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PREFACE

T IS generally recognized that the World War marked
a significant turning point in the position of the United
States in international affairs. The part which destiny
compelled the United States to play in this great disturbance
of normal international relationships accelerated and con-
centrated within a few years changes in the international
political and economic position of this country which might
naturally have developed in the course of time but otherwise
would have taken many years to bring to fruition.

In the economic sphere, especially, the rapid alteration
and extension of the international business relations of the
United States has steadily and with growing insistence im-
pressed itself upon the attention of thoughtful and forward-
looking American business men in the years since the war.
It has been recognized with increasing clearness that the new
international position of this country in the world economy
has carried and will carry with it important and far-reaching
consequences for our financial system, our industrial struc-
ture and our trade relations. These years have brought with
them significant developments in domestic banking condi-
tions, vast changes in the organization and methods of
domestic industry and commerce, and radical departures in
immigration and foreign trade policies which have wide
implications for the future of international relations as well
as the national prosperity. Yet the changes have been.so
rapid and pervasive that their significance is not generally
realized. A great task of investigation and enlightenment
lies before the American business community in order that it
may have that clear and broad understanding of these
problems needed to guide it wisely in the process of adjust-
ment which will inevitably take place through many years
to come. :

In recognition of this need, the National Industrial Con-
ference Board in 1925 turned its attention to one aspect of
the international economic relations of the United States,
which was then uppermost in the public mind, that of the
nature and significance for American industry and trade of

v
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vi INTERNATIONAL FINANCIAL POSITION

the huge structure of intergovernmental indebtedness left
by the war. In its study entitled “The Inter-Allied Debts
and the United States,” published in that year, the Con-
ference Board undertook to analyze the circumstances and
origin of these debts, their relation to the fiscal situation in
the various countries affected and the relation of their
liquidation, on the basis then contemplated, to the industry
and trade of this and other countries. Since that time, of
course, the factors involved in this specific problem have been
greatly altered, vastly multiplied and made much more
complex through the process of negotiation of intergovern-
mental debt funding agreements, through the establishment
of the Dawes Reparations Plan and its replacement by a
new reparations settlement this year and, finally, what is of
far greater importance, the extension of private American
financial interests in foreign countries. The problem of
intergovernmental indebtedness has thus been merged into
the broader problem of the international financial relations
.of the United States in their many aspects. The need today,
therefore, is for a clear and comprehensive view of the inter-
national financial position of this country after the lapse of
ten years of post-war development and readjustment in our
world economic relations.
¢ The purpose of the present volume is to provide the basis
for such a broad view and clear understanding through a
careful analysis of the significant features of the development
of American international financial relations prior to, during
and since the World War, with special emphasis upon the
bearing of this development upon American trade relations
and domestic banking conditionss Although the interest
of this study is primarily financial, it is recognized that in the
final analysis the financial aspect of international relations
is a reflection or an expression of the international exchange
of goods and services which constitutes the business life of
the world and finally rests upon and reflects the development
of productive industry. For this reason the present study
looks forward to, and prepares the way for, a separate and
detailed analysis of American export and import trade and,
’ %parateiy, of changes in industrial organization in the
nited States and other industrial nations.
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In so vast and complex a field of problems it is inevitable
that the conclasions of any study must be tentative and
subject to change and qualification with the passage of time
and the pressure of events. But the method of all science
is a process of progress from the known to the unknown;
and 1t is only in the light of the lessons of past experience

]that the future can be revealed. It is hoped, therefore, that

the retrospective view of the development of the interna-
tional economic relations of the United States, which this
and other contemplated studies are designed to provide,
will afford some basis upon which the American business
community may more soundly and effectively prepare itself
for what the future may bring.

In the preparation of this study the Conference Board
has greatly benefited by the cooperation and suggestions of
its Advisory Committee on International Economic Prob-
blems, composed of men of special knowledge and broad
experience in this field, to whom the Conference Board
wishes to express its indebtedness, viz.:

Fred I. Kent, Director, Bankers Trust Company, New York
City, Committee Chairman. i

A. Farwell Bemis, Chairman, Bemis Bros. Bag Company,
Boston, Mass.

Charles Cheney, President, Cheney Brothers, South Man-
chester, Conn.

William L. Clause, Chairman, Pittsburgh Plate Glass Com-
pany, Pittsburgh, Pa. ‘

W. F. Gephart, Vice-President, First National Bank, St.
Louis, Mo.

Eugene G, Grace, President, Bethlehem Steel Corporation,
New York City.

E. M. Patterson, Professor, University of Pennsylvania,
Philadelphia, Pa. -

Herbert F. Perkins, First Vice-President, International
Harvester Company, Chicago, IlL

George E. Roberts, Vice President, National City Bank,
New York City.

Alfred P. Sloan, Jr., President, General Motors Corporation,
New York City.
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In the preparation of its studies, the National Industrial
Conference Board avails itself of the experience and judg-
ment of the business executives who compose its membership,
and of recognized authorities in special fields, in addition to
the scientific knowledge and equipment of its Research Staff.
The publications of the Board thus finally represent the re- -
sult of scientific investigation and broad business experience,
and the conclusions expressed therein are those of the Con-
ference Board as a body.

This study was made and the present volume prepared by
Mr. Ralph A. Young of the Conference Board’s Research
Staff, under the general supervision of the Board’s Staff
Economic Council and the guidance of Mr. Virgil Jordan,
Chief Economist of the Conference Board.

Macnus W, ALEXANDER,

President.
. New York City
May, 1529
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THE INTERNATIONAL FINANCIAL
POSITION OF THE UNITED
STATES

CHAPTER 1
DOMESTIC VS. INTERNATIONAL FINANCE

NTERNATIONAL economic and financial relations play
a distinctive, though rarely appreciated, rfle in thedevel-
opment of any country. Influences originating in such
relations often materially modify forces which seem purely
domestic in character, or sometimes set in motion new do-
mestic economic forces. Conversely, international relations
are frequently tempered by factors of domestic origin and
in many instances are really the consequences of the latter.
The economic conditions prevailing at any stage in a nation’s
growth are thus the consequence of both external and in-
ternal influences. The latter are subtly interwoven and
hence very difficult to disentangle.

The broad problem with which this study is concerned
involves the recent international financial relations of the
United States. These constitute one of the most noteworthy
aspects of the national economic development, of profound
significance to the entire business organization of the coun-
try. More particularly, therefore, the problem of the study
concerns the effects of international financial relations upon
the domestic financial structure and upon American indus-
try and trade. Ultimately, the purpose is to consider the
possible character of future international financial relations,
in so far as they may be forejudged.

Within a very short period the United States has become,
in an astonishing measure, the international creditor of many
countries, partly because of foreign property investments be-
fore the World War, but mainly because of long-term credit
advances made during the war and the extensive invest-

2 1




<2 INTERNATIONAL FINANCIAL POSITION

- ments made since. On the other hand, as will be seen,
foreign investments and deposits in the United States, which
were materially reduced from 1914 to 1919, have more re-
cently been restored. Before the war, Amenca "was pre-
dominantly an international debtor; today she is predomi-

/ nantly an international creditor. How can this abrupt shift
~ be explained? Does it mean that the United States has ar-

rived at an advanced economic stage, where large capital

advances to other countries would normally be expected?

Unusual conditions and demands explain the change in our

international financial position during the war period, but

what are the causes and significance of the post-war expan-
ston of Amcrica’s creditor position?

AMERICA s INTERNATION&L Finawnciar Rz:u'nons
IN THE Past

In order to answer these major questions, it is obviously
necessary to have some undemtandlngnf the genéral nature
and tendency of America’s international economic and finan-
cial relations in the past. Of these it would be impossible,
within the limits of this study, to attempt more than a sum-
mary analysis, not only because adequate information is
lacking but also because the investigation must be restricted
in its scope. A certain knowledge of the past is required,
however, to supply the background for a correct perspec-
tive of the country’s present creditor position afzd for a
proper evaluation of its future.

America as an International Debior

From the earliest existence of the United States as a na-
tional entity until 1916, America was a debtor country, al-
though from the end of the nineteenth century American
investments abroad, of which there had always been a few, .
began to increase. In the light of the historical material
available and the space which can. be devoted to it, there
are several intimately related questions in this connection
which require treatment. For example, what was the nature
of the country’s international business dealings while a
debtor; and what was the importance of the international
transactions involving transfers of capital funds compared
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with those concerned with payments for merchandise and
services?

Other questions are connected with these. To what extent
was America dependent upon foreign capital at various
periods in her development? From what sources did this
capital come? Of what importance was it in contributing to
the nation’s economic growth? Finally, how may the ap-
pearande and expansion of American foreign investments be
broadly explained?

Such questions are both pertinent and timely, and the
answers to them, given in Chapter II, are largely factual.
International debror-creditor contracts are not new. The
United States as an economic unit has always been enmeshed
in a network of them. International financial relations of
today may be far more complex than those of the past; they
may involve far greater numerical values; and the order of
the relationships may be entirely reversed; but relatively
they may be of no greater economic importance. To ap-
praise the significance of the contemporary international
financial position of the United States, with an eye to the
future, demands an understanding of her position at various
periods in the past.

America’s Transition to an International Creditor Position

At the outbreak of the World War, the United States was
an international debtor to the sum of roughly $5.5 billions
and a creditor to the amount of about $2.5 billions. Circum-
stances suddenly forced the nation into the forefront as a
lending center. Countries formerly in the lead as suppliers
of capital were embroiled in conflict. Their financial markets
were closed abruptly and they in turn became borrowers.
Neutrals were thereby forced to enter other markets for their
capital needs, and notably, that of the United States. This
briefly describes the foreign demand for American capital
until the United States Government formally declared war.
After that time, through government efforts, this demand
was restricted to associated belligerent nations and was satis-
fied chiefly by intergovernmental loans.

The mere assertion, readily acknowledged, that the ex-
traordinary pressure of foreign capital demands arising from
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the world conflict were paramount in the transformation of
the country from a debtor to a creditor position does not
convey a full understanding of the nature and extent of the
shift. It would be impossible to grasp the full significance of
the nation’s international financial relations in recent years
without a fairly definite conception of the character of those
relations during the short span of the World War. It is im-
portant to know what were the conspicuous features of the
international transactions of the period and what was the
actual importance of capital movements among them.
What was the approximate international creditor and debtor
position at the end of the period? Finally, how was the
United States able to meet the unusual foreign capital de-
mands which arose? This study does not pretend to answer
these questions completely, but in Chapter III it does en-
deavor to supply sufficient material to answer them briefly.
Their importance for an intelligent consideration of the de-
velopments which subsequently took place thoroughly justi-
fiesa wider treatment thanis warranted for the pre-war period.

AmEerica’s Recent InTERNATIONAL Financiar ReLations

Just as some knowledge of America’s international finan-
cial relations during the war period is fundamental to an
understanding of the immediately succeeding period, so a
thorough comprehension of factors more recently involved is

lrequisitc to any thoughtful contemplation of the future.

Here the heart of the whole study is approached, necessitat-
ing both a more intensive and a broader analysis of the inter-
relationship between international and domestic finance.

The Nature of International Capital Movements

Wide publicity has been given to every annual compila-
tion of foreign loan offerings in the United States in recent
years. Often they have been related to the familiar surplus
of merchandise exports over imports. These security flota-
tions have represented, it has been alleged, an export of
American capital funds and the export balances of merchan-
dise have constituted the basic form which they assumed
and by which they were transferred. Such reasoning may
be logical, but it cannot be accepted uncritically. Exports of
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capital are much more complex in their essential composition
than can be indicated by recourse to figures of foreign secur-
ity offerings. They do not lend themselves to measurement
by so simple a gauge. Furthermore, they constitute but one
in the mulaplicity of influences causally connected with the
export balance of merchandise. The whole process of inter-
national capital movements is inextricably ramified, and no
unstudied explanation will suffice.

No description of international capital movements can
proceed very far without a firmly éstablished concept of
what such movements really are. The economist formally
defines capital as a stock of material economic wealth. But
such a definition will not be satisfactory here because it is
possible for an importation of a foreign security to take place,
and for the funds received from its sale to be transferred
abroad without any immediate diminution in the stock of
material economic wealth through exportation., What is
transferred are the funds or purchasing power secured from
the sale of the security, and such purchasing power can be
transferred only because an equivalent volume of it is flowing
in the opposite direction.

The whole process of international exchange is a money
process on the surface with not only goods but services and
property equities moving beneath. When more funds are
flowing in one direction than in the other under gold standard
conditions, to be sure, forces are set into operation to in-
crease the underlyingmovementsof economicvalues. Though
on thesurface the processis pecuniary and must bemeasured 1n
terms of money, the problem can be understood only in terms
of international movements of values and purchasing power.

Capital exports, therefore, must be defined as exports of
purchasing power resulting from the acquisition of foreign
securities or properties. Other outward capital payments
include those for interest or dividends to foreigners for their
American investments, repayment to foreigners of the princi-
pal of investments resold to Americans, or the redemption of
bonds and noteswhich have matured or have been amortized. -
Capital importsand otherinward paymentson capital account
are merely of an opposite nature. A distinction can be made
between capital payments which may be identified with long-
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term capital transactions and those which may be distin-
guished as related to short-term capital transactions. That
is to say, funds having to do in any way with investments
in securities or property equities possessing qualities of per-
manence owing to the durable nature of the underlying
values or the length of time indicated by contract for their
existence, may be described as payments on long-term capital
account. On the other hand, payments having todo in any
way with credits, securities or property equitiest which are
fundamentally temporary in character may be distinguished
as payments on short-term capital account.
Hard and fast lines between these two broadly identifiable
classesof capital paymentscannotbedrawn. They necessarily
smerge and overlap. Yet such a distinction facilitates the
statistical measurement of the agpregate of America’s recent
international capital relations with foreign countries as a
group, and provides a more precise view of their actual make-
up than is possible in the case of the past.

Recent International Capital Migrations

The problem, therefore, first takes the form of both quali-
tative and quantitative analysis. In other words, what has
been the character of the migrations of long-term capital
funds in recent years? American long-term capital funds
have been exported not only as a result of new foreign se-
curity offerings in the United States, but also because of
American purchases of foreign securities in foreign security
markets. Moreover, they have gone abroad for the direct
acquisition of foreign properties. Therehavealsobeeninterest
and dividend payments to foreigners upon their investments
in America as well as some repayment of principal of their in-
vestmentswhich have made for capital payment exports. On
the other hand, foreigners have purchased American securities
in the domestic markets, although new American security
offerings on foreign markets have virtually disappeared, and
these have led to capital fund imports. But inward capital
payments, broadly defined, have come as well from interest,
dividend and principal repayment requirements upon pre-
vious foreign investments of Americans.

i Deposits, loans, acceptances and other short-term investments and ercdizs.



DOMESTIC V5. INTERNATIONAL FINANCE 7

A number of specific questions arise. What has been the
actual amount of each type of capital payment exported and
imported? Towhat extent has the major exportation of funds
been the consequence of new foreign securities purchased by
Americans; where have these securities come from; and how.
have they been absorbed? In what measure have exports
and imports of funds resulted from the international ex-
change of old or cutstanding securities? What has been the
course of exports and imports of capital funds for the purpose
of directly acquiring properties? Finally, what has been the
volume of payments on capital account for interest,dividend,
and principal repayment purposes, especially the volume of
such imports?

These various questions, which are discussed in Chapter
IV, lead up to and are part of a larger question answered in
.,the same chapter. Has the United States as a unit in recent
years really been exporting long-term capital funds on a large
scale for foreign investment; or has she, on the whole,
merely been reinvesting the interest, dividends and principal
repayment sums due each year from previous investments?
Obviously, this is 2 question of crucial importance, for upon
it hinges the validity of many popular notions regarding the
country’s international financial position- and of many al-
legations that foreign investment has been unduly depriving
American industry of an adequate capital supply. While it
can be partially answered by balancing all payments on long-
term capital account, it ultimately depends as well upon the
movement of allshort-term capital payments; in other words,
upon the entire net movement of all capital funds. Ques-
tions regarding the character and volume of all short-term
capital payments, therefore, are preliminary to final conclu-
sions. They are likewise treated in Chapter IV,

Capital Movements and the Balance of Merchandise and Ser-
vice Trade

The questions just discussed are aimed at a clearer under-
standing of the realities of the country’s international finan-
cial relations. They do not concern directly the connection
of these relations with the balance of merchandise and ser-
vice trade. Notwithstanding, this is a problem which de-



8 INTERNATIONAL FINANCIAL POSITION

mands solution. It has already been noted that the export
balance of merchandise which has regularly featured our
international commerce has been attributed to the flotations
of new foreign securities in the United States, and this causal
association was challenged. It was insisted, moreover, that
the whole matter of capital movements required examination
before any explanation of their affinity with the balance
of merchandise trade could be offered.

Further questions, therefore, require attention. For in-
stance, what has been the character of America’s interna-
tional business dealings viewed as 2 whole? What has been
the relative importance of those concerned with merchandise,
with services, with securities, and with other capital trans-
actions? What relationship can be traced between them?
Why has it been possible for the United States to create
regularly a net export balance of merchandise? What,
exactly, was the balance of so-called service trade? When
the balances of merchandise and service trade are combined,
has it been true that there has been regularly an export
balance? How has the balance of all merchandise and ser-
vice trade compared with the balance of capital movements?
The essential facts which illuminate these questions are set
forth in Chapter V.

The Present International Financial Position of the United
States

In order to summarize America’s international financial
relations in recent years, the entire debtor-creditor situation
resulting from them must be outlined as it stands at present.
What, as nearly as can be determined, is the contemporary
long-term creditor status of the country? The long-term
debtor position? Likewise, what is the short-term debtor-
creditor condition? And what is the approximate net-
creditor balance? Finally, what is the geographic distribu-
tion of these international assets and liabilities?

InTERNATIONAL AND DoMEsTIC FINANCE

Two general facts are well known regarding America’s re-
cent international financial relations, In the first place,
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whatever the character of all inward capital payments, capi-
tal fund exports have taken place, and chiefly for long-term
foreign investment. In the second place, America has been
able, because of this cutflow, greatly to extend her interna-
tional creditor position since the close of the war, in spite of
the fact that a portion of the debts owed the United States
Government by foreign governments were virtually cancelled
in the refunding process towhich they were subjected. Hence,
all of the questions just raised hark back to the basic problem
suggested earlier: Was the United States able to enlarge
her international creditor position because the swift changes

ought by the war had carried her to the heights of indus-

trial maturity where low capital returns and limited oppor-
tunities naturally compelled the export of funds abroad for
profitable employment? Or was this creditor expansion the
result of the operation of extraordinary forces which made

foreign employment of capital attractive?

International Influences on American Finance

To deal with this primary problem necessitates a consid-
eration of certain phases of the nation’s financial structure.
Monetary disturbances characterized .foreign conditions
throughout the post-war period, particularly until 1925,
The United States alone maintained a currency and credit
system based on gold. Gold,accordingly,earlytended to con-
centrate within American boundaries. The question which
first arises, therefore, concerns the reasons for this gold con-
centration, the sources from which it came, and the extent to
which it was subsequently re-exported. In other words, it in-
volves a careful analysis of the réle of gold movements in the
country’s international financial relations.

Other questions of paramount significance emerge from it.
What tangible effects did this gold concentration have upon
the commercial credit base of the country, which consists of
gold and the credit of Federal Reserve banks in turn based
on gold? To what degree did commercial bank credit ex-
pand? Inwhat measure was gold the cause of this expansion;
in what measure was it based upon Federal Reserve credit;
and in what measure was it due to the legal reserve require-
ments of the banking system?
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Apain, what channels provided an outlet for the increased
credit? Was it used in production or was it absorbed in the
financial operations of floating new securities and turning
over old ones? Did it affect primarily money market con-
ditions and was it largely the basis of America’s capacity to
extend foreign loans? Finally, what effects did this enlarged
credit purchasing power exert upon the price level?

Such an array of questions is 2t first glance forbidding,
but they have to do with very fundamental realities. Highly
technical aspects of the country’s economic structure are
involved, yet the factual material bearing upon them is
readily subject to scientific analysis and easily followed.
This material is presented in Chapter V1.

International Influences upon Federal Reserve Operation

Since Federal Reserve credit based on gold forms the com-
mercial credit base of the country, it is always a factor to be
reckoned with, according as there is more or less of it in use.
Hence, in Chapter VII, it is necessary to inquire into the
policies which have been followed by Federal Reserve banks
with regard to Reserve credit in the period under survey, for
in some degree the employment of that credit must respond
to such policies as they are embodied in specific operations.
To what extent did Federal Reserve banks promote its use
and to what extent did they conserve its use? On the other
hand, to what extent was the employment of Federal Re-
serve credit dependent upon the needs of commercial banks
in order to meet the demands of industry, trade and finance?

The essential facts upon which these questions hinge may
be grouped into a twofold classification, First, there are the
data showing the actual nature of Federal Reserve policies
and operations and their evident effects upon the nation’s
credit structure. Second, there are the data evidencing the
basic considerations which Federal Reserve authorities took
into account in pursuing them, particularly the international
considerations. The former may be statistically supported,
but the latter must be garnered from published statements
regarding Federal Reserve policy. Judgment has been exer-
cised in selecting from these starements, but enough has been
included to allay doubts of adequacy. The purpose is not to
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analyze Federal Reserve policies critically, but to. observe
them objectively and scientifically in order to evaluate their
broad significance in the complex financial events which
have contributed to the expansion of America’s international
creditor position. As a result of this analysis it will be seen
that the central banking institution of any country, through
its policies and operations, profoundly affects the interna-

7 tional and domestic financial developments of the national
economy.

Tur INTERGOVERNMENTAL DEBTS AGAIN

The most noteworthy item on America’s international
balance sheet at the close of the war was that for the govern-
mental debts owed the United States Treasury. They were
but one phase of a larger problem of intergovernmental in-
debtedness resulting from the war, a problem which has
subsequently been the center of a great deal of political and
ethical controversy, as well as diplomatic negotiation. A
previous study by the National Industrial Conference Board,
“The Inter-Ally Debts and the United States™ (1925), was
devoted to a discussion of the various aspects of the war
debts as they stood at that date.

Naturally, with the passage of time the complexion of the
problem has changed. So far as the United States is con-
cerned, the debts owed her, with one important exception,?
have been technically covered by funding agreements which
effectively cancelled a portion of the original obligations.
Even with these reductions, however, they are today in the
aggregate a conspicuous figure among the nation’s interna-
tional assets. Furthermore, they continue to assume a prom-
inent rdle in current discussion, because many aspects of the
broader problem of intergovernmental indebtedness in-
herited from the war remain unsettled. Hence, it is highly
imperative that their present status be reviewed, and this is
done in Chapter VIIL

From the standpoint of this study, which is concerned uld-
mately with the furure courseof events,itwould be impractical
to engage in other than a factual exposition of the inter-ally

! Russis.
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debts. Whether the American debt settlements have been
wise or just, therefore, is 2 matter beyond the purview of the
treatment. The extent to which they have become enmeshed
in the wider considerations of war debt adjustments, how-
ever, is a matter of utmost importance, for upon this inter-
relationship will depend any sweeping changes in their es-
sential composition and manner of settlement.

The problem of which they are a part, consequently, must
first beviewed as awhole. In brief,what is the present statis-
tical positionof the intergovernmentaldebts arising outof the
war, both exclusive and inclusive of the reparations obliga-
tions of Central Powers? Naturally, such a view must be
partly conjectural because certain of the intergovernmental
debts have not been readjusted and a final fixation of the
reparations debt of Germany awaits the acceptance of the
report of the International Commission of Financial Experts
by the creditor governments concerned.

Germany’s reparations creditors, however, are also Amer-
ica’s debtors. Another phase of the problem therefore is in-
extricably interwoven with these policies. That is to say, in
what measure have the policies of Germany’s reparations
creditors been related to the settlements which they have
made to cover war debts owed the United States? Hence,
the discussion must turn to the American debt settlements.
What has been the nature of the policies followed by the
United States Government with regard to them? And what
exactly have been the outstanding features of the resulting
funding agreements which have been reached?

All of these questions converge upon a definite problem of
the future relationship of the debts owed to the United
States and other existing intergovernmental debts arising
out of the war, and particularly the reparations debt of
Germany. Itisprobable thatthe commercialization of a por-
tion of Germany’s reparations debt will be effected through a
public offering of German bonds upon world financial mar.
kets. The funds received from this sale, it appears, would be
applied immediately to a reduction of claims of creditor gov-
ernments. Could they, in turn be applied to reduce debts
owed the United States Government? Is it probable that
they would be so applied? Would American debt policy
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appear to preclude this possible arrangement? Would Amer-
ican debt policy seem to admit even a favorable attitude
towards it?

If such a general adjustment of the debts resulting from
the war were to take place, a further problem would arise,
which is considered in Chapter X. Upon what markets of
the world would such 2 bond issue be floated? To what ex-
tent would they be floated in the United States? Assuming
that some agreement could be reached for applying the funds
received to the liquidation of war debts owed the United
States Government, would the accompanying transfer of
funds to the United States be disturbing to American finance,
and consequently to American commerce and industry? In
short, what would be the international impact of such a plan
upon the domestic financial structure?

TuEe ProsLEM oF THE FuTUuRE

Whatever the factors which have combined to build up the
present international creditor position of the United States,
there remains the question of the future. Will the United
States continue to enlarge this position, or will it gradually
be liquidated and the old relationship of a debtor country be
reestablished? Though this appears improbable, it is certain
that there will regularly take place substantial movements
of capital funds across the borders of the country. The prob-
lem of the future, accordingly, is concerned with the possible
volume, and even more, with the economic and financial con-
sequences of these movements of capital funds.

