Export of Capital, p. 187. 
I Includes addition of '5 per cent for dilIereru:<' in foreign u:penditure abroad. See p. 59. 
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per kilometer-ton was in that year 4.2 centimes.1 The rate on 
canals and rivers was less. A good part of the merchandise must 
have traveled part of the way by water and therefore a rate of 
3.5 is more reasonable. The average number of kilometers per 
ton is a matter of conjecture. It could hardly have been less than 
350 or more than 800 kilometers, and therefore an average of 
SOO kilometers is assumed. This would make the cost of trans­
porting 837,000 tons about 17 million francs.1! The earnings for 
the years from 1880 to 1913, arrived at in a similar fashion, are 
tabulated on page 65. The results are entered on the credit side 
of the balance sheet under transit earnings. 

Maritime insurance and commissions are another source of 
revenue to France. As in the case of shipping charges, these 
charges on imports are already included in the import statistics, 
where, it will be remembered, imports are valued c. i. f. The 
total earnings from this source whether on imports or exports 
should therefore be recorded on the credit side of the international 
accounts. Giffen estimated these earnings for Great Britain at 
2 per cent of the entire British foreign trade; Hobson made it 
2i per cent. This percentage includes t per cent for insurance, 
i per cent for bankers' commissions on bills of exchange, and 
Ii per cent for all other charges including "cost of services per­
formed in London by which British capital operating abroad is 
directed and controlled."8 France, however, did not play nearly 
so important a rale in that type of finance as England, and" the 
major portion of the 21 per cent estimated by Hobson as earned 
by Great Britain would not apply in the case of France. 

Partly in recognition of this and partly because France carries 
only 30 per cent of her sea borne freight, Moulton and Lewis esti­
mated French earnings from this source at I per cent. This seems 
too high because only about 60 per cent of French foreign trade 
is sea borne and also because it assumes that France secures in-

1 This average, published annually, is arrived at by dividing total freight re-
ceipts by ton-miles. . 

• Meynial estimated revenue from this source at 30 millions for I913, but does 
not give the basis of his computation. 

I C. K. Hobson, op. cit., p. ISg. 
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TABLE 9 

ExPENDITUJlES OP SHIPS AND Cuws IN FuNCK POlt'lS, Nor INCLUDING 
SHIPS' Srou:s, 1880-1913 

Foreign Ships Entering 
French Ports with Cargo (Millions of francs) . 

Docking, 
Number Tons Pilotage, lind &pendituns Total 

Year (Thousands) (Millions) Unloading Coats ofCuwa &pendituns 

1880 •••••• a ........ 26 8 6 3 9 
1881 ............................ 25 8 6 3 9 
1882 ........................... 2S 8 6 3 9 
1883 ............... 25 9 6 3 9 
1884 ........................... 22 8 6 3 9 
1885 .................... 20 8 6 3 9 
1886 ................ 20 8 6 3 :10 
1887 ............................ 20 8 6 3 10 
1888 ...... " .................... 20 9 6 4 10 
1889 ................ " .......... 18 8 6 4 10 

1890 ............................ 19 9 7 4 II 

ISgI ...................... " .... 20 10 7 4 II 

18g2 ............................ 18 9 7 4 n 
18g3 ................ 18 9 7 4 III 

1894 ............................ 18 9 7 4 12 
1895 .................. 17 9 7 5 12 
1896 ................ 17 10 7 5 12 
18g7 ............................ 18 10 8 5 13 
1898 ............................ 19 II 9 5 14 
1899 .............. 19 :12 10 5 IS 

1900 ............................ 19 14 13 5 18 
1901 ...................... " .... 18 13 13 5 18 
1902 ............................ 17 IJ IJ 5 IS 

1903 .................. 18 %4 14 5 19 
1904- ........................ " .. 17 14 14 6 20 
1905 ............................ 17 IS IS 6 2I 

1906 ............... 19 18 18 6 24 
1907 ............................ 20 20 20 6 26 
1908 ........................... 20 III 20 7 27 
1909 ............................ 20 21 21 7 28 , 

1910 ,. • 'O ..................... 20 22 22 7 29 
1911 ........................... 21 23 2J 8 Jl 
1912 .. ~ ........................ 21 23 2J 8 31 
1913 ............ " ............. 22 26 26 8 34 
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TABLE 10 

Tonnage of Mdse. 
uAvrrage" 
It.R.Rate 

y-
Carried by Land 1 pel" Too KIll. ~!~) (Millions of tons) (Centimes) 

1880 ...... ,. ,. '" " .... ~ .. ,. • s ......... ,. ..... ,. ,. .. ,. 264 595 6 
1881 ....................... " ..... 280 588 6 
1882 ............................. 240 589 6 
1883 " .................... ,. ,. ...................... ,. ... 310 573 7 
1884 .... ,. ........................ ,. ,. .. ,. ........ ,. .. ,. .. 200 590 5 
1885 .............. ,. ........ ,. ............ ,. ,. ...... ,. .... 190 594 5 
J886 .. ,. .......... .,; "" It,. .............................. 190 594 5 
1887 .... ,. .. ,. ............ ,. ,. .... ,. ,. .................... 290 580 7 
1888 ............................. 320 566 7 
188g .................................. ,. .... ,. .... ,. ,. "" 400 555 8 

ISgo ...... ,. ,. ,. ...... ,. .......... ,. .................. "" 450 546 9 
J8g1 ............................ 500 536 10 
18g2 ........................... 430 536 9 
18g3 .. ,. ................ ,. .. ,. ...... ,. .. " ........ ,. ...... 550 525 II 
1894 ,. ,. ................... ,. """ ,. ,. ,. ,. .. ,. .... ,. .... 520 520 10 
18g5 .............................. 510 516 II 

18g6 ,.,. ........ ,. .... ,. .... ,. .. ,. ,. .. ,. .. ,. .. ,. ,. ,. ,. .. 530 512 I2 

1897 .............................. 600 500 I2 

x898 ............................. 600 492 12 
1899 .............................. 631 478 12 

1900 ....... '"' ...................................... 649 469 12 

1901 ............................................ 641 471 13 
1902 ................................................. 610 471 12 
1903 ............................................ 710 463 13 
1904 ..................................................... 736 460 13 
x905 .................................. 11 ......... 759 452 13 
1906 ...................... " ......... ;11 ....... 774 453 14 
1907 .. ;II .............................................. 831 437 14 
1908 .............................. 731 429 13 
1909 .................................................. 795 426 14 

1910 .. .- ..................... .o .............. .o 724 427 13 
19II .................. t ............................ 868 419 14 
x9I2 . """ ........... "" ............... "" .............. 775 420 14 
1913 .... "" ......................................... 837 420 14 

I Sbipmmls CJri&ina,t:iDg and ending outside of France. 



66 THE FRENCH INTERNATIONAL ACCOUNTS 

surance premiums on all imports and exports. Hobson's justi­
fication for estimating the British earnings at 2! per cent of both 
imports and exports was that a great deal of the trade of foreign 
countries is financed thru England. This was hardly true of 
France. It consequently seems that an estimate of I per cent of 
the recorded exports alone is more nearly in accord with the 
French situation. It is upon this basis that the earnings from 
maritime insurance and commissions have been estimated. They 
are entered on the credit side of the balance sheet, page II4. 



CHAPTER IV 

TOURIST EXPENDITURES, IMMIGRANT REMITTANCES, 
HOME GOVERNMENT EXPENDITURES 

IN COLONIES 

THE remaining items in the statement of international accounts 
are tourist expenditures, immigrant remittances, home govern­
ment expenditures in colonies, and loans and interest. We turn 
our consideration first to tourist expenditures. These in the case 
of France constitute a very important item on the credit side of 
the balance sheet, exceeded, indeed, only by revenue from foreign 
investments. Here, again, accurate estimates are impossible. 
Several have been attempted for isolated years, but none is free 
from criticism. 

For the years before 1870 Say estimated annual tourist ex­
penditures to have been 200 to 300 million francs.1 For the period 
1881 to 1897 Pougnet estimated that the expenditure of tourists 
in France exceeded that of French tourists abroad by a sum of 
two billion francs, or an average of 120 million francs per year. 
This estimate is much lower than Say's would lead us to expect, 
even allowing generously for French tourist expenditures abroad, 
there being every reason to believe that tourist expenditure in 
France was greater in the decades following the war of 1870 than 
in the decade preceding. This is borne out by Gide. He states 
that in the years preceding 1900 there were from 400,000 to 
500,000 foreigners registered in Paris hotels and pensions alone 
and that in 1900, the year of the exposition, the number increased 
to 550,000.2 It may be safely assumed that in addition there were. 
50,000 foreigners in cities other than Paris. He further estimated 
that foreigners spent in France an average of more than 500 

francs. This would bring the total expenditures of foreigners in 

1 Cited by Moulton and Lewis in The French Debt Problem. p. 341. 
t C. Gide, Principes d'economie politit:jue (Paris, 1910), p. 315. note. 
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France for the year 1900 up to 300 million francs, a figure which 
tallies exactly with the estimate of Masse for the same year.1 

Some estimates for later years show that in the twentieth cen­
tury tourist expenditure in France was much greater. Paish esti­
mated that in 1908 American tourists abroad spent, in addition 
to passage money, 1036 million francs,2 and Moulton and Lewis 
in their study estimated that one-fourth of this sum was spent in 
France. Together with the expenditures ~f other nationals they 
estimated the tourist expenditures in France for 19o5 at 550 to 
600 million francs. Pupin's estimate is very much higher. Ac­
cording to his figures in the years preceding the Great War there 
were from 800,000 to 900,000 foreigners visiting France each year 
and that the sum left in France by them was two billion francs.3 

The estimate is unquestionably too high. It would make the per 
capita expenditure 2000 francs; whereas the greater part of vis­
itors to France were English, Germans, and Italians, many of 

• whom remained only a week. or two and spent very much less 
than 2000 francs.' Meynial's tourist estimates also indicate that 

1 R. Masse, La production des richesses (Paris, 1925), p. 666. Masse incidentally 
stated that in 188g 400,000 foreigneIS visited French watering places, leaving in 
those resorts at least 150 mil1ion francs. This, however, was the exceptional year 
of the World Fair during which, NeynllLId estimated, 1,500,000 foreigneIS visited 
France, and therefore the figure cannot be used as the basis ot estimate for other 
years. NeynllLId's estimate is found in F"mances contemporaines, Vol. m, P.434-
The Ii mil1ion visitors consisted of the fonowing groups: 225,000 Belgians; 380,000 
English; 160,000 Germans; 52,000 Swiss; 56,000 Spaniards; 38,000 Italians; 90,000 
North Americans; 25,000 South Americansj 32,000 Austrians; 7,000 Russians. He 
estimated that the average expenditure was 500 francs. 

• In 1913 277,000 tourists left the United States via seaports, some of them 
going to the West Indies and to Middle and South America. In 1920 about 30 per 
cent went to ports other than European, a pezcentage which was probably smaller 
than in 1913 because of prohibition and the increasing popularity of the West Indies. 
It would therefore appear that the number of 220,000 tourists bound for Europe in 
1908 is not too low. n American tourists in 1913 spent abroad on the average 700 
francs exclusive of passenger fares (see p. 70), they vezy probably spent less rather 
than more in 1908. Hence Paish's estimate of 1036 mil1ion francs appears about 300 
mil1ion francs too high. 

I Soc. de Stat. de Paris, 1916. 
, Pupin in La richesse privee et finances franpUse&, p. 26, estimated tourist ex­

penditures in 19I2 as 1937 mil1ions and for 1913 1830 millions, but his method of 
&Iriving at that e!<timate deserves no consideration. On the ground that there is no 
method of estimating. tourist expenditures directly, he subtracted his estimated 
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Pupin's figure is too high. He says that of the 600,000 foreigners 
entering France via her seaports at least 300,000 )'emained in 
France.' This does not include the bulk,of Belgians, Italians, 
Spaniards, and Germans who crossed the frontiers. He also esti­
mated the amount spent in France by those who arrived by boat 
at 2000 francs each, making a total of 600 million francs spent by 
foreigners other than the French neighbors enumerated above. 

Estimates of per capita expenditures of visitors in France vary 
from 500 to 2000 francs, but none appears to be based on any 
published or objective data. The only attempt at an estimate 
based on adequate facts is the investigation of tourist expendi­
tures by the Finance and Investment Division of the United 
States Department of Commerce in preparation for their annual 
balance of international accounts for the years 1928, 1929, 1930.2 
They sent questionnaires to thousands of applicants for passports, 
asking in these questionnaires for detailed information regarding 
expenditures abroad. Altho only one-third of the number of appli­
cants replied, they were considered fair sampling. The results of 
the investigation are given below. The number of American 
passengers to Europe in 1928 was made up as follows: 

Third Class • • • • • • • • • • • • • • • • • • • • • • • • • • • • . . 65,903 
Tourist and Student Classes. • . . •.. . •.. . . . . . 57,6g1 
Second Class . • . • . • • • • • • • • . • . . • • . . • • • • • . . . 45,995 
Cabin Class ••••.••.•.•....•.•....••••••. 63,266 
FllSt Class ••••......•••.....•••.••••.•.. 70,145 

Arithmetic 
Average 

Expenditure 

$511 
70 5 
982 

II71 
'1985 

Total .••..•.•.•.•....•••••••....•.. 303,000 $1270 

The gross expenditures of the 303,000 at the average rate derived 
from the questionnaire was found to be $336,000, i.e. about $1110 
per person. That expenditure includes steamship fare, which 

debits from the estimated credits and called the remainder Tourist Expenditure. ' 
He defends this method as follows: "It is in our eyes the only way in which we eali 
be informed on this very important point, because all direct inquiries lead nowhere 
in this task." 

1 Creances et dettes internationales, p. 85. 
S Department of Commerce, Bureau of Foreign and Domestic Commerce, 

The Balance of International Payments of the United States in 1928, by R. Hall, 
Trade Information Bulletin Nos. 625. 761. 
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probably accounts for one-third of the expenditures, leaving about 
$740 per person spent abroad. More accurate figures for 1930 are 
given by the report for that year, because several new sources of 
information were utilized. They show that the average expendi­
ture of American tourists on European soil was about $700.1 

If changes in purchasing power are allowed for, expenditure 
for the same quantity of services and merchandise would approxi­
mate $500 in 1913. Since real income·has increased in the United 
States in the last IS years, there is no reason to expect travel ex­
penditures to play the same proportionate .r()le. It would seem 
that smaller real incomes would leave less fo be spent on luxuries 
such as foreign travel; larger incomes would leave more. That 
the average tourist expenditures may differ considerably from 
year to year is evident from the averages obtained in the years 
1927 and 1928. The average expenditure of first class passengers 
was $n8 more in 1928 than in 1927, that of second class passen­
gers $146 more, and that of third class $3. The phenomenal in­
crease in stock market values in that year may have been largely 
responsible for this difference, which suggests that the 1927 aver­
age is more suitable for a base of comparison with pre-war years. 
Another shifting factor over long periods is the changing type of 
tourist. European tourist travel is no longer considered the pre­
rogative of the wealthy. From 1880 to 19I3 the percentage of 
tourists of the smaller income groups increased. The recent de­
velopment of "tourist" class accommodations on steamships is 
indicative of that change. These changes increase the range of 
probable error when the average expenditure for I928 is used as a 
base for pre-war estimates. Nevertheless, it is the only objectively 
derived figure that has been published, and is, therefore, more 
reliable than guesses based on personal observation. 

The estimates of tourist expenditures in the present study are 
guided by the results in this investigation of the United States 
Department of Commerce. The average per capita expenditure 
in Europe is first modified by averaging the expenditures of the 
two years investigated after allowance has been made for passage. 
The sum ob~edJ $700, when deflated becomes $450, or 2300 

1 Trade Information Bulletin, op. cit., p. 31. 
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francs. Changes in real income and shifts in the income class of 
tourists are ignored. 

What part of this 2300 francs is spent in France depends on the 
number of American tourists in France who visit other countries 
as well. Many visit France only, thus spending the total 2300 

francs there. Many more doubtless visit at least one country in 
addition to France, and leave in France anywhere from 200 to 
1500 francs. It is very Unlikely that any American entering 
France departs without leaving at least 200 francs in hotel bills, 
tips, landing fees, and railroad far~s, while the bulk of those 
Americans who visit"" an additional country spend much more 
than that sum. An estimate, therefore, of 1200 francs spent in 
France by each American entering France in 1913 does not seem 
unreasonable. This is almost half the sum estimated by Meynial, 
but in the light of the investigation discussed above, an average 
expenditure of 2000 francs in France by tourists who arrive via 
seaports appears very unlikely. Pupin's estimate of 1000 francs 
per tourist, including as it does all the European visitors, who 
constituted by far the largest number of tourists in France, is 
much too high. Not only do the Europeans have a smaller income 
than Americans and therefore spend less on travel, but a trip to 
France is more unusual and much more of an event in the life of 
the average American tourist than it is in that of the average 
European tourist, to whom a trip to France frequently is a matter 
of a few hundred miles and a two weeks' stay. English clerks, for 
instance, frequently spent their fortnight vacations in Paris. The 
same was true of Germans, Belgians, and Italians. I am thus in­
clined to the opinion that the modal expenditure of the European 
visitors to France was under 300 francs, but that the arithmetic 
mean was more because of the fact that many very wealthy 
Europeans made Paris and Nice their rendezvous in the winter. 

It would appear that Meynial's estimate of 600 million francs 1 

is much closer to the facts than Pupin's estimate of two billions, 

1 Meynial estimated that 600,000 foreigners came to France via seaports. He 
claims that at least 300,000 remained in France, each leaving 2000 francs there, 
making a total of 600 million francs. His estimate of average expenditure is too 
high, but allowance should be made for the expenditures of tourists reaching France 
by rail. 
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or Hoschiller's estimate of 450 millions.1 Moulton and Lewis, 
who have made the only estimate of tourist expenditures covering 
more than two years, accept figures close to 600 million.1I Gide's 
estimate of 500 to 600 francs for the average per capita expendi­
ture of tourists in France during 1900 seems a reasonable one for 
that year because of extra expenditures apt to be called forth 
during a year of international fairs, but appears too high for the 
years before and after. 

Compromising, then, on 600 francs as the average expenditure 
of tourists in 1913. and estimating the number of foreign visitors 
to France at 800,000, we arrive at the figure of 450 millions. To 
this sum must be added expenditures of foreign students in 
France and of wealthy foreigners who maintain a permanent 
residence in France but who receive their incomes from abroad. 
Giffen,3 writing in 1880, stated that there was an American colony 
of several thousands constantly resident in Europe which alone 
accounted for 30 to 40 million pounds annually. Considering the 
number of nationalities which were represented in Paris by 
wealthy sojourners - Paris was and is a Mecca not only for 
wealthy Americans but also for wealthy South Americans, Span­
iards, Russians, Scandinavians, and even Asiatics - it is not un­
reasonable to place at 10,000 the total number of those whose 
expenditures before the war were well over 5000 francs per person.· 
H one-fourth of their income was from other countries, it would 
mean 10 million francs spent in addition to ordinary tourist ex­
penditures. 

From the total tourist expenditures in France the amount 
spent abroad by Frenchmen must be deducted. Pupin estimated 
this at 10 per cent of the amount spent by foreigners in France 

I Cited by Kuszynski in Die Zahlungsbilanz Fra.nkreichs, Deutsch-Franzosisc:he 
Wirtschaftskorrespondenz, December 28, 1925. 

I The estimates made by Moulton and Lewis (op. cit., p. 342), based on Paish's 
estimate for 1908, were as follows: 

AVERAGE .ANNuAL ExPENDITUllE 
1881-1:885 .•.. 370 millions 1897-1902 •••.•• 525 millions 
1886-1890 •..• 430 millions 1903-1:908 • • •• . • 585 millions 
1891-1896 •••• 475 millions 19o9-1913 . • • • • • 625 millions 

I R. Giffen, On the Use of Import and Export Statistics, P.34-
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because he considered that the proportion of French population 
and French wealth to those of the world justified this sum. That 
appears to be a liberal estimate. The French are famed neither for 
their traveling proclivities nor for their spending habits. Still, in 
the absence of more information the figure of 10 per cent will be 
used here. The results are tabulated on page lIS. The figures 
are modified for years of fairs 1 and for variations in business 
activity. 

Altho tourist expenditures form one of the "largest sources of 
revenue, not all such expenditures are to be placed on the credit 
side of the balance sheet. Some of the tourists carry coin instead 
of credit instruments and therefore their expenditures do not give 
rise to any sums due France. To include them under tourist ex­
penditures would exaggerate the supposed supply of foreign bills 
in France. Coin taken into France to be spent there has no effect 
on the balance of payments, tho it may be of interest when con­
sidering monetary changes. The sums so carried should be de­
ducted from the estimated tourist expenditures; the result, of 
course, is the same if they are merely placed on the debit side. 
The latter procedure, which is the one followed here, has a slight 
advantage in that it records these gold movements. For mone­
tary problems such records are helpful. 

The sum in which we are interested is not the sum of gold and 
silver coin carried in, but the excess of that sum over the sum 
carried out. Since there are more Belgians, Italians, Swiss, and 
Germans who visit France each year than there are Frenchmen 
who visit those countries, it is reasonable to assume that there is 
more gold and silver coin entering France in the pockets of tour­
ists than there is leaving by that route. Assuming an average 
expenditure in France of 250 francs per European tourist, and 
further assuming that 25 per cent of those funds are in specie, we 
get a figure of about 35 millions. Allowing further a movement 
of 5 millions the other way, we arrive at an estimate of 30 millions 
or 5 per cent of total tourist expenditure in 19I3. The annual 
sums obtained on that basis are listed in Table 20. . 

I The world fairs of 1879, 1889, and 1900 were visited by 218,000, 1,500,000, and 
447.000 foreigners respectively. 
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The funds carried into and out of France by immigrants and 
emigrants; and funds remitted to and from France by Frenchmen 
abroad also enter into the international accounts. These can be 
estimated only crudely. No records were kept of the amounts 
carried by French emigrants and immigrants. Indeed, there are 
even no official figures for the number of immigrants themselves, 
altho there are official figures for French emigrants. Special 
census reports, however, contain periodic estimates of immigra­
tion arrived at by comparing population figures of successive 
census reports.1 After allowance is made fOJ: the· known births 
and deaths during the period, the net increase or decrease in pop­
ulation is ascribed to immigration or emigration. The results of 
such compilation appear below: 

Excess of 
Years Immigration 

1881-1886 •••••.••••••••.••••••••••• 170,000 
1887-xllgl •••••.••..•••••••.••••.••• 
Illga-lllg6 ••.••..•••.••..•...••••••• x32,000 
Illg7-1901 .......................... 224,000 
1902-1906 •••••••••.•••••••••.•••••. 

Excess of 
Emigration 

37,000 
37,000 

35,000 

The Annuaire Statistique of 1914 contains other estimates, ap­
parently obtained in a similar manner but covering different 
period~asfollows: 

Excess of 
Years Immigration 

1881-lllgo •••••.••••••••••••.••••••• 161,000 
Illgl-lgoo .......................... 379,000 
1901- 1906 ••.•.•••••.••.•••.••••.••• 
1907-:l9II .......................... 248,000 

Excess of 
Emigration 

35,000 

Estimates so secured include all the errors made in census reports. 
Moreover, when converted into annual figures, the probable error 
for anyone year is great. For our purpose it is better to separate 
the immigration and emigration totals. The separate figures can 
be roughly obtained by adding the annual emigration figures to 
the estimated annual excesses. The result is tabulated on page 77. 

The number of immigrants (exclusive of casual laborers) is of 
little importance in anyone year, and the funds they carry are so 

1 Resultats stitistiques du recensement (1906), Vol. 14 •. 
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small that the errors can be only of minor significance. I have 
been unable to find any estimates of the amount of funds carried 
into France by immigrants, but such an estimate has been made 
by Paish 1 for funds carried into the United States by immigrants 
from continental Europe. His estimate is $50 each. Coats 2 esti­
mated the average at only $25. Immigrants to France certainly 
did not carry more than immigrants to America, and there is 
reason to expect that they carried less. The bulk: of immigrants 
into France came from neighboring countries, and to them the 
risk involved prob~bly appeared small. Therefore people with 
very small capital, who would hesitate to cross the Atlantic, 
would dare to settle in a neighboring town. This supposition 
receives some support from the fact that most of the immigrants 
to France settled in border townS.!1 The sums carried by poor 
immigrants are augmented by the much greater per capita sums 
carried into France by wealthy emigres. The large wealthy for­
eign colonies in Paris and Nice serve to increase what otherwise 
would probably be a very low average of funds brought in by im­
migrants. 

It would seem that an average of 100 francs per person up to 
1899, and ISO francs since then, is a conservative estimate. This 
is pure guesswork, but the total involved is so small compared to 
estimates of service items and capital exports that the probable 
error is not a serious consideration. Table u, on page 77, con­
tains the annual estimates of these funds carried by French immi­
grants. The totals entered are in most cases so small that even 
to include them in the international accounts is to give the bal­
ance sheet a specious appearance of accuracy. Some of the years, 
however, involve movements of over 5 million francs, and for this 
reason the whole table is included. 

Placing immigrant funds on the credit side of the balance sheet 
and emigrant funds on the debit side, as does Professor Viner in 

1 G. Paish, The Trade :Balance of the United States, United States National 
Monetary Commission (1910), p. 18". 

I R. H. Coats, :Board of Inquiry into Cost of Living, Report of :Board, VoL n, 
P·902• 

• Rapport du directeur de la Statistique Generate de la France sur Ie nombre des 
Fran¢S a l'etranger, :Bull. Stat. Gen. de la France, VoL LV, p. IU. 
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his Canadian Balance of Indebtedness, and as is the practice of 
the United States DePartment of Commerce,1 assumes that the 
funds brought in by the immigrants were in the form of letters of 
credit, or travelers' checks, or other credit instruments which 
would call for subsequent collection. In so far as these funds took 
the form of gold, they should not be included in the international 
account any more than they were in the case of tourist expendi­
tures. To repeat, it is of interest to record them because of their 
effect on the metallic stock of the country. Consequently the 
total funds carried in are placed on the credit side and the amount 
of gold and silver coin carried in on the debit side. The amount 
carried in coin was doubtless large, as most French immigrants 
are from neighboring countries where the same gold and silver 
coins are current. The proportion of funds carried by French 
immigrants in the form of gold and silver coin is estimated at 7S 
per cent. The results are tabulated on the following page. 

So much for funds carried in by immigrants. We tum now to 
funds carried out by emigrants. The emigration figures published 
by France in the Annuaire Statistique are those of persons leaving 
via French ports. In these figures residents of foreign countries 
are not separated from French emigrants and it is the latter that 
are significant for the international accounts. One study of 
European emigration, made in H)06, does contain figures purport­
ing to he those of French emigration for the years 1884 to 1893,1 
but the estimates are approximately one-third of those contained 
in the Annuaire, and compared with the total of French supposed 
to reside abroad, they appear to be rather low. In 19II, accord­
ing to a report by the Director of Statistique Generale de la 
France,· there were living abroad 850,000 Frenchmen in the 
Colonies and 600,000 in foreign countries. This figure does not 
include foreigners leaving France after a stay of a few years or 
more. The total of persons leaving French ports from 1860 to 
1913 was less than a million. If one-third were French emigrants, 

1 See The Balance of International Payments of the United States in 1928. 
Trade Information Bulletin No. 625. p. 20-

a R. Gonnard, L'Emigration euro~en au XIXe siecle (Paris, 1906). p. 290-
• Bull. Stat. Gen. de la France, VoL IV, Ope cit. 



TOURIST EXPENDITURES 77 

TABLE 11 

Fmms BIlOUGB'r INTO F'lLuiCE BY lJoaGIlAN'IS, 1880-x9X.3 

Funds Gold .. SiIveI' 
Estimated Can:i<d~ Canied by 
E_of Estimated ~ts Immigration Emigration Immigration liMiC (M" " 

Year (ThollSallds) (ThollSallds) (ThollSallds) of fnmcs) of francs) 

1880 .............. " " .......... " 20 5 25 2 1 
1881 " ............ " .......... " .. 20 5 25 2 I 

1882 .................. " .... ;0."" .30 5 25 2 
188.3 .............................. .30 5 .35 3 2 
1884 ............................. 20 5 25 2 1 
1885 ...................... " ...... 20 5 25 2 I 

1886 ............................ " 20 10 30 3 2 

1887 ............................. 20 15 35 3 2 
1888 ...... " .............. " .. " .. 0 25 5 0 0 
1889 ............................. 0 40 0 0 0 

1890 .............................. 0 20 10 II 0 
1891 ............ " ................ 0 5 5 0 0 
1892 ............................. 0 5 5 0 0 
189.3 ...... " " ................... 40 5 45 4 3 
1894 "" .............. " ......... 40 5 4S 4 3 
1895 .............................. 35 5 40 4 3 
1896 .............................. 30 5 35 3 2 
1897 ................ ,. ........... 35 5 40 4 3 
1898 ............................. 40 S 45 6 4 
1899 .............................. 40 5 45 6 4 

1900 .............................. 50 5 55 10 7 
1901 .................... " ....... 55 5 60 10 7 
1902 .............................. 0 10 0 0 0 

1903 .............................. 0 5 0 0 0 

19~ .... '"' ...................... '" 0 5 0 0 0 

1905 ............................... 0 10 0 0 0 

1906 ...................... " .... " 0 S 0 0 0 

1907 .......... " .................. 50 10 60 10 0 

1908 ........................ " .... 60 5 65 10 7 
1909 .. " ...................... 40 5 45 7 5 

1910 ........................ 50 5 55 10 7 
19II ............................. 30 5 35 S 5 
1912 ............................ 40 5 45 7 7 

1913 ........................... 50 5 55 10 7 
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it is difficult to account for 1,400,000 French abroad, since a great 
many French emigrants returned to France, particularly from the 
Colonies.1 Even allowing for a high birth rate, the estimate of 
325,000 seems too low. However, the sums involved are again so 
small that the lower figure can be used without distorting the 
balance. The average of funds carried by French emigrants to the 
Americas and to the Colonies is probably higher 2 than that of the 
immigrants entering France from Italy, Belgium, and Spain. It 
would seem that an allowance of 150 francs from 1880 to 1897 and 
200 from 1898 to 1913 is not too high an estimate of funds taken 
by French emigrants. The proportion of credit instruments be­
fore 1898 was probably approximately one-half of the total funds. 
As explained previously, the total outgoing funds are placed on 
the debit side and outgoing gold on the credit side. The only 
years which involve sums of more than one million francs are 
1888, 1889, and 1890. Figures for the other years are too small to 
be included. The estimates are recorded on the following page. 

More important than the capital carried in and out of France 
by immigrants and emigrants are sums annually sent by them to 
their home country and sums taken from France by foreign work­
ers who remain in France during the harvesting season only, or 
who live across the boundary and work in France .. Pupin 3 esti­
mated that foreign workers in France in 1913 sent home 100 mil­
lion francs, while Meynial' estimated this item at only 30 million 
francs for the same year. Pupin's estimate was based on his 
assumption that there were 800,000 to 900,000 foreign workers in 
France earning about one billion in wages, and that 10 per cent 
of these wages, mostly from Italians, were sent home. The total 
foreign population in 19II was only 1,130,000; so the figure of 
800,000 to 900,000 laborers sending a part of their wages home 
seems much too high. 

In making an estimate of these remittances a distinction must 
be ·drawn between funds remitted to their native country by 
foreigners residing in France and foreigners commuting to and 

1 Y. Guyot, Lettres ·sur 1& poliuqile coloniale (Paris, 1885).· . 
• O. Asselin, Emigration from Belgium and France to Canada (Ottawa, 19U). 
I Op. cit., p. :16. ' Op. cit.. p. 86. 
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TABLE 12 

FVJms T.u:mr Our or h.uIcz BY EmGlLUlTS, I880-X9I3 

FandsTob:a GoIdltsm. 
N.....wl.aviDs Estimated by&::C1a Curled by 

F ....... PGrta Emigratioa Emigrants 
T_ ('l'houoaDds) (l'bousaads) oI.bacs) 0IilIicm0 01. bacs) 

1880 " ................................. 12 5 0 0 

1881 .................................... 12 5 0 0 
188~ .................... ,. ..... "" .... 13 S 0 0 
1883 .............. " .................... II S 0 0 

188.t .................................... 16 S 0 0 
l885 .................................... 16 5 0 0 
1886 .......... " ................ ., ...... 19 10 I 0 
1887 .................................... 29 15 2 I 
1888 .................................... 61 25 4 2 

1889 .................................... 82 35 5 2 

lllto .................................... 54 20 3 I 

IStI .................................... 16 5 0 0 

ISt~ .................................... 14 5 0 0 

ISt3 .................................... 15 5 0 0 

1894 ..................................... II 5 0 0 

IStS .............................. " .... 12 5 0 0 

ISt6 .................................... 12 5 0 0 

ISt7 ........................ "" ........ 12 5 0 0 

18t8 .................................... 10 S I 0 

1899 .................................... 9 S I 0 

1900 .................. ., ................ 14 5 :I 0 

1901 .................................... Iii 5 I 0 

1901 .................................... II S I 0 

J90l .................................... 16 10 2 :I 

1904 .................................... 14 5 I 0 

1905 .................................... Xii 5 I 0 

1906 ................................. 15 5 J; 0 

X907 ................................... so 10 2 X 

1908 ............ -...................... Xii 5 J; 0 

1909 ........... _ ...................... Iii 5 I 0 

1910 .................................... IS S I 0 

Igu .................................. 13 5 I 0 

191:1 ...... oo ............................ X3 S I 0 

:1913 ................................... :1:1 5 I 0 
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from France. The former funds are sent in the form of credit 
instruments and should appear as a debit item in the international 
accounts. Most of the latter are probably carried out in the form 
of coin and should not be included in the balance sheet, or, if in­
cluded, should be offset by a credit item for the coin so taken out. 
The importance of these funds may be judged from the number of 
Belgians working in France who commuted daily. In I906 it was 
estimated that 25,000 Belgian workers passed the frontier to 
work, and it was said that they spent practically all their wages in 
Belgium.l That item alone would account for at least 24 million 
francs a year. During the summer season thousands of Belgians, 
Italians, . Spaniards, and - after I9IO - Poles migrated to 
France to help with the harvesting. These workers returned in 
the late fall with a good part of their wages in their pockets.z In 
view of these large sums withdrawn by foreign workers, Meynial's 
estimate, which presumably includes gold coin carried out by the 
workers, is not high enough. An estimate of 60 millions for the 
year 1913 with reasonable modification for earlier years of pros­
perity and depression appears more reasonable. An annual esti­
mate on this basis is contained in Table 17, page lIS. Of these 
sums it is estimated that 25 per cent were taken out of France in 
the form of specie. This estimate, like others of the proportion of 
specie carried, is not based on any evidence, and all that can be 
said for it is that it is better than no estimate at all. 

From the figure thus reached, funds sent to France by French­
men living abroad must be deducted. Comparatively few French 
workers commute to neighboring countries. France's stable 
population, coupled with the movement of population from rural 
districts to the large French cities, stimulates a demand for foreign 
workers rather than creates a supply of French workers who seek 
employment in Belgium or Italy. The wages accepted by Bel-

1 G. Pirou, La main d'oeuvre etrangere en France (Paris, 19(6). In Hallum, 
Belgium, out of a working population of [0,000, more than 6000 Belgian workers in 
France do not live in France. Meme, a small Belgian village of [2,000, sends 4000 
workers to France, and Mouscron, three kilometers from Tou~ng, one of the tex­
tile manufacturing centres, has 5000 inhabitants earning a living in France. See 
J. Nozelk, Une taft SUI la main d'oeuvre etrangere, Rev. Pol. et ParL, February, 
19II• t E. Payen, op. cit. 
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gians and Italians were too low to attract many French workers, 
while the foreigner was attracted to France because of higher pay.' 
Altho the total of French emigrants was smaller than the total of 
immigrants, the former went largely to French colonies; the pro­
portionate total of remittances to France ought, then, to be at 
least half of that sent out of France. These emigrant remittances 
were practically all in the form of credit instruments, and esti­
mates of these sums are recorded in Table 12. 

French Colonies, it will be remembered, are here considered as 
foreign COUD tries, and therefore Colonial expenditures and re­
ceipts by the French home government appear as foreign transac­
tions. Thruout the period under consideration French Colonial 
ventures necessitated a net outflow of money for Colonial admin­
istration, public works, and for military expenditures. This last 
was an item leading to heavy debit charges in the payments be­
cause the bulk of military expenditures occasioned by the fre­
quent military campaigns and the maintenance of French troops 
abroad was paid by the home government. It was not until 1893 
that the French Government imposed a tax on her Colonies to 
share Colonial expenses, and not until 1900 did she acquire the 
right to impose the cost of troops on each Colony. Even after that 
the Colonies contributed only a small part of those expenses. In 
1901 military expenditures on account of the ColQnies were 91 
million francs, and only 10 millions of this sum were contn"buted 
by them; in 1906 the Colonies contributed 16 of the 96 millions, 
and in 1910 of 101 millions only IS were recovered from them.' 
The Moroccan occupation alone from 1907 to 1913 entailed extra 
military expenditures totaling 273 millions.s In an unpublished 

1 J. Nozelk, op. cit. I G. Jeze, Science des finances, 4thed. (paris, 1912), p. 45. 
• Expenses Occasioned by the Occupation of Morocco from August 5, 1907. to 

December 31, 1912, BulL de Stat. et de Leg. Compazee, VoL 75, p. 184· 
y .... Army Navy Foreign Mam. Total 

1907 ......................... 6·3 4·4 .7 II·5 
19oI! ................... o5 ....... 31.6 7·3 .6 39·5 
1909 ............................. 13. 0 2·5 ·7 16.2 
1910 ............................ 9.8 1·7 1.0 12.6 
19II ............................. 54·7 3. 1 1.0 58.8 
19I2 ............ "" .............. 130 .7 3.1 1.2 135·1 
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study of French Colonial policy by Constant Southworth I it was 
estimated that the annual excess of expenditures over receipts 
from the Colonies averaged over 100 million francs from 1880 to 
18()O, and a little less from 1890 to 1910. These estimates are in 
excess of figures for Colonial expenditures as recorded in the 
statistics of the French budget, but the distinction between 
Colonial and domestic expenditures is not clearly made in French 
finance. 

Before 1886 Colonial expenses were included in those of the 
Navy. Altho for those years there are no separate figures, we 
know that Colonial expenditures were heavy.!' During the first 
year of separate Colonial budget (exclusive of Algeria) expendi­
tures of 43 million francs are recorded. By 1()o3 this item had 
reached 103 millions, where it remained until 1914. These figures 
do not include expenses of Algeria, by far the most important of 
French colonial possessions, whose expenditures from 1881 to 
1892 were treated as domestic expenditures of the respective de­
partments. Yet the importance of Algerian expenditures during 
those years is indicated by the analysis of French expenditures 
of 1885 by De Foville, who found that the revenue from Algeria 
was 37 millions while the expenditures on her account II4 mil­
lions.a A similar analysis by Vignon in 1891 showed the revenue 
from Algeria to have been 40 millions and expenditures 1:25 mil­
lions." 

Even if the distinction between expenditures on domestic and 
Colonial accounts were made, there would still remain the more 
difficult problem of estimating what portion of expenditures 
charged to the Colonies can be considered as sums due abroad. 
Colonial expenditures consist of sums spent in the home country 
as well as in the Colonies and therefore these expenditures cannot 
be placed on the debit side of the balance of international ac-

I Cited by Moulton and Lewis, op. cit., p. 49. 
• In '188'1 30,000 troops were sent to Tunis on & punitive expedition, and tribal 

revolts in Algeria kept expeditionary forces busy from :r88I to 1884. Colonial ex­
penditures for the insignificant colony of Tonkin alone reached 70 million francs in 
1884. - F. Faure, Les budgets de Ia France depuis vingt ans, 1868-1887. 

• La France Economique, p. 456. 
, L VlgIlon, La France en ~rie (paris, 1893). Chap. x. 
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counts. Indeed, it is possible that so much of the Colonial expen­
diture is made at home as to render the item of little importance 
in the international accounts. The fact of mere excess of Colonial 
expenditure over Colonial revenue in itself gives no indication of 
the amount spent abroad in excess of sums received from abroad. 
It is essential to know how the funds charged to Colonial account 
were spent. 

Expenditures on military affairs, on public works, and admin­
istration make up the expense side of the budget. Of these the 
first was in the case of France the most important.1 Among the 
items under military expenditure the principal ones are transpor­
tation, soldiers' pay, and cost of war material, of equipment, and 
of subsistence. Most of the soldiers' equipment and war material 
is purchased in France or manufactured in government plants and 
transported either in Navy vessels or in ships of the French mer­
chant marines. Clearly these expenditures, then, ought not to be 
included in sums due abroad. They involve only payments by 
the French Government to French industrialists, or inter-depart­
mental transfers of sums! Still there are two items among 
military expenditures which do give rise to payments due abroad 
from France: soldiers' pay and subsistence. That portion of pay 
which soldiers spend abroad and of subsistence which is pur­
chased abroad may constitute debit items in the international 
accounts. A detailed investigation of the records of the Quarter-

I From 1830 to ISgI of 5.3 billion francs spent on Colonies, 3.5 consisted of 
military e:xpenses and 1.7 of public works. During this period the total receipts 
were only 1.3 billions. - L. VlgIlon, op. cit., p. 286. 

Of the I14 millions of expenditure in Algeria in 1885, 56 were for the army and 
56 for civil service. - De Foville, op. cit., p. 450. 

In 1901 military expenditures alone were 91 millions; in i:91o of 101 millions of 
expenditure 83 were military. - Levasseur, op. cit., Chap. VIll. 

a If the supplies are furnished by private industry and sent to the Colonies, they 
are apt to appear as exports. But this merchandise exported and paid for by the 
French home government should not be recorded in the international accounts 
since it gives rise to no international payments or debts. 'Ihe import figures for 
Algeria give no indication of exports received on military account. In 19U there 
were 305,000 French troops in Algeria. most of whom had amved during that year, 
and imports into Algeria increased from 543 millions to 6u millions, while exports 
increased only 4 millions; whereas in 19I2 the number of troops decreased but im­
ports leaped to 722 millions. 
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master Corps, and an acquaintance with the spending habits of 
French troops abroad would doubtless yield the necessary infor­
mation on these points. The labor involved has precluded any 
such investigation; instead a crude estimate is here resorted to. 

A number of factors enter into the basis of this estimate. First 
there are the military expenses. France rarely kept less than 
30,000 French troops abroad, and during years .of military activ­
ity the number quickly increased. In 19II there were more than 
350,000 French troops abroad. Some of the food for these troops 
was purchased locally; part of the pay was also spent locally.1 It 
is quite probable that at least 20 per cent of the soldiers' pay was 
so spent. As for subsistence, the portion obtained locally de­
pends on the colony and the prevailing political condition. French 
colonies import little foodstuff from France. Algeria, Tunis, and 
French Indo-China, the principal colonies, are food exporters, and 
much of the subsistence in those countries must have been ob­
tained locally, particularly in times of peace. 

Expenditures on public works are another element in the esti­
mate of sums due abroad on Colonial account. The greater part 
of the expenditures on this item were made in the Colonies. 
Wages, always.an important element in public works, went al­
most entirely to residents of the Colonies, and part of the bulky 
raw material was purchased locally. Additional raw material 
must have been imported directly from foreign countries, since 
France herself is a large importer of raw materials. It may be as­
sumed, then, that most of the expenditures on public works - in 
so far as they are in excess of domestic revenue - are to be in­
cluded on the debit side under Colonial expenditures. 

Administrative expenses, another item, consist largely of sala­
ries, and as such constitute expenditures in the Colonies. Altho 
administrative expenses are not so important as the other two, 
they represent amounts spent mostly in the Colonies. Part of 
the administrative expense and of public works was covered by 
revenue from the Colonies, but only part. The portion of these 

1 Guyot in Lettres sur la politique coloniale (Paris, 1885), p. 45, commenting on 
the growth of exports to the Colonies, said, "Our own soldiers paid by France are 
the ones who buy French imports." 



TOURIST EXPENDITURES 8S 

expenses not met by Colonial revenue, together with the portion 
of military expenses spent in the Colonies or in foreign countries, 
amounted to between one-third and one-half of the excess of ex­
penditure over receipts. The other half or two-thirds was used 
in France for material and equipment sent to the Colonies and 
for the part of the soldiers' pay sent home. The estimates of 
Colonial expenditures based on the foregoing proportions appear 
on the debit side of the balance of futemational accounts, page 
IIS. 

A number of small items grouped under the one head "Miscel­
laneous" have also been included in the balance sheet. These 
are life insurance, fire insurance, and brokerage commissions on 
discounted foreign bills. French insurance companies obtain 
much of the insurance business placed in French Colonies. French 
companies audit and assist in the conduct of Colonial companies, 
and a goodly share of Colonial bills is discounted in France. This 
income is estimated to have been about S million francs in 1880 
and to have reached IS millions in 1913. The annual estimates 
are in Column 12, Table 18, page II6. 



CHAPTER V 

FOREIGN INVESTMENTS 

THE most important of the invisible items in the international 
accounts of France is the export of capital. By this term is meant 
the transfer of purchasing power, whether in terms of goods, serv­
ices, or specie) made by the residents of one country to residents 
of another country, when such transfers result in no immediate 
return payments, and when they are made with the intent of re­
ceiving in return adequate payment at some time in the future. 
The term capital exports is frequently applied also to transfer of 
title to purchasing power under the assumption that eventually 
the claims will be exercised and goods or services will be trans­
ferred. This transfer of title to purchasing power constitutes in 
almost all cases of capital movements the necessary first step. It 
is eliminated only where goods are sold abroad on long-term credit, 
or in those rare cases where imports of goods are financed by per­
manent loans after the goods are shipped. In all other instances 
of capital movements the transfer of title may not be converted 
into a transfer of goods or services until weeks, months, or even 
years have passed. A large part of the total of .transfers of title is, 
indeed, never converted into transfers of goods or services; in­
stead many of the transfers of title are used to offset one another. 
It is only the surplus of claims - i.e. title - that must eventually 
be converted into transfers of goods or services.1 

Just when this surplus of claims will be converted into a move­
ment of goods or services depends partly upon the cause of the 
transfers of title and partly upon the prevailing economic condi­
tions in the countries concerned. For illustration, Italy may bor­
row funds in France and use a portion of them to increase Italian 
balances in French banks, thereby indefinitely postponing con­
version of newly acquired claims into transfers of goods; or Italy 

1 Other cl&ims mayor may not represent transfers of title to goods and services. 
Obviously imports and exports of merchandise give rise to such claims. 
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may exchange her newly acquired title to French purchasing 
power for claims to purchasing power in Germany and exercise 
those claims to German purchasing power by importing goods 
from Germany. No change in this instance will appear in the in­
ternational accounts of France until Germany exercises her newly 
acquired claim to purchasing power in France. Germany might 
elect to keep that purchasing power in France in anticipation of 
indemnity payments due France. We should then have a French 
loan to Italy resulting in the creation of a German deposit in 
France by way of German exports to Italy, in return for which 
France would obtain a future claim on purchasing power in Italy; 
in such case the transaction would in no way affect the French 
balance sheet until and only if the future claims on Italian goods 
or services were exercised. 

It is apparent that any number of combinations of transfers 
could and do take place, and it should be equally clear that the 
surplus (or deficit) of claims to foreign purchasing power that is 
recorded as obtained in anyone year need not - one might say 
ought not - be equal to the surplus of imports (or exports) of 
goods and services for that same year. In measuring the amount 
of capital exports, a distinction 'should, therefore, be drawn be­
tween transfers of title to purchasing power and transfers of 
goods. The measure of each must be obtained by a different 
method. 

To obtain figures of transfers of goods (and services) a balance 
of international accounts must be constructed. Given the annual 
total imports and exports of goods, specie, and services, the differ­
ence between the totals of imports and of exports - assuming no 
error in the data - can be explained as transfers of merchandise 
and services for which there has been no payment during that 
year. If from this sum are deducted the amounts transferred as 
immigrant remittances, gifts, and indemnity payments, the re­
mainder must represent net capital exports (or capital imports) 
plus interest and amortization payments; that is, the remainder 
represents goods and services transferred in exchange for some 
future claim or transferred in part or in whole settlement of debts 
previously created. This remainder includes sums due on ac-
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count of interest, dividends, and amortization payments. Deduc­
tion for these items being made, there is left a sum which measures 
the annual export of capital- using the term to mean transfer of 
goods and services. 

To obtain a measure of the total transfers of title to pur­
chasing power it is necessary to make a direct estimate of all 
such transfers from or to France. These transfers include loans 
made to foreign governments, municipalities, corporations, or in­
dividuals; investments made in foreign countries by France or in 
France by foreign countries thru purchase of stock; deposits kept 
in foreign banks; funds employed for the establishment of foreign 
branch enterprises for the exploitation of foreign resources and for 
the purchase of foreign immovable property from foreigners. 

The first method, to repeat, measures the actual transfer during 
the year of goods, specie, and services, whereas the second meas­
ures only the transfer of title during that year. The two methods 
should give similar results year by year only if the time lag be­
tween transfer of title and transfer of goods was always short. 
It must be remembered that the first, ot" indirect method, which 
depends upon the construction of an annual statement of ~terna­
tional accounts, includes all the mors of omission and commission 
to which such balances are subject. That this is a disadvantage of 
no mean proportions in the case of France from 1880 to 1913 is 
apparent from the discussion in the preceding chapters as to 
the difficulty of estimating these items. The obstacles in the 
way of a correct estimate of capital exports by the second or 
direct method are, as will be apparent in the pages fonowing, at 
least as great. 

In this study both methods are employed. The measurement of 
capital exports by the indirect method is at this point almost 
finished. Only the figures for revenue due to and from France are 
lacking for the completion of the balance sheet. Thesefigures, 
however, cannot be obtained without first securing figures of the 
annual export of capital by the direct method. It is thus apparent 
that the two methods as employed here are not whony independ:­
ent. Yet there is no alternative, for there exist no data of the 
total interest imd dividends received by France from her foreign 
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investments.1 We proceed, therefore, to the estimate of capital 
exports by the direct method. 

The largest item in capital exports consists of loans either to 
foreign governments or to foreign corporations. A correct esti­
mate of these is of paramount importance. But the net movement 
of securities in anyone year, or even for a series of years, is elusive. 
It is extremely difficult - one may say impossible - to ascertain 
with any high degree of exactness the international movement of 
securities after they have been once absorbed. It is true that a 
portion of any issue remains in the hands of the original pur­
chasers and a larger portion usually remains in the country where 
they were originally sold. But there is a considerable volume of 
securities internationally marketable which constantly shifts 
from one financial market to another. In the hands of bankers 
and large investment brokers these securities supply the means for 
arbitrage transactions and also form an important international 
medium of exchange with which credits are established abroad. 
Sometimes issues once sold are repurchased in large quantities 
by the original borrowers - the absorption by France in the 70'S 
of her rentes originally purchased by foreigners is an illustration 
of this type of movement, as are the instances of Spain and Italy, 
who in the 90'S purchased in increasing amounts their securities 
originally held by the French.1 There is also a continuous stream 
of amortization payments and redemptions of loans which must 
be taken into account. 

Fortunatdy there are several sources of information that are of 
hdp in tracing the movements of securities and also of measuring 
the amount of foreign securities originally issued in France. None 
of them is sufficient in itsdf to yidd the desired information, but 
each can be used to supplement the others, to fill in the gaps, and 
to serve as a partial check. 

1 Sec P. 1:05. 

• In the latter case political events encouraged the movement. The growing 
antagonism between Italy and France caused in part by tariff controversies and the 
increasing friendliness between Russia and France led to a considerable substitution 
in France of Russian for Italian securities. Aa:oIding to reports of the Italian 
treaswy, the coupon payments in Paris represented, in 1885, 23 per cent of foreign 
bond holders; the proportion fell steadily, reaching less than 5 per cent by 19Q6. -
E. Becque, L'Intemationalisation des capitawl: (Montpellier, 1912). p. 47· 
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First are the scattered statistics of issues, of conversions, and 
of listings. For the years after 1:895 annual statistics purporting· 
to represent new capital issues are available; however, the 
amounts recorded are in reality not the amounts sold, but those 
admitted to listing at the Bourse and issued on the Curb. These 
sums bear only a distant relation to the amount of securities sold 
in anyone year. The amounts listed on the Paris Bourse alone, 
for example, are double the total foreign holdings in the French 
portfolio. Yet these figures are useful in that they throw some 
light on major changes in annual flotations. 

Secondly, there are taxation data. In France all foreign secUr­
ities other than foreign government bonds were subject to a triple 
tax} Foreign government securities, which form the major por­
tion of French foreign holdings, were exempt from these annual 
taxes,! but were subject to a stamp duty at time of issue. All 
taxation data are available. Had there been no tax evasion, it 
would be comparatively simple to ascertain from treasury reports 
on the revenue tax the amount of foreign securities other than 
government bonds that circulated in France. But so great was 
the amount of tax evasion on foreign securities that the utility of 
taxation data is much diminish¢. The financial literature of the 
period contains many allusions to the very common practice and 
ease of evading taxes on foreign securities.- M. Thery estimated 
that one-third of foreign securities subject to taxes evaded them. 4 

One writer estimated in 1903 that only half the foreign securities 

1 Revenue from all foreign securities except government bonds was subject to a 
. tax of 3 per cent (raised in 1890 to 4 per cent). These securities were subject also to 
a transfer tax on the market value of the securities, but the recorded figures include 
an annual tax on bearer securities and a tax on other securities only if and when a 
transfer is made. This renders useless the transfer tax data as a reliable source of 
information of the amount of securities in circulation. The third tax is a stamp tax 
at time of issue on the nominal value of the securities. 

I After the War of %870, in order to help regain for Paris its pre-war position as a 
financial centre and to avoid retaliation on the part of foreign governments, it was 
decided to exempt foreign government securities from annual taxes. 

• See especially E. Guilmard. L'Evasion fiscale (Paris, %908); Lescoeur, Pourquoi 
et comment on fraude Ie fisc, 6th ed.; Renou, Les valeUIS etran~ (paris, 1907); 
Casteignau-Caumont, I.e regime fiscale des valeurs mobilieres (Bordeaux, 1910). 

, Cited by M. Arboux, Les valeUIS mobilieres e~ sur Ie marche fran~ 
(Paris, 19I3), p. 57· 
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subject to the tax paid it.l Caillaux in explaining the budget of 
1909 stated that the Administration of Registration evaluated 

·'the annual loss to the treasury from evasion at 40 million 
francs, .. sum which represents an investment of about 20 billion 
francs.s 

The extent of evasion is further indicated by a comparison of 
the totals of the taxed revenue derived from domestic secnrities 
and from foreign securities (Table 13). Foreign holdings repre­
sent approximately one-third of the French portfolio, that is, 
one-half of the domestic holdings. About one-half of these for­
eign securities are government bonds not subject to tax on reven­
nue, but orie-third of the domestic holdings, being French rentes, 
are also not subject to the tax on revenue. We should then ex­
pect, if there were no evasitm, the amount of foreign securities 
subject to the revenue tax to equal about one-third of domestic 
securities so taxed. A comparison of Columns 4 and 7 shows, 
however, the amount of foreign secnrities taxed before 1904 to be 
less than 10 per cent. This indicates evasions in the case of for­
eign securities of 60 per cent or more. Strenuous measures to 
reduce such wholesale evasion were made in subsequent years, 
and, judging from the increasing proportion of taxes received from 
foreign securities, with some success, but the amount of evasion 
continued to be serious up to the war. Notwithstanding the large 
proportion of evasions, the figures of revenue taxed are useful in 
indicating year to year changes in holdings of private securities, 
for, with the exception of the decade before the war when more 
stringent measures were constantly sought, there is no reason to 
expect the proportion of evasion to have fluctuated greatly from 
year to year. 

As for foreign government securities, which are subject to the 
single stamp tax, the taxation data indicate the annual amount of 
those securities listed for the first time in France, but throw little 
light on the amount that remained in the country after they had 

1 N. Cemental in Rev. Pol. et ParI., 1903, p. 475. 
I Banks in neighboring countries, soliciting deposits from Frenchmen, went so 

far as to suggest in circula!S methods of tax evasion made possible by depositing 
securities in foreign banks or in foreign bnmches of French banks. - Neymarck. 
Ymances oontemponlines. VoL 6, p. 131; also E. Becque, op. cit., p. 2I6. 
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been once sold.1 Another difficulty in the use of this information is 
the fact that the tax figures include partial payments from all se­
curities in circulation when the tax rate was increased. Never­
theless, these figures also are helpful in depicting important 
lluctuations. 

A third source of information is contained in the studies of bank 
portfolios and private accounts in banks, in analyses of property 
left at death,. and in examination of marriage contracts. Several 
such studies have been made, and their findings will be referred 
to later. 

A fourth source is the reports of direct investigations of the 
amount of capital invested in each country. The most important 
of such investigations was made by various economists and finan­
cial writers for the International Congress of Securities held in 
Paris in 1900 under the auspices of the French Government. The 
reports submitted to this Congress fill several volumes,2 and the 
information contained in some of them has been very useful in 
estimating foreign investments for this study. Since 1900 reports 
have been sporadically made by representatives of various States 
to the Institute Internationale de Statistique embodying esti­
mates of securities issued and absorbed. In 1902 the French 
Government ordered a survey to be made by its consular and 
diplomatic agents abroad of the amount of French foreign invest­
ments. An imposing report was submitted, which, however, can­
not be given much weight because of its inaccuracies.s Neverthe­
less, because of its detailed nature it does indicate the relative 
geographical distribution of investments. 

Another source of information of the movements of foreign 
holdings is the accounts rendered by some of France's more im­
portant debtors. Sums invested in government bonds of Italy, 

1 The amount issued is not to be taken as the amount sold, but the discrepancy 
is reduced by the necessity of paying taxes on the nominal value of the securities 
wu~ • 

I Les valeurs mobilieres, International Congress (Paris, 1900), 5 vots. 
I The report is published in the Bull. de Stat. de Ug. Comp., 190:1, Vol. n, 

p. 450. In commenting on the report both De Foville and Leroy-Beaulieu claimed 
that there was hardly an error that could have been committed that was not. -
De Foville, La fortune frans;aise a l'6tranger, Rev. Pol. et Parl, November 10, 

190:1; Leroy-Beaulieu, £conomiste Frans;ais, 1902, Vol n, P.449. 
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Russia, Spain, and Turkey may be ascertained with a fair degree 
of accuracy because those governments gave each year an ac­
count of sums paid to Paris on their debts. 

A final source of information is the monographs on French 
foreign investments. Partly because of its quantitative impor­
tance and partly because of the repeated attempts of the French 
Government to increase taxes on foreign securities, the subject of 
French foreign investments has attracted a deal of attention in 
France. Considering the amount of printed matter on the sub­
ject, it is disappointing ·how little there is of scientific value. 
Scores of books and articles whose titles promise much prove to 
contain quantitative estimates of the most superficial nature and 
hardly repay reading. The theoretical analyses, with which most 
of the writings are concerned, frequ~ntly suggest either a naive 
understanding of the problems of international trade or a point 
of view little short of crude mercantilism. In respect to quantity 
treatment there are some noteworthy exceptions, Alfred Ney­
marck being the outstanding one.1 His frequent reports on the 
growth of French foreign investments were found to be very help­
ful in ascertaining annual movements. Others who have con­
tributed to quantitative estimates are Raffolovich, editor of the 
annual Le Marche Financier; P. Leroy-Beaulieu, editor of the 
Economiste Fran~is; E. Thery, editor of Economiste Europeenj 
Y. Guyot, editor of Journal des Economistesj and A. Coste. 
Moulton and Lewis in their discussion of the French debt problem 
have carefully compiled a quinquennial estimate of capital 
exports. 

All the sources of information of French foreign investments 
which have been outlined in the previous pages have been em-

s As editor of the Rentier for 30 years, and as a very active contributor to the 
Societe de Statistique de Paris and the Institut International de Statistique, he 
devoted much time to studies of French investments. In his first report on invest­
ments in 1888 (Soc. de Stat. de 'paris, May, 1888, Les valeurs mobilieres en France) 
he urged the formation of a standing committee which would make periodic reports 
relative to the quantity and kind of capital imports and exports. Such a committee 
was formed in 1891, and altho the reports were sporadic they contain much useful 
information. Neymarck himself submitted several reports which merit considerable 
dependence because of the care and time spent in their preparation. Most of his 
articles are gathered in his seven volumes of Fmances contempoIllines. 
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ployed in the attempt to determine the annual export of capital 
for this sUrvey. Some of the necessary information for an ac­
curate estimate it has been, nevertheless, impossible to obtain. 
As Leroy-Beaulieu, writing in 1902, stated, "Personne. absolu­
ment personne, ne peut savoir, avec une approximation meme 
lointaine, ce que contiennent"es portefeuilles fran~ais." 1 Still, 
enough information has been available, particularly since 1900, 

to make a fairly reliable basis for an annual estimate. Fortu­
nately, also, the sums dealt with are so large that errors that bulk 
large in absolute amounts are comparatively of not too great 
significance. 

The first step in making the estimate has been to ascertain the 
amount of foreign investments in the French portfolio in the 
opening year of this survey - 1880. The only estimate before 
1880 that merits consideration is one for the year 1869 made by 
Leon Say in his report of 1874 on indemnity payments to Ger­
many.2 Supplementing information regarding foreign holdings 
gained during indemnity operations with a questionnaire sent to 
the larger banks apropos of foreign coupons paid thru the banks, 
he concluded that the revenue of France from foreign holdings 
was in 1869 at least 600-700 million francs. From this estimate 
of Say, Neymarck, by capitalizing the mean of 600-700 million 
francs by 5 per cent, which was the average yield of foreign in­
vestments at prices current in 1869, estimated foreign invest­
ments to be 13 billions. Thery without any explanation esti­
mated them at 10 billions. In view of the calibre of Say's work, 
and in the absence of any other reliable source of information 
regarding the amount of French foreign investments at that time, 
his estimate of revenue received is accepted as a workable one. 
But Neymarck's estimate of 13 billions, based on Say's estimate 
of revenue, needs to be modified because it is based on the yield 
current in 1869. In that year the market values of foreign secur­
ities were higher than in the years when the bulk of those foreign 
investments was made. Since it is the amount of capital exported 

I lconomiste fran~ais, 1902, p_ 449-
I Rapport sur Ie paiement de l'indemniU de guene (Paris, 1874), p. 70. 
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that is here significant and not the market value of those invest­
ments, the revenue ought to be capitaIized at the average of the 
rates of yield for foreign investments prevailing at the time of 
investment. For the decades of the 50's and the 60's the rate of 
5 per cent is too low. From 1850 to 1865 the average yield of 
French rentes was 41 per cent, and first class French railway 
bonds yielded 6 per cent. With such yields from sound domestic 
investments it is hardly to be expected that money would be 
loaned to foreigners at 5 per cent. Indeed, during this period 
Russian, Austrian, and Italian government bonds sold at yields 
of 6,7. and 8 per cent.! It would seem that a capitalization rate 
of 6 per cent ought, then, to be used. This gives a sum of IJ; 

billion francs invested abroad by the outbreak of the War of 1870. 
From 1870 to 1880 the French portfolio experienced wide flue,. 

tuations. The war and indemnity payments resulted in the sale 
of two billions of foreign securities, which French investors turned 
over to the French Government in exchange for the new issue of 
French rentes, and the sale of 2.9 billions of French rentes at from 
82.5 to 84. By 1873 there were 9 billions of foreign securities in 
the French portfolio, while the foreign holdings of French rentes 
had increased approximately 2.3 billions. The net French foreign 
investments - excess of French foreign investments over foreign 
investments in France - had by 1873 dropped over 4 billion 
francs. In the next two years almost all the French rentes were 
repurchased, at considerably higher prices,2 and a strong demand 
for foreign investments set in. Fear of domestic insecurity and 
of political instability contnouted in part to this overturn, a but 
the low yield of the French rentes was also no small factor. By 
far the most popular form of foreign investment was the foreign 
government bond. The number of foreign securities listed by 
1880 had increased from 109 to 137 and of the increase 27 were 
government bonds. The stamp tax data show that from 1873 to 

I Neymarck, Une nouvelle 6vaIuation (paris, 18g3), p. 243. 
a Prices of French rentes increased as follows: issued in 1871 and 1872 at 82·5 

and 84.5, they reached 93-4 in 1873, lCO-S in 1874, 1(16·4 in 187S, 107·2 in 1876, 
108.7 in 1877. llS.9 in 1878, 1I8 in 1879, and 120 in 1880. In eight yeatS the yield 
dropped 33 pel cent. 

• Neymarck, in JOUI. de Soc. de la Stat. de Paris, VoL 1888, p. 242. 
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1880 six billions of foreign government bonds were issued, half 
of them being new issues. 

By 1880, the first year covered by this study, French foreign 
holdings had passed the pre-war mark. In that year Leroy­
Beaulieu estimated the amount of French foreign investments to 
be 12 to 15 billions.l There is no indication as to how he arrived 
at that figure, and it deserves mention only because of his famili­
arity with the investment market. A very lengthy report by 

'Thery, which utilizes all aVailable sources of information, is more 
he1pful.2 He estimated the total of securities in the French port­
folio to be 56 billions, consisting of 15 foreign and 41 domestic 
securities. This estimate of foreign securities appears too high. 
As was pointed out, the amount of capital exported by 1869 was 
probably I I billions. In the next few years foreigners had pur­
~ed 2 billions back as well as 2 billions of French rentes. H, 
as Th6ry estimated, France had 15 billions of foreign securities, 
in addition to the 2.3 billions of French rentes, which she had 
purchased from abroad, she must have purchased 6 billions of 
foreign securities. That represents a total export of capital of 
about 9 billions (allowing for the increased price of French rentes) 
in the short space of seven years, and this notwithstanding an 
unusually large domestic investment. The number of domestic 
issues from 1869 to 1880 increased from 298 to 466, a change re­
presenting an increase in nominal capital of 17 billion francs. H 
an estimate of 15 billions is accepted for 1880, the total of new 
foreign and domestic investments would have totalled 24 billions 
in practically seven years!- So large an investment for France in 
those years is out of the question. The quantity of domestic 
issues outstanding is easily obtained; so the error must be in the 
amount of foreign securities supposed to have been purchased. On 
the basis of the foregoing, the amount of capital exported by 1880 
is assumed to have been 13 billions rather than 15. The discrep­
ancy between this estimate and Thery's estimate of IS billions is 
lessened when the following is taken into consideration. 

1 £Conomiste fran~ais, October 23. 1880. 
I Les valeurs mobilieres en France, Congres des valeurs mobilieres, 1900, Vol. 2, 

No. 42. . 



FOREIGN INVESTMENTS 97 

TABLE 13 

TAXATIOlf O. bVENUE nOli hENCII FOllEIGN AND DoJlEsnc SECURITIES, 
1880-1913 1 

(Millions of fr.ancs) 

ProcBda Revmue subject to IaDtioa 
of TOOD Foreip Domestic 

y- Jlevawe' Stocb Bonds Total" StDcb Bonds Total 
1880 39 20 50 71 544 618 1221 
I88J 44 40 52 92. 711 607 1383 
1882 48 65 64 130 752 626 1458 
1883 48 63 61 uS 708 687 1467 
1884 46.8 65 58 124 603 734 1430 
1885 . 45·9 61 59 122 562 753 1396 
1886 47. 2 42 62 106 580 767 1458 
1887 48·9 43 62 106 605 819 1512 
1888 50.4 So 62 112 624 837 1557 
188g 49. 1 61 65 126 602 810 1500 

1890 50.8 60 70 131 636 814 1544 
IIlgI 70.4 70 85 156 672 843 1610 
IIlg2 70 80 70 151 654 838 1588 
IIlg3 67 57 72 130 613 818 1529 
11lg4 66.2 47 70 u8 601 854 1522 

1895 65·6 46 70 I17 604 817 1508 
18g6 62·9 49 7:1: 121 628 742 1435 
IIlg7 68·5 51 75 128 636 854 156S 
18gB 70.2 55 70 .J27 663 873 1610 
IIlgg 74·3 75 76 153 727 877 1683 

1900 79 86 78 156 . 823 873 1780 
1901 82 85 78 164 839 914 1844 
1902 79. 8 84 88 173 769 927 1785 
I90l 80.1 85 91 176 770 932 1780 
1904 84.4 IIO IOl 213- 821 951 1855 
1905 85.8 114 98 214 859 946 1876 
1906 91.4 139 133 263 936 957 1973 
1907 lOLl 187 127 314 n08 964 2160 
1908 100 193 132 326 IOl8 999 2124 
1909 102·5 190 162 353 10J8 IOl6 2156 

1910 107·9 208 175 380 un 1059 2236 
19I:l 115.6 233 210 444 1202 noc 2371 

19n 126 244 217 461 1260 1250 2605 
1913 138 317 267 584 1396 1302 2792 

• Soun:e: lfinistae des finaDces, BuD. de Stat. et de 14. Comp. 
, Tu of S per cent iDaeased to " per cent in 18g0. Gov.......,.,..t securities, both foreip and do-_tic. are DOt Bubject to tbis taL 
• Doas DOt indude Ia:I: on revenue of foreicn corporatiODa ha'Oing property in FraDI:c. 
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Thery's estimate was at market prices. But from 1860 to 1880 
the price of French securities had risen greatly: The market 
price of bonds had risen from 73 per cent of the nominal ~ue 
to 90 per cent, and stocks had increased from 14S to 205 per cent 
of the nominal value.1 These figures are measured from the prices 
prevailing in 1869 and not from the low prices caused by the War 
of 1870, and the increase is indicative of increases in the value of 
foreign securities. Since it is the total of capital exported that is 
desired, the market prices in 1880 cannot serve as basis for esti­
mating foreign investments without correction for increases in 
market values of securities held in France since 1869. H allow­
ance is made for this factor, the estimate of 13 billions is not too 
low. 

Taxation data (tabulated on pages 97 and 99) furnish a 
further check on this estimate. In 1881 the amount of revenue 
from foreign securities subject to taxation was 92 million francs.· 
Since this sum does not include the revenue from foreign govern­
ment bonds (foreign government bonds not being subject to that 
tax), which sold at lower yields than did corporate bonds, and 
since it does include dividends from foreign stocks, which con­
tributed almost one-third of, the total, a capitalization rate of 
6 per cent is not excessive. On that basis the revenue taxed repre­
sents a total investment of only 1.5 billion francs. H the estimate 
of 13 billions is correct, then II.S billions of securities consist of 
foreign government bonds (not subject to taxation) and non­
government securities which evade taxation. As previously 
noted, at least So per cent of foreign securities subject to taxation 
evaded them. On this basis the amount of taxable foreign secur­
ities was 3 billions, leaving 8 billions to be accounted for as foreign 

1 Totals of French domestic securities listed on the Bourse in 1869 and 1880 
were as follows (in billions of francs): 

Nominal 
.860 

Nominal 
.1880 

c':::~~ Capital ~~~ Capital 
Bonds .••••••.••••.• 22.0 16.0 38.0 34·4 
Stocks ••.•••••••.•.• 2:1 .2..:! -±.! 8.6 

Total •••••.••••• 25·S 21. I 42 • 2 43. 0 

I The tu: on re.Yenue would not include revenue on securities in the current year; 
therefore the tazation figures for 1881 are on investments outstanding in 1880. 
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TABLE 14 

TAXATION 01' FOREIGN GovER!omNT 5ECUl11TIES~ 1880-19 13 1 

(Millions of fmncs) 

Stamp Duties" 
ITbousands 0( fram:s> 

••• .•• •.. ••• ••••. •..•.••.•••.•• 884 
2209 
2075 
553 

.1027 
1754 
968 

1223 
2123 
3375 

2327 
2566 
1350 
1228 
2647 
2283 

10743 
7595 

24551 

9972 

6384 
10667 
12107 
20054 
15383 
12042 

21271 

23207 
10755 
46n 5 

6688' 

5527' 
820 

2104 

813 

499 
927 

1077 
1845 
1405 
1097 
2039 
1740 
471 

2257 

2019 
1267 
630 

1034 

99 

I So ...... : Amluaile Bt&tistique de Ia France. 
• See P.91. 
I Tuedfor thelirst time. InclucIeaamversioa. Stamp duty 0( .s pel' loofram:s tDJanuary 1.1896. 

January I. 11199. I pel' cent; January 30. 1907 •• pel' cent. But an securities in cin:uIatioIl in France 
loa"" tD pay the clliferau:e ~ amount stamped and the additioaal -. 

• The fi&un:s are s-~ tDtaIs. 
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government bonds. Did government bonds constitute so large a 
proportion 'of French foreign holdings in 188o? 

The proportion of foreign government bonds to other forms 
of foreign securities in France is indicated by some studies that 
were made later. In 1897 P. d'Essars, chief of the economic di­
vision of the Bank of France, analyzed 1032 accounts selected at 
random 1 and found that foreign securities formed 37 per cent of 
the total, of which 31 per cent were foreign rentes and 6 per cent 
other securities. This ratio of 5 to I he admitted to be some­
what too high.·, The Bank of France attracted a larger proportion 
of those bonds than a fair sampling of the country's holdings 
would show because the Bank acted as depository for Russian 
government bonds free of charge. On the other hand, as has been 
pointed out by Neym~ck. and Thery, the large banks whose 
portfolios contained a higher proportion of foreign securities than 
did those of small rentiers, did not keep their securities at the 
Bank, of France. An analysis made of all the securities listed on 
the Paris Bourse in 1900 showed the value of foreign government 
securities listed to be eight times as great as that of other foreign 
securities.1 This rati,9 is considerably higher than the amount 
held by the French.8 If allowance is made for the extra supply of 
Russian bonds in 'the Bank of France, the proportion of foreign 
government bonds to other foreign securities becomes closer to the 
ratio of 8 to 3 which was the ratio indicated above by the esti­
mate of 13 billions." 

One further check. on the estimate of 13 billions for 1880 is 
possible: a quantitative comparison of foreign with domestic 
holdings. The total amount of domestic securities listed in 1880 
was 45.5 billions (market value). The amount held by foreigners 
was estimated at 10 per cent, leaving 41 billion francs of domestic 

I Soc. de Ia Stat. de Paris, March 3.1897. 
I Decoudu, Lea valeurs mobilieres admises A Ia cote oflicielle de Ia Bourse de 

Paris, Congres des valeurs mobilieres, VoL 2, No. 44 . 
• For example, there were 10 billion francs of Russian government bonds listed; 

whereas not more than 7 were held in France. Belgian rentes were listed at 3 billion 
francs, but there were not more than 200 million in the hands of the French. 

, To this sum must be added cash and bill holdings kept on deposit in foreign 
banks and capital invested in property abroad but not represented by securities. 
The total of these items was doubtless leSs than one billion. ' 
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securities in the French portfolio. As has been noted, the investi­
gation by P. d'Essars in 1897 showed the proportion of foreign 
securities in the accounts of the Bank of France to have been 
37 per cent. This proportion would be decreased if allowance 
were made for the unusual number of Russian bonds on deposit. 
The allowance would bring d'Essar's findings close to the esti­
mate by Thery,l who a few years later, after a correspondence 
with many bankers, decided that the proportion of foreign se­
curities was 3<>-32 per cent.' The percentage for'i880 must have 
been somewhat lower as the percentage of foreign securities in 
French portfolios incrt;ased slightly with time. If, then, 30 per 
cent is accepted as the proportion of foreign securities, the sum 
of French foreign holdings again is indicated to be about 13 bil­
lions (i.e. 30 per cent of 41 billions, or 12.3 billions). 

So far we have been considering only French foreign invest­
ments, but the figures needed are those of nel capital exports. 
It is, therefore, necessary to deduct from this sum the amount 
invested in France by foreigners. Estimates of foreign invest­
ments in France are completely lacking. N eymarck. in all his 
studies used the constant proportion of 10 per cent of French 
domestic securities as representing the amount invested in France 
by foreigners, and every other writer on the subject has adopted 
his estimate. Thery, in the report previously referred to, re­
marks, "This proportion has been admitted by the largest 
number of French statisticians whQ have studied the matter." 
An examination of all available literature on the subject reveals, 
however, that the statisticians referred to accept without com­
ment Neymarck.'s estimate as authoritative. Neymarck., in turn, 
appears to have based his estimate on a report of the Administra­
tion of Finance made in 1895, which stated that of the 812 million 
francs paid out to holders of French rentes, 90 millions, or I I per 
cent, went to foreigners.· 

lOp. cit. 
• This last estimate has been criticized as being too low on the ground that bank­

em were eager to make the proportion of foreign holdings seem as small as possible 
in view of the hostile attitude toward capital exports and toward tax evasions by 
sections of the press and government. - See Arboux, op. cit., P. 3· 

• Rapport General of the Commission Ertra-Parlementaire de l'Impat sur Ie 
.Revenue, p. 1071. note 6. 
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But it is hardly to be expected that the amount of foreign 
capital in France should bear so constant a ratio to the amount 
of domestic issues. It would seem that the amount of French 
securities held abroad would be sensitive to changes in political 
or economic outlook both in France and in the countries where 
the securities were held. This was certainly true before 1880; 
much British capital entered France after the Napoleonic wars to 
establish textile factories and to construct railroads, the move­
ment increasing after I8S!. But in the 60'S France repurchased 
the bulk of her railroad securities held by the British. Also, as 
noted above, the large foreign holdings of French rentes after 
1871 was only a temporary phenomenon. Nor is it to be expected, 
as Neymarck assumed, that the proportion of foreign-held cor­
porate stocks and bonds would be the ~e as foreign-held French 
rentes. Indeed, on grounds of theory the opposite-would be ex­
pected. Since it is generally held that investors were less familiar 
with foreign stocks and bonds than with domestic, we should 
expect a Frenchman to offer a higher price than a foreigner for 
a French corporate bond. The French rente, on the other hand, 
secured an enviable reputation in investment circles after its phe­
nomenal rise in the 70's the world over. A foreigner was thus much 
more apt to hold a French rente than a French industrial bond. 

The claim of Neymarck, TMry, and others that 10 per cent of 
all domestic securities were owned abroad apparently receives no 
support from data on interest and dividend payments. A survey 
was made by Decoudu,1 chief of the listing service at the Paris 
Bourse, of all the securities listed in 1899 and the interest and 
dividend payments. In addition to carefully compiling totals of 
all outstanding French securities, Decoudu added up all the divi­
dends and interest paid on domestic securities for the year 1899. 
If we compare this total with the total of revenue taxed for that 
year, the result is rather surprising. It indicates that the amount 
of French non-government securities held abroad was negligible. 
The study shows that the total of interest and dividends paid in 
1899 was 2075.4 million francs. From this figure we can obtain 

1 Les valeurs lQobilieres admises i.la cote oflicielle de la Bourse de Paris, Congres 
des valeurs mobilieres, Vol. 2, No. 44. 
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with the aid of taxation data a check on interest and dividends 
received by residents of foreign countries. First there must be 
deducted from the 2075 million francs the interest paid in 1899 
on French and Colonial government bonds - since they are not 
subject to the tax on revenue - and to it must be added the 
revenue from French securities not listed on the Bourse .. The 
latter can be estimated for 1899 with a fair degree of accuracy 
because a careful study of domestic securities listed on all the 
bourses was made by Thery for 1897. He concluded that the 
securities listed on the Paris Bourse constituted 90 per cent of all 
domestic securities exclusive of French rentes. The yield from 
those securities was doubtless somewhat higher than the yield for 
all domestic securities listed on the Paris Bourse (because the 
latter contained many high priced bonds) and may be estimated 
at 5 per cent. Using this figure with other data recorded, we 
obtain the amount of domestic revenue which is subject to taxa-
tion as follows: MiIlioDs 

of fram:s 
Total interest and dividends priced in 18c}g . • • • • • • • . • • • • • • • • • 2075 
Intezest paid OD French and Colonial rentes ••..••••••.•••••• 819 

5 per cent of 4-2 biJlionsof securities not listed on the Paris Bourse 2IO 

I466 

Now if 10 per cent of these domestic securities were held abroad, 
as claimed by Neymarck., the amount of revenue subject to taxa­
tion in 1899 would have been 1326 million francs. But according 
to the Treasury reports the amount of revenue from domestic se­
curities taxed was 1683 million. This includes revenuefrom prizes 
and redemption premiums and from "parts et commandites" 
that are not listed on the Bourse. H revenue from these sources 
were to be deducted, the revenue taxed would be about 1520 mil­
lion francs. Unless there is an error either in Decoudu's' compila­
tion or in the Treasury reports or in the estimate of securities not 
listed, the French securities other than French rentes that were 
held abroad constituted a negligible quantity. The foregoing is 
not absolute proof that foreigners held les~ than 10 per cent of the 
French securities, but in the absence of any data to the contrary 
it must be given weight. 

Further evidence that the amount of French securities held by 
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others than the French was less than 10 per cent, in the years 
before 1914 at least, is offered by Pupin,1 who in his study of 
French wealth for 1912 wrote: "According to information we 
have gathered, it is doubtful if foreigners possess more than 5 per 
cent of the French securities." Where and how Pupin gathered 
this information, he does not say. 

In the absence of more detailed information on the subject, 
the amount of French securities held abroad in 1880 is estimated 
to have been 10 per cent of the total domestic securities out­
standing in that year, and the proportion to have decreased as 
years went on, reaching 7 per cent in 1914. Some modifications 
have been introduced for the years of foreign depression and for 
years of extreme changes in the relative yields of high grade gov­
ernment bonds. The total amount of domestic securities out­
standing in 1880 was 45.5 billions. If allowance is made for the 
considerable increase in market values in the 70's, 10 per cent of 
the amount of French securities (at price of purchase) is close 
enough to 4 billions to accept that figure as the amount of foreign 
capital in France in 1880. This leaves a net foreign investment 
for France in 1880 of 9 billions. 

From 1880 on the estimates of capital exports made in this 
study are annual. They are computed with the aid of the various 
sources outlined earlier in the chapter, and with that of current 
financial comments in French economic weeklies and monthlies.2 

The annual estimates have been compared and checked with the 
numerous sporadic estimates made by various writers. A list 
of all the estimates relative to French foreign investments that 
appear to have been more or less independently arrived at will be 
found in the Appendix. The annual estimates finally arrived at 
in this study for the entire period are listed on page 122. 

From these figures of the annual exports of capital, obtained by 
the direct method, we can now compute the annual interest and 
dividends due to and from France. These sums, it will be remem­
bered, were the ones lacking for the completion of the intema­
tional account. 

I Richesse priv~ et finances fran~ (Paris, :1919), p. 32. 

I After 1895 Raffolovich's annual. Le March6 FinancieI, haS been helpful. 
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In the French balance sheet the revenue from investments 
abroad is a very important item. How is this source of revenue 
to be measured? The most direct approach in ascertaining the 
annual income from this source would be to examine income data 
such as are published for England by the Commissioners of In­
land Revenue. Such data unfortunately have not been gathered 
in France during the years covered by this study. With the ex­
ception of taxation reports, no statistical material which would 
make possible a direct approach is available. The information 
furnished by these tax reports does not include the income from 
foreign government bonds, the most important item of French 
foreign holdings; and, moreover, as has been pointed out, the 
utility of taxation data on foreign investments is seriously re­
duced by wholesale tax evasions. 

The only other method of estimating the revenue from foreign 
investments is to ascertain the average rate of yield on those in­
vestments, and to apply it to the estimated foreign investments. 
The amount involved is so large that accuracy in estimating the 
rate of interest to be used in computing the revenue is especially 
important. A difference of one per cent in the interest rate means 
a difference in the annual income of France (after 1900) of from 
200 to 300 million francs. In determining the revenue from 
foreign investment one rate of interest cannot be used for all 
years. In the course of the thirty-four years under consideration 
the rate of return from each type of security underwent consider­
able fluctuation: the nominal interest carried by foreign securities 
was as low as 3 per cent and as high as 7 per cent; the real rate of 
interest covered even a greater range. For illustration, from 1880 
to 1897 the average yield of bonds dropped from 5 percent to 3.3 
per cent and then rose steadily from 1897 on. In addition to this 
fluctuation from year to year there was a wide range of yields 
from different kinds of investments at any given time. The yield 
on foreign government and municipal loans at current prices 
varied, according to the government report of 1902, previously 
referred to, from 2 to 5 per cent; on mining securities from 4 to 10 
per cent; and on South American ventures it averaged 35 per 
cent. Further, the proportion of low yield to high yield securities 
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was not constant thruout the period. It is clear, then, that no 
single rate of interest can be used for the whole period. Yet most 
of the writers have selected 5 per cent as the average rate of re­
turn from foreign investments. Moulton and Lewis did so in their 
estimate of French revenue from foreign investments, and Moul­
ton and McGuire did likewise in the case of Germany.l Neither 
study, however, discusses in detail the basis for the decision. 
Meynial also accepted without discussion the rate of 5 per cent,S 
and Hobson in his Export of Capital mentions 5 per cent as the 
proper rate of capitalization for foreign securities. Tho it is im­
possible to compute accurately the yield on total foreign securities 
from year to year, a rough approximation can be made which is 
much more nearly exact than a fiat rate for the whole period. An 
attempt has therefore been made to ascertain the average yields 
on French investments prevailing at different periods. 

A very helpful source of information has been the report by 
Decoudu previously referred to. In this report he itemized and 
classified the interest and dividends paid during 1899 on all se­
curities listed on the Paris Bourse. The totals of these listings 
in millions of francs are as follows: 

Interest and 

GtnImlmenl 
Nominal Issuing Price Dividends 
Capital Price Feb.,lgoG Paid in 1809 

Russian .................... 10948 9912 10931 423.9 
Other ................. ,. .... 48I 70 44784 42864- 1633.4 

Corporate 59II9 54697 53795 2057·3 

Insurance and Banks ..•••••• 764- 767 1003 .40•8 
Railroad ................... 6938 436I 461 7 179·7 
Other .... " ..... ~ ........................ ~ 644 I 240 5·5·9 

8332 5773 6860 276.4 

Total foreign securities ....... 67451 60470 60655 2333·9 
Total domestic securities .•••. 59179 48487 64307 2075.4 

Converted to rates of return, the totals listed· above give the 
results presented on page 107. These rates are computed from all 
securities listed, and therefore give a slightly lower rate of yield 
than would be the case if only those securities held by the French 
were considered. The reason for this is that the amount of securities 
listed under" foreign government" includes a greater proportion 

I Germany's Capacity to Pay, p. 258. I Op; cit., p. 87. 
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of first class bonds than are actually held in France. The total of 
foreign government securities held in 1900 was about 23 billion 
francs; whereas the amount listed is 48 billions. Of the 25 billions 
excess listed many are low yield bonds such as Belgian and English 
government bonds. Over 2 billions of the former and 14 billions of 
the latter were included in the listing; whereas France held less 
than 300 millions of the former and less than one-half billion of 

Rate at Rate OD 
Foreip Nominal Capital Issue Price 

Russian government............ 3.87 4.27 
Other governments............. 3.39 3.65 
Iusurance and BaDks ........... 5.35 5.34 
Railroad ...................... 2.58 4.I2 
Other ........................ 8.88 8.67 

Total foreign .................. 3.46 3.85 
Totaldomestic ................ 3.54 4. 28 

Rate at Price of 
Feb •• 8, IIlOO 

3.87 
3·8I 
4·07 
3.85 
4·5I 

3·84 
3. 23 

the latter. The effect of the inclusion of these low yield bonds is 
obviously to reduce the average rate of retUrn on foreign govern­
ment bonds. The yield, for example, on the 13 billion English 
Local Loan 3 per cent 1887 at current prices was 2.7 per cent in 
J899, and the yield on Belgian 3 per cent was 3.1 per cent. When 
allowance is made for these surpluses of low yield bonds, the rate 
of return rises from 3.8S to 4.19 per cent.1 

1 Pougnet applied rates of return at the price of the previous year, December 31, 
I8g8, to the securities estimated to be in the French portfolio, and obtained results 
vel)' close to the above returns. Value at Prices Net Revenue 

Dec. 31, 18gB Per cent Frana! 
Russia-Finland ................ . 7. bill. . 3·8 266. mill. 

3.6 4.65 167.4 Spain-Cuba ................... . 
Austria-Hungary .............. . 2.5 4. 100. 

1.6 4.1 65.6 Italy .......................... . 
Belgium - Switzerland - Denmark­

Holland-8weden-Norway ..•... 1.5 
England and Colonies (except 

Canada) ..................... I. 
Germany-Roumania-Greece-BaIkans 1.4 
Turkey-Egypt.................. 3.3 
Portugal....................... .5 

Total European. . .. • . . . . • .. • .. "2"2:4 
United States-Canada. . . • . • • • . • • I. 

CentraI-south America • .. • .. .. .. 1.6 

3·3 

2.8 
4·3 
4.41 
4.8 
4. 0 5 
3·4 
6. 

49·5 

28. 
60.2 

145·5 
24· 

906. 2 
34· 

....JL 
Total American............... """"2.6 5. 1 30 • 

Gold Mines-Trusts-Syndicates •.. r. 2 7· ~ 
Grand total................... 26.2 4.28 1120.2 

The estimate of 4-28 per cent is probably a little too high because the amount of 
Italian and Spanish securities, both carrying high yield, is overestimated. 



loS THE FRENCH INTERNATIONAL ACCOUNTS 

The rate of return, however, on the market price of foreign se­
curities is not to be taken as the rate of return to France from her 
foreign investments, smce, obviously, most of the securities were 
not acquired in anyone year. A better indication of the rate of 
return is the yield at prices of issue because, as was pointed out 
in the discussion of capital exports, altho not all securities remain 
in the country where issued, cer~y the major part do not pass 
back and forth. '(It need not be explained that the return on the 

, nominal value is of no significance in this connection.) By mere 
coincidence the rate of ,return at the market price of 1899 is al­
most identical in the case of foreign securities with the rate of 
return on the price of issue. In 1910 the rate of return at market 
price would have been higher than on the issuing price, and in 
1890 it would have been lower. 

Estimates of annual revenue "from foreign investments will be 
based on the rate of yield at the price of issue because in this 
study the estimates of the annual exports of capital have been 
based on neither the nominal nor the market value but on the 
purchase price of securities. Certain modifications are called for, 
however. First: some of the securities are purchased from other 
countries years after the date of issue, and, of course, the prices 
paid in such case are the market prices prevailing at the time of 
purchase. For instance, a part of the foreign securities added to 
the French portfolio from 1906 to 1913 are at prices yielding a 
greater return than those securities yielded at the time of issue, 
several or many years before. Similarly, some of the securities 
acquired from 1886 to 1895 were acquired at prices which yielded 
a lower rate of return than those securities did when issued.1 The 
yield at which bonds were issued must then be modified to include 

1 During the IS years from 1896 to 19U the average yield on some British and 
foreign stocks was as follows: 

10 Foreign 10 British ~ttc!=' British 
Rails Rails Stocks ltail Stocks 

1896 .......... 4.03 2.11 5.52 3.7 
1901 ..... ..... 3. 18 '3. 4. 15 3·3 
1906 .... ...... 3. 19 3.5 4.13 4. 1 

1911 .......... 4.2 3.14 5.4 4. 1 

These figures represent fluctuations of 25 to 35 per cent in revenue; the e:ztreme 
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those securities purchased from abroad after issue at market 
prices higher or lower than the issuing price. 

A second modification is of greater quantitative importance. 
Conversions at lower rates of inter~t of many of the foreign 
bonds introduced changes in the rate 'Of return from the foreign 
investments previously.made. Fro~ 1889 to 1896 the prevailing 
rates of interest on long time investments were ~ low that every 
foreign government and corporation whose bonds were callable 
hastened to take advantage of the low rates and converted at the. 
lower rate of interest as many as possible of its issues. The 
amount of conversions from 1889 to 1896 in government bonds 
alone was 25 billions (see Table IS. page III). In one year. 1894, 
out of a total world issue of 17 billions, 12 billions were conver­
sions.' The effect of these conv~rsions was to reduce the yield 
(at price of issue) of a large part of the foreign investments in the 
French portfolio. 

tluduations are not included. - C. K. Hobson in The Depreciation of British 
Home Investments, Economic Journal, June, 1912. 

The following are representative of the diJIerences in yields of foreign bonds at 
current prices between 1880 and IBg7. 

.880 
4 % Austrian. ••••••••••••• ••••••• 6.76 
4 % Unified Egypt •••••••..••••••• 7·:1 
,3 % Holland...................... ,3.87 
5 % Russian...................... 5·95 
4t % Swedish • •• ••••••• • •• ••••••••• 4.,36 
2t % Belgian •••••••••••••••••••••• 3· 75 

.807 
4.76 
3·74 
3· 
3.19 
3· 
2.56 

It is noteworthy that the rate of interest had fallen so low in the early go's that 
the French savings banks reduced the iJlterest payable on deposit from 3 to 2 per 
cent. 

1 The decreases in nominal rates of the conversion of IBg4 were as follows: 
Amount 

(Millioos of francs) 

From 5.5% to 5. % ............................... 87 
5· 4·5 •••.•...•..•.•.• ····•·••••• •••• S6S 
S. 4.. ••.••••..••••.••...••.•••.•••• 3145 
5. 3·5 ••••••• _....................... 264 
S. 3.. .•••..•.•.•.....•... ···••·•··· 170 
4·5 4. ....•...••..•.................. 363 
4·5 3·5 ••••••••••••••• •••••••••••••••• 7000 
4· 3·S········ •• ·••·•·••·······•••·•• 534 
4. 3....... .••. . ..• . . . .••.. .••. .•••• 117 
3. 2.6............................... 375 

Raffoiovich, Le Muehl: F'mancier, IB94-1BgS, p. 698. 
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Mter nlodification of the rates of yield is made to allow for re­
purchases, Conversions, and for the varying rates of yield at which 
additions to foreign holdings were acquired, we find that the 
average annu3.l rate of return to France from all her foreign in­
vestments declined during the period from 1?80 to 1902 and rose 
thereafter. From 1880 to 1886 the rate of return On foreign bonds· 
held by France averaged about 5 per cent. The increased earn­
ings from stocks increased this yield only slightly - probably to 
5.5 per cent. Bonds composed more than 80 per cent of the 
French foreign portfolio and therefore the higher yield obtained 
from foreign stocks affected the average of return from all secur­
ities but little. In the 12 years following 1886 new bonds were 
issued at lower and lower yields. During that period about 9 
billion francs of new securities besides several more billions of 
conversions (both together accounting for more than half the 
foreign securities in the French portfolio) were acquired at yields 
of less than 4 per cent.1 In the few years after 1898 the rate of 
interest increased slightly. Neymarck estimated that in 1902 
revenue on foreign bonds at the then decreased price of bonds 
was 4 per cent, and of stocks 4! per cent. In 1905 and 1906 yields 
dropped again, but recovered in 1907 and increased steadily from 
then on. In 1909 Paish 2 estimated that the income from all 
British foreign investments at current prices was 5.2 per cent; 
from foreign government loans 4.75 per cent; from foreign rail­
ways 4.7 per cent; from foreign banks 13.6 per cent. Low yield 
Colonial and Indian government loans, forming 20 per cent of 
the total, helped to bring down the average return on British 
foreign investments. The return to the French on their foreign 
investments was less. The French were very cautious investors. 
The bulk of investing was done by the small savers who above 
all wished security. That is why so large a proportion of their 
foreign investments was in bonds. Only 35 per cent of Great 
Britain's portfolio consisted of bonds, of Germany's 2S per cent; 
whereas the proportion in France was well over 75 per cent, and 

I A. Neymarck, op. cit., Vol. 7. p. 120, states that the avezage yield in 1880 on 
bonds was 5 per cent and in 1897 3-3 per cent. 

I G. Paish, Great Britain's Capital Investments in Other Lands, Jour. of the 
Royal Stat. Soc., September, 1909. Vol. 72, p. 475. 
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TABLE 15 

WORLD IssUES 0Jr SECUlIlTIES AND CONVERSIONS IN TUB WORLD 
AND IN FIlANcE,I 1880-1913 

(Millions of francs) 

Total World Total World Coavenicma Issued in France 
y- houe Conversiooa Domestic Foreign Total 

1880 .................. .- 5500 
1881 .................. .- 7200 
1882 ................... 4500 
1883 .................... 4300 
1884 ............ ~ ...... 4900 
1885 .................. 3300 
1886 ............ 6700 
1887 ........... 5000 
1888 ................... 7900 
1889 ........... 12700 

1890 ........ ,. .......... 8100 
1891 .......... 7600 
1892 .......... 2500 490 
t893 .......... 6000 0 178 178 
1894 ................... 17800 12600 7540 3200 10746 
1895 .................... 6500 1230 30 166 196 
1896 .......... 16700 7590 40 122 162 
1897 .......... 9600 680 425 164 589 
1898 .................... 10500 1640 810 121 933 
1899 .................... 1I300 60 0 90 90 

1900 ... ,. ........ JI900 0 0 90 90 
1901 .................... 9900 0 0 90 90 
1902 .......... 21900 8500 6840 2053 8896 
1903 .......... 18400 8740 120 6927 7059 
1904 ........... 14400 1830 45 88 133 
1905 .... & .............. 19100 1670 45 425 470 
1906 ................... 26500 10320 400 8254 8654 
1907 .................... 15300 220 400 53 453 
1908 ...... ,. ..... 21200 330 400 53 453 
1909 .................... 24600 2450 5 800 80S 

1910 .................... 26500 3560 0 271 271 
I9II .... '" .............. 19500 740 0 0 0 

I9I2 ................... 20200 690 148 0 148 
1913 .................... 

• Soun:.e: ....... miste EuropEeu. 
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consisted in large part of low yielding government bonds.1 In 
the last few years before the war several billions of foreign securi­
ties were acquired at prices yielding an average of approximately 
5 per cent. 

Taking into account the changes in the amounts of securities 
acquired at times of different prevailing yields together with the 
information of the issuing price of total securities listed, the fol­
lowing rates of return on the total of foreign investments were 
obtained and are the ones used in this study for the international 
accounts. 

P""cent 
1880-1885 5·5 
1886-1888 5.25 
188g-1891 5. 
1891-1893 4·75 
1894-1895 4·5 

P""cent 
1896-1902 • • • • • • • • • 4-
1903-1908. .• . . . . •• 4· 2S 
1909'""I9II . • . . . . • . • 4· 5 
19I~1914· • . . • . • • • 4· 75 

The annual revenues from foreign investments based on the above 
rates of return are listed in Column 2, Table 25. 

Additional revenue to the lending country from foreign invest­
ments is received from amortization and redemption payments. 
The rate used in this study to estimate this revenue is one per cent 
of the total foreign holdings. This rate is based on the estimate 
of amortizations and redemptions by Pupin and N eymarck. The 
estimate of Pupin is compounded from an analysis for the years 
1911, 1912, and 1913 ofsecurities deposited in the Bank of France, 
which showed amortization to have amounted to IS per cent of 
the revenue.' Neymarck stated that most loans were under 
obligation to make amortization payments at the rate of 1-2 per 
cent.' Redemptions Pupin estimated at 10 per cent of the reve­
nue. The rate of I per cent on total foreign holdings used for 
this survey includes both amortizations and redemptions. Since 
foreign holdings include stocks upon which amortizations and 
redemptions are not paid, the rate of 1 per cent really amounts . 
to about II per cent of fixed income bearing securities . 

.... 
I A. Neymarck in Bull. de l'Inst. Int. de Stat., August, 1907. In a later study 

Neymarck estimated the bond holdings of France at 87 per cent. 
I Richesse priv~ et finances franvaises, p. 7. 
• Les amortissements et les remboursements dans Ie COUlS du siecle. Soc. de la 

Stat. de Paris, April 20, 1910. 
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In Table 25 will be found the annual estimates of revenue from 
this source and also the payments by France to foreigners for the 
same items. 

The one item left to be included in the balance sheet is revenue 
from brokerage fees. This revenue must be separately entered on 
the balance sheet since the estimates of capital exports are based 
on the selling price of the securities to the public and do not in­
clude underwriters' charges. Charges for floating loans vary from 
2 to 6 per cent depending upon the ~e, security, and time of the 
loan. 1 The charge covers not only a net profit for the underwriters 
or bankers, but also the costs involved in placing the securities in 
the hands of the investors. Advertising, selling, printing, clerical 
expenses, and taxes are paid either by the underwriters or the 
borrowers; in either case the revenue accrues to France. Accord­
ing to Guyot the cost of floating securities in France was 4 to 
4i per cent as follows: expenses of the guarantee syndicate, 
It to 2 per cent; advertising, 1 per cent; cost of "guichet," 
Ii per cent.' In the case of conversions the charge for under­
writing was probably not so great as that on new issues inasmuch 
as it is usually easier to float a conversion than a new issue; yet 
the difference cannot have been very great. Rates in the nine­
teenth century were higher than in the twentieth because of the 
monopolistic nature of the underwriting business in France and 
the pressing need of some of the financially weak governments 
which floated loans there. 

The earnings from underwriting service are in this survey 
estimated at 4 per cent before 1889 and 3 per cent thereafter, 
both on new issues and on conversions .. With the recording of 
these earnings the construction of the international accounts is 
completed. The itemized balances appear in the following pages. 

1 The rate of commission paid to banks and the expense of issue of Russian loans 
according to official statements varied between 21 and 3 per cent. - P. Petit, 
La dette publique de 1& Russie (Paris. 1:912). Other writers claimed the commis­
sions paid to French bankeIll on these loans were much higher. See p. 278. 

• Guyot cites a Belgian loan made in England underwritten at 74. sold at 77. 
for which the Belgian state paid the English tax of x per cent, a total expense in 
England of slightly over 4 per cent. 
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TABLE 16 

THE INTERNATIONAL ACCOUNTS FOR FRANCE, 1880-1913 

C,edit Balances 

(Millions of francs) 

2 3 4 S 
Total 

Excess of Excess Marine Commodities 
Merchandise of Specie Ship~ Insurance and Imported and 

Year Exports Exports Earnings Commissions Ex_tedC.I.F. 
:1:880 174 :1:00 36 310 
:1:881 121 37 158 
188:3 143 37 180 
1883 89 153 36 278 
1884 146 33 179 
1885 I28 31 159 
1886 127 33 160 

1887 126 127 33 286 
1888 35 142 33 210 

1889 156 38 194 

1890 :1:03 :1:40 39 282 
1891 136 37 173 
1892 II6 35 151 
1893 113 33 146 
1894 loS 32 140 

1895 101 35 136 
:1:896 33 107 36 176 
1897 120 38 158 
1898 III I3S 36 171 
:1:899 :1:36 43 179 

:1:900 :1:66 43 20g 
1901 132 4:3 174 
190:3 :1:33 44 177 
1903 145 44 189 
1904 171 46 217 
1905 I2I 182 51 254 
1906 206 55 261 
1907 213 58 271 
19o5 197 53 250 
19o9 205 60 265 

1910 254 65 267 
I9II 273 63 336 
1912 350 69 419 
1913 300 71 371 
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TABLE 17 

Tmt brrERNATIONAL Accomn:s FOil F'lIANCE, 1880-1913 

C"edil BalIJtICU (continued) 

(Millions of francs) 

6 7 8 9 10 

Tourist JIIokonge and 

~ Undennil.els' Gold EmeMof 
'I'Ianoit Profits Carried out Immignmt_ 

y- Eamin&II dueF...,.,., dueF ........ by Laboren Emisrant Funds 

1880 6 300 10 3 2 

1881 6 300 30 3 2 

1882 6 300 15 3 2 

1883 7 300 IS 3 3 
1884 5 325 10 3 2 

1885 5 325 15 3 2 

J886 5 350 15 5 2 
1887 7 350 15 5 I 

1888 7 350 20 5 0 
18Sg 8 500 25 5 0 

ISgo 9 350 20 5 0 
ISgI 10 375 20 5 0 
ISg2 9 375 15 5 0 
ISg3 II 300 IS 5 4 
1894 10 350 IS 8 4 
ISg5 10 375 20 8 4 
18g6 II 375 40 8 3 
ISg7 12 400 30 10 4 
ISgB 12 400 60 10 5 
ISgg 12 400 35 10 5 

1900 12 450 30 10 9 
1901 13 400 45 8 9 
1902 12 425 55 10 0 
1903 13 475 60 10 0 
1904 13 425 50 10 0 
1905 13 450 50 13 0 
1906 14 475 65 13 0 
1907 14 450 60 13 8 
1908 13 525 45 10 9 
1909 14 550 110 13 6 

1910 IJ 575 120 13 9 
1911 14 575 60 IS 4 
1912 14 5So 65 18 6 
1913 14 600 60 IS 9 
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TABLE 18 

THE INTElINATIONAL ACCOUNTS FOIt F'ltA.NCE, 1880-:r913 

C,edit Balances (continued) 

(Millions of francs) 

II .. 13 14 
Expenditure of Total 
Foreign Ships Miscellaneous Invisible Total V_ in Francel Items Credits Credits 

1880 ............... 9 5 335 645 
188x ............ s •• 9 5 355 513 
1882 .......................... 9 5 340 520 
:r883 .... '" .................... 9 5 342 620 
1884 ............... 9 5 359 538 
1885 .. "" ................... 9 5 364 523 
1886 ...... ~ .................. 10 5' 392 552 
1887 ........... " ............ 10 5 393 679 
I888 ......................... IO 5 397 607 
1889 .......................... 10 5 528 722 

1890 .......................... II 8 403 685 
2891 ............... II 8 429 602 
I892 •••...•• ! •• ,. .. II 8 423 674 
1893 .......................... I2 8 355 501 
1894 ............... 12 8 407 547 
1895 ................... ;0." .. 12 8 437 573 
:r896 .••••.•••.•••• 12 8 457 633 
1897 .. ~ ...................... 13 8 477 635 
1898 .. '1- .. ;11 .................. 14 8 499 670 
1899 .............. 15 8 4Bs 667 

1900 .......................... 18 10 539 748 
1901 .......................... 18 10 503 677 
1902 .......................... IS 10 530 607 
1903 .......................... 19 10 487 676 
1904 ............... 20 10 538 755 
1905 .......................... 21 12 550 804 
1906 .......................... 24 12 603 864 
1907 .......................... 26 12 583 854 
1908 .......................... 27 12 641 891 
1909 .......................... 28 12 733 998 

1910 ............... 29 15 774 1041 
19II .................. 31 IS 714 1050 
1912 ............... 31 IS 699 II 18 
1913 .............. 34 IS 747 HI8 

1 Includes only docking, pilotage, and unloading charges, and espenditure of the crews of foreign 
ships while in French JjOlts. Ships' provisions and coal are already included in the figures for mer-
chaDdise exporta. . 



V_ 
1880 
1881 
1882 
1883 
1884 
1885 
1886 
1887 
1888 
188g 

ISgo 
ISgI 
ISg2 
1893 
1894 
ISgS 
ISg6 
1897 
18gB 
ISgg 

Igoo 
1901 
1902 
1903 
1904 
190 5 
1906 
1907 
1908 
1909 

1910 
1911 
1912 
1913 
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TABLE 19 

TBB brrJwiATIONAI. AccouNIs ~OR FuNcE, 1880-1913 

De7nl Baltm&" 

(Millions of francs) 

IS .6 17 
EKesaof Ezcesaof Total Commodities 

MadJandise = =~::~:I:s Importa 

••••• ~ •••••••• .,.o- ••••• 1521 0 152I 
........................................... 1258 62 1320 
......................................... .- 1200 52 1252 
........................................... 1301 0 1301 
........................................... 1062 101 1163 
........................................... 962 140 1102 
........................................... 9U lIZ 10M 
........................................... 137 0 737 
.......................................... .- 824 0 824 
............................................ 578 216 794 

............................................ 641 0 641 

........................................... 1145 IS8 130 3 

....................... 696 294 990 

........................................... 583 221 804 

........................................... 725 335 1060 

........................................... 302 72 374 

........................................... 371 0 371 

........................................... 341 139 480 

........................................... 930 0 930 

............................................ 322 124 446 

...................................... 'II .... 550 272 822 

......................................... 330 241 571 

................. 4 .............. ~ ..... ZI3 295 408 

......................... "" • 'II ........ SI2 204 .716 

............. 11 ......................... 18 520 538 

.......................................... 0 653 653 

....................................... 297 264 561 

.......... '"' ............. "." .......... 573 436 lOO!) 

...................................... 556 990 1546 

....................... 48g 180 669 

......................................... 883 16 899 

............................ " .......... 1938 177 2IIS 

..................... "." ... " .... '"' 1463 ZIO 1673 

......................................... 1481 619 2100 
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TABLE 20 

THE INTEltNATIONAL ACCOUNTS :rOll. F1I.ANcE, z880-1913 

Debit Balances (continued) 

(Millions of francs) 

18 19 10 or 20 03 
Gold E"""""ofGold 

E"""""of Carried Carried m by 
Immigrant moo Immigrants 

Colonial over Fmnce over Gold Total 
Ezpendi- Emigrant 

TO:l.ts 
CarriedOllt Invisible Total v ..... tures Remittances by Emigrants Items Debits 

1880 30 5 1:5 I 5z 1572 
I88z 40 5 IS x 56 I376 
x882 30 5 IS X 51 1303 
1883 35 5 x5 2 57 X3S8 
x884 45 8 IS I 6g 1232 
x885 SO 8 x5 x 74 II76 
x886 35 10 16 2 63 1097 
I887 20 IO 16 2 48 795 
1888 20 10 17 0 47 87I 
x88g 20 10 25 0 55 849 

1890 20 xo IS 0 45 686 
I891 35 10 IS 0 60 X363 
18g2 40 <fO IS 0 65 x055 
x8g3 40 10 13 3 66 872 
x8g4 40 IS IS 3 73 II33 
1895 40 IS IS 3 73 447 
1896 So 20 IS 2 87 458 
I897 55 IS 16 3 8g 579 
1898 So 20 I6 4 90 1020 
1899 60 20 16 4 Ioo 546 

1900 60 25 20 7 II II 934 
1901 60 20 18 7 105 6,-6 
1902 So 20 18 0 88 496 
1903 So IS 20 0 85 801 
1904 So 110 21 0 91 629 
1905 So 25 22 0 97 750 
1906 40 25 23 0 88 649 
1907 So 20 20 7 97 noS 
1908 60 25 22 7 II4 1660 
1909 So 25 25 5 105 774 

;(910 So as 28 7 :no loog 
I9n 60 30 30 5 uS 2240 
x9I2 80 3S 28 S 148 18n 
I913 60 30 30 7 ,127 2227 
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TABLE 21 

TIm bn:ERNAnONAL AccOUNTS :rOll. FltANcE, 1880-1913 

Credil tmd Debit Balances 

(Millions of francs) 

'4 .$ .6 
BaJanceof 

Commodity Balance of Balance of 
1_ Invisible l_ AllI_I 

y- Debit Credit' Credit· Credit Debit 

1880 ................................ UII 284 794 927 
1881 ................... 1162 299 819 863 
1882 .................. 4 ............ 10 72 289 849 783 
1883 ................................ 1023 285 865 738 
1884 ................................ 984 290 885 694 
1885 ................................ 943 290 905 653 
1886 .......................... '" .... 874 329 964 545 
1887 ................................ 451 345 970 106 
1888 ................................ 614 350 1010 264 
18B9 ................................ 600 473 Il78 127 

1890 .................... 11 .......... 359 358 1048 ° 
1891 .............................. " II30 369 1089 761 
1892 ................................ 839 358 logS 481 
1893 ............................... 658 289 1004 359 
IBM ................ 920 334 1084 586 
1895 ................................ 238 364 1079 126 
1896 ................. 195 37° IllS 175 
1897 ................................ 322 388 913 66 
1898 ................................ 759 40g uog 350 
1899 ................................ 267 385 IllS u8 

1900 ................................ 613 427 Il97 186 
1901 ................................ 397 398 1203 0 0 
1902 ................................ 231 442 1292 2II 
1903 ........ '" ...................... 527 402 1297 uS 
1904 ............................... 321 447 1472 126 
1905 ................................ 399 453 1543 54 
1906 ................................ 300 515 1670 2 15 
1907 .... § .......................... 738 486 :1716 252 
1908 .............................. 1296 527 I807 769 
19o9 ................................ 404 628 I973 224 

1910 ............................. 632 664 2164 32 

19II ................................ 1779 589 2 I 79 U90 
1912 ............................... 1254 551 218x 703 
1913 ................................. 1729 620 2420 IIog 

1 E>apt reYeDue &om foreign in-unenls. 
• With revenue &om foreign investments. 
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TABLE 22 

Tlm lNT:ERNATIONAL ACCOUNTS Foa FllANCE, 1880-1913 

eredil and DebU Balances (continued) 

(Millions of francs) 

21 28 29 30 3% 
Net Credit Interest 

Net Estimated Balance with and Net Revenue 
Credit Annual Allowance for Dividend DneFrance 

Balance J~~ Correction in Paymenta from Foreign 
Yea.: (All Items) Ollicial Figures Due FrllD<le Investmenta 

1880 -417 120 -210 710 51 0 
1881 -343 720 -122 725 520 
1882 -223 350 0 765 560 
1883 -158 235 55 785 580 
1884 -99 32 5 104 800 595 
1885 -38 420 158 820 615 
1886 90 505 2gB 845 635 
1887 519 700 734 835 625 
1888 396 805 60g 875 660. 
1889 578 685 831 920 705 

18g0 689 590 943 910 690 
189X -41 390 186 940 720 
1892 259 490 489 960 740 
1893 346 695 563 935 715 
1894 164 4B5 367 970 750 
1895 841 680 loBo 940 71 5 
1896 920 865 II59 970 745 
1897 591 545 846 900 675 
1898 350 930 580 925 700 
1899 848 810 IUS 960 730 

1900 584 1000 869 1000 770 
1901 806 1280 logO x040 805 
1902 1061 1080 1363 log5 850 
1903 770 1295 1065 II35 895 
1904 II51 1440 1476 1365 1025 
1905 II44 1620 1503 1325 logO 
1906 1370 1790 1748 x400 II55 
1907 978 1220 1369 1480 u30 
1908 5II 1490 B43 1530 1280 
19o9 1569 1460 1972 1600 1345 

1910 1532 1830 1960 1760 1500 
1911 400 1030 785 1850 1590 
1912 927 1340 1372 18g5 1630 
1913 691 1115 II49 2065 1800 

Total. " 18766 30345 28365 37850 30070 
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TABLE 23 

EsnKA1'£ 0. FOllEIGlf IlfvEsnr:ENIs IX Fv.NCE. 1880-1913 

(Millions of fnmcs) 

2 3 4 

FaoeigD AmortiatioD New Capital 
Total Foreip 
In_tmeD.U 

In_tIDeD .. Payments In_ted inF_ V_ inP ....... D1IeAbnJod inF ........ (CwnIalatmo) 

1880 90 40 50 4050 
1881 90 40 50 4100 
1882 50 40 10 4IIO 
1883 60 40 20 4130 
1884 60 40 20 4150 
1885 70 40 30 4180 
1886 80 40 40 4220 
1887 80 40 40 4260 
1888 80 40 40 4300 
188g 80 40 40 4340, 

ISgo 70 45 30 4370 
18gI 60 45 20 4390 
18g2 60 4S 20 4410 
18g3 50 45 10 4420 
1894 50 45 10 4430 
18g5 5S 4S 10 4440 
18g6 65 45 20 4460 
18g7 75 45 30 4490 
18g8 8S 45 40 4530 
1899 95 45 So 4580 

1900 9S 45 50 4630 
1901 105 45 60 4690 
1902 95 45 So 4740 
1903 65 45 20 4760 
1904 IIO SO 60 4820 
1905 120 So 70 4890 
1906 130 50 80 4970 
1907 .. " ....... 80 So 30 5000 
1908 100 so So 5050 
1909 IIO 50 60 5I1o 

1910 120 50 70 5180 
19II 100 So SO 5230 
1912 80 50 30 5260 
1913 90 So 40 5300 
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TABLE 24 

EsTnlAn OJ' FllENCB FOll.EIGN lNvEs'nlEN'lS, 1880-1913 

(Millions of francs) 

s 6 7 8 9 10 II 

Amortiza- Total 
tionand New Foreign Total Total Annual 

Fmlch Redemption Capital Investments Foreign Net Net 
Investments Payments Invested in French Investments Foreign Ez~ 

Year Abroo.d ltc:ceived Abroo.d Portfolio in France Investments of Capital 

1880 300 130 170 13170 4050 9120 120 
I881 900 130 770 13940 4100 9840 720 
1882 500 140 360 14300 4110 10190 350 
1883 400 145 255 14555 4130 10425 235 
1884 500 145 255 14910 4150 10760 325 
1885 600 150 450 15360 4180 11180 420 
1886 700 ISS 545 15905 4220 11685 50S 
1887 900 160 740 16645 4260 12385 700 
1888 1000 165 845 17490 4300 13190 80S 
1889 900 175 725 18215 4340 13875 685 

ISgO 800 180 620 18835 4370 1:4465 590 

ISgI 600 190 410 19245 4390 14855 390 
ISga 700 190 510 19755 4410 15345 490 
1893 900 195 70S 20460 4420 16040 695 
1894 700 aos 495 aogss 4430 16525 485 
1895 900 210 690 21645 4440 17205 680 
ISg6 1100 215 885 22530 4460 18070 865 
18g7 800 225 575 23105 4490 18615 545 
18g8 1:200 230 970 24075 4530 19545 930 
1899 1100 240 860 24935 4580 20355 810 

1900 1300 250 1050 25985 4630 21355 1000 
19QI 1600 260 1340 27325 4690 22635 u80 
1902 1400 270 1I30 28455 4740 23715 1080 

1903 1600 285 1315 29770 4760 25010 I29S 
1904 1800 300 1500 31270 4820 26450 1440 
1905 2000 310 16g0 32960 4890 28070 1620 
1906 2200 330 1870 34830 4970 29860 1790 

1907 1600 350 1250 36080 5000 31080 1220 
1908 1900 360 1540 37620 5050 32570 1490 
1909 .,., 1900 380 1520 39140 SIlO 34030 1460 

1910 2300 400 1900 41040 5180 35860 1830 
19II 1500 420 1080 42120 5230 36890 1030 
1912 1800 430 1370 43490 5260 38230 1340 
1913 1600 445 IISS 44640 5300 39345 IIIS 
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TABLE 2S 

(MilIicms of fmnc:s) 

lu_ lu_ Net 
and Dividends udDividmds ~ v_ DueFa<eipaa Due Fraa<le DueFraa<le 

,880 ............. " to ........ " .............. " 200 710 510. 
.881 .............................. " ........ "" 205 725 520 
1882 .. " .. " " .. ,. .............................. 205 765 560 
1883 ............................................ 205 785 580 
Iss. " .. " ...................................... 205 800 595 
I88S .... .oo ...................................... 205 820 615 
1886 ............................................ 210 845 635 
1887 ............................................ 210 835 62S 
1888 ............................................ 2IS 87S 660 
1889 ................ " .......................... :lI5 920 705 

lSgo ............ " .............................. 220 910 6g0 
SSgx ............................................ 220 940 720 
ISg2 ............................................ 220 960 740 
·Sg3 ............................................ 220 935 71 5 
'894 .................... ,. ...................... 220 970 750 
ISgS ............................................ 225 940 7I S 
18g6 ............................................ 225 970 745 
ISg7 ............................................ 225 900 675 
18gB ........................................... 225 925 700 
• 8gg ........................................... 230 960 730 

1900 ............................................ 230 xooo 770 
Igor ................................ w ••• 235 1040 80S 
1902 '"' ..................... "' ..... 235 zogS 850 
1903 .................... '"' ............. 240 u3S Sg5 
IgGt ....................... 240 I265 1025 
19O5 ....................... 245 1325 logO 
JgOO ........................................ 245 1400 lZ55 

'907 ............... "' .................. 250 J480 1230 
IgoS ...................... 250 IS30 1280 
1909 •..............•...... !l55 1600 IJ4S 

1910 ................................. 260 :1760 1500 
1911 .................................... 260 1850 1590 
1912 ............................... 265 ISg5 1630 

:1913 .............•••.....• 265 2065 1800 
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CHAPTER VI 

PARTIAL BALANCES. MERCHANDISE BALANCE OF TRADE 

WE KAY now proceed to an analysis of the significant elements in 
the balance sheet. Our first concern is with the net credit bal­
ances, to ascertain which the balance sheet was primarily con­
structed. The item represents, it will be remembered, the net 
French foreign investments transmitted in the form of goods and 
services. 

A comparison of the net credit balances and of the estimated 
capital exports reveals a very close approximation between 
the two totals, as, indeed, it ought to do, since both totals 
measure the same phenomena - the net. foreign investments. 
In view of the fact that the net credit balances and the capital 
exports were estimated by independent methods - with the ex­
ception of revenue from foreign investments - the difference 
between the two totals is satisfactorily small. The total of esti­
mated capital exports for the entire period is 30,345 millions, the 
total of the net credit balances 28,365 millions 1 - a difference of 
7 per cent. One could hardly hope for better results. But when 
the estimates of annual net credits are compared year for year 
with the estimated annual net exports, the results are less grati­
fying. A glance at Chart I, p. 128, on which the two sets of fig­
ures are plotted, reveals several large discrepancies. In 1881, 
1896, Ig08, and 1909 the discrepancies are from 400 to 700 mil­
lion francs. During the other years differences of 200 million 
francs are common. 

There is, however, no reason to expect the annual figures to 
agree even if all the estimates are accurate because the move-

1 As pointed out in the discussion on import and export statistics, in the opinion 
of members of the commission and of many writers both sets of recorded statistics 
are underestimated, but in different degrees. The balance of payments ought to be 
modified to meet this flaw in merchandise statistics, for it involves sums large 
enough to distort any conclusion. The sum of 28,365 millions includes the allowance 
for 3 per cent underestimate of imports and 10 per cent underestimate of exports. 
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ments measured are not identical. The annual export of capital 
that appears in the direct estimate represents the international 
transfers of title to goods and services; whereas the annual sums 
arrived at by the indirect method measure the international 
transfer of the actual goods and services. The two annual sums 

CHART 1 
Millions of Francs 
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EsTIKATED FuNcK ANNuAL NET EXPOII.T 01' CAPITAL, 1880-1913 

- Annual net export of capital (estimated). 
- - - Annual net income available for new foreign investments (with correction 

for probable underestimate of commodity exports). 
_.-. Annual net revenue from foreign investments. 

can correspond only when the transfers of goods and services are 
made in the same years that the transfers of title are recorded. 
Such frequently is not the case. Even in the instances where the 
least delay would be expected - namely, when the foreign bor­
rower raises the loan in order to pay for merchandise to be pur­
chased in the lending country, and the goods needed are ordered 
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as soon as the success of llotation is assured - even then the 
shipment of goods is spread over months after the transfer of 
title has been recorded. French foreign loans were generally of 
the kind not immediately spent in France by the borrowers; 1 

they almost always, as will be seen later, were employed by the 
borrowers in making purchases in the borrowing country, or in a 
third country. 

When a loan is made, the usual procedure is for the under­
writers to place the funds to the credit of the borrowers in a bank 
in the lending country. Against this credit the borrower can 
draw at will. But the position of exchange rates or discount rates 
may be such that for a time the borrowers prefer to keep those 
funds on deposit in the lending country, or invested in bills. Even 
when the funds are withdrawn, the claims may he temporarily sat­
isfied in any of several ways.' The banks of the lending country 
may permit their foreign balances to decline in the expectation 
of building them up at a later date; or foreign banks may prefer 
to let their balances in the lending country increase, regarding 
them as secondary reserves. Tho such measures are only tempo­
rary, they serve to cause a time lag between the recording of the 
loan and the transfer of purchasing power in the form of goods 
and services.1I The time lag thus created need not be a regular one. 

1 See pp. 144 ff. 
• Professor Angell has carefully worked out the details of the various ways in 

which an export of goods, for example, can be financed, and the immediate effects 
of each method on the total volume of credit in the importing and the exporting 
countries. The various possible results which he indicates point to the impossibility 
of measuring the immediate effects on the volume of purchasing power in the coun­
tries concerned without knowing many more details regarding the banks and the 
loan than the available pre-war French information yields. Op. cit., Quar. Jour. 
of &on., May, 1928. 

• The expectation of any time lag between transfer of title and transfer of goods 
assumes that the balance of payments is at equilibrium when the loan disturbing 
that equilibrium is made. The disequilibrium creates in the lending counby a 
demand for bills on the borrowing counby, which can be supplied only by increased 
exports or decreased imports of commodities and services. (The practice of supply­
ing those foreign bills by the movement of foreign balances is possible [see p. 32], 
but is only a temporary resource; a permanent credit would be merely the offsetting 
of one loan by another, and equilibrium in the balance of payments would be im­
mediately restored. We are considering here the excess of long-term lending over 
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The position of exchange rates, discount rates, business activity in 
the lending and the borrowing countries are all modifying factors. 
Moreover, the order of the sequence may vary. It is possible that 
in some of the years merchandise movements may have been the 
cause and not the result of subsequent capital movements. In 
suCh case the capital movements would lag behind the merchan- • 
dise movements. Or, again, both movements may in some years 
have been dominated by movements of business activity, and for 
those years no lag would necessarily appear. 

The time lapse between French capital exports and net credit 
balances may have varied in either direction from a few weeks 
to a year or more. The absence of any regular lag between the 
annuallluctuations of the curves representing these two move-­
ments does not indicate that the differences between them are 
due to errors in the estimates. Errors there doubtless are; but 
the major differences may reasonably be expected to result not 
from these errors, but from the nature of the mechanism which 
corrected the disequilibrium in the international accounts. 

Turning to the figures for capital exports (page 122), we find 
that from 1880 to 1913 France invested abroad annually sums 
'Varying from 100 to 2000 million francs. This export of capital 
first took the form ot" transfers (from the residents of France 
to residents of foreign countries) of title to purchasing power in 
France, and sooner or later was converted into transfers of goods, 

_ borrowing.) If, however, disequilibrium already exists, the new loan may bring 
about immediate equilibrium. In such case there is no delay between the time when 
the loan is consummated and the time when the export of goods and services takes 
place. It is even possible that the goods and services are transferred before the loan 
is made; nay, even likely when the volume of lending is fairly steady. For illustra­
tion, assume a condition of equilibrium. Large loans are contracted which sooner 
or later set in motion forces that tend to increase the exports and decrease the im­
ports of the lending country. But some of the forces which affected the volume and 
the value of exports and imports may continue to operate in the same direction 
after the disequilibrium caused by the loans has been removed, and thus to set up 
a new disequilibrium. This last disequilibrium, however, is caused not by a loan. 
but by a prolongation of the increase in the excess of exports from the lending coun­
try. If, then, a new foreign loan is floated in the same country, the proceeds of that 
loan may not create a new disequilibrium, but they may help to reduce the existing 
one. 
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services, or specie.· Thru what mechanism did these transfers 
take place? Was it thru a diminution of imports, or an increase 
of exports. or both, or neither? H the transfers were made by 
increased French exports, what caused the increase? H neither 
imports nor exports were shifted to make possible the transfer, 
were service items or was specie the medium of transfer? Or were 
both capital exports and merchandise exports dependent upon 
and caused by a third factor such as the cyclical movement of 
business activity? 

Before proceeding to a consideration of these questions we 
must note what sum was due France from the revenue on her 
foreign investments, for it is the difference between this sum and 
her foreign investments that had to be transmitted abroad. The 
total of net revenue estimated as due France from this source 
between 1880 and 1913 was 30,070 million francs. This sum is 
almost two billion francs more than the total of the estimated 
capital exports. The figures are sufficiently close to indicate that 
if the period as a whole is taken as the unit, France exported 
practically no domestic savings at all; the total addition to her 
foreign investment during those years (i.e. what we have termed 
capital exports) consisted only of the reinvested interest and 
dividends received from abroad. H this equality between revenue 
and investments for the period as a whole existed also between 
the annual movements of capital exports .and revenue receipts, 
the answer to the questions posited above would be simple. The 
capital exports and the interest and dividend payments in such 
case would not have disturbed the equilibrium; French foreign 
investors would have had enough foreign bills for sale from the 
revenue of their foreign investments to equal the amount de­
manded by the new French investments abroad. The :flow of 
gold, . goods, and services would not have been affected. The 
transactions would have been entirely confined to the exchange 

I Immigrant remittances and a portion of the French government expendi~ 
tun:s in coloniea are similar to capital exports in that they are not a payment for 
goods or services. The transfer of these sums in the form of services or commodities 
raises the same question as do transfers of sums on capital account, but their volume 
in the case of France was so small, and subject to such minor fluctuations, that these 
sums have been omitted from the folIowing discussion. 
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market. which would have found itself with an equal increase in 
the demand for and the supply of foreign bills. 

But the annual interest payments due France and the annual 
foreign investments are not equal; for anyone year they differ 
considerably. The interest payments due France. as would be 
expected, fluctuated very little. while the sums invested abroad 
differed greatly from year to year (see Chart I). From 1880 to 
1892 the revenue from foreign investments grew slowly but fairly 
steadily. In the next eight years because of large conversions at 
lower rates and lower rates of issue on new loans, the revenue 
from foreign investments gained little, notwithstanding the con­
stantly increasing total of foreign investments. From 1900 to 
1913 the revenue mounted rapidly but evenly. The capital ex­
ports, on the other hand. were subject to annual fluctuations 
which were seldom less than 200 million francs and frequently as 
much as 400 million francs. And not only were the annual fluc­
tuations in the amount of capital invested abroad of considerable 
volume. but also for long periods these sums were either greater 
or less than the revenue received from foreign investments; in 
the years 1882 to 1886, 1891 to 1894, and 1910 to 1913 the interest 
due France exceeded capital invested abroad. while during most 
of the remaining period the opposite was true; in only a very few 
years were the sums due abroad equal to the sums due France. 
The problem. then, of the mechanism of transfer of funds re­
mains. 