Obviously, there is no scientific way of evaluating their
character and volume except by recourse to the past. A
large element of conjecture and speculation is necessarily
involved. Nevertheless, it is highly important that the at-
tempt be made to project the results of the study into the
future. No country could establish itself as a creditor to the
extent and with the rapidity that the United States has with-
out occasioning serious and thoughtful regard for the ap-
proaching years. The general welfare of the community is
definitely tied up with this creditor position, and national
economic policies must be formulated with full regard for it.
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Before such a treatment can proceed very far, 2 number of
questions must be dealt with which relate to the broader con-
sequences of international capital movements. The move-
ments of capital payments are always the result of innumer-
able independent transactions of individuals, corporations
and governments which are not necessarily related to trans-
actions involving international trade in goods and services.
Although exports and imports of these funds may by chance
balance, or although they may at times be closely associated
with trade in goods and services, they do not of necessity
balance, nor are they of necessity so related. Hence, 2 nation
is nsually experiencing either a net inflow or a net outflow of
all capital payments. Temporarily, credit advances may £ill
the breach to offset a lack of balance, but if the one-sided
movement persists, far-reaching consequences accompany-
ing the operation of the gold standard mechanism may
take place which eventually may affect the flow of merchan-
dise and services.

Whether the United States has attained a creditor position,
as Great Britain has, where a net inflow of payments on
capital account results in each year from investment service
receipts and capital repayment of previous investment, is
problematical. Conceivably, she could readily extend foreign
loans so freely in the future that a new cutflow of all capital
funds would occur from year to year. On the other hand,
it is as easily conceivable that an inflow of funds may endure
because of a reduction of capital exports and the inflow of
funds to meet the service charges of previous investments.

On the basis of known facts of the modern gold standard
mechanism, modified as it is by central banking control, and
of the wider effects of capital movements, how would a per-
sisting net export of all capital payments for the country
as a whole be reflected in American trade? Conversely, how
would a continuing net import of all capital payments for
the country as a whole be reflected in American trade?
These matters are fully discussed in Chapter I1X,

Having reached conclusions upon them, the final step is to
consider in Chapter X just what the possibilities are for
either one of these two developments to appear? In other
words, judging from the past, just what are the possibilities
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for the future movement of funds in and out of the country
on capital account? What of the flow of all long-term capital
funds? What of short-term capital funds? Necessarily cap-
ital movements in particular years cannot be forecast, but
what of the trends?

Other questions closely associated with those mentioned
above logically follow. What would be the broader economic
and financial effects of the probable capital flow? How
might it influence movements of gold, and central banking
operations connected with them? What might be the con-
sequences to the nation’s credit structure! Would the
Federal Reserve authorities be in a position to control any
foreseeable impact? How might this capital flow affect inter-
national trade in merchandise and services?

In the end, all these questions break up into separate
questions regarding America’s future international financial
relations with particular areas. After all, dealings in foreign
trade and finance are more specific and localized than can be

shown by viewing the movement of funds as a whole. More-
~ over, it is not likely that the United States will ever experi-
ence a net export of capital payments to all countries at the
same time or a net import of capital payments from all at
once. What, then, can be expected in a general way from
our knowledge of the present course of events in these areas
and the present status of American financial relations with
them? What influences might be felt in the separate channels
of trade and commerce?

While this study is concerned primarily with the complex
interplay of international and domestic financial forces, it is
cbvicus that many other factors besides capital movements
will be important in the future international business deal-
ings of the United States. In fact, capital movements will
in many cases be determined by transactions which have to
do with merchandise and services, or at least will be a re-
flection of them. Much will depend, consequently, upon in-
dustrial and commercial tendencies in foreign countries rela-
tive to those in the United States. It is necessary to ask,
therefore, just what the natureof these present tendenciesare.

To a large extent they may be revealed by a careful study
of the character and direction of America’s foreign trade,
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which is the major problem of a projected study by the
National Industrial Conference Board. From another point
of view, however, they are much too wide in scope to be so
disclosed. Recent studies by the National Industrial Con-
ference Board on world economic conditions contribute
materially to an understanding of other phases of the prob-
lems, and a study in preparation analyzing recent industrial
tendencies in Europe, America’s chief debtor area, will throw
still further light upon it.

Finally, international capital movements in the future
will be affected by the political considerations inevitably in-
volved in national commercial policies and problems of inter-
national peace. No analysis could be complete without ade-
quately heeding them, yet the magnitude of the task of
weaving them into the present study and the lurking en-
tanglements of national sentiment and bias precludes their
fruitful consideration here. Nevertheless, in so far as they
may pivot upon fundamental economic and financial factors,
this study may add to a clearer understanding of their vital
and significant réle,
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CHAPTER 1II

AMERICAN INTERNATIONAIL FINANCIAL
RELATIONS AS A DEETOR

N ORDER to comprehend more fully the nature of the
international financial influences which have affected
American economic developments in recent years, some

knowledge of those influences in the past is required. It is
the purpose of this chapter to supply the requisite back-
ground. The aim is not to retrace exhaustively the history of
America’s entire world economic relations, but to summarize
for the purpose of perspective and contrast, as an introduc-
tion to the material which follows, the evolution of her inter-
national financial position.

Tae StaTisticaL Data

Considerable light may be thrown upon the nature of the
changing international financial relations of the United
States by the accompanying statistical data which are gen-
erally but not precisely descriptive of the nation’s balance of
international payments for selected periods. The available
balance of international payments statements for these
periods are 2bridged in Table 1 giving annual averages for
the major classes of estimated credit and debit items reflect-
ing payments in and out of the country. The percentage dis-
tribution of the items is given in Table 2 to show the relative
importance of each. Table 3 further supplements Table 1,
by showing the average net balances. The division of the
periods accords with the outstanding trade and financial
developments from an international point of view.

The most conspicuous aspect of America’s international
business transactions in the past was the predominance of
payments for merchandise, shown in Table 2. While the
most important of all causes for the flow of payments or
funds across American boundaries in the century and half

3 17
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before 1914, there was never an actual equivalence of pay-
ments to foreigners for merchandise imports or payments
from foreigners for merchandise exports.

Tapre 1: SumMmary oF THE ESTIMATED BALANCE oF
InTERNATIONAL PAYMENTS oF THE UNITED
StaTEs, 1821-1914
(Source: Harvard Cemmi:t[tce on Economic Research! Arranged by the National

ndustrial Conference Board)
(In millions of dollars}
Credits, Reflecting Paymenes into the United Staves
Miscella-
Annusl Avers;
(Fiscal Ym-fc Total ﬁ',ﬂ‘%i_“‘ Gold Security | Tomerest | Bervice n&“;’g':_d

peraa Eapars | Expors® | Paymenta | Exports? | connored

1821-1837 109.¢ 817 £3* 7.4 . 13.2
1838-1849 1522 | 11690 6.5 33 . 25.9
1850-1873 43211 2743 | 5.4 41,7 o 40.5 16.2
18741893 B73.3 ] 7832 [ 347 45.4 o 6.7
18961914 | 1917.5 | 16910 | #&4.1 1052 40.0 4.5

Debits Reflecting Payment out of the Dnited States

Merchan- . . eout 20d
Total | dise lone | ol | Security | Tneerest | Service | Nic'n
ports Imports | Importa | Paymencs{ Imporest | o 00y

far?
1821-1837 109.0 9246 8.5 . 3.5 1.1 33
18381849 1522 1 1132 9.5 . 12.0 10.4 7t
1850-1873 432.1 | 3384 | 134 . 7.6 4.5
1874-1895 87331 6700 312 .. 850 87.1

1896-1914 | 1917.5 | 12034 | 73.3 526 | 2000 | 3582 30.0

tC. J. Bullock, J. H. Williams, and R. 5. Tucker, ““The Balance of Trade of the
United States.” Review of Economic Statistics, Vol 1, July, 1919.

2 The import of capital involves the export of securities, i, ¢., stocks or pro.
prietorship equities, bonds, morigages and other investments representing long.
time credit exwension. .

¥ Service exports includes freights payable to the Uaited Stares and funds brought
by immigrants.

* Miscellancous includes the sale of ships from 1821 to 1823, Net aneccounted for
is grouped here with miscellaneous, and is a balancing item having no special sig-
nificance, It is sometimes regarded, however, as representing unfunded credits,
bank balances and so on.  This is more true of estimares of balances made the last
few gem than these early ones which are only very rough apgromn;ntes.

® Up to 1873, ailver and gold are given together; thereafter, the Sgure is for gold
# Serviee imports include freights paid by Americans for forcign shipping, expendi-
tures of American tourists abroad, and immigrant remittances,

70On the debit side, “miscellaneous™ includes the average under-valustion of the
pound sterfing from 1821 ro 1837, although the peund was not under-valued sfter
1832; the average Mexican War and indemniry Faym:nts from 1838-1849, although
these payments were concentrated in the last few years of the period. Net wmac-
counted for is combined with it as on the credit side.
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TaBLE 2: PercentacE Distrinution oF THE Major
CrLassES oF ITEMs IN THE EsTiMATED BALANCE oF
InTERNATIONAL PavMENTS oF THE UNITED

StaTes, 1821-1914

(Source: Harvard Committee on Economic Research,! Computed by the National
Industrial Conference Board)

Credits, Refiecting Fayments into the United States
Annual A M'mila-
(Fiscal Years) Total M‘;f_t“' Gold | Security | Interest Serlm:: Mee Unao
P Ezxp Exp Pay counved
for
%% T % % % % %
1821-1837 100 750 5.8 6.7 .. 121 G4
18381849 100 762 43 22 170 6.3
1850-1873 100 63.5 137 9.7 e 9.4 3.7
18741895 100 89.7 42 5.2 i 0.8 &1
18061914 100 83.2 33 5.5 2.1 0.2 0.7
Dichits, Reflecring Payments cut of tie United Staves
Merchan- Milwﬁiaa
: Gold | Securi )] Service o tian,
Total In?:ru Exporw Eexc:;g P:;;:;:s Exports N::,;f;?-
{:g
o T T % % % P
1821-1837 | 100 | sao | 78 7 32| 10 | 31
18381849 100 74.4 6.2 N 7.9 6.9 4.7
18501873 100 78.3 31 . 8.7 9.9 .
18741895 100 76.7 3.6 .. 9.7 10.G .
18961914 100 62.8 3.8 2.7 104 8.7 1.6
iSee Table 1.

TaBrLE 3: AvERAGE NeET Barance oF THE Major CLAssES
of ITEMS IN THE INTERNATIONAL BALANCE oF Pay-
MENTS oF THE UNITED StTATES, 1821-1314

(Credit balance +, and debit balance —, or net

arments into the United States 1,

and met payments out of the United States —)
(Source: Harvard Committee on Economic Research,! Ar:anged by the National
Industrial Conference Board)
{1n millions of dollars}

R . . Net Un-

ke b IR LR g
i821-1837 —-109] -22 +7.4 —35] +iLl =12 -1.6
13381849 +2.8 —3.0 +3.3 —128] +155 —-1é =350
1850~1873 —64.1 ] +45.8 | +41.7 —37.8 =201 427 | +13.5
IR74-1895 | 411321 455 ]| 4454 | =855 | -804 e +1.3
1896-1914 | +437.6 —9.2 1 +52.6 1 —1600] —35371 —284 | 4127

2 Sez Table .
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In fact, save for four years in the late eighteen twenties,
six years between 1838 and 1847 and the years 1850 and 1862,
the net merchandise balance was regularly on the import side
until 1873, The amount of the balances, however, was
never large until after 1850. After 1873, excepting the years
1875, 1888, 1889 and 1893, notable excesses of merchandise
exports over imports appeared.

The primary objective of the following analysis, conse-
quently, will be to indicate the broad relationship these
trade balances have with international movements of capital
payments and payments for services. The wider effects of
the migration of capital funds will be dealt with only in a gen-
eral way, both because the information is meagre and because
it represents a digression from the main problem. At a later
stage the post-war international capital movements will be
analyzed in some detail and their relation to the domestic
business economy traced.

Tus Perioo Berore 1821

To amplify the statistical data, recourse must be had to
historical annals. Prior to 1821, for which period no balance-
of-payment statement is available, the United States had
an average annual adverse balance of merchandise trade, or
an excess of imports over exports, of approximately $18
millions yearly, according to government figures. This
excess represented largely payments to Americans for ship-
ping services, but it also covered a certain amount of foreign
capital investments. To the extent that this was true, ex-
ports of all kinds, goods and services, went partly for the
payment of interest,! dividends and capital repayment.

This eontinent had sought and obtained capital from
Europe practically from the day of its first settlement, by
means of which sugar, tobacco and cotton plantations, as
well as mercantile projects, were developed. These invest-
ments were largely made by merchants and traders, while
other capital was brought by settlers. Although«few cor-
poration ventures proved to be profitable, the investment
opportunities appeared so inviting, according to one author-

! See Bullock, Williams and Tucker, op, ¢it, pp. 215-7,
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ity,! that only the collapse, in 1720, of the South Sea
bubble and the Mississippi scheme, temporarily effecting a
great setback to European foreign investments, prevented
the American colonies from being overwhelmed with in-
terest charges. Even so the colonies labored under a heavy
load of capital debts at the time of the outbreak of the Revo-
lution.? These, however, were largely wiped out by confisca-
tion and bankruptcy during the period of the conflict, leaving
the main external indebtedness to consist of the Federal
Government debts to France, Holland and Spain.?

The subsequent rapid development of the United States
was accompanied by a considerable immigration of capital
funds from Holland, and to some extent from England, a
movement doubtless stimulated by unsettled political con-
ditions in Europe# Alexander Hamilton in his famous Re-
port on Manufactures was clearly aware of the important
part foreign capital had played in increasing American funds,
and enabling improvements in agriculture, manufacturing
and transportation enterprises.’

By 1807, a large portion of the national debt was held in
Europe. The capital inflow was momentarily halted by the
War of 1812, but the ten years following 1815 witnessed
enormous receipts of capital funds from foreign sources.?
More and more, America turned from the Dutch investment
market to the English. In 1800, no American securities
were quoted on the “official list™ of the London Stock Ex-
change. By 1825, nine issues of United States government
bonds, a number of state and city bonds, and United States
Bank shares were quoted on this exchange.”

#N. T. Bacon, “ America’s International Indebtedness,” ¥ale Review, November,
1900, p. 279.

* Bacon, op. oit., p. 279.

i Idem.,and D. R, Dewey,” The Financial History of theUnited States,”New York,
1922,p. 47. ‘Toward the end of the 18th century a large portion of these securities
crossed the channel to England. See H. L. Jenks, “The Migraton of British Capital

1875, New York, 1927, pp. 65-6.
19;18“0;5@. ¢it, p. 280 and C. K. Hobson, “The Export of Capital,” London,
2 P 87,

$Quoted in foll in F. W. Taussig, “State"Pa and Speeches on the Tariff,”
Cambridge, Mass., 1692, See espelgia!ly po- .’Ss—tiple.rs ’

* Hobson, op. ¢if,, p. 110, :

¥ Sir George Paish, “The Trade Balance of the United States,” National Mone-
tary Commission, Washingtos, 1910, p. 173,
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Thus it appears that the regular excess of imports over ex-
ports in this period was offset in great part by the exportation
of American securities and property titles. Shipping services
rendered foreigners by American vessels, already mentioned,
was another balancing factor. Still others included the sale
of ships, duties retained on re-exportable goods, indemnities
and losses by foreign creditors.!

Tae Periobs rroM 1821 1o 1837 anp FroMm 1838 7o 1849

Further exports of securities and importations of European
capital funds took place in the seventeen years following
1820, averaging $74 millions per year. These, together with
shipping services rendered foreigners by American vessels,
account for the average excess of imports which obtained.
Although the United States had paid off its public debt by
1835, the debts of states had undergone a tremendous in-
crease and many of the bonds representing them found their
way to Europe. Other capital funds of foreigners had gone
into commercial and transportation ventures® The first
record of a foreign railway loan flotation was in 1836 when
Baring Brothers purchased $2 millions of a Baltimore and
Ohio Railway issue? By 1837, Europe was said to hold be-
tween $150 millions and $200 millioans of claims to American
wealth due to her capital advances.t

The panic of 1837 and the further reaction of 1839 brought
foreign investment a2lmost to an abrupt termination, restrict-
ing American purchasing power in foreign markets. Imports
for a few years ceased to exceed exports.® Some investments
were withdrawn but not all; the total remaining was said to
be as much as $166 millions in 1847, although one third of
this was floating debt.®* European investors remained skep-

1 Bullock, Williams and Tucker, ¢p. eit., p. 217.

* Bullock, Williams and Tucker, ¢p. ¢it, p. 217.

3 Paish, op. cit. Jenks, however, states that before 1836 over $90 millions had
been invasted in Northern canals and railways by the English alone, indicating an
earlier intersst by foreigners in railways. See his book, op. ¢t p. 75,

4 Bullock, Williams and Tuacker, ap. ¢it., p. 218.
ln:igl“i’)’(-)—g& description of the Anglo-American aspects, see Jenks, op. cif., pp. 85-89

* An unsigned article, “The Panic and Finzncial Crisis of 1857, Hunt’s Mer-.
chants' Magaxine, December, 1857, p. 664, .
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tical and new loans were regarded with disfavor until the
last few years preceding 1849. Nevertheless the average net
balance of securities was on the export side to the sum of
$3.3 millions. With the large amount of foreign investments
remaining, interest payments continued to be heavy.

Other classes of payments entering importantly into the
international dealings of the time consisted of those for
freights, the sale of ships and immigrants’ and tourists’ re-
mittances.! Grouped together as they are in Table 3 under
service payments, they show an average net export balance
of $15.5 millions, more than counterbalancing the interest
payments made on the outstanding indebtedness.

Tue Prriob rrom 1850 To 1873

From 1850 to 1873, notable shifts occurred in America’s
international financial position, due successively to the dis-
covery of gold in California, the Civil War, the speculative
mania which followed the extravagant issues of paper cur-
rency, and the rapid expansion of railroad construction. The
fifties experienced an influx of foreign investment funds,
mainly from Great Britain and Holland, into railway securi-
ties, government bonds and, to some extent, into shares of
land, mining and other ventures. Foreign investments were
stopped temporarily by the outbreak of the Civil War, which
was accompanied by a considerable return of American se-
curities held abroad, a movementwhich, some authorities say,
practically cleared the national ledger of foreign indebted-
ness.? Only German investors remained willing to take up
United States bonds in the early period of the war® As the

% Bullock, Williams and ‘Tucker, 2. ¢it., p. 220. .
ot . 55 1 B G, g e e

aper. e Uni tates, ~1879," e 0
womict, Vol. 36, Feb., 1922, p. 231, Professor Graham here includes a table of the
estimated balance of international paymenzs for the United States from 1860 to
1878. His estimate for the return of securities from abroad during the Civil War
is $30 millions, while David A. Wells, as Special Commissioner og the Revenues,
figured the return, perhaps excessively, at $200 millions. “House Execative Docu-
ment,” No, 27, 41st Congress, Znd Session, p. XXII. The average annual amount
of returned securities has not been entered in the average balance of international
payments for é_h: p::'u::é;i dlf it had been at a msunabl:ld of §4.5 miﬂit;;:s on the
average, an offsetting addition to security exports wol necessary on the credit
side. See alsc Bullock, Williams and Tucker, op. ciz., p. 223.

* Hobsen, op. cit., p. 132,
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issue became clearer, English and French investors reentered
the markets as purchasers of American securities.

After 1863, the exportation of securities from the United
States proceeded on a scale greater than ever before, averag-
ing in the following ten-year period about $104 millions an-
nually,! and going mainly to British, Dutch and German in-
vestors, with the first group easily in the majority.? The
large profits made by German investors in United States
bonds were said to have caused them to cast a favorable eye
on American railroad stocks and bonds as their loanable capi-
tal funds increased. They continued thereafter to be large
investors in Ametican securities.

Although the outflow of securities was the greatest in
history, it was to a large extent offset from 1869 to 1873 by
repayments of capital and interest at an annual rate of §77
millions. In such a period of foreign borrowing, outgoing
payments of this character naturally underwent a marked

wth. The major flow of capital payments was inward to
about $36 millions, however, and because of it, imports of
merchandise exceeded exports by unprecedented amounts.
The rise in prices together with the increase in circulating
purchasing power, which followed the outpouring of gold
from the West, also stimulated imports relatively to exports.?
The increased gold production likewise led to large exports
of gold over imports, especially during the fifties, 2 move-
ment which was accentuated in the sixties by the deprecia-
tion of the currency.f

It is an interesting fact that the period under discussion
marks the beginning of the decline of the American merchant
marine. Sales of ships were large during the war, and the
following years saw few new ones built, freight services being
&etformed more and more for Americans by foreigners.

hen tourist payments (a debit) and funds brought by im-
migrants (a credit) are grouped with freight payments, for

! Graham, op. ¢ft., p. 231,

:Hnbscn, op. cil, D, 134, . . ala
. YImport prices were regularly higher than export prices, tending to stimulate
L L S e

no effect on imports. they were high translated into terms of gold, however,
they did have. This was the cese, See Graham, ag. cif, pp. 2534,

¢ Ibid., p. 239,
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the first time the net service balance was against the United
States; that is, more payments went out for services than
came in for them. Subsequent years were to see ever grow-
ing payments to foreigners for services rendered.

Tue Periop FroMm 1873 To 1896

After the world-wide commercial crisis of 1873, European
investing virtually ceased, although the years 1874 and 1875
witnessed continued slight increases.! From 1876 to 1878,
Europe actually returned large blocks of securities.® The
business revival following 1879 was again accompanied by
new foreign investments, concentrating particularly in rail-
way securities, only to be brought to an end with further
capital withdrawals from 1882 to 1885. But railway con-
struction began afresh the next year with the foreign invest-
ment boom occurring in Europe® Not only were the rail-
ways favored, but other American enterprises were recipients
of foreign capital funds. Depression in Europe, following
the English financial panic in 1890, led once more to a with-
drawal of European funds lasting until 1896.¢

The year 1874 is notable in the history of American inter-
national trade becauseof theoverturnof the merchandise trade
balancewhichoccurredin thatyear. Exportsexceededimports
thereafter in every year except 1875, 1888, 1889 and 1893,
and exhibited a noteworthy growth in both agricultural and
manufactured classes, with the former predominating. Aver-

2 Probably the most important influence in the s of foreign investment
by Eumpem ” vZas the uveiigoprofg?um scandals befmtﬁgaﬁ:yal Conlagr::;snl::son the
Stock Exchange. A large volume of defaults, it was found, had been experienced
and borrowed funds had been fisgranty misapplied. Ses Hobsou, op. it., p. 142,
and Jenks, 0p. cit., p. 292. The excesszs of Jay Gould and his followers in the Erie,
many of whose bonds were held abrozd, and the defaulting of several American
railroads were of special importance, too, as regards the American field for forsign
investment. See &e% Ripley, **Railroads,” New York, 1515, pp. 4-5.

2 Greham, op. «it.,, p. 231, :

3 A chairman of the London and Westminster bank is said to have stated at one
of it annual meetings in the sighties that one-third of the advances made by his
i.nmt_unnnsm that year were upon American railway secorities, Ripley,
op. il P- 3

f See in this connection, Bullock, Williams and Tucker, op. #it., pp. 225-6, The
total withdrawals of foreign capital for the period amounted to 2round $606 mil-
lions or &n snnual average of $25 millions. As in the previous i this figore

has not been included m the aversge annual balance of internadd payments
statemeat for the period.
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age exports for the period constituted a larger item in the
balance of payments than ever before, while in the previous
period they were the smallest proportion they had ever been.
Although all prices were falling, the fact that paper import
prices translated in terms of gold were high relative to export
prices tended to discourage the buying of foreign goods and
encouraged foreigners to buy American goods! Gold ex-
ports declined on the average and were almost counter-
balanced by gold imports induced by the large exportation
of merchandise, despite the fact that the United States had
normally become a gold producing and exporting nation.
Regarding the other transactions involving international
transfers of cash, the heavy interest payments due Europe
were absorbed by the excess of exports of commodities, gold
and securities. This was also true of payments for services
rendered Americans by foreigners which had grown greatly
to exceed the receipts by Americans for services performed.
The decline of the American merchant marine, the growing
volume of American tourist expenditures abroad plus the
millions of dollars returned home each year by immigrants,
provide a sufficient explanation for this phenomenon.

Tae Periop rrom 1896 1o 1914

From the international financial standpoint the period
immediately preceding the World War is striking because of
the fact that the United States not only continued to afford
an attractive investment field for European investors, but
American citizens set out on their own account to make
foreign investments. American imports of securities, how-
ever, did not approach the volume of security exports to
foreigners. -By 1899, foreign holdings of American securities
had grown to $3.3 billions, of which $2.5 billions were con-
centrated in the hands of British investors. Holland and
Germany were the largest holders of the remaining amount,
while smaller portions were held by Switzerland, France,
Belgium, other European countries, Cuba, North Amer-

t See T. J. Kreps, “Import and Ex?ert Prices in the United States and the Terms
of International Trade, 1880-1914." Suarterly Fournal of Ecomemics, Vol. 40,
August, 1925, p. 714, or F. W. Taussig, “International Trade,” New York, 1927,
PP. 200 and £i8.
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ican countries and China.! According to N. T. Bacon, whose
investigation of America’s international financial position
in 1899 with the assistance of prominent bankers is gen-
erally regarded as authoritative, foreigners held practically
no American industrial securities, nor any state, county or
municipal bonds. The amount of real estate mortgages held
abroad was alsoc small, owing to their forced liquidation as a
result of the marked shrinkage in farm land values after
18932

Following the outburst of prosperity after 1858 there was
probably some return of American securities from Europe,
although the net exportation remained large.* On the whole,
the period witnessed a considerable expansion in the aggre-
gate amount of foreign long-term investment in the United
Statestotalling from $4.5 billions to$5.5 billions,or a growthin
rough termsof $2 billions.* Since thisdoesnotincludetheshort-
term investments of Europe, possibly another $500 millions
should be added as the customary advance extended by for-
eign financial markets to facilitate the movement of Amer-
ican crops.® This was probably the maximum seasonal ad-
vance, the permanent residue of this kind of loan, however,
amounting to a somewhat smaller figure. . Whatever the pre-
cise sum of the short-time borrowing, the major portion was
owed to London becauseof the part played by British bankers
in financing world trade. The growing interrelationship of
European financial centers in the pre-war decade also en-
abled the participation either directly or indirectly of other
foreign bankers.

American capital continued to reach out in foreign invest-
ment fields following its initial expansion just before the turn
of the century. Few of these investments went to Europe,
but were largely concentrated in neighboring areas, Canada,
Mexico, Cuba and South America, reaching a total of $500
millions in 1899,% and growing to between $2.1 billions and 2.6

1 Bacon, ap, ¢it., p. 276, % [dem.

#In the ten years before 1906 not less than $250 millicns of raiiroad stocks alone
were permanently returned from Europe, although many of the former owners
merely sxchanged them for collateral trust bonds being offered at attractive terms
o bring about railway mergers. Ripley, ep. oit., pp. 7-8.

4 Bullock, Williams and Tucker, op. cit., p. 230,

$ Paish, ap. cit, p. 175.

& Idems., and Bullock, Williame and Tucker, op. ¢, p. 230.
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billions by 1914.! This exportation was induced by a growing
abundance of investment capital in the United States and
the opportunity for profitable employment abroad.* Gener-
ally speaking, American capital funds wentinto foreign fields
primarily because of the desire of individual American enter-
prises to extend their operations and broaden their markets.
The majority of the investments were made out of the ac-
cumulated capital of strong concerns or by particular or-
ganizations formed to acquire and exploit natural resources
in North and South American countries.

There were, nevertheless, aspects of the development
which suggest a widened investment interest in the American
financial markets, allured by the returns to be obtained from
the purchaseof foreign securities. C.K.Hobson,an authority
on the international movementsof capital fundsin this period,
distinctlyimplies this aswell as supports the above conclusion

in the following passage:®

“. . . signs were not wanting that America was bounding ahead
. as a financial power, The sccumulation of capital during the years
following the depression was enormous, and considerable activity was
shown in pushing American investment outside the limits of the
United States. 1In 1899, two American insurance companies took up
a large part of the 47, bond issues of some Swiss cities. The construc-
tion of some London tube railways was undertaken by American syn-
dicates and American capital. The formation of the International
Mercantile Marine Company in 1902, by the purchase of the White
Star Line and other lines, also indicates the direction in which Amer
ican enterprise was moving. In Canada, it was estimated that be.
tween 1896 and 1900, $100,000,000 of United States capital had been
invested, mainly in mining, industrial and Jumber companies, and
in railroads. By 1911 it was reckoned that the amount had increased
to §226,800,000. American finance has slso pushed southwards into
Mexico where it was recently estimated that $700,000,000 were in-
vested, end into Cuba and the Republics of Central and South Amer.
ica, where investments are estimated at 2 further $300,000,000, ex-
cluding the large amount represented by the Panama Canal, Atten-
tion was also directed to the Far East. Several issues of Japanese
bonds were made in America during the Russo-Japanese War, and

iAccording to information furnished by Ray Q. Hall, Assigtant Chief, Finaace
and Investment Division, Bureau of Foreign end Domestic Commerce, U, S.

Department of Cemmeme
2See G. M. J American Capital,” Tlae Economic Warld, Vol. 25 f
May 26, 1922, P. 724 fm‘ ashgl?g different point

1 See Hobaon, op. ¢it, pp. 1534,
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several projects were mooted for building railways with American
capital in China.”

To return to the balance of international payments, both
exports and imports expanded markedly from 1896, the ex-
cess of exports being especially large in every year, and
averaging $488 millions. Gold movements were erratic, with
alternating years of export and import excesses, but with the
average net balance in favor of imports. Large interest pay-
ments, tourist expenditures, immigrant remittances, freight
payments, payments for American securities re-imported and
miscellaneous payments for insurance premiums and finan-
cial commissions, plus the foreign secutities and titles to
wealth imported accounted for the regular export balances
of merchandise. Invisible debits causing outward payments
played a much larger part than ever before in America’s in-
ternational accounts, as is evidenced by the distribution of
the major classes of items.

Tue Economic ImporTaNCE oF AMERICA’s CAPITAL
Borrowings 18 THE Past

Within the century preceding the war, the average inter-
national business transactions of the United States had ex-
panded from an annual average of approximately $200 mil-
lions to an average of almost $4 billions. Throughout the
period, America had been an extensive borrower of foreign
capital, and by 1914, owed to foreign investors no less than
35 billions and possibly more. The last twenty years of the
century, however, had seen a status finally attained where
foreign investments were beginning to be made by Americans
in some volume because of the widening activities of their
enterprises and the accumulation of capital resources.

The enormous sums of capital borrowings from foreigners
were not always regarded with popular favor. At various
times, in fact, they were regarded with serious apprehension.
It can hardly be said, however, that the United States as a
whole was ever heavily mortgaged. At the most, not more
than 5% of the money value of the nation’s economic wealth
‘was ever represented by securities and other property titles
held abroad, and for most of the period surveyed, the per-
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centage was probably less, from 3% to 49,1 Interest pay-
ments could hardly have been more than19, of the aggre-
gate money income of the American people in the period
f.rcund 1870 and 1880, and in other years they were slightly
ess.?

It cannot be denied that preat advantages were derived
by the United States as an economic unit through the use of
foreign capital. Regarding such advantages, Sir George
Paish, in 1908, was led to assert that the annual production
of wealth by the United States had been increased to an ex-
tent nearly corresponding to the amount of capital used, and
to at least twenty times the sum needed for interest. More-
over, the accumulated wealth of the country had been in-
creased many times the sum borrowed.?

Stated with rhetorical freedom such assertions challenge
skeptical attention. A little reflection, however, will tend to
make them appear plausible. The borrowing of foreign capi-
tal funds by the United States, it will be recalled, was mainly
for governmental expenditures and developmental outlays of
industry, with the former merging into the latter where gov-
ernmental borrowings were made to finance public works,

HCapitai loans for developmental outlays were unquestion-
ably the largest portion of the total extended by foreigners,
especially after the Civil War period. Through their use in
railway construction in particular, new lands and resources
for the outpouring of wealth were opened up. Furthermore,
their employment had the effect of releasing domestic capital
for direct use in agriculture, commerce and manufacturing.
This, moreover, was also true of foreign capital borrowings
for all other purposes.

SuMMARY

In order to crystallize more completely for the reader the
altering character of America’s international financial re-
lations, Chart 1 has been prepared summarizing the major

1 Reckoned roughly from the government estimates of the money value of the
national economic wealth in various years.

% Using the sstimates of W, 1. King, * Wealth and Income of the People of the
United States,” New York, 1517, p. 129.

% Paish, op. «it., D. 159,



Cuart 1: THE AvEraceE ANNvAL BarLance oF MERCHAN-
pisE TraDE oF THE UniteD StatEs DuriNg
Successive Periops, 1821-1914
(Source: Harvard Committes on Economic Research)t
{After 1873, silver is treated as merchandise}
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shifts in the balance of merchandise trade and the nature of
counter-sources of international payments. In addition,
Table 4 presents figures for the aggregate foreign investments
in the United States in various years from 1820 to 1914 as
estimated by different authorities. The nature of the invest-
ments is indicated and accompanied with pertinent com-
ments. The purpose of the table and the chart is to
epitomize the foregoing analysis.

TasLE4: EstimaTep Foreion InvesTmENTS tx THE UNITED
STATES IN Various YEars, 1820-1914

{Compiled by the National Industria! Conference Board from miscellancous sources)

Estimated
¥ Amount Nature of the Investments Comment
€271 [Mitions {With Sources Noted) {With Seurces Noted)
of Dellars)
1820{ Between resenting the foreign debt of | Accurate information on foreign
25 and e government, and| investments in the Uniced
50 foreign investments in Asmert-]  Statesin this period is lacking,
Can snterprises,! the figure given being but a
. crude statement,?

1837} Between | Including the foreign debtof fed- | A House of Representatives
158 eral, state and city govern-| committee estimated in 1843
and ments, and investments inrail-|  the amount of state and city
200 ways, banks and other enter-{ goversment  bonds

prises? abroad to be 3150 millions?
1847 166 | This estimace is said to be one- | As a matter of fact, for several
third mercantile or flosting| years after 1839, European in-
debe indicating a considerable | vestors were very skeptical of
decline in foreign holdings of | American investments.®
American securities, due espe-
cially to the panics of 1837 and
1835.¢

1853} 222 | A large growth of foreign invest. | Estimates by the Secretary of
ments in rzilways over the¢ Treasury’
previous estimate was a festure,

1A, Scybert, *“Statistical Annals,”
milltons for 1818, cited by Bullock,

pp. 2156,
2 Bullock, Williams and Tucker, eg. cif., p. 218,

3 “House Report,” No. 296, 27ch Congress, Ird Session, March 2, 1843, pp. 3 and
7, cited idem,

¢ “The Panic and Financial Crisis of 1857, op. ¢if., p. 664,

¥ “Senate Executive Document,” No. 2, 33rd Congress, 1st Session, March 2,
1854, by Buollock, Williams and Tucker, op. ¢, p. 220, See nlso an article * Ameri-

can

Sec

757, estimared foreign investmenty at $25
illiams and Tacker, op. #f%, p. 218, Seealso

uritics in Europe,” Kuut's Merchants Magszine, October, 1868, p. 241,
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Tasre 4: EstiMmatTep ForeioN InvEsTMENTS I8 THE UNITED
States I8 Vazrrous Years, 1820-1914—(Continued)

Estimsted
Amount Naturs of ths Invescments Comment
Year og.maium {Wich Sources Noted) {With Soarces Notad)
Dioliars)

1850, 400 {Expansion of railways mainly | Estimate by the Dirsctor of the
KOCOUNRTS this growth.! Bureau of Statistics, Depart.

ment of Treayury.!

1868] 938 {Increasc accompanied a vast ex- | A return of American securities
tension of federal, state and| occurred from 186063 to the
local indebredness and further{ extent of 3200 millions. Se-
expansion of railroads? curities bought foreignars

after 1863 were obtained at &
jarge discount?

1873] 1,500 | Railway and industrial expansion | A marked increase of forei
absorbed most of growth? borrowing occurred in the .

late sixties and carly seven-
ties?

1878] 1,000 |Large withdrawals of foreign in-] Between 187678 withdrawals

- vestments of all sorts sccom-|  are said to have amounted to
panied the depression period| 3300 millionst
after 18734

1883 2,000 | New investments went into rail-| U. S. railway securities alone
ways, mines, land and indus- %l;nted on the London Stock
triey xchange amounted o §1,535

miilions®

1895] 2,500 | Prior to 1893, there had been large] Foreign  investments had ap-
foreign investments in real roached $3 billions in 18%0
estate, but the panic of 1893 ut withdrawals reduced the
and the subsequent shrinkage| amount 3500 millions by
of farm land values caused in-| 18957
vestments in real estzte to be
withdrawn®

1899 3,330 { The vast mass of foreign holdings | The late ninsties witnessed a
were in rai Only very{ considerable growth of Ameri-
small investments remained in| can  investments abroad,
industrial and banking securi-| which amounted to $500 mil.
ties, atate, county and muni-| Hons by 1899, largely concen-
cipal bonds and real estate| twrated in North and South
mortgages.? Americat

2 “American Sccurities in Europe,” op. cif, p. 245, See also *The Panic and

Fmancial Crisis of 1857, op. ¢iL,, p. 554, in which ¢h

e writer estimates foreign in-

vestments in the United States a3 of 1857, as from $400 0 $425 millions. Dus to
the usual post-panic caution characteristic of the investment market, thers was
likely littls growth to 1860 and perhaps some return,

% Fhid.

be Sl.iikﬁiom. See his Repo!
P XAXVIXXIX; and also Bullock,
* Bullock, Wiliiams and Tucker, ap. ¢it,

245. One year later David A, Wells estimated forei
cial Comemissioner of
fliiams and Tucker, op. oif., p. 222,

rt as S

4 Ibid., p. 225, and Graham, op. cits 2. 231,

} fdem., and slso Paish, op.
. £¥., P 2683 and

illiamns and Tucker, op. 2it.,
§ Bnios, op. cit, p. 276, and Bullock, W

¢ Bacen, o,

7 Bullock,

tit, D.
B

26,

f: 228

investments to
enue, 0P, oty

ullock, Williarns and Tacker, ep. ¢it,, p. 229.
snd Tucker, op. cit, p. 227,
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TaBLE 4: EstiMatep ForeieN INvESTMENTS 1IN THE UNITED
StaTEs IN Various Years, 1820-1914—(Continued)

y finic Nature of the In Comme

Yeaz % o Semvm . ith s D

oS'MDaﬁm) ) {With Sources Noted)

1908] 6,000 | While the largest proportion by | Sir George Paish estimated that
far were American railway| an addidenal $500 millions
securities, there were also Jarge |  ought to be added for floating
investments in American indus.| investmnents by foreigners in
trial and other securitiesd A| the form of uce bills,
large portion of the shares of | financebillsand loans against
railway stock held abroad were | securiies and  overdrafts.
returned between 1895 and| American securities quoted on
1906, presmnably exchanged | the London Stock Exchan
for bonds? in 1908 were valued at $9 bil-

lions, Offsetting American
foreign investments were $1.5
billicns.?

1914} 4,500 to | Approximately fourfifths were | Likely the 1908 esumahe is an

5,500 railroad investments, F overstatementt American
floating investments might in-| investmentsabroad had grown
erease their figure® by 1914 o tely

§2.1 to $2.6 billion.*

 Paish, ap, ¢it., p. 175,
2 Ripley, op. cit,, P, 7-8.

% Bullock, Williams and Tucker, op.

ity p. 230. While there is no evidence of

nnmmueaffomgnhoidmgaofﬁmﬂmmnus after 1908, it is also wrue that

there is no evidence of large withdrawals, Since the consensus of

4 See Williams, op. cft., p. 201 {footnoee b).
the sverage amount

from

opinion

expert
agrees that foreign investmente in the United States ns of 1914 were around $5
billions it is likely that the 1908 estmate is excessive,

Professor Williams here states that
of pre-war investments was probably $1 billion, although they
had been & reviously estimated at $1.5 billions. The dificul

the fact that the investments were mainly made directly by

ty of estimate arises
individual firms

and did not appear en the security markets. Ray O. Hall oftheU S. Depart-
ment of Commerce, Bureau of Foreign and Domestic Commerce (Finance and
Investment Division), places American foretgn investments in 1914 at from $2.1
billions ro 2.6 billions.



CHAPTER 1I1

THE WORLD WAR AND TRANSITION OF THE
UNITED STATES TO AN INTERNATIONAL
CREDITOR POSITION

STRIKING and profound readjustment of America’s
international financial status accompanied the World
War. Sweeping international financial realignments
necessarily occurred during this period of hectic military
activity. Europe, the center of the conflict, was compelled
virtually to terminate her export connection with other areas
and at the same time to acquire a tremendously increased
volume of imports. An almost complete reversal of the pre-
existing flow of international trade was required. Debtor-
creditor relationships, evolved through a long period, were
suddenly placed under terrific strains, demanding a com-
plete rearrangement within the space of a few years.
Beginning the period as a debtor to Europe, America
emerged at its close not only as the creditor of Europe to an
enormous figure, but also of practically every other impor-
tant area to large amounts. In addition, her debts to for-
eigners for invested capital were materially diminished.
So striking were these changes, and so closely contempo-
raneous are they, that in large part they remain familar,
Nevertheless, events have moved swiftly since, obscuring
the economic significance of forces set in operation and the
influence which they have exerted upon subsequent develop-
ments. This transition period in international finance may be
reviewed, therefore, with the same objective held in the pre-
ceding chapter, namely, that of obtaining a general view of
the debtor-creditor shifts which occurred. Owing to the
significance of the period, its brief span and its domination
by a single great event, it is necessary to broaden somewhat
the scope of the treatment.

Tue StaTisTicAL DaTA
A view of the peried may be obtained initially from a care-
ful scrutiny of the international payments of the United
ki3
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States for the period. Similarly to the preceding chapter,
but in more detail, this material appears in accompanying
tables. Table 5 presents a summary of the balance of inter-
national payments in each year; Table 6 pives the percen-
tage distribution of the major classes of items; and Table 7

TaBLE 5: Summary oF THE EsTiMaTED Barance or Pay-
MENTS OF THE UNITED STATES FROM 1914 (LasT
Six Mowtas) To 1919

(Source: Harvard Committee on Econemic Research! Revised and zrranged
by years by the National Industrial Conference Board)

Credics, Reflecting Fayments into cho Unived Seaves

Year . Merchan- | Gotd | and Olg?r Interesr Goﬂemment Ser- § Nee
Towl | Sueand | Ex. | Claimsto | Re- { Dobe Pay- | Fice [ Uaac
‘;mrmi:- portedt Et:‘hh . criptet ﬁ”::?m& ?ﬂl"';' ::’*!“::
1914 (last

six months}| 1,566| 1,091 139 . 70 .e 28] 238
1915 42671 3,609 3 . 160 .. 1191 348

1516 6,226| 5,554 160 75 230 .. 071 ..
1917 82741 6318 373 100 280 100 276} 827
1918 9,238 | 6402 41 585 300 160 9711,473

1919 10,351 8,159 416 506 350 273 583] ..

Debits, Reflecting Payments out of the United Srates
1. 5. Govern-
) Securitios mene Ad-
Mecchan- | Golf | and Other {Iaterest! Foper m;.:“d Ser- { Net
Tota] Sfim ‘l“‘l Im- | Claimsto | Pay- du‘::g-s :F" ;1* Usac-
?;:'“d':" poresd? quh!l wentd | s Fareign Pt::l-“‘ S“i‘:'
menmld
1914  (last

six months)] 1,566 §22 3G 414 86 . 214} ..

1915 42671 1813 452 1,450 136 . 4161 ..
1916 6,226] 2424 686 § 2,200 118 e 4821 316

197 8274 3,005 553 750 100 3,301 5651 ..

1918 92381 3,102 62 128 100 5,067 9y ..
1519 10,351] 3,993 207 1,045 100 2,58% (135511062

* Bullock, Williams and Tucker, op. ¢if,, ’Ppu 234-52; 1. H, Williams, and F. A,
Vanderlip. “The Futare of Qur i?oretgn rade,” Review ‘of Ecomomic Statistics,
Supplement, Vol. 2, April, 1920, pp. 20~1; and J. H. Williams, “The Balance of
International Payments of the Unxted States for the year 1920," j##d., Supplement,
Yol. 3, June, 1928, pp. 199-205.

* 1. S. Department of Commerce, Buresu of Foreign and Domestic Commerce,
“Statistical Abstract of the Unired States for 1925,” pp. #47-9.

% Tdem., Allowances for earmarked gold are from the Federal Reserve Board,
“Annual hcpon,” 1920, p. 78, and ng‘;iams, op. cit, pp. 181-2.

+ Roughly, $75 millions allowed for fﬂ)im repayment in 1916, 3100 millions in
1917 and $i25 miflions in 1918. See Bullock, Williams and Tucker, op. eit., p. 246.
The 1918 figute alao includes credits from Spain, Argentins, Iadia, Peru and Bolivia,

{Footnotes continued on page 37.)
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contains the net balances of these major classes. All the

figures, save those for merchandise and gold, are subject to a
wide margin of error because of the inadequacy of the avail-
able information, and consequently must be interpreted with
caution.

The immediate economic effect of the war was to stimulate
European demands for American exports. A subsequent

to stabilize exchanges {sce below, p. 45) and currency exports of $100 millions, esti-

mated from the Federal Reserve goa.rd., ** Annaal Repm:s’;}t?ls , p. 260. In 1919

the amount consists mainly of capital repayments, $515 millions, plus

currency exports, Williams and Yanderlip, 62. cit, p. 14 and Federal Reserve Board,
*Annual Report,” 1919, p. 31

% Bullock, Williams and Tucker, op. ¢if., pp. 251 and Williams, op. ¢if,, p. 152

# Interest payments and principal repaid.  For interest payments, see Williams,
op. cit., ?. 201 {footnote b}. The division of interest gani before 1519 amounting to
$240 millions between 1917 and 1918 is arbitrary. Principal repayments as given
by the Unired States Treasury, “Annual Report,” 1919, p. 323 are assumed to
have occurred in 1919,

7 Shipping services estimated according to Bullock, Williams and Tucker, 2. 2.,
Pp- 248-250 and Williarns and Vanderlip, op. ¢it., p. 20, with sale of ships included in
19&9. An allowance of 5%, of foreign security flotations in the United States is
included for commissions for underwntmg in each year. A large amount should be
added te cover fom?n visitors, foreign government representation and expeudz:ure
far expert services of American technicians, and freight receipts an exports J land
and transit shipments. Insurance service payments receivable should
included but no relinble basis of estimate is available. Perhaps they were offset by
payments for insurance and services from Canada.

* New securities imported are based on figures of the U. S. Department of Com-
merce, Burcau of Foreign and Domestic Commerce (Finance and Investment
Division,} “Foreign Security Offering,” 1914-1919, Sperial Circulars, Nos, 267,
264, 270, 275 and 276, Esnmtcé American securities returned from abroad
between 1914 and 1918 have been arbitrarily divided between the years, An
allowance for direct investments may be assumed to have been included in view of
the generous nature of the earlier estimates. See Bullock, Williams, and Tucker,
:ﬁ gp. 245-6. For 1919, the figurss for outstanding securities imported are from

e U. 5. Department of Commerce, Bureass of Foreign and Domestic Commerce,
“The Balance of International Paymenm of the United Stares i m 1922 Trade
Information Bulletin, No. 144, p. 8, and direct investments from Williams and
Vanderlip, op. iz, p. 15,

$ Williama, op. cit., p. 202 (footnote k).

i United States Government foreign expenditures and credit zdvances, United
States Treasury, “Annual Report,” 1919, pp. 61-6 and 316-23, idid,, 1920, pp, 67
znd 330-7; and Williams, op. ¢it., p. 200-1 {footnote 5) and p. 502 (footnote 2}.

& Expenditures of Americans abroad were figured on the basis of the reported de-
of Americen citizens as given, for cxample, in the Survey of Current Business,
Aug., 1928, dp 101, with the assumption of &n average expenditure of one th thousand
1921-1927 dollars, adjusted for war price fAiuctustions by the National Industrial
Conference Board cost of living index reeampumk on this base, Obviously, the
results are only approximate. It be remembered that the character of war-
time foreign travel was very different from either pre- or post-war travel. Shipping
services are computed according to Bullock, Williams and Tucker, o9, ¢it., pp. 248—50.
See Williams, op. ¢i., pp. 200-1 (footnote S} and p. 202 (footnote k, ¢, !, and m}, for
data on immigrant remittances ’nd charities,
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stimulus was experienced by imports, since materials of all
sorts were required to fill European orders. The areas sup-
plying the increased imports, moreover, finding European
markets closed to their demands for manufactured products,
turned to the United States, adding to the export impetus.
Thus, the excess of exports over imports grew to tremendous
figures, less than half the former being offset by the latter
after 1915.

Of course these excesses were to a large extent the result of
price changes, which affected both import and export values,

TaBLe 6: THE PercENTAGE DisTRIBUTION OF THE Major
Crasses oF ITeEms 1IN THE EstiMaTED BaLancE oF In-
TERNATIONAL PAvyMENTS oF THE UNITED STATES
rroMm 1514 ro 1519

(Source: Harvard Committee on Economic Research. Revised and computed
by the Natonal Industrial Conference Board}

Credits, Reflscting Payments into the United States
Foreign Gov-
e
Merchan- i e from | Ser= | M.
YA o | Yzmand | B | andOuber Jtocseene| TEGET | vicw |V
Exporeed | poreed Wealth Drebt ?:n d ports | ed for
ments o 11, S,
Government
1914  {last
six months)] 1000 696 8.9 . 4.5 . 185152
1915 100.0 84.6 0.7 .. 37 s 231 8.2
1916 1060 89.2 2.6 1.2 3.7 ‘e 337 ..
1917 10001 764 4.5 1.2 34 12 33| 100
1918 1000 £3.3 0.4 8.1 3.3 1.7 32| 150
199 103.0 788 4.0 59 3.4 2.6 531 ..
Debics, Reflecting Credina out of the United States
U. 5. Govern
Suci oy
Mecchan- foes § Ser- | Not
N nd 5
Towl | 204 ?"i ;vm.%h:’: Pay- Eﬁ Fomign | 3o {Uose
Imported | PO e m- | ments Bough:nmm pores | ed for
Foreige Gowe
ernments
1914  {last
six months)} 1000 525 19 26.4 55 . 137] ..
915 1000 42,5 10.6 340 3.2 .o 271 ..
1916 100.0 389 115 353 1.9 e 781§ it
1917 1000 3563 6.7 g1 12 9.9 68} .
1918 100.0 336 0.7 1.4 i1 54.8 347 ..
1919 100.0 38.6 2.0 10.1 0.9 253 13.1 ] 10.3
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but from the standpoint of an analysis of the balance of
money payments that may be ignored.