To consider the questions involved in this problem it is first 
necessary to break up the international accounts into the partial 
balances of merchandise, specie. and invisible items. When this 
is done, and the partial balances plotted, it is found that the curve 
representing the movements of the balance of invisible items in 
no way reflects the annual fluctuations in the curve representing 
capital exports. This is to have been expected. Most of the 
items making up the balance of invisible items are not responsive 
to fluctuations in foreign investments. The balance consists of 
revenue from foreign investments, tourist expenditures, broker­
age, underwriters' profits, transit earnings, and expenditures of 
foreign ships. (Shipping earnings, ordinarily included in·the in-
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visible items, are here excluded for reasons to be explained pres­
ently.) Of these items we should expect to find directly responsive 
to changes in capital exports only brokerage earnings and, to a 
lesser degree, transit earnings and expenditures of foreign ships. 
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But these items are of little quantitative importance in the inter­
national accounts; their total reaches 100 million francs in only a 
few years.1 The principal items, those of quantitative import-

I In 1909 and 1910 the brokerage earnings doubled previous and subsequent 
earnings. This was due in part to heavy new foreign issues and in part to heavy 
conversions of old foreign issues. In those years the foreign governments paid 
FIanCe for duty on their securities issued on the Paris Bourse 46 and 41 million 
francs. This soun:e of income to France is included under the item of Brokerage 
and Underwriters' Profits. 
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ance, - tourist expenditures and revenue from foreign invest­
ments, ..,- are little affected by capital exports. Interest pay­
ments, the movements of which are directly derived from capital 
exports, reflect, of course, only to a very slight degree movements 
in capital exports, while tourist expenditures are largely inde­
pendent of international capital movements.l li, then, we seek to 
isolate those vehicles for the transmission of purchasing power 
which are most sensitive to any disequilibrium in the balance of 
payments, it is in the visible balance that we must look for them. 

We must consider, first, the relation between the annual move­
ments of capital and of merchandise imports and exports. The 
:figures used in computing the merchandise balances for this com­
parison have been corrected for shipping charges. It was not the 
French custom, as has been previously explairied, to include 
shipping charges in the evaluation of merchandise exports. The 
practice in French trade statistics was to record imports at their 
c. i. f. values and exports at their f. o. b. values. The effect of 
this procedure is to exaggerate the amount of merchandise im­
ports relative to merchandise exports, and thus to distort con­
clusions based on the movements of the balance of trade. In 

I The absence of any definite relationship between tourist expenditures and capi­
tal movements was found also in the case of Canada and the United States. 

TOUlUST EXPENDITUltES AND NET CAPITA!. MOVEKEN'IS 

United Stafei • Omada" 
Ameriam. Foreign Net Canadian Fore!gn Net 
Tourists Tourists ea"tal Tourists Tounsts C."tal 

V...., Abroad in U" S. ~ V...., Abroad inOmada m:.u 
1922 44S 87 378 1900 ••• 6 7 36 
1923 446 104 -33 1901 ••• 6 S 21 
1924 534 107 517 1902 ••• 7 II 27 
1925 585 1I2 621 1903 ••• 7 10 6g 
1926 623 148 181 1904 ••• 9 12 90 
1927 6g6 163 6gs 1905 •.• II 13 82 
1928 824 163 944 1906 ••• IS 16 IU 

1929 868 183 306 1907 '" 16 16 182 
1930 8u: 171 733 1908 ••• IS 19 131 

1909 •.• 19 19 159 
1910 ••• 25 24 250 

19II ••• 28 26 354 
1912 ••• 33 29 43S 
1913 .•• 37 30 414 

• Figures taken from lUIJlual reports published by the United Stafei Dept. of Commste. 
" Figures [III millions of dollars) taken from 1. VIDa", Omada's BaIaDce of Intcruatioul Indebted· 

_ '_1013. Pp. OS. ",06. " 
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order to make comparable the imports and the exports, they 
should both be either f. o. b. or c. i. f.; otherwise shipping and 
insurance services are included as part of commodity imports but 
excluded as part of commodity exports. H all the merchandise 
were carried in foreign ships, there would be nothing inconsistent 
in including shipping charges in the cost of imports and excluding 
them in the cost of exports; it would be merely a case of regarding 
shipping services as part of the merchandise.1 

In so far as part of transportation is done in domestic ships, 
however, this ceases to be true. It is therefore essential for a cor­
rect analysis of the balance of trade to record as c. i. f. only those 
imports carried in foreign ships and only those exports carried in 
domestic ships. Imports carried in domestic ships and exports 
carried in foreign ships ought then to be valued as f. o. b. Such 
procedure would give an accurate picture of international pay­
ments due from imports and exports of merchandise, and would 
necessarily preclude earnings from these sources as a separate 
item in the balance of payments. But the practice of the French 
Department of Commerce of recording imports c. i. f. and exports 
f. o. b. and the impossibility of knowing what portion of imports 
and of exports was carried in foreign bottoms, makes it necessary 
to resort to some other method of reaching comparable import 
and export figures. 

The simplest method, as we have seen when constructing the 
balance sheet. was to add all the earnings of French ships engaged 
in international trade to the f. o. b. value of the exports. Part of 
these earnings represents payment from one group of F:renchmen 
to another group and should therefore not appear in the balance of 
payments since it does not give rise to any international transfer 
of funds or creation of international indebtedness. Imports car­
ried on French ships fall under that category; yet they appear in 

I There seems to be no more ground for separating transportation costs from 
other costs thaD there is for separating selling costs, or interest charges, or any other 
element in the total cost of merchandise. To be sure, for some pmposes of analysis 
it is helpful to be able to break up the total cost of commodities into its various 
constituents of interest, labor, profits, transportation, etc., but for any analysis 
or understanding of the balance of trade it is quite unnecessary to treat imports 
on any other basis thaD c:. i. f. 
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TABLE 26 

ExcEss OF MnCIIANDlSE IMPOllTS WITH COl!ltECTION l'01l UNDEllESTDlATE 
IN 0uIcLu. FiGmU:s AND WITH IMPollTS C. I. F .• 7880-1913 

(Millions of francs) 

Net Increase French Excess of 
Net in Men:handise Shipping Im_b(Im-

Excess French ~ from Excess and Marine -",and Ex-
of Ships' Estimated of Im~s Insurance -'lI C. I. F.) 

y- ~ts Proviaiooa Correction (CoIs. I +Col. Earnings (Col. 4-
2-Col.3) Col. 5) 

1880 ISII 10 207 1314 136 II 78 
1881 1248 10 22I 1037 158 879 
1882 II90 10 224 976 180 796 
1883 1291 10 213 1088 ISg 900 
1884 IOS2 10 203 859 179 680 
1885 950 12 195 767 159 608 
1886 910 12 208 714 160 554 
1887 725 I2 215 522 160 362 
1888 812 12 213 6II 175 436 
18Sg 566 I2 253 325 194 131 

ISgO 629 12 254 387 179 208 
1891 II30 18 227 978 173 745 
1892 681 15 230 466 151 316 
ISg3 568 15 217 366 146 220 
1894 710 15 203 522 140 382 
ISg5 285 17 239 63 I7° -177 
1896 356 IS 239 132 143 -II 
1897 325 16 255 86 158 -72 
1898 1)13 17 230 700 171 529 
1899 306 16 277 45 171) -134 

1900 530 20 285 265 209 56 
11)01 312 18 284 46 176 -130 

1902 1)6 17 307 194 177 -371 

11)03 597 15 295 217 ISg 28 

11)04 4 14 325 -307 217 -524 
11)05 -137 16 359 -430 233 -713 
1906 282 17 378 -79 265 -344 

1907 556 17 31)1 182 271 -89 

1908 539 17 352 204 250 -46 

1909 472 17 403 86 265 -179 

1910 864 II) 428 455 319 136 

19II 11)20 18 38S 1553 316 1237 
11)12 1442 21 445 1018 419 599 
1913 1460 21 458 1023 371 652 
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the merchandise balance of trade as sums due foreign countries. 
On the other hand, exports carried on French ships give rise to 
~ums due France; yet such sums do not appear in the balance of 
trade.1 To arrive at a correct balance of trade, it is thus necessary 
to deduct from the debit side the French shipping earnings on 

CHART 3 
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----,Official special trade net balance fmcluding temporary admissions), imports 
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- - - - Same as above corrected for probable underestimate of exports in official 
figures. 

- Corrected balance with shipping and insurance charges added to exports:. 

imports and to add to the credit side French earnings on the ex­
port carrying trade. The net effect is the same if no deductions 
are made from the debit side and all the earnings of French ship­
ping - whether on imports, exports, or shipments between for­
eign ports - are placed on the credit side. The latter method 
exaggerates both the totals of imports and of exports, but the 

I Seep. 52. 
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dijJerence between them, which is the important matter for the 
present purpose, remains the same in either case. 

When the statistics of merchandise imports and exports have 
thus been made comparable, and when due allowance is made for 
the relative undervaluation of exports, the balance of merchan-
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dise movements presents a quite different picture from the one 
based on the officially recorded statistics. The figures, both the 
official and the corrected, for the net excess of imports are tabu­
lated on page 136 and are plotted on the chart, page 137. It will 
be noted that instead of the constant excess of merchandise im­
ports that has been generally ascribed to the revenue from her 
huge foreign investments, France had for twelve of the thirty-four 
years under survey an excess of merchandise exports. In several 
of the remaining years her import excess was practically negli-
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gible. Neverthdess, the fluctuations in the corrected balances 
remain very similar to the fluctuations in the official figures. In 
comparing the annual movements of merchandise balances with 
the movements of capital exports no significant change is intro­
duced by using the modified figures rather than the official ones. 
When the curve representing the movement of capital exports is 
compared with the curve depicting movements -of merchandise 
balances there appears a fairly high inverse corrdation; almost 
every time capital exports decrease, the excess of merchandise 
imports increases, and when capital exports increase, the excess 
of merchandise imports decreases. 

Some of the sharp and sudden changes in merchandise move­
ments call for special explanation. They prove upon examination 
to be due principally to greatly increased food imports caused by 
unusually poor domestic harvests. This was true in 1891,1894, 
1898, 1903, and 1911. The only year in which there was any 
considerable increase in imports not due to domestic harvest con­
ditions was 1900, when the imports of raw materials jncreased. 
This increase was due not to an increase in the physical volume 
of raw materials, but to the great increase that year in the cost 
of certain raw materials.1 In fact, there was a decrease in the 

1 The import price of textiles and coal, both important items in French imports 
of raw materials, rose considerably. Coal, for example, rose from 20.6 francs per 
ton to 27 francs, an increase of 35 per cent. This increase in the import price of coal 
alone accounted for II2 millions out of the total increase of imports of 184 millions. 
If the same quantity of coal had been imported in 1900 as in ISgg, the increase in 
value of coal imports would have been 86 millions, but 16.1 million tons were im­
ported in 1900 as against 13-4 in 1899, thereby accounting for approximately 80 per 
cent of the increase in the value of imports in 1900. There were also considerable 
increases in prices and decreases in quantities of IaW cotton and IaW wool, both 
important constituents in French imports of IaW materials. :Below are given the 
imports of their quantities and prices in the years about 1900: 

Raw Cotton Raw Wool Coal 

&r"~ Price Quantity Price Quantity Price 
(Francs (Millions (Francs (Millious (Francs 

of Kgs.) per Kg.) of Kgs.) per Kg.) ofQus.) perQn.) 

18g8 202 .83 248 1.56 119 1.92 
ISgg 202 .89 253 1.84 133 11.06 
1900 ......... 193 1·30 I8g 2.25 161 2.70 
IgDI ....... 212 :1:.16 248 1.46 154 2.40 
1902 ......... 213 1.20 235 1·45 151 2.03 

The table above suggests that the French demand for foreign IaW wool and cotton 
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quantity of imports for 1900. The import quantity index arrived 
at by the method of deflation dropped from 103 to 100 (see 
p. 232). On the other hand, in all other years in which there were 
significant increases in excess of imports, the increases were due 
to greater imports of foodstuffs, and in those years the increased 
values of imports were caused not by higher prices. but by greatly 
increased quantities. 

The total imports in the years preceding and following those 
years in which sudden increases in excess of imports occurred 
and the imports of foodstuffs in those years were as follows: 

(Millions of francs) 

ED:eso Increase ED:esoof Increase ED:esoof Increase 
of Total overP!e- Imports of o....,P!e- Imports overP!e-

Year Imports cediDgYear Foodstull's cediDgY- of Ca.:aIa cediDgYear 

ISgo 149 590 345 
zSgI: 684 535 844 254 4Sg 144 
ISg2 259 641 427 

ISg3 166 350 29J 
I~ 320 154 531 1:81 349 51 
ISg5 -12g 444 1:49 

ISg7 -U2 308 237 
18g8 484 596 843 535 606 J8g 
18gg -1:75 276 126 

1902 -406 UI 1:33 
1903 -8 398 2gB 187 165 32 
1904 -561: 120 98 ... 
1910 U9 555 288 
:r9U u76 1057 u84 729 706 418 
19U 566 954 352 

is much less inelastic than the demand for foreign coal. The decreased imports of 
laW cotton and laW wool were not due to a decreasedJoreign demand for French 
cotton and wool textiles. In 1900 the domestic consumption of cotton in France 
decreased 16 million kgs. and that of wool 63 million kgs .• showing that it was the 
demand of the French consumer that decreased when the price rose.. It is hardly 
likely that the price increased because of the curtailed demand. Wool and cotton 
are not produced under monopolistic or even quasi-monopolistic conditions. and 
over anyone season the supply is scarcely modified by price. It is, therefore, reason­
able to assume that the amount consumed declined because of the rise in price. 
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A glance at the table below shows that in the years when sud­
den increases in imports occurred. food imports constituted from 
one-half to the whole of the increases. These sudden changes in 
food imports were caused by poor .domestic harvests. not by in­
fluences traceable to banking phenomena or general price changes. 

Proportjon 01 
Total Impc<ts 

<-cent) 

••••••••••••••••••••••••••• 34 

190 3 0 •••••• 0 •••••• 00.0 ••••••• 0. 

31 

33 
18 

1911 •••••••••••••.• ' •••••.• 0 •• 0. 24 

Proportjon 
of lDcnzse 
<-calt) 

47 
%17 
89 
47 
6g 

The large excess of merchandise imports which characterized. 
French international trade for the whole of the period from 1880 

to 1888 was also probably due to non-monetary factors. Domestic 
crop conditions were very likely again the chief cause. The har­
vest in the year 1879 was very poor in all Europe and necessitated 
considerably increased French imports of grain in the following 
year. The production of wheat dropped to 7S million hectolitres. 
a low level matched only by the year 1891. The increase in im­
ports of grain alone rose from 207 in 1877 to 8S7 in 1879 and 788 
millions in 1880. In addition to bad domestic grain crops in 1879 
occurred the spread of phylloxera. destroying thousands of acres 
of vineyard. Wine imports leaped from 29 million francs in 1877 
to 314 in 1880 and remained between 300 and 400 million francs 
until 1893. If the wine imports caused by the destruction of do­
mestic vineyards. and the import of foodstufIs in 1880 caused by 
the poor harvest of 1879. were deducted from the imports. the 
excess of merchandise imports from 1880 to 1888 would largely 
disappear, as the following table shows: 

(Millions of francs) 
Total ED:ess !f= Total ED:ess !fWi.: y- 01 Imports y ..... 01 Imports 

1880 •••• log8 313 1885 .0 .. 541 388 
1881 341 364 1886 •••• 488 517 
1882 722 315 1887 •••• 294 443 
1883 826 376 1888 ••• 0 357 437 
1884 586 344 
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To repeat, 'the heights of 1891, 1894, 1898, 1903, and 19Ii do 
not, in the main, represent any changes in the volume of im­
ports due to causes that appear to be connected with monetaxy 
or banking phenomena. A curve representing the merchandise 
balance of trade with those fluctuations in food imports due to 
domestic crop conditions eliminated, would present a different 
picture than the curve of excess of imports representing the offi­
cial trade. statistics. Instead of a constant excess of imports, 
usually hovering between 1500 million and 600 million, there 
would probably be only a few years in which there would be any 
excess of imports, while the balance of merchandise movements 
over the whole period would show a sizeable excess of exports. 
The years 1881 to 1885, perhaps 1892 and 1893, and 1912 and 
1913 alone would show an excess of imports, and of these in only 
the last two would the excess be greater than 100 to 200 million 
francs. 

If allowance were made for the greatly increased imports in 
the years of poor domestic crops, the correlation between capital 
exports and commodity movements would be heightened. How­
ever, the increase in food imports caused by poor domestic crops 
cannot reasonably be eliminated from the curve unless it be cer­
tain that there exists no connection between the capital exports 
and the increased food imports. Of this we cannot be certain. It 
is true that capital movements could not have influenced to any 
significant extent the volume of such unusual and sudden food im­
portsjhut it is quite possible, as will be pointed out later, that the 
increased food imports may have affected the movements of 
capital exports. To eliminate, therefore, these additional food im­
ports from the curve of merchandise movements would be unwar­
ranted at this point in the analysis. In any case, with or without 
them, the correlation between merchandise movements and move­
ments of capital exports is high enough to suggest that the 
mechanism of adjustment for the French international accounts 
should be sought among the factors which affect the flow of mer­
chandise exports and imports. 



CHAPTER VII 

THE MECHANISM OF ADJUSTMENT 

THE correlation noted in the previous chapter between the 
movement of merchandise balances and that of capital exports 
gives no hint as to which movement was causal The capital 
exports may have induced corresponding merchandise move­
ments, or merchandise movements may have influenced the 
lluctuations in capital exports. It may even be that both move­
ments were dominated by the cyclical movement of business 
activity. Or - none of these sequences wholly excluding the 
others - there is the still further possibility that all three con­
tributed to produce the correlation. In this chapter will be con­
sidered the first possibility - that capital exports were the causal 
factor. 

There are four possible ways in which capital exports may bring 
about movements of merchandise: 

(I) Thru the purchase of the lending country's products by 
the foreign borrowers, the purchases being made with the bor­

. rowed funds. 
(2) Thru an increase in foreign purchasing power directly 

brought about by the loan. As the result of the increased pur­
chasing power in the borrowing country, imported commodities 
share in the increase of consumption, and the lending country 
may participate in this increase of the borrowing country's im­
ports. For the same reason the imports into the lending country 
may decrease because of the loss of domestic purchasing power. 

(J) Thru an increase in foreign purchases of the lending coun­
try's commodities because the price of those commodities to the 
foreign purchaser has decreased solely by virtue of tke downward 
movement of exchange rates. From the same cause foreign goods 
are less attractively priced to the lending country and its imports 
may be curtailed. 

(4) Thru an increase in foreign purchases of the lending coun-
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try's commodities caused by a relative drop in the prices of those 
goods for which the foreign demand is elastic, a drop in price not 
directly consequent upon changes in exchange rates. The rela­
tive increase in the price of foreign commodities will also serve to 
create an export surplus by curtailing the lending country's pur­
chases of foreign commodities the demand for which in the lend­
ing country is elastic. 

The first possibility - purchase of the lending country's prod­
ucts by the borrowers ~ can in the case of France be readily 
dismissed. Part of the funds borrowed from France was doubtless 
used by the borrowers to pay for goods purchased in France, but 
the portion so used was small, so small that there was repeated 
outcry against the practice of supplying foreign countries with 
funds that were not spent in France. Great pressure was brought 
to bear on the French Government, particularly in the decade 
before the war, to use its power of control over Bourse listings for 
the express purpose of forcing foreign borrowers to spend in 
France part of the sums borrowed; in fact, it became the avowed 
policy of the French Government in the years immediately pre­
ceding the war to demand of foreign borrowers some considera­
tion in return for the privilege of listing their securities on the 
French market.1 This policy served to secure orders for certain 
of the favored French industries, orders that would otherwise 
have gone elsewhere; but the total of such purchases was very 
small. Pressure could not be applied to all borrowers, and at best 
the requirement could be that only a part of the borrowed sums 
be spent in France. The pressure was used, moreover, not ex­
clusively for the purpose of securing to French factories a portion 
of the expenditures; it was frequently applied to secure tariff 

I The French Minister of Foreign AJiairs stated in I909: "In regard to applica­
tions for listings of loans to foreign governments, we endeavor to obtain satisfactions 
without which, usually, we refuse admission to listing on the Paris market. It is a 
rule to which we will not cease to conform, and which consists in according financial 
satisfactions only for satisfactions of a commercial and industrial order which ought 
to be given us in exchange." Cited in Becque, op. cit., p. I8S. Becque also cites 
several instances of proposed loans having been refused because apparently not 
enough of the funds were to be spent in France. See his Chap. VI for an extended 
discussion of this point. 



MECHANISM OF ADJUSTMENT I45 

favors or to attain purely political ends.1 The quantitative unim­
portance of the increase in merchandise exports due to this policy 
may be judged from the fact that during the period when public 
demand for government pressure on the foreign borrowers was at 
its height - 1908-1913 - almost a billion francs were invested 
in Spain, while the total exports to that country during those 
years of heavy borrowing were less than 800 million francs. This 
sum, moreover, was only 50 million francs greater than the ex­
ports to Spain in the six years preceding, when investments in 
Spain were slight, and this notwithstanding the rising prices of 
those years. 

Much better evidence that the borrowers spent little of the 
borrowed sums on French commodities is furnished by the sta­
tistics of exports to countries in which France had made her 
heaviest investments. Between 1880 and 1913 over 10 billions 
were loaned to Russia, and yet the total French exports to Russia 
during those years were only 10 per cent of that sum; indeed, 
more goods were exported to Russia in the twenty years before 
French loans to that country began than subsequently. Loans 
to Austria-Hungary during that same period were over three 
billions; yet the total exports were less than one billion. In Tur­
key about three and a half billions were invested; but the entire 
exports to Turkey during the fifty years before 1913 did not reach 
that sum. In China about one billion francs were invested be­
tween 1880 and 1913; yet the total exports for those years were 
less than 200 millions. From 1875 to 1890 over two billions were 
invested in Spain, and during that period the total of French ex­
ports was little more than two billions. Between 1900 and 1913 
three billions were invested in Roumania, but the total exports 
were less than 100 millions. In view of the fact that the total ex­
ports to the heavy debtor countries formed so small a proportion 
of the sums France invested in those countries, there can be no 
doubt that the increase in French exports caused by expenditure 
of the borrowed sums in France was of very slight importance. 

The statement was made earlier (see p. 21) that this cause of 

1 See J. Vmer's International Finance and Balance of Power Diplomacy, 1880-
1914 in The Southwestem Political and Social Science Quarterly, March, 1929. 
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increased imports - namely, the expenditure of the borrowed 
sUms in the lending country - is frequently of considerable im­
portance. But it will be recalled that its importance difi'ers with 
varying circumstances. When .the lending country has a highly 
developed industrial economy and the borrower is relatively in 
the early stages of industrial revolution, a good part of the bor­
rowed sums is spent directly in the borrowing country. This was 
the situation with British loans to her colonies and with American 
loans to her continental neighbors during the twentieth century. 
But the situation with the French loans was difi'erent. There the 
borrowers - Russia, Spain, Turkey, China, Austria-Hungary­
were, indeed, industrially backward, but pre-war France was not 
highly industrialized either. The kinds of commodities that the 
borrowers frequently wished to purchase - railroad and mining 
equipment, textile and farm machinery, war materials, sheet 
iron, structural steel, tin plate, and so forth - did not appear in 
the French export trade before the turn of the century, and were 
negligible even up to the war. Fr~ch exports were chiefly con­
sumption goods: wines, fine textiles of silk, wool, and cotton, 
~ovelties, furs and skins, wearing apparel, jewelry, drugs. Such 
goods were, of course, purchased by the borrowing countries­
tho in no great quantities - but they were rarely, if ever, pur­
chased with the proceeds of the loans. When the borrowers ex­
pended the loans directly on imports, they purchased the goods 
not from France, but from the highly industrialized countries -
England, Germany, and the United States. 

We consider then the next possibility. Did the capital exports 
induce corresponding movements in merchandise thru the changes 
they brought about in the demand schedules of the borrowing and 
the lending countries? This possibility has been already discussed 
in the introductory chapter, where it was held to be in some cases 
a not unimportant means of adjustment. It was explained that 
the portion of the loan spent in the borrowing country would, by 
increasing incomes, cause demand schedules in that country to 
move to the right. Imports would share in the increase, and a 
portion of th~e would be purchased from the lending country. 
We do not have reference now to the portion of the loan spent by 
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the borrowers directly on imports; we have just pointed out that 
the borrowers did not spend any significant portion of the loans 
in France. We are speaking now of the purchases made by the 
resUlents of the borrmuing countries (as distinct from the borrowers). 
Such purchases are made as a result of increased incOmes caused 
by the expenditure of a part of the loan in the borrowing country. 
The question we have to consider, then, is whether shifts in de­
mand schedules resulted in increased imports into the borrowing 
country and decreased imports into the lending country. Before 
we can do so, however, we must ascertain whether transfers of 
purchasing power from France to the borrowing countries took 
place to a significant extent, for shifts in purchasing power could 
have occurred only if the transfers did take place. 

As has been indicated in Chapter I, transfers are effected either 
thru gold flows or thru the movement of short-term loans. Ex­
amination of the figures shows that from 1880 to 1913 during any 
one year the total gold movements in and out of France were 
much larger than the net movements. In only a few years was 
the movement in either direction less than 200 million francs, 
thus in the figures of annual net movements at least 200 millions 
of imports and 200 millions of exports would not appear. On 
the other hand to use the sum of the total flows of gold as a 
measure of the transfer of purchasing power is to exaggerate the 
importance of gold movements as a force modifying demand 
schedules. Some part of the inward and outward flows could have 
exercised no effect on demand schedules, for the movements 
occurred too closely together. Frequently within one week gold 
was imported from one country and exported to another. None 
the less, the figures of monthly net gold movements show that a 
large part of the flows remained in or away from France long 
enough to have exercised an influence on demand schedules. 

To what extent did these net gold movements synchronize with 
the movements of capital exports? Did the increases in net 
monthly gold exports accompany increases in capital exports? 
Examination of the available data gives no conclusive answer to 
this question. The annual figures for capital and merchandise 
movements - monthly and quarterly figures for the period 1880-
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I9I3 are non-existent - reveal no correlation, positive or nega-
tive, between gold movements and capital exports, or between 
gold movements and merchandise movements. In years of in­
creased capital exports gold imports are sometimes high and some­
times low, and the same is true, tho to a lesser degree, of the 
relationship between gold and merchandise movements. In the 
years 1904-05, for example, capital and merchandise exports in­
creased greatly, but gold imports also increased, a fact which 
seems to indicate that gold movements could not in those years 
have been the means by which capital exports were converted into 
merchandise exportS.1 Yet we cannot be certain of this. An ex­
amination of the monthly gold movements (see Chart II, page 
192) suggests the possibility of negative monthly correlations. In 
the year 1904, for example, the large gold imports were received 
in two spring months. It may be that the borrowings of that year 
were withdrawn in the summer and fall and caused the greatly 
reduced gold imports in those months. In 1905, again, gold im­
ports virtually ceased in the spring and in the fall, and it is pos­
sible that during those months capital exports increased. The 
same may have happened in other years, for monthly movements 
of gold were very irregular, and we know that capital exports 
were also subject to wide fluctuations within the calendar year. 
It may be that a comparison of monthly movements would re­
veal an inverse relationship when a comparison of annual move­
ments shows the opposite. 

On the basis of the annual data, however, all that can be stated 
is that for many of the pre-war years gold movements apparently 

1 If the quantity of gold imported by other countries during those years had 
shown proportionately larger increases, the imports into France might have repre­
sented a decline as compared to other countries. But a glance at the following 
figures of the net gold imports of France, Germany, United States, and England 
indicate that France was receiving more than her share of the world's additional 
supply. 

France 

7904 •• •••• ·490 
1905 •••••• 600 

England Germany United States 
(Millions of Francs) 

25 425 
200 200 

In the decade preceding 1904 the United States had a net excess of gold imports 
of over one billion'francs. 



MECHANISM OF ADJUSTMENT 1:49 

did not function as a means of transferring purchasing power from 
the lending to the borrowing country. That they may have per­
.formed that function in the other years is suggested by the fact 
that in thost; years gold imports declined when capital exports 
increased. Because of the possibly dual role of gold movements, 
such an interpretation is not inconceivable. Gold movements 
serve at times to adjust disequilibrium by compensating for the 
increased exports which have been engendered independently of 
gold flows; at other times - as when disequilibrium has been 
caused by capital movements - they may help to restore equilib­
rium by inducing merchandise movements. 

Movements of short-term funds were probably of less im­
portance as a means of transferring purchasing power than gold 
flows. The absence of a free gold market, with the consequent 
increased risks of exchange, discouraged such movements. Not­
withstanding, the large commercial banks kept some funds on 
deposit in foreign money markets. How large these deposits were 
and to what extent they fluctuated it is impossible to say because 
no records of such movements appear in the bank statistics. Un­
til 1900 two of the large banks published annual figures of the 
foreign bills discounted. They show the totals to have been fairly 
large, almost three billions altogether. The Bank of France did 
not keep any foreign bills in its portfolio until after 1909, but 
doubtless many of the private banking firms, aside from the two 
mentioned above, had foreign bills in their portfolios. The pos­
session of a foreign bill in the portfolio indicates, however, only 
that the French holder would have a claim on a foreign currency 
when the bill matured. Whether foreign funds so obtained were 
called home (by selling sight drafts) or were reinvested abroad in 
more short-term paper would depend upon the relative interest 
rates and current and expected position of exchange rates. When 
the rate of foreign lending in France increased, causing exchange 
rates to become less favorable, bankers may have borrowed 
abroad and sold sight drafts (or permitted their foreign balances 
to decline by selling sight drafts against them); when the ex­
change rates became more favorable, the balances may have been 
built up again, or the loans liquidated. In such fashion a transfer 



ISO THE FRENCH INTERNATIONAL ACCOUNTS 

of purchasing power would have taken place without the medium 
of gold flows. It is doubtful whether before 1900 the fluctuatid'ns 
in the amount of foreign net short-term holdings were very large 
-after 1900 they became increasingly important - but prob­
ably at no time during the thirty-four years (except for the ex­
ceptional years 1906-07) was the effect of short-term loans on 
demand schedules so great as the effect of gold flows. 

The effect of both gold flows and short-term credits is greater 
than their volume would indicate because the same quantity of 
purchasing power can be employed many times before being 
finally liquidated. Thus an increase in capital exports of 10 mil­
lion francs a month for ten months could be transformed into an 
export excess of 100 million francs by a transfer of purchasing 
power (in the form of gold or short-term credits) to the amount of 
much less than 100 millions. The loss of the first 10 million 
francs of purchasing power in the lending country causes an in­
crease in exports 1 of (say) 3 million francs because of the changed 
demand schedules. The second monthly installment can then be 
transferred by the use of only 7 millions in gold or credit, the 
remaining three being transferred by bills of exchange created by 
the increased exports. The loss of the 7 millions in turn creates 
(say) 2 millions of additional exports. And so on. Each subse­
quent 10 million franc loan will be transferred with less gold or 
credit until the increase in exports reaches 10 million francs a 
month. The transaction will, of course, not be consummated 
with the regularity here assumed. Many months may elapse 
before merchandise movements are affected by the influence of 
gold or credit movements on demand schedules, and day-to-day 
fluctuations may occur in the volume of capital exports. The illus­
tration above is used merely to point out that the modifying effect 
of gold and credit movements on demand schedules is enhanced 
by the possibility of continued re-employment before retransfer 
abroad. 

The transfer of purchasing power having once occurred, did 
the increased demand schedules of the residents of the borrowing 
country cause their imports of French goods to increase? That 

1 All movements referred to here are relative. 
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this could not have been the case is readily shown by the figures 
of French exports which we have already examined. When, to 
repeat, Russia during the thirty-four years borrowed ten billion 
francs and spent on French imports a total of one billion francs, 
it is certain that the loans to Russia did not cause the residents 
of Russia to increase their purchases of French commodities to 
more than a negligible extent. The same was true of the other 
large borrowers, as the figures on page I45 indicate. Nor is there 
any reason to expect the debtor countries to have done otherwise. 
The important debtor countries normally secured only a small 
proportion of their imports from France: Russia less than 4 per 
cent; Austria-Hungary, Roumania, and China less than 2 per 
cent; Egypt, Turkey, and Italy less than 10 per cent; Spain alone 
among the borrowers more than 10 per cent.1 With France con­
tributing so small a share of the lending countries' imports, it is 
not to be expected that she would secure more than a small share 
of such additional imports as resulted from increased incomes. 

At first thought this statement appears to contradict the claim 
made in the introductory chapter. There disagreement was ex­
pressed with Professor Viner's view that the borrowing country 
would be expected to spend directly on imports only such propor­
tion of the newly acquited purchasing power as would be repre­
sented by the ratio of its total imports to its total domestic ex­
penditures. But there is actually no contradiction between the 
foregoing disagreement with Professor Viner's view and our 
statement above. We are considering a different matter. The 
earlier discussion was concerned with the direct effect of a loan 
on the total imports of the borrowing country; we are now con­
cerned with the indirect effect (thru increased money incomes) on 
imports of that part of the loan spent in the bMrowing country, and 
only on those impMts that come from the lending country.'!. The fad 

1 Spain obtained IS per cent. 
• The purpose of the loan is one of the factors determining how large a portion 

of it will be spent directly on imports. But we are not concerned now with the por­
tion directly spent abroad - we have seen already that France would get a small 
share of that; we are concerned with the effect on French imports of that portion of 
the loan spent in the borrowing country. The amount spent there serves to increase 
the total income of the borrowing country. If the loan is employed, as many of the 
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that France exported so little to her debtor countries shows that 
such portion of the loans as was spent in the debtor countries in­
creased the demand schedules for goods of the kind not imported 
from France. 

None the less, French exports may have been indirectly af­
fected by the increased demand schedules of the borrowing coun­
tries. The French loans to Russia may have increased Russia's 
demand for goods from England and Germany. These two coun­
tries were heavy exporters to Russia, and the increase in their 
sales to Russia may have led in turn to increases in the demand 
schedules of England and Germany, countries which were among 
France's chief customers. France, then, may have exported more 
merchandise to Germany and to England as a result of her loans 
to Russia without bringing into play any mechanism or influence 
other than shifts in demand schedules caused by the transfers of 
the means of payment. The point has been sufficiently developed 
in Chapter Y. 

Unfortunately no evidence of such movements can be secured. 
It is quite impossible to separate in the trade statistics the ex­
ports caused by Shifts in demand from the exports caused by 
other factors. Any increase in exports to countries other than the 
borrowing country - increases that would be caused by changes 

loans were, to correct & deficit in the budget; or to build highways, docks, stone 
bridges, and school-houses; or to help maintain an army, or an emperor's or sultan's 
court; then & good portion of the loan is spent in the borrowing countly. The total 
of wages, salaries, profits, and perhaps rent, is then increased. Now, the question 
we are bying to answer at this point is what portion of this increased income will 
be spent on French imports. The proportions of the increase spent on food, amuse­
ment, clothing, shelter, and so forth prohably would not be the same after the in­
crease as before. There would be & change in demand schedules consequent upon 
the increased income, but the change would very likely be trifling. If & countly 
normally obtained 5 per cent of its imports from France, there is little reason to 
expect France to receive much more than 5 per cent of any increased expenditure 
on imports caused by "" mtdll ~ ill wages and profits. Were the loans to re­
sult in greatly increased profits for certain groups in the borrowing countly, it 
might well be that the increase would cause the demand schedules for imported 
luxuries to move to the right to & greater degree than other products. This would 
have been true particularly in such countries as borrowed from France. In such 
case France, who exported finery and knicknacks, would get & larger share than she 
would have, had the increased domestic expenditures resulted chiefty in increased 
purchasing power for workers. . 
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in demand induced indirectly by French capital exports - would 
be indistinguishably merged in the movements of total exports, 
and it would be impossible to ascribe the fluctuations in exports 
soldy to shifts in demand schedules, unless other factors, such as 
price changes, could be ruled out. Price changes, however, as we 
shall see when analyzing merchandise and price movements, can­
not be excluded. 

So far we have been speaking of the part played by French 
exports in the devdopment of an export surplus. But, with equal 
likdihood, decreased French imports could have contributed to 
the development of that export surplus; the loss in domestic pur­
chasing power consequent upon the loans may have impinged on 
goods imported into France. But here again we are confronted 
with the same difficulties in determining the changes caused by 
shifts in demand. Prices of imports are not stable, and it would 
be most unreasonable to ascribe fluctuations in French imports 
to changes in the French demand schedules for foreign products. 
An attempt to determine the influence exerted on merchandise 
movements by the loss in French purchasing power cannot there­
fore be based upon inductive analysis. 

Yet some effect on imports there must have been, and if, as 
Professor Viner believes, the reduction takes place (if it takes 
place at all) in the same proportion as that borne by capital ex­
ports to the total purchasing power, the decrease in French im­
ports can be roughly determined. We need only compare in any 
given year the capital exports with the total annual money in­
come. Now in the year I9II the total French money income from 
investments, from ownership of land, from wages, and from 
profits was estimated to have been 32 billions.1 In that same year 
France exported, it is estimated, one billion francs. The propor­
tion of capital exports to the purchasing power was, therefore, 
3.I per cent. If imports were curtailed in the same proportion as 

1 R. Pupin, La richesse de Ia France devant Ia guerre, Chap. IV. For 1906 the 
annual revenue was estimated by Lavergne and Henry to have been :18 billions. -
La richesse de Ia France (paris, 1908), Chap. m. Coste estimated it to have been 
22 billions for 1890 - Etude sur les salailes des travailleurs et Ie revenu de Ia France 
- and Colson estimated it at 25 billions for 18gS. - Cours d'economie politique, 
Vol. n, p. 299. 
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domestic expenditures, the decrease would have been 260 million 
francs. This decrease in imports of 260 million francs represents 
a transfer of merchandise - by way of an increased export excess 
- of one-fourth of the amount of the capital exported. This 
would have been a very considerable proportion. But, to repeat, 
there are no a priori grounds for believing that a decline in pur- . 
chasing power should leave the proportions of domestic and for­
eign purchases the same. The income that goes abroad might have 
been spent - had it remained at home - in larger or in smaller 
part on imports, depending upon the alternative uSe to which the 
exported capital would have been put. 

Most likely the alternative use would have been domestic in­
vestment. In France a sudden increase in foreign investments 
represents not so much an increase in savings as a shift from one 
kind of saving to another; or, to be more exact, it is a change in 
the direction of the flow of new savings. In other words, an in­
vestment abroad of one billion francs by French investors repre­
sents a decrease in domestic purchasing power only in the sense 
that the billion francs would have been spent at home if they had 
not been sent abroad. Each year France saves several billion 
francs and presumably all (except the marginal savings that 
would disappear if the rate of return decreased)l would be in­
vested at home, provided there were no incentives to prefer 
foreign investments. If, then, France exported one billion francs, 
she spent one billion less on capital goods than she would have 
done had she invested that billion francs at home. The portion 
of this billion that in such case would have been spent on im­
ported goods depends on the purpose for which the funds would 
have been borrowed. If they would have been borrowed for elec­
trification projects, then imports of copper, rubber, and lead 
would have consumed a portion of the domestic loans; if, on the 
other hand, they would have been invested in road building, the~ 
the wages of domestic labor and transportation would have cori~ 
sumed the bulk of the increase. The additional income of labor 
would in turn have increased expenditures on coffee, cocoa, cotton, 
and other imported commodities as well as on domestic products. 

1 See page 29l: for a discussion of this point. 
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Clearly, in view of the many ways in which the capital sent 

abroad might have been employed at home, it is impossible to 
determine to what extent imports were reduced by a shift to the 
left in the French demand schedule caused by the export of capi­
tal. Yet the reduction was probably not inconsiderable. Any 
decrease in the domestic expenditure on either capital or consump­
tion goods involves necessarily a reduction in the consumption of 
raw materials. In the case of France the common raw materials 
(coal, wool, cotton, copper, chemicals, rubber, oil) formed an im­
portant part of the imports; it is reasonable to assume, therefore, 
that a transfer, of purchasing power from France to a foreign 
country reduced the French imports of raw materials. When we 
add to this reduction in imports the increase in French exports 
(caused by changes in foreign demand schedules), we arrive at a 
net export surplus that may have formed an important part of 
the total export excess {or of the reduction in import excess}. We 
may conclude, then, that changes in demand schedules played a 
not unimportant role in the mechanism of adjustment. But it 
must be emphasized that the only evidence yielded by trade 
statistics shows that in the case of France they did not act on 
exports to the borrowing countries. That they acted thru the 
other channels remains a likely but unverified deduction. 

We now tum to changes in imports and exports caused by 
changes in demand in the market sense - changes in demand, 
that is, due to increases or decreases in prices. There are two 
ways in which it is possible for prices of imports and exports to be 
affected by an export of capital. The first to be considered is that 
caused by the effect on exchange rates. 

Any attempt to transfer funds from one country to another is 
first felt on the exchange ma:rket. An increase in the demand for 
foreign bills without a corresponding increase in the supply drives 
the rate of exchange up. This increase in exchange rates makes 
French goods cheaper to the foreign importer and foreign goods 
more costly to the French importer. The change in costs pre­
sumably increases exports and decreases imports, thereby helping 
to increase the export excess. In the opinion of several writers 
the movement of exchange rates between the gold points thus 
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acts as an important medium of adjustment. But how effective 
is this factor? How great a change in costs can be wrought by 
changes in exchange rates? 1 

I Professor Vmer, commenting on Professor Hollander's claim that an unfavor­
able movement of exchanges will induce an excess of exports, writes: " ••• exchange 
rates cannot operate at all (in affecting the course of trade) except at the beginning 
of the period of borrowing, in the manner described by Hollander" (op. cit., 
p. 151 ff.). He goes on to explain that " Altho ••• a favorable rate of exchange may 
be expected, at the inception of borrowings, to co-operate with the effect on prices 
of the import of gold in stimulating imports and checking exports, variations in the 
exchanges exhaust their direct influence, in adjusting the balance of indebtedness 
to continued borrowings occurring at an even rate, at the beginnings of the borrow­
ings, when a fall in the foreign exchanges is first a preliminaIy to the import of gold 
and then accompanies the import of gold. Once the prices in borrowing and lending 
countries have been adjusted to their proper relative levels, gold imports cease, and 
exchanges return to parity. The balance of payments is equalized, but the balance 
of indebtedness is not." 

Viner's statement that when price levels such as will induce an excess of ex­
ports equal to the 110w of foreign investments are once established, the exchange 
rates - in so fat as foreign investments were the only factor disturbing the equiIi­
brium - would return to parity assumes as a fact the very point questioned. 
The claim of Hollander and others is that an unfavorable movement of exchanges 
will induce an excess of exports that will in many cases be sufficient to equalize the 
balance of payments. They hold that this equalization may be partly or wholly 
attained before the gold export point is reached, depending upon the amount of the 
loan and the extent of short-term lending attracted by the heightened exchange 
rates. n gold does 110w, it acts Iogd/Jer with the increased export SUIPlus, caused 
directly by the heightened exchange rates, to liquidate the adverse balance of pay­
ments. 

The increase in the demand for bills (caused by foreign lending or increased im­
ports) will be satisfied by an increased supply &Iising out of merchandise exports 
and gold 110ws. Speculative transactions, by exerting a downward pressure on ex­
change rates, will, if their volume is great enough, keep exchange rates from rising. 
But if the volume of speculative transactions should be so great as to do this, it 
would not only postpone the possible adjustment that would occur thru the influ­
ence of exchange rates directly on prices, but it would also prevent gold 110ws. n 
gold 110ws do not OCCUl, the gold-l1ow-price mechanism doeS not operate. In short, 
when speculative transactions are so great as to prevent exchange rates from rising 
to the gold export point, they also prevent the change in price levels claimed by 
Vmer to be the necessary link in adjustment. n, therefore, adjustment is being 
brought about, it must be - according to Vmer - because gold 110ws have occurred. 
Since gold 110ws usually occur only when the exchange rate is at one of the gold 
points, it follows that exports become cheaper (to the foreigner) and imports more 
expensive (to the lending country). The ensuing merchandise and gold movements 
together may bring about adjustment without the assistance of changes in price 
levels. The fact that exchange rates are not always at one of the gold points might 
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The countries which traded most with France before the war 
were England, Germany, Belgium; and the United States. All of 
them being on the gold standard during the period covered by 
this study, the movements of the exchange rates between these 
countries and France were confined within the narrow limits 
of the gold points. But the maximum difference - the differ­
ence between the gold points - is not necessarily the measure 
of the difference in cost to importers resulting from an export of 
capitalj that is, the exchange rate is not necessarily fixed at the 
gold import point when the capital export takes place, nor at the 
gold export point when capital exports decline. An examination 
of the exchange rates in Paris on New York, on London, and on 
Berlin shows that between 1880 and 1913 the changes in anyone 
year were as follows: 

EEIwIaes Huimum 

DolIa.r •••••••••••..••• I.5 % 
S terI.ing • • • • • • • • • • • • • • • .83 
:Mark .••••.••.••.•••• _ -92 

In only five years - 1891, 1893, 1897, 1899, 1907 - were there 
differences (between the high and low for the year) in dollar ex­
change of more than one per centj in only four years - 1890, 
1893, 19OO, 1907 - were differences greater than .67 per cent in 
sterling exchangej and in only two years - 1901, 1905 - was the 
difference in mark exchange greater than .8 per cent. Records of 
weekly exchange rates show, moreover, that the period of ex­
tremes in rates of exchange rarely lasted more than a few months. 

be held to indicate that because of the interference of short-time movements the 
adjustment of balances operates in spurts. It is to be remembered that the monthly 
flow of long-time foreign loans or of mm:handise movements is not even, nor is it 
closely predictable, and that altho over a period of several years the net outgo of 
capital may be fairly steady, the weekly fluctuations are not small. Vmer's qualifi­
cation with regard to "continued borrowing at an even rate" (see above) hardly 
strengthens his position, because an even rate of borrowing rarely, if ever, occws. 
Merchandise and gold movements may achieve conditions of equilibrium without 
the mechanism of gold flows aIIecting price levels. If, therefore, merchandise move­
ments of such volume are possible, there seems to be no ground for Vmer's conten­
tion that exchange movements can aIIect international trade only at the start of 
lending operations. There still remains the question: C4n commodity ~ of 
swci ml_ lie ifIIluarl tlireclly by ~ of ezchange.s? 
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In the year 1907, for illustration, - 1907 waS the year of widest 
lIuctuations for both sterling and dollar exchange in Paris from 
I890 to 1909. - the high and the low for dollar exchange in Paris 

TABLE 27 

ANNuAL HIGH AND Low RATES OP ExCHANGE IN PAlUS ON NEW YOllX, 

LoNDON. AND BEIII.JN. ISgo-l909' 

N...,yorIr. London Beriin 
Year Bigb Low Diff_ Bigb Low Diff_ Bigb Low Diff_ 

ISgO 520. 514.5 5·5 25·35 25. 15 .2 124. 17 123. 16 1.01 
ISgI S2I·S 514. 7·5 25.31 25.18 .13 124·39 123.47 .92 
ISg2 517.5 514.5 3·5 25. 22 25. 14 .08 123.76 123.09 .67 
ISg3 520. 513.5 6·5 25.30 25. II .19 123.84 123.02 .82 
1894 517.5 514.5 3· 25. 20 25. 13 ·07 123.56 123.08 .48 
ISgS SIS· 513. I. 15·28 25·14 .2 123.54 123.08 .48 
ISg6 516. SU. 4· 25.32 25·15 .17 123.56 122·74 .Sa 
ISg7 517.5 517.5 4·5 25.30 25·09 .21 123.75 123.08 .67 
ISg8 520.5 517.5 3· 25·33 25·22 .11 123.91 123. 22 .6g 
ISg9 520. 514. 6. 25·34 25. 1 7 .17 123.59 122.96 .63 

1900 518. 514. 4. 25. 25 25.08 .17 123.02 122·52 .50 
1901 5IS ·5 513.5 5· 25·24 25·09 .15 123.59 122·53 1.06 
1901 516.5 514. 2·5 25. 22 25. 11 .11 123.08 122·55 ·43 
1903 519.5 514. 5·5 25. 20 25. II. ·09 123·53 122.52 1.01 
1904 518. 513.5 4·5 25. 26 25. 10 .16 123.66 122.65 1.01 
:1905 518. 514. 4· 25·22 25·07 .15 123.66 122.52 1.14 
Ig06 520. 514.5 5·5 25. 28 25·09 .19 123. 22 122.40 .80 
1907 522·5 514.5 S. 25·3 25·12 .21 123.41 122·44 ·97 
Ig08 51 7. 514.7 2.2 25. 20 25·09 .11 123. 25 122.6a .63 
Ig09 517. 2 SIS· 2.2 25. 24 25. 10 .14 123.31 122.56 ·75 

• Sight~. .8g0-.lI98 high and low of the 6nt Monday of each month. '~'909 high 
-and 10 ... of quotalloDs on the same day of each .. eek.. Source: U. S. Nat. Monelarymmmjo ... 
Senate Document No. 518, '9'0.. 

New York London Beriin 
P ... cent P ... cent P..-cent 

hancs of Par Francs of Par hancs of Par 
A_Diff......,., ..• 1:4 • 8 .I4 .SS .77 .6 • 
Greatest Diff<ftDCe •••• I.S .II .8J 1 .. 14 .9. 
Smalk-st Difference ••• 2. ·42 ·07 .27 .48 ·3 
Highest Rate •••.•••• S22.5 25·35 >24·39 
Lowest Rate ••••.•••• su. ,:. 2S·07 .. 121·40 .:6 Differonc:e ••••••••••• '.5 .28 1 .. 11 1·99 

was 5.225 and 5.I45, but during twenty-eight weeks in the year 
the exchange was quoted between the narrow limits of 5.16 and 
5.185. Sterling exchange likewise showed a similar tendency away 
from extremes. The sterling rate in that year reached 25.33 and 
25.125, but during twenty-one weeks of the year exchange quo-
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tations fluctuated' between 25.16 and 25.24. The change of one 
per cent in cost of exchange referred to in the foregoing discussion 
operated, it is clear, only at times and only for short periods. 
During most of the time the differences in cost were less. On the 
basis of these figures one per cent would be a very liberal estimate 
of the changes in cost usually possible from movements of ex­
change rates. Any change, therefore, in French merchandise im­
ports or exports arising from movements of the exchange rates 
must have been induced by a variation in cost to the importer of 
not more than one per cent. How potent is such a slight change 
in costs on the quantity of merchandise exported and imported? 

Increase in French exports consequent upon a drop in the price 
of those exports may occur in one of two ways. There may be a 
substitution of French goods for goods usually purchased else­
where. For example, a drop in exchange on Paris may cause an 
English importer to shift some purchases from Germany to 
France. Or there may be a change in the volume of foreign pur­
chases of French articles customarily used. Thus a drop in ex­
change on Paris may cause an English importer .to increase his 
purchases of Burgundy wine. At the same time (in France) the 
increase of one per cent in the cost of imports will cause some 
French goods to be substituted for foreign goods.· 

The expectation that a shift in purchases from one country to 
another may be induced by a one per cent change in cost to the 
importer presupposes a very unusual set of conditions: first, that 
the seller accepts the risks of exchange, for, if he does not, the one 
per cent gain to the buyer becomes uncertain, since the buyer may 
find that by the time the goods are shipped the exchange rate 
has changed, necessarily to his disadvantage; 1 secondly, that the 
commodity is so highly standardized, or substitutes are so close, 
that a difference of one per cent will make a buyer shift from a 
seller in one country to a seller in another; third, that the calcu­
lation of terms of credit, of cost and service in shipment, of brands, 
of business relations with buyers, is conducted with such nicety 

1 Since the maximum gain is one per cent, any change from that maximum must 
necessarily operate to make French exports cheaper to the foreign buyer by some­
thing less than one per cent. 
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that a difference of one per cent will make an importer shift some 
or all of his purchases from a British to a French exporter; and 
finally that the spread between the prices of competing commod­
ities :fluctuates only within and because of changes in exchange 
rates. 

The second and third conditions make it obvious that the only 
commodities that can possibly be affected by :fluctuations in the 
exchange rates within the gold points are the most highly stand­
ardized international commodities, such as silver bullion, wheat, 
cotton, wool, pig iron, certain chemicals, and similar homogene­
ous raw materials and foodstuffs. Manufactured and most semi­
manufactured commodities are immediately ruled out. The dif­
ferences in construction, quality, and appearance make it virtu­
ally impossible for a price difference of less than one per cent to 
be the determining factor in the choice of manufacturer. Food­
stuffs and raw materials that differ in quality according to the 
country from which they come are also ruled out. There remain, 
at best, only the very highly standardized commodities, and of 
those only such as can be purchased in more than one country at 
the same costs, including transportation. And among these 
highly standardized international commodities the importance of 
one per cent in the cost varies with each commodity. Silver bul­
lion, for example, is bought and sold on a very small margin of 
profit; here a one per cent difference in cost is a very important 
factor because of the relative unimportance of all factors except 
price. A one per cent change in the cost of pig iron or of coal, on 
the other hand, is not nearly so important, because of the rela­
tively important role played by transportation costs. H Den­
mark, for instance, purchased silver bullion from England, a one­
half per cent drop in franc exchange might be enough to induce 
Denmark to purchase her silver bullion in France in spite of the 
higher transportation cost. But that one-half per cent difference 
in cost would not induce Denmark to import coal from France 
instead of from England, because so small a change would hardly 
be a sufficient factor to offset transportation considerations. 

Moreover, transportation cost is only one of several elements 
which affect 1;he importance of the one per cent difference in cost 
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to the importer. The moment such matters as differences in terms 
of purchase, significant differences in service, length of time 
consumed in transportation. methods of packing, port of export, 
reputation of exporter, have to be considered, the importance 
of a one per cent difference in price shrinks.1 Again, most of these 
highly standardized commodities fluctuate in price almost hourly. 
The range covered in one day in the grain, cotton, wool markets 
is very frequently more than one per cent, whereas the range of 
fluctuation in those and other standardized commodities over a 
week or month is so much greater as to make the one per cent 
range of fluctuations in price due to exchange movements a com­
paratively unimportant matter. 

Notwithstanding all these qualifications, it is to be admitted 
that there may have been some French commodities the move­
ments of which, like those of silver bullion, were sensitive to a 
one per cent change in cost to the importer. What portion of 
French imports and exports could have been classed under this 
head? About SS per cent of French exports were manufactured 
articles, consisting principally of textiles of silk, cotton, and wool, 
of jewelry, notions, artificial flowers, perfumes, and fancy articles 
made of leather, fur, and paper. These are the most unstandard­
ized of all articles, unstandarized in the sense that color, design, 
fashion, workmanship, package, and brand are the significant 
factors in the articles, the very factors that permit of the least 
objective measurement. Certainly one could not expect these 
French products to have competed so closely with foreign sub­
stitutes that a difference of one per cent or less in cost of ex­
change would have made foreign importers shift to or from 
competing articles in other countries. The remaining 4S per 
cent of French exports were made up of 2S per cent raw ma­
terials and 20 per cent foodstuffs. The latter consist chiefly of 
wines, sugar, butter, cheese, fancy table fruits, and fish. Of 

1 Moreover, if there were commodities which satisfied the above requirements 
of international competition and were affected by so slight a change in price, the 
shift from one C011IIby to another of the foreign demand for these commodities 
would tend to make the spread between their prices even smaller and thereby tG 
nxluce the advantage. . 
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these the only commodity in which taste, appearance, seasons, 
and brands playa minor role because of the possibility of ob­
jective standards are sugar and perhaps butter. Raw materials 
exported by France consist largely of skins, furs, wool. silk, lum­
ber. and iron.1 Curiously, every one of these commodities plays 
a large part in the imports as well as in the exports of France, a 
phenomenon easily explained by differences in transportation 
costs and differences in quality and type of material. Wool raised 
in France is not of the same quality as wool raised in Argentina 
or in England, and it is difficult to believe that the spread between 
the different grades was so close that a one per cent change would 
have led a textile manufacturer to use one type of wool rather 
than another. Similarly, it is unlikely that a Swiss importer of 
silk would have imported Italian silk rather than French. On the 
whole it would appear that the percentage of French exports that 
might have b~n sensitive to movements in exchange rates was 
extremely limited. 

The situation as regards French imports is somewhat different. 
If the French importer is to decrease foreign purchases because 
of increase in the foreign exchange rate, he does not have a choice 
of substituting that commodity by similar commodities pur­
chased from other foreign countries; he can substitute it only by 
domestic commodities. The principal French imports are wool, 
cotton, silk, coal, oil. lumber, furs, wines. coffee, metals, and 
chemicals, materials which are not only consumed at home, but 
are used in the production of finished or semi-finished exports. 
France's demand for these products is therefore partly deter­
mined by the foreign demand for the finished products. For 
many of these imports France has no close substitutes. For 
others domestic substitutes do exist, but a transfer of demand to 
these domestic substitutes would cause their price to rise and 
thereby reduce the incentive of both domestic and foreign pur­
chasers to prefer French raw materials. The supply of French 
raw materials must be very elastic indeed to prevent an increase 

1 France produced some silver bullion, but not nearly enough for her domestic 
needs. Some silver bullion was exported, but the quantities were too small to have 
been of importanCe. 
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in demand from raising the price at least a fraction of one per 
cent. Certainly the domestic supply of foodstuffs in anyone year 
is hardly so elastic, and the slightest increase in demand would 
react on the price and wipe out any slight advantage due to ex­
change rates. 

But even if a decreaS<! of one per cent in the price of franc ex­
change to the foreign importer may not be sufficient to induce 
him to buy substitutes in France, would it not be sufficient to call 
forth increased foreign consumption of French goods? Theoreti­
cally a decrease in price increases the demand - in the market 
sense - for all commodities except those for which the demand 
is perfectly indastic. Theoretically, that is, a decrease in price 
of certain French commodities to the foreigner should lead to their 
increased foreign consumption, and the increase of price of for­
eign goods to the Frenchman should result in decreased imports. 
How valid is this supposition? The demand line usually drawn 
to depict demand schedules is continuous, but in reality it is 
merdy a series of separated points joined together for the pur­
pose of convenience. How far apart are the points actually? 
More silk stockings would be purchased at $1.25 per pair than 
at $1.75, but it does not follow that more would be purchased at 
$1.74. The demand for coal, sugar, rubber, and silk is not in­
elastic; yet would a factory or home use more coal if a tori cost 
$6.20 instead of $6.2S? Or would a householder use more sugar 
at 20 pounds for $1.04 than at 20 pounds for $I.OS? How great 
must the reduction in price be before the consumer reacts in the 
shape of increased consumption? The reduction necessary differs, 
to be sure, with each article, but it is hard to believe that the con­
sumer's demand for almost any commodity is sensitive to a 
change of one per cent. 

The claim that French merchandise movements were· little 
affected by fluctuations in the exchange rates receives support 
from Professor Taussig's discussion of the effect of exchange rate 
fluctuations on commodity movements: 

Surely it cannot be maintained that such transactions (i.e. loans) would 
bring about a movement of commodities from the lending country merely 
thru the disturbances of foreign exchange within the limits of the gold points. 
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Fluctuations in exchange rates within these limits are never more than a 
minor factor,as regards commodity exports and imports.l 

This point of view is concurred in by Professors Viner and Angell. 
But the question can hardly be settled by deductive reasoning. 
Either large importers are influenced in their decisions as to 
quantity and place of buying by changes in the exchange rate or 
they are not. They, it seems, are the sole authority on this point. 
The few importers interviewed by the writer claimed that they 
were not, and their belief was that other importers also were not 
influenced by exchange rates.2 Lacking evidence to the contrary, 
we are led to maintain, in accordance with the reasoning above, 
that the movements of French exchange rates exerted an unim­
portant influence on the movements of French imports and ex­
ports from and to countries on a gold standard. 

In the matter of trade with countries on a paper or a gold ex­
change standard, however, French imports and exports may very 
well have been affected by fluctuations in the exchange rates. 
The fluctuations not being restricted within the narrow limits of 
the gold points become in trade with such countries a significant 
cause of changes in the volume of trade. Many of the heavY bor­
rowers of French ·funds were in this class. Fluctuations in ex­
change rates of 5 to 10 per cent in anyone year (during most of 
the period) were common, and must undoubtedly have served as 
an important factor in the adjustment of balances between France 
and those countries. Altho they bought little from France, these 
countries sold her much - over one-fourth of her imports came 
from countries not on a gold standard - and in their case the 
adjustment must have in part operated thru the checking or 
stimulating effect of widely moving exchange rates on the French 
imports. Just how important this influence was in the adjust­
ment of the French balance of payments it would be impossible 

1 A Rejoinder, Quar. Jour. of Econ., 1918, Vol. XXXII, p. 694 • 
. I Severallaxge dealers in cotton and wool stated to the writer that other market 

factors are so much more important that movements of exchange rates within the 
gold points are a negligl"ble factor. In the opinion of an officer of a very laxge bank, 
a man with thirty years' experience in the foreign bills department, exchange rates 
in gold standard countries play no rOle at all in the decisions of foreign or domestic 
wool, cotton, or gtain importers. 
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to determine without at least separate price and quantity indices 
for the imports from each of the important borrowers. That it 
did help in the adjustment is not to be overlooked. 

We now turn to the fu:tal means thru which capital exports may 
have affected the movements of merchandise: changes in price 
levels. To evaluate this influence we must examine the interre­

. lationship of the movements of capital exports, of prices, of the 
physical volume of trade, and of the total value of imports and 
exports. 

According to the orthodox explanation of the mechanism of 
adjustment we should expect that an increase in the exports of 
capital would in time cause the price of export commodities to 
decrease relatively to the price of imports. We should further ex­
pect that an increase in the price of imports relative to the price 
of exports would stimulate the sale of exports and check the pur­
chase of imports. We should expect to :find a relative increase in 
the physical quantities of exports to continue until the total val­
ues of exports and imports would be such as to bring about the 
necessary equilibrium in the balance of payments. 

We :find in the case of France some evidence of such a sequence. 
The movements of French capital exports and the movements of 
French import and export prices are tabulated on page 252 and 
plotted on the chart, page 167.1 The price movements are repre­
sented by a single curve, obtained by dividing the import by the 
export price indices. A rise in the curve represents a relative 
increase in import prices; a drop represents a relative decrease. 
According to the orthodox explanation we should expect to find 
the price curve rising and falling with the curve of capital exports, 
but the correlation we do find is not very high. In the years im­
mediately succeeding the imposition of the Meline tariff, there is 
an inverse correlation, possibly to be explained by the fact that 
the decrease in the French import price was, so fal' as France was 
concerned, purely nominal because of the imposition in 1892 of 

1 The import and export price series and the index of the physical volume of 
imports and exports upon which the comparisons are based are those constructed 
especially for this study. The construction of these series is discussed in detail in 
Chap. X, where they are compared with other French series. 
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TABLE 28 
, . 

RAno 01' IKPoRT DunEs TO IKPollT VALUES 01' FKANCE, 1880-1913 

Year Value of Imports Import Duties 
P...,..,taae of 
Total Imports 

1880 ... ,. .................................... SHI 331 6.4 
1881 .................. 9 ..................... 4934 327 6.6 
1882 .......................................... 4900 328 6·7 
1883 .......................... 4876 329 6.7 
1884 ................... " ................... 4406 333 7·5 
1885 .......... " .............................. 4132 368 8·9 
1886 .......................................... 4254 324 7.6 
1887 .......................................... 40'16 334 8.[ 
1888 .......................................... 4174 381 9. 1 
188g .......................................... 4387 355 8.1 

1890 .......................................... 4520 361 8. 
ISg1 .......... " .............................. 4852 393 8.1 
ISg2 .................... "'I''' ................ 42 54 430 10.1 
1893 ...... " .................................. 3915 452 n.6 
IlI94 .............. "" ........ """ ......... 392 7 466 11.8 
ISgS .......................................... 3820 399 10·4 
ISg6 .......................................... 3932 423 10·7 
1897 .......................................... 4114 430 10·5 
1898 ...................... " .................. 4572 476 .10·4 
1899 .......................................... 4655 441 9·4 

1900 .......................................... 4839 427 8·7 
1901 ................ ,. ........................ 4504 383 8. 
1902 .. ~ ..................................... 4534 381 8.4 
1903 ........................................ 4933 458 9·3 
1904 .............................. ~ .......... 4644 378 8.:1: 
1905 .......................................... 4951 412 8·7 
1906 .......................................... 5797 450 8.1 
190'1 ............ " .................... ~ ...... 6395 479 7·4 
19o5 .......................................... 5808 469 8.1: 
1909 .......................................... 6438 498 7.8 

1910 .......................................... 7352 557 7.6 
19II .......................................... 8242 747 9· 
19I2 .......................................... 8414 681 8.1 
1913 .............. "" ........................ 8626 742 8·5 
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heavy import duties! The burden of these may be judged from 
a comparison of the tariff receipts before and after their appli­
cation.{see table, page 166). In 1891 import duties were 8.1 per 
cent of the total value of the imports, while in 1893 they were 
11.6 per cent, an increase of 30 per cent. The effect of such duties 

KiIIioM 
lads of 
No. Frua 

CHART S 

CAPlT.u. ExPous AND NET BAlI.rEll TElUIS O~ TIlADE O~ FaANcE. 
1880-1913 

- Capital exports. •••• Net barter terms of trade. 

would be to discourage imports; the downward movement, there­
fore, should not be interpreted as a stimulus to imports. For the 
lack of correlation in some of the other years, particularly notice­
able in 11)01 and 11)08, I can offer no explanation. The correlation, 

I The French tariff commission calcu1ated that if the new schedule were applied 
to the commodities imported in 188g, the import duties would have been under the 
general tariff 212 million fmncs greater and under the minimum tariff us millions 
greater, an increase of 60 and 32 per cent respectively in import duties. Cited in 
A. Amaune, I.e commerce enerieur et les tarifs de douane (paris, 19II). p. 330. 
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however, becomes somewhat more marked if instead of compar­
ing the price series with the capital exports as measured by the 
direct method we compare them with capital exports as meas­
ured by the indirect method, that is with the net credit balances. 
The lack of correlation after the Meline tariff still remains, and 
for the remaining years the correlation is only moderately 
marked. 