The export of merchandise was not the only factor requir-
ing an inflow of payments, as may be seen in Table 5. Save
for net gold exports in 1914 and 1919, the net inflow of in-
terest payments from 1915 on, and private security exports
in 1918, observed in Table 7, the balance of other payments

Tasre 7: Tue NET Barances or THE Major CLassEs oF
ITEMS IN THE BaLance oF INTERNATIONAL PAYMENTS
oF THE UNITED STATES FROM 1914 TO 1919

(Credit balance 4 and debit balance —; ornet Baym:mx into the United States 4,
and net payments out of the United States —}
(Seurce: Harvard Commirtee on Economic Research. Revised and arranged by
years by the Natonal Industrial Conference Board)

{1n millions of dollars)
Securities Govern~ Net Yoac-
Year Merchan-| (g4 [and Other| Interes fuent Service 1 ooineed
. imt to] Payments | Payments
dise G | Prymenss | Doyt Toymet | or

1914

(last six

months} 4269 +169 -414 —16 s —186 +238
1913 +1,796 | =421 | 1,450 +24 ve -297 4348
1916 +31367 —526 | —2,125 ] <4112 .- -—275 —316
1917 43,3131 —180 —-65G ] 4180 | -3,201 | —289 4827
1918 +3,300 =21 +437 1 4200 | —4507] —482 | 4+1473
1919 +4.166 | 4203 —439 | 4250 | —~2,3161 —802 | —1062

for which estimates are included was outward. In fact,
the total of the outward payments for all reasons evidently
exceeded the inward payments for the estimates made in
each year except 1916 and 1919. Some explanation for
these large net unaccounted-for credits consequently must
be found for the years in which they occurred; and likewise
for net unaccounted-for debits in 1916 and 15919,

The noteworthy aspects of America’s abrupt shift from a
debtor to a creditor nation are thus summarily stated in
these balance of international payments tables. In the sub-
sequent discussion, an effort will be made to supplement
them. In so doing, it will be convenient to consider, first,
the period prior to America’s entry into the war, and second,
the period after the entry into the war until its close.
Finally, the approximate creditor position of the United
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States at the end of 1919 will be indicated. With this back-
ground, it will then be appropriate to analyze comprehen.
sively the post-war developments and changes in America’s
international financial position.

THE Financial CoNSEQUENCES oF THE WorLD WaRr 10 THE
UwntTED STATES BEFORE 1917

The complete disruption of all foreign exchange markets
was the immediate financial consequence of the outbreak of
European conflict.! Foreign exchange rates on Europe rose
to unprecedented heights as Americans rushed to settle their
European engagements and European holders of American
securities hurried to liquidate their holdings on American
markets and to withdraw their funds.? Outgoing interna-
tional payments, in other words, temporarily exceeded in-
coming payments. Confusion reigned for two memorable
weeks in July, 1914, followed by a moratorium on bills of
exchange in London, the closing of the New York Stock Ex-
change from July 31 to December 15, 1914, and the creation
of a number of temporary expedients which succeeded in
bringing the exchange markets back into line by the end of
1914.* This was not accomplished, however, without some
gold exports to Europe and Canada. In the meantime,
Americans having commitments to make to London lost
large sums of money. Finally, unprecedented gold exports
to non-European countries took place. The net unaccounted-
for credit item in this period probably is explained by the
withdrawal of American funds and the heavy accumulation
of American bank balances by belligerent governments which
took place to finance expanding needs for American products,
and by other foreigners because of disrupted conditions in

1For a detailed description of these occurrences see Bullock, Williams and
Tucker, op. £it., pp. 240-2. Sce also the varicus srudies on E

currency and
foreign exchange in the t of the Commission of Gold and Silver Inquiry of the
Unized States Senste, ™ pean Currency snd Finance™ {1925), Vols, 1 and IL
SThe direct & tion of foreign sacurity offerings by American financial
markets on a large acale did not commence in this period, a total of only $i4 millions
being offered. Security imports, therefore, consisted almost wholly of outstanding
American securities held by Eumpesnsofbothabngm&sborttermchu:crm
See the Federal Reserve Board, * Anaual Report,™ 1916, . 1.

3 Sec in this connection, Bullock, Willixms and Tucker, op. #i%, pp. 240-1 and 245,
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Europe. It is also explained in part by a large volume of
unrecorded services purchased from Americans.

The upward swing of exports which began in the fall of
1914, indicating that the inward movement of funds was ex-
ceeding the outward flow, caused an extreme contraction of
foreign exchange rates for the currencies of belligerent coun-
tries by the middie of 1915. Recourse to borrowing on the
American financial markets was a positive necessity for bel-
ligerent countries if they were to finance their requirements
for American payments. Moreover, neuntrals in need of
foreign capital funds were compelled to turn to American
markets as older Euvropean financial centers turned their
attention to strictly war finance. Accordingly, securities of
European belligerents to the nominal amount of $585 mil-
lions, those of European neutrals for $15 millions, those of
Canada for $174 millions and those of Latin America for $38
millions, were purchased.! The resale of American securities
te the United States continued, furthermore, and was even
stimulated by official French and British efforts to mobilize
them.! Despite the resultant exportation of capital funds
as a consequence of these financial operations, principal
European exchanges were not wholly stabilized.®

The fact that there remained for the balance of payments
as a whole an unaccounted-for credit balance, may be inter-
preted again as in the preceding instance as due to unre-
corded payments for American services and also to the ac-
cumulation by foreigners, mainly belligerents, of American
bank balances which were necessary for the continuous
financing of their American demands.

The international financial developments of the year 1916
represented a further accentuation of the shifts which ap-
peared in the preceding year. New European borrowings
amounted to $797 millions and were principally by belliger-

1. 8. Department of Commerce, Bureau of Foreign and Domestic Commeree
{Finance and Investment Division), “Foreign Secumity Offerings, 1913,” Special
Cirenlar, No. 278,

% Bullock, Williarns and Tucker, op. ¢it,, p. 242,

®Inly, for example, experienced great difficulty in stabilizing her exc
ancih the Unitsd States enserea the war, even though a National Inscitute of Sx.
changes was formed by the three government banks of issue to accomplish this
through foreign credite, Jdem.
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ent countries.! In addition, European belligerents again re-
turned a large volume of American secunities. By these
transactions and by the shipment of gold, the exchanges of
belligerent countries were controlled to a great extent, those
of Italy, Germany and Russia evidencing the greatest in-
stability.* Canada again resorted to American borrowing
for central government purposes, public works, and corporate
financing to the figure of $168 millions.? Moreover, Latin
America offered as much as $152 millions of securities,* an
influence which, combined with other factors such as in-
creased merchandise imports caused gold shipments to them
and also a slight dollar premium upon ‘their currencies, with
the exception of Brazil, whose cutrency was undergoing con-
siderable depreciation.?®

Taking the balance of payments as a whole, an unac-
counted-for debit balance appeared in 1916 as against a
credit balance in the preceding pertod,and this balance would
be larger were service export estimates more complete. The
reduction of American bank balances due foreigners, the ac-
cumulation of American balances in neutral markets and the
substantial increase in short-term credits extended to for-
eigners by banks and by the financial market through an
expansion of bankers’ acceptance credit to finance foreign
trade were probably the significant influences.

Foreign financing to the amount of $470 millions in the
first quarter of 1917 chiefly for the European Allies and
Canada,® brought the total of new foreign securities ab-
sorbed by the American financial markets before America’s
engagement in the war to practically $2.4 billions. Of this
amount, approximately $1.8 billions was for the purpose of
enabling belligerent countries, especially the Allies, to finance
their American expenditures, while the remainder was bor-

1U. 8. Department of Commerce, Burceu of Foreign and Domestic Commerce

{Finance and Investment Division}, “ Foreign Secunity Offerings, 1916," Sperial
Cirenlar, No. 270. .

t Buliock, Williams and Tucker, o2, cit., pp. 241-2.
* U. S. Department of Commerce, op. cit 4 Ldem,
$ Bullock, Williams and Tucker, op, i1, pp, 24-2.

50, 8, artment of Commerce, Burean of Fareign and Domestic Commerce
(Finance and Investment Division), “Foreign Security Offerings, 1917,” Special
Circular, No, 264,
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rowed chiefly by local governments and corporations of
Canada, Latin America and Europe to finance local expendi-
tures. Another $1.9 billions of American purchasing power
was obtained by foreigners, principally by European bellig-
erents, through the resale of American securities.! While it
is impossible to view the entire movement of all capital funds
in and out of the United States in this short period with
statistical accuracy, the outward flow of capital funds oc-
casioned by security imports may be placed at $4.3 billions.
Direct acquisition of foreign properties by Americans and
the repayment of the virtually permanent floating credits
customarily extended by Europe before the war must have
added another $400 millions to this figure after an allowance
is made for the accession of foreign bank balances in the
United States?

AMERICAN PARTICIPATION IN THE WorRLD WAR AND THE
ExrorT oF CaPITAL

Following America’s declaration of war, lending to the out-
side world took the form primarily of direct advances by
the United States Government to the countries associated
against the Central European Powers under the authority
of the various Liberty Loan Acts? In 1917 alone these ad-
vances amounted to $3.3 billions, with about $100 millions
charged for interest, explaining the unusual stability of Allied
exchanges. Public flotations of foreign loans, therefore, de-
clined rapidly in the second and third quarters of the same
year and in the last quarter practically ceased. Neverthe-
less, Canadian loans were offered to the amount of $145
millions and other non-European loans to $8 millions.*

The major direction of the gold movement was into the
United States in the first half of 1917, although large exports

* Bullock, Williams and Tucker, op. <it., p. 246.

2 These foreign bank balances constituted in essence an offsetting loan to the
United States.

tWorld War Foreign Debt Commission. “Combined Reports,” 1922-1926,
pp- 312-3.

¢ 1. S, Department of Commnerce, Bureau of Foreign and Domestic Commerce,
Finance and Investment Division, “Foreign Security Offerings, 1917.” Special
Circular, No. 264,



4“4 INTERNATIONAL FINANCIAL POSITION

to South American countries occurred in the third quarter
because of the adverse balance of payments with those coun-
tries, excepting Brazil} In the last quarter of the year, gold
movements in either direction were of decreasing importance
—imports because they were no longer necessary from
European belligerents and exports because of the export em-
bargo authorized by a Presidential proclamation of Septem-
ber 7th.?

Viewing the year as a unit, outward payments resulting
from net gold imports, net service imports and the import
of securities and other evidences of debt for which estimates
exist exceeded needs for inward payments by over $300 mil-
lions. In all probability, this net unaccounted-for sum rep-
resented an enormous increase in foreign bank balances in
the United States, although it also included payments for
innumerable services not calculable and advance payments
for merchandise and services. The importance of the first
named is clearly supported by official figures given in Table
8, showing that dollar balances of foreigners totalled $997
millions at the beginning of 1918, while American bank bal-
ances abroad were only 3226 millions. Notwithstanding,
the amount of payments to Americans in advance and for
unrecorded items must have been very large. When allow-
ance is made for the increased volume of foreign trade bank-
ers’ acceptances discounted in the United States in this year,
which are not taken into account in the security imports of
the balanceof payments figures,? and other short-term credits,
moreover, they may have been very much larger.

United States Government advances to foreign govern-
ments in 1918 amounted to slightly over $4 billions, while
new security imports were negligible, To provide necessary
foreign currencies to care for war expenditures in Europe,
the Treasury exchanged over $1 billions for equivalent sums
with the Allied Governments.* By these financial operations
all requirements for international payments by the govern-

1 Bullock, Williams end Tucker, 6. ¢i., p. 242, Federa! Reserve Board, * Annual
Report,” 1917, 5. 20.

* Federal Reserve Board, op. ¢if, p. 21

¥ American Acceptence Council, “ Bankers' Acceptances,” 1928, p. 22,

#United States Treasury, “Annual Report,” 1918, pp. 36-7, and Willizms,
op. it p. 202 (footnote 1),
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ments concerned were cared for and the exchange rates on
Allied countries regulated.

Foreign exchange rates upon a number of neutrals, how-
ever, were unstable and at a premium because of adverse
balance of payments conditions. To control them credit ar-
rangements were entered into during the year with the gov-
ernments of the Argentine, Bolivia, Peru and Indis, to be
carried out by their central banks and the Federal Reserve
Bank of New York.! In addition, the Treasury arranged a
Spanish credit with a syndicate of Spanish banks.? The total
of these credits amounted to about $340 millions and, with
capital repayments of foreigners to Americans of $125 mil-
lions and currency exports added, explains the securities
exported item in this year? The increase in foreign bank
balances in the United States over American bank balances
abroad, shown in Table 8, clears up part of the net unac-
counted-for credit balance in 1918, the remainder probably
representing advance and unidentified payments to Amer-
icans, mainly for services.

Although the period of conflict actually terminated at the
end of 1918, it was inevitable that the demands of Europe
for American exports should continue and that large amounts
of credit should have to be further extended in 1919. The
sum of $1,763 millions was advanced by the United States.
Treasury to foreign governments under the War Loan Acts;
879 millions more were advanced to demoralized countries
for relief purposes; and $426 millions of foreign currencies
were purchased directly from associated foreign govern-
ments.! In addition, other governmental payments abroad
by the United States Treasury in repayment of the Spanish
credit and for military occupation and troop transportation
costs amounted to $321 millions.® Thus the total United
States Government credits and foreign payments amounted

1 Federsl Reserve Board, “Annual Report,” 1918, p. 340,

2 United States Tressury, “Annual Report,” 1920, p. 68,

* The credits with Bolivia, Peru and India remainad in effect anly through 1918,
while the other two were terminated in 1919 when balance of payments conditions

developed more favorably to the United States and their currency rates commenced
to fall to & discount,

# United States Tressury, “Annual Report,” 1920, pp. 67 and 330-7, and Wil
linm, 0p. i pp. 2001 (footote 5} '

* Williams, op, eit,
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to about $2.5 billions and were offset only slightly by foreign
government debt payments to the United States Govern-
ment of $243 millions.

Public offerings of foreign securities again expanded,
amounting to $562 millions; $343 millions to Europe, $132
millions to Canada, $72 millions to Latin America and $15
millions to others.! Moreover, $234 millions of outstanding
American and foreign securities were imported,? and other
foreign investments were made directly to the sum of about

Tasiz 8: DPoLrar Barances OweDp BY THE UNITED STATES
T0 FOorREIGN AREAS AND OWED BY FOREIGN AREAS
10 TRE UNITED StATES, 1918 AND 1919

{Source: Federal Reserve Board)t
{In Millions of Dollars)

Feb. 27, 1918 June 26, 1918 Dex. 31, 1918 | June 25, 1919
Aszea Owed { Due j Owzd | Duc | Owed | Due | Owed { Doe
bﬁ the § to the % the | to the bﬁ the | to the bﬁ' the | ™ the
L& { U.S. .8, 1 LS. .8. ] U.S. L5 | BLS.
Europe—Allies 207 | 136 6211 94 081 85 39| B
Europe—Ncutrals 264 1 2313 .. 324 1 FIr )
Europe—-Centrai
Powers 3 6 . g 2] 1z 2zl 19
Asix 67 28 1371 39 175 86 155 [ 138
North America 115 17 1343 8% 07| 77 162 76
Scuth America 40 37 1807 59 96| 62 81 65
Africa 8 Occanin 1 1 3 6 5] o 6] 13
Total 997 | 226 112761 296 | 1217 | 337 | 1,082 | 407
Net balanee 77 .. 930 84| .. 645

* “Foreign Exchange Operations, 1918-1919,” Federal Reserve Bulletin, Vol. 7,
Dec., 1921, pp. 1408-10.

$300 millions.* Altogether, the total capital funds from pri-
vate sources exported amounted to over 31 billion, with an
offsetting inflow of $600 millions because of capital repay-
ments and currency exports,* leaving a net outward balance
of such capital funds of over $400 millions. When the net
balance of government advancer is included and the net
inward flow of interest payments deducted, the net outward

1. 8. Department of Commerce, Buresu of Foreign and Domestic Commerce,
(Finance and Investment Division), “ Foreign Security Offerings, 1919, Sperisd
Circular, No. 245.

* Trade Information Bulietin, No. 144, p. 8.

! Williams, op. it., p. 200, ¢ Idews,
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balance of estimable payments on capital account may be
placed at almost $2.8 billions.

Other features of the 1919 balance of payments should be
noted. First, a substantial export of gold took place after
the removal of the gold embargo in the middle of the year,
principally to Latin America and Far Eastern countries.
These exports represented a withdrawal of American bank
balances built up by certain countries of these areas during
the war because of the premiums obtaining for their curren-
cies and the restrictions on gold exports. Although actual
gold imports were small, effective gold receipts amounted to
$207 miilions because of the earmarking for Federal Reserve
banks of 3131 millions of gold at the Bank of England!

A second feature of the year was the increase in service
payments to foreigners, making for a net ocutward balance of
around $800 millions, due mainly to the expansion of im-
migrant remittances, tourist service payments and charity
contributions. Even when this net outward balance is in-
cluded with other debit balances, incoming payments ex-
ceeded outgoing payments by almest $1.1 billions. Un-
doubtedly, this unidentifiable excess was due in part to ship-
ments of merchandise previously paid for, to excess export
valuations,? to the withdrawal of foreign bank balances in
the United States and the increase of American bank bal-
ances abroad (a trend suggested by the final columns of
Table 8), and finally by the extension of short-term credits
by American exporters and bankers through open book ac-
counts and bankers’ acceptances.

Notwithstanding, there must have been a real excess of in-
ward payments from Europe and Canada which ordinarily
would have been settled by gold imports. Excessive cur-
rency issues and embargoes on gold, aspects of the aban.
donment of the gold standard, however, prevented them.
It was inevitable, therefore, that 1919 should have wit-
nessed the dollar at a premium for European and Caaa—

1 Federal Reserve Board, * Annual Report,” 1919, p. 52, This earmarked gold
presented the major portion of $173 millions p:ud%y the German Government
m the United Seates Grain Co;rhporanan for foodstuff purchases, The Grain Cor-
mﬂen then sold the gold to the Federal Reserve banks which imported $42 mil
of it and held the remainder in London,

t Williawns, op, ¢if, p. 200,
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dian currencies when the exchange pegging operations em-
ployed during the war were terminated. The fact that
principal South American and Far Eastern currencies per-
sisted at generally high levels, on the other hand, in spite
of the gold exports to those countries, suggested that they
were still under the pressure of a net outward flow of pay-
ments.!

Tue Creprror Posrrion oF THE UNITED STATES AT THE
Exp or 1919

The kaleidoscopic financial shifts which took place in the
period treated left the United States an international credi-
tor to an almost inconceivable figure. Just how large is
difficult to reckon precisely, but estimates of approximate
reliability would place the total capital obligations of foreign-
ers to Americans at around $18 billions by the end of 1919,
determined as follows:

(In miliions)
Private loans to foreign governments, states, municipalities and
corporationa cutstanding at theend of 1919%. . ... ... ... ... $2,173
Estimated direct investments of Americans in foreign properties
Cﬁmadva;‘:d ............... bydlUtadSta 3,500
t3 w0 governments e Uni tes
Government. for war, of war supplies, and relief purposes
{including expenses of Army of Occupation charged to Ger.
e E.% 1, 5 10,246
Total term obligations of foreigners. ............. 00 $15,924
Estimsmdmndd credsz::! dus the United States by foreigners® 2:0%

............................................. $17,924

1% ¥oreign Exchange Rares, 19191927, Federal Reseroe Bulletin, Vol. 14, Jan,,
1928, pp. 56-62.

* According to a compilation of J. P. Morgan and Company, Dec. 10, 1919, Wil-
Lamy, op. ct, p. 190, {f anything, this figure Is an anderestimate.

# American investments abroad have been estimated at approximately 32.1 billions
to $2.6 billions before the War, consisting largely of direct invesements,
these to have been from $1.0 billioas 2o $1.5 bilions during the war period, the
above figure is cheained. It is unquestionably conservative. Sec B Williams
and Tucker, op. &it,, p. 251, in which they admit a possible increase in direct
American investments of over a billion dollars.

£ Unized States Tressury, * Annual R%" 1920, pp. 657 and 330-7. For
estimated costa of Army of Occupation, see Williams, op. ci, p. 200 {footnate 5).

¢ Dollar balances due the United States must have been around $500 millions by
the end of 1919. Open-book credits and bankers' acceprance financing of foreign
trade prabably amounted to another $1,500 mallions at least.
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The resulting figure represents capital obligations of for-

eigners to America in nominal terms only. The market value
of the publicly floated loans, for example, was possibly §100
millions less, The market value of credits advanced by the
United States Government to foreign governments, more-
over, in view of the subsequent adjustments made in them,
which are discussed in detail in Chapter VII1, was very much
less. The gross creditor position of the United States,
therefore, can more correctly be placed at about $14 bil.
lions, than $18 billions.

Against this estimate should be set, of course, the sums
which the United States continued to owe to foreigners be-
cause of their American investments. The securities repre-,
senting these investments were not entirely returned during
the war, In fact, over half of them probably remained in
foreign hands, or roughly $2.8 billions.! In addition, foreign
bank balances in the United States were probably around
31 billion at the close of the year,? making an estimated total
of America’s foreign obligations of about $3.8 billions. Ac-
cordingly, the nominal value of the net creditor position was
about $14.1 billions. When allowance is made for the prob-
able market worth of the outstanding publicly offered foreign
securities and government advances, the net obligations of
foreigners should be reduced to around $10 billions, a figure
roughly 37 billions to 38 billions in excess of the net capital
debt of Americans to foreigners as of 1914.

To sum up the altered character of America’s international
financial relations, Europe had been virtually her only credi-
tor before the war and Canada and Latin America had been
her principal debtors. At the close of 1919, Europe had be-
come America’s main debtor and at the same time remained
her chief creditor. Canada was of next importance as a
debtor and Latin America third, but they were both over-
shadowed by the capital liabilities of Eurcpe.

* Assuming foreign investments in the Urited States before the war to have been
$5 billions, and deducting $2.2 billions for returned securitiss. This Iatter sam
includes the estimate of American securities reimported up to 1519 by Bullock,
Williams and Tucker, ag. ¢if,, pp. 245-6, plus the U, 8, Department of Commerce
figure for 1919, Trade Information Bulfetin, No. 144, p. 8.

3 See Table 8, p. 46.

5
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How Was America’s DesTor-CrEpITOR TRANSITION
PossipLe?

This amazing shift from a nominal net debtor position of
$2.5 billions to a nominal net creditor position of 318 billions
within the five and a half years of the war period demands
some explanation. How was the United States able to sup-

ly foreigners with the enormous quantity of capital funds
necessary to bring about this alteration of status and also
take care of her own capital and war-time financing? Al-
though no more than a brief answer can be given, a few facts
may be pointed out which should be kept in mind in reading
following chapters.

Increased money savings inevitably resulted from the
extraordinary developments of the period. The physical
production of geods, for example, according to available in-
dexes, showed an increase of between 249, and 29%, from
1914 to 1917, only to fall off 109}, by 1919.2 At the same
time, wholesale prices rose on the average 79% by 1917 and
26% more by 1919. Finally, from the middle of 1914 to the
middle of 1917, all commercial bank loans and investments
in the United States expanded 39% and all commercial bank
deposits 42%. Extending the period to the middle of 1919,
the increase in the former was 879 and in the latter 819,
making annual averages of 17%, and 16% respectively.? As
this credit growth became diffused over the entire country
by means of bank loans and investments and the price mech-
anism, it resulted in increased money incomes for all classes
and led, consequently, to a very much greater absolute
volume of money savings for investment, 2 movement
enormously stimulated after 1917 by the war-time pressure
for saving ** *til it hurt.” 1t also resulted in the direct ab-
sorption of many new capital securities by financial institu-
tions, merely through credit extension. In other words,
largely in response to a very rapid expansion of credit pur-
chasing power, the United States was able to finance Euro-
pean war demands as well as the flotation of other foreign

;gfgarl Snyder, “ Business Cycles and Business Measurements,” New York, 1927,
3 Ur-:iteé States Treasury, “Annual Repore,” 1920, p. 1428,
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and domestic capital offerings and absorb the enormous
Liberty Bond issues of the United States Government after
America’s entry into the war.

A summary of the three principal factors acting in com-
bination with the war period business psychology to enlarge
the nation’s credit purchasing power would include the
following items: First, the inauguration of the Federal
Reserve System in 1914 reduced the reserve requirements of
the National Banking System and facilitated the rapid ac-

/ cession of credit throughout the banking structure. Second,
the inflow of gold before America’s entry into the war aug-
menting the country’s gold stock and credit base by 62%,

*~was an inevitable stimulus to credit growth. Third, after
the actual participation of the United States in the war, the
emergency financing of the United States Treasury and the
Liberty and Victory Loan issues, necessitating close coop-
eration of the Federal Reserve banks and the unrestrained
rediscount by them of all government and commercial paper,

& further accelerated the swelling of the country’s employ-
ment of bank credit.

Further elaboration of these points at this time need not
be offered. At a later stage there will be occasion to analyze
carefully the influence of bank credit extension in the post-
war period upon the export of capital funds and also the
rble played by the Federal Reserve System in international
financial developments. In the meantime, however, the
more recent international movement of all capital funds
must be considered statistically and the flows of funds related
to the balance of payments as a whole.



CHAPTER IV

THE MOVEMENT OF CAPITAL PAYMENTS
AFTER 1919

N THE preceding two chapters, the object was, first, to
present a fleeting survey of the international financial
relations of the United States before the war, and second

to outline briefly through a study of the nation’s war-time
balance of international payments, the swift passage from a
debtor to a creditor status. Profound and sweeping alter-
ations in the character of this new creditor status have in-
evitably taken place since the close of the war period, result-
ing from attendant movements of capital payments or funds
across the boundaries of the country. The problem of this
chapter is to analyze minutely the exact nature of these
flows of capital. Then, in the following chapter, it will be
possible to relate these financial shifts to the balance of inter-
national payments as a whole, and to obtain a picture of
America’s present international financial position.
In accomplishing the immediate task, it will prove desir-
able to distinguish between the flows of international pay-
ents on long-term and short-term capital account, a dis-
inction not feasible in foregoing chapters both because of the
ifference in objective and because of the paucity of satis-
actory data. The constitution of each stream, therefore,
will be provisionally differentiated from that of the other.
The advantages of this approach are readily evident: it
lends itself easily to appropriate statistical treatment and
it assists a broader understanding of the character of the
country’s international financial dealings. However, it is
merely one step in the present analysis and must be followed
by a consideration of the entire flow of capital payments, or
the combined net balances of the two streams. It is the im-
pact of the whole international movement of funds on capital
account from year to year on the industry, trade and finance
of the United States which possesses real significance.
52
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This effort to distinguish between the international cur-
rents of funds on long- and short-term capital account must
not be interpreted as an attempt to discriminate between
the ultimate sources and employment of these funds. In
the money markets of this country and the world, all funds
are merged. Whatever their temporary employment, there
is an obvious impossibility of determining definitely whether
their ultimate source is from the production of goods; from
community savings for investment; from self-liquidating
bank advances, so called because theoretically made in an-
ticipation of goods production or the availability of new sav-
ings within a brief time; or from sheer expansion of bank
credit absorbed into the business and economic system. Nor
is it possible to trace ultimate uses. Nevertheless, a problem
of importance is involved. In the last chapter, it was indi-
cated that bank credit expansion was a major factor in the
international financial r8le of |the United States in the war
period. The extent to which it was also a factor in the post-
war developments will be mentioned in this discussion, but
a fuller treatment will be required later.

True CuaracTer oF Micrations oF Long-TErM
- CarrraL Funps

An accurate and precise statement of the volume of long-
term funds moving in and out of the United States from year
to year cannot be obtained, but figures of approximate reli-
ability are available through 1928. These are presented in
Table 9. The identification of all incoming payments as
credits and all outpoing payments as debits conforms to the
accounting procedure of the balance of international pay-
ments compilations of the Department of Commerce and
other authorities. The use of the terms imports for inward
capital account payments, and exports for outward capital
account payments, and the employment of a plus sign for a

et balance of the latter and a minus sign for a net balance
of the former, however, is different. They are applied in this
analysis because they indicate more clearly the meaning
which the data are intended to convey. In the subsequent
examination of the balance of international payments as a
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whole in the post-war peried, conventional usage will be fol-
lowed again. This should be remembered to avoid confusion,
The principal aspects of Table 9 are the various constit-
uents of the credits and the debits, or, in other words, the
purposes for which funds on long-term capital account flow
in and out of the country. In the remainder of this section,
the analysis is devoted to a specific consideration of the
factors involved in each separate class of international capi-
tal payments. Since general inferences must represent a
convergence of conclusions reached with respect to these
separate classes, their formulation is properly deferred.

Foreioy Sscurrty FroTaTions ano THE ExporT oF Lovg-
Term Carrrar Funps

The great emphasis in most discussions of America’s in-
ternational financial relations has been placed upon the
large volume of foreign security flotations which have been
absorbed by American investors in each post-war year.
The detailed figures for the total foreign capital issues from
1920 to 1928 are given in Table 10. By deducting estimated
refunding issues from the total par value of these offerings,
the column headed New Nominal Capital is obtained.” These
figures do not represent the actual exports of long-term capi-
tal from the purchase of new foreign securities, however,
because the price paid by subscribers was somewhat less,
and a portion of the amount received had to be paid to
bankers for underwriting. Allowance for these factors is
made in the final column of the table which shows the net
export of long-term capital funds from new foreign security
flotations, evidencing a substantial upward trend, save for
the year 1923.

Every year of the recent period has experienced an influx
of new foreign security issues to the American financial
markets. Over the entire nine years the expansion is marked,
although it varied from year to year. The year 1923, for
example, which was characterized by a smaller inflow than
any of the previcus three years, saw less than half as many
foreign securities floated. But European economic condi-
tions were extremely unsettled in 1923, and many foreign
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Tasie 9: Tre InTeErwaTIONAL PayMmeNnTs ON Long-TERM
CarrTaL AccouNT oF THE UNITED STATES, 1920-1928
(Outward payments + and inward payments — }

(Sourcest U, S. Department of Commerce from 1922 to 19282 Miscellansous

sources for 1920 and 1921 with supplementary estimates by the National
Industrial Conference Boand®)

(In milions of dollars}
fem 1920 | 1921 1922 | 1923 [ 1924 1925 | 1925 { 1927 | 918

Credits,incoming payments
on long-term capital
account or imports

Outstanding securities
exported. .. ......... e 73| 491 617 574] 7460 964 125912076

foreigners .. ... ey 25| 25 300 46| 61| 76 83 79 120

Redemption and sinking
fand receipts.. _...,.. 571 25§ 81 1I% 221 322 304 261
Interest and dividends on
private investments.. .| 420] 475 530} 3564] 600 644 683 743 817
Interest on government

S

advances. . ... ....... 6| 40; 126 167 160 I(ﬂf 160] 1601 160
Total Credits or Im-
POTES... . cuncens 1,673 959 1,365 1,609]1,548) 1,873! 2,24712,591)3,58¢

Debits, cutgoing payments
on long-term capital
account or eXports

Net new security im-

portst. . el 39H 578 827 385 876 953 1,00%11,183i1,124
QOutstanding securities

imported. . .......... 739] 253] 510 2521 4431 37| 595 8271721
Direct investments of 1.‘1]

Americans. .......... 300] 2000 s 4% 1 219 2400 257 378
Government advances to 3

foreign governments

andothercredits?. . ...} 245 85 53] .. P I
Redemption and sinking

fund payments....... 40 400 43 50 55 60 65 0 .70
Interest and dividends on

private investments. . .| 100] 100} 120| 140| 150] 1651 190! 203] 2352

Total debits or ex-
pores......... ... 1,822| 1,249| 1,471] 85411,637] 1,768] 2,095(2,540,3,545

export + ...l <749 +290]4-102| —755] 4-89{—105| —148; —51] —39

! Based on information farnished by Ray O. Hall, Assistant Chief, Finance and
Investment Division, Bureau of Foreign and Domestic Commerce, and includes the
latest revised figures of the Department of Commerce.

*See Appendix A. Sources for 1920 and 192) are given in footnotes.

# Includes resale to foreigners of American direct investments abroad.

* Includes until 192¢ repayment of export credits advanced by the United Seates
War Finance Corporation.

5 These figures are from Colamn VI of Tzable 10.

% Includes export credits of the United States War Finance Corpomtion.
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currencies suffered new declines in their exchange values.
Neither the Dawes Plan nor the Locarno treaties had come
into existence, it should be recalled, the Ruhr invasion being
the outstanding political feature. There was a relative
scarcity of loanable domestic funds, moreover, which reflected

TasLE 10: Forewen Capital Issues PusricLy OrrFerep IN
THE UNITED STATES AND THE NeT ExrorT OF
New LoNe-Term Carrrar, 1920-1928
{Source: U. S, Department of Commerce? Arra by the National Induatrial
Confarence Bm?ed

_ ~_ {In milfions of dollars)
Amoint tﬁ?ﬂe& in Eutimn Nec E;:”“ :E.
Year T |nefindingco| Nommal [Undereritey e Fund o
Par Value g;:zil‘ll:.; Amesricans Capital Flotats
I Il 311 v v Vi«
1920 636 581 151 485 33 397
1921 675 647 44 31 74 571
1522 827 775 99 728 49 627
1923 437 465 74 413 26 365
1924 1 1,215 1,142 214 1,001 52 876
1925 1,303 1,240 231 1,072 56 953.
1926 1,306 1.266 176 L1300 81 1,009
1927 1,537 1481 235 1,302 63 1,183
1928 1,483 1,420 237 1,246 59 1,124

1 Figures for 1920 are from the Bureau of Foreign and Demestic Commeree,
(Finance and Investment Division}, “Foreign Security Offerings, 1920, Special Cir-
euiay, No. 239, corrected according to revised figures on securities foated and refund-
ing in “American Underwriting of Foreign Securitiea in 1928," Trads Information
Bulistin, No. 613, p. 3&:1 h ratic sdjustments for issuing value and underwriters’
commissions, Figures for 1921 are from “Foreign Security Offerings, 1921," Sperial
Ciresar, No. 234, For 1921 ro 1928, the figures are from information furnished by
Ray O. l, Assistant Chief, Finance and investment Division, Bureau of Foreign
and Domestic Commerce,

2 Cash paid by subscribers equals par vahre Jess securities issued below par.
ml‘TheIﬁgura for this column are cbtaired by subtracting column III from

umn L i

* This column is secured by subtracting 111 and V from colums II.

itself in higher interest rates, discouraging foreign borrowing
in that year. Nevertheless, the offerings of foreign securities
in 1923, although the least since 1920, reached the impressive
figure of $487 millions.

The new flotations of foreign securities in 1924 and suc-
ceeding years were the most substantial of all, averaging well
over a billion and reaching in 1927 a billion and a half. The
flotations in the first half of 1928 suggested 2 new record in
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that year, but higher money rates restrained the volume of
additional offerings, while an extraordinary wave of stock
speculation diverted interest from newer foreign security
issues. Notwithstanding, the 1928 figure was only slightly
less than that in 1927. It is only natural, in view of the
trend of foreign security flotations, that the resulting export
of capital funds should have expanded collaterally.

Tke Distribwtion of New Foreign Security Issues

All areas were represented in these enormous borrowing
operations with Europe in the lead, as may be observed
in Table 11. DemoraE;ed monetary conditions and capital
markets reflecting the economic disorganization from the
war made Europe’s recourse to borrowing American capital
necessary to reconstruct her fundamental economic structure,
to rehabilitate government finances, and to stabilize curren-
cies in preparation for a return to a gold monetary standard,
The restoration of Germany which followed the adoption of
the Dawes plan added her demands to those of other Euro-
pean countries for American long-term capital advances, In
fact, 22% of Europe’s borrowings in 1924; 349, in 1925;
60% in 1926; 38% in 1927; and 429 in 1928 went to Ger-
many, with the balance variously distributed among conti-
nental countries.

Before the war, Europe was not only the principal creditor
of the United States, but also of Canada and Latin America.
Inevitably these areas turned to the United States during
the war period to satisfy their requirements. The prevalence
of uncertain conditions in Europe and the fact that Europe
herself was requiring foreign financing, necessitated con.
tinued reliance upon American capital. Canada and Latin
America were persistent borrowers, therefore, after 1919,
Until 1925 they were about equally important in the volume
of securities offered, but after that year, Latin American
borrowings were a larger proportion of the total. Far East-
ern countries depended, too, upon American loans to a con-
siderable extent, but their issues were 179 of the total in
only one year. Flotations for Territorial Possessions oc-
curred in each year, but they were of relatively minor sig-
nificance,
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During the period of disturbed and unsettled foreign con-
ditions, government or government-guaranteed corporate
issues predominated. After signs of permanent world eco-
nomic and financial recovery were more evident, however,
purely corporate issues were accepted more and more by
American investors. Thus, through 1924, government or

TapLe 11: Tue Percentage DistrisuTtion oF New Pus-
LicLy OrFFerRED ForeioN Carrtarl Issues, ExcLu-
sIvE oF REFUNDING, BY GEOGRAPHIC AREAS
AND BY BorrOwERs, 1920-1928

(Source: United States De ent of Commerce! Compuzed by the National

ndustrial Conference Board) )
By Geographic Areas By Bormowers

Govern-

Year Terri- ment and
i ¥ i Cor-

Totsl | Europe | Canada !L‘“? E:‘ ;;i:::_. Toul Gr::n:n )

zons teed Cord

porate
. % % . % %o

| k0| 2 |2 | B | 2| B ik 6o | 3in
1921 1000 | 28.7 | 288 | 358 24 43 1000 | 8L1 | 189
19221 1900 | 314 18.9 323 16.6 0.4 1000 | 7.1 289
1923) 1000 | 261 28.5 273 17.2 0.7 1060 | 713 287
19241 1000 | 57.1 15.7 168 10.3 0.9 10005 | 836 164
19251 1000 | 60.1 138 123 13.0 03 1008 ; 597 403
1926 1000 | 43.6 21.1 JL3 28 1.2 1008 § 514 486
1927} 1080 | 41.5 9.5 261 10.5 z.3 1000 | 624 3746
1928] 1000 | 47.7 14.8 264 18.5 0.6 1006 | 60.7 383

* For the years 1920-1923, the original figures are from the U. 5. Department of
Commerce, Buresu of Foreign and Domestic Commeree {Finance and Investment
Division}, ™ Foreign Secunt{ Offerings,” 1920-1925, Special Circulars, No. 234,
23941 and 260; for 1926, from Trade Information Bujjsiin, No. 503, p. 34, for
1927, No. 552, p. 36, and Commerce Reports, April 18, July 18, Oct. 17, 1927, and
Jan, 16, 1928; and for 1928, from Trade Information Builetin, No. 613, p. 6. More
complete information on the latest revised foreign loan complfatzom would aleer the
percentage distributions slighely through 1927,

government-guaranteed offerings averaged 739, of the total,
and after that date 58%. The details of this distribution
are also contained in Table 11.

How Were New Foreign Issues Absorbed?

So tremendous an expansion of new foreign issues raises
at once several questions regarding their absorption on
American investment markets, In the first place, was it
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true that new capital issues in favor of foreigners were ac-
tually limiting the supply of capital funds available for
domestic enterprise? If the foreign demand had been absent,
would 2 domestic demand have attracted the same volume
of funds into the purchase of fresh capital issues? How
would interest rates have been affected? Secondly, what
part of the supply of available investment funds really
came fromn community savings and what part from the ex-
pansion of bank credit?! Finally, who made the purchase
of the new foreign issues? Were they chiefly absorbed di-
rectly by individuals or did they accumulate in the invest-
ment portfolios of large financial institutions, banks, in-
surance companies and investment trusts which in turn
amassed the investors’ savings? And to what extent were
they rebought by foreigners themselves?

Only a brief analysis can be offered at this point to clarify
the issues raised. An answer to the first group of questions
must be largely speculative and to a degree incomplete
because it overlaps with the second, which cannot be an-
swered adequately until later. It must also remain incom-
plete because a larger question is involved, namely, whether
or not the United States has really been experiencing an
actual export of all payments on capital account, a question
which must await the consideration of additional data, The
final questions, however, are more specific, although the
available information bearing upon them is by no means
extensive.

With regard to the first questions, Table 12 contains the
figures of new foreign capital issues compared with all new
capital issues on American markets, exclusive of refunding,
with the percentage relationship between them. Total issues
increased in the nine years 122%, while foreign flotations in-
creased 157%,. The percentage of the total constituted by
foreign issues, however, was at the most 18%, in 1921, 1924
and 1926. In 1920 it was as low as 13%; in 1922, 109%;
in 1928, 15%; and in other years, 179,. Such a proportion,
while large, would not seem to be an exhausting drain upon
the country’s capital supply. The rising values of all securi-
ties in the American market, especially domestic issues, and
the declining yields which attached to them, would seem to
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suggest that an adequate supply of capital funds was avail-
able for all demands.®

It is true that foreign securities offered higher yields to
investors than those which could be obtained from domestic
bonds, but it is a matter of argument whether the rates
offered were more than commensurate with the risks as-
sumed. In 1920, interest rates on new foreign loans ranged
from 6% to 8%, while the average was probablyaround 792
In 1921, it has been estimated at nearer 6%.% Subsequent
investigation has shown that, while the range has widened,

being as wide as from 334%, to 834 %, 7% has been the most

Tasre 12: ForeieN CaritaL Issues ComParReD wiTH
Totar Carrtar Issues, ExcLusive or RerFunping,
Orrerep 1¥ THE UNiTED STATES, 1920-1928
(Source: 1. S, Department of Commerce and Commevcial and Financial Chronicle)

_{In millions of dollars)
Forei H 15
Year New e’ To ™" P P ey
1926 483 3,635 13
1921 631 3,577 i8
193 Jird 4308 1o
1924 1,001 5,593 18
1925 1,072 6,220 17
1926 1,130 6,344 ig
1927 1302 7.776 17
1623 1,246 8,050 15

1 8ee Appendix A, For 1920 and 1921, the figures are from Frodr Information
Bulletin, Ne. 612;3. 3. :
* Commerciol and Financial Chronicie, Vol. 128, Jan, 19, 1929, p. 314.

typical rate except in 1927 and 1928, when it was 6%.* The
average since 1924, computed on a weighted basis, has been
much lower and nearer 6%,.5 If higher rates were paid by

¥ See Chapter VI of this volame.

3 Williams, " The Balance of International Payments of the United States for the
Year 1920, ap. cir, p. 191,

* Datz furnished by the Finance and Investment Division, Burcau of Foreign
and Domestic Commerce, 1. S. Department of Commerce.

4 Orwing to underwriting charges and other financial commissions, the costs to the

were much greater than these yields to investors indicate. See, for ex-
ample, R. B, Kuczynski, “American Foreign Loans to Germany,” New York,
1927, pp. 321-67.

* For the years 1924 to 1928 inclusive, the annux! weighted average interest rates
were tively £.09%, 6.11%, 6.18%, 5.98% and 5.67%. See Trade Informo-
Fion Bulletin, No. 552, p. 21, and footnote (3} sbove, With regard to German loans
note also, iiuczynslu, ep. ¢it., pp. 240-71.
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foreigners than would have been necessary in a market more
accustomed to foreign lending, perhaps a portion of the rate
so paid may be regarded as a premium to develop the cus-
tom of foreign investing among American investors, The
rates, however, must have been lower than would have been
necessary in other markets or the new foreign issues would
not have come to America in the same volume.

If new foreign issues had not come to this market, it is
impossible to say that interest rates for domestic issues
would have fallen more than they did. The pericd from
1921 until the second half of 1928 may be characterized as
one in which unusually easy money and capital market con-
ditions have prevailed. Involved in these conditions was a
very rapid expansion of credit based upon exceptional ad-
ditions to the country’s gold stock and also an aggressive
effort in certain years on the part of Federal Reserve banks
to maintain this credit growth. For various reasons, re-
ferred to later, this credit expansion was not thoroughly
diffused over industry but concentrated chiefly in the finan-
cial markets, affecting the supply of funds for capital em-

/pioyment there, and consequently interest rates.! Not only
were new foreign securities floated more advantageously,
therefore, but domestic offerings were absorbed at lower
costs. The existence of a sounder and more satisfactory
situation abroad would not have involved the release of for-
eign gold holdings in favor of the United States. Credit
expansion would have been less rapid, accordingly, depending
upon Federal Reserve policies and the augmentation of in-
vestment funds from credit expansion would have been less
notable,

The above analysis does not imply that the investment
savings funds of individuals and corporations were not im-
portant. ‘They unquestionably were, but their supply was
greatly augmented by security loans and investments of
banks which, as subsequent data will show, increased to a
much greater extent than other expansion of bank credit.?
Thaus, all classes of investors were able to extend their se-
curity purchases from credit expansion and especially those

1 See Chapter VI of this volums.
A Idem,
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in close touch with the central money markets. Whether or
not new domestic or foreign offerings benefitted most from
the easy money conditions prevailing in the financial mar.
kets cannot be determined, but the fairly constant propor-
tion of foreign to domestic issues shown in Table 12 would
sugpest almost equal advantages to both.

No definite conclusions can be reached as to the favor
accorded foreign as against domestic securities by different
classes of investors. An investigation conducted by J. P.
Morgan and Company in 1926 into the distribution among
investors of five representative foreign government issues,
however, is suggestive with regard to the former.! The ag-
gregate nominal value of the issues amounted to 3380 mil-
lions and they were marketed in 1923, 1924 and 1925. About
85% of the buyers purchased but small amounts ranging
from 3100 to 35,000, and approximately 509, of the total
amount was taken by the small investors, The remaining
50% was apparently taken by wealthier investors, insur-
ance companies, investment trusts and banks. Undoubtedly,
the former three classes of investors took the largest blocks
because bank investment requirements necessitated more
certain market value than could be predicted for mast foreign
securities.? While the majority of these investors were
Americans, many of them were foreigners who preferred to
buy their bonds in the United States because of the un-
certain outlook in home markets and because of the attrac-
tive yields at which they were issued.

The International Movement of Outsianding or Old Capital
Issues: Imports

Next to the outward flow of capital funds because of new

foreign security imports, the most important movements of

3 The issues included the Austrian Governmeat Guaranteed Loan {79, June,
1923}, the Japanese Government External Loan (63€%, February, 1924}, the
German External Loan (7%, October, 1924), the Government of the Argentine
Nation External Loan {6%, June, 1925} and the Kingdom of Belgium Externa!
Loan (7%, ] 1925}, See Dwight W. Morrow, “Who Buys Foreign Bonds?®
Foreign Afairs, VYol. 5, January, 1927, pp. 218-25.

? Investments of national banks alone in foreign securities were $241 millions in
1920, $245 millions in 1923, 3372 millions in 1926, snd $549 millions in 1928, They
were, of course, a larger percentage of the total in 1920 than from 1923 on. See the
United States Treasury, “Annual Reports,” 1920-1926, and the Comptroller ny
Currency, " Annual Report,” 1928, p. 35,
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long-term capital funds occurred in connection with imports
and exports of outstanding or old capital issues. In the
years 1920, in particular, and to a lesser extent in 1921 and
1922, American capital funds migrated abroad on 2 consid-
erable scale for the purpose of purchasing old capital issues
outstanding of one type or another. In 1920 American se-
curities were bought to the figure of $258 millions, while
similar foreign securities imported aggregated $481 millions.*
Purchases of American securities fell off sharply in 1921 to
$26 millions, while the acquisition of outstanding foreign
securities aggregated $277 millions.? Describing the move-
ment in 1920, Professor John H. Williams wrote: ‘' Besides

# American and Canadian securities, it is well known that
Japanese, Chinese, Argentine and other securities have been
purchased from Europe, and also sterling bonds formerly
held in Canada, Japan and some other countries.”®* This
was likewise descriptive of outstanding foreign securities
bought in 1921, as well as in 1922 when $297 millions of
such securities were imported. In each of these three years
speculation played an important part in the purchase of
foreign securities. Although the exact amounts obtained
for such intentions is not known, unquestionably it was the
largest share. ‘

After 1922, an abrupt reduction in the imports of out-
standing foreign securities occurred. Furthermore, they re-
mained comparatively unimportant until 1928. Imports of
outstanding American securities, however, tended to in-
crease regularly, with the exception of 1925, and in 1928
totalled $1,153 millions. The entire inflow of both foreign
and American old capital issues from 1920 to 1928 can best
be described by the following figures:*

2 Trade Information Bulletin, No. 144, p. 8.

3 Jbid. $ Williams, #p. it p. 151.

# Figures for 1920 and 1921 are from’ Trade Information Builetin, No. 144, p. 8.
From 1922 on figures are from the reviosd balance of international payments Sy the
Finance and Investment Division, Bareau of Fereign and Domestic Commerce,
U. S. Department of Commerce. Some American funds also went abroad to pur.
chase ocutstanding securities without a corresponding receipt or importation of
securities.  Instead, they were left on deposit or in custody with foreign banks and
brokers. The amounts 30 held mey have been considerable in 1920, 1921 and 1922,
but declined in later years. At the end of 1925, there were on foreign d it to
the credit of Americans, securities worch $22 millioas; st the end of 1926, $35 mil-
liong, and at the end of 1927, 392 millions. The 1928 fgures were undoubtedly larger.

See the U, 8. Deparument of Commerce balance of international payments studies
in 1926 and 1927, Trade Information Bullstini, No. 503, p. 40, and No. 552, p. 42.
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{In miilions of dollars)
1920 | 1921 | 1922 | 1925 | 1924 | 1925 ] 1926 | 1927 § isz8

QOutstanding American se-
-curities boughe. . ..... 258
Outstanding foreign secur-

itics bonght. ... .| 48t
Total.............. 739

213§ 212 | 351 | 307 | 485 | 661 11,153

2971 40 92| 64| 110 ] 166 | 568
510§ 252 § 443 | 371 | 595 | 827 11,721

BIS »

The International Movement of Ouistanding Securities: Ex-
poris

Foreigners first began to be noticeably active in American
security markets in 1922. Practically no foreign purchases
were made in 1920 and only $73 millions in 1921, Subse-
quent years saw enormous blocks going abroad, even ex-
ceeding the amount of outstanding securities bought from
foreigners. Both foreign and American securities were
bought by foreigners, but the latter predominated. The
actual figures were as follows:t

{In millions of doliars)

1920 | 1921 ] 1922 | 1923 § 1924 | 1925 | 1926 § 1927 | 1928

Qutstanding American se-
curitles sold. . ........ . 42| 283 3971 5300 665 86111634

Outstanding foreign se- 61

curitiessold. . ........ . 35 206] 1 t 216) 2991 398] 442
74| 451] 617] 574f Td6] 964]1,259,2,076

Excess of sutstaading se-

curities bought 4+ and
securities sold —. . ....}4739|+179] 419 | —365]—131| —375] 369 —432 —355

Not all foreign funds coming into the American capital
market to acquire outstanding securities had the effect of
causing security exports. An enormous quantity of the
securities bought were left on deposit or “in custody” with
American -banks and brokers, or branches and agents of
foreign banks, While the amounts so deposited were un-
known before 1925, at the end of that year and also of the
years 1926 and 1927 they totalled $1.7 billions, $1.8 billicns
and $2.2 billions respectively.? Plainly, earlier years must
also have seen their gradual accumulation, especially as the

L3 5 for 1921 are from Trade Information Bullering Ne, 144, p. §, and for later
years from the revised balance of payments. .
* Trade Information Builetin, No, 503, p. 40, and No. 552, p. 42.
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rising security market gained momentum after 1923, These
deposits, however, could not be said to represent altogether
imported foreign capital funds, since such securities may
have been purchased “on margin™ or may have represented
collateral against loans to foreigners by American banks.!
large American_eguity, in other words, may have been
eld in them.