MUllons 
of Index CHART 6 

Francs No. 

~OCIO 11& 

~&OO /10 

\ZOO 10i[; 
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-400 8& 
IUO l8ei[; 18110 leli[; 1900 1.90$ .1910 ISla 

MOVEMENTS OF CAPITAL EXPORTS AND NET BARTER TElIMS OF TRADE 
FOR F~CE, 1880-1913 

__ Net barter texms of trade, impo:: p~ces 
expo pnces 

- - - Capital exports (credit balance due France) 

A comparison of the prices with the physical quantities of im­
ports and exports shows, on the whole, the expected correspond­
ence. The first marked change in the relative movement of im­
port and export prices appears in 1886. From that year to 1889 
the relative rise in import prices is accompanied by a relative 
decline in the physical quantities of imports. From 1891 to 1896 
the price of imports drops sharply, but there is in those years no 
accompanying increase in imports except during 1894. The in-
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crease in that year, it will be remembered, was due largely to poor 
domestic crops. The probable reason for the lack of increase in the 
physical quantities of imports notwithstanding considerably de­
creased prices has already been suggested: import duties negated 
the drop in prices to the French consumer. From 1896 to 1900 
import prices rise more rapidly than export prices. We find in 
those years a relative increase in the volume of exports, an in-
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crease which would be even more pronounced were it not for the 
large imports of foodstuffs in 1896, a year of crop failure. From 
1901 to 1904 the import prices again rise more rapidly and export 
quantities again increase. In this case, again, the relative in­
crease would be more marked if allowance were made for the poor 
domestic crops. From 1908 to 1912 the movements are also in 
accordance with expectation. In the years 1906, 1907, and 1913, 
.however, the reverse is true; the relative rise in export prices is 
accompanied by a relative rise, instead of fall, in export quan­
tities. But with the exception of these years the inverse correla-
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tion between movements of price and movements of quantities is 
sufficiently strong to suggest that the movements of French im­
port and export quantities were sensitive to price changes and 
moved in the expected direction. 

This sensitivity, it must be remembered, is significant only 
when the movements of quantities are large enough to become 
apparent in the merchandise balance of trade and when, more-
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over, the movements are sufficiently great to establish equilibrium 
in the balance of payments. A relative rise in the price of imports 
should be accompanied by a fall in the excess of merchandise 
imports. 

A comparison of price movements with the movement of the 
excess of merchandise imports in t;he chart above shows this to be 
true in the majority of the years, but for the period as a whole the 
inverse correlation is certainly not high. If allowance were made 
for the years of bad domestic crops - 1880. 1891, 1898. 1908, 
19II - when' imports would be expected to increase irrespective 
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of price movements, a higher correlation would be discernible. 
The period immediately following the inauguration of the high 
tariff policy again forms the most marked exception in the inverse 
correlation; a relative decrease in the value of imports occurs not­
withstanding a relative decrease in the import price level. Except 
for these years. price movements and the excess of merchandise 
imports can be considered to correlate fairly well. We have 
already noted that the movements of merchandise balances cor­
relate fa.vorably both in direction and amplitude with the move­
ment of capital exports. (See Chart 4.) 

Altogether the evidence furnished by the movements of French 
import and export prices. quantities, and values seems to offer 
some indication of a causal relationship between capital exports 
and movements of merchandise, yet it is not marked and in any 
case there is nothing in the correlations observed which offers 
proof that the price movements were caused by capital exports. 
Indeed, the lack of correlation noted earlier between gold move­
ments and capital exports casts serious doubt upon the possi­
bility. H merchandise exports increased because capital exports 
did so, thru what medium was the change in demand (in either 
the schedule or the market sense) brought about? It is true that 
in many of the years gold movements may have been the instru­
ment; gold imports-declined when capital exports increased. But 
why did this not occur in all the years? And what proof is there 
that when it did occur, gold movements served to modify sec­
tional price levels? For evidence on this point it is necessary to 
examine the French banking and monetary data in all their pos­
sible connections with capital exports. Discussion of these data 
is undertaken in the next chapter. 



CHAPTER VIIT 

SPECIE MOVEMENTS, BANK DISCOUNT RATE, AND 
BANK RESERVES 

IN ATTEMPTING to find evidence of a causal relationship between 
capital exports and sectional prices we must examine the move­
ments and determine the relationships of bank reserves, discount 
rates, note and deposit liabilities, bank portfolios, and quantity 
of the circulating media. We :first turn to a consideration of specie 
movements and the reserves of the Bank of France. 

We find that the Bank of France was virtually the sole de­
pository of the specie reserve of all the French banks; specie im­
ported into France went either into the vaults of the Bank of 
France or into hand to hand circulation. Thruout the period 
under survey specie imports were in excess of specie exports. In 
only five years, all before 1900, was there an annual export ex­
cess, and this was comparatively small. For the five years it 
totalled only 600 million francs; whereas the specie import excess 
during the remaining years reached the total of S.S billions.1 Of 
the 5.S billions received, about 1.8 billions were used for industrial 
purposes; the remainder went into circulation or into the reserves 
of the Bank of France. Banks other than the Bank of France 
kept in their vaults only enough cash for daily needs, relying for 
additional needs entirely upon their ability to rediscount com­
mercial paper at the Bank of France. Even the savings banks 
thruout France kept in their vaults only a minimum of till money. 
"The savings received were deposited, in compliance with the na­
tionallaw, with the Caisse des Depats et Consignations, a govern­
ment institution, which likewise kept only a very small amount 

I The excess recorded was 6.6 billions, but this sum included 1.1 billions of silver 
bullion, which was not freely coined and which could not serve as reserve against 
note issue. Silver bullion was a commodity that differed in no respect from other 
metals in its effect upon banking and monetary movements. Limited amounts of 
silver, legally prescribed, were used in the production of the five franc silver pieces, 
but the amount So used was not dependent upon the amount of silver available. 
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of cash on hand.l Cash in excess of daily needs was invested in 
Treasury bonds and similar short-time investments, or else de­
posited in either the Bank of France or the French Treasury. The 
latter, in tum, kept its cash in the Bank of France. 

The Bank of France was thus virtually the sole depository of 
an cash in France except such funds as were needed by the banks 
for their current demands. What this amount was it is impossible 
to tell accurately, since none of the bank statements distinguish 
between cash in their own vaults and sums on deposit in the Bank 
of France; the reserves all appear under the one heading" cash 
on hand and in the Bank of France." The fluctuations in this 
item for the four large commercial banks (which held over three­
fourths of the total commercial deposits) covered a range of from 
seven to twelve per cent; but the total before 1900 was less than 
300 millions, and only once after 1900 did it pass 500 millions.1 

The proportion of this "cash on hand and in the Bank of France" 
kept in the Bank of France could conservatively be estimated at 
one-third. Altho the Bank of France paid no interest on such 
deposits, commercial banks found it expedient to keep sizeable 
accounts there for convenience in transfers and also because their 
rediscounting privilege was to some extent dependent upon the 
size of their deposits.' Of this two-thirds - estimated as the pro-

I With deposit liabilities of over four billions, its balance sheet in 1908 showed 
ollly one million in cash on hand. This smaJl proportion was possible because none 
of its deposits wen: demand deposits. 

• The holdings of other commercial banks wen: relatively unimportant. The 
Cr&Iit LyoDD&is, Socie~ Gen&ale, Comptoit Nationale d'Escompte, and Cr&Iit 
Industriel et Commercial with theit hundreds of htanches covered almost every 
town in France. In 1907 they had over 7S per cent of the total commercial deposits. 
and theit proportion was on the constant increase. 

• There appears to be a difference of opinion among the French bankem as to the 
utent to which the discount privilege with the Bank of France depended Dpon the 
size of the account. Compare, for example, the following answers by M. Pallain. 
Governor of the Bank of France, and by M. Moret, manager of the Banque de 
Paris et des Pays Bas. 

Q. Does the amount and the character of credit granted to other banks depend 
on the amount and the character of theit accounts at the Bank of France? 

A. (M. PaIlain) There is no fixed rule, and although the balance of the account 
is not a matter of indifference, it is more especially the quality of the paper pre­
aented which fu:es the alent of the credit. ••• (continued on page following) 
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portion of cash holdings kept in the commercial banks - prob­
ably about 15 per cent after 1900 and 20 per cent before 1900 was 
in the form of specie.l If, then, the amount of cash - specie and 
notes - kept as till money in all banks outside the Bank of 
France be generously estimated at one-half billion, the amount 
of specie in the till money was (on the basis of the percentages 
of specie to notes found in the monetary investigations) under 
100 millions after 1900 and still less before 1900 - a sum consti­
tuting less than 5 per cent of specie holdings of the, Bank of 
France. The reserves of the Bank of France thus remain the only 
important specie bank reserves in the whole of France. To trace 
the effect of specie imp01'ts on specie reserves, then, it is necessary 
to follow only the specie holdings of the Bank of France. 

Q. Then you would grant discount to a bank without taking into consideration 
the importance of its balance with you? 

A. That is not exact. And the council, when it decides discounts, has every day 
before it the statement of the balances of all our clients, and this examination cer­
tainly exercises an in1luence on the extent of credit given. 

IntmJiew with M. MOf'et: 
Q. H you were to carry but a very small balance at the Bank of France and 

should go to them with a request for a very large discount, would they consider the 
balance that you carried with them; that is, would they say, "We cannot extend 
to you this amount because you are not entitled to it"? 

A. No; they would not think of that. ••• 
Q. The Bank of France is practically indifferent as to the amount of money you 

carry on deposit with them? 
A. Entirely. - Monetary Interviews, pp. 207 and 271. 

I The proportion of notes to specie was determined by the local demand. An 
indication of what this demand was may be obtained from the results of the govern­
ment monetary inquiries. In these a detailed inventory was made of a day's re­
ceipts and, in some cases, of the total cash holdings of the Bank of France, of savings 
banks, and of the larger commeICiaI banks. The composition of the money inven­
toried was as follows: 

su-
Gold Coin 5 FraDC Pieces Notes 

1885 ................... ~ .................. 22% 10% 67% 
18g1 ....................................... ;[3 6 80 
1897 ........................................ II 4·5 84 
1903 .... ,. ................................. 9·3 3. 6 87 
;[909 .... '"' .......................... " ...... 8.2 2.8 87 

Enquete sur la circulation mon~taire et fiduciaire, September IS, 18g7; Octo­
ber IS, 1903; October 16, 1909; Rapport au Ministre des Finances, Vols. 18g8, 
1904-1910. 
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The annual movements of specie (exclusive of silver bullion)l 
into and out of France and into and out of the Bank of France 
appear to fall into two distinct periods: 1880 to 1901, and 1902 
to I9II. The movements are tabulated on page 176 and are 
plotted below. In the first period the movements of specie into 
France and into the reserves of the Bank of France are fairly 

CHART 9 

ANNuAl. hiCllEASE OY SPECIE REsERVES OY THE BANX OY FRANa: 
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- Increase of reseIVes in the Bank of France 

close together, tho in some years the movement of reserves lags 
one year behind that of imports. During this first period the 
cumulative excess of specie imports (exclusive of silver bullion) 
was 1.6 billions and the increase in the Bank of France reserves 
1.7 billions. Hence all the, specie entering France from 1880 to 
1901 found its way within a year or less into the Bank of France to 
remain there permanently. The reason for this flow of gold into 
the Bank of France reserves was not a lack of demand for more 

1 See footnote, p. :172. 
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TABLE 29 

ANNuAL INCBEASE OF THE GOLD AND SILVER ~ERVES OF THE BANK: OF 

FllANCE COMPAllED WITH ANNuAL FitENca: IMPoRTS AND ExPoRTS OF 

GoLD AND. SILv:t;R, :l:88o-I9I3 

(Millions of francs) 

Increase of Reserves in the 
Excess of Specie Imports Bank of France 

(Annual Average) (Exclusive of Silver Bullion) 
Year Gold Silver Total Gold Silver Total 

1880 -239 98 -141 - 213 32 -181 
1881 - I24 -27 -ISO IO I7 28 
1882 30 3 80 I22 91 -37 51 
1883 76 -94 -18 -70 -:1:9 -89 
1884 38 -3I 7 46 44 90 
1885 82 59 141 42 92 133 
1886 199 47 247 63 36 IOO 

1887 -113 52 -62 - 165 26 -135 
1888 -101 40 -60 -91 38 -43 
1889 64 34 87 208 2 no 

1890 104 II lIS -133 22 -III 

189I 23 -2 21 127 19 146 
I892 268 24 282 276 20 296 
ISg3 137 -8 130 ISg 26 214 
1894 137 -8 128 354 -38 316 
1895 227 -19 208 9 24 33 
1896 -70 00 -70 -10 88 78 
1897 -15 -22 -37 159 -72 87 
1898 -88 3 -85 -U4 -I8 -I32 

1899 -9 -29 -38 157 -69 88 

I900 237 -62 I75 334 -In 223 
1901 207 -28 279 284 -71 213 
1902 138 5 143 313 -44 269 
190 3 -56 -I -57 194 -12 182 
1904 72 4 76 533 -58 481 
1905 290 -Ill 278 648 -28 620 
1906 -28 -53 -24 271 -55 216 
1907 -179 -78 -258 338 -93 245 
1908 245 -67 273 991 -20 920 

1909 578 -10 567 192 -27 165 

1910 -230 -32 -263 58 -88 -30 
19Ir 195 -31 -225 126 00 126 
1912 34 -42 -9 218 -53 165 
1913 103 -160 -55 590 20 610 
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hand to hand circulation, but a growing preference for notes as 
against specie. The increasing prestige of the Bank of France 
during the eighties and nineties and its very large gold reserves 
contributed greatly to this preference for the more convenient 
means of payment. At the same time the declining price level 
necessitated a smaller total volume of the means of payment.! 
Moreover, the use of checks had increased, and consequently 
fewer transactions had to be liquidated with specie. The result 
was that from 1880 to 1901 the note circulation increased from 
two to four billion francs, while 1.7 billions of specie :flowed into 
the reserves. 2 

During the second period, 1901 to 1913, the situation appears 
to have changed radically. The movement of specie into the 
Bank of France reserves still parallels the movement of the im­
port excess, - the year lag appearing in 1909 is in reality only a 
lag of a few months, - but the spread between the two move­
ments becomes very large. Specie reserves of the Bank of France 
increased only 400 millions during this latter period, while the 
excess of specie imports totalled 4 billions. Of the 3.6 billions 
which did not go into the Bank, industry consumed about 800 
millions, leaving almost 3 billions for hand to hand circulation. 
Note circulation in the meantime increased only I.S billions. 

I In IBg7 there was, according to Rist, I2 per cent less circulation than in 1878. 
a According to the monetary investigations previously referred to, the nse of 

specie had declined from 32 per cent in 1885 to 13 per cent in 1903. 
Further evidence of this preference for notes is furnished by studies made by 

Des Essars and by Rist of the proportion of specie to notes nsed in payments and 
receipts of the Bank of France. The proportions at various periods are as follows: 

s~ Notes 
(,,) 

1880 •.•••••••.•• 5.19 3%.2 
. 1885 •.•••••••.•• 3.20 36.5 

IBgO •••••••••••• 2.46 28.8 
IBgS •••••••••••• 2.05 23.8 
1900 •••••••••••• 2.2% 29.2 
1905 •••.•.•.••.• %.98 21.6 
191 0 •••••••••••• 1·57 17·9 

Transfers 
(") 
63 
60 
68 
74 
68 
76 
80 

Percentage := 16 
9 
8.5 
8.5 
7·5 
9. 1 

8.7 

From 1880 to 18gS, Des Essars, I.e papier et Ia monnaie dans Ia circulation, Jour. 
de Ia Soc. Stat. de Paris, May, 18g6, p. 179. From 18gS to 1910, C. Rist, La cir­
culation monetaire fran~ et Ie mouvement des prix, Rev. d'tcon. Pol., 1914, 

Vol. 28, p. 276. 
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Thus for every 100 francs in notes drawn from the Bank. of France, 
200 francs of gold were absorbed into circulation; a decided 
change from the situation of the previous twenty years, when 
note circulation increased two billions while specie outside the 
Bank of France decreased one billion. 

I have been unable to find in the' contemporary writings an 
explanation of this surprising change in the ratio of notes to gold. 
Apparently the matter caused no comment, yet it merits atten­
tion because of its possible significance in connection with the 
attitude of the Bank. of France towards gold exports. Was the 
change in ratio caused by a change in money habits or by some 
less significant circumstance? If the greatly increased demand 
for specie after 1900 reflected a radical change in the money 
:habits of the French people, then much of the elasticity claimed 
for the Bank of France note issue was disappearing, while the 
need for stimulating gold imports during the period of rising 
prices was becoming more urgent. A preference for gold as 

. against notes (as a medium of exchange) in the ratio of two to one 
would have meant, moreover, that any expansion in the means 
of payment based on increased gold bank. reserves was much more 
limited. 

But there is good reason to believe that the increased use of 
specie after 1901 was not a reflection of a change in the money 
habits of the people; rather it was a change necessitated by the 
increased need for money combined with the peculiarities of the 
French monetary system. The smallest note that the Bank. of 
France could issue was for 50 francs,' while checks were rarely 
used for payments of less than 100 francs. (See page 207.) Trans­
actions involving smaller sums were settled in gold coins of 20 or 
10 francs, or in 5 franc gold or silver pieces. There were also some 
100, 50, and 40 franc gold coins in circulation, but their total was 
less than five per cent of the specie in circulation. From 1880 
to 1896 the combination of declining prices, rapidly growing 
preference for notes, and increased use of checks permitted such 

1 During the War of 1870, small notes of 25, 20, and 5 francs had been issued, but 
the Bank of France ceased to pay them out soon after the war and destroyed those 
it received. By 1900 the total of such notes outstanding was less than three millions. 
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gold as was imported to find its way quickly and permanently to 
the Bank of France. By 1900 the substitution of notes for coin 
in settling transactions had gone as far as was possible; the 
amount of coin in circulation was the minimum necessary for the 
execution of small transactions. With the increase in prices and 
in business activity, the amount of coins necessarily increased. 
Notes increased as well, but a growing portion of the transactions 
formerly executed with notes was now being settled by checks 
and by "transfers." 1 

The only other interpretation of the increasing absorption of 
gold coins would be increased hoarding. But this seems very un­
likely. In the first decade of the century hoarding in France was 
generally believed to be on the decline. The confidence of the 
French people in the soundness of the Bank of France and their 
pride in its large specie reserves was greater in the first decade 
of the twentieth century than at any time before. It was com­
monly stated that the excellent reputation of the Bank of France 
and the spread of carefully protected savings institutions that 
tapped even the smallest communities were drawing specie from 
the famous "bas de laine." II It would seem, then, that the in­
creased use of gold after 1901 was due not to hoarding nor to a 
change in money habits, but rather to the need for small units of 
currency. 

, The latter increased from 100 billions in 1900 to 300 billions in 1913, while the 
value of checks cleared at the Paris clearing house increased from 10 to 37 billions. 
(See Table 53.) Very few of the checks were used for transactions of less than 
100 francs. Further evidence that the larger transactions were being executed 
preferably with checks or transfers is the rapid decrease in the proportion of total 
note issue formed by notes of 200 francs or over. These decreased from 75 per cent 
of the total note issue in 1880 to 32 per cent in 1913. From I900 to 1913 the in­
crease in the issue of Iooo and 500 franc notes was negligible; 100 franc notes in­
creased from 2ISO to 2970 millions; So franc notes from 540 to 920 millions. These 
figures show that the smaller units of currency were increasing more rapidly than 
the larger. It thus appears that the increased demand for specie (compared with 
the demand for notes) was due not to an increasing preference for specie, but to the 
growing use of checks and transfers for the larger transactions and to the greater 
volume of transactions of less than So francs. 

I An increase in hoarding might be expected, also, to have caused the minting of 
the larger gold coins (So and 100 franc pieces), but only a negligible amount of such 
:oms was minted. By 1913 there bad been minted only 85 millions in 100 franc 
?ieces and 45 millions in 50 franc pieces. 
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Doubtless this was the view taken at the time by the author­
ities, as is evidenced by their apparently undismayed acceptance 
of the sharp decline in specie reserves from 90 per cent in 1909 
to 70 per cent in 19I3, the lowest point in thirty-five years. More­
over, the knowledge that the public would welcome the greater 
convenience of 20, 10, and 5 franc notes in place of coin no doubt 
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helped the Bank authorities to regard with equanimity the de­
clining gold reserves so long as the gold was going into circulation 
mstead of abroad. They felt they could, as in 1870, easily aug­
:inent their gold reserves by replacing gold coins with notes of 
small denomination. Indeed, as soon as there was threat of war, 
steps were taken to issue such notes. It is reported that just be­
fore hostilities began in 1914, the Bank of France had already 



SPECIE MOVEMENTS, DISCOUNT RATES I8I 

TABLE 30 

RElATIVE MOVEIIEND OP ANNuAL AVEll.AGES 01l BANE OP F'llANcE RESDVES 

ro I%s DEIIAND LlABILIrIES, 1880-1913 

(Base 19oo = 100) 

A __ A __ = It ........ Note 0rcuIa- ~of 
(MiIIioDs ~of tim> (Milliollll ~of Indezof ~of V_ offraaa) :Raerws offraaa) Cizadalirm of fraacs) ~ 

4 • 
1880 1974 60 230S S7 6SS 90 
1881 1824 S6 2s76 63 819 II2 
1882 2046 63 2732 67 888 HI 
1883 2027 62 2926 72 SS8 76 
1884 20JS 63 2928 72 5.13 73 
1885 2176 67 21146 70 540 73 
1886 2422 74 2789 69 675 92 
1887 1361 73 2719 67 614 83 
:1888 2301 71 2676 66 631 86 54 
188g 2398 74 2876 71 881 I20 50 

ISgo 2513 77 Jc60 75 578 79 53 
ISgI 2533 78 3084 76 676 92 57 
ISg2 2826 87 3151 78 70g 97 64 
ISg3 2956 91 3445 85 532 72 61 
1894 3083 95 3476 86 605 82 71 
ISgS .1291 100 3526 87 749 102 66 
J8g6 3222 99 2607 Sg 80.1 lIO 76 
1897 .1184 98 2687 91 712 97 81 
18gB 3100 9S 3694 91 741 101 86 
ISgg 3062 94 3820 94 684 93 91 

1900 3237 100 4034 100 7.12 100 100 
1901 3516 108 4lIS 102 647 88 104 
1902 3659 III 4162 103 649 88 log 
1903 3602 IU 4310 106 593 81 120 
1904 3678 1I3 4283 106 749 102 148 
1905 3956 122 4408 log 829 II3 145 
1906 3931 121 4658 II6 837 II4 167 
1907 3674 11.1 4800 II9 736 100 151 
1908 .1956 122 4853 120 695 95 171 

19o9 4524 740 5079 126 798 log 179 

1910 4261 1.11 5197 128 679 93 196 

19II 4036 124 5243 130 737 100 205 
1912 4027 124 5322 132 860 II7 2II 

1913 3972 122 S66S 140 829 II3 229 

1 Crfdit LyODD&ia, etc., DB DecembeI' 31 of each year:. 
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prepared and distributed to all its branches a considerable stock 
of 20 and' 5 franc notes.1 

Before 1910 the increase in Bank of France reserves over the 
greater part of the thirty-four years was so large that notwith­
standing a much increased note issue the ratio of reserves to 
notes suffered little diminution. The fluctuations of annual 
averages range from 93 per cent in 18952 to 70 per cent in 1883 
and 1913, but for twenty-five years - 1886 to 1910 - only once 
did the ratio drop below 80 per cent. (See tables pages 181, 183.) 
The major fluctuations from 1888 on were due almost entirely to 
changes in the specie reserve, the growth of note issue continuing 
without marked fluctuations in the annual average. 

Notwithstanding the large gold reserves, the Bank of France 
did not permit any drain of specie to take place without attempt­
ing to check it. The two principal methods used to prevent the 
drain were (a) an advance in the Bank of France discount rate 
and (b) an increase in the price of gold charged by the Bank of 
France, this latter practice generally being referred to as the gold 
premium policy. Advance in the discount rate was used to check 
both internal and external drains, increase in the gold premium 
for external drains only. Before 1900 the gold premium policy 
was employed more frequently than the discount rate as a check 
to gold outflows, since it was supposed to effect its purpose with­
out disturbing domestic business. The use of a premium on gold 
was possible because the Bank of France could legally redeem its 
notes in either French gold coin or 5 franc silver pieces. a Since 

I W. Fe1senhardt, La Banque de France de 1897 a nos jours (Bordeaux, 1922), 
P·70-

s During August, ISgS, the notes of the Bank of France were completely covered; 
the reserve ratio was 100 per cent. 

I The 5 franc silver pieces, relics of the Latin Monetary Union, have not been 
coined free since 1874, nor coined at all since 1878. These coins, minted by all 
members of the Latin Union, - France, Belgium, Switzerland, Italy, and Greece, -
circulated freely between those countries as each of them in 1885 had bound herself 
to a policy of gold redemption of her own 5 franc pieces. In 1903 there were esti­
mated to be over three billion francs of these coins in France, about 500 million of 
which were foreign coins. The Bank of France adopted a definite policy of exporting 
these latter whenever possible, so that from 1880 to 1913 the exports of silver coins 
exceeded importS by 700 million francs. 
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TABLE 31 

RATIO OF ANNuAL AVEIlAGES OF RESEKVES OF mE BANI[ OF FIlANCE TO Im 

ANNUAL AVERAGE DEaAND Lw,ILI'lIEs, 1880-%913 

Ratio Ratio to Note Ratio to Note 
to Note Circulatioa Plus Circulatioa Plus 

Vear Circulatioa Private Deposits Total Deposits 1 

r880 .......................................... 85 72 66 
1881 .......................................... 71 59 53 
1882 .......................................... 74 63 56 
1883 .......................................... 69 60 58 
1884 ............................ ,o ............ 69 61 58 
1885 ..................... 76 67 64 
1886 .. a ...................................... 86 74 70 
1887 .......................................... 87 76 70 
1888 ....................... 85 75 69 
r88g .......................................... 83 74 63 

1890 .......................................... 82 70 69 
1891 ..................... 8a 72 67 
1892 .......................................... 89 79 73 
1893 .......................................... 85 76 74 
1894 ....................... 88 78 75 
1895 ..................... 93 80 77 
1896 .......................................... 89 77 73 
1897 ......................................... 86 76 7a 
1898 ...................... B4 74 69 
1899 ...................... 80 71 68 

1900 ........................................ 80 71 68 
1901 .......... "' ....................... 85 75 15 
1902 ......................... 83 76 76 
1903 .......................... 83 76 73 
1904 ............................ 85 76 73 
1905 ...................... 88 79 75 
1906 ......................... B4 75 71 
1907 ...................... 76 69 66 
1908 .................................. 8x 73 71 

1909 ....................... 89 80 77 

1910 ......... "' ............ 82 76 73 
19II .................................. _-4 77 70 67 
1912 ................................... 75 70 6~ 
1913 ....................... "" ........... 70 63 61 

• lDcludiDa deposita of the FreD<:h Treasury. 
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the value of the silver content of 5 franc pieces was much less 
than the nominal value of the coin, the privilege which the Bank 
thus possessed gave it a measure of control over its gold holdings. 
Whenever the Bank of France wished to discourage gold exports, 
it refused to redeem its notes in French gold coin. Banks in need 
of gold for export then had the choice of collecting gold coins 
from circulation or of purchasing at a premium foreign gold coins 
or bullion from the Bank of France. When the gold premium 
became very high, gold coin was sometimes collected from circu­
lation and exported. 1 But it was troublesome and expensive, as 
many of the coins in circulation were underweight.! 

The attempt to prevent gold exports by means of a gold pre­
mium can be successful only for short periods. It is only when the 
pressure on exchange rates is temporary - such as a desire on the 
part of short-term lenders to take advantage of more attractive 
discount rates in some foreign money market - that the impo­
sition of a gold premium can operate as an effective check to gold 
exports. It does so by increasing the magnitude of the range be­
tween the gold import points and the gold export points. The 
greater the distance between these points, the greater the risk to 
short-term lenders of loss from exchange movements. But the 
immediate risk of exchange is only one of three factors which 
determine the volume and direction of short-term lending. The 
difference in discount rates in the two markets and the expected 
duration of this difference are factors which may promise gains 
large enough to offset the deterring force of the risk of exchange. 
When the difference is small, - one-fourth of one per cent, say, -
these factors may easily prove effective enough to cause an out­
How of short-term funds. When, however, the difference between 
the gold points is so great as one per cent, an increase in discount 
rates in foreign money markets loses much of its attractive force. 
A spread of one per cent between the gold points makes possible 
a loss from the movement of exchange rates sufficient to wipe out 

I I.e MILl'CM Ymancier, I8g9-Igoo, p. Z. 
I AmaunE cites an investigation showing that 40 per cent of the coins in circu­

lation were underweight. - La monnaie, Ie credit, et Ie change (Paris. 1894), 
P·396• 
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the profit to be derived from a three per cent spread in interest 
rates {i.e. an increase of three per cent over the domestic rate} 
for a period of four months. The practice of the Bank of France 
of charging a premium on gold when a heavy outflow threatened 
thus constituted a formidable barrier (when the exchange rate 
was "unfavorable") to the outward movement of short-term 
funds, and rendered the French gold holdings insensitive to move­
ments of discount rates in foreign money markets. 

The efficacy of the gold premium policy as a barrier to short­
term movements becomes apparent when the record of exchange 
movements and spreads between French and foreign discount 
rates is examined. We find during the thirty-four years under 
survey the difference between the high and low of sterling ex­
change in Paris to have been I.II per cent. This was enough, as 
we have seen, to have turned a gain accruing from a three per 
cent higher interest rate for a period of four months into a loss of 
.II per cent - provided the loan was made at the gold export 
point and covered at the gold import point. But the difference 
in interest rates between Paris and London was never maintained 
at that level for so long a period as four months. The spread be­
tween discount rates in Paris and Berlin and Paris and New York 
was in several instances so high as three per cent for four month 
periods, but the spread between the high and low mark and dollar 
exchange rates (in Paris), being higher than the sterling spread,-
1.6 per cent on Berlin and 1.8 per cent on New York, - served 
to offset the more attractive foreign discount rates.l 

I The actua1 range of ezcha.nge movements does not represent the full extent of 
the power of the gold premium policy to discourage short-term movements. The 
muimum range tossibk enters into the calculation of loss and gain. The gold 
premium is the chief factor limiting the range between the gold points, - the huger 
the gold premium, the greater the range, - and the height of the gold premium was 
limited only by the gold value of the silver 5 franc pieces. The cost of collecting 
gold coins from cin:ulation was the prozimate limit to the gold premium. But in the 
event of a premium the market price of gold would soon rise because of the increased 
demand, the large quantity of light weight coins in cin:ulation, and the inconven­
ience of using S franc silver pieces in place of 20 franc gold coins. The gold value of 
the S franc silver pieces during the yeaIS of the gold premium policy was far less 
than the actua1 premium charged. Therefore in case of need the Bank of FIanCe 
could inaase the gold premium beyond the highest point it actually employed. 
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The gold holdings of France were thus protected against any' 
serious short-term drains. But when the cause of pressure on ex­
changes was due not to seasonal movements nor to the desire to . 
lend abroad for a short time, but rather to the necessity of meet-

. ing an adverse balance in the international accounts arising from 
what might be termed permanent causes (e.g. relative increase 
in imports or long-term foreign investments, and so forth), the 
gold premium could not prevent the outflow. It could only post­
pone the loss of gold. Sooner or later the supply of drafts on 
foreign countries furnished by bankers and speculators who were 
willing to keep funds in France in the hope of a not too distant 
shift to more It favorable" exchange rates would be used up, while 
the increased demand for bills would continue. The pressure on 
exchanges would be augmented by the need for covering the 
speculative transactions. The supply of bills being presumably 
no greater than when the pressure first began, and the demand 

In addition to the use of the gold premium, the Bank. of France could, and accord­
ing to one writer occasionally did, raise the export point by requiring banks which 
applied for gold for export to discount long-term bills many times in excess of the 
amount of gold demanded. (E. Kaufmann. La Banque en France [Paris. 1914]. 
p. 75.) The Bank. of France could. on the other hand, lower the gold import point 
by crediting importers of specie from the date of shipment rather than the date of 
receipt. or by accepting gold at the sea ports rather than at Paris, thus saving the 
shipper some of the transportation and interest costs. Both of these means were at 
times employed by the Bank. of France, but there is no information available as to 
the frequency with which: this form of inducement was used to encourage imports 
of specie. The question was asked of M. Pallain. Governor of the Bank. of France, 
by the United States Monetary Commission, and altho his answer was not so com­
plete as might be wished, it does state that the method was sometimes used. 

Q. What measures are taken by the Bank. of France if it wishes to increase its 
stock. of gold or to stimulate the importation of gold? 

A. The importation of gold does not need to be stimulated in France. It takes 
place naturally under the in1I.uence of the position of a creditor which France always 
holds toward the principal foreign markets. Certain intermediaries have sometimes 
asked us to facilitate their operations of arbitrage iIi. precious metals by advancing 
money without interest for the time required in transportation. We have done so 
several times by crediting the importers from the day of shipment. but this opera­
tion, which has its limits in its own conditions, cannot be considered as a premium 
for importation. Such premiums, we repeat. would be useless, in consideration of 
the current importation which normally overabundantly supplies the French 
market. - Interviews on the Banking and Currency Systems of England, France, 
Germany, Switzerland, and Italy. Senate Document No. 405 (Washington. 1910), 
p. :114· 
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being greater than ever, gold would have to :flow outward. If 
during the postponement of the efilux the adverse balance of 
payments (excluding short-term loans) disappeared because of 
changes in merchandise movements or in other items in the inter­
national accounts, the covering part of the speculative transac­
tions could be consummated without causing an efilux of gold . 

. It is in the hope or the expectation of such changes that specu­
lators are willing to supply the bills of exchange. But, as has 
already been shown. when the disappearance of an adverse bal­
ance occurs thru change in the balance of trade or in the volume 
of long-term foreign investments, the movements of exchanges 
have not been the cause. Yet in such case the very postponement 
of an outflow is equivalent to a ~rmanent check; the gold that in 
the absence of a gold premium would have left the country and 
later flowed back never moved at all. 

To conclude, the employment of the gold premium did not 
operate to increase the gold holdings of France; it merely rendered 
them less sensitive to changes in foreign money markets and to 
minor shifts in the international accounts. 

The gold premium policy was, according to some writers, 
abandoned by the new Bank administration in 1897 as a result 
of criticism on the part of those who needed to make payments 
abroad.1 But in spite of the supposed abandonment of the gold 
premium policy, there is reason to believe that its use did not 
completely cease.1 In fact a slight premium is recorded in 1903 

I I. Patron, The Bank of France in Its Relation to National and International 
Credit, U. S. Nat. Monetaly Comm. (1910), Senate Document No. 494, Chap. II. 

A. Liesse, Evolution of Credit and Banks in France, U. S. Nat. Monetaly Comm. 
(1910), Senate Document No. 522, Chap_ VI. 
~. writing in 18\)4. offered a diffezent criticism of the gold premium ~ 

tem. He said, "To defend the gold reserves of the Bank to the detriment of the 
reserves of the counby is an ezror the consequences of which can become fatal. The 
system protects the Bank reserves, but leaves the circulation without defense." ~ 
Op. cit., p. 397. 

s From 1\)00 to October, 1912, according to the quotations listed in the Rapport 
au Ministre des Fmances. there were only two months in 1901 and two in 1903 
when there was any pmnium on gold. There is soxne question about the reliability 
of these quotations. Professor Whitaker cites several German writers who claim 
that "euct data conceming the pmnium rate cannot be secured since the official 
rate of pmnium is never made known." - Foreign Exchange, p. 566. 
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and 1913, but owing to the absence of any other recorded pre­
miums after 1900 no conclusions can be drawn as to its use after 
that date. 

The other method of checking gold exports was to raise the 
discount rate. This means of checking gold exports differs from 
the imposition of a gold premium in that a heightened discount 
rate may serve to check an internal as well as an external drain 
and to prevent a permanent as well as a temporary loss of gold.. 
Increased domestic discount rates tend to discourage marginal 
domestic borrowers; hence they tend to curtail the demand for 
goods and services. There follows a downward pressure on prices, 
which in tum causes imports to decline and exports to increase. 
The result is an increase in the supply of bills, a movement toward 
more "favorable" exchanges, and a cessation of gold exports. In 
this sequence, since movements of short-term funds were not the 
cause of the cessation in gold exports, equilibrium in the balance 
of payments will not subsequently be disturbed by the completion 
of speculative transactions; there will be no speculative opera­
tions to cover. Such, at all events, are the tendencies; whether 
or not a discount rate heightened by one per cent - seldom was 
the difference in France greater in anyone year - was sufficient 
to bring about an adjustment of the disequilibrium in the balance 
of payments is rather doubtful. It appears that the chief result 
of the increased discount rates at home was to counteract the 
attractiveness of increased discount rates abroad, and not to per­
manently augment the gold holdings in France. 

The following answer by M. Pallain as late as 1909 suggests that the privilege of 
redeeming their notes with silver pieces was not wholly abandoned. 

Q. In oIder to discourage the exportation of gold does the Bank of France some­
times exercise the right it possesses to refuse payment in gold and to offer to pay its 
notes in silver? 

A. The Bank of France cannot, of course. Ienounce its right to redeem its notes 
in gold or in silver, since gold pieces and silver coins of S francs are equally legal 
tender in France. But it only uses this right with discretion and to the extent that 
it appears necessaIy in oIder to prevent an unjustifiable weakening of its reserves. 
In no case, however, whatever may have been said, have we ever charged any 
premium on FIench gold in redemption of notes. - Monetary Interviews. p. 2IS-

The last sentence is a little misleading. It is to be noted that the premium was 
not charged on FIench gold but on foreign gold coins. The person desiring gold for 
export could not secure FIench gold. 
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Checking a drain of specie by raising the discount rate was 

resorted to much less frequently than placing a premium on gold. 
The discount rate of the Bank of France was kept extraordinarily 
stable (see chart page 192). From 1880 to 1913 there were only 
thirty changes in the rate of discount as against 116 in the Reichs­
bank and 194 in the Bank of England rate. Moreover, the range 
covered by the changes was much smaller, as the following figures 
show. They give the high and the low points during the years 
1880 to 1913: 

Bank of France . . . . . . . . . . • . . . . . . . • 2 % 
Bank of England •..•.•••....••••• a 
Reichsbank ••.••..••••.•..••...•. 3 

High 

4% 
7 
7l 

The figures show that the range of fluctuation in the Bank of 
France rate was less than half that of either England or Germany. 
Stretches of three, four, and five years without a change from the 
3 per cent Bank of France discount rate were common from 1880 
to 1913. Stability of the discount rate was a deliberate policy on 
the part of the Bank of France, and one not difficult to maintain 
because France, unlike England, had no great superstructure of 
ieposits built upon a narrow base of gold reserves. The system 
)f deposit credits was relatively little developed in France, and 
:hecks formed only a small part of the circulating medium! Any 
ncrease in the demand for circulating medium could be met in 
)art by an issue of notes since there was no legal reserve require­
nent against note issues. There was a legal maximum, but it was 
)nly nominal; the Bank of France always obtained permission to 
~end the maximum whenever such action was warranted by the 
lemand for notes. 

Still, the increase in demand for hand to hand circulation could 
)e met only in part by notes. There was always a demand for 
~ld coin since the smallest note issued was for 50 francs. We 
J.a.ve already noted that after 1<)00 the proportion of specie to 
totes absorbed was apparently two to one. Any attempt on the 
)art of the Bank of France to payout notes when coin was being 
lemanded would have very quickly resulted in a deluge of notes 

I See p. 207. 
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presented to the Bank for redemption. Thus an increase in the 
demand for circulating medium was not a matter of indifference 
to the Bank of France; yet raising the discount rate to check 
internal drains was resorted to only twice or possibly three times 
during the thirty-four years. 

This stability of discount rates has generally been attributed 
to the great metallic reserve held by the Bank of France. The 
Govemorof the Bank of France stated: 

It is a principle consecrated by experience that the supreme means of de­
fense for an issue bank, to protect its metallic reserve, is to raise the rate of 
discount, and we never lose sight of this principle. However, the extent of 
our reserves allows us to contemplate without emotion important variations 
of our metallic stock, and we only exceptionally have recourse to a measure 
which is always painful for commerce and industry. The stability and the 
moderation of the rate of discount are considered as precious advantages, 
which the French market owes to the organization and traditional conduct 
of the Bank o~ France.l 

It is doubtless true that the large specie holdings of the Bank of 
France decreased the importance of fluctuations in reserves, but 
it is also true that fluctuations in the years when the discount 
rate remained stable were not very great. In Germany, for ex­
ample, where the position of the Reichsbank paralleled that of 
the Bank of France and where the conditions of reserve and of 
note issue were very similar, the fluctuations in specie holdings 
and in note issue as well as in deposit liabilities were greater.! The 

J MonetaIy Interviews, p. 215. 
t Below is given the difference between the annual maximum and minimum of 

the note issue and specie reserve in Germany and France during four consecutive 
years in which no unusuallIuctuations took place. 

(Millions of francs) 
Ratio of Reserves 

Specie Reserves Note Issue to Note Issue 
Reichsbank B. ofF. Reichsbank B.ofF. Reichsbank B. of F. 

(.) (.) (3) (4) (s) (6) 

%902 400 210 620 220 23 10 

190 3 •• 9 •• 240 ISo 500 380 20 9 
1904 .... ~ 5 .. 240 500 550 320 20 13 

1905 .......... 480 330 600 330 3 0 II 

Columns I and 2 give the differences between the minimum and maximum 
specie reserves during the year for the Reichsbank and the Bank of France. Col­
umns 3 and 4 give the difference between minimum and maximum note issues of 
those banks. The increased range of lluctuations experienced by the Reichsbank 
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same was true of England. It would seem that the lack of fluctu­
ation in the discount rate was due not only to the large specie re­
serve but also in part to the sluggishness of French industrial life. 
Had the industrial expansion. of France kept pace with that of 
Germany, England, and the United States, it is doubtful whether 
the discount rate would have shown such stability.1 

The policy of the Bank authorities towards external drains of 
specie was much more rigorous than towards internal drains. 
Whenever before 1900 there was a considerable movement of 
gold out of the country, or even a threat of such movement, the 
premium on gold was increased. The monthly movements of the 
premium on gold, of specie imports, of discount rates, of note 
circulation, and of Bank reserves are tabulated on pages 319 to 330 
and are plotted on Chart i: I. pages 192-193. It will be noted that 
several times the premium on gold was as high as .65 of I per cent, 
an increase which together with other costs, as we have seen, would 
ordinarily be enough to nullify a difference of 3 per cent between 
the discount rates of France and Germany or England, provided 

is very marked. Columns 5 and 6 give the difference between the annual minimum 
and muimum ratio of reserves to note issue. The range of fiuctuation in these 
ratios is two and three times as great as in the case of the Bank of France. It is ap­
parent that part of this increased range of fiuctuation is due to the increased range 
of fiuctuation in note issue, tho doubtless the absolute size of French reserves is the 
major factor. . 

1 From 1880 to 1908 the deposit liabilities in France increased from 2 to 5 billion 
francs, in Germany from 1 to 10 billions, and in England from 8 to 22 billions. 

The following statement by the head of the largest commercial bank in France, 
CrEdit Lyonnais, is probably representative of the extremely conservative attitude 
of all banks toward extending credit to business men: 

"Our theory is that every merchant ought to have enough capital to go on by 
himself in normal times, but there are times in the busy season - say three or four 
months - when he will need more capital, and then he comes to us and we lend 
him money." - Monetary Interviews, p. 223. 

Speaking of the mildness of industrial crises in France, one French writer said: 
.. Must we attribute this result, with M. G. Pallain, to the prudence of our manu­

facturers, of our merchants, and congratulate ourselves upon it or should we, like 
certain others, call this prudence timidity, and regret that for 25 years we seem to 
bave been sleeping close to this 'stagnant' pool of which M. W. Pareto speaks, far 
from the great currents which at times shatter imprudent craft, but which make 
fertile and alive the country that they water?" - H. Comdamain, Essai sur la 
conduite de la Banque de France au ipoques de crise (Rennes, IgII), p. 167. 

For further comment on this point see pp. 297 if. 
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that the high gold premium was not maintained longer than a 
few months.1 This is doubtless the explanation why the discount 
rate needed to be increased so few times before 1900. Even in 
the few instances when an increase was resorted to, it was used 
in conjunction with the gold premium.! The monthly move­
ments show that before 1900 when a drain of specie occurred, the 
gold premium was increased, and, if the drain of specie continued, 
.the Bank of France resorted to an increase in discount rates. The 
gold premium, then apparently no longer needed, was reduced. 
This sequence occurred in 1881, 1888, 1897, and 1899. 

After 1900, as has been noted, the recorded gold premiums 
ceased, and a new policy in regard to checking external drains of 
specie was decided upon.& Instead of increasing the discount rate 
to check an outflow of gold caused by high discount rates in 
foreign financial centres, the Bank of France proposed to come 
directly to the aid of those centres by lending them gold or by 
discounting their paper. Such action, it was considered, would 
permit the Bank of France to maintain a stable discount rate in 
spite of disturbances in foreign financial centres. There was no 
occasion, however, to put into effect the new protective measure 
until 1906. 

The history of specie movements and discount rates from 1900-
1913 was briefly as follows. In August and September of 1901 

1 For example, a ninety-day sterling bill discounted at 6 per cent as against a 
domestic bill at 3 per cent would, if the premium were to decline before the expira­
tion of the ninety days, leave no extra profit to the investor; the gain in interest for 
ninety days would be 1 of I per cent, whereas the extra cost of exchange would 
have been more than that. 

I Rosendorff, in a careful survey of the gold premium activities of the Bank of 
France, maintains that the Bank authorities would have preferred to rely on the 
discount rate rather than on the gold premium to protect the gold reserves, but 
that the French Government was strongly opposed to changes in the discount rate. 
- Dr. R. Rosendorff, Die Goldpriimienpolitik der Banque de France und ihre 
deutschen Lobredner, Jahrbiicher fiir Nationalokonomie und Statistik, VoL 76, 
1901, p. 632• 

• M. Patron, La Banque de France et Ie credit national et international (1908), 
p. ISS· 

H. Comdamain, Ope cit., p. 163. 
E. Kaufmann, La Banque en France (Paris, 1914), p. 72. Translated from the 

German by A. S. Sacker. 
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when S6 million francs of gold were exported, the gold premium. 
reappeared. It was taken away only after exports ceased. In 
1902 both specie imports and reserves increased appreciably. In 
1903 specie exports appeared in September and continued thru 
October and December. They were slight, yet a small gold pre­
mium. was in force during November and December. In 1904 the 
gold exports of July to September had heeq preceded by such 
heavy gold imports and such large increases in the Bank reserves 
that there could have been no reason to attempt to check this 
outflow of specie. In I90S the imports of specie were even larger 
than in 1904. But in 1906 there were heavy withdrawals of gold 
from the London market, and in May the Bank of France loaned 
40 million francs to the Bank of England in order that the latter 
might avoid raising the discount rate. In the following fall the 
loss of gold from the London market was so serious that the Bank 
of England rate rose in one month from 31 to 6 per cent. The 
Bank of France, instead of increasing its rate of discount or setting 
a premium. on gold as it would have done prior to 1900, came again 
to the assistance of the English market by discounting 7 S million 
francs of English paper. It was. virtually a loan to England with­
out the publicity that would have accompanied such a loan. In 
1907 the Bank of France reserves continued to decline and the 
rate was raised from 3 to 31 per cent and kept there notwithstand­
ing heavy imports of gold and increases in the gold reserve. In 
the fall of 1907 the demand for gold from the London market re­
curred in a more intense form, and the Bank of France forwarded 
80 million francs of gold to the Bank of England and at the same 
time raised its rate to 4 per cent. 

The next increase in the Bank rate - in I9II - was due to an 
internal drain. For the first time in thirty years an internal drain 
of specie and notes caused the reserve ratio to drop below 78 per 
cent. It is possible that the Agadir incident contributed to the 
decline by causing an increase in hoarding. This was the first 
year in a decade that savings in banks declined, and in the Bank 
of France report of 19I2 the increase in private hoarding was 
matter for comment. Circulation declined during the summer of 
1912, but in the fall it leaped half a billion; the rate was increased 



196 TOE FRENCH INTERNATIONAL ACCOUNTS 

to 4 per cent and kept there thruout 1913 in spite of very heavy 
gold imports. 

From this brief review of the movement of discount rates of 
the Bank of France it is apparent that only once since 1900 - in 
1907 - was the rate increased because of an external drain of 
specie. Even in that year the increase in the discount rate was 
put into effect not because gold was leaving the country in large 
quantities, but because foreign interest rates had greatly in­
creased and there was danger that gold exports might increase. 
During the entire thirty-four years the discount rate was in­
creased only three times because of declining specie reserves, and 
twice the cause apparently was hoarding, not an expansion of 
credit. It thus appears evident beyond doubt that raising and 
lowering the Bank discount rate was not used as a means of stim­
ulating or checking the expansion of credit. 

There is, however, the possibility that the Bank of France 
exerted a measure of control over. credit expansion by its power 
to limit discounts. It was not obliged to discount all eligible 
paper, and in times of stress it was very cautious in its discount 
policy. One French writer speaks of the "implacable severity" 
with which bills were accepted during 1907.1 Additional pressure 
thus exercised was very likely the reason why France was able to 
maintain a 3i per cent rate and import gold without the aid of a 
gold premium while market rates in other foreign countries were 
double the Bank of France rate. Had this method of credit con­
trol been used frequently, the Bank rate would not be a reliable 
index of the Bank attitude toward the credit situation, but judg­
ing from the comments of various bankers, this practice was used 
only in time of stress and usually in conjunction with an increase 
in the Bank discount rate. 

Some evidence that the power of refusing to discount eligible 
paper was very seldom resorted to is furnished by movements of 
the rate of interest charged by commercial banks on prime paper 

I H. Comdamain, op. cit., p. I73. 
According to Kaufmann the Bank of France during 1907 required banks which 

were withdrawing gold for export to furnish long-term paper greatly in excess of 
the amount of gold demanded. - Op. cit., p. 75. 
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- a rate usually lower than the Bank rate and referred to as the 
market rate.' Had the Bank of France curtailed discounts, the 
market rate would quickly have risen to the Bank rate because 
more than half of the discounts at the Bank of France were re­
discounts. t The market rate, however, was as high as the Bank 
rate only in a fevi years, and in those years it will be observed the 
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Bank rate was increasing. It may therefore be safely assumed. 
that the only occasions on which the Bank of France attempted 
to contract credit were times when the discount rate was raised.· 
Such times were rare between 1880 and 1913 .• The discount rate 

1 Kaufmann states that the Bank of France practice of becoming more exacting 
in its acceptance of paper as a means of protecting its reserves was abandoned by 
1900 (op. cit., p. 74), but some comments in the annual reports of the Bank of 
France indicate otherwise. 

• The Bank of France reports do not make a distinction between rediscounts 
and discounts, but the Governor of the Bank of FIance stated in 1909 that the pro­
portion of rediscounts was over 70 per cent. - Monetary InteIviews. 

• The Governor of the Bank of France is the authority for the statement that 
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was for the most part stable. Stretches of three to five years 
without a Change were common, while during one period the rate 
remained at 3 per cent for seven years (May 25, 1900; to March 21, 
1907). Such stability would seem to preclude the possibility of 
considering Bank. discount rates an important link in the mechan­
ism of adjustment for the international accounts. 
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The role played by the Bank. of France in supplying credit, ex­
cept in times of stress, was purely a passive one. This becomes 
apparent when the movements of its discounts are compared with 
those of specie imports. The movements are plotted on Chart 13 

the Bank never resorted to market operations to influence credit expansion or con­
traction. 

Q. Does the Bank of France sometimes take steps to maintain the bank rate 
by the purchase of bills in the market or otherwise? 

A. No, never. Such measures would appear to us to be absolutely contrary to 
the mission of the Bank, which is to moderate, as much as possible, the conditions 
of credit. - Monetary Interviews. . 
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TABLE 32 

Amro.u. M.uiDroK AND MINIJ[(J)( POII.DOLIOS OP mE BANlt o. FIlANcE 
AND O. mE FoUl!. LAlwK COIIKEIICIAL FIlENCII BANXS, 1880-:r913 I 

(Millions of francs) 

Bank of Fnuce Four Luge Banb 
Kuimum J4iDimwa )luimum Mimmum 

V_ )l .... th Amoomt )loath Amoomt JlODth AmouDt )loath Amount 

1880 Nov. 1018 Apr. 579 
1881 Oct. 1525 Mar. 917 
1882 Feb. 1724 Sept. Sgl 
1883 Jan. 1248 June Sg6 
1884 Feb. 1351 Sept. 798 
1885 Jan. lu6 Sept. 583 
1886 May 1125 Sept. 414 
1887 Jan. 792 Sept. 430 
1888 Oct. 816 June 495 
188g ApI'. 1076 Sept. 491 

lSgo Nov. 1059 Sept. 493 
ISgI Jan. I437 Sept. 533 
ISg2 Jan. 871 Sept. 410 Sept. 942 Dec. 842 
ISg3 Jan. 802 Sept. 476 May 951 Jan. 832 
IB94 ApI. 1030 Sept. 360 Aug. 1026 Apr. 800 
ISgS July 1090 Mar. 367 Aug. 1021 Apr. Sg2 
1896 Feb. 1016 Sept. sn Nov. n02 Feb. 880 
ISg7 Jan. 1060 Aug. 535 May 1200 Jan. 1063 
ISg8 Jan. 1115 Sept. 563 June 1293 Feb. 1I58 
ISg9 Jan. 1240 Sept. 585 July 1384 Dec. 1269 

19OG Jan. I422 Sept. 624 Aug. 1520 Jan. 1288 
1901 Jan. uo6 Sept. 387 Aug. 1633 Jan. 151 7 
1902 Jan. 931 Aug. 393 May 1156 Oct. 1589 
1903 Nov. 973 Aug. 452 May 1844 Jan. 1647 
1904 Jan. 1045 Sept. 469 Sept. 2231 Jan. 1761 
1905 Dec. 1023 Aug. 445 Aug. 2292 Dec. 2093 
1906 Apr. 1346 Aug. 616 May 2524 Jan. 2108 
1907 Jan. 1555 Aug. 848 June 2484 Jan. 2346 
IgoR Jan. 1624 Sept. 549 Aug. 2773 Jan. 2378 
1909 Jan. 1533 Aug. 547 May 3091 Jan. 2849 

1910 Oct. 1514 Sept. 749 Sept. 3172 Feb; zg86 
19II Nov. 1769 Aug. 944 Apr. 3355 Sept. 2958 
1912 Mar. 2188 Aug. 1020 Nov. 3453 Jan. 3198 
I913 Jan. 2303 Sept. 1334 Nov. 3776 Jan. 3416 

I Credit LJODD&is. Comptoir d'&compte. SocietE GeaeraJe. Credit Jadustriel et Commercial. 
Soun:e: G.llouIIe&u, Lea nlBIemcnts per eIiets de ..,...."..... (Paris, 1914). 
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above. They show an inverse relation in almost every year except 
the few iIi. which the Bank rate was increased. This inverse re­
lation is due to the fact that, with discounts in the commercial 
banks increasing every year, a decrease in specie imports, by de­
creasing the supply of available funds, forced the banks to tum 
to the Bank of France for some of the funds needed to meet the 
constantly increasing demand. Fluctuation in the demand for 
funds impinged mostly on the Bank of France, as evidenced, for 
example, by the fact that the difference between the annual max­
imum and minimum portfolios for the year was much greater in 
the Bank of France than in the commercial banks (see Table 32). 

In contrast with the movements of portfolios of the Bank of 
France, the movements of deposits show no consistent relation to 
gold imports. There are many long stretches, however, when 
they show an inverse relation to discounts, probably indicating 
that in times when rediscounts were increased the other banks 
cut down their deposits to a bare minimum.1 Loans on collateral, 
insignificant in quantity before I895, show a movement in the 
later years corresponding to that of discounts. This was doubt­
less due to the same factors which influenced discounts. 

We conclude from our examination of the movements of loans, 
deposits, discount rates, and reserve ratios that in normal times 
the Bank of France exercised no influence on the contraction or ex­
pansion of credit. If any connection, then, is to be found between 
French net gold flows and changes in purchasing power, it must 
be sought elsewhere than in the activities of the Bank of France. 

1 Deposits in the Bank of France bore little relation to loans. Loans on collateral, 
debited only when withdrawn, were taken almost wholly in cash. The movements 
of the reserve ratio and the percentage of bills discounted by the Bank of France 
show, as is to be expected, an almost perfect inverse correlation, indicating that 
discounts did not take the form of deposits. The deposits of the Bank of France, 
including private and Treasury deposits, covered a surprisingly small range of 
iluctuation from I880 to 1913. The lowest average was 533 millions in I884 and 
the highest 888 millions in 1882. When the sums kept on deposit by the treasurer 
were deducted - sums accounting for one-third to two-thirds of the total- the 
fluctuations were considerably reduced. (Chart 13.) Private individuals preferred 
to keep as little as possible of their funds in the Bank of France since commercial 
banks paid interest on deposits. Other banks used their surplus funds on the call 
markets ("reports") and kept in the Bank of France only enough funds to insure 
them adequate rediscounting privileges. 



CHAPTER IX 

PARIS MARKET RATES, BANK PORTFOLIOS, QUANTITY OF 
MONEY IN CIRCULATION 

IN CONSIDE1UNG the effect of specie movements on the discount 
rates we have so far confined our attention to the Bank of France 
rate, but market rates also must be examined, for the volume of 
credit may have been sensitive to these and they in tum may 
have been affected by the specie movements. Market rates were 
those rates at which the large commercial banks bought in the 
open market in Paris certain kinds of the best paper. These rates 
were much less important than the Bank rate, for most discount­
ing in France was done at the Bank rate or at a rate slightly 
above or below it. Only a small part of the commercial paper­
that owned by the very large business houses and by the better 
known private banks - was discounted at the published'market 
rates.1 Some paper, not considered quite so good as this prime 
paper, yet better than the bulk of commercial paper, was fre­
quently discounted by the large commercial banks at a rate some­
what lower than the Bank rate but higher than the published 
market rate. The spread between the market rate and the Bank 
rate was not large even for prime paper because the Bank rate 
was usually low. The average spread over the whole period was 
little more than i per cent on the best paper, excluding years 
when the Bank rate was increased, at which times the spread was 
practically eliminated. It was much less than the spread between 
market and bank rates in either Germany or England. From 
1890 to 1900, for illustration, the average spread in :Serlin was 
.91 per cent, in London .81 per cent, while in Paris it was only 
.32 per cent. This narrow spread was partly responsible for the 
relative unimportance of the market rate. Nevertheless, the 
amount of business transacted at rates lower than the Bank rate 
was not wholly negligible, particularly when the market rate 

I G. Roulleau, Les reglements par effets de commerce (Paris, 1914), Chap. IV. 
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dropped to I to Ii per cent lower than the Bank rate, as it some­
times did (see Table 33, page 203). 

Unlike the Bank rate the market rate was sensitive to move­
mentsof gold in and out of France. Chart 12, page 197, on which 
are plotted the movements of Paris market rates and of specie 
import balances, shows that in almost all years, except those in 
which the Bank rate changed, specie imports and the market 
rate of discount moved in opposite directions. Large specie im­
ports coincided with relatively lower market rates. This is in 
accord with the explanation of the inverse relation found between 
the discounts of the Bank of France and specie movements. (See 
page 200.) When specie imports decreased, the continuously grow­
ing demand for hand to hand circulation caused the commercial 
banks to rediscount more paper at the Bank of France. Under 
such circumstances it is to be expected that the market rate Would 
increase. The movement of the market rate was thus apparently 
strongly influenced by specie movements. 

The important consideration, however, is the relation between 
the movement of market rates and the quantity of credit. Was 
the quantity of credit influenced by fluctuations in the market 
rates? 

The amount of bills discounted by commercial banks steadily 
increased thruout the whole period; more and more use was being 
made of credit. For this upward trend in the use of credit, al­
lowance has to be made in trying to discern annual movements 
that might have been induced by movements in the discount rate. 
The figures for the annual average portfolios when plotted re­
semble closely an exponential curve, and the trend lines fitted to 
the curve reveal an annual rate of increase of 4 per cent from 1880 
to 1897, and just double that rate from 1897 on. The deviations 
from these trends are plotted together with movements of dis­
count rates and specie imports on Chart 14, p. 204. From 1900 on, 
the movements of portfolios and of discount rates are in inverse 
relation, showing that discounts were large when market rates 
were low, and low when market rates were high. But the increase 
in commercial portfolios that appears with low market rates does 
not always represent an addition to the total quantity of bills dis-
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TABLE 33 

M.uur DIiCOUJIT RAns AT PAmS. LoNDON. AJU) BElu.nf. Il18~I913 

l'aria l London I BaliJl 1 

y- Bi&h Low Aft. Bi&h Low A_ Bi&h Low A_ 
J880 3·3 2.1 II., II., x·S 11·4 S· 1·9 3·4 
1881 S· 3· 3.6 3·8 I., 2., 5·3 2.8 3·5 
1883 S· 3·1 3·5. 5·5 3.11 3·5 4.8 11.8 3.8 
1883 3·3 3·5 2·5 3·' 11.1 3· 4. 6 2·5 3· 
1884 11·9 2. 11·5 4·1 X.I 2.11 3.8 2.1 2·9 
1885 2.8 .2. 2·5 4. 1 ., II.X 4·11 2.1 2.8 
1886 2.8 X. 2.2 3.6 1.1 2. 4·5 1.1 2.1 
J88, 2.8 2.1 2·4 3.6 .8 2·3 3.8 1·5 2·3 
1888 3.8 2.- I., 4·3 1.1 11·3 4· 1.2 2.X 
ISSg 4. 2 2. 11.6 4·2 1·5 3. 2 S· 1.1 2·5 

ISgo 3· 1.1 2.6 4·' x., 3·7 5·5 2.6 3·' 
JagI .••••.. 1.8 2.1 1.6 3·5 ., 1·5 4·1 11.11 3· 
Iagl 11.6 I. I., 11·7 ·7 1·3 4·2 X.II 1.8 
Jags 11·5 1.8 11.11 3·' I. 1.6 4.8 1.11 3·1 
1894 11·3 ., 1.6 3.1 ·5 1.6 3·3 1·4 I., 
1895 3· .8 1.6 1·5 ·5 .8 3.8 1.1 2. 
lag6 II. 1.2 1.8 3·1 ·5 1·5 4.8 2. 3· 
lag, 11.1 I., I.g 3·1 .8 1.8 4·' 11.11 3· 
18gB 3· 1·7 11.1 4· .8 2.6 5.6 11·3 3·5 
Jagg 4·5 3·7 2.g 7· 7.8 3. 2 6.3 3·5 4·4 

1900 4·5 11·5 3. 1 5·5 11·3 3·7 5.6 3.6 4·4 
1901 3· 1·5 2·4 4·5 2.1 3. 2 4. 1 2.1 3· 
1902 3· I., 2·4 4· 2·4 2·9 3.6 x·S 2.1 

1903 3· 11.1 2·7 4·2 2.1 3·4 3.8 x.8 3· 
1904 .•••••• 2·9 1.1 1.1 3·5 x.8 2·7 4. 2 2.1 3. 1 

1905 3· X.I 2.1 4. 1 1·7 2.6 5·3 I., 2.8 

1906 3. 2 2.1 I., 6. 11.8 4· 6. 3. 1 4· 
1907 4· 2.8 3·4 7. 3· 4·5 7·3 4· S·x 
1908 4· X.2 2.2 S· X.I 2·3 6. 2.1 3·5 
1909 2.8 I. I., 4.8 1.2 2·3 4.6 1·7 2.8 

J910 2.8 I. 3·4 4·' 1.8 3.1 4·' 3·7 3·5 
:l9I1 3·5 2. lI.6 4·1 1.8 2·9 S· 2.2 3·5 
1912 4. 1 2.6 3·1 5·1 2.6 3. 6 6. 3· 4. 2 

1913 4. 1 3·5 3.8 S· 3·5 4·3 6. 4· 4·9 

IS""" Jlrime paper. 
"S""" bonk paper. 
I 2-S moo. Jlrime papa'. .. 
Somas: U. S. Document No. 578. Ig10. Statistic!! for Great Britain, Germany, and FIIU1I:e, .867-

"_ G. lloullsq, Loa UglemenIS paz cIItlS de CIIIDlD1erCe. 
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, 

counted in France; in some years part of the increase was at the 
expense of the portfolio of the Bank of France. In the year 1901, 
for example, the portfolio in the Bank of France declined 280 
millions from the previous year, whereas the increase in the port­
folios of the four large commercial banks was only 180 millions. 
The actual situation was thus a decline in total discounts not-
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withstanding the low market rate. This, however, happened only 
seldom. The increases in the portfolios of the commercial banks 
usually represented in large part a net addition to the average 
portfolio of the previous year. 