The Nature of the International Exchange of American Se-
curities

Explanations for the international movements of old capi-
tal issues are not always easy to find. Knowledge of the
special sources and destination of the large importations and
exportations would be of no little assistance, but such data
are not available. It is known, however, that large move-
ments characterized financial relations with all important
countries, and that the main exchange occurred with Europe
and with Canada.

It will be recalled that the early years of the period were
characterized by a world-wide depression, commencing in
the middle of 192() Europe, greatly in need of commodity
imports and unable to dispose adequately of her products
abroad to pay for them, was compelled to relinquish part of
her holdings of American securities in order to maintain her
importations of foods and materials.# But Europe is an area
divided by numerous national boundaries, behind which
there exists a diversity of interests and aims. Moreover, her
security holdings were in the hands of individuals, and a
different set of individuals from those who were buying
foreign commodities, These holdings were variously scat-
tered over Europe, and their owners were motivated to a
certain extent by financial self-interest. For Europe to dis-
pose of any American securities to obtain commodity im-
ports necessitated the operation of forces which would
stimulate individual possessors into action,

These forces were concentrated in the phenomenal ex-
change rate fluctuations of the currencies of virtually all
important countries. Heavy paper profits were obtainable
by the sale of dollar security holdings in the American

L J3id., No. 503, p. 41, and Ne. 552, p. 43.
[ S
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markets and the transference of the funds home! Until the
fictitious character of the gains to be so realized was more
widely appreciated, such profits were extremely alluring, and
Europeans were the aggressors in the exchange, The initial
movement, however, was of short duration, dropping pre-
cipitously in 1921. Probably the fluctuations of the exchange
market played some part in later importations of American
securities, at least so long as the currencies of European
countries whose citizens were investors in American securities
were unstable.

The inflow after 1921 cannot be wholly explained by ex-
change market fluctuations, however. A considerable por-
tion of it probably reflected the pressure of depressed business
conditions in European markets and the necessity for foreign
investors to liquidate some of their investments temporarily
or permanently, although a share of this liquidation might
be regarded as a normal readjustment of investment holdings
by individual foreign investors, insurance companies and
investment trusts, especially of Europe and Canada. Finally,
after 1923, the increased inflow unquestionably was stimu-
lated by rising security values on American money markets,
a factor of special importance in 1927 and 1928.

Notwithstanding the general increase in imports of out-
standing American securities after 1923, they were regularly
exceeded after 1922 by other foreign purchases of similar
securities. Motives for the rise of the latter are less easily
assigned. The period up to 1925, characterized as it was by
widespread monetary instability, caused European and other
foreign funds to migrate to the United States because of the
stable conditions which prevailed here, and this movement
probably continued to z lesser extent until monetary stability
was more generally assured. To a certain degree therefore,
this flow of funds represented a flight of capital. Since
America was the chief market offering a large measure of
security combined with investment advantapes, American
stocks and bonds were purchased on a large scale with these
foreign funds. Many of the securities were dispatched
abroad, while others remained on deposit with banks and
brokers.

1 Williams, ap. cit., p. I5L
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Although such influences were especially important dur-
ing the period of general monetary instability, other factors
have tended to supplant them in more recent years. For
example, foreign confidence in American investments inevit-
ably widened with the increasing evidence of expanding in-
dustrial activity in the United States. Coupled with such
signs was an upward trend in the financial market, with low
money rates persisting and security values regularly rising.
It was only natural that foreign capital, especially of Cana-
dians and Europeans, should seek to participate in current
financial opportunities under the circumstances obtaining.!
It was also to be expected that more and more American
securities bought by foreigners should have been left on de-
posit or “in custody” with banks and brokers to be readily
realizable as occasion should demand. In fact, only foreign
insurance companies, investment trusts or individual invest
ors buying for more or less permanent holding were prob-
ably inclined actually to withdraw securities,? and even their
withdrawals were not entirely permanent, as the large retarn
of American securities attests.

That the volume of international transfers of American
securities should have reached such amazing figures in the
fast few years is not altogether unexpected. The number of
foreigners whose financial interest was aroused by oppor-
tunities in the American market would naturally be expected
to be large in view of the conditions which had developed
and the lagging activity on security exchanges abroad. A

t Relatively litele of this foreign investing, it was said in 1927, was in the more
speculative issues, Trade Informatior Bulletin, No, 552, p. 25. The Department of
Commerce reported in 1927 that there was evidence that British and Duteh in-
vestors were reverting to their pre.war practice of investing in American securities,
ibid., p. 24, The increase in British investments here from about $500 milliens at
the end of the war to about $1.4 billions at the end of 1927 is proof of increased
British interest, iid., pp. 22-5. It & also true that Canadians have been expand-
ing their American holdings, Canadian Provinces are perhaps a5 closely connected
to Wall Street, by ticker service and brokerage agencies, as some of the States. See
Ray O. Hall, “Canada as an Exporter of Capital,” Commerce Reperts, July 30, 1928,

. 253; and also “Canada as a Capital Exporting Nation,” ¥zl Sireet Fournal,
an. 10, 1929, p, 15. Other forcign investors included the French, the Swiss and P
the Swedish, according to Trade Information Builetin, No, 552, pp. 44-5.

* “When « foreigner buys Amenican stocks or bonds, he is Likely o leave tham on
deposit with his American banker or broker, as he ¢an thus reslize on them more
?mqkly #s need and occasion arises, bat this practice is not guite universal. A
foreign insurance company, investment trust, or individual long-term investor is
likely to have securities shipped abroad where they may remain for many years"g
Trade Information Bulletins, No. 503, p. 41, and No, 552, p. 43,
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widespread foreign interest coupled with the existence of the
essential mechanism for purchase and sale are adequate
reasons for the tremendous exchange which occurred.!
American stocks and bonds were regularly bought and sold
on all the leading stock markets abroad.?

T?e Nature of the International Exchange of Outstanding For-
eign Securities

The international exchange of outstanding foreign securi-
ties possessed equally varied aspects. The large inflow to
the United States in 1920, 1921 and 1922 was mainly specula-
tive. It represented purchases of foreign currency stocks
and bonds, principally from Europe, particularly Germany,
France, Italy and Belgium, and to a lesser extent Great
Britain because the discount on sterling was relatively not as
great.? Low prices on many such securities because of de-
pressed business conditions doubtless made them attractive
speculations. An exchange gamble was also involved. Buy-
ers of them anticipated a recovery of exchange rates to their
pre-war parities. With the excessive currency depreciation
in Central Europe, the successive political crises, and the -
serious financial problems confronting various European
governments, Americans finally became discouraged and
withdrew from this speculative activity, disposing of their
purchases as best they could either locally or abroad.

The reverse flow of outstanding securities which subse-
quently took place until 1926 was probably constituted
mainly of foreign securities issued in the United States and
payable in dollars.* These securities were exceedingly
popular during the period when the confidence of foreign
investors in their own national currencies was low.* When

1 A large portion of the movement was undoubtedly the resalt of arbitraging,
especially in the last few yeonrs. ’

1 Trade Information Buiietin, No. 303 and No. 552, p. 28.

¥ See Vanderlip and Williams, op. ¢it.,, p. 15, for an analysis of the American
purchases of foreign currency bonds and stocks in 1919, It likewise applies for the
years under discussion here,

4 The United States as a World Lender,” The Statist, Landon, Vol. CXI, Feh.
18, 1928, p. 259,

¥ 1. 8. Department of Commerce, Bureau of Foreign 2nd Domestic Commerce,
““The Balance of International Payments of the United States in 1924," Trade In-
Formation Bulletin, No. 340, p. 21,
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their confidence revived, some of their own currency securi-
ties which had remained in this market were rebought, but
the volume so repurchased could not have been large.

The movement of foreign securities in both directions in
1926 and 1927, though mainly outward, plainly reflected
increasing confidence both of foreigners and Americans in
conditions abroad.! Many securities were repatriated in
these years by Canadians and Europeans? Moreover, the
British, the Dutch, the French, the Swedish, the Germans
and the Swiss were buying each other’s securities on the
American market as well as their own and probably those of
other areas also.! Americans, encouraged by the brighter
foreign outlook were purchasing particularly stock shares of
foreign industrials.* Similar purchases by more far-sighted
buyers had also constituted part of the American imports of
existing foreign securities before these years and probably
a large share of the comparatively small volume of such
imports from 1923 to 1925.

In 1928, the direction of the flow of outstanding foreign
securities was reversed. Although foreigners continued to
buy back their own or other foreign securities in record
volume,* American purchases abroad aggregated $568 mil-
lions, or an excess over exports of $126 millions, Press
reports from all foreign financial markets have indicated that
the largest share of American buying was in foreign corporate
securities.’ New listings upon the New York Stock Exchange
and the New York Curb Exchange of *“American Shares”
and “American Deposit Certificates’ issued against securi-

1 A. Emil Davies, in his book on “Investments Abroad,” New York, 1928, pp.
46-8, stresses the face that Americans demanded higher interest rates on foreign
securitics than were required elsewhere. Consequently, Europeans could get higher
yields by purchasing their securities in Americen markets.

% See Ray ©. Hall, “ Canada as an Exporter of Capital,” op. ¢it. p. 253.

3 Trade Information Balictin, No. 552, pp. 44-5. Arbitraging in securities and
foreign purchases because of higher yields were doubtess important aspects of the
movement, especially since a closer interrelationship of international security
markets was apparent after 1926, .

4 Idem.

* This foreign buying was of the same character as in 1926 and 1927. Canadian
and European buying was probably the greatest, but it was also rted that the
abundance of bank funds in Japan led o a great deal of bruyingbof apanese dollar
bonds in the United States, according to information furnished by Ray O. Hall,

¢ See the foreign financial market reports of the New York Times, 1928,
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ties of foreign corporations,! and the activity of Jarge houses
in recommending foreign corporate securities because of
higher yields and alleged prospects, evidenced American
investing interest. In addition, large American corpora-
tions and investment trusts employed their extensive re-
seurces in the acquisitien of foreign corporate securities, a
movement especially notable in the automotive, electrical
and public utility industries, and leading certain large British
companies to take formal action restricting foreign holdings
of issued shares.? So significant had this development become
that a distinguished English financial journal, the Economist,
was moved late in the year to remark: “It appears very
forcibly that hitherto ‘free’ international markets in certain
industries are passing into unified control dominated by
American capital.”?

The Trend of Direct Imvestments

Recent financial dealings with foreign countries have
experienced further expansion because of the growth of direct
investments, made through the establishment of foreign
branches by banks and industrial concerns, or other direct
participation in foreign enterprises, petroleum projects,
mines, forests, and plantations, ownership in which was
secured through the acquisition of securities not publicly
dealt in on security exchanges. Before the war, it will be
remembered, the major portion of American foreign invest-
ments were declared to have been made directly. During
the war period they greatly increased and in the post-war
period their extension has been notable.

Included in the estimated creditor position of the United
States at the end of 1919, presented in the last chapter, is a
figure of $3.5 billions for direct investment. Possibly it was
too low. The outward movement in 1920 was probably

1 While only five new listings of American shares or certificates issucd against
foreign shares were placed on the New York Stock Exchangs, a larger number were
listed on the New York Curb. See “New Listings on the New York Stock Exchange
for the Year 1928," Commercial and Financial Chronicle, Vol. 128, Feb. 2, 1529,
p- 615, and the Fournal of Commerce and Commerciel, Feb. 2, 1925, pp. 1 and 6.

b Iml&e.riai Airways {British), General Electric Company and Marconi Interna-
tional Marine Communications, Ltd., “ American Penctration of British Indmmr,i
The Economist, Londen, Vol. CVII, Dec, 15, 1928, p. 1105,

* Idem.
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around $300 millions and in 1921 $200 millions, as nearly as
can be judged, but these figures are extremely liberal. Ac-
cording to the latest figures, they were conservatively from
1922 to 1928 inclusive, in millions, $116, $47, $113, 3219,
$240, $258 and $378.

American direct investments in 1920 and 1921 were to
some extent 2 manifestation of the same speculative state of
mind which led to the American purchases of foreign securil-
ties which accompanied foreign currency depreciation. In
all probability they centered more largely in Canada, and
Latin American countries, however, than in Europe! Sub-
sequently, investments were of a more conservative char-
acter, and were largely for development or exploitation.
American business men and corporations in recent years
have taken a wider interest in foreign markets, owing to
domestic competitive conditions. Hence, with the appear-
ance of greater currency stability, direct investment in
foreign properties expanded rapidly not only in the natural
resources of undeveloped foreign areas, but in foreign com-
mercial branches and assembly or manufacturing plants for
American designed poods.? Virtually every area experienced
some such direct American investment, but western Euro-
pean countries and Canada undoubtedly the most.

Before 1914, foreign direct investments in American prop-
perties were very large, but they were largely diminished
during the war period. For several years after the resum
tion of peace, they were undoubtedly small. For 1922 and
1923, the Department of Commerce has estimated them at
$10 millions, in 1924, $20 millions, and from 1925 to 1927,
around $30 millions.* Direct foreign investments of for-
eigners in 1928, however, were estimated at more than
double the latter figure or $70 millions. Some of these in-
vestments were by Canadians, about $10 millions,* but the
largest share was by Europeans, centering particularly in

2 Williams, “The Balance of International Payments of the United States for
the Year 1920,” op. cit.; p. 150, ’ . ’

£ High tariff barri iling in the post-war periods have b
de wir.ﬁ the sdmuia:i?ﬁpgvs:g; glirect im}::tments. They h:eve i:mtndﬁ'ecftg
by transportation costs and problems.

® According to the most receat balance of payments revisions.

€ “Canada a Capital Exporting Nation,” Fall Street Journal, Jan. 10,1929, p. 15,
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the American rayon industry.! In every year, additions
have been made in Table 9 to the figures just given for the
resale of direct American investments to foreigners, repre-
senting chiefly the liquidation of property assets of indi-
vidual Americans and the retirement from the foreign field
of smaller concerns.?

The Flow of Service Charges on Private Foreign Loans and
Investments

How important foreign investments were becoming to
American investors as a group is well shown by the trend of
interest payments received from abroad. In 1920, interest
and dividend receipts by American investors were estimated
at $420 millions, a sum $320 millions in excess of the out-
ward interest payments to foreign investors on their Ameri-
can securities. By 1927, American investors were reaping
a reward from their foreign investments to the extent of $743
millions and in 1928, $817 millions, or almost double the
amount received in 1920. Moreover, interest receipts had
grown from 4.1%, of the entire incoming international pay-
ments to the United States in 1920 to 8.39, of the total in
1928,

On the other hand, foreign investors were receiving pay-
ments of $203 millions in 1927 and $252 millions in 1928, or a
figure more than double that of 1920. Of the total outward
international payments of the country, however, they con-
stituted but 3.4%, in 1928 as against 1.2%, in 1920. Deduct-
ing outward payments from inward receipts for 1928, it is
seen that the net interest or dividend return to the United
States as a unit from its wide-spread foreign investments was
almost twice as much as in 1920.

A considerable expansion of redemption and sinking fund
receipts from foreigners was to be expected with the enlarg-
ing field of foreign investment, but not the exact movement
which occurred. The years 1920 and 1921 saw sizable
imports of foreign funds in order to meet maturing loans
issued in the early part of the war period for only a few years.

3*«;53 in 1926 and 1927, Tradr Injormation Bullerin, Now 503, p. 41, and No, 552,
P. £i.

* Especinlly in 1926 and 1927, idem.
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A contraction followed, but in 1925 and after, the immigra-
tion of funds on this account again expanded, not yet to
equal, however, the incoming principal repayment tide of
1920. Exported funds for redemption or sinking fund pur-
poses were not comparable to those imported in any year,
although they were more consistent in their entire move-
ment. In other words, the net balance of principal repay-
ment funds was regularly inward in its direcdon, but by
varying amounts.

War Debt Payments in the Post-?¥ar Period

Under the stress of circumstances existing in Europe im-
mediately after the war, it was imperative that certain
European countries have a volume of emergency funds
placed at their disposal. Accordingly, in 1920 further
credits were granted by the United States Grain Corporation
and the American Relief Administration. In addition,
credits were extended under the authority of the war loan
acts of Congress for the purpose of enabling several European
governments to meet commitments made in the United
States in connection with the prosecution of the war! With-
drawals from these credits, and withdrawals from remaining
balances of previously established credits, account for the
direct government advances of the United States Treasury
in 1920 and 1921. Finally, substantial credits were ad-
vanced by the War Finance Corporation to finance exports
in 1920, 1921 and 1922 which were not entirely liquidated
until 19243 ‘

Offsetting these cutward payments were interest and
principal receipts of the Treasury from foreign government
debtors, constituting after 1924 the entire flow of govern-
ment debt payments. Prior to 1924 war debt payments
proper were irregular, coming principally from Great Britain,
France, Belgium and Cuba, while from that year on they
acquired a consistent growth. Refunding arrangements were
being consummated with the principal debtor governments
in the later years, resuiting in the scheduling of payments
and an increase of receipts from them.?

% See Appendix A of this volume. S Idem.

* These funding agreements are discussed in Chapter VII] of this volume.
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The gradual growth of the payments afrer 1922 is signifi-
cant because of the amount of discussion they have evoked.
In 1924, they were only 12.5%, of the entire volume of inflow-
ing payments on long-term capital account and only 2.5%
of the total incoming payments on all international accounts.
Four years later, in 1928, they were but 5.9% of the former
and 2.0%, of the latter. In short, relative to the entire flow
of funds on long-term capital account, the importance of the
debt payments by foreign governments on their obligations
to the United States Treasury was declining markedly; and
this was also true in relation to the entire incoming payments
from abroad, although to a much smaller degree.

Tue CorLecTive Micration oF ArL Lone-Term CarrraL
PayMENTS

It is 2 common assumption that the recent period has
witnessed a substantial export of American capital funds in
each year. The evidence pointed to, moreover, is the in-
creasing total of the indebtedness of foreigners to the country
at large and the regular prevalence of an export balance of
merchandise. While it is quite true that this indebtedness
has been mounting enormously, to the extent of about one
billion annually in the last few years,! it does not follow that
the nation as a unit has been actually exporting a balance of
capital funds to that amount. Nor does it follow that the
merchandise export balance has been altogether due to a net
export of investment capital funds. A consideration of the
collective migration of all funds on long-term capital account
will assist in throwing some light upon the problem, but it
also requires an understanding of the international move-
ment of short-term capital which will subsequently be taken
up, and of ‘the entire balance of international payments,
which will be treated in the following chapter. Conclusions
reached at this point, consequently, will be subject to modifi-
cation when that is done.

The Net Flow of Payments on Long-Term Capital Account

The details of the net flow of all funds on long-term capital
account are given in Table 13, which summarizes thoroughly
t Trade Information Bulletin, No. 552,
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(Source: U. 8. Deparement of Commerce and other sources for 1920 and 19213 Arranged by the National Industrial Conference Board)
{In millions of dollars)
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Long-Term | Long-Term | Long-Term { Government Principal Re- | Interest Pay. ll’:it:s.:l’lgg- Total Net Flow ﬁl ll::g foon
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chase New For. (chase Outsrand.| Diveot Inveat. | o580 Bave l;‘:’:;‘gﬂ;: vate ln- | vate Invest- Aovernment, Cupital Service fapinl
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107 +1,183 432 +178 o 4929 - 234 -~ 540) ~206 —980 -51
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1See Table 9.
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the material of the preceding discussion. Several features
should be noted. Net exports for the purchase of new long-
term foreign securities have a marked upward trend for the
nine years despite the contraction in 1923, Regarding the
net movement of capital funds for the acquisition of out-
standing securities, there was a notable shrinkage in the net
export migration after 1920, and following 1922 to 1928 the
main stream was inward, though by varying balances. The
net of long-term direct investments was outward in every
year, although in 1922 and 1924 it was small and in 1923
negligible.

Combining these net investment capital movements, in-
cluding in 1920 and 1921 the United States Government
advances to foreign povernments and the United States war
Finance Corporation credits, it is seen that in every year

t 1923 there was an encrmous net outflow, largest in
1920, and 1928 and in other years averaging almost 3600
millions. Granting that any estimates of the export of in-
vestment capital funds are subject to a wide margin of error,
the trend of these particular figures is informative and tends
to confirm assertions of a “real” export of American long-
term capital funds. But there was in each year a material
inflow of funds on capital account from abroad, also shown
in Table 13, for the purpose of meeting interest, dividend
and principal repayments to America because of both private
investments and government loans. The combined im-
migration of such funds, in fact, after a contraction from
1920, rose steadily to $900 millions in 1927 and to $1,066
miﬂions in 1928. Thus, only from 1920 to 1922 and in 1524,
when this combined inward stream was less than the out-
ward flow was there an actual net export of all payments
on long-term capital account. In 1923, on the other hand,
there was a large net importation, while from 1925 on there
were nominal net imports.

An Evaluation of the Entire Movement of Payments on Long-
Term Capital Account
Approached in this fashion, it is patent that many of the
assertions regarding the real net volume of American exports
of payments on capital account in the post-war period have
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been extravagant. Save in a few years, and principally from
1920 to 1922, America as an economic unit has not been
exporting funds on long-term capital account extensively.
Rather, she has been accumulating holdings of claims on
foreign wealth largely by reinvesting interest, dividends and
principal repayment sums due each year, and in five years
these sums really exceeded the net outflow of long-term funds
for investment. Stated in another way, the United States
in the last seven years has not been taking the large sums
due her because of previous loans and investments, but has
in general tended to replace these funds abroad, accepting
in preference foreign securities.

This does not imply that the foreign securities purchased
by Americans were bought with the identical funds fur-
nished by the interest and capital repayment receipts from
foreigners, Such was by no means the case. All interna-
tional transactions involve a contribution to, or a with-
drawal from, a general fund of purchasing power which exists
on the foreign exchange market because of them. The
identity of specific parts of the fund and their definite rela-
tionship to each other would be obviously impossible to
determine. Nor is it intended to suggest that American
holders of foreign securities, including the United States
Treasury, were not actually receiving their interest, dividend
or return of principal payments, but were merely reinvesting
their claims to such payments as they became available.
Such a suggestion would be thoroughly false. They indi-
vidually received the payments due and spent them as they
pleased, some going directly for commodities and some being
reinvested perhaps in new securities. The aggregate income
of the national community and consequently its capacity
for capital formation and foreign security purchases was in-
creased by just that much, however. _

It is wholly correct, therefore, from the standpoint of the
country as a unit to say that incoming funds for such pur-
poses have more than cancelled net outgoing funds for the
purchase of securities in recent years, and to conclude that it
has not been sending abroad greater and greater quantities
of its supply of new capital funds but has merely been utiliz-
ing cumulatively in new foreign investment net receipts
resulting from the creditor position previously acquired.
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Tae TREND oF SHorT-TERM Carrrar MicraTIONS

Thus far the year-to-year significance of short-term capital
and credit has been ignored. Figures regarding their exact
movement are difficult to procure in any satisfactory form,
and precise measurement of the flow of funds connected with
them is not practical. Nevertheless, it is possible to obtain
an idea of the trend in broad terms from a careful scrutiny
of the factors involved, even though not all of them may be
clearly identified.

The Nature of Short-Term Capital and Credit Movements

A few examples will serve to indicate the complexities.
From the point of view of a balance of international pay-
ments the extension of open-book credit by an American
exporter to a foreign importer for thirty or more days con-
stitutes in effect an export of short-term capital by the ex-
porter. Thatis to say, he has tied up so much of his working
capital for that long although he has not transferred funds
out of the country through the exchange market! If the
foreign importer does not buy on credit but pays with a
banker’s acceptance, drawn, for example, on an American
bank, and the American exporter discounts the acceptance
at his bank, there is likewise an export of short-term capital
furnished by the bank ot institution which may eventually
buy it, even a Federal Reserve bank. So also for acceptances
to finance American goods in foreign transit or storage drawn
by an American exporter, accepted by an American bank and
discounted in the American market. Again, acceptances to
finance American imports, accepted by American banks and
discounted in the United States, result in an export of short.
-term capital because the foreign exporter remains liable to
the American bank until the acceptance obligation is finally
paid by the American importer. Similarly, acceptances to
finance American imports accepted by foreign banks but dis-
counted in the United States result in an export of short-
term capital because the foreign bank remains liable for the
ultimate payment of the acceptance until the American im-

3 In other words, he has in effect imported an I O, U, security in exchange for
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porter finally paysit. There is at the same time in this case,
however, an offsetting inflow of short-termn capital since the
American importer remains liable to the foreign bank.
Exports of short-term capital may also be said to occur
when bank deposits are accumulated or acquired by Ameri-
can individuals, industrial and commercial corporations and
banks abroad. In cases where such deposits are created by
loans of foreign banks, there is, technically speaking, both an
export and equivalent import of short-term capital. Out-
ward payments on short-term interest and commission ac-
count constitute an export of funds properly included under
the short-term capital category, broadly defined. Finally,
movements of United States and foreign currencies may be
regarded as migrations of short-term capital, currency im-
ports corresponding to non-interest-bearing short-term notes,
thereby necessitating anexport of funds in payment for them,
Similar examples of short-term capital exports might be
further enumerated. Imports would be merely of an opposite
character. Manifestly, the volume of internatonal short-
term credits and the consequent movement of funds from
day today are always subject to variation because of seasonal
and cychcal fluctuations of business activity in different
countries. Important as the flows of short-term capital and
the related movement of funds because of them are in inter-
national finance, they remain to a large extent unmeasur-
able. Only a limited number of facts are available to suggest
the net direction of payments from year to year, necessitating
the assumption that the outlines of the permanently floating
mass can in this way be traced. The absolute amounts flow-
ing each way undoubtedly mount up to enormous figures.
The few facts which are available in the balance of pay-
ments estimates may be consulted in Appendix A. The
items which should be noted are: United States currency,
imported and exported, short«term interest payments and
receipts, indicated figures of net short-term capital and net
unaccounted-for credits and debits. While the inclusion of
the net unaccounted-for figures may be questioned, there are
large errors involved in estimates of short-term capital move-
ments as well as in those for long-term capital. The net
unaccounted-for items, therefore, may be regarded as the
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“catch all” for these errors and also for errors and omissions
in the other estimated items.

Indicated Shori-Term Capital Migrations

Beginning in the middle of 1922, efforts were made by the
Department of Commerce to obtain formal estimates of the
year to year net flow of short-term capital because of varia-
tions in the open-book credits extended by exporters and
utilized by importers, and movements of international bank
balances. Previous estimates had been made in 1921 by
Professor J. H. Williams to accomplish the same end, but
Department of Commerce figures in 1922 indicate the incom-
pleteness of the former’s survey. Adjustments in available
figures, however, suggest that there was a net short-term
capital outflow amounting to $985 millions in 1920 and 8435
millions in 1921 as against a net inflow of $375 millions
determined by the Department of Commerce in 1922,

From 1923 to 1927 the Department of Commerce made
no further surveys of open-book credits,? but included only
changes in banking balances, with the conclusion that there
was a minor net inflow of $3 millions in 1923, a larger one of
$216 millions in 1924, a net outflow of $61 millions in 1925,
and a net inflow again in 1926 of $359 millions. In 1927itwas
concluded that there was no net change, while in 1928 a net
outward movement of $170 millions was estimated. The
1928 figure was based upon revised banking returns for the
end of 1927, which show much larger foreign balances and
funds in the United States than were shown at the end of
1926.

" Obviously, either the 1928 returns are in error (and the
probability is that the error is not large) or prior estimates

I Professor Williams' figures for 1920 have been revised upward on the basis of
the propertion his figures for 1921 representest of the Department of Commerce
figures for the same date which were compiled one year later, and the changes in the

. international short.term accounts from the June 25, 1919, B by the Federal
Reserve Board (see Table 8 of this volume). ‘The 1921 figure is based upon the status
of short-term accounts for 1920 30 estimated com with the Department of

Commerce figure for 1921, See footnote 29, Appendix A of this volume.

*In recent balance of payments estimates allowance for changes in open-book
credits has been mude by an sdjustment *for differences in year-end lags.” These
estimates indicate an outward movement of $13 millions in 1922, $48 millions in
1923, $17 milliona in 1924, $20 millions in 1926 and $55 millions in 1928, and an
inward movement of $35 millions in 1925 and $19 millions in 1928,
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were seriously defective. The latter was doubtless the case.
A small net inward flow of such short-term funds may have
occurred in 1927, the inflow in 1926 may have been much
larger, there may have been no outflow in 1925, and finally,
short-term capital imports in 1922, 1923 and 1924 may have
been larger, or the estimates of the outflow in 1920 and 1921
are too large! More than likely, 2 camulative error has oc-
curred. In any case, at the end of 1928, foreigners had de-
posits, bank loans to Americans and other funds in the
American market aggregating $2,758 millions, against Ameri-
can deposits abroad, bank loans to foreigners and funds in
foreign markets totalling $828 millions.

Skort-Term Capital Movements Evidenced by Bankers Ac-
ceplances

In 1928, for the first time, the Department of Commerce
estimated the net change in bankers’ acceptance credit out-
standing, a matter which is rife with complexities. For-
eigners, for example, become liable to American banks when
American banks accept bills drawn by them to finance Ameri-
can imports, goods in transit or storage, or dollar exchange.
Foreigners also become liable to American banks when the
latter accept bills for them drawn by Americans to finance
exports of goods in transit or storage or dollar exchange.
The opposite is true when acceptance credit is extended to
Americans by foreign banks., Finally, when acceptances
are drawn by Americans for any purpose, are accepted by
foreign banks but are discounted in the United States, both
a liability of foreigners to Americans and Americans to
foreigners is created to an equivalent sum.

According to the Department of Commerce figures for
short-term capital movements in 1928, there was a net
outward flow of acceptance credit amounting to $57 millions,
excluding acceptance credit drawn by Americans to finance
American exports and also acceptance credit drawn by
foreigners and executed by foreign banks to finance American
imports. When these items are included, however, $54
millions are added to the net export of acceptance credit.

t The 1920, 1921 and 1922 estimates are based upon mid-year figures, while

later estimates are based upon the status of international sccounts at year ends.
7
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TapLE 14: VorumEe oF BANKERS” ACCEPTANCES To FINANCE
INTERNATIONAL TRADE QUTSTANDING IN THE UNITED
STATES AT THE END oF Eacn YEar, 1920-1928, axp
THE INpICATED NET DirECTION OF THE Ac.
cepTtaNcE CrEDIT Frow

{Scarce: American Acceptsnce Council)t
{In millions of doliars)
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Acceptances | Acceptanges | Oveatanding | Accepeances | Tomt G520 Iaccrptancesto
Quteeanding | O ding | "o Finam cznding &ing to | Finance Inter-
ta Finance | 2o Finance Geods in o F Financ national Trade
Exports Importa Storage or | Doflar Ex- { foesmacipnat {Indicatiog Nex
Foreign change Trade Diircctisa of
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Crediz Flow
1520 . - . . 7508 a
1921 ‘e .s .. . 4508 -300
1922 .. . . . 4508 g
1923 ‘e “. . .. 488 +38
1924 308 292 .o 23 £20 +132
1925 297 311 17 19 &34 +24
1926 261 284 40 26 611 —33
1927 391 313 130 28 B62 +251
1928 497 316 243 39 1,095 4233

1“RBankers’ Acceptances,” 1928, pp. 27 and 29, and the Arceprance Bulietin,

/vai. I1, January 31, 1929, p, 18.
1 Figured conservatively at 75% of the total estimated volume of all acceptances

outstanding in the United States.

Estimating the net export during 1927 on the basis of the
1927 and 1928 figures of the Department of Commerce and
the year end figures of the American Acceptance Council for
acceptances to finance international trade, there was prob-
ably a net export of about $145 millions. Estimates for
earlier years might be made but they would have even less
basis in fact. Nevertheless, a crude idea of the direction of
the acceptance credit flow may be gathered from Table 14.
No significance can be attached to the actual figures, how-
ever. It should be remembered that some acceptance credit
must have been extended to Americans in each year by
foreigners, although the amount was probably not large and
may have been negligible until relatively stable monetary
conditions obtained abroad.

Short-Term Interest

Just as interest payments on long-term capital may be
combined withother long-term capital movements in order to
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judge the entire net movement of all capital payments, inter-
est payments on short-term capital may be similarly treated.
Naturally, the amount of funds so moving varies with the
volume of acceptance credit granted by this market and
with the status of the international banking accounts.
Owing to the incompleteness of past surveys of short-term
credit movements, a large error has necessarily appeared in
short-term interest payments. The direction and even the
volume of the net movement, nevertheless, may be ap-
proximately correct. It was slightly outward in 1920,
inward in 1921 and 1922 and outward thereafter to the suc-
cessive amounts in millions of $10, $7, 819, £21, $21 and $42.

Net Unaccounted for items

Before the estimation of America’s balance of payments
had acquired a semblance of precision, the “net unaccounted-
for” item was regarded not only as a “catch all” for errors
and omissions but as a fair index of the movement of short-
term capital funds. In view of the conspicuous accumula~
tion of error in estimated changes in short-term international
banking deposit and loan accounts, it would appear reason-
able to regard “net unaccounted-for” largely as representing
omissions of short-term capital. This is the assumption
employed, an assumption partially supported by the asser-
tion in the 1928 balance of payments study of the De-
partment of Commerce that approximately 60% of the net
unaccounted-for amounts are probably due to errors in
capital estimates. Accordingly, it may be concluded that in
1921 in particular there was a large inflow of unaccounted-
for short-term capital, an inflow coinciding with a contrac-
tion of acceptance credit to finance international trade, in
1922, 1925 and 1926 small inflows, and in 1927 and 1928
small outflows.

The Movement of Currency

Account should be taken finally of the movements of cur-
rency which are tantamount in character to opposite flows
of short-term capital funds for the purchase of non-interest
bearing notes. While this usage is arbitrary, it is useful
insofar as it helps to clear up the entire movement of capital.



84 INTERNATICNAL FINANCIAL POSITION

Available data on currency movements, however, are by no
means complete and cover only transfers of United States
currency. Foreign currencies also move in and out of the
United States but in indeterminate volume. Probably the
imports and exports ordinarily cancel out, although during
the early post-war years, characterized by currency dis-
organizations, there were probably import balances owing
to American speculation in the currencies of the more
important European countries in anticipation of a rise in
their values,' which, however, may have been offset to a large
extent by European purchases of American currency, an
assumption which may appropriately be applied to the years
1920 and 1921. ,

Before looking more directly at the movement of American
currency, it may be recalled that a large amount had been
exported to all countries, particularly European, during the

-war period. In 1920 a further sum of $103 millions was
exported to Cuba® The year 1921, whatever the exports,
saw a large return of American currency, mainly from
Europe, estimated at around $100 millions net.? The subse-
quent two years are said to have witnessed a net outward
fiow amounting to $40 millions and $50 millions respectively,
owing to the favor it was accorded in countries experiencing
depreciated currencies.* Although exports continued there-
after, imports exceeded exports in 1924 by an amount esti-
matedat $20millions and in1925 at $30millions, while in 1926,
1927 and 1928 currency movements are assumed to have
cancelled out or to have been relatively minor.®

1 From 1919 to the middle of 1922, Germany is 3aid to have sold 3.5 biflion marks
in carrency sbroad, chiefly in the United States, netting her perhape $100 millions.
See H. G. Moulton and C. E. McGuire, “Germaay’s Capacity to Pay,” New
York, 1923, pp. 80-9. Other currencies are known to have been bought in volume.

* Williams, " The Balance of International Payments of the United States for the
Year 1920,” op. cit,, p. 184.

Y Federai Resevve Bulletin, Veol. 7, Nov. 1921, p. 1263. .

€ In this connection, see the 1. 3 Department of Commerce balance of interna-
tional payments studies for 1923 and 1924, Trade Information Bulletins, No. 215,
P- 7, and No. 340, pp. 6-7.' .

% See also the U, S, Department of Commerce balance of internationa! payments
studies for 1925, 1926 and 1927, ibid., No. 399, pp. §-9; ibid., No. 503, pp. 434
and ibid,, No, 552, pp. 51-2. Available statiatics suggested a net importation of
Unitad States currency in 1925 of $62 millions, in 1926 of $41 millions, and in 1927

of 45 millions, but the Sgures were regarded as too uareliable to be entered without
mdéicuticn in 1925 and to be included at all in 1926 and 1927 bslance of payments
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The Net Flow of All Skort-Term Capital and Credit

When all the aspects of the short-term capital flow men-
tioned are collectively regarded, it is possible to get an ap-
proximate conception of its net direction, although no pre-
cise idea of the net volume or the year to year increase or
decrease in the actual movement of funds connected with it
can be obtained. Apparently, there was in 1920 a huge out-
ward stream of all short-term capital, but in 1921, it is
impossible to discern a very large outward current owing to
the probable liquidation of international acceptance credit
previously extended by the American market. It is also
difficult to discover a strongly marked net stream in 1923,
1925 and 1927, but in 1922, 1924 and 1926 it was mainly
inward, Although an increase in international acceptance
credit extended in 1924 by the United States may have offset
the inward flow of that year, the 1922 and 1926 inflows may
have been around $500 millions or more. In 1928, on the
other hand, a large net outflow may be definitely concluded.

A careful review of the various constituents of the short-
term capital migration reveals that the most important
factor making for an inflow after 1922 was additions to
foreign bank balances in the United States. Inflows on this
account were of course modified and in cases offset by other
factors, as the withdrawal of American bank balances from
foreign countries because of unsettled conditions, the move-
ment resulting from acceptance financing of international
trade, the short-term interest flow, the unaccounted-for capi-
tal low and finally, the movement in connection with cur-
rency imports and exports. Nevertheless, notable aspects
of the accumulation of foreign balances are extremely sig-
nificant,

A portion of them came to the United States for temporary
employment because of unstable monetary conditions and
represented & flight of capital from foreign money markets,
an influence of unquestioned importance in some instances as
late as 1927. But the accumulation of foreign bank deposits
was not entirely of this character. Some of it represented
foreign funds transferred to this market for the acquisition
of American properties, the purchase of securities, or for uses
in trade, temporarily unemployed. Others represented ac-
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cumulations from the proceeds of foreign borrowing, and still
others accumulations by foreigners for the purpose of meeting
dividend, interest, sinking fund and other redemption re-
quirements to American investors. Finally, the growth of
foreign bank deposits in the United States represented an
increase of current accounts of foreign central banks, 2 de-
velopment meriting special attention.

During the major period of world monetary instability,
foreign central banks instituted and widely pursued policies
of keeping deposit balances in the United States as the
strongest gold center. Stabilization programs necessitating
exchange market control or contemplating the eventual with-
drawal] of American gold were major reasons for these central
bank balances. They also resulted in part from a change in
central banking practices, namely, that of keeping excess
gold as earning assets in foreign countries,! or a portion of
the legal gold reserves, which has been commonly permitted
in post-war central banking law enactments by smaller coun-
tries and even such important ones as Belgium, Italy and
Germany.?

American balances of foreign central banks alone were said
to have amounted to around = billion dollars by the middle
of 1927, and are generally estimated at but slightdy below
that figure at the present time? To a certain extent they
were accumulated directly by borrowing of the foreign cen-
tral bank itself or by its government. To a larger extent
they were accumulated through the absorption of the pro-
ceeds of American loans floated by various borrowers of their
countries and offered to them in exchange for domestic cur-
rencies. They were also obtained from a return of capital
funds abroad when the success of stabilization programs be-
came fully evident and merely constituted the transfer of
balances held before by individual foreigners, financial insti-
tutions and corporations.

Tracing the movement of foreign bank deposits in the

1 League of Nations, *“Memorandum on Currency and Central Banks, 1913
1925, Genevn, 1926, pp. 64-5.

% See Appendix B of this volume.

* Federal Reserve Bulletin, Vol. 13, June, 1927, pp. 372-3, and J. M. Keynes,

“The British Balance of Trade, 1925-1927." The Econemis Journal, Losden, Vol.
/37, Dec., 1977, pp. S60-1.
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United States, it may be said that 1920 and 1921 witnessed
a sharp liquidation of them. Their subsequent increase at
first reflected largely a flight of capital from abroad. The
necessity for drastic action by central banks to control ex-
change markets and effect monetary stability was leading
them to accumulate American balances and part of the gold
shipments to the United States so prominent before 1924
was made to accomplish this end. From 1924 on, when
effective stabilization was becoming apparent, the transfer
home of the balance of individuals, financial institutions and
corporations added to central bank balances in the United
States. Notwithstanding, the balances of other than foreign
central banks remained important. The growth of America’s
creditor position necessarily involved larger liquid balances
of foreign debtors for dividend, interest, sinking fund and
bond redemption purposes. Moreover, the growth of new
foreign loans probably involved a larger and larger “hang-
over” of loan proceeds until utilized by borrowers. The ex-
istence of the highly speculative conditions in American mar-
kets also attracted foreign funds for participation, and many
of them were probably represented as bank deposits until
finally employed or until such time when American invest-
ments of foreigners were turned over.

The fact that foreign balances of Americans did not in-
crease concurrently with those of foreigners in the United
States is easily explained. Despite higher short-term money
rates in principal European markets until 1925, the monetary
outlook was too unsettled to attract American funds in vol-
ume even at the interest rates obtaining. Even after 1925,
American short-term funds abroad did not increase, owing
to the volume of speculative activity at home, while in 1928,
when American short-term interest rates began to converge
with principal foreign rates, there was every reason for funds
to remain at home. .

To sum up, forces making for the accumulation of foreign
balances in the United States were more potent throughout
the period than those making for the growth of American
balances abroad. As a consequence, in spite of the growing
lizbility of foreigners to Americans for banker’s acceptance
credit, notably in 1927 and 1928, the United States, while
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accumulating long-term foreign investments, was also be-
coming a debtor on short-term capital account.

Tue Net MicraTtioN oF ALL Funps on CaprTAL ACCOUNT
FroM 1920 To 1928

Definite estimates of the entire movement of funds on
capital account in and out of the United States cannot be
made, but generalization in the light of the foregoing analysis
can be offered as to the net direction of the flows from year
to year. These generalizations appear in Table 15. They
are based upon the figures arrived at earlier for net exports
and imports of funds on long-term capital account, and the
broad inferences upon the net flow of short-term capital.

Taking thé nine years from 1920 to 1928 together, the
trend may be described as follows: In 1920 there was ac-
tually a large net outflow of international payments on all
capital account, and a smaller outflow in 1921. The year
1922, however, witnessed a considerable net inflow which in
1923 was even larger. Although minor net outward streams
{or possibly inward) appeared in 1924 and 1925, the main
direction was again inward in 1926 only to be slightly re-
versed in 1927. Finally, in 1928, the entire net movement
was clearly outward.

When the entire movement of all international payments
on capital account is viewed, the only adequate basis for
judgment conceivable, the conclusions reached at an earlier
stage are further supported. The export of American capi-
tal funds for long-term investment was largely made possible
by an offsetting inflow due to American investments of for-
eigners and more largely to the ever increasing amount of
interest, dividends and principal repayment received in suc-
cessive years. Nevertheless, there was a net outflow of all
payments on long-term capital account in 1920, 1921, 1922
and 1924. It now appears that even in 1922 and 1924 when
important net outflows of payments on long-term capital ac-
count last occurred they were offset and in 1922 exceeded
by a net immigration of payments on short-term capital
account. In 1926, moreover, when long-term capital pay-
ments were generally inward, the net flow of short-term capi-
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TagLe 15: Tue ENTIRE NET MOVEMENT OF PAYMENTS ON

CarmiTAL AccouNT REFLECTED BY THE BALANCE OF
InTERNATIONAL PavyMENTS oF THE UNITED
StaTes, 1920-1928

(Sousce: U. S. Department of Commerce and the National Industrial Confereace

Direction snd
Directic Ni
Yeur | mouns of che New | Ditection of the T3t ion on the Eatire Net Movement
o Long Tormn xre-Term Capital of “Paymests™ on Capital Account
Epiiat Socmons Paymeas
192 | Outward to $851 | Outward to & very | Outward, the net volume being more
millions large amount than double the net outward flow
on lohg-term capital acconnt
1521 | Outward to $290 | A net cutward flow| The net flow was chiefly outward
mitlions
1922 | Outward to $102 ; Inward te a large | The net inflow on short-term capital
ilions sum account greatly exceeded the out-
flow on long-term capital account
1923 | inward to $753 | Approximately & ] A net inward current because of pay-
illions balance ments on long-term capital account
1924 | OQutward o $89 | Inward Outward payments on long-term
millions acocount were only slightly more
than inward payments on short.
term account, if they exceeded
them at all
1925 | Inward 1o 3105 | Probably outward | The combined net stream may have
millions been ecither slightly inward or out-
ward
1926 | Inward o $148 | Inward to & large | The entire net movement of capital
millions amount payments was predominantly into
the United States
1927 tInward to 351 | Approximately s | There could have been only a small
millions small outward! netoutward movement of all cupi-
movemsnt tal funds
1928 | Inward to $39 | Outward The entire net movement was ouat-
millions ward, probably to z fairly large

amount owing to the movemenat of
payments on short-term capital

account

tal payments augmented them greatly. Finally, in other
years, except in 1923, when long-term capital payments were
inward, they were offset by the outward movement of all
short-term capital payments, especially marked in 1928,
It would appear therefore that the export of American
capital funds for foreign investment purposes, concerning
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which so much has been said and some alarm expressed, has
by no means constituted an exhaustive drain upon the Ameri-
can capital market. On the contrary, investment capital
funds going abroad have been in many years more than re-
placed by other funds on capital account coming in. Sweep-
ing condemnation of American foreign investment on the
grounds of depriving domestic industry of its own needs,
consequently, is wholly irrelevant, an inference which is
further sustained by the evidence contained in Chapter V1.



CHAPTER V

AMERICA’S BALANCE OF INTERNATIONAL PAY-
MENTS AND INTERNATIONAL FINANCIAL
POSITION AS A WHOLE

of all capital payments in and out of the country was

analyzed in order to gain an adequate understanding of
them and to correct common notions regarding the actual
net flow. The next step will be to relate various capital
migrations to the movement of America’s merchandise and
service payments, and to connect them with the balance of
payments as a whole. It will then be feasible to appraise
the entire international financial position of the United
States as it has appeared in the last few years. The present
chapter, therefore, will be divided into two distinct but
related parts, which may be regarded essentially as a con-
tinuation of Chapter IV,

IN THE last chapter the nature of the recent movements

Aumerica’s BaLance oF INTERNATIONAL PavyMENTS
AS A WHoLE

In presenting the statistical records of America’s post-war
balance of international payments, the same general organ-
ization used in previous balance of payments tables has been
retained, although only a rough comparison with them is
permissible because the later tables are far more complete.
In Table 16 appears a summary of the major classes of trans-
actions, while the material upon which it is based is con-
tained in Appendix A. Table 17, presenting the percentage
distribution of the various classes of payments, and Table 18
giving their net balances, further summarize Appendix A
as well as simplify Table 16.

Taken altogether, the various balance of payments state-
ments for recent years are remarkably complete and the

9
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estimates upon which they have been compiled have been
carefully made. In only two years, 1920 and 1921, are many
of the estimates largely arbitrary, but in these years the

TasLe 16: Summary oF THE Major Crasses or ITeMs IN
THE EsriviaTep BavLancE or INTERNATIONAL Pay-
MENTS OF THE UNnrreD STaTES, 1920-1928

{Sources: U. 8. Department of Commerce from 1922 to 1928.f Provisional com-
pilation for 1920 and 1921 by the National Industrial Conference Board)?

(in millions of dollars}
Credits, Refiecting Payments int the Unired Seates
B U. 8. Gov Usfunded
Year Totsd He;ﬁw Gold ‘S:énn 0&:‘:‘ Ineerest m&nt: Service, gﬁ:
Exporis | Exports | | B L rme wnel 7 | commet
Credies for
1520 | 10,954 | 8,525 364 860 430 57 698

1921 | 6661 | 4,683 s1 425 | 509 | 131 543 | 319
1922] 6627 | 8021 1 s04 | 555 | 228 560 | 420
1923] 6,762 | 4368 | 34 80 | 524 | 301 572 3

192¢) 7,659 | 4834 | 108 | 1,04l | 635 | 194 611 216
1925{ 8317 | 5177 | 277 | 1,337 | 689 | 186 615 | 36
1926| 8842 | 5044 | 166 | 1585 | 740 | 195 705 | 407

1927 5160 | 5001 | 3834 | 1933 | 800 | 206 746 | ..
1928] 10648 | 5336 | 629 | 2857 ] 882 | 210 736 ..

Socarith U. 5. Gar- Uéf:;id
Tout |G| God |aadCther | Tuvrere | SN | Sorvicn | agd Mot
T | Do | Qe | Povmens | e | Do,
19201 10,954 1 5778 303 1,725 135 246 1,664 1,013
1921] 6661 | 2359 | &6 | 1,273 | 120 85 | 1193 | 43§
19221 6,627 | 3432 275 1,498 144 53 1,22% .
19231 6,782 | 4,162 328 836 180 . 1,217 38
1924 7659 | 3,952 324 1,846 192 . 1,285 &0
19251 8317 | 4,544 175 1,983 229 .. 1,325 61
19261 8,842 | 4,766 238 2,206 268 .- 1,364 .
19271 9160 | 4508 | 230 | 269t | 281 o1 taos &
1928] 105481 4297 | 357 | 3652 | 359 | 1517 | 286

and Investment Division, Burean of Foreign and Domestic
ment and classification zecording to Appendix A.
3 See Appendix A for sources.