The movements of portfolios and market rates before 1900 are 
for the most part confused. From 1890 to 1896 they show, if 
anything, a positive correlation. The market rate during these 
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years hovered around the extremely low rate of II per cent; even 
the Bank rate remained at 2 per cent for three years. 

On the whole the evidence of an inverse movement of market 
rates and discounts is not sufficient to remove doubts as to their 
relationship. Yet certainly after Igoo. when commercial discounts 
in quantity were much more important than in the earlier decades, 
the inverse movement is too persistent to be overlooked. It is 
possible that the market rate may have been an important link 
in the chain connecting capital exports with merchandise move­
ments. That is, the gold-flow-credit-price mechanism may have 
operated in France thru the market, instead of the Bank, rate. 
But it is difficult to believe, notwithstanding the apparent corre­
lation after Igoo, that the movements of market rates were the 
principal cause of credit movements. Market rates applied only 
to a small part of the"discounts, and the spread between the Bank 
rate and the rate available to any but tlle very large business 
houses was ordinarily so slight that it seems unlikely thai busi­
ness activity in France could have been sufficiently sensitive to 
respond to its movements. 

The difference in sensitivity between the French credit struc­
ture and that of England and of the United States is indicated by 
the fact that the relation of the movemen~ of discoUnt rates, 
portfolios, and gold movements in France is ·~ntrary to the re­
lation existing prior to 1914 in the gold movements of the United 
States and England. In the caSe of these two countries it has 
been found, according to a recent study,l that gold, attracted by 
increasing discount rates, ~owed in to replenish the specie re­
serves in the Central and New York banks, which had been 
depleted by an intern3J. drain of specie. Notwithstanding an in­
creased discount rate, the internal drain persisted, tliereby neces­
sitating further attempts of the central banks to secure reserves. 
This continued until a crisis was precipitated. During the ensu­
ing depression gold flowed back to bank reserves and thence to 
foreign countries. , In the case of France theSe movements appear 
to have been reversed. Large gold imports were concomitant 

I W. E. Beach, International Gold Mov~ts and the Business Cycle (Cam­
hridge, 1929), thesis in the lJaIvard University library. 
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with low portfolios in the Bank of France, and the Bank discount 
rate, as we have noted, was increased only two or three times in 
the thirty-four years because of internal drain. In only one period 
- 1904 and 1905, years of expanding business - did large im­
ports of gold occur at the same time as large increases in the 
number of bills discounted in the commercial banks, but during 
this period the Bank discount rate did not increase, and the mar­
ket rate remained very low. In 1906, also a year of prosperity, 
gold imports declined and the market rate increased. 'In 1908, a 
year of mild depression in France, gold imports were enormous 
and discount rates low; while in 1909, IgIO, and IgII, years of 
prosperity, gold imports were low and market rates rising. Again 
in 1891 and 1894, years of depression, gold imports were large 
and discount rates low, while in 1895 to 18gg, years of prosperity, 
gold imports were low and interest rates rising. In almost every 
year from 1880 to 1913 gold movements of specie imports, dis­
count rates, and portfolios were the reverse of those noted in the 
case of England and the United States. 

The different relation of discount rates to gold movements in 
France demonstrates the relative insensitivity of the French 
credit structure. From 1902 to 1905 (inclusive) over one billion 
francs of gold coin and notes were absorbed into circulation, yet 
the Bank discount rate remained unchanged and the market rate 
decreased. In the next two years a billion more was absorbed. 
This time the Bank rate was increased, but not with the intent 
of attracting specie into Bank reserves; it was raised to prevent 
an effiux to countries with interest rates double that prevailing 
in France. The circulating medium was further augmented after 
:1900 by an increase in deposit banking; the number of checks 
issued in France almost doubled. But even this expansion of the 
effective circulating medium was not sufficient to reduce the ratio 
between total demand liabilities in France and the specie reserves 
in the Bank of France to the point where it was necessary to raise 
either the Bank or the market rate. 

The huge sums of gold that poured into France apparently 
neither caused nor supported so great an expansion of credit as 
similar gold movements would have done in England, the United 
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States, or Germany. MuCh of the gold was absorbed into circu­
lation. As has been noted, from I90I to 1913 three billions of 
gold and one and one-half billions of notes- were thus absorbed. 
Some of the gold may have been hoardecI during this period, but 
the comments of various financial writers are to the effect that 
hoarding had declined.1 There is no reason to suppose that the 
four and a half billion increase in money did not enter into hand 
to hand circulation; so large an addition is not surprising in view 
of the slight extent to which checks were used. The following 
replies by the head of Credit Lyonilais to questions regarding the 
check-using habits of the French people indicate the relative un­
importance of the check as a medium of payment. 

Q. What proportion of the business of France is done by checks and what 
by actual money? 

A. I do not know. 
Q. I understand none of the farmers or peasants will use checks? 
A. The use is extremely rare. 
Q. How about your tradesmen all through the small towns, and the 

doctor and lawyer and professional men; would they draw the money out 
and pay their bills in cash? 

A. Certainly; most of them. 
Q. How about the pay rolls of manufacturers? 
A. Always in money. 
Q. How do you pay your own employees? 
A. Always in money} 

Checks were used only for large transactions and only by the 
larger business houses. Each check issued was subject to a small 
tax; therefore the number of checks used in a year is known. The 
slight extent to which checks were drawn is shown by the table 
on page 334. From 1880 to I9I3 the number of checks used in a 
year increased from only four to fifteen million. The value of 
these checks can be only estimated, since there are no published 

I In the monetary interview with the head of Credit Lyonnais the question of 
hoarding was raised. 

Q. Do the French people hoard money as much as formerly? 
A. No; it is becoming more the custom to put money in the banks. Thirty 

yeaIS ago they kept the money at home. 
Q. The people are hoarding money less as banks and branches increase? 
A; Yes. - Monetary Interviews, p. 245. 
I Ibid., p. 248• 
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records except for checks cleared thru the Paris Clearfu.g House. 
Roulleau in 1912 made inquiries at all the large banks as to the 
average value of checks. He concluded that the average sum was 
5800 francs.1 It is obvious that checks were used only for very 
large transactions, and therefore played a limited role in the cir­
culating medium. In an attempt to ascertain the amount of 
checks which circulate daily, Roulleau also examined 1070 checks 
drawn on the Bank of France and classified them according to 
size and days elapsed between date drawn and date cashed. As 
regards size he concluded that in 1912 - in which year he esti­
mated that 5 billion francs had been drawn - the daily average 
value of checks in existence was 320 millions. Compared to the 
12 billions of money circulating in France this sum was relatively 
unimportant, even if allowance be made for the greater rapidity 
with which checks circulated. 

Since hand to hand circulation played so important a part in 
the daily transactions, its annual fluctuations ought to be a rough 
index of the movements of total purchasing power in France. 
Monetary inquiries have been periodically conducted with the 
purpose of determining the amount of money in circulation in 
France. On the basis of the results of the various investigations, 
Rist arrived at the following estimates of money in circulation: I 

(Millions of francs) 

1878 .......... ,. .......... 8300 ISg7 .••••••••••• 7230 
188S ...... .. .. . .......... 8228 1903··········· • 8720 
ISgI ""oo ....... oo ...... 6970 1909··········· . 10320 

From these periodic figures, with the aid of other data, I have 
obtained a fairly accurate measure of the annual movements of 
coin and notes in circulation. The base for calculation was the 
estimate of the specie in circulation in 1903. The monthly excess 
of imports of gold coin, gold bullion, and silver money was added 
to the monthly increase or decrease in note issue. To this sum 
were added again the monthly diminutions of the specie reserves 

1 Op. cit., p. S7. 
• C. Rist, La cin:ulation monEtaiIe fran~ et Ie mouvement des prix, Rev. 

d't.con. Pol, 1914. Vol a8, p. 276. 
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TABLE 34 

RATIO CD REsEIlVES '1'0 D~ CD mE, IKPOIlTANT ~ BANIS 011 

D~EIl 31 p' EAcH YEAll, 1888-1913 

De~of Cash :Roservm llatioofResones 
Four Baabl of Four Baab" to Deposits of 

V_ (KillioDo of fraaco) (Millioas of fraaco) FourBaab 

1888 ........................ 1315 100 7.6 
1889 ...... .................. 1219 121 10 • 

JIkp ........................ 1294 126 10.8 
1891 ........................ 1405 J42 10.1 
1892 ...... .. .............. .. 1568 JS7 10 • 
1893 ........................ -1489 146 9.8 
1894 ........................ 1741 166 9·5 
1895 ........................ 1626 197 12.1 
1896 .............. '"' ........ 1851 202 10·9 
1897 ........................ 1989 211 10.6 
1898 ........................ 2107 260 12·3 
1899 ........ .. ........ ...... 2229 256 II • 

1900 ........................ 2434 281 JI.6 
1901 .. .. .. .. .. .. .. .. .. .. ~ ... 2551 278 10·9 
1902 ...... ........ .. .. ...... 2659 264 10 • 
1903 ........................ 2919 251 8.6 
1904 ........................ 3604 300 8.3 
1905 ........................ 3538 388 10·4 
J906 ........................ 4059 384 9·4 
1907 .......... """ ........ 3688 324 8.8 
1908 ............. 4164 353 6.1 
1909 ............ 4371 331 7. 6 

1910 ............. 4782 363 7. 6 
19I1 ........................ 5002 502 10. 
1912 ............. 5137 487 9·5 
1913 ........................ 5380 478 8.6 

",,;.,.~ L7OJlII&ia. Comptoir Naticmal d'Escompte, Societe G&erale. Cr6Iit Jndustriel et Com­

I Cub hi b&nks and on deposit in the Bank of Fraw:e. 
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of the Bank of France, the increases being subtracted. Deduction 
was made for the sums of gold used in the arts, and addition made 
for subsidiary coinage. Since France produced practically no 
gold, the figures obtained by these calculations ought to give the 
annual movements of circulating medium in France.1 The figures 
are subject, of course, to errors arising from mistakes in the 
records of specie movements and in the inventory of the metallic 
stock in the base year 1903. These mistakes are unavoidable, but 
fortunately the latter source of error is not of consequence, since 

. for our purpose it is the changes in monetary stock, not the abso­
lute amounts, that signify. One further miscalculation creeps in. 
It has its source in the make-up of the cash in banks other than 
the Bank of France. We have noted that the banks did not dis­
tinguish between cash in their own vaults and sums deposited in 
the Bank of France. But the fluctuations in the "cash on hand 
and in the Bank of France" were not great. The annual move­
ment of these holdings of the four large banks, tabulated on 
page.209, shows a fairly steady upward trend, - with the excep­
tion of the year 1908, - but in no year before 1903 was the annual 
fluctuation more than 20 millions, and in only one year thruout 
the period - 19II - did it exceed 100 millions.- The error in­
volved in ignoring the coin holdings, therefore, cannot be large. 

The annual movements of the quantities of money outside the 
Bank of France, arrived at in the manner described above, are 
tabulated on page 2II. The figures obtained for the years 1891 
and 1909 agree fairly well with the estimate arrived at by Rist, 
but in the figure for 1885 there is a discrepancy of one billion 
francs. It is difficult to account for this great difference. From 
May 28, 1885, to April 22, 1891, the Bank of France reserves in­
creased only about 400 millions. To offset this there was an in­
crease in note issue of 300 millions,and a specie import excess of 
ISO millions. The coinage of silver and bronze during this period 
was negligible. Making an allowance of 200 million for gold used 

1 In order to make allowance for monthly Jluctuations, the median of the 
monthly movements was taken as representative of the quantity in circulation 
during that year. 

I These are figures for only the four largest banks, but these four banks received 
the bulk of the commercial deposits of the country. 
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TABLE 3S 

QvAJmTl' u Norzs .om GoUJ IX Flt.urcz Otmlmz m& Runt 01' Flt.urcz 
.om huc:B "ExPoRT" PucB 1!mEX. DlwIAnOH nOJl m& TlIBND 

(Millions of &ancs) 

2:.:ti~ Dmatioa &oIIl Dmatioa &oIIl V_ ~. the'lftBd Price 1Dda:' the'lftBd 

1880 ..................... 7240 -160 n6 
1881 .................... 7420 80 I22 S·7 
1882 .................... 7350 70 1:20 S·4 
1883 .................... 7430 210 n6 3. 1 
1884 .......... 7450 290 108 -2.8 
1885 .................... 7280 I80 104 -5·5 
1886 .................... 6870 -170 103 -4.8 
1887 .................... 6650 -330 99 -7.1 
1888 .................... 6370 -550 99 -5·4 
1889 .................... 6730 -130 102 -·7 

1890 .......... 6770 -30 105 4· 
ISgI .................... 6930 19o 102 2·7 
ISg2 .................... 7040 360 100 2·4 
ISg3 ~ ......... 7450 go 102 6. 
11194 .................... 7570 80 94 -.2 
ISgS ........... 7730 IIO 90 -2·5 
18g6 .................... 7880 130 go -.8 
ISg7 .......... 7820 -60 go .5 
18gB .................... 7780 -230 92 ·3 
1899 .................. 8000 -140 97 3·7 

19oo .................... 8210 -60 100 5· 
1901 .......... 8260 -140 97 ·5 
1902 ........... 8350 -180 96 -2.1 
Igo3 .......... 8760 100 97 -2·7 
1904 .......... 8850 60 96 -5·3 
Igo5 .......... 9200 -30 98 -4·9 
1906 ......•... g660 80 loa -2·5 
1907 .......... 10100 170 III S· 
1908 .................. , 102g0 10 105 -2·7 
1909 .................... 10SJO -100 108 -1·3 

1910 .......... 10760 -220 U3 2.1 

19U ..•....... 11220 -110 115 2·5 
1912 .......... 11620 -40 u6 2. 

IOIJ .......... 12300 270 n6 .J 

.....:.~~ 01_ ..... sold ia Fraace outside the Baat. of Fru<e. AmmaI a_ oflDllllthlr 

I Price ia Fraace of ......"",.rma subjoct to in_tiauaI campetiti .... 
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in the arts,1 the result is a decrease of money in circulation of 
ISO millions. The difference between Rist's estimate for 1885 
and for 1891 is 1300 million francs; whereas according to the 
reasoning above it ought to be less than 200 millions. It is very 
unlikely that in so short a time a billion francs of specie could 
escape the trade statistics; yet Rist's estimate for 1885 is close to 
estimates made for that year by Soetbeer, Haupt, and De Foville. 
The difference of a billion francs is puzzling and there appears to 
be no reasonable explanation for it. . 

When the annual movements of cash outside the Bank of 
France were plotted, it was found that the best trend lines that 
could be fitted necessitated breaking up the series into three 
parts. On the chart,page 213, the deviations from these trends are 
plotted against the deviations from the trends found in the price 
series of French commodities entering into international trade. 
The movements of the curves are not unlike, but the correlation 
is low. There are periods of several years - 1898 to 1902, 1904 
to 19Q8 - when the curves move together, but there are other 
years-I897, 1912, and 1913-when the movements are in 
opposite directions. In the last two years the increase in money 
and decrease in prices may be partly explained by the increased 
hoarding that occurred in those two years. For one period of 
eight years - 1882 to 1890 - the two curves move together with 
prices lagging one and two years behind the movements of money. 
but during the next five years money lags behind prices. The 
fact that these movements are deviations from trends, and that 
neither lends itself to a simple curve. makes comparisons less re­
liable; yet there appears to be enough similarity in the move­
ments to warrant a withholding of judgment as to the connection 
between ,the movements of the quantity of money in circulation 
and wholesale prices in France. 

The movements of circulating medium (deviations from the 
trend) were compared also with the movement of retail prices in 
France. an index based on prices of twenty-two commodities.-

I In %886 Soetbeer estimated this item for France at 21,000 kgs. per year. 
(Op. cit., p. 507.) This is higher than the officially recorded sums by several thou­
saDdkgs. 
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mostly foodstuffs,1 unfortunately the only index in existence 
covering that period. The quantity of money in circulation ap­
peared to follow this curve a little closer than it did the curve of 
wholesale prices, but here also the correlation is neither high 
enough nor low enough to warrant drawing definite conclusions as 
to their relation. 

DeY. 
J,filli"", from 
of FrlJlCll Trend 

400 • 

CHART 15 

ANNuAL MOVEHEN'l'S 0]' NOTES AND COIN OuTSmE THE BANI: OJ' 
FIANCE AND FlIENClI .. EXPORT" PlUCES, 188I>-I913 

- French "export" prices (deviations from trend) 
- - - Quantity of money in France outside the Bank of France (deviations from 

trend) 

It would appear, then, that the interrelations of specie flow, 
bank reserves, discount rates, bank portfolios, and prices yield 
no conclusive evidence as to the connection between French 

I L. March has made a study of the cost of living for five grades of French work­
ers, ranked according to income, for the years I880 to I910. In his Sa!aires et cot1t 
de l'ezistence l divers ~poques jusqu'en 1910 (Paris, 19U) the following commod­
ities were selected and weighted according to the amount consumed by a household 
of four persons of each grade of worker: bread, meat, lard, fish, butter, eggs, sugar, 
salt, rice, macaroni, cheese, milk, potatoes, dry beans, cooking oil, vinegax, coffee, 
chocolate, petrole, charcoal, and coal. One of the series is for a well-to-do house­
hold of nine persons and includes in addition to the above iteIns candles, gas, jam, 
pepper, tea, prunes, poultry, and delicatessen. All the series were combined for this 
study. See Table 59. ., 
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capital exports and 'prices. Lacking such evidence, the correla­
tion which we noted between merchandise movements and capital 
exports cannot definitely be attributed to the influence of foreign 
investments on merchandise movements. Nevertheless, there is 
no evidence that disproves such a causal relationship. It is en­
tirely possible that gold movements affected French prices thru 
their effect on hand to hand circulation. In such case diScotmt 
rates and bank. credit need not have played an active part in the 
connection between gold movements and prices. Certainly the 
fact that movements of prices of imports and exports correlate 
with capital exports and with merchandise movements strongly 
suggests a causal connection. Nor is the correlation between the 
quantity of circulating medium and prices sufficiently low to 
indicate that such a causal connection did not exist. The chief 
obstacle is the absence of correlation between the annual move­
ments of capital and specie, but it is possible, as noted in the 
preceding chapter, that a comparison of monthly movements 
would disclose a relationship which the annual figures do not. 
Without monthly data, however, the absence of correlation must 
be emphasized when evaluating the possibility that capital ex­
ports were the causal factor. 

We turn now to a consideration of another possible explanation 
of the correlation between capital exports and the movements 
of merchandise balances: the interpretation that merchandise 
movements caused the export of capital. 

There are several means whereby merchandise movements may 
modify the flow of foreign investments. The direct linking of 
loans with exports - that is, the extension of book credit to 
facilitate exports - would bring about an increase in foreign in­
vestments. The foreign investments of France, however, as we 
have pointed out, seldom arose out of such transactions, so that 
the possibility of a direct linking of loans with merchandise ex-· 
ports may be ignored. Again, an increase in foreign investments 
may be brought about thru the effect of merchandise movements 
on exchange rates. Thus an increase of imports would tend to 
increase the rate of foreign exchange. thereby making foreign in-
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vestments more expensive to the investor. An increase of 1 to 
i per cent in the price of a foreign bond caused by a rise in the rate 
of foreign exchange between countries on a gold standard may be 
sufficient to bring about speculative sales by bankers and ex­
change dealers. But it is hardly likely that so smaIl an increase 
will cause an investor to change his mind on the choice of secu­
rities. Besides, even if such smaIl changes were an element in the 
choice between foreign and domestic securities, they could not . 
have infiuenced French purchases of foreign securities issued in 
France; French foreign holdings consisted in large part of secu­
rities issued in France and kept in France. Altogether it appears 
that the amount of long-time foreign investments infiuenced by 
exchange movements could not have been large. 

Another possible means thru which foreign investments may 
be infiuenced by merchandise movements is the effect of mer­
chandise movements on discount rates. An· increase in merchan­
dise imports may bring about an increased export (or decreased 
import) of gold. The loss of gold may cause discount rates to 
increase, and may thereby make domestic securities a little more 
attractive to the French investor than foreign securities. But the 
relationship between discount rates and long-term interest rates 
is not at all close. Examination of the monthly movements of 
discount rates on sixty-day bills and of the price of bonds shows 

. no correlation to warrant the view that an increase in discount 
rates made the bonds more attractive to foreign buyers for in­
vestment purposes. Monthly movements of discount rates and 
stock prices do, however, show a negative correlation, tPo not 
very marked. Whether the downward movements in the price of 
domestic stocks attracted significant quantities of foreign invest­
ments (not speculation funds) is very doubtful. In any case, the 
French merchandise and gold movements give no indication of the 
sequence of increased merchandise imports, decreased gold im­
ports, increased discount rates. The sudden increases in imports 
which occurred in 1891, 1894, 1898, 1903. and 1911 because of 
poor domestic crops were not accompanied by a decrease of. 
gold imports save in two instances, and in both the discount rate 
did not increase. 
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A third possibility is that crop failures may be responsible for 
a decline in foreign investments. By necessitating extra expendi­
ture on additional food imports, they may check. the rate of do­
mestic savings. But the French figures offer no substantiation 
of this. In some of the years of poor harvests capital exports do­
show a decline, but in those years, except for 1903 and 1911, the 
per capita deposits in savings banks continued to increase. Again, 
during the years 1880-1886, when there were heavy imports of 
wine owing to the destruction of domestic crops, capital exports. 
showed broad fluctuations. Notwithstanding, crop failures, par­
ticularly when they are serious, as in 1910,1 curtail a country's. 
purchasing power. Thus the host of small savers, who largely 
constituted the French investing class, must have found it neces­
sary to spend a somewhat greater portion of their income on 
foodstuffs, and it is therefore quite likely that in certain years the 
suddenly increased imports due to crop failures caused foreign 
investments to be smaller than they otherwise would have been.1" 

There remains the final possibility that both foreign invest­
ments and merchandise movements were induced by the cyclical 
movement of business activity. During the upward phase of the 
business cycle all the familiar phenomena of prosperity appear, 
and among them increased investments. If the expanding do-­
mestic enterprise does not attract the additional funds, foreign 
investments increase. The industrial character of the lending­
country and the relative intensity of prosperity in other coun­
tries determine whether or not all the additional funds will be 
absorbed in domestic industries. There appears to be, however, 
no close correlation between capital exports and periods of pros­
perity. To be sure, French writers are not wholly in agreement. 
as to which were the years of depression and which the years. 

I The extent of poor crops in France in that year is suggested by the fact that 
the potato and grape crops decreased SO per cent. 

• Many of the farmers doubtless had their net income increased during years or 
poor crops owing to the higher price obtained for their products, but the price rise 
in such years was usually not great enough to compensate for the diminished crop' 
yield. In any case such gain in income was more than olIset by the decreased in­
come of other consumers who spent more on both domestic and imported food-
stu1fs. . 
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of recovery.' The numerous indices of various aspects of indus­
trial and financial activity presented in Aftalion's Les crises 
~riodiques de surproduction do not appear to justify anyone 
curve as representative of business activity. But it is possible to 
obtain a fair general picture of the French cyclical movements. 

CHART 16 
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CAPITAL ExPoII.TS AIm Fll.ENClI BUSINlISS AcTrvlTY, 1880-1913 

- Business activity 
Depression - - J 
Mild depression ... - 2 

Recession - 0 

- Capital exports 

Revival,... +1 
Mild prosperity ... +2 
Prosperity .... +3 

W. L. Thorp in his study Business Annals gives a conspectus of 
business fluctuations thruout the world.1 In his study, based OQ 

an extensive examination of pertinent sources, he classifies the 
years according to the various phases of cyclical activity under 
the heads of depression, mild depression, revival, mild prosperity, 

I See D. Bellet, Crises Economiques (Paris, 1918), Chap. XL 
• W. L. Thorp, Business Annals, Chap_ m. 
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prosperity, and recession. For the purpose of determining the 
relationship between capital exports and business activity, these 
rough classifications are sufficient. Given an ascending scale of 
values running from -3 for depression to +3 for prosperity, the 
curve of French business conditions is plotted against the curve 
of capital exports in the chart on, page 217. We find that the 
years 1882-1885 were years of depression. and they were years 
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BUSINESS ACTIVIT., 
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BUSINESS ACTIVITY AND CAPl'L\.L ExPoRTS, GlIEAT BJUTAIN, 188_1913 

- Business activity +3 = Prosperity -3 = Depression 
Source: Thorp, Business Annals 

•• • • Capital exports 
Source: J. A. Hobson, ~rt of Capital 

also of low capital exports; 1886-87-88-89 were years of revival 
and prosperity and years of increased capital exports; 1903-<>4-
05-06 were years of prosperity and rapidly increasing exports; 
but the remaining years show no marked agreement. 

A similar comparison of capital exports and business activity 
for Great Britain for the same period and for the United States 
for the years 1922-1930 appears above and on page 220. The data 
upon which both charts are based appear on pages 219 and 221. 
In the case of Great Britain there is discernible a positive corre­
lation between the two for many of the years. In the years 1885-
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TABLE 36 

CAPrrAr. ExPoltD AND BuslllESS AcrIVIn'. Flwia 
AND GllEAT BIUTAIN, :1880-:191:3' 

F ....... Great Britain 

Buainesa 
• Capital Exports 

Business Capi'&!ffil::" (Millions 
y- Activity> 01 fram:a) Activity > olpowuls) . 

1880 ................................ 3 120 0 4 
I88I ........................ :r: .... :a 720 2 33 
1882 ........................ " ...... 0 350 2 24 
1883 ................................ -3 235 0 17 
1884 ................................ -3 325 -3 41 
1885 ................................ -3 420 -3 34 
1886 ................................ -3 500 -2 61 
1887 ................................ 0 700 0 66 
1888 ................................ 2 800 2 74 
1889 ................................ :I 685 3 68 

llIgO ................................ 0 590 :I .8:1 
llIgr ................................ -:I 390 -3 48 
1IIg:l ............................ "" -3 490 -3 35 
11Ig3 ................................ -3 700 -4 40 
1894 ................................ -3 485 -3 :II 

JIIg5 ................................ -2 680 -3 22 

JIIg6 < ................................ 0 865 0 39 
11Ig7 ................................ :I 545 3 27 
11Ig8 ................................ 3 930 3 ;(7 
lIIg9 ................................ 3 810 3 28 

1900 ................................ :I 1000 :I 31 
1901 ................................ -2 1280 -:I 13 
190:1 .......................... .... -3 1080 -I n 
1903 ................................ 0 1300 -2 23 
1904 ................................ :I 1440 0 27 
1905 ................................ 3 1620 :I 6:1 
1906 .................. "" ...... 3 1790 3 104 
1907 ........................ """ 3 1220 :I 140 
1908 .............................. -~ 1500 -3 129 
1909 .............................. 0 1460 0 1I0 

1910 ............................... J 1830 3 ISO 

19u ., ............................. J 10 30 J 190 
1912 .............................. J 1340 .3 226 

1913 ......................... "''''' :I IIIO 3 

I a .- Prosperity, -5 - Deprasioa. Somao: Thorp, BuaiDaIs Armals. 
• So....,., J. A. &boaD. Expn 01 Capital. 
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1889, 1895, 1903-1906, I9OI}-1913 business activity was high or 
increasing and capital exports rose; in the years 1881}-1895, 1900-
1902, and 1907 business was depressed or receding, and capital 
exports declined. During the remaining ten scattered years the 
correlation is negative. In the United States, on the other hand, 
the correlation, such as it is, appears to be inverse. 1923 .. 1926, 
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BUSINESS ACTIVITY AND CAPITAL ExPoll.TS, UNITED STATES. 1922-19~O 

1929 were years of prosperity and low capital exports, while 1924. 
1927, 1930 were years of recession and depression and high capital 
exports. 

The absence of a consistent relationship between capital ex­
ports and the state of business activity in these two principal 
lending countries makes it difficult to evaluate the significance 
of the lack. of correlation between business cycles and capital 
exports in France. An absence of correlation does not necessarily 
mean an absence of causal relationship. There is reason to expect 
that the relationship between the two movements would differ 
according to the nature of domestic industry and the intensity of 
prosperity and depression. During a period of prosperity, ex-
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panding domestic industry absorbs additional funds. If the do­
mestic industry is experiencing a more rapid rate of expansion 
than industries in the borrowing or other lending countries, it 
may attract so great a proportion of the additional funds as to 
cause capital exports ~o decline, or at least to prevent them from 
increasing. If, on the other hand, the rate of recession or the in­
tensity of the depression is greater than that abroad, the domestic 
demand may decline so much that notwithstanding a decreased 
rate of saving there would be more capital available for export. 
Capital exports and cyclical movements of business activity 

TABLE 37 

?pital ea"taI 

DUBin ... (M"C Business etC 
Activity of dolIan) A.:tivity of dollara) 

1922 0 378 192 7 •••• .I 695 
1923 I -33 1928 •.••• 3 944 
1924 ••• -I 517 1929 •••• 3 306 
1935 ... S 621 1930 •••• -3 733 
1926 ... 3 181 

could hardly be similarly related in countries where the eco­
nomic pattern is different, or even in the same country over many 
cycles because of the differing degrees of relative intensity ex­
perienced by anyone country. In a country such as the United 
States or England, where there is a highly sensitive industrial 
life, we should expect capital exports to decline during periods of 
prosperity; whereas in a country such as pre-war France, with a 
rather sluggish industrial life, we should expect the contrary to 
be more often true. In anyone of these countries, however, the 
relative intensity of prosperity or depression, differing as it does 
from cycle to cycle, could hardly be expected to have the same 
effect on capital exports. The figures for France serve neither to 
affirm nor to deny the relationship. For some years a positive 
correlation did exist, and the fact that for other years it did not 
may perhaps mean only that other forces were more powerful in 
those years. 
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The movement of capital exports is, however, only one of the 
factors to be considered. Even if capital exports were closely 
correlated with business activity, it would yet remain to be ex­
plained why merchandise import balances should coincide with 
the movements of business activity; that is, why exports during 
the upswing-of the business cycle should increase more rapidly 
than imports. In the case of FIance a possible answer may be 
that other countries experienced greater intensity of both pros­
perity and depression. Those countries would consequently in 
times of prosperity increase their imports more rapidly than 
France would increase hers, and during periods of depression 
would decrease their imports more than would France. This, of 
course, would signify only if the cyclical movements in those 
countries coincided with the French cyclical movements. We 
find that England,Germany. and the United States, large im­
porters of French products, aU experienced more intense cyclical 
activity than did France. In England and in Germany the va­
rious phases of the cyclical movements, also, were in fairly close 
agreement with those in France, as the following table, taken 
from Professor Mitchell's study of business cycles,1 shows. 

Agreemmt Putial Opposition 
186r-IOI$ iDPhase Agreemmt iDPhase 

France and England •••••••••••••••••••• 54 34 u 
France and Germany ••••••••••••••••••• 46 42 u 
France and United States ••••••••••••••• 39 39 22 

France and England, Germany, United 
States, and Austria ••••••••••••••••••• 37 38 25 

It is possible that during the few periods of world-wide pros­
perity, when France was extending her foreign investments, Eng­
land, Germany, and the United States increased their purchases 
from France to a greater extent than France increased her im­
pOrts. Such a concomitant movement of merchandise and foreign 
investments, however. means only that under certain conditions 
of growing world-wide prosperity the French export surplus 
increased. It does not satisfactorily explain why the increase in 
the merchandise export balances approximated in amplitude the 

I W. C. Mitchell, Business Cycles, The Problem and Its Setting (New York. 
1930), p. 428. . 
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growth in capital exports. Some other factor or factors must 
have been operating to check. exports or to stimulate imports 
when the export excess in the lending country (or the import 
excess in the borrowing country) was persistently exceeding the 
amount of capital exported. The correspondence in the ampli­
tude of the two movements has occnrred much too frequently in 
the international trade of the countries that have been examined 
to be called accidental. If the approximate equality of ampli­
tudes is not accidental, then there must be a causal connection 
between them or between them and yet a third factor. 

But the evidence in the case of France is confused and supports 
clearly neither one' nor another expIa.n:a.tion. For the most part 
merchandise movements appear to· have been the dependent 
factor, but not invariably. Thus there are years in which sudden 
movements of merchandise caused by unusual crop conditions 
were the disturbing factor; once the price of the chief imports was 
heightened by a war and so modified the trade balance; once the 
imposition of high import duties caused imports to decline. But 
whether merchandise or capital movements were the causal factor, 
the question of the manner in which equilibrium was achieved 
still remains. It was with a view to discovering this mechanism 
that the monetary and banking phenomena were examined, but 
the results have proved chiefly negative. In trade with countries 
not on the gold standard, some approach to equihorium was 
doubtless secured thru the e1Iect of variations in exchange rates. 
Changes in demand schedules caused by transfers of purchasing 
power probably also served to aid adjustment, tho at times the 
direction of the flow of specie apparently caused demand sched­
ules to move in such manner as to retard rather than promote 
adjustment. The relationship observed between sectional prices, 
capital exports, and merchandise movements suggests that sec­
tional price changes likewise played some role; but the cause of 
the price movements is not revealed by the monetary and banking 
data, altho there are definite indications that changes in bank 
reserves and discount rates may be ruled out. The gold-flow­
discount-credit-price sequence of the ne<H:lassical theory appears 
to have been wholly absent. 



CHAPTER X 

BARTER TERJ.:lS OF TRADE 

ANYdisequilibrium in the balance of payments modifies, according 
to the neo-classical theory, the terms under which a country ex­
changes its exports for its imports. Thus an increase in the export 
of capital causes specie to leave the lending country; prices and 
incomes in the lending country decline; and exports sell at lower 
prices. while imports are purchased at higher prices.l The out­
come is a loss to the lending country in that its imports are ob­
tained under less favorable terms of exchange. The sequence 
assumes, however, that the adjustment of equilibrium is brought 
about thru changes in sectional prices. But in so far as adjust­
ment is effected thru changes in demand schedules, the loss does 
not necessarily occur; exports are sold not at lower prices, but at 
the same price or even at higher prices; while imports are pur­
chased not at higher, and perhaps even at lower, prices.t In so 
far, again, as both capital exports and merchandise movements 
are concomitant effects of the cyclical movement of business 
activity, the terms of exchange also need not become less favor­
able to the lending country; under certain conditions they may 
even become more favorable. 

The adjustment of the French balance of payments appears to 
have been brought about, as we have seen, in varying degrees 
thru the agency of all three forces: changes in sectional prices, 
changes in demand schedules. and changes in business activity. 
The extent, then, to which increases in capital exports worsened 
the terms at which France exchanged her exports for her imports 
must necessarily have been more limited than the neo-classical 
theory would lead us to expect. Moreover, altho the .net barter 
terms of trade are proximately determined by price changes, the 
cause of those price changes varies, and the interpretation of the 

I All these movements are, of course, relative. 
• See Chap. I; 
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change in the terms of trade varies with the cause. In the follow­
ing pages the terms under which France bartered her exports for 
her imports and the direction and extent to which those terms 
may have been influenced by the export of capital will be con­
sidered. 

The terms of trade, or, to use the more expressive phrase coined 
by Professor Taussig, "the barter terms of trade," may be de­
termined by a comparison of the physical volume of imports with 
the physical volume of exports, a comparison, that is, of quantities 
of silk, feathers, wine, and butter with quantities of coal, copper, 
raw wool, and coffee. At first thought such a comparison appears 
both meaningless and impossible. When, however, we compare 
the quantity of imports exchanged for a quantity of exports at a 
given time with the ratio of exchange at another time, the com­
parison becomes meaningful. Its significance lies in the quanti­
tative clwnges of the ratios, the barter terms of trade, in other 
words, may become more or less favorable than they were at some 
other given time. The use of index numbers makes this measure­
ment possible. 

Barter terms of trade, as Professor Taussig has pointed out, are 
of two kinds, gross and net.l Gross barter terms of trade apply 
to the relation between the physical volume of a country's total 
exports and the physical volume of her total imports; net barter 
terms of trade apply only to the relation between the physical 
volume of goods imported and the physical volume of goods ex­
ported in payment for the imports. H merchandise imports and 
merchandise exports are the only items in the international ac­
eounts, the net and the gross barter terms of trade will be the 
same. H, however, other items such as capital exports or indem­
nity payments appear in the accounts, not all the goods sent are 
in payment for goods received; some of the goods are sent with­
out any receipt of goods in exchange. In such case the gross and 
net barter terms of trade will differ. 

To illustrate the distinction let it be assumed that France im­
ports 5 billion francs of commodities. In order to pay for these, 

I For a mmplete discussion of the meaning of these terms and of the method of 
measuring them see Professor Taussig's International Trade, particularly Chap. 21. 
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France sooner or later has to export 5 billion francs of ~mmod­
ities (or services, or specie)~ Gross and net barter terms of trade 
are in this case the same. Now let it be further assumed that 
France wishes to invest'abroad a billion francs. She then has to 
export an additional billion francs of commodities, services, or 
specie in return for which sh~' receives no imports. In a year or 
two, or even sooner in some cases, there will be interest and divi­
dend payments due France asa result of those investments, but 
until then the exports are made without any ~mmodities or 
services being received in exchange. The gross barter terms of 
trade are then" the terms under which the physical quantity of 
total exports - representing 6 billion francs of monetary value -
is exchanged for the "physical quantity of total imports, repre­
sented by 5 billion, francs of imports; the net barter terms of 
trade are: the terms under which the physical quantity of im­
ports into France - represented as before by the 5 billion francs 
- is exchanged for the physical quantity of that part of the exports 
which was necessary to pay for those imports, obviously repre­
sented by 5 billion francs. 

In this chapter the gross barter terms of trade, that is, the 
terms at which France exchanged all her exports for her imports, 
will be considered. 

To ascertain the gross barter terms of trade it is necessary to 
have a measure of the movements of the physical volume of trade.' 
It can be obtained in two ways. The first is by means of a quan­
tity index series for imports and for exports. Such a series may 
be constructed according to anyone of the formulas customarily 
used in the measurement of quantity movements. For the import' 
index a group of imported commodities is selected. The aggregate 
of their quantities, weighted by their price in the base year, or by 
an average price over several years, is then compared with sim­
ilarly compiled aggregates of the quantities of the same commod­
ities imported during the other years under survey. The series of 
aggregates reduced to relatives presumably refiects the move­
ments of the quantities of all imports. 

The second method of measuring the movements of physical 
volumes of trade is by the process of deflation. Given an import 
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price index series and the money value of imports, the procedure 
is simple. After removing Jhe difference in the total value of im­
ports caused by changes in their price, there are left presumably 
the annual quantities of imports at the prices prevailing in the 
base year. That is, prices being kept the same as in the base year, 
changes in the total value of the imports presumably represent 
changes in the quantities of those imports. Dy reducing these 
aggregates to a series of relations, we have what purports to be 
an index series 'Of the physical volume of imports. 

The following figures for ~renchimports in the years 1885. 
1900, and 1913 illustrate the procedure by deflation. 

Becmde4 . ·~tedVal"" Relative 
Val .... at 1900 Prica ~:ti!. (MillioDa Im'i:e.: Pri<e (MillioDs 

y- of ......... ) of ......... ,. (1900 - lao) 
(z) (I) (3) (4) 

188$ ......... 42$$ 96 44,30 88 
19oo ••••••••• 4984 ICIq 4984 100 
1913 ......... ,. .... 8884 %22 7280 146 

Column l: gives the total money value of all the imports at the 
prices prevailing in the current year (i.e., importS of 188S at 
prices prevailing in 1885. imports of 1900 at prices in 1900, etc.). 

Column 3 gives the money values of those imports as· they 
would be at prices prevailing in the year selected as the base -
1900 in this instance. Column 3 is obtained by dividing Column 1 

(the total values at current prices) by Column 2 (the import price 
index). 

Column 4 contains the total values in all years at the price pre­
vailing in the baSe year reduced to relatives. These relatives thus 
measure the changes in totals due to changes in the quantities of 
imports. 

Both methods of measuring quantity movementS have dis­
advantages. In the method of deflation errors arise from changeS 
in the kind and quality of commodities entering into interna­
tional trade. The classifications in the trade statistics are at best 
crude. In spite of the constant refining, the total number of 
classes separately listed in the trade statistics of France was be­
fore the war less than 1500, - counting as two any item appear-
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ing in both imports and exports, - a number which represents 
only a small part of the total number of separate commodities 
that move in and out of France. Such items as electrical ma­
chinery, leather novelties, clocks, silk. cravats, and stoneware 
utensils - items which count as one but include commodities of 
highly diverse qualities and types - are illustrative of many of 
the classes listed. An increase, then, in the recorded value of such 
an item as "electrical machinery containing coils of insulated 
metallic wire" may be due to higher prices of that type of ma­
chinery, or to more machinery at the same price, or to better or 
different types of machinery at higher prices. Deflation will give 
good results only if either of the first two causes is responsible for 
the rise in total value. If a change in the type of machinery is 
responsible for the rise in value, the result obtained by deflation 
will not adequately represent the quantitative change; and since 
a good part of manufactured goods is subject to this kind of 
change, the range of probable error increases. It is mitigated, 
however, to some extent by the fact that an increase in the re­
corded import value due to an improvement in quality of ma­
chinery is very similar to an increase in quantity in that more 
labor or material is commonly required for the production of 
a superior article. But the possibility of error resulting from 
changes in quality is not wholly eliminated because, clearly. there 
is no necessary equivalence between improvement in quality and 
increase in quantity. 

Increases and decreases in the relative importance of com­
modities introduce a further source of error. The process of 
deflation assumes that the various commodities maintain their 
respective relative importance. In so far as they do not, the 
probable error is increased in range. In France the importance 
of some of the larger groups fluctuated not a little. For example, 
in the short space of ten years the food imports declined from 
32 to 2I per cent of total imports, while the imports of raw ma­
terials increased from S2 to 65 per cent. But this source of error 
is somewhat reduced in this study by the fact that the price series 
used in the deflation is weighted by the average of quantities 
entering into 'the imports. The series is divided into two parts: 



BARTER TERMS OF TRADE· .22~ 
1880-1900 and 19<»-1913. A different base is used in each, and 
the weights in each division are the average of the quantities in 
those years. Any change in importance as betw~n the two 
periods is therefore reflected in the different weights. Finally, and 
this constitutes perhaps the most important source of error, the 
method of deflation assumes that the price series used adequately 
represent the actual price movements. In SO far as they fail to do 
so. they lead to inaccurate results. 

The other method of measuring quantity changes in imports 
and exports - by the construction of quantity index numbers 
from the original quantity data - has disadvantages somewhat 
akin to those mentioned above. The heterogeneity of commod­
ities that fall under each official classification makes it necessary 
to eliminate a large share of the items listed. Raw materials, 
certain foodstuffs, and certain manufactured articles of a sim­
ple type are the only items that can be included in the index. 
The assumption is that the items selected are sufficiently repre­
sentative of the entire list. Unfortunately manufactured articles 
are hardly represented at all. Furthermore, the list of items that 
can be selected is again narrowed by the many changes in classi­
fication that took place in the French trade schedule. Finally, 
the matter of changes in the relative importance of commodities 
constitutes a S!>urce of error here as in the method by deflation. 
But this last source of error is here diminished in importance by 
the use of separate average weights (according to value) for the 
different periods. 

For this survey the index series for the physical volume of 
imports and exports have been constructed by both methods 
outlined above. The price series used in the index obtained by 
deflation are those especially constructed for the study.1 

The import and export quantity series and the price series are 
each composed of two separate series, one from 1880 to 1900 and 
the other from 1900 to 1913. The weights used in each of the two 
periods are in the quantity series, the average of prices for that 
period, and in the price series, the average of quantities for that 
period. The source of the data is the annual issues of the Tableau 

1 A description of these price series will be found in the following chapter. 
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Generale duCommerce et de la Navigation, an official publication 
of the French Department of Commerce. The index numbers were 

constructed according to the formula·: QIP" • The year 1900 is 
. ~QoPo 

the base year in both series. 
The articles included in the index series of 1880 to 1900 are as 

follows: 

Imports: Wool, Cotton, jute, hemp, flax, silk, rubber, linseed,· 
cotton seed, rape seed, coaJ, coke, petroleum, iron ore, pig iron 
bar iron, copper, lead, zinc, tin; cotton yarn, wool waste, mohair, 
horsehair, soda nitrate, copper sulphate, pyrites, potassium sul­
phate, ammonia sulphate, lead oxide, raw hides, kid skin, whale­
bone, catechu, mahogany, oak stavewood, oak timber, wheat, 
com, oats, barley, rice, foreign sugar, colonial sugar, coffee, cocoa, 
alcohol, beer, wine, tobacco, butter, eggs, flour, olive oil, cod liver 
oil, saffron, pepper, chicory, figs, raisins, salt pork, dried cod. 

Exports: Cotton, wool, wool carded or combed, wool waste, 
silk, silk floss, silk cocoons, woolen rags, jute bags, cotton yarn, 
silk thread, rubber, coal, iron ore, pig iron, steel rails, coke, tur­
pentine, construction stone, zinc oxide, cream of tartar, sulphate 
of copper, oleic acid, stearic acid, caustic soda, linseed oil, buck­
wheat, rye, barley, flour, sugar, butter, margarine, alcohol, wine 
ordinary, wine Gironde, olive oil, colza oil, dried cod, eggs, ~ 
tatoes, horses, poultry, fodder. 

The series for 1900 to 1913 contains in the import index all 
articles contained in the 1880 to 1900 index (except raw hides) 
and in addition the following: cellulose, tallow, lime, borax, super­
phosphate of lime, manganese ore, building stone, nickel, cotton 
fabrics, plain silk cloth, black silk cloth, paper pulp, leather, beef, 
beans, lard, peanuts, cheese. 

The export series for 1900 to 1913 contains all articles included 
in the export index of 1880 to 1900 and in addition: tallow, Swiss 
cheese, pork, beef, alUminum, cotton fabrics, superphosphate of 
lime, clay tiles. 

These quantity index series are tabulated on pages 232, 233. In 
Chart 19, page 231, both sets of import and export quantity series 
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are presented and contrasted. Considering all the possibilities 
of error in constructing a dependable quantity index for French 
imports and exports, the series obtained by the use of. the two 
different methods are in fairly close accord. Before 1900 there 
are, however, discrepancies. For the imports the years 188<;> to 
1890, and for exports the years 1883, 1892, 1896, and 1907, show 

110 
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10 
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CHART 19 

1806 1 .. 0 .,IS 

CoIO'A2ISOJI O. QuA!ITITY hmICES O. FuNCll EXPoJl.nI AND hIPoJl.nI 
OBTADIED BY DDtECT MEmOD AND BY MEmoD OJ' DEJ'LATION, 

1880-1913 (BASE 1900 = 100) 

Upper Graph: 
- Export quantity index (direct method) 
- - - Export quantity index (by method ~ deflation) 

Lower Graph: 
- Import quantity index (direct method) 
- - - Import quantity index (by method of deflation) 

the greatest differences. But the differences are mostly in ampli­
tude. In only a few years thruout the period are there serious 
differences in direction. The series between 1900 and 1913 are 
in closer accord, owing, doubtless, to the better price and quan­
tity data for the later period. 

The gross barter terms of trade are computed by dividing the 
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TABLE 38 

IND~ 0 .. QuANTITIES 0 .. FUNCK lKPoltTS, 1880-1913 

. (Millions of francs) 

3 4 5 
Estimated Value CoL 3 ltedw:ed ~7 Declared Im~~ at 1900 Prices toRei&ti915 

Year Value' Col. 1 + Col. 2 (1900=100) (1900= lao 

1880 5264 122 4310 86 96 
1881 5081 II4 4440 89 92 
1882 5047 1I2 4500 90 91 
1883 5021 106 4730 94 95 
1884 4538 101 4520 90 91 
1885 4255 96 4430 88 90 
1886 4370 94 4640 92 98 
1887 4202 97 4330 87 98 
1888 4297 99 4340 87 97 
1889 4518 103 4380 88 102 

1890 4655 106 4390 88 100 
1891 4997 102 4890 98 114 
189z 4381 95 4610 92 107 
1893 4032 94 4280 86 97 
1894 4045 85 4790 96 108 
1895 3934 83 4730 95 99 
1896 4050 81 5000 100 100 
1897 4227 82 5150 103 107 
18gB 4702 86 5470 no 120 
1899 4703 93 5150 103 107 

1900 4984 100 4980 100 100 
1901 4639 91 5100 102 102 
1902 4680 92 5080 102 102 
1903 5081 96 5350 107 log 
1904 4783 100 4780 95 100 
1905 5100 102 5000 100 I02 
1906 5970 Il2 5330 106 uS 
1907 6587 114 5780 lIS I22 
1908 5982 I02 5860 117 U9 
19o9 6631 108 6140 U3 uS 

1910 7572 II9 6360 u7 127 
19II 8489 1I8 7190 144 %42 
19u 8676 120 7230 144 137 
1913 8884 122 7280 146 141 

• Including correetions for probable underestimates. 
I See pages 145 II. for description • 
• Weighted by average value 18oca-lOOO and 1_1913. Indicoa obtained by the dinIct method. 
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TABLE 39 
~ 

lJiDBK ". QuAKTlTIES OJ' FuNcK ExPoJr.'lS, 18~1913 

(Millions of francs) 

6 , 8 41 10 
Estimated Val .... Col. 8 Redu<:ed ~tity Declared ~~ at 1900 Prices to Relatives cis' 

y- Value' Col. 6 + Col. 7 (1900 -100) (1900 =100) 

1880 3960 126 3140 67 74 
.%881 4054 122 3320 70 78 
"1882 4081 120 3400 71 77 
1883 3943 116 3400 72 67 
1884 3689 108 3410 72 74 
188S 3500 194 3360 71 71 

1886 3678 103 3570 7S 79 
1887 3686 99 3740 79 80 
1888 3696 99 3730 80 82 
J88g 4203 102 4120 87 92 

.%8g0 4280 IDS 4070 86 86 
18g1 4D94 102 4010 8$ 83 
.%8g2 3930 100 3930 83 89 
18g3 3681 102 3610 76 77 
1894 3538 94 3760 80 77 
18gS 3888 90 4320 91 83 
1896 3933 go 4370 92 78 
18g7 4166 go 4630 98 94 
18gS 4024 92 4370 92 86 
ISgg 478J 97 4930 104 100 

1900 47J9 100 4740 100 100 
1901 46u 97 4750 100 98 
1902 4881 96 5100 108 U2 
1903 4879 97 5030 106 103 
1904 5104 96 5310 II2 107 
1905 5596 98 5650 In US 
1906 6030 102 5910 125 II9 
1907 '6422 III 5790 122 123 
IgaS 5795 105 5520 u6 120 

1909 6550 108 6060 128 IJ4 

,1910 7136 II3 6260 132 142 
1911 69S4 1[5 6050 127 128 

1912 7669 116 6610 139 133 
1913 7883 II6 6800 143 IJI 

I Including CXJmlCtioDs for probable underatimata. 
• See page '45 for dacription. 
• Weighted b7 a_ wue 1880-1900 and I_lgll. India:s obtained b7 the direct method. 
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TABLE 40 

GROSS BAltTE1 TERlIS a. TRADE POR FRANCE, 1880-1913. oN mE BASIS a. 
OntCIAL AND OP COltltECTED STATISTICS a. hn>oRTS AND ExPoltTS I 

(Base 1900 = 100) 

z :I 3 4 
GnaBarter 

lteIatives of R.eIatives of GrosB_ TenDS of Trade 
, Imports at Ezports at Terms of Trade" CD Basis of Cor-

y- IlJOO Prices" IlJOO Prices' CoL. +CoLz _ted Statistics 

1880 ............................ 86 66 77 78 
1881 ............................ Sg 70 78 78 
1882 ............................ 90 72 80 79 
1883 ............................ 95 72 76 76 
1884 ...... ~ .................... go 72 80 80 
1885 ............................ Sg 72 81 80 
1886 ............................ 93 75 81 81 
1887 ............................ 87 79 91 go 
1888 ................ " .......... 87 79 91 92 

188g ...................... " "" 88 86 98 98 
18go .................... """ .. 88 86 98 97 
lSg1 ............................ 98 85 87 87 
1892 .... """ .................. 92 83 90 go 
ISg3 ............................ 85 76 go 88 
1894 ............................ 95 79 83 83 
ISg5 ............................ 95 91 96 96 
1896 .......... """ .......... " :100 92 92 92 

1897 ............................ 103 98 95 95 
1898 ............................ no 92 83 84 
:zSg9 ............................ IOJ 104 101 101 

1900 ............................ 100 100 100 100 
1901 ............................ 102 100 98 98 
1902 .. " .. " .......... " ........ 103 107 104 106 
1903 ............................ 106 106 100 99 
1904 ............................ 96 II2 u6 u8 
1905 ............................ 100 120 120 12I 
1906 ............................ 107 125 u7 u8 
1907 ............................ u6 122 lOS 106 
1908 ........................ II7 u6 99 99 
1909 · ....................... 123 128 I~ 104 

1910 · ........................ 128 133 104 104 
19U ............................ 144 126 87 88 
1912 ........................... 145 140 96 96 
1913 • ""I' ................... 146 143 98 98 

• Obtained by procesa of delIatioD. 
" 0.. the buia of ofIiciaIlt:otiati .. (i. eo DOt incIudi:D8cooaecticma). 
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TABLE 41 

CoIa.uusoJl 01' QuAllTlTY INDICES 01' F'RENCII ExPoJl'lS AND 

IKPoJl'lS Dl!.II.IVED BY DDIECr MEmOD AND BY 

MEmOD 01' DEl'LAnON, :1880-:19:13 

(Base 1900 =- 100) 

y- Jm~Seriea t~e8&~ &port Series 
Direct 

&port Series 
by DeIIatioIl 

1880 ............................ 96 86 74 66 
1881 ............................ 92 8g 78 70 
1882 ............................ 91 90 77 71 
1883 ............................ 95 94 67 72 
188.t ............................ 91 90' 74 72 
1885 "" .................. """ 90 88 71 71 
1886 ............................ 08 92 79 75 
1887 ............................ 98 87 80 79 
1888 ........................... 97 87 82 80 
1889 ............................ 102 88 92 87 

1890 ...................... 'II ... 100 88 86 86 
IBgI ............................ 114 98 83 85 
IBg2 ............................ 107 92 89 83 
18gJ ............................ 97 86 77 76 
lao. ............................ 108 96 77 80 
18g5 ............................ 99 95 83 91 
1896 ............................ 100 100 78 92 . 
IBg7 ............................ 107 10J 94 98 
IBg8 ............................ 120 110 86 9:1 
1899 ............................ 107 103 Joo 104 

1900 ...•.....•.... 100 100 100 100 
1901 .............. JO:l 102 98 100 
1902 ............................ 102 102 116 108 
1903 ............................ 109 107 103 106 
1904 ............................ 100 95 107 112 
1905 ............................ 102 100 115 1:11 
1906 ............................ 115 106 II9 125 
1907 ........................... 12:1 115 123 12:1 

.sgoS ............................ 119 II7 120 n6 

1909 ............. ;0 •••••• 125 123 134 128 

1910 ................. 127 127 1:4:1 132 
19I1 ................ ;0 142 144 :uS 127 
191:1 ................ IJ7 144 133 139 
1913 ............... 141 146 IJI 143 
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export quantity index by the import quantity index. In Chart 20 

below the gross barter terms of trade computed from the two sets 
of quantity series are compared. It will be seen that they agree 
better than the quantity series themselves. Thruout the period 
the direction of change is the same in all years except 1881, 1887, 

Index No. CHART 20 

125 

GlI.OSS BAllTEII. 'l'EtiIs 0'1 TllADE POll. F'llANCE, 188~I913 
(BASE 1900 = 100) 

Indices ted b della
' import quantity 

- compu y tion, export quantity 

Qu • • eli b dizect thod import quantity 
- - - antity m ces y me, export quantity 

1899,1907, and 1913. This by no means proves the accuracy of 
. both curves, - they may both err in the same direction, - but 
at any rate it gives no proof of inaccuracy. There appears no 
evidence that the two curves fail to represent fairly the quantity 
movements of imports and exports. • 

The gross barter terms of trade, it will be remembered, repre­
sent the ratio of the quantity of all merchandise exports to all 
merchandise imports, or rather the changes in those ratios.1 When 

1 "Let it be premised that they (gross and net barter terms of trade) in no way 
indicate whether a counby secures a large or a small share of the total gains which 
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the quantity of exports decreases relatively to the quantity of 
imports, the index of barter terms of trade drops; the terms be­
come more favorable. Chart 21, on which the gross barter terms 
of trade are plotted, shows the terms to be more favorable before 
1900 than after that year. True, the movement is not regular. 
The lluctuations are large; as explained elsewhere, there were 
sudden and irregular changes in imports (see Chapter VI). Never­
theless, there is discernible a less favorable trend between 1898 
and 19IO, the period which coincides, it must be noted, with the 
sustained increase pf capital exports. 

Gross barter terms of trade measure only quantities of goods. 
They do not, because of the difficulties of measurement, include 
services. This separation of goods and services is, of course, 
wholly arbitrary, for the transaction is in both cases the same. 
In the case of merchandise exports a Frenchman sends the prod­
ucts of his labor to a resident of another country, whereas in the 
case of tourist services, for example, the resident of the foreign 
country comes himself to France to get the products and con­
sumes them, or the major portion of them, in France instead of 
at home. In each instance the products of French labor are con­
sumed by residents of foreign countries. And in each instance 
the ratio of products exported to products imported may be 
greater or less at one time than at another. 

In the case of France services were an important item in the 
international accounts, and allowance must be made for their 
omission from the gross barter terms of trade. If the annual, . 
amount of those services were also subject to little lluctuation, 
the omission of services would not affect the gross barter terms' 
of trade. So far as these two conditions do not prevail, the signifi­
cance of the figures for gross barter terms of trade, when based 
solely' on commodity movements, is reduced. In the case of 

the international barter brings to all concerned - to other countries with which it 
trades as well as to itself - and which are divided between them. They only indi­
cate in which direction the accretion of gain is changing; whether the gain, whatever 
it be in a given year, is less or greater in that year than in previous years or in sub­
sequent years. It is changes, and changes only, both in the net barter terms of 
trade and in the gross barter terms, which we are able to follow." - Taussig, op. 
cit .. p.249· 
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France, tourist services, the principal item in the category of serv­
.ices, grew steadily from 1880 to 1913~ . The omiSsion of this item 
tends to make the gross barter terms of trade appear more favor­
able toward the end of the period and less favorable at the begin­
ning of the period than would be the case if tourist services were 
included along with commodity exports. The error, however, is 
mitigated by the probable increase in the price of those services 
from 1900 on. Services were increasing in total money value, but 
they were increasing, almost certainly, in prices per unit as well; 
therefore the change in the physical volume was less marked than 
the change in total value. On the other hand, during a greater 
Pat:t of the period from 1880 to 1900 prices of tourist services 
(such as transportation charges, hotel bills, food, and other 
things) were less than they were in 1900; and this in like manner 
makes up in part for the decreased value of those services before 
1900 as compared with the base year 1900. 

When the curve of gross barter terms of trade is compared with 
the curve representing the merchandise balance of trade, the re­
sult is what would be expected. It will be observed that there is 
an inverse correlation between the gross barter terms of trade and 
the movement of merchandise balances. At every increase in the 
import excess there is a decrease in the index of the gross barter 
terms of trade; the terms become more favorable to France. In 
view of the omission of shipping services in the compilation of the 
gross barter terms of trade and their inclusion in the curve of 
merchandise balances,l the inverse correlation suggests that in 
the case of France the absence of at least those services does not 
introduce serious errors in the gross barter terms of trade. 

The conclusions to be drawn from the movement of the gross 
barter terms of trade are comparatively simple, and of limited 
significance. Favorable or unfavorable gross barter terms o( 
trade seem to imply that a country benefits more or less accord­
ing to the direction in which the terms move. This may be true 
in so far as the change in terms has been proximately induced by 
relative changes in the price levels: as in the case of a capital ex­
porting conn,try, which may find its exports increasing relatively 

I See p. 52. 
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to its imports because its price level is declining relatively to price 
levels in some other coun~es. To the extent that imports in this 
case cost more relatively to money incomes, the country is worse 
off. But',if this is a.ll that gross barter terms of trade indicate, 
then net barter terms of trade, as we sba.ll see, are a better indi­
cator of the phenomenon. 
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It may be said, however, that favorable or unfavorable gross 
barter terms of trade imply something more. They seem to sug­
gest that a country having unfavorable terms - i.e. sending out 
more goods relative to the quantity of goods it is receiving - is, 
for the time, losing something. Writing of international loans, 
Professor Taussig says: 

The people of Great Britain (the lending country) send merchandise to 
the United States (the borrowing country), and add to the tangible equip­
ment of the Americans, or to their consumable goods, giving up for the time 
being some of their own possessions and adding to those of the Americans. 
But not only do they giw up something in this way - make a sacrifice, iflCfll" 
II loss, for the time being - but they incur a further loss in that the barter 
terms of trade become less advantageous to them.1 

I Italics not in the originaL 
It seems that Professor Pigou, as well as Professor Taussig, implies thatfonign 
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The inference that there is a loss, tho only for the time being, 
appears to me to be unjustified. A movement towards more or 
towards less favorable terms is brought about most commonly by 
changes in the volume of foreign investments. An increase in 
.foreign investments results in an increase in the export of goods 
or services relative to import of goods and services. In what way 
does this relative increase in the quantity of exports, which shows 
itself in the less favorable gross barter terms of trade, indicate a 
worsening of the well-being of the capital exporting country? For 
t~etime being, it is true, more goods are being exported relative 

.. to the imports. But the quantity of labor and of capital used in 
order to produce the goods exported on cap~tal account would not 
have yielded any more consumable commodities for domestic 
consumption if the same amount of capital had been invested at 
home rather than abroad. In either case an equivalent portion 
of the nation's productive forces would have been devoted to the 
production of commodities that would not yield consumable 
goods until some time in the future. If steel, for example, is sent 
from France to Algeria on credit, thus making the gross barter 
terms of trade less favorable to France, the immediate well-being 
of France is decreased no more than if the same quantity of steel 
were used instead in the construction of a factory in France. 
In both instances there is merely a sacrifice of present consump­
tion goods for future goods. Less favorable gross barter terms of 
trade due to increasing capital exports indicate merely that 

investments deprive labor of goods because the country is exporting more without 
importing more. Pigou writes that in the event of a British loan to foreign coun­
tries "the volume of things immediately available in this country will be dimin­
ished. This is practically certain to involve a direct injury to labour, either by 
making ,he things workpeople buy more BxpensifHI, or by reducing the supply of tools 
and machinery that help them in production." - Economics of Welfare, rev; ed., 
p. 708. The italicized phrase (not italicized in the original) seems to imply that there 
is a decreased supply of goods for labor, and therefore they become more expensive. 
But had the investment been made at home, the same proportion of the productive 
factors would have been devoted to future utilities. It is true, of course, that labor 
may lose because of the increased domestic rate of interest that may result from 
foreign loans, but I fail to see how - aside from the interest factor which will be 
discussed in a later chapter -labor would necessarily have any more consumer's 
goods if production for the future were carried on by domestic investment. In 
either case the investor, not the worker, postpones consumption. 
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present utilities in increasing amounts are being exchanged for 
future imported utilities instead of for future utilities produced 
at home.1 

Whether the investments are made at home or abroad, the'im­
mediate well-being of the investing country is being sacrificed for 
an expected increase of well-being in the future. The wisdom of 
devoting productive forces to future rather ~ to present util­
ities is not a problem of international trade. The question as to 
the wisdom of exchanging present for future goods exists whether 
capital is being exported and the gross barter terms of trade be­
come less favorable or whether capital is being imported anathl; 
terms become more favorable. In either case the movement of 
terms cannot be interpreted as an indication that such movement 
is favorable or unfavorable to a country's well-being. 

Nor can changes in the gross barter terms of trade that result 
from changes in the other items of the international accounts be 
so construed. Immigrant remittances, for example, may increase 
and thereby cause the gross barter terms of trade to become less 
favorable to the remitting country. But in this instance also the 
less favorable terms are not an indication of national loss. The 
residents of the remitting country would have had no more goods 
to consume had the immigrants elected to consume the products 
of their expenditures themselves instead of sending them abroad 
to their families. It may be'that immigrant savings would have 
been larger in the absence of remittances abroad, but the question 
of possible loss accruing to the nation from decreased savings is a 
problem quite independent of international trade. 

1 There is, however, this important distinction between investment at home and 
investment abroad: namely, that the repercussions on the distribution of national 
income among the various classes of income receivers, or even on the total income, 
may' differ according to the direction in which investments llow. This matter is 
discussed in Chapter XIII. 



CHAPTER XI 

BARTER TERMS OF TRADE, cominued 

THE modifications introduced by capital exports into the terms 
at which a country exchanges its exports for its imports appear 
not in the gross but in the net barter terms of trade. It will be 
recalled that net barter terms measure the physical volume of 
only those exports which serve to pay for a given volume of im­
ports. Thus, when a country's imports are rising in price (in 
terms of gold) and its exports dropping in price, it has to give a 
larger quantity (not value) of its exported commodities in ex­
change for a given amount of imported commodities; the net 
barter terms of trade become less favorable to the importing 
country. In such case the increase in the quantity of exports will 
not yield a return at some time in the future; it constitutes a 
definitive loss in the sense that it has been necessary to export 
more goods in order to secure the same quantity of imports. The 
case of the country whose net barter terms of trade are becoming 
more unfavorable is somewhat analogous to that of the farmer 
whose agricultural products are decreasing in price while the 
tools and clothing he buys are increasing in price. 

In order to compute the net barter terms of trade, separate 
series of prices for imports and for exports have to be secured. 
No such price series exist for France for the years 1880 to 1913. 
There is a price series for the years 1890 on (annual 1890 to 
1900 and monthly after 1900), published by La Reforme Econa­
mique,l but this series cannot serve as an index of either imports 
or exports because it is based on prices of both imported and ex­
ported commodities. There is also another series covering the 
years 1880 on. It is an annual series, published by the Statistique 
Generale de la France, based before 1905 on the import price of 

I For a description of this and other French index numbem see Index NumbeIS 
of Wholesale Prices in the United States and Foreign Countries, Bulletin of the 
United States B~u of Labor Statistics (Washington, 1921), No. 284, pp. 20,]-
116. . 
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45 articles.1 The prices were 'fixed by the Commission des Valeurs 
en Douane. After 1905 the index numbers were computed from 
the average yearly prices of the different articles in the interior 
markets of France. Purporting to be an index series of prices in 
France, it really is before 1905 a crude import index, since it was 
made of the prices of import articles. 

More dependable than this undesigned import price index are 
two series of index numbers constructed independently by A. W. 
Flux and by A. De Foville.2 These two series are both constructed 
according to a simple and ingenious method. The Department of 
Commerce publishes two sets of import and export figures: one 
a preliminary estimate, issued monthly, in which the prices of the 
preceding year are used in evaluating the commodities, the other 
a final estimate, made annually,. embodying corrections of the 
preceding year's prices according to the officially ascertained 
prices for the year for which aggregates were being constructed. 
By comparing these two aggregates an index number is obtained 
which is a weighted arithmetic mean of the prices of the commod­
ities entering into the section of the trade considered, the weights 
being determined by the relative importance in the trade of the 
different commodities. This link type of index has the disadvan­
tage of being weighted differently each year because of the chang­
ing quantities of each commodity, and there are drawbacks in 
using it to compare the indices of years widely separated. Yet for 
comparison of consecutive years the link type of index is very 
useful. The series constructed by Flux goes down only as far as 
1898, but a comparison of the two series shows them to be so 
nearly alike that the De Foville series can safely represent them 
both thruout the period. Both series are tabulated on page 244. 

None of these series were considered adequate for the purpose 
in hand and so an attempt has been made to construct some price 
series that might more accurately reflect the price movements in 

I See Annua.ire Statistique dela France, Vols. 1904. p. 151, 1907. p. vii, and 1912, 
p. 223. These contain descriptions of changes made in the series. 

• A. De Foville, Variations des prix en France de 188I a. I910, Bull. de l'Inst. 
Inter. de Stat. (1912), Vol. 3. p. 220-

A. W. Flux, Price Movements in Foreign Trade of France, Royal Statistical 
Journal, 1900, Vol. 63, p. 4111. 
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TABLE 42 

FRENCH IIlPORT AND EXPORT INDICi;S OF DE FOVIJ.LE AND FLux 

De Foville Fluz 
Base 1000 =: 100 Base lSo3 = 100 1803 == 10.1.1 

Year Export Import Import Export 

1880 ............ 
1881 ............ II4·9 129.9 130 • II3·3 
1882 ... ~ ............ Il3·8 124.7 126.1 II2.6 
1883 ............ III·5 126. 121.2 IIO·4 
1884 ....... 91··· loS. I 1I5·6 II6.4 106·4 
1885 ........... 104. 6 II2·3 1I2·9 103. 2 
1886 ............ 103.4 III. 7 II2.2 101.6 
1887 ........ $ ••• 101.2 105. 2 105. 8 99·7 
1888 ............. 102·3 106·5 107. 2 100.8 
1889 ........... 104. 6 IIo.6 1I0.8 103.3 

1890 ............. ~05.8 I10·4 III.I 104·5 
1891 ........... 103.5 107.8 107·7 102·1 
1892 ........... 101.2 101.9 102.2 99.8 
1893 ........... 101.2 100. 100. 101.1 
1894 ........... 95·4 93·5 93·5 94.6 
1895 ........... 95·4 87.1 94· 94. 2 
1896 ............ 95·4 8,. 93· 94. 1 
1897 ............. 93. 1 85·1 92. 1 92. 2 
1898 ........... 93·1 87·7 94· 92.3 
1899 ........... 98 .9 94. 1 
1900 ............ 100. 100. 

1901 ........... 96 • 92.8 
1902 ............. 96.6 92. 2 
1903 ............. ga·3 95·4 
1904 ............ 97·7 94. 8 
1905 ........... 100 • 96.7 
1906 ........... 104·4 104. 1 
1907 .. " ............... 105·4 107.1 
19o5 ...................... 100·9 99. 2 
1909 ........... 104. 6 103.7 

1910 .......... '"' .. ~ .... . loS.1 1I0·5 
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exports and imports. Two separate series were constructed for 
imports, and two for exports. One pair (expo~ and import) 'waS 
based on the prices of import and export commoditi~ as estab­
lished by the Commission des Valeurs en Douane. These prices 
are, as explained above, simple averages of the prices of the pre­
ceding year. The classifications usually included many varieties 
of qualities and sizes, and according to the departmental assistant 
chief, there were no written instructions to the various commis­
sions as to the method of obtaining the average price for the 
commodities included under each classification.1 

The official evaluations established by the commission were 
used in one pair of series. The prices were weighted by the aver­
age of the quantities of that class imported or exported from 1886 
to 1900 and from 1900 to 1913- These price series are a duplicate 
of the quantity series described on page 230. The articles, years, 
and source of data are the same. The weights in the case of the 
price data' are the average of quantities imported or exported 
during the period. The formula according to which they are 

• ~P1QO 
computed}s ~Q .' 

.. Po 0 

The second pair were based on the wholesale prices of specific 
articles --'i.e. specific quality - as published in various trade 
and financial journals. Of the second pair only the import series 
was weighted, the weights being similar to those used in the first 
pair. The export price series contain many French commodities 
which are important in domestic trru;le but not important as ex­
ports. Their inclusion reduces the accuracy of the series as an 
index of the price movements of exports, but is necessitated by 

1 One of the assistant chiefs of the department, who was in charge of that par­
ticular work, stated in an interview with the writer that the price used for coffee, 
for instance, was an arithmetic average price of all coffees, each grade being weighted 
by the amount imported. He was not certain whether this method of averaging 
had been, used from 1880 on, and ventured the opinion that each sub-group (there 
were a score or more, each group re>;ponsible for a particular class of articles, e.g., 
textiles, metals) had used the same method, altho there were no written instructiOns 
on that point. The original price data as used by the commission were not avail­
able, altho in some few cases the detailed prices computed by the chambers of com­
merce who assisted the commission were published in their respective annual and 
monthly publications. . 
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the paucity of adequate export price data. Notwithstanding, the 
series appear to be less crude than the other export indices. 

The years, base, and formula used in the import index series are 
the same as those described for the previous import series, but 
the articles included are not entirely the same. When the prices 
quoted include the import duty, the amount of such duty has 
been deducted if the duty was changed during the period covered 
by the index series. The articles included in the import index 
of 1880 to 1900 are as follows: wool, cotton, cotton yarn, flax, 
hemp, jute, silk, silk thread, worked silk, rubber, hides, petroleum, 
copper, lead, tin, zinc, iron ore, pig iron, bar iron, coal, oak 
timber, wheat, oats, barley, com, rice, sugar, coffee, cocoa, to­
bacco, wine (beginning with 18(0), beer, linseed, nitrate of soda, 
ammonia sulphate, copper sulphate, dried figs, raisins, cod liver 
oil. The import index for 1900 to 1913 includes those listed above 
and also the following: butter, eggs, ham, potassium sulphate, 
olive oil, saffron, pepper, peanuts, cheese, lard, tallow, sulphur, 
borax, superphosphate of lime. 

The index of French domestic commodities entering into inter­
national trade and based on wholesale prices prevailing in French 
markets includes: coal, iron ore, pig iron, sheet iron, steel 
rails, zinc, turpentine, charcoal, kindling wood, tallow, candles, 
raw silk, worked silk, black. crepe silk, black. satin, black. soap, 
beef, lamb, mutton, pork, poultry, wheat, buckwheat, barley, 
rye, oats, com, hay, straw, potatoes, yinegar, butter, eggs, wine, 
alcohol, sugar, flour, dried peas, lentils, colza oil. 

In the years from 1890 to 1900, constituting a separate index, 
the articles enumerated above are included and also the following: 
wool yarn, cotton yarn, linen tissue, linen yarn, silk organzine, 
cotton cloth, muslin, flannel, stearic acid, oleic acid, glycerine, 
soda, carbonate, raw wool, raw cotton, sulphuric acid, raw hides. 

In the index series for the years 1900 to 1913 the articles enu­
merated for the years 1880 to 1900 and 1890 to 1900 are included 
and also the following commodities: iron pipe, iron pillars, caustic 
soda, slate, superphosphate of lime, kaolin, cream of tartar, fish, 
vegetables, cheese, olive oil, margarine. 

The combined series are tabulated on page 248. In Chart 22, 
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below, the import price indices of De Foville, the series based on 
market quotations, and the series based on the official evaluations 
are compared. The movement of the three series is very similar. 
The movement of the import series based on official valuations 
parallels very closely De Foville's series. This is to be expected 
since both are based on similar data. The weights are, of course, 
different, and De Foville's index includes the prices of all imports 

IDcIaNo. CHART 22 

I." I ... 16 .. I ... 1100 ... 1110 ISIS 

CoJooAltISOH op SolIE l'JucB SElUES OP FlIxNCII hIPons. 1880-1913 
(BASK 1900 = 100) 

•••• De Foville's index 
-- Avemge of monthly market quotations (weighted) 
-.-. Official annual evaluations (weighted) 

whereas the series based on official evaluations includes only a 
relatively small number. Their concordance suggests that either 
series reflects the price movement of imports with a fair degree 
of accuracy. The series converge as they approach the base. This 
also is doubtless due to the fact that De Foville's indices are of 
the link type which are better for consecutive year comparisons 
than for comparisons of widely separated years. The series based 
on market quotations move in the same direction as the other series 
in all but a few years. In 1885. 1896, and 1902 the series move in 
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TABLE 43 

FIENClI IKPoJtT AND ExPOltT PRICES, 1880-1913 

(Base 1900 = 100) 

4!1 Com- 77 Com- 04 Com-
modities modities modities 

Impart Ezport ~19I3 11I9o-I11I3 .,.,.,...11113 
Year • 1I 3 4 5 6 

I~80 122·3 II9·7 II9 12S·7 
:r8S1 114·3 II6.8 1I8 122.2 
1882 112·9 1I2.8 II7 120·3 
1883 106.1 106.5 In 115·9 
1884 101·S lor.6 lOS 108·5 
1885 96•2 98.6 101 103.7 
1886 94. 2 98•2 98 103. 1 
1887 97·2 95·3 96 99·S 
1888 99·4 9S· 1 101 98.9 
18Sg 103.6 101. 103 102·4 

ISgo 106.2 102.2 106 103.6 104-·9 
ISgI 102·3 98.7 98 103. 102·3 
ISg2 9S· 1 93. 2 92 102·4 99·7 
lSg3 94·5 Sg.7 97 105·2 101.8 
18g4 84·7 86. 86 9S. 6 94· 
lSgS 83·3 84·9 87 90.8 Sg.6 
18g6 80.8 8S·9 86 88·9 Sg·7 
lSg7 81.6 86·4 88 91.5 Sg.6 
lSg8 86. 89·4 93 9S· 2 92 • 

1899 93·5 92.7 98 99. 2 97. 2 

1900 JOO. 100. Joo JOO. 100. 100 .. 
1901 91•2 89·9 92 97·7 96.7 97. 2 
1902 92• 88.8 93 g6.4 96.6 96.5 
1903 96• 92.4 96 97·3 98. 97. 2 
1904- Joo.2 92. 98 93.6 96.7 g6.6 
19o5 102·4 93· 101 100.8 98.6 g8.1 
J906 II2·3 100.2 lOS 101.4 102·3 102. 
Ig07 II4· 1 105.9 104- 110·7 U3- IIo.8 
1908 102.1 9S·4 98 101.6 104-·4 10S·1 
1909 108.6 101. 104- 108.1 108·9 108·3 

1910 II7·7 107·3 106 112·7 114.1 113. 2 
1911 :118.4 108.7 107 114·4 n7·3 nS·2 
IgI2 120·4 112·3 107 i16. U7· 2 II6.I 
1913 122. II2·4 103 II3· 2 II6.S II6. 

;Impart price weighted by the avenge IjIWllity of imports.. Soun:e of prices, market quotalioDs. 
• Impart prices weighted os aboYe. Soun:e of prices, official evaluation of imports.. 
• Ezport prices wtighted as above. Soun:e of prices, of6cial evaluation.· 
..... Ezport eommodi!i<s "unweighted." Soun:e of prices, domestic IIUIlket quotations. 
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different directions, but the extent of these differences is not great 
enough to cast doubt on the utility of the series. . 

In Chart 23 below the serles based on 45 commodities from 
1880 to 1913, 17 commodities from 1890 to 1913, and 84 com­
modities from' 1900 to 1913 are compared. They follow one an­
other clQseIy enough to show that the absence of a score or more 
of commodities from 1880 to 1890 does not make any significant 
difference in the series. 

IDcIe&No. CHART 23 

I. 

'1" lel$ .. 10 1910 1113 

DOHESTlC MAllxEr PuCES o:r FUNCB: ExPoRTS, I88G-I9IJ 

- 49 commodities •••• 77 commodities -.-. 94 commodities 

In the export price index series plotted on Chart 24, page 250, 
the three curves also run fairly close to one another. This is some­
what surprising, because the commission is generally believed to 
have exercised less care on the collection of price data of exports 
than of imports and because the series are all weighted' differ-

. ently. In the years 1895. 1904. and 1907 there is a difference in 
direction of these two curves; but here again the difference is not 
sufficiently marked to invalidate the utility of any of the series. 

From the index numbers based on market values the net barter 
terms of trade are computed by dividing the import price series by 
the export price serles. When the index series rises, the net barter 
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terms of trade become less favorable to France; when the series 
drops,. the net barter terms of trade become more favorable to 
France. The result is tabulated on page 252 and presented in the 
Chart 25, page 251, where it is compared with gross barter terms 
of trade. It will be noted that the terms grew less favorable to 
France between 1886 and 1888, more favorable between 1891 
and 1894, and continued to grow less favorable from 1897 to 1906, 

lnduNo. CHART 24 

80 

.eeo ,au 1- 'I~ '1'0 'I'S 

COJIPAlWlON 01' SOlIE PRICE SERIES 01' FnNCB ExPoRTS, 1880-19 13 
(BASE 1900 = 100) 

•• •• De Foville's index 
- Annual average of monthly market quotations 
-.-. Official annual evaluations (weighted) 

with the interruption in 1900. After two years of a downward 
trend the terms again grew less favorable. The conformation of 
the curve follows that of the gross barter terms, but in the period 
before 1900 in a much modified form. The outstanding result is 
that the net barter terms of trade were less favorable after 1900 
than before. 

What is the significance of these oscillations in the net barter 
terms of trade? It will be remembered that when the curve rises 
France was giVing an increasing physical volume of commodities 
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in payment for a given amount of imports; the net barter terms 
of trade were becoming less favorable. This would happen when 
import and export prices were either both rising or both falling 
so long as import prices were rising more rapidly or falling more 
slowly than export prices. When the less favorable net barter 
terms of trade are proximatdy caused by import prices falling 
more slowly than export prices, the following is true: for every 
hundred francs (gold) France received for her exports she was 

hdcaNo. CHART 25 
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~ ~/, A .," .'GROSS BARTEll 
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, "~V ',,""" 
JS' " ., U 

" ''I' 
8$1::: .. '-:ao ....... - .. ~H-----"::I.~IO~ ....... I~8tL..5---:I ...... O .... O---IJO ..... --I ..... IO...-.~1.13 

GJlOSS AND NET BAlIDlt TnKS OY TuDE YOll hANCE, 1880-1913 
(BASE 1900 = :100) 

- Net barter tenDs of trade (market prices) 
- Gross barter tenDs of trade (direct method) 

giving more goods than she had been previously, while for every 
hundred francs she paid for her imports she was not receiving as 
much more as she was giving. When both import and export 
prices rise and the index of net barter terms also rises, the de­
scription of the change has to be set in different terms. Instead 
of giving more goods for every hundred francs received, France 
was giving less goods. but in return she not only received a de­
creased quantity of goods for every hundred francs paid out, but 
the decrease was greater in her impOrts than in her exports; the 
terms were becoming less favorable. 
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TABLE 44 

ANNuAL NET AND GlI.OSS BAlI.nllI. TEIms OF'TlI.ADE FOll. FRANCE, 1880-1913 

x " 3 
Net Gross Barter Gross Barter 

Barter Terms Terms of Trade. Terms of Trade • 
Year of Trade' (Indirect Method) (Direct Method) 

1880 ........ ~ ........................ 97 '18 76 
1881 ..................... 93 78 84 
1882 ..... -............... 93 79 85 
.883 .................... 91: 76 '10 
1884 .................................. 93 80 81 
1885 ..................... 92 80 79 
1886 .................................. 91 81 81 
188'1 .................... 98 90 82 
1888 .................. 0-............ 100 92 84 
1889 .................... 101 98 90 

1890 ................................. 101 91 86 
1891 .................................... 100 87 73 
1892 ................... 95 90 83 
'1893 .................. 92 88 80 
1894 .. ' ................................ 90 83 71 
1895 ................... 92 96 84 
1896 .................................. 90 92 '18 
1897 ................ 0'0 ............... 90 95 88 
1898 ................................ 93 84 72 
1899 .................... 96 101 92 

1900 .......... \ ......... 100 100 100 
1901 .................................. 94 98 96 

, 1902 ................................... 96 106 :nO 
1903 ................................... 99 99 94 
1904- ................................ 104- u8 I07 
1905 .......... '" ... ~ .............. 104 121 II2 
1906 ........................ lIO lI8 104-
1907 ...................... 103 106 10I 
1908 .... ~ ............................. 91 99 101 
1909 .............. '" ................ 100 104- 107 

1910 ................... I05 104 1I2 
I9II .................................. 103 88 90 
1.912 ............................... '"' 103 96 97 
1913 .................................. 105 98 93 

1 Import price indez divided by export price series • 
• Col. 9. Table 39. $livided by Col. 4. Table 38 • 
• Col. 10. Table 39. divided by Col. 5. Table 38. 
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. Changes in net barter terms of trade are proximately due, of 
course, to changes in prices, but the causes of the price changes 
may vary, and the significance also. H imports are rising in price 
more rapidly than exports, the causes may proceed ~ntirely from 
monetary and banking phenomena, or they may be due to an 
increased real cost of production of the important commodities 
imported. To illustrate: a country's imports may consist largely 
of certain foodstuffs or certain raw materials the real cost of pro­
ducing which -let it be assumed - is increasing. Its exports, 
on the other hand, may consist largely of certain manufactured 
products the real costs of producing which are not increasing 
so much as those of imported foodstuffs, or not increasing at all. 
The result when converted into money terms would be an in­
crease in the price of those foodstuffs or raw materials greater 
than the increase in the price of those manufactured products -
or the increase in price might only be relative. The country im- . 
porting mostly foodstuffs and exporting mostly manufactured 
articles would have to give an increased quantity of the products 
of its labor in exchange for a given quantity of imports; While 
the net barter terms of trade would be l~ss favorable, they would 
be less favorable not for any reason connected with international 
trade or the international balance of payments, but solely be­
cause the real costs of production of foodstuffs had increased.1 

On the other hand, the difference in price may be due not to an 
increase in the cost of the imported foodstuffs, but to a decrease 
in the real cost of production of the exported manufactured arti­
cles. In the instance of the absolute as well as relative increa,se 
in the cost of foodstuffs, the country whose net barter terms of 
trade are becoming less favorable is really worse off; it has to 

I Keynes believed that the net barter terms of trade for England were growing 
less favorable after 1900 and claimed that this was due to the increased real cost of 
raw products, which constituted a very important part of English imports. He 
considered it to be evidence that the operation of the law of diminishing returns for 
raw products had set in. - Economic Journal, 1912, Vol. 22, p. 630. 

Beveridge, discussing the above article, pointed out that the increasing relative 
cost of foods and raw materials may be not due to increasing real costs of raw ma­
terials but to the decreased real costs of manufactured goods. - Sir W. Beveridge, 
[(eynes' Evidence for Overpopulation, Economica, February, 1924, p. t. 
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expend greater effort to obtain the same quantity of imports. 
In the instance of only a rdative increase in the costs of food­
stuffs, it is neither better nor worse off (so far as international 
exchange of commodities is concerned); it gives more goods in 
return for the same quantity of imports as before, but the in­
creased quantity of exports costs no more to produce than the 
smaller quantity did. It gains, of course, in its domestic consump­
tion, by the decrease in the cost of production of those goods that 
it produces at a lower real cost. When the net barter terms of 
trade become less favorable because of the rdative increase in 
real costs of production of imports, the consumers of those com­
modities get less of them in exchange for a given amount of their 
labor, but they do so whether they are in the importing or the 
exporting country. When, for example, copper rises in price 
rdative to other commodities, all copper users, whether in the 
United States or France, get less of it in exchange for their prod­
ucts. H copper forms an important dement in French imports, 
the net barter terms of trade would to that extent become less 
favorable. But the inference that France would thereby be worse 
off than the exporting country would be quite erroneous. The 
country exporting copper may experience as great a loss or even 
greater, depending entirdy upon the amount of copper it con­
sumes. 

Thus, when the cause of a change in the net barter terms of 
trade is a change in the real costs of production, less favorable 
terms may not indicate that the country is worse off because of 
that change. Indeed, it is possible for a country to secure a larger 
share of the gain from the international exchange of goods even 
tho its net barter terms of trade are becoming less favorable. This 
may occur when the dasticity of the foreign demand for exports 
(whose real costs of production have decreased) is high and the 
reduction in the real costs of production is also high. Under such 
circumstances more exports would have to be sent out to pay for 
the given quantity of imports. But the real cost of production of 
the total larger quantity of exports might be less than the cost of 
the smaller quantity. In terms of money the total value of im­
ports and of exports would be equal, yet the net barter terms 
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of trade would have become more unfavorable because the index 
of imports would have declined less than that of exports. Not­
withstanding the less favorable terms of trade, the exporting 
country would be better off for two reasons: (I) it would be 
obtaining its imports at a lower real cost, and (2) it would 
expend less in real costs for export commodities consumed at 
home. 

An illustration of such a situation (in the form of a table) may 
serve to indicate the various effects of changes in the real costs of 
production on the net barter terms of trade and also the interpre­
tation of those terms, 

Let it be assumed that a country's exports consist chiefly of 
copper and imports chiefly of rubber. The following tabulation 
is assumed to indicate the conditions of trade before a radical 
change in the cost of production of copper occurs. 

~ ~~ Total Total 
Days' .!~ Value Labor 
Labor perT ... Abroad EopoNd (!r~) (lODS> 

Copper .• 10 $4 $40 1,000,000 $40,000,000 IO 

Rubber •• 20 a 40 1,000,000 40,000,000 20 

Net barter teIms of tmde = too 

Now assume a 2S per cent decline in the real cost of production 
of copper and an elastic foreign demand for copper. The follow­
ing situation represents the final outcome - the outcome after 
adjustment in the balance of payments has occurred. 

~ ~~ Total Total 
Days' .!~ Value Labor 
L&bor per TOIl Abroad &part..a ~~). (1oDs) 

Copper •• S $4.25 $34 1,177.000 $40,000,000 8., 
Rubber •• 20 1·90 38 1,052,000 40.000,000 20.1 

The final outcome shows the net barter terms of trade 

(

un_' -"po,--rt_p~n.".." c_e) to have become less favorable. Formerly they 
exportpnce 

were 100; in the final situation they are I12, Notwithstanding 
the less favorable net barter terms of trade, the copper producing 
country benefits by the change, It secures its imports at a lower 
real cost. It expends 8.9 million days' labor for 1,052,000 tons of 
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rubber, whereas before it expended 10 million days' labor for 
1,000,000 'tons of rubber. 

The reader will recognize the many combinations of given con­
ditions . possible: 'changes in relative elasticities of demand; 
changes in real costs of production; changes in the total value of 
the exported commodities, the real costs of producing which have 
changed; changes in the ratio of those commodities to other ex­
ports. Each set of conditions would result in different net barter 
terms of trade. The many possibilities have engaged the atten­
tion of some mathematically minded economists 1 who have 
usually worked out the possibilities of changes in reciprocal inter­
national demand and in real costs of production not in terms of 
money prices and money incomes, but in terms of bar.ter.2 It is 
hardly necessary to consider any more of the possibilities here. 
It is important only to note that when the cause of changes in the 
net barter terms of trade is changes in the real costs of production, 
the movement of the net barter terms of trade cannot by itself be 
interpreted as indicating that a country is W9rse or better off. 

When, however, the relative price' changes are a result not of 
changes in the real costs of production, but of monetary influences 
connected with international trade, the movement of net barter 
terms of trade has a quite different significance. A relative in­
crease in import prices caused directly by monetary· factors 
means that the importing country is receiving a smaller quantity 
of imports per unit of export, altho the real cost to the exporting 
country of producing those imports has not risen. The exporting 
country in this instance gains what the importing country loses. 
Nor does it matter - as it did when changes in relative prices 
were due to changes in real costs - whether the net barter terms 
of trade are growing less favorable because imports are rising or 
because exports are dropping in price. In either case the loss is 
the same, and in either case the loss is felt only by the consumers 

I See, for illustration, F. Y. Edgeworth, The Pure Theory of International 
Trade, in Volume II of his collected papers. 

I If the reader is interested in carrying out the possibilities to a greater degree of 
verisimilitude than the above illustration affords, he is referred to Taussig's Inter­
national Trade, part If where the method of procedure is illustrated. 



BA.RTER TERMS OF TRADE 257 
of imported commodities who are residents in the country whose 
net barter terms of trade are becoming less favorable; they are 
paying, for those coInIIiodities a larger share of their income than 
they did when the net barter terms of tr;Lde were more favorable. 

When the relative price changes are due to a rise or fall in the 
price levels, one of the contributory causes may very definitely be 
connected with the international movements of goods and capital. 
For illustration, a country which is investing more capital abroad 
than the sums due itfrom other countries has to transfer to for­
eign countries title to purchasing power. In so far as this transfer 
sets into motion forees which decrease domestic prices relative to 
foreign prices, less favorable net barter terms of trade for the 
capital exporting country will result; for a given quantity of im­
ports the capital exporting country will have to send an increased 
quantity of exports, and this increased quantity of expoI'ts will 
represent an increase in total real costs, felt by all consumers of 
imported products. In this case less favorable net barter terms 
of trade indicate a definite loss to the community. 

The question then arises as to what caused the changes in the 
French net barter terms of trade. Were the changes due to mone­
tary factors, or were they a result of changes in real costs of pro­
duction of French imports and exports? Further, is there any 
evidence that the worsening of the net barter terms of trade ad­
versely affected the real income of the French people? 1 

A comparison of the curve of capital exports and the curve of 
net barter terms of trade shows the correlation to be not very high. 
In the years from 1894 to 1898 the movement is in opposite direc­
tions; capital exports increased, but .the net barter terms grew 
more favorable. This unexpected movement of the net barter 
terms of trade may for part of that period perhaps be explained 
by the high tariff of 1892. It was pointed out in an earlier chapter 
that the effect of this high tariff was to check merchandise im­
ports for several years. This caused specie imports to increase 
greatly in 1892, 1893. and 1894 (Table 4). Thus the transfer of 

I Against the possible loss in real income to some Frenchmen from less favorable 
barter terms of trade is to be set the possible gain from higher interest rates induced 
by capital exports. See Chap. XIII. 
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purchasing power abroad brought about by increased foreign in­
vestments was to a certain extent offset by an increase in pur­
chasing power in France due to heavy gold imports and to a con­
comitant increase in the domestic demand for domestic goods, 
caused by the considerably increased cost of imports.1 As one 
French writer commenting on the effect of the high tariff graphi­
cally wrote, the French filled their strong boxes instead of their 
stomachs.2 The increased domestic demand for commodities pro­
duced at home checked the fall of prices in France and thereby 
kept the net barter terms of trade from becoming less favorable.s 

It should be noted, however, that altho the curve shows the net 
barter terms of trade for France to be more favorable after 1892, 
France benefitedfron;t the more favorable terms only in so far as 
foreign goods continued to be imported. The effect of the tariff 
was to cause a decrease in the French consumption of some foreign 
goods. To the extent that domestic substitutes for the commod­
ities effectively barred by the import duties were secured only at 
a higher cost, there arose a loss to offset the gain from the more 
favorable terms.' 

The high duty may also explain why it was possible for the in­
creased foreign investments to take the form of a merchandise 
export surplus notwithstanding a relatively increasing price of 
French exports. The high tariff served to decrease imports and 
to develop the surplus not so much by an increase in exports as 
by a decrease in imports. The quantity index of French imports 
declined from II4 in 1891 to 100 in 1896. It had leaped to loS in 
1894. but this change was due to poor domestic crops and was 

1 The increased duties on agricultural commodities varied from 10 to 25 per cent, 
and on industrial products 25 to 60 per cent. 

• M. DijoI, Situation 6conomique de Ia France sous Ie regime protectionniste de 
1892 (Paris, 1910), p. 253. 

• Commenting on a somewhat similar phenomenon observable in the net barter 
terms of trade of the United States, Professor Taussig writes: "Indeed, a protective 
system may be said to amount in substance to a conscious and deliberate determina­
tion to buy less of imports; and the less of imports a countIy demands, the more 
favorable are the barter terms for the imports which it continues to take." - Op. 
cit·.P·304· 

, For discussion-of this point see J. S. Mill, Principles of Political Economy, 
Bk. V, Chap. IV, Sec. 5i Chap. X, Sec. I. Also F. W. Taussig, op. cit., Chap. 13. 
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not a re1lection of a general increase in imports. In none of the 
other large countries during those years was there a similar check­
ing of imports: the British import quantity index rose from 75 
to 91; the United States from 55 to 63; and the German imports 
rose in value from 5127 to 5320 million francs, a rise which would 
doubtless re1lect a much larger increase in quantities if due al­
lowance were made for the sharp decline in import prices in those 
years. In fact, with the exception of Spain, France was the only 
country in EUrope whose imports declined in total value from 
1891 to 1897. It would seem, then, that the absence of a correla­
tion between 1892 and 1898 is what should be expected; the in­
cident would seem to strengthen rather than weaken the theory 
that an increase in capital exports normally serves to make the 
net barter terms of trade less favorable to the capital exporting 
country. On the other hand, the absence of correlation for several 
of the other years, for which no explanation serves, leaves the 
question of the relation of capital exports to net barter terms of 
trade in doubt. 

Monetary and credit factors, in any case, were not the sole 
cause of changes in the net barter terms of trade. There were 
times when they were affected by changes in the cost of a few 
important commodities. In 1900, for example, because of the 
Boer War, coal increased 35 per cent, wool 22 per cent, and cotton 
40 per cent. Their increased cost was almost wholly responsible 
for the rise in the French import price level; they formed 20 per 
cent of the French imports of that year. The net barter terms of 
trade again moved in a direction contrary to that of capital ex­
ports; in spite of decreased capital exports during that year, net 
barter terms of trade grew less favorable. 

But even in normal times monetary and credit factors were not 
the sole cause of changes in the net barter terms of trade. The 
relative increase in the cost of producing raw materials was a 
contributory factor in causing the net barter terms of France to 
become less favorable. From 1880-1884 to 1909-1913 the value of 
per capita imports increased 54 per cent in France, only 32 per 
cent and 27 per cent in England and the United States respec­
tively, while imports into Germany almost doubled. When, 
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however, physicol, volumes of imports are compared (see Table 4S 
below), both England and the United States show a greater in­
c;rease. than France. England's 32 per cent.increase in import 
values represents a 62 per cent increase in physical volume, 
whereas France's 54 per cent increase in value represents only a 
36 per cent increase in physical volume. The United States dupli­
cates England's experience, the increase of 27 per cent in value 
representing an increase of 45 per cent in physical volume. One 

TABLE 45 

INcllEAsE IN PEl!. CAPITA VALUES AND QuANTlTIES OJ! hn>oRTS AND EXPORTS 

OJ! F'KANcE, ENGiAND. GEIlJlANY, AND THE UNITED STATES nOll THE 

AVERAGE 9J! YEARS 18~I885 TO AVERAGE OJ! YEARS 19o9-1913 

Value of Per Capita Imports Value of P.., Capita &ports 
(Francs) (Francs) (%) (Francs) (Francs) (%) 
Average Average Ratio of Average Average Ratio of 

_880-181\4 -_-9'3 Incn:ase 1880-181\4 __ 19I3 Increase 

France 128 197 54 95 166 74 
England ••.•••• 241 326 32 168 244 46 
Germany ••••• 83 185 n6 85 156 83 
United States • 69 ,88 27 80 II2 40 

Relatives of Quantities of Per Capita Imports and &ports {Igoo = 1001 
Imports &ports 

Average Average Ratio of Average Average Ratio of 
1880-181\4 

__ IgI3 
Increase 1880-181\4 1_'1/13 Inaease 

France 96 131 36 76 130 7]; 
England .•..••• 68 no 62 95 ];41 48 
United States • 94 131 45 10 91 39 

of the causes of this movement toward less favorable net barter 
terms of trade for France was that her imports during this period 
consisted of a large share of raw materials which had increased 
in price relative to other groups. Coal, raw wool, raw cotton, 
metals, and hides, all important French imports, rose in price 
relatively to manufactured commodities and foodstuffs. England. 
whose ratio of physical quantities to value of imports had in­
creased much more than that of France. also imported these raw 
materials (except coal), but raw materials formed only 30 per 
cent of her total imports whereas they formed 47 per cent of, 
French imports .. Moreover, the proportion of raw materials im-
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ported into France was constantly growing - it reached 60 per 
cent in 1909-1913 - while the proportio~ imported into England 
did not change. It is therefore not surprising that the ratio of 
increase in physical quantities to the ratio of increase in value was 
larger in the case of English than in the case of French imports. 

The relative increase in the cost of producing raw materials 
accentuated the effect of capital exports towards a worsening of 
the net barter terms of bide of France. Ho\}' much of the change 
can be attributed to one cause or the other - how much to the 
changing costs of production and how much to foreign invest­
ments - it is obviously impossible to determine. In so far !!OS the 
worsening in the net barter terms of trade was due to changing 
costs of production, there was no loss to the French consumer 
which was not felt by consumers of the same raw products thru­
out the world (except when the conditions of reciprocal demand 
helped to reduce the money incomes in France more or less than 
the money incomes in other countries). But in so far as the wors­
ening was due to capital exports, less favorable barter terms of 
trade indicated a definite. loss to the French consumer of im­
ported commodities in that he paid a larger share of his income for 
all imported coinmodities altho only some of them were produced 
at higher real costs; and even those commanded a larger part of 
the French consumer's income than would have been the case 
had less capital been exported. 

The preceding discussion has been confined to the influence 
exerted by capital exports on the net barter terms of trade thru 
changes in price levels caused by the transfers of purchasing 
power. There are, however, secondary effects induced by capital 
exports which once again influence the net barter terms of trade. 
Thes~ secondary effects may cause the terms to becom~ either 
less or more favorable, according to the use made of the borrowed 
capital.1 If the capital has been employed (in the borrowing 
country) to develop an industry producing commo.dities formerly 
imported, the effect may be decreased imports (into the borrowing 

J The returning interest and dividend payments alsO affect the net barter terms 
)f trade, but these returning payments are essentially the same as a reverse flow of 
::apital and need DO special discussion. 
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country), disturbed equilibrium. in the international accounts, and 
an inward flow of specie. The net barter terms of trade may thus 
become still more favorable to the borrowing country. A similar 
final outcome might be reached if the borrowed capital were used 
to develop public works such as railways, harbors, highways, and 
power sources, for such expenditures usually operate to cut the 
costs of production of exportable commodities. If the foreign 
demand for those exports is very elastic, the total value of the 
exports would increase. The resultant disequilibrium. would be 
followed by imports of specie, and - as in the previous case­
the net barter terms of trade would become again more favorable 
to the borrowing country. If, however, the foreign demand for 
the borrowing country's exports is inelastic, the secondary effect 
on the net barter terms of trade would be the opposite; the terms 
would tend to become less favorable to the borrowing country. 

The terms might also become less favorable to the borrowing 
country (as a secondary effect of foreign borrowing) if the bor­
rowed funds were expended on such public works as would not 
operate to decrease the costs of production of exportable com­
modities (in the borrowing country), even tho they produced 
valuable utilities. In this class would fall expenditures on schools, 
playgrounds, some public buildings, some highways, armaments, 
sewage systems, and so forth. The loss of capital caused by the 
need to pay interest abroad on the foreign borrowing is in the 
case of such expenditures not supplanted by the savings that 
would have been produced had the borrowed funds been spent 
on railways, harbors, factories, and so forth. The net loss of 
capital (which to the borrowing country may be a wholly worth 
while price to pay for more schools, tho perhaps not for a better 
equipped army or more luxurious court) is increased by the addi­
tional cost of upkeep necessitated by the additional school build­
ings and so forth. The result would be a higher interest rate. 
This, in tum, would cause such commodities as are produced at 
home with relatively large amounts of capital to increase in price 
as compared with commodities produced with little capital and 
much labor. If the imports of the borrowing country consist 
chiefly of commodities made with much capital and little labor 
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(e.g. machinery), and if its exports consist chiefly of goods made 
with much labor and little machinery (e.g. raw silk), then the 
price index of exports would decline relatively to imports. In 
such case, that is, the net barter terms of trade would become less 
favorable. If, on the other hand, the foreign demand for the 
borrowing country's exported raw materials was relatively elastic, 
the final outcome would be a flow of purchasing power into the 
borrowing country, and once again the net barter terms of trade 
would become more favorable, as when the loan was first con­
summated. 

It is apparent, hence, that the adjustment of international 
accounts necessitated by capital exports may affect the net barter 
terms of trade in the borrowing country first favorably, then un­
favorably, and then, perhaps, favorably again. Just what the pri­
mary, secondary, and tertiary effects of a loan may be on the 
net barter terms of trade depends on the size and purpose of 
the loan. the character of a country's imports and exports, and the 
elasticities of demand for these imports and exports. We cannot 
predict the final outcome on the net barter terms of trade in either 
country without knowing all the conditions stated above. Nor 
can we interpret intelligently changes in the net barter terms of 
trade without knowing the causes of those changes. The diffi­
culty of predicting the effects of a loan on the net barter terms of 
trade, and the difficulty of interpreting the changes in the terms, 
should not, however, be confused with the attempt to ascertain 
the direction in which the terms moved. We may find that the 
terms became more or less favorable without being certain of the 
cause. 

Evidence of the effect on incomes brought about by the move­
ment of net barter terms of trade should be found in the move­
ment of wages. Statistics of annual wage movements in France, 
however, for the period 1880 to 1913 are surprisingly meagre. The 
only annual wage movements that appear to have been published 
for more than a few years are the wages of workers in coal mines 
and in the beet sugar, the match, and the tobacco industries. Of 
these only the wages of coal miners continue thru all the years 
under study. A wage index based on so few series can hardly be 
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used to represent the movement of wages in France.! There have 
been some very complete periodic official investigations of wages 
which give detailed wage data, covering most of the trades thru­
out France, for approximately every five years.2 Their findings 
have been combined and results plotted on Chart 26 below with 
the indices of annual data mentioned abov~. 

Inde" No. CHART 26 
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ANNuAL MOVEKENTS OP DAILY WAGES IN FRANCE AND GBEAT BRITAIN, 
1880-:1913 (BASE 1900 = 100) 

- Average daily wage of all French workers (quinquennial observations) 
Average daily wage of all workers in French coal mines . 

_.-. Wages in Great Britain 

The points representing the five year indices display a per­
fectly straight upward trend from 1880 to 1913, but the move-

1 The wages published lor the match industry are from 1890 to 1912. and for the 
tobacco industry from 1900 to 1913. Even the scanty annual data available lack de-

. pendability. The wages published are average daily wages of all workers in the in­
dustry. Separate classification is made for men, for women, and, in the beet sugar 
industry, for children. but the figures can be considered accurate only if it be 
assumed that the proportion of various grades of workers remained the same over 
the whole period. Such an assumption is risky for so prolonged a period. 

• Office du travail, Salaires et duree de travail dans l'industrie fran~e (Paris, 
1907),4 vols.; Bordereaux de salaires pour diverses categories d'ouvriers en 1900 

et 1901 (Paris, 1902). 

L. March, Salaires et codt de l'existence to diverses ~poques jusqu'en 1910 

(paris, 19U). 
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TABLE 46 

AlnroAL MOVEKENTS 0Jr DAILY WACES IN F'llANCE AND GOAT BIl1TAIN, 

.1880-1913 

(Base 1900 ~ 100) 

AD 
A_ 

!~. in Sugar, SWomen'. 
Worken Tobacco. Trades 1::-:r W_in 
ill Coal &Dd Match Outside 43 Trades Outside Great 

V_. Mineo ladualries Paria inParia Paria Worken Britain 

IB80 82 82 83 
1881 102 8S 
1882 79 -100 86 
1883 82 104 86 
18114 82 100 8S 
I88S 80 95 8S ... B4 
1886 79 94 87 83 
1887 80 9S 83 
1888 79 9S 8S 
188g 83 94 87 

r8g0 Bg 80 92 90 
IBgI Bg 8x 91 
IBg2 91 82 90 
1893 Bg B4 90 
IBM Bg 86 Bg 
IBgS 88 Bg 96 89 
IBg6 88 Bg 96 92 94 90 
IBg7 Bg 91 91 
IBg8 91 94 93 
IBgg 94 97 9S 

1900 100 100 100 100 100 100 100 
1901 103 lOX ... 99 
X902 98 102 98 
19°3 98 103 97 
1904 97 X04 97 
X90S 97 X05 .... lOS 97 
1906 102 108 107 X04 106 98 
1907 lOS no 102 
1908 107 III 101 
1909 107 U3 100 

1910 no U4 lio 100 

19II no lIS II3 100·S II4 100 
1912 III II7 
1913 ...... u6 

Souras: Statistique de J'Industrle MinuaIe. Sal&ira et CoM de l'Esistence. 
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ments of wages in the few industries for which there are annual 
data available are much more irregular. The sharp downward 
curve from 1883 to 1890 of wages in the sugar, tobacco, and match 
industries can be ignored, because it represents exclusively the 
movement in the beet sugar industry, the figures for the match 
industry not beginning before 1890 and those of the tobacco in­
dustry not before 1900. The drop is accentuated because in 1890 
the wages in the match industry were much lower (in reference 
to 1900) than in the beet sugar industry (see Table 47). Other 
annual wage data in the iron and steel industry show movements 
which are more like the wages in the coal mines,1 but annual wage 
figures in the "large industries" furnished by prefects from 1881 
to 1887 show little movement in those years. 2 Altogether the 
annual wage data are quite unsatisfactory and the quinquennial 
data are useful only in depicting the trend of wages. The absence 
of all cyclical fluctuations makes the data of little use for com­
parison with annual data. 

Professor Taussig in his discussion of the net barter terms of 
trade for Great Britain and Canada finds an inverse relation be-

1 Average daily wage in the iron industry in France: 
Fraacs per DIIiJ' 

1882 .•••••••••••• 3.63 
1883 ••••••••.•••• 3.67 
1884 •••••••••.••• 3.37 
1885 .•.••••••.•.• 2.96 
1886 ••••.•••• •••• 2.76 
1887 ..•.•..•.•••• 2.97 
1888 .••...••...•• 3.06 
I8Sg .•.•...•..••. 3.31 

Fraacsper~ 

xSgo.............. J.32 
ISgI.............. J.48 
ISg2.............. J.16 
ISg3...... ••• ..••• 3. 23 
x894... ••. •.•. .••• J.I8 
ISgS.............. J.24 
xSg6.............. J.39 

L Dechere, La productivitE du travail et les saIaires, Rev. d~ Pol., April, 
ISg90 

I Daily wages in the large industries: 
Paris Departments 

Mm W=m Mm W=m 
1881 5.27 2.67 J.54 1.76 
1882 5.27 2.67 J.Sl 1.78 
1883 S.3J 2.68 3.55 1.80 
1884 S.33 2.58 J.S6 I·70 

1885 5.45 2.66 3.58 1·77 
1886 S.OI 2.6J 3.56 1.79 
1887 5.02 2.65 3.57 1.78 

A. Coste, £tude statistique sur Ies saIaires des travailleurs et Ie revenu de 1& 
France (Paris, ISg0). 
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TABLE 47 

Amro~ MOVEKENTS OP DAlLY WAGES Dr TOBACCO, MA'laI, AND BEET 
SUGAll ImroSTIUES 011 FlLui'CE, 1881-1912 

(Base 1900 ... 100) 

Beet s_1Ddustry Ilatcll' Industry Tobaa:o"Indusb7 
Year Hea Womea ChiIdrea Ilea W_ Hen W_ 

188r 102 95 X05 60 
1882 100 95 106 63 
1883 104 96 xo6 
1884 100 91 103 
1885 95 90 99 
1886 94 91 100 
x887 95 89 99 
1888 95 9X 102 
1889 94 1!4 87 

ISgo 94 1!4 88 67 60 
1891 95 86 94 67 63 
1892 94 1!4 90 70 63 
1893 95 85 88 74 70 
1894 95 1!4 90 78 75 
1895 95 86 91 78 81 96 90 
1896 96 88 93 83 87 
1897 96 89 91 87 91 
1898 97 89 92 91 94 
1899 99 98 99 95 96 

1900 100 100 100 100 100 100 100 
1901 102 102 101 102 103 101 101 
1902 102 104 102 102 105 103 105 
1903 102 102 100 102 107 105 108 
1904 103 101 99 104 108 107 III 

1905 104 104 103 104 log 107 III 

1906 106 108 104 107 IU 112 115 
1907 108 108 104 107 lIS lIS 120 

1908 108 no 101 109 II7 1I8 122 

1909 III 114 %04 log XI7 IIg 124 

%g10 II2 1I8 106 no IIg 121 127 

1911 IIS II7 :Ul IIO 120 122 127 
1912 II7 IIg II7 IU 120 I24 124 

Soun:e: Bulletin de Statiatique et de Lesislatiml Comparee. 
• State owned matcll factories.. 10 hr. cIq to 1006 and II hr. since. 
• State owned tobacco W:toric:s. 10 hr. day to 1006 and II hr. &iDee. 
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tween the net barter terms and the money wages in those coun­
tries. But movement of the wages of French coal miners shows, 
if anything, the opposite. N e\rertheless, no conclusions can be 
drawn from one wage series, particularly since it seems to move 
for many years independently ·of .other wage movements. The 
paucity of French wage series makes comparisons of wage move­
ments with net barter terms of trade impossible. ' 



CHAPTER xiI 

ECONOMIC EFFECTS OF FRENCH CAPITAL EXPORTS 

Tn capital exports of France compel attention not so much be­
cause of their absolute quantity, which was large, but because 
they represent so great a part of the country's savings. Between 
the years 1880 and 1913 one-third to one-half of the savings of 
France was invested in foreign countries. The export of so much 
of a nation's savings provokes the question: what was the effect 
of this export of capital upon the welfare of France? 

There is a tendency to dismiss the question on the ground that 
there is no difference between international and intranational 
movements of capital.l Capital moves, it is held, to that industry 
or place where the retunt is greatest, making due allowance, 
of course, for risk and marketability. The more freely capital 
moves, the more certain it is that the return will be greater. To 
hamper mobility is to interfere with the best use of capital. The 
effect of a free movement of capital from Paris to Lyons is in­
creased production; the effect of a free movement of capital from 
Paris to Milan is the same - an increase in production. 

On further thought it appears, however, that the matter can 
by no means be so readily dismissed. The existence of national 

I E. W. Kemmerer in the introductory article of a symposium on foreign invest­
ments in the Anna.Is of the Amer. Acad. of PoL and Soc. SeL, November, 1916, 
writes: "The basic principles of foreign investments are essentially the same as 
those of home investments. ~ wordforeip is a political tenD, but the word • 
.mfllerrl is an economic one, and the political boundaries do not obstruct the opera­
tion of economic Jaw. Obviously there is not much difference mmotive or in prin­
ciple between the investment of a million dollars by a citizen of the United States 
in a paper factory in Ontario and one in New York. It is the likenl9l, therefore, 
ratheI than the difference that should be emphasized in comparing the principles of 
foreign investments with those of domestic." It is likely that Kemmerer was think­
ing of foreign investments only from the point of view of the individual; from that 
point of view his statement cannot be criticized. But the best good of the individual 
does not necessarily mean the best good of the nation. The quotation is given t­
cause Kemmerer'a remarks express a widely held opinion with regard to the princi­
ples of foreign investments not from the individual but from the national point of 
view. 
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boundaries, of different national monetary, banking, and taxation 
systems; the varying degrees of mobility of the factors of pro­
duction; different political and economic outlook and habits of 
saving and spending - all introduce elements which affect the 
situation. To ignore these differences is to overlook some conse­
quences of major importance. 

Even were we to admit that the gains from international move­
ments of capital to the world as a whole are greater than the losses 
- and this is not to be granted without qualification - it is not 
alone with the gains of the world that we are here concerned. 
Rather are we primarily evaluating the effects of capital exports 
on the welfare of France. This purely national point of view needs 
no justification. It is national, not international, points of view 
that largely determine economic policies. One may wish it were 
not SO; but to analyze economic problems. without regard to 
national boundaries is naive. 

Even the nation is too large a unit; groups within the nation 
must be taken into consideration when weighing the effects of 
capital exports. Within the larger group there are land owners, 
wage earners, owners of capital, and business men, and it is 
quite possible that gains accruing to one class of income receivers 
may be obtained at the expense of another and larger group. 
Land owners may benefit at the expense of consumers; owners of 
capital at the expense of wage earners. Even within the same 
class of income receivers there are different groups each of which 
may be differently affected by capital movements. Bankers may 
benefit at the expense of manufacturers, exporters at the expense 
of importers, skilled labor at the expense of unskilled. 

And not only does the effect of capital exports vary with each 
group; it varies also with the conditions surrounding each loan. 
Some foreign loans may be beneficial to both the borrowing and 

. the lending country; some only to the lenders or to the borrowers; 
some to neither. They may be beneficial when made for one pur­
pose and not when made for another. One can generalize on the 
effects only with so many qualifications as to vitiate the generali­
zation; yet the statements commonly made about the effects of 
capital exports usually give no hint of such qualifications. 
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It has been commonly assumed that the effects of French 
capital exports were as follows: 

I. That France received a higher return on her capital, since 
capitalllowed out only in response to higher interest rates than 
could be obtained at home. 

2. That the productivity of capital for the world was greater 
because capital1lowed where it was most needed, and that conse­
quently the lending nation as well as other nations benefited as 
consumers thru the cheapening of food, raw material, and trans­
portation, and as producers thru expanded markets for their 
goods. . 

3. That the risk of investment was decreased thru geographi­
cal distribution of investments. 

4. That foreign investments, by functioning as an interna­
tional medium of exchange, protected France's gold reserves, and 
thereby her banking and (perhaps) price stability, from short­
time 1luctuations. Furthermore, that in times of stress foreign 
investments proved a very valuable liquid reserve. 

These are the alleged effects. In the following pages we purpose 
to subject each of them to critical analysis. 

The claim that France received a higher return on her capital 
invested abroad rests first of all on the assumption that the rate 
of return on foreign investments was greater than the rate of re­
turn on domestic investments. A comparison of the yields, how­
ever, from these two fields of investment offers evidence that 
casts some doubt on the validity of this assumption. The study 
of Decoudu in 1899, referred to in Chapter V, gives the exact rate 
of return on foreign and on domestic investments for all securities 
listed on the Bourse. At the market price of lC)OO the yield on 
domestic securities was 3.23 per cent while on foreign securities it 
was 3.84 per cent - a difference of .61 per cent in favor of foreign 
securities.1 But these rates of return, based as they are on prices 
current in lC)OO, do not indicate the gain to France from her for­
eign as compared with her domestic investments. It is with the 

I The increase in favor of foreign securities would be somewhat higher if allow· 
anee were made for the inclusion of some low yield foreign bonds sUch as English 
consols, which in fact were held by the French only in smaII amounts. 
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rate of return to France as a whole that we are concerned. In the 
case of d~mestic investments this gain can be measured only on 
the basis of the price at which the securities were originally issued. 
In the case of foreign investments held by the Fren.ch it is the 
price at which these securities were sold to Frenchmen that sig­
nifies. 

The greater part ·of the foreign securities in the French port­
folio was acquired, we find, at the rate of issue. Almost all the 
Russian loans were floated in France and remained there. The 
same is true of South American and Balkan investments. A large 
portion of Italian and Spanish securities were repurchased by 
those countries at periods when prevailing prices were higher 
than at the time of issue. The gain to France from the re-sale of 
these securities at prices higher than the issuing price probably 
made up in good part for the foreign securities that were acquired 
by France between the Bo's and the 90'S at prices higher than the 
price of issue. Also, as was noted in the discussion on interest, 
the foreign securities'listed in 1900 included many conversions 
at the low yields current l,>etween 1889 and 1895. But these again 
were outweighed by the heavier conversion of domestic securities 
during that period. (See Table 15.) It is therefore at the price 
of issue, and not at the prevailing market price, that the yields 
of both the domestic and the foreign securities must be compared. 

The yield on domestic securities in France in 1899 at the price 
of issue was 4.28 per cent; whereas the yield on foreign securities 
held by France in that year was, on the same basis, only 3.85 per 
cent. Instead of demonstrating an increased yield from foreign 
investments, a comparison of foreign and domestic investments 
according to the returns in 1899 - on the basis of the issuing 
price of securities - shows the opposite. This higher yield on 
domestic securities assumes that foreign investments were ac­
quiIed at the price of issue. H more than the issuing 'price was 
paid, then the yield on foreign investments was still less. Since 
the price of foreign securities rose steadily from 1884 to 1896, it 
can reasonably be expected that any foreign securities acquired 
during that period at a price other than the issuing price were 
purchased at a.price in excess of the price of issue. It is true that 
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there were about 2 billions of French rentes repurchased during 
the 70's at prices higher than the price of issue, but there were 
also at least as many foreign securities repurchased in the 70's at 
the higher prices. 

Mter 1899 both foreign and domestic securities were issued at 
higher yields, and the yield on foreign securities apparently was 
greater than that on domestic securities. I have been unable to 
find any study similar to Decoudu's for the later years, but it 
must be remembered that most of the 2S billions of foreign se­
curities and the 50 billions of domestic securities continued to 
remain in France. To what extent the additional 20 billions of 
foreign securities increased the yield of the total foreign holdings 
is not known.! 

This much, at all events, is clear. Even if the yields on the basis 
here used are not exactly representative of the whole period from 
1880 to 1913. they are sufficiently close to cast serious doubts on 
the assumption that foreign investments returned a higher net 
yield than domestic. If the losses. defaults in payments, and re­
ductions of debt service before 1914 are taken into account. the 
yield from foreign investments to France was even less. It is true 
that there were losses and defaults in domestic investments also, 
but there is this important difference as Keynes points out: S in 
the case of foreign loans, repudiation 01' failure leaves nothing to 
the lending country; whereas in the case of domestic repudiation, 
the tangible instruments of production do remain in the lending 
country. The'loss to the French people when a Brazilian railroad 
built with French capital repudiates its debt is greater than when 
a domestic railroad does so. In the latter case the railroad re­
mains in France; whereas in the former case it remains in Brazil. 
True, this criticism of foreign investments raised by Keynes is' 
not wholly justified in all cases, nor must it be pushed too far. 

I We have so far been comparing yields from domestic securities with yields from 
foreign securities in the situation as it existed between 1880 and 1913. But we are 
also inteIested in a comparison of rates that would have prevailed had less capital 
lIowed abroad. Consideration of this aspect of the problem is postponed until later 
in the chapter. 

• Foreign Investments and National Advantage, London Nation, August 9t 
:l924tp· 58+ 
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The inability of a domestic enterprise to meet its interest pay­
ments also represents a definite loss to the French people in that 
the physical capital is less productive than it would have been if 
investment had been wise. A hundred million francs invested in 
a domestic industry which finds itself forever after able to pay 
only half its fixed charges (assuming its rates are not regulated) 
represents a loss of SO million francs to the French people. Liquid 
capital once converted into fixed capital- capital goods - is 
valued on the basis of its earning power, and a diminution of 
earning power represents a loss of value as real in the instance of 
a domestic as of a foreign investment. 

But it is only in the case of a privately operated and controlled 
industry that its earnings are a criterion of its value to the coun­
try, and it is only in such case that exception can be taken to 
Keynes' point of view. The default of a domestic public service 
corporation does not necessarily represent a loss to France 
equivalent to that sustained from a similar default in a foreign 
public service corporation. The domestic default may be due to 
a too low rate schedule, or to an excessive tax rate, or to poor 
financing, or to excessive overhead, or to any other cause which 
represents merely a transfer of wealth from one group of French­
men to another. In such case default entails only a slight loss to 
the French people as a whole; whereas the foreign default repre­
sents not transfer, but total loss. This difference between do­
mestic and foreign defaults serves to strengthen the evidence 
against the assumption that between the years 1880 and 1913 
the gain from foreign investments was greater than that from 
domestic investments.1 

I Another source of loss or gain from foreign investments is change in price levels. 
From 1880 to 18g6 there was & steady drop in prices and therefore France, whose 
foreign investments were laIgely in the form of fixed income bearing securities, was 
obtaining & larger real income as prices dropped, and - this is the important con­
sideration - she obtained this increase in real income at the expense of the foreign 
borrower. France from 1880 to 1895 was simply in the position of a large creditor 
during a falling price level. Domestic borrowers, state railways, and industries, in 
so f .. as they had contIacted to pay fixed sums, were also adversely affected because 
of dropping prices, but what they as debtors lost, other Frenchmen as creditors 
gained. In the case of domestic investments it was merely a transfer of real income 
from one group of Frenchmen to another; but in the case of foreign investments the 
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So far in our discussion of the comparative yields from foreign 
and domestic investments we have ignored the very unportant 
element of risk. Obviously, interest rates ought not to be com­
pared without taking into consideration the amount of risk in­
volved in the various types of investments. H the risk element 
in foreign investments is greater than in domestic, then the re­
turn ought to be proportionately greater; if it is less, then the 
return ought to be proportionately less. Now in the case of 
France during the period under discussion the yield on foreign 
investments, as we have seen, was probably no greater than on 
domestic investments. It might be supposed, therefore, that the 
risk element was equal in both cases. Subsequent events, how­
ever, hardly bear out this assumption. We know now that the 
loans to Russia and to other European countries were unwise. If 
we were to take into consideration events subsequent to 1913, it 
would be simple enough to conclude that French foreign invest­
ments were not profitable! But we are interested in determining 
only whether they appeared profitable under conditions peoailing 
before I9I4. We wish, in other words, to determine whether the 
yields re1lected adequately the risk inherent in the type of foreign 
securities France purchased. We wish to test the validity of the 
assumption upon which rests the claim that foreign investments 
yield a greater return than domestic. The basis of the claim, it 

real income was an addition to the COUlltry'S income. From 1896 to 1914. however, 
the situation was reversed; prices were rising as rapidly on the whole as they had 
previously dropped. France, in her position as a creditor. was now losing, as before 
1896 she had been gaining from the decline in prices. But during the period of 
dropping prices, French net foreign. investments averaged IS billions, whereas dur­
ing the period of rising prices her net foreign. investments averaged double that 
amoUllL Therefore France as a creditor nation lost from 1880 to 1913 much more 
than she gained from price movements. This fact, however, is not and cannot be 
a factor in determining whether or not foreign. investments in the future are desir­
able unless the future trend of prices becomes predictable. 

1 During the war about 23 billions exclusive of war loans were lost to France -
a sum equal to two-thirds of her net foreign. investments. Russia, Turkey, Greece, 
Austria-HIIIIg&ly, and the Balkans, and some South American countries suspended 
or repudiated their foreign. debts. France may yet recover some of her loss, but the 
chance of her recovering a large part is rather slighL In any case there has already 
been a IS year loss of income. 
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will be remembered, is that the investor selects that investment 
'which. gives him the greatest return, making due allowance for 
risk; therefore, if he selects foreign investments in preference to 
domestic, it must needs be because he gets a greater yield. The 
assumption underlying this claim is that the investor is a good 
judge of the risk involved in any investment. If 'he is, then it 
logically must follow that the interest rate adequately reflects the 
risk elementin the investment; that is, it reflects the excess yield 
over the so-called riskless rate of interest on long-time invest­
ments" which. presumably is determined by factors not primarily 
concemedwith risk.1 

From our comparison of the yields of foreign and domestic in­
vestments we have seen that in the opinion of the investor there 
was no greater risk involved in foreign than in domestic secu­
rities. Upon what evidence could the French. investor have based 
his judgment? The given conditions surrounding loans vary. 
They vary with the borrower, with the purpose of the loan, with 
the time of the loan, - to mention only some of the factors, -
and measurement of the risk involved in a particular loan is 
possible only with adequate information about it, and with a 
sufficient experience and a sufficient number of observations to 
ascertain the number of defaults to the number of payments 
under the given set of conditions. The French. investor may have 
had ideas that certain investments involved vaguely more risk 
than a French. rente or less risk than gold mining stock, but it is 

1 It is not to be assumed that the riskless rate of interest is independent of the 
quantity of investments involving risk. The supply of funds .vailable for riskless 
investments is affected by the yields on risk bearing investments just as the supply 
for risk bearing securities is dependent in part on the yield for riskless investments. 
A decreased rate of retum on riskless investments, due either to • decreased demand 
for capit.l for such investments or to an increased supply of capit.l seeking invest­
ments, will cause the yield on riskless investments to drop, and this movement in 
tum will tend to increase the .mount of capit.l seeking investments with • some­
what higher yield. The demand and the supply of capit.l for investments of differ­
ing .mounts of risk are somewhat interdependent. There do not exist, to adapt the 
term used in connection with wages, completely separated non-competing groups 
of capit.l each seeking a different level of risk, and each group accepting the price 
determined by changes in demand without in tum immediately affecting the supply 
of capit.l in that group.' 



ECONOMIC EFFECTS OF CAPITAL EXPORTS 277 

extremely doubtful that he had sufficient information 1 or suffi­
dent experience to be able to' estimate the risk involved in a 
Spanish railroad or in a Turkish government bond. 

Yet, it may be maintained, the judge of the risk element is not 
the, investor but the experienced banker or underwriter, who 
studies the situation, and who demands on the part of his clients 
what he considers to bea just compensation for the risk. The 
investor merely chooses from a group of securities already se­
lected by the banker those which best suit his purpose; no matter 
which he chooses, the yield will fairly reflect the risk involved. 
Such a point of view flatters the underwriters undeservedly. The 
price paid by the \lDderwriters for loans is no doubt influenced by 
the risk which they feel is involved, but their estimate can 
scarcely be based on objective data sufficient to make possible 
quantitative measurement. Is it possible to determine that the 
chances of Russia, for illustration, meeting her obligations are 
15 per cent greater than the chances of Denmark meeting hers? 
The underwriters may conclude that the likelihood is greater in 
Russia's case, but why 15 rather than 10 or 20 per cent? To put 
the question is to demonstrate the impossibility of answering it. 
The price underwriters will pay for a loan is dependent largely on 
how much they think they can sell the bonds to the public for, on 
the number of competitors for the loan, and on the need of the 
borrower. After deciding at what price and how much the public 
will absorb, they proceed to make the best bargain possible with 
the borrower. If they drive an excellent bargain because either 
competition is limited or the needs of the borrower are pressing, 
they by no means pass on the advantage gained to the investor.lI. 

1 That such information was not available even in the libraries is suggested by 
L. Guillaume, who said that no library in France possessed a complete collection of 
data necessary to pass judgment on the financial conditions of foreign states. J!:ven 
if the information were available, it is wholly improbable that a prospective in- . 
vestor would have examined the books on :finance and on the economic and political 
prospects of Turkey - say - as a prelude'to determining whether or not he should 
invest in bonds of that country at a d per cent yield. 

I The competition for foreign loans was limited in the nineteenth century. All 
countries' acept Eligland, Belgium, United States, France, and the Scandinavian 
countries had little choice as to the conditions of the loan. The few large banking 
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When operating on a purely commission basis, they may be eager 
to have the price low so that the amount sold can be increased, 
but when the loan is underwritten at a certain price, which was 
usually the case, they sell it for as much as they can get and let 
the difference constitute their profit.1 In the last analysis it is the 
reception of the issue by the public that determines the price -
a reception influenced by the advice of the underwriters and by 
their publicity and sales program. But the public is hardly in a 
position to estimate the risk with any degree of accuracy; they 
either overestimate or underestimate it. 

In France from 1880 to 1913 the risk was clearly under­
estimated. As Keynes wrote,! "Loans to foreign governments 
reached the utmost limit of magnitude and imprudence in France 
in the 20 years preceding the war. No investments have ever 
been made so foolish and so disastrous as the loans of France to 
Russia, and on a lesser scale to the Balkans, Austria, Mexico, and 
Brazil between 1900 and 1914 •••• To lend vast sums abroad 
for long periods of time without any possibility of legal redress 
if things go wrong is a crazy construction; especially in return for 
.a trifling extra dividend." Analysis of the economic condition of 
Russia or of the Balkans in the 80'S or 90'S would never have re­
sulted in loans to Russia at yields of 4.2 per cent; I yet in the next 

houses divided the business amongst them. at rates which were not competitively 
determined. - Jenks, 'The :Migration of British Capital to 1875 (New York, 1927). 

I AccoIding to E. Letailleur, writing undel the pseudonym of "Lysis ", the profits 
made by the issuing banks on loans of small states were enormous. Among the in­
stances cited is the 5 pel cent Bulgarian loan of 1902 which cost the Bank of Paris 
86.3 million francs, and which was issued to the public at 95-4 million francs, leaving 
a profit to the issuing bank of lei pel cent (Politique et finance d'avant guerre, 
p. 160). He also quotes the Russian MinisteI of Finance Kokowtseff as replying 
to objections raised in France against the security of the loans to Russia, "'The 
French have nothing to complain of in view of the rate which was charged ns for 
the loan; they have earned atleast 17 pel cent!' (Ibid., p. 108. See p. 33 for othel 
details.) Needless to say. the investor subscribed to the loans at prices yielding 
5 pel cent or less. 'This would be an illustration of one group, the bankeIS, profiting 
at the expense of othel groups, the investors. 

I Foreign investments and national advantages, London Nation, August 9. 
1924tP·54 

• 'The authors of Russian Debts and Russian Reconstruction, Paslovsky and 
Moulton, stated: "In the early 90'S the Russian Government was definitely con­
fronted with international bankruptcy." (P.39.) 
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few years Russia successfully floated loans for billions of francs in 
France at rates of 4 per cent to 5 per cent.1 

The absorption of these loans at such low yields was possible in 
France because there existed during the period before the war a 
definite bias in favor of foreign investments. This bias was cre­
ated partly by political, partly by economic, and partly by psy­
chological factors, but it was encouraged most of all by the 
peculiar structure of the French investment banking system. 
Before the nineteenth century investors in France were advised 
in financial matters by their notaries, in whom they had implicit 
confidence. But in the nineteenth century banks took over this 
advisory function.1 AU large loans were floated by one or other 
of several large banks, which had practically a monopoly over 
the flotations of issues by virtue of their great number of branches. 
The dose co-operation between the few large banks centraIiied 
the control over issues of securities. The large private banking 
firms like Rothschilds, Vemes, Mallet, had been largely super­
seded as leaders in the underwriting field, and were forced to co­
operate with the large banks, since the latter controlled most of 
the agencies thru which securities were sold. The. placing of 
issues floated by their central office was a very important func­
tion of the branch banks. Indeed, it was the most important ~f 
their functions. The branches were not local banks in the sense 
that they attempted to satisfy local needs for means of payment. 
They gathered savings and in exchange distributed securities 
issued by their central office. The function of local banking was 
quite subsidiary to that of forming a channel for the distribution 
of their securities, and their profit was largely made by selling 
securities, not by conducting banking operations.· Each branch 

1 From 1906 to 1913 innumerable articles appeared under the pseudonym 
.. Lysis" emphasizing the underestimation of the risk prevalent in foreign invest. 
ments and aa:usiDg the bankers of being unscrupulous in their recommendations of . 
certain foreign loans. L'Escroquerie ru5Se is prophetic in its estimate of the im­
pending risk in Russian investments. 

I J. Montety, Les banques et Ia politique de placement a l'Etranger de l'Epargne 
(Paris, 1923). Also D. Yovovitch, Les va1eurs mobilieres Eua.ngeres a Ia Bourse de 
Paris (Paris, 1910). 

• Domergue in La question des socreiEs de credit (Paris, 1910) describes the 
functioning of the hundreds of branch banks as follows: "The clients, wholly im-
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was allotted a quota of securities to be sold, and the branch man­
ager was interested in selling his quota. Whatever estimate was 
made of risk involved was made by the central office, not by the 
branch, and the central office was usually more concerned with 
profits than with educating the investor. 

Far from offering sound advice to their clients on the merits of 
foreign issues, the banks furnished financial prospectuses of new 
issues which very frequently grosSly exaggerated the security and 
assets of the borrower. This was particularly true in the case of 
foreign issues because of the absence of any legal requirement as 
to published information about the financial condition of the bor­
rower. Misrepresentation became so rife that in I907 a law was 
passed holding the issuing bank responsible for the accuracy of 
sums stated in the prospectus. This law, however, did not apply 
to foreign government or municipal loans. 

And not only did the banks issue grossly biased information 
thru the prospectus, but they also paid for newspaper support. 
Part of their publicity program was paid newspaper propaganda 
appearing in the guise of disinterested comment.1 According to 
Marinitsch,2 of the twenty-five independent financial journals 
not owned directly by banks or financial agencies,· only two or 
three were thoroly honest in their comments on the new issues. 
The financial columns of even the large dailies, Marinitsch stated, 
were leased to financial writers who were privileged to conduct 
their columns with complete liberty. Their power to influence 
public opinion for or against new security isSues was, obviously, 
considerable, and rendered their support valuable to underwriters. 
Kaufmann in describing the details of French flotation of secu-

pressed by the vastness of the banks, followed their advice assiduously. The central 
agency fixed in advance the amount of securities that each branch ought to place, 
and the manager of the branch, whose word was law with his client, went over his 
client's portfolio and made room for the new issue. During the period of Jiotation 
the central office issued daily lists to all branches stating the percentage of its quota 
reached by each branch. EvelY attempt was made by the IIIlUlagelS to reach and 
pass their quota." Under such conditions it would be most swprising if the advice 
to investors would be unbiased. 

1 Kaufmann, Banques en France, Chap. 3. Sec. 3. 
I La Bourse th€orique et pratique (Paris. 1892). p. 294-

• There were in Paris in the go's 186 financial sheets. 
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rities wrote that the first care of a bank directing the flotation of 
an issue was to establish the "budget of publicity" - that is, to 
fix the sum to be distributed to the press not for paid advertise­
ments, but for securing favorable comments in the financial news 
columns. The expense of this type of publicity was, he estimated, 
from I to Ii per cent of the nominal value of the issue. In the 
decade before the war, Kaufmann claimed that there spread a 
practice of giving newspaper editors certain subscription priv­
ileges which would increase in value in proportion to the success 
of the flotation.1 

It was the large profits frequently available to bankerS from 
foreign loans that led them to prefer and encourage foreign in­
vestments. In recommending French rentes or City of Paris 
bonds, there was little or no profit to be made, but in recommend­
ing a Bulgarian or Brazilian loan there was opportunity for big 
gains. The poorer the security of the borrower and the more 
pressing his need, the less particular is he apt to be, the less 
"shopping" around can he afford to do, and the more is he willing 
to pay to the underwriters. I The result was constant pressure on 
the French investor to buy those foreign securities which the· 
banks were issuing. A consortium or a single bank took a foreign 
loan and pushed it; they no longer were impartial counselors to 
the investor.' 

I The probability of co-operation between the issuing banks and the press at the 
apense of the investor is indicated by the fonowing incident cited by Becque (op. 
ciL, p. 99). About the 20th of December, 19II. the important dailies contained 
lengthy, laudatory articles on the wealth and prosperity of and opportunity for 
investment in Paraguay. The foRowing week a foreign loan of that country was 
issued on the Paris and other m&Ikets.Later one learned that the country was 
engaged in civil war and that during the course of the year there had been no less 
than four revolutions, and further, that the interest payment on previous loans had 
not been paid for 10 years. 

• The answer by the officials of the Credit Lyonnais to the United States Mone­
tary Commission in 1910 on this subject of underwritelS' profits is significant. 
The question was: "Have you a fu:ed percentage of profit, or do you buy them as you 
can and sell them at a price satisfactory to yourselves?" The answer was: "Natu­
rally the commission varies." - Interviews on the Banking and Currency Systems, 
United States Monetary Commission, 1910, Senate Document No. 405, p. 234-

I The effectiveness of their advice to investors may be judged from the following 
&llSwelS by the chief officials of the Credit Lyonnais to the United States National 
Monetary Commission in 1910. 
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. The investor was all the more ready to buy the foreign secu­
rities whi,* the banks and the press were urging upon him because 
foreign government bonds were free from an annual tax. The 
only domestic bond that was equally free from taxes was the 
French rente, the price of which was usually very high, partly 
because of its greater safety and partly because Qf certairi legal 
requirements as to bank and trust fund investments. The ab­
sence of this tax may have been a gain to the investor in that it 
increased the yield, but it was a loss to France if it induced a 
French investor to purchase a foreign. security the increased 
risk of which waS compensated for by its freedom from annual 
taxation.l Foreign corporate and municipal securities, tho not 
free from taxation, were no less attractive than fo~eign govern­
ment bonds in that they offered great o~portunity for evading 

Q. Our information is that the CrMit Lyonnais "always endeavors to have a 
certain class of securities which they can recommend to their depositors, and that 
their recommendation is practip.lly equivalent to a sale, and that they· sell an 
enormous amount of securities and at times undertake large issues. Can you state 
the largest issue that you have recently purchased? 

A. There are two kinds of such operations; first, when the Credit Lyonnais is . 
alone interested in the operation; and second, when others of the Paris balikers are 
interested with us. The largest recent issue, in couneCtion with other bankers, was 
the 5 per cent Russian loan of 1906 of 1,200,000,000 francs ($24°,000,000). What 
is very important in our way of floating a loan is that the sales are made in small 
quantities; the transaction is completed in a very few days, and each of our cus­
tomers buys only the number of bonds i:Orresponding to his investment require­
ment. 

Q. "As a matter of fact, anythiJlg you recommend they will buy? 
/L. . Yes, and even with a vel)' large issue; the bonds do not remain long in the 

market, because in our count!)' savinm; are very erlenped. Everyone saves his 
money. The small savings of France are theweaIth of the count!)'. By examining 
the balances of, the accounts of our customers we can know whether they want to 
invest or not, and then we endeavor to have stocks and bonds to offer to them as 
they require them, but this is variable, and sometimes we might have a large issue. 
40 to So millions of francs, taken by the public in four or five days. 

1 The impartiality of French bankers towards foreign investments is apparently 
doubted by E. Becque (op. cit.. p. 209), who writes: "The truth is that financiers 
who were interested in making foreign loans successful or who wished to obtain the 
co-operation of French capital in advancing funds to foreign enterprises have gone 
out of their way to raise the spectre of tax on revenue; and the fears of the capitalists 
of our count!)' are due in large part to that frame of mind which we have already 
spoken of and which, unfortunately. France is particularly guilty of, which consists 
in admiring everything that is far ott while that about us is regarded with distrust." 
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taxes.1 It will be remembered that tax evasion according to 
French estimates was as high as SO per cent. 

All these forces combined in creating in the mind of the French 
investor a definite bias in favor of foreign investments. He could 
not, consequently, weigh impartially foreign against' domestic 
inveStment even had he possessed the infomiation and the ex­
perience necessary to evaluate justly the comparative risk. The 
result was that he purchased foreign securities at a yield which he 
did I/.ot. recognize as being low because he underestimated the 
risk. H, then, we add this element of underestimated risk to the 
apparent equality of the rate of return, it can hardly be sai4 that 
the. yield on fl,)reign investments was greater than that on do­
mestic. Therefore the assumption that France received a higher 
return on her capital because capitalllowed out only in response 
to higher interest rates than could be obtained at home is of very 
doubtful validity; the investor as we have seen, was not an ade­
quate judge of the relative yield in3.Sl]luch as yield must be 
measured not only by the rate but also by the risk. 

The second alleged effect of French capital eJqlOrts is that the 
productivity of capital for the world was increased in tha~ capital 
flowed where it was most needed, and further, that France thereby 
benefited as a consumer thru the cheapening of foods and raw 
materials, and as producer thru 'expanding markets for her goods. 
The claim is based first on the assumption that the yield from her 
foreign investments was greater than. from her domestic, ana 
secondly that an increased real rate of interest always means in­
cr~ased productivity: .The first as.sumption we have noted resis 
on doubtful grounds; the second assumption also appears to be 
open to question. • 

I The following quotation from a recent essay on French banking suggests that 
the opportunity fqr tax evasion thru foreign investment was not without its appeal 
to the French investor. "With regard to the possession of money, of personal or 
family capital, the Frenchnian seems to experience a respect, an intense love, which 
justifies any sacrifice ••• and any deception. The middle class Frenchman, as the 
press shows clearly, lives in a state of perpetual disquietude concerning the evolu­
tion of social and fiscal laws. He mBkes a fetich of the secrecy of his business." -
R. J. Lemoine, Banking System of France, contained in Foreign Banking Systems. 
edited by Willis and Beckhart (New York, 1929), p. 52+ 
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It is quite tine that an increased yield often reflects increased 
productiv,ityj but this is not always the case. Some loans are not 
productive at all. When French loans to the Balkans serv~ 
merely to advance them in the race for armaments, and when 
loans to the Ottoman empire. are used merely to increase the 
luxuriousness of court life, the funds can hardly be said to be 
productive in the sense in which that term is ordinarily used. 
Loans of this type need no special discussionjtheir case is obvi­
ous, and moreover, such loans formed only a part of French 
foreign investments. 

It is the loans for presumably productive purposes that enter 
into our analysis. When such loans are made to private industry, 
the yield presumably measures productivity; the sum that private 
industry is willing to pay reflects its estimate 'of the productivity 
of the capital it borrows. The one who offers the highest price 
for the use of tapital presumably will utilize it in a manner more 
productive than one not willing to pay so much. To hamper 
funds from going to the highest bidder would under these condi­
tions interfere with the most productive use of capital. But the 
larger part of capital borrowed from France was borrowed not by 
private industry (foreign), but by governments and municipal­
ities, and in such borrowing a new element is introduced which no 
longer makes possible so simple a measure of productivity. The 
state uses the borrowed funds for building roads, railways, public 
buildings, harbors, canals, and other public works, and the possi­
bility of measuring the productivity of such expenditures by the 
same yardstick --- earnings.- disappears. There are no earnings. 
For illustration, Argentine built ports and harbors costing mil­
lions of francs, which she borrowed largely from France at 5 per 
cent interest. Since the utilities were not sold, there were no 
earnings. It is maintained, however, that the utilities produced 
by the harbors were worth at least 5 per cent. The willingness of 
Argentine to pay that 5 per cent indicates that in her opinion 
their productivity was worth at least that much; if it were not, 
5 per cent would not have been offered. But this explanation is 
not sufficiently searching. The productivity of the harbors is 
impossible of objective measurement. It is measured not by 
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earnings but by what the persons responsible for the expenditure 
\hink the harbors are worth to Argentine. And their opinion may 
be guided by considerations which are not at all such as guide 
private borrowers who calculate earnings. 

Even when the service rendered by public works is charged for, 
the earnings are not always a measure of the productivity of the 
capital involved. Russia, for instance, borrowed great sums for 
her railroads. These roads operated under a continual deficit. 
The interest on the bonds was paid from treasury funds, which in 
turn were largely borrowed from France. If the earnings of the 
railway were to be a measure of its productivity, the capital in­
vested. altho yielding a 4 per cent return to its holders, was not 
productive at all; it did not yield a return sufficient to pay even 
the fixed charges, let alone dividends. But Russia may have pre­
ferred for political or economic reasons to have low freight rates 
and to make up the deficit out of taxes. Or she may have been 
charging for transportation service as much, in a monopolistic 
sense. as the traffic could bear; in which case the road operated 
under a deficit because she could not obtain dividends no matter 
how high the rate. Or Russia may have built her roads partly 
for political and military considerations - these frequently 
played an important part in her decision to build harbors, rail­
ways, and roads - and she may therefore have expected the 
railroad to operate under a deficit. How can Russia's political 
ambitions in the East - say - be evaluated in terms of pro­
ductivity against harbor improvement in France? To fall back 
as a measure of that productivity upon the willingness of Russia 
or France to pay in terms of money for the satisfaction of such 
differing desires is to strip the term productivity of the significa­
tion given it in the assumption we are considering. 

That assumption. it will be remembered, was that capital ex­
ports increase productivity. If the term productivity is to be 
given its narrow, technical meaning, namely, the creation of util­
ities,-utility being defined as the capacity to satisfy a want,­
then the willingness to pay must, from the very definition, logi­
cally measure productivity. But the thought implicit in the 
assumption that capital exports increase productivity is that 
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capital exports increase well-being. If productivity does not have 
this implication, then it cannot be held that increased productiv-
ity is an advantage to be claimed for capital exports. . 

The difficulties which arise from the indeterminate meaning of 
productivity are illustrated by the following passage by Hobson 
in the preface of his book on capital exports: 

Whatever view be taken as to the social consequences of a high rate of 
interest, it is at any rate evident that the wealth of the world as a whole 
benefits if capital flows to those quarters where it is most Deeded provided . 
always that it is not used for purposes of waste or destruction, such as war, 
or for the exploitation and the oppression of helpless savageS. 

It is within the phrase "where it is most needed" that the diffi­
culty lies. Apparently the writer does not intend the phrase to 
imply the greatest want as measured by the willingness of the 
borrower to pay a higher price for capital, since he qualifies the 
phrase with "provided that." By so doing he abandons money 
payment as the criterion, and proceeds to examine the purpose 
for which the loan is to be used, thereby interpreting the term 
productivity in its broader sense - well-being. It is in this sense 
that the term productivity will be used in this discussion, since 
it is so used in the assumption we are questioning. 

Let us return now to the measurement of the productivity of 
capital. The estimate of the utility derived from the use of cap­
ital is in each country based on considerations which cannot be 
compared. It may be that the predominant cause for the borrow­
ing was political or military, or perhaps fiscal, necessitated by the 
difficulty (if raising taxes. Russia, for illustration, did not until 
1909 obtain funds to meet her heavy interest charges out of taxes. 
Before that date interest charges were met out of increased bor­
rowing. 'France, on the other hand, met the charges on funds 
borrowed for public works out of taxes. If the French political 
leaders disliked to increase the tax rate more than the Russian 
Ministry of Finance disliked to borrow, then the latter could offer 
more for funds. But it is scarcely reasonable to conclude from 
such a situation that the funds spent in Russia were more pro­
ductive than if they had been spent in France. Russia's higher 
successful offer for capital might be interpreted not as indicative 
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of the ability to put that capital to greater use, but rather as a 
defect in the conduct of Russian government finance, or as the 
extreme dislike of the central government in France to expend 
funds on public works of a local nature.1 

Nor is the fact that a foreign government outbids private in­
dustry for capital an indication that the productivity of the capital 
is greater when used by the foreign country. The price industry 
can pay f~r the capital it borrows is definitely limited by the pro­
ductivity o~ that capital. It cannot afford, on the penalty of loss 
or failure, to pay more. Industry may and does err, and when it 
does, a definite, measurable loss results; but it cannot err by 
much because it has a fair idea of the market value of the serviCe.s 
it produces. The situation of a government borrowing is differ­
ent; the limit it can pay is conjectural at best, and is determined 
mainly by political factors. How can it be otherwise since the 
service to be produced - if it is a loan for productive and not 
Consumption purposes - has usually no· measurable market 
value? What, for example, is the value of good roads, harbors, 
sewage, schools? The value of those expenditures to the com­
munity is determined by a compromise of such a diversity of 
interests that if the amount paid for the capital used in their con­
struction is a measure of the productivity of that capital, it is 
probably an unusual accident and not, as in the case of industrial 
loans, a normal result. With this government hit-or-miss estimate 
of productivity it would be indeed surprising if each country dis­
posed of its capital to the best advantage.' Can it, then, be said 

1 Masse, a well-known French engineer, describes at length how the productive 
capacity of France was seriously curtailed by the insufficient development of canals, 
ports, rivers, and other public works (La production des richesses, Paris, (925). He 
up1ains the inability of France to compete successfully with other governments for 
French funds. to be spent on French public works by the lack of local autonomy in 
matters of upenditure. He implies definitely that a change in the political structure 
of France would have resulted in more funds being spent on public works. 

I It is significant that in the report of the Liberal Industrial Inquiry in 1928, 

written by such competent economists as ]. M. Keynes, W. T. Layton. H. D. 
Henderson, B. S. Rountree - to name only some of the Executive Committee re­
sponsible for the report - there is recognition of the lack of necessary equivalence 
between yield on foreign investments and welfare of the lending natioD when the 
10ans are to foreign governments and municipalities. It is proposed that some other 
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that the French loans to Russia, Turkey, Spain, Austria-Hungary, 
Greece, and the South American governments, which accounted 
for at least half of France's foreign investments, resulted in 
greater productivity for society as a whole than would have been 
the case had that capital remained at home? 

Even if they did, the welfare of the world at large must still be 
deemed of secondary importance; from the point of view of 
France, her own welfare is paramount. To her the significant 
gains and losses are not those experienced by Russia or Turkey, 
but those experienced by France. Just what did France gain from 
her foreign investments? It is to a consideration of this question 
that we now tum. 

means than a reliance upon the price offered for the use of capital be adopted to 
insure a proper development of domestic public works. The Executive Committee 
writes as ~ollows: "Secondly, there is question of the right distribution of savings 
in the national interest between investment abroad and investment at home. So far 
as industrial, agricultural, and mining overseas enterprises are concerned, we think 
that the freedom of foreign investments has in the past greatly increased the na­
tional wealth and is increasing it now. We see no reason to do anything but en­
courage the trading, business, and pioneering private enterprise of British citizens 
abroad. We also think that in the Railway Age, the development of foreign and 
colonial railway systems abroad out of British capital, when British materials, 
British savings, and British engineering enterprise were opening up the world for 
the supply of food and raw materials, was greatly for the interest of this country as 
well as of the world. But we are more doubtful whether at the present time, the 
existing machinery for the investment necessarily preserves the correct balance 
between expenditure on Public Utilities at home and loans for similar purposes 
abroad to Government, Provinces, Municipalities, and other public bodies in foreign 
countries and in the Dominions. Our constructive proposals below will be based on 
the assumption that the development and expansion of transport facilities, public 
utilities, industries, housing, and agricultural equipment al1wme should be the first 
charge on the national savings, and that only the surplus, after the satisfaction of 
all reasonable domestic requirements under these headings, should be made avail­
able to public bodies abroad." - Report of the Liberal Industrial Inquiry, Britain's 
Industrial Future (London, 1928), Chap. IX. Sec. I. 



CHAPTER XIII 

ECONOMIC EFFECTS OF CAPITAL EXPORTS (continued) 

BUOD entering upon a discussion of the far-reaching influence 
of capital exports upon the domestic economy of France, we 
shall briefly dispose of two minor alleged benefits. It is generally 
assumed that capital exports lessen the risk of investment thru 
geographical distribution. This certainly was not true of France. 
A wise distribution does indeed reduce the risk of loss, but it can 
scarcely be said that the foreign securities in the French portfolio 
reflected wise distribution. One-fourth of France's foreign hold­
ings were concentrated in Russia, and the rest consisted of loans 
to countries whose financial stability was doubtful and political 
prospects unsettled. The French portfolio was thus especially 
vulnerable in case of any untoward economic or political events, 
and increased rather than decreased the risk of loss from invest­
ment. 

The claim that capital exports provide protection to a coun­
try's gold reserves, thereby insuring freedom from credit and 
price fluctuations, is hardly applicable to the French situation. 
It is true that foreign securities sold abroad or employed as col­
lateral to establish credits against which the banks can sell ex­
change may be used to meet temporary adverse· movements of 
exchanges; they thereby obviate the necessity for shipping gold 
and help to protect the banking system from fluctuations in the 
gold reserve due to temporary movements in the exchange rates. 
This protection is sometimes advantageous. The constant move­
ments of gold both ways between countries demonstrates, how­
ever, that the use of securities is not always the most expedient 
method of establishing credits abroad; and in any event it is not 
necessary for a country to acquire billions of foreign securities for 
that purpose. Moreover, securities so used should have the great­
est stability and the highest standing, in which class the larger 
part of French foreign holdings could scarcely be said to belong; 
her domestic rentes would have served the purpose far better . 
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than her Russian, Italian, or Spanish bonds. In any case long­
time securities are not used nearly so much as short-time prime 
paper; a central bank can and does more adequately protect its 
gold reserve from fluctuations by the possession of a goodly stock 
of foreign bills. But for France the necessity for protecting tempo­
rary fluctuations in her gold holdings was of very minor impor­
tance because of her huge and ever increasing stock of gold and 
the lack of sensitivity in her credit Struct1Jre. As for providing a 
liquid reserve for times of· national stress, it is noteworthy that 
in the greatest crisis, 1914-1918, over half of France's foreign 
holdiilgs became unsalable except at a very great 10SS.1 

So much for the alleged minor benefits France derived from 
her capital exports. We tum now to a consideration of the effects 
of these exports on the French domestic economy - on the na­
tional incOme, on the distribution of that income, on the terms of 
trade, and on the development of the domestic industry. 

1 Seveml French writers claim for France this additional advantage from foreign 
investments: they serve to equalize what would otherwise be an "unfavorable" 
balance of payments which would denude France of her gold. The income from 
foreign investments is assumed to make possible a constant excess of merchandise 
imports without the necessity of exporting gold in payment. It is difficult to nnder­
stand why this is included as an advantage of foreign investments for any conntry, 
especially France. We have seen that France did not have a consistent excess of 
merchandise imports, and that the revenue due France from her foreign invest­
ments did not serve to pay for her imports but wss reinvested abroad (except per­
haps for the yesrs from 1880 to 1886). But even were a lending country to be at 
the stage where she receives a constant excess of men:handise imports-paid for 
by the excess of revenue due her from her foreign investments over new foreign 
investments - is it to be claimed that this constant excess of imports would, were it 
not for the foreign investments, have to be paid for in gold? During the filst period 
of a lending conntry's operations, assuming equilibrium in the other items in the 
balance of payments, an excess of exports of goods or services is created. When the 
interest payments equal the annual excess of export of capital, equilibrium between 
the exports and imports of goods and services is estsblished; and when the annual 
interest payments exceed the annual exports of capital, an excess of imports ap­
peus. To hold that this excess of imports would cause a sustsined out/low of gold 
if it were not for the capital exports is to confuse cause with effect. U there had 
been no sustsined capital exports in the filst place, a sustsined ezcess of imports 
would not have appeared. See, for enmple, M. Arbou, op. ciL. Chap. I. and 
E. Bocque, op. cit.. p. 85. The latter. in enumerating the advantages of capital 
exports writes that «the fust and most essential advantage is that the large profits 
from foreign investments permit lending countries to pay for their excess of im­
ports and to transform a debit balance of payments into a cmlit balance." 
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The possible sources of an increase in national income from 
capital exports are three: an increase due to the difference in the 
rate of return on foreign investments over the rate that would 
have prevailed had no capital been exported; a cheapening of 
imports as a result of improvements in foreign industry and agri­
cUlture made with the borrowed capital; a reduction in the costs 
of production of domestic goods because of an increase in the 
foreign demand for, those goods with a consequent development 
of more and larger plants, leading to lower costs from "external" 
and "internal" economies. 

In France the export of capital probably caused the rate of 
interest to go Upj had no capital been exported, the additional 
hall to one and a hall billion francs would have so augmented the 
annual supply of capital available for domestic industry that the 
rate would have decreased. How great the decrease would have 
been depends upon the effect that a decline in interest rates would 
have had (I) upon the volume of domestic savings and (2) upon 
the domestic demand for capital in the absence of opportunity 
for foreign investment. It is generally held that a decrease in the 
rate of interest decreases the volume of savings, but the extent 
of such decrease - the significant problem - is a debatable 
point. In the case of France there is reason to believe that sav­
ings would have been less responsive to a downward movement 
of the interest rate than the savings of other lending countries. 
The saving habits of the French nation, famous in French liter­
ature and thruout economic writing, were so firmly established 
that a matter of an increase or decrease in the reward for saving 
would not have been nearly so important in France as in a coun­
try where the saving habit was less popular. The ambition of 
almost every Frenchman is to be a rentier.l He does not have the 
passion of the American to earn a great deal in order that he may 
spend a great deal; his psychology is to live on little in the present 

I Neyman:k, in an essay in IgZo, wrote: "Neither in England nor in the United 
States is there such an army of people who put by small savings. There are nearly 
10,000,000 electors. AD, or nearly all, save their money with the intention of putting 
something by for their old age. • •• To sell his securities is a resolution he takes 
only in the case of absolute necessity." - French Savings and Their Influence upon 
the Bank of France and upon French Banks (Washington, IgIO), p. 167. . 
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SO that he may live without working in the future. Every penny 
is husbanded, and when there is a surplus the Frenchman feels, 
as Guyot 1 says, U a great delight" in investing it. A decrease in 
the rate of interest under such conditions would, it has long since 
been pointed out, tend rather to increase than decrease the 
amount of savings, since the principal would have to be greater 
in order to yield the same income. In the 90'S, when interest rates 
were declining to very low levels, there does not seem to have 
been any slackening in the rate of increase of French savings.1 

Nor does there seem to be any comment in the literature of the 
period with regard to increased spending or reduced savings due 
to the lowered interest rates; in fact the contrary is true. Ney­
marck, writing in 1893 on L'abaissement du tam: de l'interet, 
ses causes, ses avantages, ses inconvenients,a does not mention 
either increased spending or decreased saving as resulting from 
the great decline in interest rates on investments. But he does 
write: 

The rentier must therefore work for a longer time in order to have the 
same amount of enjoyments as formerly. The head of the family must work, 
earn, and above all economize more in order to insure the same income so 
that he can give the same dowry to his children. The laborer, while setting 
aside the same sum, must work for a longer time in order to create for his old 
age an income equal to that which he obtained formerly.' 

There is reason to believe, then, that in so far as savings depend 
upon willingness to save, the supply of capital would not have 
been seriously afiected by a reduction in the interest rate. 

A decrease in the supply price of capital may, however, have 
decreased the capacity for saving. Doubtless with a smaller 
money income the French rentier would· have found it more 

. difficult to save an equal amount. But to offset the decreased 

1 The Amount, Direction, and Nature of French Investments, Ann. of Am. 
Acad. of Pol. and Soc. Sc., 1916, Vol. 68, p. 37. 

I Savings in aU savings banks increased one billion francs from 1890 to 1899 arid 
only 1200 millions from 1900 to 1909. (Table 54.) These may represent chiefly 
"rainy day" savings, which are least sensitive to interest ratesj but mucli of the 
French investment in bonds was similarly motivated. 

• Finances contemporaines, Vol. 6, p. III. 
• Ibid., p. 116. 
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saving capacity of this class of income receivers there was the 
increased saving capacity of those groups whose incomes are in­
creased by lowered interest rates. Whether the increased ca­
pacity of the entrepreneur, the wage earner, and the landowner 
would have wholly compensated for the decreased saving ca­
pacity of the investor - very frequently the same person­
cannot be determined; but the difference in savings cannot have 
been great. 

Without serious reduction in the volume of savings and barring 
a change in the domestic demand schedule for capital, the rate of 
interest would have been somewhat lower than the rate that pre­
vailed when capital was exported. But it is quite possible that 
the domestic demand schedule would not. long have remained 
unchanged. The extra supply of capital seeking domestic em­
ployment at a rate somewhat lower might very well have brought 
about a complete change in the psychology of production - as 
will be pointed out later ~ which eventually would have caused 
the demand schedule to move to the right. For many years, 
however, the interest rate would have remained at a. lower level 
than that prevailing under capital exports; that is the money 
income from investments was higher than it would have been had 
no capital been exported. 

This larger money income accruing to the owners of capital 
accompanied a shift in the income of other groups: wage earners, 
landowners, and entrepreneurs. The effect on labor was a re­
duction in wages. We may apply the usual economic reasoning. 
The more limited the supply of anyone of the agents of produc­
tion in proportion to the others, the higher the price it can com­
mand for its services; where capital is scarce and labor plentiful, 
wages are lower and interest higher than where capital is plentiful 
and labor scarce. Since there was less capital, each unit of capital 
received a larger share of the combined product than it would 
have received had capital per laborer been greater. 

The wage earner suffered also because of the worsening in the 
net barter terms of trade in so far as the more unfavorable terms 
were caused by capital exports. I Imported commodities con-

I See Chap. 12. 
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sumed a slightly larger portion of his income because of the effect 
of large exports of capital on relative price levels. The loss in 
real income was felt by all French consumers, but the laborer had 
no offsetting gain, as did the investor, from the higher interest 
rates induced by capital exports. The entrepreneur likewise suf­
fered from capital exports; as consumer his imported commodities 
cost him more, and as producer his services received a smaller 
proportion of the total product because of the relatively greater 
scarcity of capital~ 

As in the case of the other factors of production, so with land: 
any change which causes capital to be less abundant relative to 
land will increase the relative economic importance of capital and 
decrease that of land. Moreover, in the case of agricultural land, 
economic rent is decreased not only because of its diminished 
economic importance as compaIed with capital, but also because 
capital exports to some extent increase the world supply of usable 
land.1 Altho this additional cause for decrease in economic rent 
was a loss to the landlord, it represented no net loss to France. 
By supplying the capital to develop foreign agriculture, foreign 
mines, and so forth, the cost of producing certain commodities in 
foreign countries became cheaper, and France along with the rest 
of the world benefited as consumer of those commodities.' 

This reduction in the cost of imports - arising not from more 
favorable net barter terms of trade, but from the reduced cost of 

I The term stlpply is given here perhaps a slightly different meaning than is 
frequently accorded it. The supply of land as the term is here used is not to be 
measured by the world's surface. It refers only to land having exchange value. If 
land which is unproductive is made productive by improvement in the arts of 
transportation, the effect is an inc:zease in the supply of land. R.egarded in this 
sense, the supply of land is by no means fixed. 

• Pigou in his Economics of Welfare, rev. ed., Part lV. Chap. Ill, Sec. 7. u­
presses the opinion that the injury to labor caused by capital exports would in the 
long run be ofiset by an inc:zease in the aggregate income. The inc:zease would come 
from the compounding of the extra interest earned abroad on foreign investments 
and from the cheapening of those raw materials and foodstuffs consumed by work­
men in the lending countries, a cheapening that results from better exploitation of 
foreign sources of supply. This was doubtless tnie of England, because her invest­
ments yielded rich returns and her capital was largely used for aploitation of foreign 
resources. (See footnote p. 296.) But as indicated in the pages above, this was 
hardly true of France. ' 
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production abroad - is one of the considerable advantages 
claimed for foreign investments. But it must be kept in mind 
that this reduction would have accrued to France no matter 
which country's capital developed foreign lands. From the point 
of view of France only commodities cheapened by her exported 
capital and consumed by her can be claimed as a gain from French 
foreign investments.1 And in any case only a part of French ex­
ported capital was used for purposes that resulted in the reduc­
tion of the cost of French imports. The French capital,loaned to 
foreign governments for their military purposes resulted in no 
reduction, while the capital loaned for foreign municipal improve­
ments reduced it only in a very tenuous fashion if at alJ..2 Nor, 
it must be noted, was the gain to France from the decrease in the 
cost of Some of her imports a net gain. Domestic goods and 
services would also have been produced more cheaply had more 
capital been used at home.- To be sure, if the bulk of the French 

I It may he replied that if every countIy adopted this attitude, the rich natural 
resources of much of the world would remain undeveloped. This argument would 
in an probability bear little weight in the determination of national policy. More­
over, it need not necessarily be true. Capital exports may have,heen desirable for 
Great Britain, Holland, or the United States, and yet for reasons peculiar to France 
unwise for her. 

• It is noteworthy that from those countries which received most French capital, 
Russia excepted, exports to France declined heavily, as foRows: 

Impom into FrllrJU 

(Millions of francs) . 
Average 

1880-,884 
Russia.......... •••• 240 
Turkey............. 130 
Italy................ 400 
Spain ............... 350 
Austria-Hungary. • • • • %20 
Roumania •••..••••• 55 

Average Change from 1880-,884 
Jgos-_ to JgoS-IlI09 (P";" cont) 

27 10 
105 -20 
ISO -62 
170 -So 

74 -63 
44 -20 

These declines over a period of thirty years by no means prove that the cost of 
production of the imports from those countries had not been reduced,but they 
strongly suggest that the gain accruing to France ~m those reduced costs was not 
great. 

• With regard to agricultural machinery Clapham concluded that "those ma­
Chines which are the typical products of applicstion of nineteenth century metal­
lurgy and engineering to agriculture, had not even conquered the larger French 
holdings in 11192, if statistics are at all trustworthy." He mentions, too, that the 
cultivator was short of capital. - Op. cit.. p. 171. 
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capital invested abroad had served to develop rich natural re­
sources, as did much of the British foreign investments,! there 
would be less doubt about the gains to France from the reduced 
cost of imports. Some French capital did, indeed, flow to Brazil, 
Argentine, Java, Malacca, and similar spots, which yielded some 
return to the French consumer in the shape of reduced cost of 
rubber, coffee, hides, and so forth; but much more went to Tur­
key, Russia, Austria-Hungary, Roumania, and Spain, where the 
supposed increase in the productivity of the capital resulted in 
dubious gains to the French people. 

The export of French capital resulted, then, in only a slight 
reduction in the cost of French imports. The decrease in the 
domestic costs of production arising from. the possibility of in­
creased economies from a larger scale of production in the export­
ing industries was even more doubtful. The export of capital 
resulted at .first in a shift to the right of foreign demand schedules 
and also in an increase in demand - in the market sense - for 
French products. The increased demand for certain French 
products necessitated an increased production and resulted in 
some of the economies accompanying an increased scale of pro­
duction. Here again the gains were not net gains. The increase in 
the foreign demand for French commodities was not an additional 
dema.n.d; it was only a substitute demand. The transfer in pur­
chasing power abroad which causes an increased foreign demand 
for French goods and services decreases at the same time a domes­
tic demand. There is no reason to expect more opportunity for 
reducing cost in exporting industries than in domestic.! More­
over, from thl:! French point of view the saving from the reduced 
cost of goods consumed at home accrues wholly to the French 

1 In 1914 Sir G. Paish stated: "In the aggregate, Great Britain has supplied the 
world outside these islands with neady £600 million for the construction of railways 
in the last seven years (out of a total so supplied by her of upwards of £JIOO mil­
lion), and all of the money has been placed in countries upon which we depend for 
our supplies of food and raw material." - The Export of Capital and the Cost of 
Living, Manchester Statistical Society. February, 1914, p. 7&. Cited by Pigou, 
op. cit.. p. 621. 

• An increase in the foreign demand for French goods may be greater than the 
decreases in the domestic ~d if the increased exports result in building up a 
foreign demand for French products. 
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people, whereas a reduction in the cost of export goods - unless 
produced under conditions of monopoly - benefits the French 
people only to the extent that those commodities are consumed 
at home.l 

It must be remembered that \:he possibility of the savings we 
have been considering presupposes that an export of capital takes 
place thru an increase of exports. But it is also possible for the 
export surplus to appear with the aid of a decrease in imports, as 
apparently happened from 1892 to 1897 when there was a decline 
in the physical quantity of French imports altho every other 
European country (except Spain) showed an increase in those 
years. In such case there were no economies of this kind in the 
export industries, whereas there may have been the reverse effect 
in the domestic industries. Whether the purchasing power in 
France was transferred thru an increase in exports or a decrease 
in imports, or both, the irregularity of the movement of.French 
capital exports introduced additional elements of maladjustment 
into French industrial life, and these helped to reduce any gains 
that may have accrued from the economies of larger scale pro­
duction. 

The probable gains to France from her capital exports, as we 
have seen, could not have been very great) and they are rendered 
even less significant by the strong probability that the huge 
volume of French capital exports adversely affected the tenor of 
the domestic industry. During the period under survey, while 
other leading countries of the world were undergoing a great in­
dustrial expansion, French industry remained apathetic. Many 
a French writer observing the industrial progress of neighboring 
Germany was emphatic in his condemnation of French industrial 

I An additional consideration is that the reduction in cost may have been so 
considerable - a likely assumption in view of the nature of the small scale pro­
duction of many French exports - that, notwithstanding increased sales, the total .' 
value of French exports decreased and the net barter terms of tIade became still 
more unfavomble. We are obviously dealing here only with probabilities; yet they 
c:&mIOt be ignored if we are attempting an evaluation of the effects of foreign invest­
ments. It were better to admit that the effects of foreign investments on the terms 
of tIade can be determined only after a careful examination of the use of each loan 
as well as of the total situation than to assume a result which may be the very oppo­
site of the actual one. 
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unprogressiveness. Truchy expressed the prevailing impatience 
with the sluggish development of French agriculture and indus­
try in the following words: 1 

Our horizon is limited and our ideal mediocre. We risk little, we earn 
little ••• '.' In these quiet paths where the sons are led by the fathers and 
where in their tum they will lead their own cbildren, we shall perhaps find 
happiness; but most assuredly those are not the paths that modem peoples 
tread in their march to greatness and a historic role. 

Again, Masse in the introductory chapter to his lengthy volume 
on the production of wealth in France wrote: I 

Let us note that even at this moment France is content to Jive from band 
to mouth, to create new capital by savings. She leaves her powers of p~ 
duction partially unfertile and idle ••• improving neither machinery nor 
methods. She employs her capital to make fertile the labor of other nations. 
• •• She desires only to continue her lazy role of banker to the world. 

This stagnation of French industry was due in the opinion of 
many French writers to the inability of domestic interests to se­
cure capital because of the strong bias for foreign investments. 
In an address to bankers one of these writers dramatically ex­
pressed the lack of capital for domestic use as follows: I 

While [French] gold Hows over the entire world, business, industry, agri­
culture vegetate at home, languishing in a consumption, and do not find the 
capital necessary for their development, and these two facts - financial 
prosperity, poverty of credit-equally incontestable and uncontested, but 
in appearance contradictory and irreconcilable, face each other in a sort of 
paradoncal antithesis thrown in defiance at the good sense of the public. 

M. Cawes. President of the Societe d'Economie Politique, in a 
paper before that society in 1900 also stressed the difficulty which 
the French entrepreneur was meeting. His statement was "Be 

I £tude sur Ie commerce de ]a France. Rev. d'£con. Pol. 19040 p. s64-
I Op. cit., p ... 
• H. Michel, cited in Becque, op. cit., p. 203. 

It must be DOted that some writeB, notably Neyman:k, were of the opinion that 
the stagnation of French industry was due Dot to the inability of industIy to secure 
capital, but to the inability of capital to find business opportunities in France. He 
ascribed this state of affairs to the lack of real financiers. to the highly critical atti­
tude of the government and the press towards big business in France. and to the 
constant tlueat of increased fiscal burdens on income. - Les gros magasins des 
capitauz, op. cit.. Vol. 3. p.' S06. 
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you Greek, Chinese. or Brazilian. it is often said, the Credit 
Lyonnais will make you huge advances; but if you are French. 
you will get nothing." Raffolovich.1 too, blamed foreign invest­
ments for the lack of capital for domestic industry. 

Ymanciem [he said] inclined to place German securities at home assert 
at the same time our industrial powerlessness and our financial power: the 
pessimism of our great banks in respect to our industry has almost taken the 
form of a dogma. • •• The truth is simple: the great banks hope to continue 
their activity as issueili of foreign paper by placing at home German securities 
which yield them large profits; nothing but their immediate interests moti­
vate them. 

The opinion of others, again, was that the foreign investments 
drew capital away not only from industry but also from very 
much needed public works. an opinion that is thus summarized 
by M. Arboux: I 

While France exports billions, she has done nothing for herself. While 
&he has given the most complete tools to countries which soon turn about 
and. compete with France in the sale of the products of those tools, she has 
not progressed in her own production methods. France has created harbors 
for Argentine, bored isthmuses in two hemispheres, established canals from 
the Baltic to the Black Sea, yet important public works remain to be accom­
plished on her own soil. Havre and Marseilles are not equipped to maintain . 
their commercial position; canals are urgently needed in the east and south­
east. With the money that we have sown in distant enterprises we could 
have realized ten times over our great national projects,whose future even 
now seems chimericaL 

Doubtless the apparently greater yield of foreign securities 'was 
even more appealing to the French investors because of their lack 
of confidence in domestic enterprise. The French attitude toward 
French ventures is well expressed in the remark attributed to a 
French officer who had spent twenty years abroad. When asked 
why he invested his savings abroad rather than in France, he 
replied, "I don't mind risking my skin for France, but I must 
keep my sous protected!' I 

I I.e Man:hE Fmancier, 1910-11, p. 6. 
• Op. cit., p. no. The author of the above quotation is not in sympathy with 

the writers who place the blame for this state of affairs on the export of capital He 
feels it is due to the lack of French business ability. 

• Cited by Guillaume, op. cit. 
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It seems very probable that the bias for foreign inveStments, in' 
large part artificially created by the powerful French commercial 
banks, was responsible for this lack of confidence in domestic 
enterprise. It is possible that the French attitude toward experi­
mentation, toward new ventures, new methods, would have been 
different had French capital more eagerly sought opportunities 
for domestic investment. To be sure, to an aggressive, enterpris­
ing commercial spirit foreign competition for capital is of second­
ary importance; capital is eagerly sought after, coaxed into do-

. mestic channels by ambitious entrepreneurs. But lacking that 
spirit, French industry may have needed the special encourage­
ment that a large supply of capital seeking domestic employment 
would have provided.1 Once having gathered momentum, the 
whole psychology of production might have changed. Improve­
ments, larger scale production, greater profits, might have ushered 
in a tendency toward industrial expansion similar to that of Ger­
many during those years. 

1 It is significant that such expansion in the use of machinery as did occur in 
France came at a time of vety low interest rates and most abundant capital. J. H. 
Clapham, after reviewing the statistics on the spread of machinery in France, wrote: 
"It might easily be argued that an 'industrial revolution' began in France some. 
where about the year ISgS. All the power used in French industty in ISgo would 
only have driven a.fe~ squadrons of the capital ships in 1920." - The Economic 
Development of F1'\Ilce and Germany x8IS-1914 (Cambridge, 1923), p. 240. 



CHAPTER XlV 

CONCLUSION 

IT HAS been generally supposed that the huge foreign invest­
ments of France yielded a net revenue large enough to make 
possible a continuous excess of imports. Contrary to this belief 
the balance sheet of French international accounts for the years 
1880 to 1913 shows that the total net revenue due France from 
her foreign investments was no greater than the total exports of 
capital for the same periodj France had not yet reached that 
stage of lending maturity when income from foreign investments 
exceeds capital exports. It is therefore evident that the persistent 
excess of imports which, according to the official figures, France 
enjoyed could not have been brought about - as French writers 
commonly stated - by her foreign investments. Nor was the 
import excess so large as the official figures indicate. After due 
allowance for the relative undervaluation of exports and after 
making comparable the statistics of exports and imports by cor­
rection for shipping and insurance costs, the movement of mer­
chandise balances presents a quite different pi~ure from that 
based on the official figures. Instead of the recorded constant 
excess of imports, in twelve of the thirty-four years under survey 
France had an excess of merchandise exports, and in several of the 
remaining years her import excess was very small. The depar­
tures from the trend toward an excess of exports after 1889 were 
of short duration and were chiefly the result of greatly increased 
food imports necessitated by unusually poor domestic harvests. 
Even the import excess of the period 1880 to 1886 was in large 
part due to the widespread destruction of domestic vineyards 
and the consequent extraordinary imports of wine. A curve 
representing the corrected merchandise balance of trade with 
these fluctuations eliminated would show an excess of imports in 
only a few years, and for the period as a whole a sizeable excess 
of exports. Such excess of imports as did occur was paid for not 
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by the revenue from the French foreign investments but by the 
expenditures of foreign tourists in Ftance, a revenue which looms 
very large in the international accounts and amounts during the 
thirty-four years to more J:han thirteen billion francs. The re­
ceipts from this source were sufficient to pay not only for the 
excess of merchandise imports but also for the large excess (six 
and a half billion francs) of specie imports. 

Tho the totals of capital exports and net revenue from foreign 
investments over the period as a whole were not far apart, for 
anyone year during most of the period they differed consider­
ably, thereby raising the question of the mechanism for adjust­
ment of the disequilibrium caused by changes in the volume of 
capital exports. We found by comparing the movements of 
capital exports with the partial balances that there exi$ed a cor­
relation between merchandise movements and capital exports 
high enough to suggest that the. adjustment of disequilibrium 
occurred thru movements of merchandise. In attempting to trace 
the connection between the two it was necessary first to examine 
all the possible means thru which capital exports can influence or 
be influenced by merchandise movements, and then to evaluate 
the potency of the various means in the case of France. 

Weconcludefthat in the French trade with countries on a 
gold standard the movements of exchange rates were a negligible 
factor in cheCki~g or stimulating merchandise movements. In 
trade with countries not on a gold standard the movements of 
exchange rates were doubtless important. France exported little 
to such countries, but she obtained over one-fourth of her im­
ports from tbem~ and the wide fluctuation in exchange rates on 
those countries made a significant difference to the French im-
porters.. . 

We found also that countries which borrowed funds from 
France, unlike the countries which borrowed from England in 
the nineteenth century and from the United States in the twen­
tieth, did not spend any appreciable portion of the loans in the 
lending country. The linking of French loans directly to her ex­
ports - the efforts of the French government notwithstanding 
- was definitely a negligible factor in the French merchandise 
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movements. Changes in the volume of French exports to the 
borrowing countries playecf'at best only a minor role in the ad­
justment. 

Shifts in demand schedules were Jioubtless a more effective 
medium. No substantiation of this view could be found in the' 
FrenCh trade statistics, but actual substantiation would in any 
case be impossible because fluctuations in prices as a causal factor 
in merchandise movements could not be excluded; it would be 
impossible to determine what proportion of the changes in. the 
volume of merchandise imports and exports was due to changes 
in demaild schedules and what proportion to changes in sectional 
prices. But the likelihood that changes in demand schedules in­
duced chiefly by gold flows were a factor in the adjustment is, as 
we have seen from the general reasoning, fairly strong. 

The influence of sectional price changes as a force·in the ad­
justment does not iil the case of France appear to have played so 
prominent a role as is presupposed by the neo-classical doctrine. 
Nevertheless, the iIldications ~re that they were a factor. Exam­
ination of the movements of.sectional price changes and move­
ments of the physical volume of merchandise reveals a relation­
ship in accord with the orthodox sequence. Relative increases in 
the price of imports were accompanied by depine~ \Ii the physical 
quantities, and relative decreases in price by inqe~es in physical 
quantities. The changes continqed until, in a large number of 
cases, there was a rough approximation between the changes in 
the values of the merchandise balances and the capital exports. 
No causal connection between the two movements; however; 
could be found in the movements of specie importS,1>a.nk reserves, 
discount rates, and changes in the volume of credit and money. 
Specie imports, as we have shown, affected. bank reserves only 
thru the reserves of the Bank of France, all ~ther banks keeping' 
negligible amounts of specie in their vaults. Fluctuations m these 
reserves exerted only a slight influence on the volume of credit or 
note circulation. There was no trace of the gold-reserve-discount 
rate-volume-of-credit sequence held by the nec-classical theory to 
be the necessary chain connecting disequilibrium in the balance of 
payments with sectional price changes. The Bank of France dis-
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count rate,the rate at which the bulk of loans was made, moved 
so seldom and within such narrow limits that it could not have 
played an active role in the control of credit. Together with in­
creases in the gold premium th~ Bank. rate served to check. out­
ward movements of gold when there was danger of any large 
efflux; they were intended not to curtail credit at home but to 
prevent short-time funds from being drawn to foreign markets 
when very high rates prevailed. It was the avowed policy of the 
Bank. of France to interfere as little as possible with the price at 
which business men could borrow short-time funds, and as a re­
sult of this policy - a policy made feasible by large and growing 
gold reserves and by a relatively undeveloped system of deposit 
banking - the stability of the Bank. rate rendered it a purely 
passive factor in the control of credit. Tho the market rate was 
much less stable and appears to have been sensitive to specie im­
ports, it applied to only a small proportion of the commercial 
loans, and was consequently a ~oI" factor in controlling the 
expansion of credit. . . 

It is certain that gold exerted no such influence on prices thru 
the medium of changes in bank. reserves and discount rates as the 
orthodox theory presupposes; yet it is entirely possible that gold 
moveinentsatIected French prices without the aid of changes in 
discount rates orid the volume of credit. The great importance 
of the use of specie as a medium of payment in France makes 
such a connection between specie movements and prices possible 
even when discount rates and bank. reserves remain passive fac­
tors. But no clear evidence on the problem of the relationship of 
the quantity of money in circulation to prices is revealed by the 
comparison between the fluctuations in the quantity of specie and 
notes outside the B~ of France and the movement of prices. 
Moreover, even if such a relationship were revealed, the absence 
of correlation between the annual movements of capital and specie 
renders dubious the interpretation that changes in sectional price 
levels were induced by capital movements. And in this instance 
the lack of monthly figures is not ,likely to be of sufficient impor­
tance to invalidate comparisons on an annual basis, for the price 
structure in France would not have been so sensitive to monthly 



CONCLUSION 

movements as to the cumulative effect of a group of net monthly 
movements. Altogether analysis of French banking and mone­
tary movements appears to show no definite relationships upon 
which can be based a satisfactory explanation of the connection 
between French capital exports and movements of sectional 
prices. 

The possibility that merchandise movements influenced the 
volume of French capital exports cannot be wholly dismissed. In 
certain of the years the increased domestic expenditure on im­
ported foodstuffs caused by serious crop failures may have cur­
tailed the rate of savings and so affected capital exports; and 
bumper crops, again, may have served to increase both food and 
capital exports. On this point, again, the figures yield no definite 
evidence; the movements of capital exports show no consistent 
relationship with years of large or small food imports induced by 
poor or bumper crops. Nevertheless, in those years in which food 
imports were high owing to poor domestic crops and capital ex­
ports low, it is quite possible that the poor crops may have been 
one of the factors causing the decline in capital exports. The 
absence of any constant relationship may, as has .been pointed 
out, mean only that other factors affecting capital exports were 
more influential in some years than in others .. ':.~. 

The possibility that both capital exports'· and merchandise 
movements were concomitant effects of changes in business activ­
ity exists, but its potency is a matter of doubt. In certain of the 
years it is probable that both movements were accelerated or 
checked by business conditions, but the absence of any correlation 
between phases of business activity and Capital eXports suggests 
that cyclical movements of business activity were not an impor­
tant factor in the positive correlation noted between capital ex­
ports and merchandise movements. 

The evidence obtained from the analysis of French banking, 
monetary, merchandise, and price movements suggests the con­
elusion that no one force was alone instrumental in effecting ad"; 
justment of the disequilibrium in the French balance of payments. 
And it seems very doubtful to me that anyone force is ever alone 
responsible for effecting a balance. Many forces making for ad-
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justment are always involved, and each operates with a varying 
degree of effectiveness according to the particular situation. The 
specie-flow-price mechanism is doubtless one of the forces, but 
there seems to be no justification for assuming that it is the sole or 
even the dominant means of adjustment. It is my opinion that 
nothing in the experience of France, the United States, or Canada 
verifies the claim that the specie-flow-price mechanism of the neo­
classical theory is the all-important means of adjustment. 

The neo-dassical theory is not the complete explanation. The 
theory fails in that it explains what happens only under certain 
given conditions seldom found. It expounds a sequence of changes 
which undisturbed would in time bring about adjustment, but 
which seldom, if ever, operates unchecked by the frictions and 
rapid changes characteristic of modem economic conditions. By 
ignoring some of these forces and minimizing others, the neo­
classical exposition exaggerates the effectiveness of gold flows and 
sectional price changes as a means for establishing equilibrium in 
international accounts. A comprehensive theory should include 
the following factors: 

I. Movements of exchange rates. These, as we have pointed 
out, are ineffectual in trade between two countries on a gold 
standard. They ~ume, however, an importance when one of the 
trading countries is not on a gold standard, for in such case the 
movements of exchange rates are no longer confined within the 
narrow limits of the gold points, and the resulting fluctuations 
cause significant changes in the price of goods to the importer. 
Too frequently the effectiveness of this medium is overlooked 
when considering the international account of a country on a gold 
standard. There is no reason to regard the exchange rates of such 
a country as fluctuating only between the gold points. The 
United States and France, for example, altho on a gold standard, 
trade extensively with countries not on a gold standard. fluctu­
ations in exchange rates may not be a factor in French trade with 
the United States, but they become an important factor in their 
trade with countries on a paper, silver, and (to a less extent) on a 
gold exchange standard. 

The proponents of the orthodox theory of international trade 
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are fully aware of the difference in the mechanism of adjustment 
among countries all on the gold standard and among countries 
not all on the gold standard. Yet their explanation of the mechan­
ism for adjustment seldom makes allowance for the fact that 
rarely, if ever, does any country trade only with countries on a 
gold standard. For purposes of theoretic explanation it may be 
found convenient to assume that trading countries fall into two 
general classes - those on the gold standard and those not on the 
gold standard - and to ~tinguish between the different mechan­
isms that operate in each .class. The actual situation with every 
important country, however, is that a significant portion of 
either its imports or its exports comes from or goes to countries 
not on the gold standard. Adjustment, therefore, is always aided 
by the movements of those exchanges which fluctuate between 
regions more widely separated than the gold points (or rather the 
gold regions), 

2. Changes in demand!schedules induced by transfers of pur­
chasing power. Large transfers of purchasing power without gold 
shipments are becoming increasingly possible thru the growing 
practice of keeping foreign balances in the leading countries. The 
total of such foreign balances is large enough to permit of a con­
siderable degree of fluctuation j and the incr~ and decreases, 
tho usually of temporary nature, immediately'cause changes in 
demand schedules, which in turn modify the movemen~ of .im­
ports and exports. 

The efficacy of this modifying influence is enhanced by the 
rapidity with which it begins to operate. The modification of mer­
chandise movements thru price changes brought about by trans­
fers of purchasing power is usually much slower. It is slower, first, 

. because a change in demand does not ordinarily cause an immedi­
ate· occurrence of price changes; comPetition, custom, contracts,. 
and unused plant capacity tend to render sluggish the response of 
price to a live or even ten per cent change in demimd. Secondly, 
even when price changes do occur, the effect on the volume of pur­
chases or sales abroad is apt to be small unless the price change is 
considerable. The elasticity of foreign demand for most export­
able commodities is slight when a price change of live per cent or 
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SO is in question. Contracts, specialized brands, patents, trans­
portation and credit considerations, most favored nation rela­
tions, trade secrets, special skills, good will, custom, all reduce the 
sensitivity of imports and exports to small price changes. This is 
not true of certain homogeneous products, like sugar and silver, 
but the total value of such goods entering into international trade 
.is small as compared with the total trade. The effect, therefore, of 
gold or credit movements on demand in the market sense is not 
apt to be so rapid nor, for a time, so stropg as the effect on demand 
in the schedule sense, for any fluctuation in total purchasing 
power brings about a corresponding change in purchases before 
much time has elapsed; and, as outlined in an earlier chapter, 
changes in purchases modify the balance of trade in varying de­
grees according to the circumstances. Moreover, an increase in 
the volume of imports resulting from increased demand sched~es 
means more goods at the same price; whereas an increase in the 
volume of imports resulting from a decline in the price of imported 
commodities means more goods at lower prices. In one case an 
increase in the total value of imports must ensue; in the other the 
total value of imports will increase only if the domestic demand 
for foreign commodities has, within the immediate range of cur­
rent price, an elasticity greater than unity. Because of these con­
siderations it is entirely possible that a movement of gold or short­
time balances will modify the trade balance, and perhaps, at 
times, bring about equilibrium thru changes in demand schedules 
before prices have had time both to change and to modify mer­
chandise movements. 

3. Changes in sectional prices induced by a flow of specie. 
Altho th.is means will always correct the disequilibrium if given 
sufficient time, its action is sometimes so slow that other forces 
effect the adjustment before the influence of specie flows makes 
itself felt on the volume of credit. Whether the specie flows serve 
to inaugurate an expansion or contraction of credit or only to sus­
tain the movement already in progress is, I believe, not signifi­
cant; so long as the expansion or contraction of credit is controlled 
by specie reserves, the -remoteness of the control is of secondary 
importance. It is important to note that the movements of specie 
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may at the same time be of compensatory as well as correctional 
nature. They compensate for the minor disequilibrium which is 
the frequent accompaniment of short-time movements of capital 
and at times they are even large enough to compensate for a major 
disequilibrium; they are correctional in that their movements, 
either thru their effect on credit or on demand schedules, are an 
aid to the adjustment of a major disequilibrium. 

4. Fluctuations in the rate of capital exports. Disequilibrium 
caused by sudden increases or decreases in the merchandise 
balance may be partially corrected by capital exports when the 
cause of merchandise movements is an exceptional crop condition 
in either the lending or the borrowing country. Fran,ce, for ex­
ample, may suddenly increase her imports because of extensive 
crop failures, and the disequilibrium so caused might be partially 
adjusted by a decline in the rate of capital exports, the decline in 
the rate of capital exports being in turn. a result of the decrease in 
savings caused by the agricultural failures. In this way the very 
factor which gives rise to disequilibrium also provides partial 
correction without recourse to any of the previously mentioned 
means of adjustment. In the same manner a bumper crop or a 
newly developed important item of export may give rise to both 
increasing exports and increased capital exports. It must be 
noted, however, that the correction in such cases would only in 
rare accidental instances be complete, since there is no reason 
why the amplitude of both movements should be the same unless 
there be a causal connection between capital and merchandise 
movements. 

S. The cyclical movement of business activity. As in the case 
of unusual crop conditions so in the case of changing business 
conditions disequilibrium may be caused and partially corrected 
by increasing or decreasing business activity. A rapidly develop­
ing country may, for example, be increasing its impOrts and 
thereby introducing disequihorium. But it may also be borrowing 
abroad in order to aid the domestic expansion, and the borrowed 
funds will serve to partially correct the disequilibrium. Or a 
country having a large excess of exports brought about by capital 
exports may during a period of rapid business expansion con-
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sume more of its domestic commodities and thus cause exports 
to be curtailed (thru the medium of rapidly rising export prices). 
The resulting disequilibrium (the appearance or intensification 
of an unfavorable balance of payments caused by a decreased 
export surplus while the rate of foreign lending cOntinues) may 
in such case be partially corrected by a decrease in the export of 
capital, the decrease in capital exports being caused by a greatly 
increased demand for capital at home. We have then both a de­
cline in imports and a decline in capital exports occurring at ap­
proximately the ,same time even tho there be no causal connection 
between them; both movements are the result of changes in 
busmess conditions. These cases are only a few of the many possi­
ble combinations which may give rise at approximately the same 
time to a disequilibrium in the balance of payments and to a 
partial correction of that disequilibrium without calling into play 
any other medium of adjustment. In all such cases, as in the case 
of unusual crop conditions, additional corrective forces are neces­
sary to.complete the adjustment, since, to repeat, the amplitude 
of the two movements would only accidentally be the same. 

It must be emphasized that all these influences function ~t the 
same time, but with varying degrees of effectiveness. DifIerent 
monetary and banking systems, difIerent money habits, discount 
policies, the nature of the country's economy, its type of exports 
and imports, all cause difIerences.in the relative effectiveness of 
each of the methods. Moreover, each of these means of adjust­
ment even in the same country will change with changing phases 
of the business cycle. To stress the importance of anyone means 
to the exclus.ion of the others is never warranted, but to hold one 
or two to be more important than the .others with a. particular 
country and during a particular period is reasonable. Inductive 
studies may help to reveal under what conditions each of these 
means gains or loses in potency relatively to the others. But to 
secure conclusive evidence on this score, the country and the 
period studied must be one for which there is a body of highly de­
tailed accurate monthly data of all movements having any sig­
nificant connection with the items in the international accounts. 
Several countries are at present collecting such data, and in-
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ductive studies of the contemporary period ought to throw much 
light on the relative importance of the various means of adjusting 
the international accounts. 

The French experience in the matter of capital exports leads 
to the conclusion that the orthodox attitude towards unrestricted 
capital exports is open to criticism; the assumption that capital 
exports benefit both the lending country and the world at large 
is not unassailable. Examination of the conditions under which 
French foreign investments were made has clearly shown that the 
French investor consistently underestimated the risk inherent in 
the type of foreign securities that France acquired from 1880 to 
1913. Thus, altho the rate of return on foreign investments was 
equal to that on domestic, the real yield was less, since equal re­
turns imply equal risk. The productivity, if measured by yield, 
was thus no greater on the foreign investments. But in any case 
the productivity of French foreign investments cannot be meas­
ured by the rate of return because the bulk of French loans was 
made to governments and municipalities whose expenditures 
were on projects the productivity of which was impossible of 
measurement. The productivity, then, of French capital was not 
necessarily greater merely because it flowed out in response to 
offers of higher interest rates. But even if it had been greater, 
foreign investments cannot be lightly assumed to have been 
profitable to France - tho events subsequent to 1913 be disre­
garded. They may have increased the incomes of investors, or at 
least prevented them from falling; and they doubtless reduced 
the cost of certain French imports and increased the scale of 
French production in certain industries; but it is questionable 
whether these gains compensated for the loss to the French con­
sumer from the unfavorable net barter terms of trade, to the 
wage earner and the entrepreneur from the reduction in wages,. 
and to France as a whole from the withdrawal of huge sUms from 
domestic employment. . 

The study of French foreign investments supports, in my opin­
ion, the growing belief that capital exports are not always benefi­
da.I to the exporting country and that some measure of intelligent 
control of the volume and direction of foreign investments is de-
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sirable. It may well be that the foreign investments of the United 
States in the past decade have in the main added to the national 
as well as to the world income while not reducing the real income 
of the American wage earner, but there is no certainty that con­
tinued unrestricted exports of capital will yield similar benefits. 
The ramifications of exporting a large portion of a country's 
savings are too complex and the consequences too important to 
permit the continuance of capital exports without making some 
attempt at evaluating their effects on the well-being of the 
country at large. 
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TABLE 48 

V AllJOUS Esniu.ms OP FBENcII DOMESTIC AND FOllEIGN INvEsTHENr.l 

(Billions of francs) 

Total in Total Foreign 
y- Fn!ao::h Portfolio InnstmeDta Author 
1870 18-14 Say 1 

1880 12-15 Leroy-BeaulieU I 
1880 55·9 15 Theryl 
1887 18·5 De Foville' 
1887 80 20 Neymarckl 
1888 67"""70 10-12 Coste I 
11190 20 Neymarckl 
11190 78 20 Theryl 
I¥ 26 Levy' 
1898 93·9 26 Pougnet l 

1898 20 RenOU· 
1&,8 22 Salefranque 11 

1899 93·7 27 Theryl 
1900 94 26 Decoudu u 
1900 9$""'97 26·9 Neymarckl 
1902 30 Official Investigation II 
1902 100 25-27 Neymarckl 
1904 IOG-I03 27-30 Neymarckl 
1906 100 27.6 De Lavergne U 

1906 lOG-lOS 20'-32 Neyman:kl 
1907 37 TMry" 
1908 z06-uo 32-35 Neymarckl 
1908 38 ThEry15 
1909 40 Crammond H 

1910 10S-JIO 38-40 Neyman:kl 
1910 37 Becque 1' 

1918 lo6-uO 40'-42 Neymarckl 
1918 40 Guyot 18 

1913 45 Meynialll 
1914 So Martin II 

NOTES TO TABLE 

• Ucm Say, Ra~ _Ie paiement de l'indemuiti de guerre (Paris. .874). p. ro. 
a P. Leroy-Beauli .... t.amom;"te Franc;ais. OctoM 23, 1880. 
I E. Th&y. Lea ftImn mobiliaa ... Fr1uu:e, Coagris des vaIews mobiliaa (Igoo), Vol. _, 

:Report No. 41. 
In Ihis artide he estimated the aDIOUJIt of foreign securities bela in France by applJing ... estimated 

ratio of foreign to domostic -=unties to the knoWIl qUlUltil)' of dom<stic securities after haYing de-
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ducted 10 per cent for domestic securities held abroad. This percentage he accepted without comment 
&om Neymardt. The ratio of foreign to domestic securities he estimated &om com:spondence with 
banks to be 31 per cent. The results he ohtamed for the years 1850, 1860, 1880, ISgo, and 18g0 are as 
follows: 

(Millions of francs) 

Total French lc'!ri'!'es ~'t. ~taIties 
French Securities in French in French in Freoch 

Year Securities Held Abroad Portfolio Portfolio Portfolio 
1850.. •••••. 7.3 .7 6.6 2.S 0.1 
1860... ••••• 23.1 2.3 20.8 10 30.8 
1880.... ••.• 45.4 4.5 40·9 15 55.9 
1800... ••••• 59.6 5.9 53.6 20 73.6 
18g0........ 66.3 6.6 59.8 27 86.8 

The estimates for the years 18so and 1860 he admits to be mere guesses. See P. 94 for further dis­
c!ussion. 

• A. de Foville, :£conomiste Fran~, August 4. 1888. P. 13'. 
Estimated foreign securities subject to a taJ: of • billioos and not suhject to tsx at 161. This latter 

figure he obWned by estimating the new ettdit b2Iance since 1877. The figure of • biIIiODS taxed is too 
high because the income is capitalised at too low a rate, and the 16l billions is also too high because of 
excessive estimates of ettdit due FIance annually on account of non-commercial items. 

• A. Neymarck, Bull. de I'lust. Int. de Stat., Vols. VI, IX,; (2), XI (2), XU, XIII (2). XIII W. 
XIV (2). XIV U). xvn, xvm (2), XIX (s). XX (2). 

Finances Contemporaines (paris, 1010), Vol. ,. 
Neymardt hasmade independent estimates for the years 1887, 1800. 1806, '900,1002.1006,1008> 

1010, and IOU. He has used &II sources and every care in compiling his data. The differences between 
his estimates and the ones used for this study ...., due principally to difference in point of view as to 
the amount of Freoch securities held abroad. His use of market price in estimating his value of secur­
ities outstanding also accounts for differences, since for this study it has been sometimes necessary to 
modify those ligures according to the spread between issuing price and market price. For ezample, 
for ISgo both Neymardt and Th&y estimated foreign investments at ao billions as against .8 billiOllS 
used in this study. Their estimates ...., based on market values. A glance at the following tahle show­
ing the course of some of the principal foreign bonds will explain the difference between the two esti­
mates. 

1883 .888 
4% Gold Austrian ............... 54 86., 

Unified Egypt. • • • .. .. • .. .. .. 316 419 
4% Spanish .................... 55.7 74·1 
4% Hungarian ••••.••••••••.•••• 75.7 79·9 
3% Portuguese ................. 52 58 
5% Roumanian...... ........... 9O.S 90·5 
4% Russian ...... •••••••••••••• 79·5 84.7 

• Raffolovich, Le March6 Financier, Vol •• 893-4, P. 474-

ISgo· 

96.6 
487 

77 
95 
58.4 

10I.S 
96.9 

The difference in market price over purchase price of Russian bonds alone - of which France held 
over 5 billion francs - would account for one-hall billion francs. Spanish, Egyptian, Austrian, and 
Hungarian bonds also rose greatly in price. The bonds were not necessarily purchased at the lowest 
prices, hut they were purchased at lower prices than prevailed in liIgo. 

• A. Coste, Discussion du memoire de M. Neymardt sur les valeurs mohilH:ns, Jour. de Ia Soc:. de 
Stat. de Paris, July, 1888. p. 03S • 

• ll. G. Levy, Revue des Dew!: Mondes, March IS. '897. 
Bis estimate of a6 billions includes the following geographical distribution: 

~=.::::::::::::::::::: ~ :=e:::::::::::::::: :: 
Italy .... •••• •••• ••••••••• 1.5 China ••• ••••• •••• ••••••• .5 
Austria-HUIJ8lU7 •••••••••• • Brazil ••••••••••••••••••• • S 
Turkey ....... •••• ••••• ••• o.S United States....... •••••• .5 
Egypt •••••••••••••••••••• %.7 Other.................... 4 

Total .6 billiOllS 
His estimate of investments m:Spain is s billion francs too much and that of Turkey at least 1 billion 
too high • 

• M. Po_t, Va!eUlll ~trangn et fonds d'etat etrangUes (Paris, 1900). 
Like R. G. Levy, he overestimated the amounts of Turkish and Spanish government bonds held 

by the French in 1806. 
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II E. Becque, L'Iiltauationalisation des capitau (MODtpellier, 1912), Chap. II. 
The estimate of 37 billions for 1910, based mostly OIl tuatiOll data, is as follows: 

Foreigngovemment bonds........................................... .6.S 
Securities abcmn60 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . .. . 6.6 
=::~bcmnta!:...::::::::::::::::::::::::::::::::::::::::::::: :.8 

Total ........... ..•................. ............ ................ 36.8 
The values of the above securities are marlr.et valu"" at I910- From 1006 to I913 the prices of fiad 

income securities dropped IO per cent, and 0_ three-fourths of foreign securities held by France ..... 
in this form. Many of these securities were purchased during the period of 1888 to I902 when ~ 
prices pl'e'V&iIed. 

.. Y. GQot, The Amount, Direction, and Nature of Ftencb Investments. AImaIs of Am. Acad. 
of Pol. ""d Soc. Sci., 1916, Vol. 68, p. 37 • 

.. P. MeyniaI, Cr6inces et dettes internationales (Paris, 19.6), Chap. n. 
• G. Mulin, La situation 6nanci .... de Ia Fnmc:e, I914-1924, p. lao. 
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TABLE 49 

MOJI'IBLY MOVlI.IIENTS 0. SPECIE RBsEJtws. Nom IssUE AND DIscoUNT 

RATE 0. DB BANlt OP hANcEj SPECIE IMPoRTS AND ExPoRTS 0. 

FuNcK (ExcLUSIVE OJ' SnoVER BOLLION)i GoLD l'llEJmJK AT PAIUS 

1880-1913 

ElIas Gold Specie Reoone 
of Specie l'nmium of BanIr. of Note 

~ at Puis- France' Circulation • Bank of France 
U-IOCO (Millicms (MillioDS DiscoWlt llatea 

Date of fraDc:s) fraDc:s) 01 fraDc:s) 01 hues) (1' ...... t) 

1880 Jan. •••••• 1·47 1980 232% 3 
Feb. •••••. I 2043 USI 3 
Mar ••••••• ·45 2091 22U 3 
Apr ••• , '" 4·39 2039 2265 2·5 ". 
May ••••• 3.42 2044 2258 2·5 
June ••••• 4.81 2a.t8 2242 2·5 
July •••••• 4·5 2017 2304 2·5 
Aug. .... ,.. 4·60 2019- 2233 :a·S 
Sept. ••••• 5.84 Ig62 2346 2·5 
Oct. •••.•• 6 182% 2357 3·5 
Nov •••••• 4. 22 1777 2400 3·5 
Dec. ...... 5 1786 2476 3·5 

ISSI Jan. •••••• 3.36 1760 2524 3·5 
Feb. ••..•• 4.91 1764 2477 3·5 
Mar ••••••• 4.38 1825 1524 3·5 
Apr •••..•• - 5·53 1824 2539 3·5 
May ••••• 4·09 1856 2515 3·5 
June ••••• 3·73 ISgo 2596 3·5 
July •••••• 3.62 1874 2600 3·.5 
Aug •••••• 2·5 1862 2520 4 
Sept. ••••• -4.82 1838 2602 4 
Oct. •••••• 5·5 1801 2705 5 
Nov •••••• 5·5 ISog 2748 5 
Dec. ..... O5 4·48 1817 2778 5 

J bdusive of an- buIIioD. 
I HOIItbly __ of dail7 _totions at Bourse de Paris. 
• 188o-J888 - last week in the JIIODIh. 1889-1\113 - avaage 01 weetI,y ligures. 
• Lut week of the 1DOIIth. 
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TABLE 49 (Conlinuetl) 

EICOSS • Go1d Specie Reserve 
of Specie Premium of Ba.nIt of Note ImKH: at Paris France Circulation Ba.nIt of France 
(M 'ODS (per 1000 (Millions (Millions Discount Rates 

Date of fram:s) fram:s) of francs) of francs) (per cent) 

1882 Jan. .•...• 2.65 1836 28SZ 5 
Feb ••.•••. z·S 1958 2775 4·5 
Mar •.•.... loS 2001 2666 4 
Apr ....... ·5 2031 2673 3·5 
May ..... ·5 2071 2657 3·5 
June ..... ·5 2133 2672 3·5 
July ...... ·5 2137 2686 3·5 
Aug. ...... ·5 2149 2740 3·5 
Sept ...... ·5 2133 2666 3·5 
Oct ....... ·5 208g 2726 3·5 
Nov. ·5 2061 2864 3·5 
Dec. .......... ·5 2055 2790 3·5 

1883 Jan. ...... ·5 2033 2899 3·5 
Feb •.••... ·5 2075 2803 3 
Mar ....... ·5 2051 2829 3 
ApI ••.•... ·5 2045 2859 3 
May ..... ·5 2059 2988 3 
June ..... .66 2055 2900 3 
July ...... ·75 2029 2980 3 
Aug. ......... ·75 2014 2955 3 
Sept. •..•• 1.84 2003 2928 3 
Oct. ...... I IgB3 2995 3 
Nov. x 1969 2943 3 
Dec. ........ I 1963 2946 3 

1884 Jan ....... I 1945 3162 3 
Feb ....... I 1988 2974 3 
Mar ....... I 2006 2897 3 
Apr ••••..• I 2005 2947 " May ..... I 2034 2902 " June .......... U I 2048 2867 3 
July ...... 0 I 2060 2974 3 
Aug. ,. .... 13 I 2080 2821 3 
Sept. ..••• S I 2080 2814 3 
Oct ....... 18 I 2080 28gg 3 
Nov. -S 3. 18 2063 2864 3 
Dec. ....... -8 3·S 2048 28S8 3 
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TABLE 49 (CMliJSWd) 

Esca. Gold S~Jlesene 
of Specie Premium of Bank of , Note 

Ale at Paris France Circulatioa Bank of France 
<-1000 (Millicms (Millicms Disooant Ratea 

Date .. fraa<s) fraa<s) of fraa<s) of fraa<s) (per CIOIIt) 

1885 Jan. ••..•• -10 3·5 2028 2978 3 
Feb. •••••• 5 3.66 20tI 2907 3 
Vu . ..... -8 4. 26 2061 2865 3 
Apr ••••••• 77 5 2II2 2924 3 
May •.••• 29 1·74 2163 2782 3 
June ••.•• 7 ·5 2234 2763 3 
July •••.•• 19 ·5 2241 2815 3 
Aug •••••• 28 ·5 2272 2719 3 
Sept. .•••• 13 ·5 2280 2726 3 
Oct. •••••• 2 1.2 2242 2820 3 
Nov •••••• -25 1·5 2255 2797 3 
Dec:. ..... -13 ·57 2242 2918 3 

1886 Jan. •••••• -8 ·5 2235 2901 3 
Feb •••.••• 18 ·5 2284 2825 3 
Vu • ....• n ·5 2369 2813 3 
Apr •••.••• 67 ·5 2424 2851 3 
May •..•• 86 ·5 2524 2774 3 
June ••••• 31 ·5 2513 2754 3 
July •••••• 0 ·5 2483 2765 3 
Aug •••••• -7 :I·59 2499 2697 3 
Sept. ••••• -9 3 2506 2742 3 
Oct. •••••• -6 3·55 :z48s 2726 3 
Nov •••••• -33 4·5 2459 2712 3 
Dec:. ..... -64 5·83 2384 2790 3 

1887 Jan. •••••• -38 4.8 2352 2854 3 
Feb ....... -6 6.:12 2365 2755 3 
Mu • ..... -5 6·03 2346 2818 3 
Apt ....... -8 4.36 2347 2752 3 
May ..... II 2.17 2374 26gB 3 
June ••.•• 4 .65 2390 2753 3 

. July ...... 4 2.08 2382 2685 3 
Aug ...... 0 3.46 2398 2557 3 
Sept. ..... -14 7.42 2374 2617 J 
Oct. ...... -20 6.46 2335 2654 J 
Nov ...... -22 4.8 2331 2661 3 
Dec:. ..... -52 5.72 2309 2726 3. 
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TABLE 49 (CtmlimW) 

E""""" Gold S~~~ ot,:peeie Premium Note 
at Paris France Cin:ulatioa But of France 

(Me {per rooo (Millions (Millions Discount Rates 
Date of franca) franca) of franca) of franca) (per cent) 

1888 Jan ....... -7 4·11 2282 2801 3 
Feb .•..... 10 2·74 23u 2742 :1.$ 

Mar ••...• -:I 4.16 2313 2719 2·5 
Apr ..•..•• -41 3·93 2314 2733 2.$ 
May ..... 7 3·37 2333 272:1 2.$ 
June ..... x4 2.48 2338 2596 2·5 
July ..•... I 2·7 2328 2592 2·5 
Aug. ...... 10 $.25 2326 2547 2·5 
Sept ...... -14 6.88 2299 2545 3·5 
Oct. •••••• -22 $.61 2249 2608 4·5 
Nov. -3 3·9 2249 2623 4·$ 
Dec. ......... -7 4·41 2249 2600 4·$ 

1889 Jan ....... 3 3·$$ 2230 2829 4 
Feb .•....• -6 3. 02 2240 2786 3 
Mar •.•••• I 3.67 2240 2851 3 
Apr ••••.•• 10 11.22 -2250 286g 3 
May ..... 6 1·53 2270 2899 3 
June •.•.• 79 .98 2350 2802 3 
July ••••.. 97 I 2460 2843 3 
Aug. ......... 22 1 2550 28u 3 
Sept. •...• $2 1.1 2590 2881 3 
Oct. .•...• -u I.$ 2550 3123 3 
Nov. -22 2.28 2540 3014 3 
Dec. ........ -12 3.62 2520 3003 .\ 

ISgo Jan. ••..•• -$ 3 2495 3I gS 3 
Feb ..••••. -4 2·72 2500 3109 3 
Mar •..... S I.g8 2500 3025 .\ 
Apr •..••.• 9 1.38 2530 3042 3 
May ••... 29 ·5 2570 3006 3 
June •••.• 3 .$ 2590 2989 .\ 
July ...... -2 1.07 2580 3088 3 
Aug. ........ -I 2·7 2580 2905 3 
Sept. •.•.. -31 1.65 2550 2948 3 
Oct. ...... -40 3.61 2460 3092 3 
Nov. -66 5·64 1390 306x 3 
Dec. ...... -10 4. 21 1370 3051 3 
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TABLE49(C~ 

Eoas Gold Specie Re!erwt 
of Specie Premium of BaH at Note 

A.iC. at Paris Fnmce CircuIatioa Bank 01 FraDce <-.- (Milliooa (MillioDS Discount Rates 
Dale 01 &aDa) fnmcs) at fnmcs) oI(raDCl) (l'erClOllt) 

IIIgI JIUl. •••••• 6 3 2370 3 173 3 
Feb. •••••• 78 3.6 2430 313J 3 
Mar ••..•• -a 3·5 2460 3119 3 
Apr ••••••• IJ 2·57 2480 32%7 3 
May ••••• 32 3.18 2520 '3045 3 
June ••••• 39 2·37 2S80 3002 3 
July ••.••• 37 3·75 2620 30SI 3 
Aug. ..... -IS 4·5 26Jo 2925 .1 
Sept. ••••• -4a 6·5 2600 2950 3 
Oct. •••••• -9 6.48 2570 J047 3 
Nov ••••• ~ -6 3·$4 2570 3016 3 
Dec:. . ,. ... 2 a.os 2600 3194 3 

IIIgIl Jan •••..•• IS 1·97 2590 3136 3 
Feb. •••••• 18 1·76 26Jo 3066 3 
Mar •••••• IS 1.18 2650 JIM 3 
Apr ••••.•• 30 .25 2710 3142 3 
May ••••• SO .11 2800 3091 2·5 
June ••••• 66 a 2870 J2I1 2·5 
July •••••• 21 a 2910 3u 3 2·5 
Aug •••••• 40 0 2960 30J8 2·5 
Sept. ••••• ag' 1·07 2970 3136 2·5 
Oct. •••••• -5 1.91 2960 3213 2·5 
Nov •••••• -2 1.10 2955 3207 2·5 
Dec:. ... ,. ,. 2S ·5 2975 J2gS 2·5 

1893 JIUl. •••••• 6 .18 2870 J311 2·5 
Feb. •••••• f 0 2860 3375 2·5 
Mar •••••• 7 ·4 2920 3478 2·5 
Apr ••••••• 139 ·5 2940 3477 2·5 
May ••••• 36 1.12 2980 3414 2·5 
June ••.•• 18 .98 2990 3450 2·5 
July •••••• 17 I 2990 3439 2·5 
Aug. •• 'O •• -31 6.42 2980 3471 2·5 
Sept. ••••• -13 4·04 2960 3400 2·5 
Oct. •••.•• 30 2.$4 2960 3471 2·5 
Nov ••••.• -2 1.78 2970 3558 2·5 
Dec:. ..... 5 1·5 2980 3478 2·5 
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TABLE 49 (Conlimwi) 

Escess Gold Specie Reserve 
of Specie Premium of Bank of Note 

&,C at Paris France Cin:ulatioa Bank of France 
(per 2000 (Millions (Millions Disco1l1lt Rates 

Date of&ancs) francs) of &ancs) of &ancs} (Percent) 

1894 Jan ....... 6 1.5 2960 3564 2·5 
Feb. ...... 7 .12 2980 3484 2·5 
Mar ....•. 7 0 2990 3453 2·5 
Apr •.•..•• 18 0 3000 3470 2·5 
May ......... 0 0 3040 3534 2·5 
June ...... 20 0 3060 3397 2·5 
July ...... 54 0 3:100 34:10 2·5 
Aug. ....... 40 0 3160 3368 2·5 
Sept. •..•. -IO 0 3I 70 3377 2·5 
Oct. •..... 32 0 3140 3452 2·5 
Nov •••••• 82 0 3200 3500 2·5 
Dec. ..... 52 0 3280 3481 2·5 

I895 Jan •.•.•.• 62 0 3330 3749 2·5 
Feb •..•..• 46 0 3380 3675 2·5 
Mar ••••.• 30 0 3370 3574 II 
Apr •..••.• -43 0 3300 3587 2 
May •.... 4 0 3290 3546 2 
June ...•. 18 0 3300 346x 2 

July .•.... IS 0 3300 3423 2 

Aug. ........ 6 0 3310 3340 2 
Sept. ••.•• -2 1.56 3290 3363 2 

Oct. ....•• -61 1·5 32I0 3627 2 

Nov •••.•• -18 ·5 3180 3506 2 

Dec. 5 .. "' .... -32 ·04 3200 3484 2 

x8g6 Jan. ..•..• I 0 3170 3681 2 
Feb. .•...• n 0 31ga 3575 :I 

Mar •••••• 18 0 3200 3577 2 

Apr ••••••• -I 0 3195 3764 2 

May •.•.• 27 0 3230 3581 :I 

June ••••. 60 0 3280 3544 :I 

July ..•..• 54 0 3300 3579 :I 

Aug. . "' .. "'. 20 ·52 3320 3456 2 
Sept. .••••• -IOI 1·57 3260 3491: 2 
Oct. •••••• -42 J.87 3190 3625 :I 

Nov •••••• -28 2.98 3160 3601 2 
Dec. ••••• -130 3 3160 3838 2 
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TABLE 49 (Ctmliml«l) 

E..- CoId Specie ......... 
af Specie PremiDJll afBaakaf Note 

l:C alParia FraIlIle CircuIatioa Baak af FraIlIle 
Cps 0000 (Millioaa (Millioaa Discount Rats 

Dale af fnD<:s) u-) af fIaD<:s) af fIaD<:s) (Ps",",,) 

1897 Jan. ••.••• 6 2.02 3130 37S6 2 
Feb. •••••• 9 .79 3J40 3664 2 
Mar •••••• 7 0 3140 3624 2 
Apr ••••••• -19 0 3140 3721 2 
May ••••• 13 0 3200 3635 2 
June ••.•• 55 0 3220 3594 2 
July •••.•• 23 0" 3240 3613 2 
Aug. ••••• -2 .11 3260 3544 2 

SepL ••.•• 4B 1.88 3220 3760 2 
Oct. •••••• -41 1·3 3170 3726 I 

Nov •••••• -26 1·5 31 70 3691 2 
Dec. ..... 6 2·3 3170 3809 2 

18g8 Jan. •••••• 16 2.36 3140 3784 2 
Feb ••••••• 10 1.4,3 3140 37r:I 2 
Mar •••.•• 18 3·94 3090 3832 2 
Apr ••••••• I 4·98 3070 37r:I 2 
May ••••• -go 3·5 3090 3652 2 
June ••••• -29 3.72 3UO 3703 2 
July •••••• 8 1.08 3no 3580 2 
Aug •••••• -41 1·56 3130 J4Bo I 

SepL ••••• 3 4.8 3120 3591 2 
Oct. •••••• -24 6.09 3080 3696 3 
Nov •••••• -2 6.62 3060 371 7 3 
Dec. ..... <II -12 5·42 3040 3810 3 

1899 Jan. •••••• 35 1.19 3010 3855 3 

• Feb. •••••• n .21 3020 3798 .3 
Mar •••••• 3 .84 3010 3820 3 
Apr ••••••• -5 ·75 3020 378I 3 
May ••••• 16 J: 3030 3701 3 
June ••••• 4 .61 3080 3758 3 
July •••••• 33 ·76 3120 3722 .3 
Aug •••••• 0 ·5 3125 3795 3 
SepL ••••• M :1·03 3u S 3755 3 
OcL •••••• -20 3.61 3080 3858 3 
Nov •••••• -23 3. 22 3060 4043 .3 
Dec. ..... 9 4.86 3050 3g83 3·5 
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TABW 49 (Ctmlimuti) 

EJ:asa Gold Specie Resen<e 
of Specie Premium of BanIr. of Note 

Ai'C at Paris France Circulation BankofFru 
(per Iooo (Millions (Millions DisroUllt Rat 

Date of francs) francs) of francs) of francs) (per cent) 

1900 Jan ......• 46 2.19 3030 4046 4 
Feb •...... -13 ·5 3050 3974 3·5 
Mar ...... -4 ·3 3070 3986 3·5 
Apr ....... 10 ·5 3075 4010 3·5 
May ..... 18 .07 3120 4106 3 
June ..... 33 0 3220 3945 3 
July ...... 63 0 3300 3972 3 
Aug. · .... 60 0 3350 3955 3 
Sept. ..... -9 0 3385 3947 3 
Oct. ...... -6 .II 3400 4022 3 
Nov •••••. -7 0 3420 4090 3 
Dec. · .. ~ . 28 0 3440 4180 3 

1901 Jan. ...... 43 0 3440 4446 3 
Feb •...... 6 0 3480 4332 3 
Mar ...... 38 0 3470 41 70 3 
Apr ••••.•• -13 0 3510 4179 3 
May 18 0 3550 4031 3 
June 22 0 3580 3956 3 
July 41 0 3560 3966 3 
Aug. -14 0 3570 3907 3 
Sept. ..... -42 1.41 3520 39$6 3 
Oct. 18 .89 2470 4215 3 
Nov. 50 0 3530 4061 3 
Dec. 62 0 3560 4072 3 

1902 Jan. 13 0 3550 4254 , 3 
Feb. 27 0 3590 4154 3 
Mar. n 0 3630 4II3 3 
Apr. 40 0 3670 4121 2 
May 3 0 3680 4084 3 
June 8 0 3690 4041 3 
July J3 0 3700 4215 3 
Aug. 45 0 3730 4004 3 
Sept. ..... -6 0 3720 4060 3 
Oct. • • *' •• 8 0 3670 4278 3 
Nov ...... 4 0 3640 4250 3 
Dec. · .... 0 0 3650 4304 . 3 
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TABLE49(C~ 

E-. Gold Specie Resone 

fie Pnmium of BaDkof '~ atParia FraJMZ BaDk of FraJMZ c-.- (Millioas (MillioDa DioooaDt Rates Dale offnD<:a) fnuKs) of fnD<:a) 01 fnD<:a) tI'<r .... t) 

Igo3 JaD. •..••• 13 0 3600 4426 3 
Feb. •••••• 31 0 3610 4330 3 
llar ...•.. 12 0 3620 4273 3 
Apr ••••••• 3 0 3600 4480 3 
May •..•• 6 0 3600 4285 3 
JUDe., ••• 40 0 3630 4225 3 
July •••••• 99 0 3650 .4283 3 
Aug. ••••• II 0 3680 4120 3 
Sept. ••••• -36 0 3650 4137 3 
Oct. •••••• -4 0 3550 42go 3 
Nov •••••. 4 .72 3500 4217 3 
Dec. ...... -21 .69 3490 4491 3 

19ot JaD. •••••• 10 0 3450 4358 3 
Feb. •••••• -12 0 3450 427% 3 
Mar •••••• 25 0 J460 4427 3 
Apr ••••••• 36 0 3510 4294 3 
May ••••• 266 0 3650 4167 3 
June ••••• 129 0 3910 4313 3 
July •••••• -10 0 3860 4191 3 
Aug. ........ -22 0 3820 4106 3 
Sept. ••••• -24 0 3770 4266 3 
Oct. •••••• 6 0 3710 4290 3 
Nov •••••• 46 0 3750 4252 3 
Dec:. ....... 23 0 3760 4325 3 

19o5 Jan ••••• c. 36 0 3770 4369 3 
Feb. •••••• 76 0 3860 4308 J 
llar •.•.•• go 0 38g0 4374 J 
Apr ••••••• 32 0 3870 4358 3 
May ••••• 9 0 3930 42g6 3 
June ••••• oS 0 3980 4356 3 
July •••••• 76 0 4020 43IJ: 3 
Aug. ••••• 48 0 4060 4430 3 
Sept. ••••• 155 0 4070 4377 3 
Oct. •••••• -12 0 4020 4476 3 
Nov •••••• 5 0 3990 4649 3 
Dec. .......... 9 0 3970 4566 3 
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TABLE 49 (Contimud) 

Ezcess Gold Specie Reserve 
01 Specie Premium 01 Bank 01 Note 

~ at Paris FraDa> Circulation Bank 01 France 
(per 1000 CMilliou (Millious Discount Rate& 

Date 01 fraDc:a) fraDc:a) 01 fraDc:a) 01 fraDc:a) (per cent) 

1906 Jan •..•... 56 0 3920 4721 3 
Feb •.•..•• 28 0 3910 4666 3 
Mar •..... 80 0 3960 4704 3 
Apr ••••.•• 8g 0 4000 4710 3 
May ••..• -27 0 4020 4772 3 
June •.... 9 0 4010 4554 3 
July •....• 13 0 3990 4510 3 
Aug. . ~ .... II 0 3980 4499 3 
Sept •••.•• -I 0 3940 4503 3 
Oct. •••.•• 4 0 3850 4607 3 
Nov ••...• -19 0 3800 4707 3 
Dec. ..... -21 0 3730 4714 3 

1907 Jan. •••••• -2 0 3640 5026 3 
Feb •.••.•. J: 0 3630 4929 3 
Mar •...•. -26 0 3600 4744 3·5 
Apr ••••.•• 3 0 3570 4750 3·5 
May .••.. 3S 0 3600 4754 3·5 
June •...• 68 0 3690 4670 3·5 
July •..•.. 25 0 3780 4695 3·S 
Aug ...... 14 0 3770 4618 3·5 
Sept. ..... 26 0 3750 4685 3·5 
Oct. ...... 41 0 3720 5053 3·5 
Nov ...... -32 0 3650 4818 4 
Dec. ...... 3 0 3620 4800 4 

1908 Jan ....... 14 0 3590 4949. 3·S 
Feb ....... 66 0 3660 4786 3 
Mar ...... 41 0 3670 4724 3 
Apr ....... 73 0 3700 4992 3 
May ••••• 159 0 3880 4751 3 
June ..... II4 0 4030 46gI 3 
July ...... 61 0 4080 4797 3 
Aug ...... 49 0 4130 4661 3 
Sept. ..... 59 0 4130 4748 3 
Oct ...... , 138 0 4150 490 5 3 
Nov •••••• 93 0 4230 4886 3 
Dec. ..... 17 0 4330 4934 3 
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TABLE 49 (CmtitWd) 

Z- Gold S~~ of Specie Premium Note 

~ at Paria Franoe Gculatiou Bank of FmDce 
(per IOOO (MillioDa (MillioDa Discount Rates 

Dale of fnuu:s) fraacs) of fnuu:s) of francs) (per cent) 

1909 Jan. •••••• no 0 4519 4994 3 
Feb •••.••• 33 0 4527 4933 3 
Mar •••••• -5 0 4491 4965 3 
Apr ••••••• 28 0 4503 5124 3 
May ••••• 51 0 4574 5028 3 
June ..... 57 0 4607 4961 3 
July •••••• J 0 4600 5001 3 
Aug ••••••. 7 0 4607 4874 3 
Sept. ••••• -47 0 4534 5224 3 
Oct. ...... -20 0 4516 5141 3 
Nov ••..•• -27 0 Wo 5094 3 
Dec:. ...... -39 0 4400 5140 3 

19tO Jan ••••••• 26 0 4366 5290 3 
Feb •••.••• 12 0 4344 5183 3 
Mar ...... -26 0 4333 5342 3 
Apr ....... -I 0 4313 5190 3 
May ..... -27 0 4289 5071 3 
June ..... -38 0 4287 5236 3 
July •••••• -27 0 4272 5037 3 
Aug. ..... -7 0 4281 4922 3 
Sept. ••••• to 0 4227 5165 3 
Oct. ...... 17 0 4191 5256 3 
Nov ...... -I 0 4146 5167 3 
Dec. ..... -J 0 4u8 5152 3 

[9II Jan. •...•• 15 0 4080 5302 3 
Feb ....... 14 0 4070 5188 3 
Mar •••••• 0 0 4070 5239 3 
Apr •.••••• IS 0 4070 5160 3 
May ••••• -46 0 4080 50 38 3 
June ••••• 'I 0 4065 su6 3 
July •••••• -24 0 4050 5025 3 
Aug •••••• -5 0 4030 5202 3 
Sept. ••••• :11 0 3970 5330 3·5 
Oct. •••••• 68 0 3910 5331 3·5 
Nov •••••• SO 0 3970 5449 3·5 
Dec. ..... 16 0 4010 5300 3·5 
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TABLE 49 (Continue4) 

EEess Gold S~~~ of Specia Pramium Note 
Imports at Paria France Circulation Bank of France 
(Millious ~1000 (Millious (Millions Discount Rates 

Data of francs) francs) of francs) of francs) (p«.,."t) 

I9I2 Jan. •.•... 17 0 3994 5321 3·5 
Feb ....... 6 0 4008 5462 3·5 
.Mar ...... 61 0 4035 5232 3·5 
Apr ....... -2 0 4033 5232 3·5 
May ..... 8 0 4052 5235 3 
June ..... II 0 4065 SIlO 3 
July ...... 27 0 4080 5088 3 
Aug. ..... -I 0 4090 5069 3 
Sept ...... -5 0 4065 5185 3 
Oct. ...... 28 J: 4005 5655 3·5 
Nov ...... 3 1 3970 5466 4 
Dec. ....... 10 3925 5584 4 

1913 Jan. ...... 0 I 3860 5884 4 
Feb •.....• 2 3845 5787 4 
Mar ...... 43 3827 5590 4 
Apr .•.•..• 20 I 3844 5610 4 
May ..... 64 J: 3865 5513 4 
June ..... 29 3922 5398 4 
July ...... 51 I 3955 5676 4 
-!\ug. ........ 50 I 4032 .5410 4 
Sept ...... 107 1 4025 5519 4 
Oct. ...... 70 I 3100 5805 4 
Nov •••.•• 44 I 4140 5648 4 
Dec. ........ 73 I 4165 5713 " 
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TABLE 50 

CoJaAlllSOII OP AmroAl. A~G. Drscomrr IUDS 0. mB BANJt 0. fiANcE, 
BANJt 0 .. ENGLUID. BANJt 0.. mB GEmlAN EKPmE, BANE OP HOLLAND, 

AJil) mB. NATIONAl. BANJt OP BELGIUl( I 

lIaakof lIaakof lIaak of lIaak of NatioDaJ lIaak V_ F_ EogIaDd Gumaq BoIlaD<I of Belgium 

%880 ............. "" 1.81 1.76 4. 24 3 3·35 
1881 .................. 3·84 3·48 4.42 3·72 4.08 
188. .................. .\.80 4. 14 4·54 4.63 4·42 
1883 .................. 3·08 3·58 4. 05 3·64 3. 60 
1884 ................... 3 2.g6 4 3·06 3.32 
1885 ................. 3 2.92 4. 12 2·58 3. 28 
1886 .................. 3 3. 05 3. 28 2·5 2.80 
1887 ................. 3 3·34 3.41 2·5 3.10 

1888 .. s ............. 3. 1 3·34 3.32 2·5 3.32 
ISSg ................... 3. 16 3·55 3.67 2·5 3.58 

1890 .......... 3 4.6g 4.52 3·02 3·22 
lagl .................. 3 3·35 3. 80 3 3 
lag2 .................. 2·7 2.52 3. 2 2·7 2·70 
lag3 ................... 2·5 3. 06 4·07 3.48 2.83 
1894 ......... 2·5 2.11 3. 12 2.58 3 
lagS .................. 2.1 2 3. 14 2·54 2.60 
lag6 .................. 2 2.48 3.66 3.03 2.84 
lag7 .................. 2 2.64 3. 81 3. 13 3 
18g8 .................. 2.2 3. 19 4. 27 2.70 3·04 
1899 .................. 3. 06 3·75 5·04 3.58 3.92 

19oG ................ .- 3. 25 3·g6 5·33 3·5 4·09 
1901 .................. 3 3·72 4. 10 3. 23 3. 28 
1902 ................. 3 3·33 3.32 3.02 3 
1903 .......... " ...... 3 3·75 3·84 3·5 3.17 
1904 .................. 3 3·3 4·22 3·08 3 
190 5 .................. 3 3. 01 3. 82 2·7 3. 1 7 
1906 .................. 3 4·27 5. 15 4.66 3.84 
1907 ........ " ........ 3·45 4.92 6.03 4·84 4·95 
1908 ................ .. 3·04 . 3 4.76 3·09 3.56 
19o9 .................. 3 3. 1 3·93 2.91 3· u 

1910 .................. 3 3.72 4·35 4·34 4. 12 

1911 .................. 3·13 3·47 4.40 3.56 4. 16 

1912 .................. 3·37 3·77 4·95 4 4.41 

1913 .................. 4 4·77 5. 88 4. 65 5 

• A_ of weekly figures. 
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TABLE 51 

RATIO OJ' BANE: OJ' F'KANCE REsu.VEIl TO NOTE CmcULATION AND DEPOSl'l'S 
OJ' TIlE BANE: OJ' F'KANCE ON DECEKBElI. 31 OJ' EACH: YEAR, 1888-1913 

Total of Ratio of 
Note Deposits and Specie Ratio ofRo- Reserves to 

CJrCUlation No~~~ty Reserve serves to Note Deposit and 
(Milliona (Milliona Circulation Note Liability 

Year of francs) of francs) of francs) (Per ceat) (perceat) 

1888 .................. 2616 3346 2251 86 67 
18Sg .................. 3003 3735 2520 84 68 

1890 ................. 3061 3671 2371 79 6.t 
1891 ................. 3194 3934 2591 81 66 
1892 ......... 3298 4048 2979 90 73 
1893 ............ i .. .. 3478 4055 2974 85 73 
1894 .................. 3481 4226 33II 95 79 
ISg5 ................. 3640 4481 3184 87 71 
18g6 .................. 3838 4681 3142 82 67 
ISg7 .................. 3809 4642 3I S8 82 68 
1898 .................. 3750 4503 30 30 81 67 
1899 .................. 3930 4781 30 30 77 63 

1900 ......... 4187 4912 3440 82 70 
1901 ......... 4072 5061 354S 87 70 
1902 .................. 4304 4869 3650 8S 74 
1903 .................. 4495 SIlO 3462 77 6S 
:1904 .......... 4244 5038 3750 88 74 
1905 ............ 451S 5534 3963 83 72 
1906 .................. 4714 SSW 3704 78 66 
1907 .................. 4800 S547 361S 75 6S 
1908 ................ " S22S 6010 4372 83 73 
1909 .................. 5139 5959 4400 85 73 

1910 .......... 5183 5976 4087 78 8S 
1911 .................. 5268 6237 3995 76 64 
1912 ................... 5584 6523 386S 6g 59 
1913 .................. 5713 6752 4157 73 61 
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TABLE 52 

RAno 01' REsEB.VES TO DEKAND LIABILITIES 01' THE BANK 01' FIANCE AND 

hn>oITAN'l' FUNCH BANKS ON DECEHBE:Il 31 01' EACH YEAI, 1888-1913 

(MiJIiona of fnmco) (per cent) 

Ratio of Ratio of 
Tot&! Tot&! Reserves Rese<Vesof 

of~Cl Reserves of Tot&! Ratio of of Bank Bank of France 
the .. Banks ~Vo:I To~~~ of France to Tot&! De-

and Bank and Bank to Tot&! posits and Note 
y- of France of France Circulation Deposit! Deposita I Cin:ul&tion 

1888 2045 2351 4661 115 1I0 48 
18Sg 1951 26.$1 4956 135 :I30 50 

J8go 1914 2497 4965 130 124 47 
1891 2145 2733 5339 127 :I21 48 
ISg2 2318 3136 5616 135 128 52 
ISg3 2066 3120 5544 151 144 53 
ISg4 2486 3477 5967 139 133 55 
ISg5 2467 3381 6107 133 129 52 
1896 2694 3344 6532 124 u6 47 
ISg7 2822 3369 6631 II9 :III 47 
1898 2860 3290 6610 lIS 105 45 
1899 3080 3286 7010 106 98 43 

J900 3159 3721 7346 1I8 log 46 
1901 3540 3823 7612 107 100 .46 
1902 3224 3914 7528 12J II3 48 
1903 3534 3713 8029 105 98 43 
1904 4398 4050 86.$2 92 85 43 
1905 4557 43$1 9072 95 82 41 
1906 4944 4088 9658 82 75 39 
1907 4435 3939 9235 88 67 39 
190$ 4949 4625 10174 93 88 42 
1909 5191 4731 10330 91 84 43 

1910 5575 4450 10758 79 73 37 
19II 5971 4497 II 239 75 66 35 
1912 6076 43$2 II660 71 63 33 
1913 6619 4635 12332 70 62 33 

1 Crblit LyoJIJUIis. Comptoir National d'Escompte, Societe G6n&aIe, Cr6dit Industriel et Com-
men:ial • 

• Including deposito and current """"""ta of four bank. listed above and the Bank of France. 
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TABLE 53 

Total Value of 
Nmnberof Checks Presented Total Transfers 

Checks Issued at Paris CIear- of the Bank of 
in FI'IUlCe ing Hoase France (Billioos V_ (MiIWms) (BilIioDs of fIancs) of fIancs) 

1880 ................ 4·3 3~2 65·4 
1881 .............................. 5·5 4 95. 1 
1882 .................. 4·5 4·5 77·7 
;[883 ............................. 4·4 4· 1 65 
1884 .............................. 4·4 4·2 62.8 
1885 ............................. 4.6 4·1 60·7 
1886 .................. 4·' 3·9 7I.1 
1887 .................. " .......... 4·9 4·3 65·4 
1888 .............................. 4·9 4·6 73·7 
18Sg ................... 5·4 5·4 82·5 

ISgO .............................. 5·3 5·1 86.6 
1891 .......... .o. .................. 5·7, 6 97· 1 
ISg2 .................. 5·7 4·8 74·9 
1893 ................. 5·' 4·7 76.1 
1894 .............................. 6., 5·3 92.3 
1895 ................... 6·5 6.1 104·9 
;[896 ...... 'O, ...................... 7 '·3 85. 2 
ISg7 .............................. 6.8 ,·5 86.2 
1898 .............................. 7·2 8·5 93·5 
1899 .................. 7·6 9·5 102.6 

19OO .............................. 7·9 10.6 102·4 
1901 .............................. 8.2 10.6 III.8 
1902 ................... 8.7 9·9 UO.2 
1903 .............................. 9·3 10.8 U4·9 
1904 .............................. 9·4 II.8 152.8 
1905 .................. 10.1 13.8 171•2 
1906 .............................. IO·5 17·8 ISg·3 
1907 .............................. U·4 24·8 179·3 
1908 .............................. II., 26 170.2 
1909 ................... a 12 26·7 214. 1 

1910 ............................. 13·3 29. 6 245·8 
19II .. ~ ......................... 14. 2 23·9 270·9 
1912 .............................. 14·9 34·' 319.' 
1913 ............................. 37·7 309·7 
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TABLE 54 

DEPOSl'l'S O. SAVINGS BANXS O. h.ufcE, 1880-1913 

(Millions of franCS) 

CaiIIIs d~_'On!inaireo' Caiose NatioDale d~_' 
Total A_ Total A_ Total 

Depooita 
~Book A~ Deposits per A~ ~ts V_ Decembar,J1 per Capita December.!ll Paso Book per Capita 01 th 

1880 ••• 1280 333 34·1 1280 
1881 ••• 1408 355 37·7 1408 
1882 ••• 1755 396 46·4 47 225 1.2 1802 
1883 1816 398 4ll 77 206 2 %SgJ 
1884 ••• 2022 425 53. 2 ns 2%3 3 2137 
1885 uu 44ll 58 154 222 4 2365 
1886 2314 454 60·5 191 225 4·9 2505 
1887 2364 454 6 .. 8 224 228 5.8 2588 
1888 2495 465 65. 2 267 236 6·9 2762 
1889 ••• 2684 484 70 332 255 8.6 3016 

1890 ••• 2912 505 76 413 274 10·7 3325 
1891 •.• 3053 513 79.6 506 292 13. 2 3559 
1892 ••• 3227 527 84.1 616 312 16 3843 
1893 ••. 314% 508 81.8 6n 292 %5·9 3752 
1894 ••• 3287 519 85·5 6gz 303 17·9 3978 
1895 ••• 3395 522 88.2 753 303 1:9.6 4148 
1896 •.• 3382 510 87.8 785 292 20·3 4167 
1897 •.• 3427 506 88·9 844 291 21: 42 7% 
1898 ••• .J4OO 494 87·9 875 283 22.6 4275 
1399 ••• .3407 486 87.8 929 280 24 4336 

1900 ••• 3264 459 83. 2 1010 283 26 4274 
1901 ••• 3349 462 86 1080 286 27·7 4429 
1902 ••• 3283 449 84 1107 277 28·3 4390 
1903 ••• 3188 435 81·4 uI8 26g 28·5 4306 
1904 ••• 3246 437 82.7 u 87 273 30.2 4423 
1905 ••• 3377 446 86.1 1278 279 32.6 4655 
1906 •.• 3434 44ll 87·5 1339 279 34. 1 4773 
1907 .•• 3543 454 90.3 1433 284 36.5 4976 
1908 ••• 3689 466 94 %537 290 39·% 5226 
1909 ••• 3833 472 97.6 %639 295 41.6 5472 

1910 ••• 3933 474 100.2 1709 295 43. 2 5642 
I911 ••• 3908 465 98.7 1704 285 43 5612 
1912 .•• 3947 463 99.6 1745 282 44. 1 5690 
1913 ••• 4011 463 101·3 1818 283 45·9 5829 

I 0- _ offices thnwat France. Inten:st rate 1880 .. 11190 it-at per CI:Ilt, .8g ..... 892 .sMI per 
..... t, J8o,s-s8gs .... 31 per CIIlDt, 18g6- 2M per cent. , 

• o-J2_oIIia:a. EatablishedulI882. Inten:stratel88rJ8gs.sperCl:llt,I8g6- 2ipercent. 
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TABLE SS 

WHOLESALE AND ~ PRICE INDICES OJ!' TEN CONSUMP'rION COMMODITIES 

:l880-19og 

(Base 1900 = 100) 

Year Wholesale' Semi-wholesale • 
Retail 

(I) (0) CJ)I (4) • (s)1 

1880 ................ 129 127 uS 
1881 ................. 126 122 
1882 .................... ~ ..... 123 126 Il4 
:1883 ............... 122 :121 120 
1884 .............. Il9 Il7 loB u6 105 
1885 .............. u7 IIO log 
1886 ............... log III 104 loB 101 
1887 .............. 105 105 97 104 103 
1888 .............. 107 107 107 loB 104 
1889 ............... III lOS loB 

1890 ............... II4 106 106 
1891 ................ 107 log 107 
1892 ............... 102 107 III 

1893 ................ 100 102 107 
1894 .................. 96 101 loB 104 1:05 
189S .............. 92 97 99 100 99 
1896 ................ 92 97 97 99 97 
1897 .............. 96 100 97 96 98 
1898 ................ 97 99 102 
1899 ................. 96 100 103 99 lor 

1900 ................ " ..... 100 100 100. 100 100 
1901 ................ 104 100 102 103 106 
1902 ............... 104 96 98 104 105 
1903 ............... 103 97 97 lOS 106 
1904 ......................... 97 91 97 III :106 
1905 ..................... 100 86 97 III 106 
1906 ................ 106 90 98 115 loB 
1907 .............. II2 96 98 H2 uo 
190B ...................... II9 97 102 U3 II4 
19o9 ......................... ZI9 94 104 IIO log 

SoRa, Salaires et coat de I'existence l divenes epoques jusqu'en IglOo Paris, IgIl, Chap. I. 
I Jndez of annual wholesale prices of bread. butter. cheese, potatoes, rice. c:ookiDg oil. ordinar)' 

wine, sugar. coal, edible oil. 
• Jnd ... of price of above commodities paid by large public instituticms. 
• Jnd ... of price of above commodities at Railway Co-operative stores. 
• Jnd ... of annual average price of .. hite beaDs. Swiss cheese, olive oil, vinegar, salt. pepper, clW:ory, 

starch, candles. split peas at Railw,¥ Co-operative stores. 
• Jnd ... of price of commodities in W at some retail groceries. 
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TABLE 56 

AJoroAL PuCE INDICES OY TEN DOMESTIC COMMODITIES. PuCES AT PLACE 

OY EXTItACTION,' 1895-1913 

(Base 1<)00 = 100) 

Year Jndel: Year Jndel: 

18g5 ................... 92.4 1905 ..•...••..........• 97·4 
18g6 .................... 92.5 1906····· ..•......•.... 98. 1 
18g7 .................. 94 1907·········· .•....•.• 95. 8 
18gB ......................... "' ........ 95. 6 1908····· •....••...•..• 95~ 
1899 ................... 97·5 1909············· ...... 99·3 

Igoo ................... 100 IgI0 .•..•..•...••.•..•. gS.8 
1901 .................. 100.6 19II .......•..........• 101.9 
190 2 .................. :102·5 1912 .••.•.••.•.•••.•... 104·7 
1903 ................... 103.3 1913; ••.•••...•..•.•..• 106·3 
1904 .................. 103.8 

I BuiIdiDg atone, roofing alate, sand and gravel, brick clay, limestone ilux, marie, crushed rock, 
talc, iiDt sand, moulding plaater. 

Source of prices: Statisque de !'Jndustrie Mineral. de Ie France. 
This iDdea ill .. Wlweighted .. and ...... c:cmstructed for this study. 
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TABLE 57 

MONTHLY llmE.x Olr WHOLESALE PluCES IN FIANCE,19QO-I913. PuBLISHED 

BY LA RE!'ORME tcoNOMIQUE 

(Base ISgO = 100)1 

19oo 1901 1902 1903 1004 1905 .006 
Jan ••..•.•••.•.• 102.S 9S.S 93·4 ·95 97 95. 2 lOO.S 
Feb •••••.••••••• 104.6 '97.S 94·4 95·4 97. 2 95·2 lOO.S 
Mar •••••..••.•• 103. 6 95· S 94·S g6.6 g6.6 94· S 101.2 
Apr ••.••••.••.• ~ 103·S 95·4 94. S 97 96. 2 95.6 102.S 
May ..................... 102.2 95·4 94.S 97. 2 95 95·6 104.6 
June ..................... 101·4 95·2 94. 6 g6.S 93. 6 95.6 105 
July .•.••••••..• 102 95·2 95 96 93·4 95·6 loS·6 
Aug. · ~ ................. 102.6 . 96 95·4 94.6 94 95 106 
Sept. ..•...•.•.• 101.S 95·6 93.S 93· S 94· S 94·4 107·2 
Oct. .•.•..•..•.. 102 95·2 93·4 94. 2 95 96. 2 log.6 
Nov •..•••••••.• 101.2 94. 6 94·4 94·4 95·4 95·4 no.6 
Dec. ........... 100.6 93. 6 94. 6 96.4 95.6 99·4 IIO·4 

1907 1908 
r_ 

toto 1011 1911 1915 

Jan •••••...•.•.• III.6 104.8 99·4 107 U2·4 II5·4 IIS.4 
Feb •..••..•••••• U2.6 104.2 99·4 106.6 II4 JI6.4 u7.S 
Mar •••••..••••• II2·4 102.S 101.4 107 II3· 6 II7·6 U7·2 
Apr ••..••••••.•• III.S 101.2 102.2 107·4 II3.6 II9 u6.8 
May ........ " ............ II2.2 100.8 102.6 106.6 JI4·2 120 II6.2 
June ............. JIz.6 99· S 102·4 105.6 Il3·S 120 IIS·Z 
July ••.•••••••.• II3 99·4 102.2 106.8 II2.2 II8 II4·2 
Aug. · .................... III 100.8 102.6 log. 2 II2·3 II7·4 II4.6 
Sept. ••••..••••• III.2 loO.S 103.6 log IIS·Z II7·4 II6.6 
Oct. •.....•....• no.6 100 105·4 IIO II5·8 II7·4 II6.6 
Nov. · .................... 108 100 106.2 III.I lIS II7 IIS.6 
Dec. ............... 106 99·4 106.6 In: II4· 2 II7 

Sooac&: La Reforme 1t.coDomique. 
~ Aunual indices go back to 1800. See Table 58. 
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TABLE 58 

CoKPAlIlSOJf a. .. ~ 1'vlIPosE" ANmrAJ. PuCE INDICES O. FllANcB, 
G~T BIIlTADI', GEDLUIY, UNl"IED STATES, -AND THE WOBLD 

(Reduced to common base ;[900 = 100) 

France Gnoat United World 
y- German7 Britaia States 

C.) (2) W W (s) (6) (7) 

1880 ............................ 121 u3 :U7 u7 u7 
1881 .......... ~, ............... :u8 :U2 IU :u6 110 
1882 ............................ lIS 112 III 119 112 
188,1 ............................ III 10'/ 110 116 108 
1884 ........ , .................. len 101 101 log 102 
I88S .... '"' ...................... tOO 96 96 102 97 
1886 ............................ 96 Sg 92 101 93 
1887 ............................ 93 91 91 102 93 
1888 ........................ "" 97 93 94 104 97 
J8Sg ........................... 101 IOO 96 104 99 
ISgo ............................ IOI 97 gS 96 102 zoo 
ISgI ........ "" ................ 99 97 zoo 96 10Z 99 
ISg2 ............... """ ...... 96 92 93 91 9S 9S 
JSg3 ............................ 9S 9S 91 91 9S 94 
JSg4 .............. 87 87 8S 84 86 87 
JSgS ............................ 85 8:11 83 83 85 84 
18g6 .................... 'O' ...... 83 80 82 81 81 8,1 
1897 ............................ 84 81 81 8:11 81 83 
18gS ............ 4; .............. 86 86 8:11 86 84 87 
J899 ........ """ .............. 94 93 88 go 92 92 

1900 ............................ 100 :too 100 100 100 :too :too 
19o1 ............ '"' .............. 95 94 -102 94 g8 100 96 
19en ............................ 94 93 91 93 102 102 96 
190,1 ............................ 9S 93 91 93 :t°3 102 gS 
1904 ............................ 94 93 go 94 102 lor 98 
19O5 """ .......... """ ...... 99 94 94 96 104 lOS ioo 
1906 ...... ,. .................... 105 103 99 103 III log :t°7 
1907 ............................ no log :toS :too 117 114 XI3 
1908 .................. "' ... "',. r02 98 99 97 III log :to,S 
1909 ."' .................... 102 100 99 99 114 JIO 107 

1910 ......................... log 105 103 104 II9 113 U2 
1911 .......... " ........... 115 III 108 106 u6 II6 u6 
191:11 .......... '" ............. 119 lIS 113 122 I2:iI 

1913 ............................ :n6 II3 II3 :t21 UI 

CoL •. Pub1ished by Slatistique Gb&aIe de Ja France in the Almuaire Slatistique de Ja France. 
PrH:es until .006 booed on annual values of imports of 43 commodities Dsed by the Commjssjon 
des Valeurs eo Do ...... e. Since 1006 booed on market prices in France of 4S commodities. • 

CoL s. Pub1ished in La R80<1D1! &:Onomique beginniDg with xSvo. A_ of weekly market pnces 
of 40 to S6 commodities. - •• 

CoL to Published in Bamburp Handel und Sc:hilfahrt. Based on import vaiu£s of .S commodities 
ore 1888 and 42 since. 

CoL 4. Sa ..... beck'. Index published in the Journal of the Royal Statistical Society. 
CoLld!:".::.!.SvoReport to the Committee on Finance.:Man:h 3. x893. Since xSvo U. S. Bureau of 

Col. 6. Coat'. World Index. Published in Cost of LiYiD& Report, Vol. n. Boazd of Inquiry into Cost 

_ CoL ':. ~b's '-f';ld Index. l'ric:es, Price Indezes and Cost of LiYiD& in Australia. '012. 
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TABLE S9 

RELATIVE MOVEKENTS 0 .. mE ANNuAL ExPENDITllllE OJ! FRENCH WOllKEU 

OJ! FivE DIFFEltENT RANIS 0 .. INCOME, 1880-1910 

(Base 1900 = 100) 

RichH_ 

y .... Very Low Lo .. Medium High Very High Avenge 
hold of II 
P ......... 

1880 .............. :U7 115 uS lIS 114 uS 109 
1881 ... a ........ 117 lIS lIS XIS lIS 
1882 ................... 1I6 lIS 1I4 u3 113 II4 108 
1883 ........... 116 II6 lIS lIS 1I4 lIS 1I0 
1884 ........... log log 108 108 107 108 105 
1885 ............ 104 103 103 103 102 103 102 
1886 .......... 100 103 99 99 99 100 99 
1887 .................... 96 96 95 95 93 95 96 
1888 .......... 101 100 100 100 99 100 98 
x880 ........... 102 loa 102 101 100 101 100 

ISgo .................... 105 104 99 104 103 103 105 
1891 ............ log 108 108 108 log 108 108 
180a .................. ~ 107 106 107 106 105 106 105 
1893 ............ 102 102 102 102 101 102 99 
1894 .................... 105 106 106 106 106 106 101 

·1805 ........... 105 106 106 106 106 106 103 
1806 ............ 100 102 102 101 X03 102 100 
1897 ............ 99 99 99 99 99 99 98 
1898 ........... 106 105 105 105 104 105 loa 
1899 ........... 105 104 105 105 104 105 101 

1900 .......... 100 100 100 100 100 100 100 

1901 ............. 101 102 102 102 102 102 102 

1902 ............ 103 103 104 :X°3 104 101 102 

1903 ............... 107 x07 107 107 107 107 105 

1904 ................... 106 104 103 104 103 104 102 

1905 .................... log 108 108 108 108 108 103 
1906 .... ~ .............. 110 109 log log :xog 109 102 

1907 .................... 1I3 U3 IJ4 U4 114 u6 107 
1908 ........... uS uS lIS uS lIS lIS log 
1909 .................... 112 1I2 1I2 :US 112 112 107 

1910 ....... " .......... 1I9 XI7 :U9 119 1I9 1I8 III 

SotJW.CII, Statistique GinErale de la' France. SaIaires et coOt de l'a:isteDCe .. di~ €poques 
jusqu 'ell 191 .... Paris, 11111. 
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TABLE 60 

BIl1TISK ANNuAL EXPOItT em CAPITAL AND BIl1TISK BAltTEJt TEIUIS OP 

TIlADz. 1880-1913 

British~ 
of Capi 1 Net Barter TenDS Groos Barter TenDS 
(ThOUllallda of Trade" of Trade' V_ of Pounds) (r\lOG = 100) (1\lOG = 100) 

1880 ................ 4100 124 129 
1881 ................ 33200 129 148 
1882 """ .. " .................. 24300 127 144 
1883 ............................ I6g00 124 134 
1884 ............... 41000 US 14S 
I88S ................... " ...... 33900 123 137 
1886 ............... 61800 122 144 
1887 .......... ~ ................ 66800 122 14S 
1888 ............... 74500 123 145 
18Sg .................... " ...... 68800 I2I 137 

ISgo ............................ 82600 XI3 136 
ISgI ............................ 48500 XI4 123 
ISga ............................ 35300 n6 u8 
ISg3 ............................ 40100 lIS II8 
ISg4 " .......................... 21300 HZ n3 
ISgS .................. .o, ........ 22700 III ZI4 
18g6 ............................ 39300 II2 XI3 
ISg7 ............................ 27100 lIZ log 
18gB ............................ 17200 II4 lOS 
ISgg ............................. 27900 107 106 

1900 ............................ 31200 100 100 

1901 ............................ 13900 102 99 
1902 ............................ ZI200 105 102 

1903 ............................ 23000 107 104 
1904 ............... 27200 10$ 10$ 

190 5 ............................ 62800 107 114 
1906 ............................ 104400 lOS XI9 
1907 ........................ , .. 140200 10$ 127 
19oB ..................... 129900 104 121 

1909 ...................... 110100 1I0 123 

1910 ................. 150800 U2 132 

19II ................... 192200 107 132 

1912 .................. 226000 107 130 

1913 ........ 'O' .......... 103 130 

J c. L Hobson, 'l'he &port of Capital, Chap. 8. 
• F. W. Ta..,.;g, InternatioDal1iade, p •• 10. 
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TABLE 61 

PAlUS MAlIDT DISCOUNT RATES, QuANTITY fJ8 MONEY OuTsTANDING, AND 

Pluo: SERIES OF LA RiFOlWE tcONOMIQUE AND OF STATISTIQUE 

GOOllALE DE LA FllANCE. QuARTERLY FIGURES, 1898-1913 

Quantity Market Pricts 
of Money 1 Discount 
(Millions Rates" LaRBonne =r. Year of francs) (per cent) :£conomique • 

1898 1St •••••••. 7896 %.88 
2nd ••••••• 7786 1.88 
3d ......... 7553 1·75 
4th ••••.••• '7650 2·75 

1899 1St .••••••• 7480 2·75 
2nd ••••••• 7713 2·75 
3d •••••••• 7765 2·75 
4th .••••••• 8013 3 

1900 1St .••••••• 8093 3·75 101.2 
2nd ••••••• 8073 3. 25 100 
3d •••••••• 7980 2·75 99·7 
4th .•••.••• 8036 2·75 98·8 

1901 1st •••••••. 8270 2·75 95.1 
2nd ••••••• 7960 2.62 93. 1 

3d •••••••• 7870 1.88 93·3 
4th •••••••• 8030 2.62 92•2 

1902 1St •••••••• 8210 2·5 91.8 94.6 
2nd ••..••• 8080 2.12 92.3 95·:1: 
3d ••••.••• 8uo 2.U 92 .9 93·5 
4th •••.•.•• 8400 2·75 91 •8 92.4 

1903 1St ••••.••• 8630 2.88 93·4 96.3 
2nd .•••.•• 8650 2.62 94·1 98 
3d •.•••••• 8570 2·5 92.5 94·9 
4th •••.•••• 8840 2.88 92.1 93·4 

1904 ISt ........ 8880 2·15 94.6 94.6 
2nd ....... 8800 2.12 92 •6 93·4 
3d ........ 8740 1.25 91.1 96.6 
4th ........ 8970 2.38 93 95·4 

I Bank of France DOtes and specie in France outside the Ba.nk of France. Quarterly average of 
monthl¥ figmes. 

• Market discount rates OD prime paper at Paris. Quarterly average of weekly quotations. 
• Price .me. of France published bi La Reforme :£conomique. Quarterly average of IIIODthI¥ 

indices. Reduced to 1000 - 100. 

• Quutelly price series of France published by the Statistique Gen&ale de Ia F........ I_lOIS· 
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TABLE 61 (ClHllimlell) 

QuaDtity M.ubt Prices 
oIM"""" DismoDt 

(MiIIiDDa Rates LaRMorme ~ y- 01 ....... ) (P • ..., ... O Jlmaom;que 

:lgDS 1st •••••••• 9100 2.12 93 97 
2nd ••••••• 9100 1·75 93·3 98.4 
3d •••••••• 9230 x·75 92.7 98 
4th •••••••• 9290 3 94·5 99. 6 

1906 1st •••••••• 9590 2·75 98.5 100.8 
2nd ••••••• 9620 2.62 101.6 103. 2 
3d •••••••• 9500 2.30 103.5 z0 3·S 
4th •••••••• 9810 3 1:06 107·7 

1907 1st •••••••• 10140 3 z09·S no 
2nd ••••••• gg80 3·37 109·5 uz.8 
3d •••••••• 9880 3·37 109 109. 2 

4th ••••• '" 10280 3·75 105.4 105.1 

IgoR 1St •••••••• 10280 2.75 101.1 102.2 
md ••••••• 10310 2 98 . 2 100·4 

3d .... " .... 10200 1·5 97.8 102.1 

4th •••••••• 10SOO 2.%2 97. 2 98.9 

1909 1st •••••••• 10430 x·7S 97·4 98.7 
::md ••••••• 10SSO 1.25 100 101.8 

3d •••••••• zoS60 1·5 100·3 102 

4th •••••••• :a:06go 2·33 103·5 103. 1 

1910 1St ........ 10920 2·5 104·3 106.2 

md •.•.••• 10740 2.25 104 108·9 
3d ........ 10550 2.12 105.7 109·5 
4th •••••••• 10830 2·75 108 107.6 

1911 1St •••••••• logSo 2·37 uo.6 112·7 
2nd ....... 1:0850 2 Il2 II4· 2 

3d ........ 10720 2·5 IIo·S IlI.8 

4th ........ u390 3.25 Iu.8· II4· 1 

1912 . 1st •••••••• II400 3.12 u3·7 II6.6 

::md ....... u290 3 II6.7 II9·7 

3d ........ U2IO 2.88 II4.S U8.2 

4th ........ n800 3.88 II4·3 u6·7 

1913 1st ........ Inoo 4 uS p6.2 

2nd ....... 12050 4 II3· 2 Il6·7 

3d ........ 12230 3·75 uS·S US·I 

4th ........ 12400 3·75 Il3 114·3 
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