! Based on information furnished by Ray O. Hall, Assistant Chisf, Finance
Commerce. Arrange-

more adequate figures for later periods served as a guide.
Nevertheless, discrepancies must be granted for every year.
It is not unlikely that more complete or accurate information
would alter somewhat the percentage distribution of the
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major classes of items in Table 17. A margin of error, there-
fore, should be assumed for each computation. Nor is it
improbable that the net balances in Table 18 are at fault,

TasLE 17: Tae Percentace DisTriBuTioN oF THE Major
Curasses oF ITEMs IN THE EsTiMaTED BALANCE OF
INTERNATIONAL PAYMENTS OF THE UNITED
States, 1920-1928

(Sources: U. S, Department of Commerce from 1922 to 1928} Provisional com-
pilation for 1920 2nd 1922 and computations by the National Indus-

trizl Conference Board®
Credits, Reflecting Payments out of the United Srares
1. 8. Gov] Shorr-Term
Morshan | Gota | aod Oubar| Interese | Boomiow | Secvies | and Met
Year Totl disa
) A 5
Ecparsr | Bxpors | e | " (e amd] T | couneed
Credita for
T ) T Zo % % %o %
19201 100.0 773 - 33 7.9 4.1 0.5 6.4 .
1921] 100.0 703 68 £.3 7.6 24 8.2 4.8
1922 1000 0.7 0.6 121 8.8 34 8.5 6.3
19231 1900 646 0.5 13.2 8.8 4.5 34 2
19241 100 £3.2 1.4 136 8.3 25 82 2.8
19251 1060 62.3 33 16.1 8.3 22 74 0.4
1926 1000 57.0 1.5 179 8.4 22 8.0 4.6
1927 1000 556 42 210 8.8 23 8.1 ..
1928 1000 50.1 59 26.8 83 20 6.9 .
Debits, Reflecting Payments out of the United States
lu 5. Go.'_ Shore-Term
: . Vo]
Totat dise lsdd and Ocher Plnmm Advanees h&m' ad Net
ayments BEC=
Impores | SRRSO | o Wealth ot ] T | counmed
% % % % % % % %
190 1000 | s27 | 36 | 153 | 12 | 22 | 152 | o3
1921 1600 429 16.5 19.1 1.8 1.3 17.9 6.5
19221 100.0 51.8 4.1 22.6 2.2 0.8 134 .
1923] 1000 615 4.9 12.3 2.7 .. 18.0 2.9
1924 1060 516 4.2 4.1 2.5 ‘e 16.8 0.8
1925} 1000 54,7 2.1 23.8 2.8 ‘s 159 0.7
1926 10040 539 23 230 30 .. 154 .
1927 | 0060 49.2 2.5 25.3 3.1 e 154 a5
1928 | 1000 42.2 34 34.3 - 3.4 .. 14,2 2.5
1 See Appendix A, ¥ Idem. 5 Less than ¢}y of one per cent.

although omissions and errors on both sides might cancel
out. Only an approximate consistency between the various
years can be assumed in employing the data collectively in
the subsequent analysis.
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TasLe 18: Nzt Barances or Major Crasses or ITEms 1§
THE Barance ofF INTERNATIONAL PAYMENTS OF THE
Unitep States, 1920-1928

(Credit balance+ and debit balance—; or net payments into the United States+
and net payments cut of the United States—)

(Sources: 17, §, Department of Commerce from 1922 t0 19281 Provisional compila-
tions for 1920 and 1921 by the Naticnal Industrial Confercace Board)®

{In millions of dollars)

Securittes | Ineerest | oo ad. | Service lShoﬂ-’l‘erm

Year Mﬁm— Gold 3 and Other | Paymentr | oy 00 o0 | Paymeots [Credits and
of

ql;;?khw Receip nDeI*’f K m:. Nﬂt}f};
1920 | 42,747 —29 | —885 | 4315 | ~189 | —966 | —1GI3

1821 41,824 | —645 —B848 | +-389% +46 —650 —116
1922 +3589 | 234 —654 | 4411 +173 —665 +420
1923 +206 | —295 +34 | 4414 | 4301 —645 —35
1924 4882 | —214 —805 | 4443 +i94 —654 +156
1925 +833 | 4102 | —546 | 4460 | 4136 —=710 —25

1926 +278 —72 —5621 +472 +155 —659 +407
1927 +583 | 4154 —757 +519 +206 —&57 —4&7
1928 +837 | 4272 —795 +523 +210 —781 —266
1 See Appendix Al 2 Idem.

Tue Avrerine CHARACTER oF AMERICA’s INTERNATIONAL
TRANSACTIONS

Before proceeding further, it is worth while to observe the
amazing complexity of America’s typical international trans-
actions. With the fall of prices and world-wide depression
which began in 1920, they naturally experienced a contrac-
tion in 1921 in terms of monetary values, especially those
concerned with merchandise. Nevertheless, an expansion
followed in subsequent years. The pardcular directions
which it took can be observed in the absolute figures of
Table 16 and Appendix A, but they are more clearly apparent
in the percentage distribution given in Table 17 and Chart 2,

While these shifts need not be pointed out in detail,
several features merit a special note. Most significant of all
the changes in both credit and debit items was the increasing
importance of purely financial dealings and the decreasing
importance of merchandise transactions. This trend, more-
over, became more conspicuous in later years and was more
notable for the credits than for the debits. Its development
distinctly obscured any relationship between movements of



CHART 2: THE PERCENTAGE DisTriBUTION OF THE MAjor CLASSES OF ITEMS IN THE EsTIMATED BALANCE
or INTERNATIONAL PAYMENTS oF THE UNITED STATES, 1920-1928
(Source: Table 17)
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merchandise and flotations of new securities which has been
so commonly believed as having obtained.

The varying percentage weight possessed by gold exports
and imports is accounted for by their very nature. Gold
imports were of unusual importance during the period of
world monetary instability, when the United States alone of
the larger countries maintained a gold standard. In 1925
and 1927, years in which notable recovery of foreign gold
standard conditions was occurring, exports formed a larger
percentage of the total, as they did also in 1928. Since the
total credits and debits were of such size, the absolute vol-
ume of these gold movements was not extraordinarily large.
They were of unusual character, however, owing to the break-
down of the gold standard system. Because of the con-
ventional position of gold as the basis of the country’s
monetary and credit system, they had far-reaching influences
upon America’s finance, trade and industry, much greater
than their percentage figures would indicate. Necessarily,
a more extended analysis of them is required than can be
given here. This is made in Chapter VL.

For the immediate purpose, gold exports and imports
may be considered together with merchandise, and the per-
centage distribution and net balances of the two modified
accordingly. A definite trend is thus revealed between the
international movements of visible and invisible or tangible
and intangible items, the former decreasing in percentage
significance and the latter increasing. Essentially, this is a
correct procedure, because gold flows occurring as a result
of the operation of the gold standard mechanism may be
regarded as a temporary expedient for enlarging exports ot
imports of goods when a lack of balance in a country’s in-
ternational payments requires prompt adjustment. It is
also justifiable when gold flows occur for commercial reasons
or at the direction of a central bank or a government. The
former correspond to shipments of goods and the latter take
place in anticipation of, or immediately because of, a con-
dition of unbalanced international payments.

Gold movements at the direction of central banks or
governments have been far the more important in post-war
years because of the disruption and slow recovery of the
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gold standard abroad. The United States was the only
country maintaining a free gold center throughout the entire
period. Gold embargoes existed in every other important
country until the final reestablishment of foreign monetary
standards based on gold; and even after, gold movements
were often directed. They took place, therefore, not as a
result of the activities of private international bankers, but
largely because of the imitiative taken by foreign central
banks and governments—imports into the United States
occurring in order to settle their American commitments or
to establish balances for the purpose of exchange market
control, and exports because gold was needed in connection
with stabilization programs or because dollar balances of
foreign central banks or governments were regarded as
unnecessarily large.

Invisible transactions reflected in the international ac-
counts include not only those of a purely financial character
but also those having to do with services imported and
exported. While purely financial payments expanded not-
ably in significance relative to all others, payments for ser-
vices were almost constant in their comparative importance,
There was, however, a very gradual downward trend appar-
ent for both imports and exports after 1922. Owing to the
fact that service transactions were such a regularly large
percentage of the debits, averaging over 16%, and because
they were a moderately large proportion of the credits, they
must have a prominent place in the subsequent discussion of
the connection between capital and other international pay-
ments.

The Balances of All Trade and Financial Dealings

The relationship between financial and other types of
international payments can be analyzed most satisfactorily
from the net balances of the major classes of accounts. These
appear in Table 18. They are further illuminated by Charts
3 and 4, presenting three groups of curves in each. The first
group on Chart 3 shows the movement of combined merchan-
dise and gold exports and imports; the second group includes
curves for service exports and imports; and the third com-
pares the net balances of merchandise and gold with that

2
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Caarr 3: Tue MovEMENT oF THE VISIBLE AND INVISIBLE

Trape orF THE Unrrep States, 1920-1928

(Scurces: Tables 16 and 18)
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Cuart 4: Tar MovEMENT oF ALL Trape axp CarrTAL Pav-

MENTs oF THE UNITED STaTES, 1920-1928
{Sources: Tables 16 and 18)
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for services. In the first group of Chart 4, merchandise, -
gold and service exports and imports are combined; the
second group includes curves for all debit and credit capital
items of the balance of payments tables; and the third group
is a comparison of the net balance of all trade and the net
balance of all capital items. Owing to the probability of
many cumulative errors in various estimates of balance of
payments, particularly for all financial and service items, the
movements of the various curves must be regarded only as
approximations.

In every year since the war the United States has exported
more merchandise than she has imported, and in 1928 this
favorable balance of trade amounted to over one billion
dollars. Of course, in many years, the net flow of gold
reduced the combined export balance, but in 1925, 1927 and
1928, it added to it. The persistent appearance of large#
export trade balances has been widely commented upon as a
notable sign of American prosperity. Furthermore, com-
mentators have often taken the opportunity to link them to
the large number of new foreign securities offered in Ameri.
can markets, to show thereby how the country has been
benefited by loans to foreigners.! America has been an
exporter of capital, it has been argued, and there is an ob-
vious connection between an export of capital and a favor-/
able balance of trade. A

The purpose here, as throughout this study, is to clarify
the character of such correlations, and not in any sense to
criticize them. If it were actually true that the United
States were exporting funds on new capital account exceed-
ing all other capital payments by as large an amount as the
flotations of new foreign issues would indicate, quite possibly
a direct relationship could be traced between the movement
of such funds out of the country and the favorable balance
of trade. Transfers of capital have to be made possible in
some manner in case loans are extended, and movements of
goods are most commonly accepted as the practical medium
of transmission.

1B. M. Anderson, “Two ‘New Eras” compared: 18961903 and 1921-1928,"
Chase Economic Bruiletin, Vol. TX, Feb. 11, 1929, p. 23; and Max Winkler, “The
Doliar Abroad,” Foreign Policy Association Information Service, Vol V, §upp§=-
ment No. 1, March, 1925, p. 2.
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It was concluded in the last chapter, however, that while
there was a net outflow of all funds on long-term capital
account in early post-war years, it was of dechining volume,
and that in 1923 and thereafter, excepting 1924, the move-
ment was inward. Moreover, even in 1924, when there was
a net outflow, a net inflow of short-term capital funds largely
offset it. In 1926 the net inward stream of payments on
short-term accounts augmented greatly the net immigration
of all funds on long-term account. Finally, in 1925, 1527
and 1928 the net flow of payments on short-term account
probably caused 2 net outward movement of all capital pay-
ments, especially notable in 1928. How can these facts be
reconciled with a constantly favorable balance of merchan-
dise trade? '

Reference to Charts 3 and 4 which summarize the material
of Table 18 provides an answer. It was simply because of
the enormous net balance of outward payments to foreigners
for services rendered to Americans. In other words, when
service items are included with merchandise and gold in a
composite balance of all visible trade of the country, as in
Chart 4, this balance has not always been “favorable,” but
in some years has actually been “adverse”; that is, more
merchandise, gold and services combined have been imported
than exported. This was actually true in 1922, 1923 and
1926, and in 1924, 1925 and 1927, the balance was only
slightly favorable, although in 1928, it was decidedly favor-
able.!

Thus, the question raised above is reversed. If the com-
bined trade balances of merchandise, gold and services after
1921 were in some years unfavorable to the United States,
how were they settled? They in turn were taken care of by
the fact that the net movement of all capital payments was
inward, a trend previously accounted for by foreign pur-
chases of securities in the United States; by the growing net
receipts of foreign payments on interest, dividend and capi-
tal repayment account; and by the expansion of the volume
of short-term foreign funds residing in America.

2 Excluding gold from the balance of all trade, there was a “favorable™ balance
of 31,781 millions in 192*3: $1,174 millions in 1921, $228 millions in 1924 and $56
millions in 1928, end an * unfavorable” balance of 376 miilions i 1922, $432 mil.
lions in 1924, $77 millions in 1925, 3381 millions in 1926 and $74 millions in 1927,
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Why the Balance of Service Payments Was Adverse to the
United States

~ The enormous excess of outward over inward payments
on service account is 2 phenomenon which merits closer at-
tention. How was the United States importing more ser-
vices than were being exported? Scrutiny of service receipts
and payments in the various balance of payments state-
ments, given in Table 19, suggests the ways.

TasLe 19: NEeT BarLances oFr Major CLassEs oF SErvICE
ITems 1N THe BALaNCE oF INTERNATIONAL PAYMENTS

oF THE UNITED STaTES;, 1920-1928
{Credit Balance+ and Debit Balance—; or Net Payments into the United
States+ and Net Payments out of the United States—)

{Sources: T S, Department of Commerce from 1522 to 19282 Provisional com-
pilations for 1920 and 1921 by the National Industrial Conference Board}*

{In milkions of dollars}
Teem 1920 | 1528 | 1922 ] 1923 | 1924 | 1925 [ 1906 | 1927 | 1928
Freight services. ........ +8| =27 ~79] ~ —&4) ~84) —95| —66] ~B4
Service togovernments. . . |—100| —40] —46] —66f —531 —61 —49) —29| —57
Motion picture royulties. .| +36] +39) 48] +37] 466 +71] +71] +71 +64

Insurance and &nancisl
SErVICeS. .. vicnniasnn +33] 434 49 429 458 464 +91 473 469
Tourist services. . ....... —280|—306]— 05| —280{ =373 —410] —406{ —444) — 325
Immigrant remittances
end charitable coneri-

butions. . ..cevavnrenn —555|—335]—330 —299 —2ﬁ21—285 - ]-255 —~241
Miscellaneous........... -2 =1 =2 =3 - =5 =7 —-N =7
Net service balance. | . .| —966) —630] —653] —645] 654/ —710 -:659 -657;—781

Net tourist and immi-

t remittance bal.

ENCE. . ... ... ..., .| ~035]—655]—635|— 579 —657| —695| —670|—699|—766
Net balance of all other
gerviceitems........ ~31 5] =200 —66] -+3] —15f 411 +42] —15
% See Appendix A. 2 [dewm,

By far the largest single contributing item to the aggre-
gate net balance was services purchased by American tourists
traveling abroad. In 1928, it was necessary for Americans to
remit a total of $782 millions for services rendered them in
their travels by foreigners, an amount almost twice as large
as their expenditure in 1920. The net balance underwent an
equally large increase. Such an enormous expansion of
payments to foreigners for tourist services cannot be re-
garded as abnormal. It is a logical development in view of
the manifest importance of foreign trade, the value of for-
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eign financial contacts, the tremendous expansion of interest
in foreign culture and civilization, the emphasis in the teach-
ing profession and educational fields on foreign travel, and
finally, the expansion of money incomes of Americans after
1921, accompanying a comparatively stable cost of living
price level.

The next important item in the huge adverse service
balance is seen to have been in immigrants’ remittances.
These were extraordinarily swelled in early post-war years
by remittances which had been deferred in the war period
and by the additional sums then sent abroad for relief.
Naturally, they have tended to decline with the passing of
extraordinary circumstances and the pursuit of an immigra-
tion restriction program by the United States.

The net balance of other service payments and receipts
becomes of minor significance when it is noted, in Table
19, that in every year they practcally offset each other,
with the exception of 1920, 1922 and 1923, when imports
exceeded exports by 331 millions, $20 millions, and $66
millions respectively, and in 1927, when exports exceeded
imports by $42 millions. The persisting net balance on ser-
vice account of around $650 millions or $700 millions there-
fore has been due to the large net volume of tourist and
immigrant remittances, the decline in the latter having been
offset by the expansion of the former.

AwEerica’s InNTERvATIONAL FinawciaL Position as a WHoOLE

Although the net flow of all international payments on
capital account has been variously outward or inward in
recent years, the international creditor position of the United
States has nevertheless been expanding as a result of the net
flow of investment funds. Taken as a unit, the country has
been largely reinvesting abroad income and capital repay-
ment from former investments. At the same time, the nation
has become a short-term debtor as a consequence of the flow
of shert-term funds and credits on short-term account.
Hence, an appropriate conclusion to this and the preceding
chapters is a summary outline of the contemporary financial
position of the United States, an outline which will answer



104 INTERNATIONAL FINANCIAL POSITION

a number of questions which must have arisen in the reader’s
mind from the foregoing analysis.

For example, just what is the probable aggregate of
American foreign investment holdings according to the latest
available figures? In the statement of the international
financial position of the United States given at the end of
Chapter 111, it was seen that the capital debts of forcigners
to Americans consisted in largest part of the obligations of
foreign governments to the United States Treasury. Nat-
urally, questions concerning their present status in the total
creditor position are important. Have they been completely
overshadowed by private American foreign investments?
Again, there is the question of American capital obligations
to foreign investors which must have increased in recent
years. When allowance is made for them, how has the
creditor position of the country altered? Finally, there is
the problem of the actual short-term debtor position of the

’Unitcd States. How much is really owed to foreigners on
short-term debtor account above that which foreigners in
turn owe the United States? What, then, is the actual net
creditor position of the country?

Changes in America’s international financial position have
been particularly notable in the last three years. The most
usmt'uf> picture that can be drawn, therefore, involves a com-
;)atrisoa between them. Accordingly, figures for the end of

926, 1927 and 1928 have been taken. Some of the data
bearing on the nation’s international short-term assets and
liabilities for the end of 1926, however, are unsatisfactory
and are necessarily omitted. Comparability between the
estimates of the short-term accounts obtains, consequently,
only for 1927 and 1928.

The Long.Term Creditor-Debdtor Position of the United States

At the end of 1925, the Department of Commerce reckoned
the accumulated holdings of foreign obligations and property
titles of private American citizens and corporations to be
about Sig,‘i@S millions.! According to revised balance of
pryments fgures, $808 millions were added in 1926, 3972
millions in 1927 and $1,339 millions in 1928, making totals

1 Yrade Informaerian Bulietin, No. 319, p. 15,
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of $11,213 millions, $12,185 millions and $13,524 millions.!
In the opinion of some observers, these estimates are too
small, but they are undoubtedly the most accurate that have
been made. A range of one billion dollars above and below
the total private investments at the end of each year should
probably be assumed.?

Almost equal to the foreign obligations owed American
interests were the nominal figures of the United States Treas-
ury for the debts of foreign governments for war, sale of
surplus war supplies and relief credits, amounting to $11,800
millions at the end of 1926, $11,872 millions at the end of
1927, and $11,853 millions at the end of 19282 The total
at the end of 1919 aggregated about ten billion dollars exclu-
sive of accrued and unpaid interest* and slightly over $200
millions more was advanced in 1920 Thus an addition of
almost $1.5 billions occurred as the result of accrued and un-
paid interest until the debts were funded and placed on pre-
determined payment schedules. There has been some increase
due to the exercise of options by certain debtors to pay only
part of the scheduled interest charges.

The funding process which began in 1923 under negotia-
tions conducted by the World War Foreign Debt Commis-
sion resulted by the end of 1926 in effective agreements with
thirteen of the principal debtors.* Since that time debts of
other governments, excepting that of Russia, which has not
been officially recognized, and that of Armenia, where no
independent government exists, have been technically cov-
ered by funding arrangements.” Under these funding agree-
ments, interest was arranged at varying average rates, e. g.,
4% for Italy, 1%, for Jugoslavia, 1.6%, for France, 1.8% for
Belgium, and 3.3, for others, with the exception of Austria
and Greece where no separate interest schedule was speci-

*Informadon supplied by Ray O. Hall, Assistant Chief, Finance and Invest-
ment Division, Bureau of Foreign and Domestic Commerce, U. S. Department of
metce,

* Trade Information Bulletin, No. 5352, p. 20.

¥ United States Treasury, “Annual Report,” 1925, p. 576; idid., 1927, p. 628;
and ibid., 1928, p. 560. porh " T B 378 sk, B B 055

¢ United Statcs Treasury, “Annual Report,™ 1920, pp. 657 apd 330-7.
¥ See Appendix A of this volume.

* The agreement with France remains unratified, however.

* These funding agreements are fully discussed in Chapter VIILL
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fied! Obviously, these rates represent a considerable scaling
down from the original rate of 5% nominally agreed upon in
1918 and subsequently applied to cash advances under the
Liberty Bond Acts as well as to war supplies and relief
credits.? From another point of view, they signify a can-
cellation of a portion of the principal. That is to say, a
capitalization of the scheduled payments at a 5% interest
rate would yield a principal much less than that nominally
carried in the published Treasury accounts.

Assuming that 5%, is the rate which would roughly ap-
proach the average at which the various debtor governments
could borrow from private American investors—by no means
a far-fetched hypothesis—it becomes clear that the creditor
value of the debts of foreign governments to the United
States should be the total of the present worth of all pay-
ments scheduled under funding agreements reckoned on a
5% interest basis. As for the unfunded debts, that of Ar-
menia must be arbitrarily written off, because no Armenian
government exists, but the debt of Russia may have some
value since the conclusion of a funding agreement at some

, future date is not inconceivable. For reasons which are
explained in Chapter VIII, it is included at two-thirds its
nominal amount.

By these adjustments figures are obtained for more nearly
correct values of foreign government obligations to the
United States Government arising from war and relief loans.
Their aggregate worth at the end of 1926 was $6,511 millions;
at the end of 1927, $6,614 millions and at the end of 1928,
$6,737 millions.* Additions to these successive amounts of
$316 millions, $311 millions, and $303 millions must be made
for the present worth of payments due from the German

I See Table 38 of this volume.

¥ Excepting credits by the United States Grain Corporation which were on the
basis of 6%. Accrued interest charges, for funding purposes, however, were recom-
Elaed up to December 13, 1922 at 4.25% basis and a 3% basis thereafter. See

. G, Moulton and Leo Pasvolsky, “World War Debt Setdlements,” 1

p, 92-3. See, glso, World War Foreign Debt Commission, “Combined
ieports,” 1922-1926, pp. 322-1.

' Di ted upon an I paynient basis. The present worth, as caiculated for
these successive years, rises slightly each year because of the character of the pay-
ment schedules, rising as they do in the later years. They also increase becauss the
allowance for the debr of Russia increases with each year from accrued interest.
Adjustments for the taking of options likewise have had a very minor influsnce.
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Government for the settlement of army of occupation costs
and American claims.}

Apainst the international assets of the nation must be set
the various liabilities. Private investments of foreigners in
the United States were estimated by the Department of
Commerce at $3.7 billions at the end of 1927, or an increase of
$158 millions over 19262 A further increase of $481 millions
occurred in 1928* To the sums thus obtained should be
added a figure for the Liability of the United States Govern-
ment to citizens of Germany and other Central Powers for
property in the keeping of the Alien Property Custodian and
also for German claims for the use and disposition during the
war of ships, radio stations and patents. These are reckoned
at $200 millions for each year.*

Bringing together all these aspects of America’s interna-
tional long-term capital assets and Labilities, the compara-
tive balance sheet presented in Table 20 is obtained. Natur-
ally, with such a wide margin of error holding for figures on
private investments, prudence must be exercised in interpre-

1 Computed as in Table 35 of this volume, with adjustments for 1926 and 1927,
Figures for American claims againat Austris and Hungary determined by the Tri-
partite Claims Commission are not yet available,

t Informsztion from Ray O. Hall, Assistant Chiel,” Finance and Investrnent
Division, Bureas of Foreign and Domestic Commerce, U. S, Department of Com-
merce.

* Idem,

The Alien Property Custodian’s Account stood at $172 millions June 30, 1926,
$180 millions June 30, 1927, and 3181 millions June 30, 1928; United States Treas.
ury, " Ananual ™ 1926, p. 366; 1927, p. 144, and 1928, p. 109. The Scttlement
of War Claims Act of 1928 provides for the payment by the United States Treasury
of Mixed Claims Commission awards o private American citizens as soon 23 pos-
sible from a fund knowr as the German Deposit Fand. - To this fund was trans.
ferred for immediate application $25 millions of unallocared interest receipts of the
Alien Property Custochan’s sccount. It was also provided that 40 millions of this
account should be retained for application ag required (at 395 interest) to the sertle-
ment of these awards. Under the hypothesis that the German Government will
eventually agree to release the United States Government from Hability for these
sums in return for a release from an obligetion to pay interest on awards of the
Mixed Claims Commission at 5%, beyond the date of their payment by the United
Stares Treasury, 2 tomi of $65 millions may be written off, See the United States
'I:reasury, “Annual R * 1926, pp. 266-9; 1928, pp. 44-51. Another 3100 mil.
lions, however, should be added 10 cover the maximuam liability of the United States
Government to Germen citizens allowed by Congress, under the Sertlement of War
Claims Act of 1928 (Public Na. 122, 70th Congress} for ships, radio stations and
gat:nts used and disposed of under the authority of various wartime acts. Since the

nal settlements of such clairns will not take place for several years, this maximum
sllowance has » present worth of soracthing less. The figure we have taken of 3200
millions for the total Eability of the United Stages is suficiently close for present
pusposes.
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TasLe 20: Tue Long-TerM Crebprror-Desror PosiTioN OF
THE UN1TED STATES AT THE END oF 1926, 1927 anD 1928
{Compiled by the National Induatrial Conference Board)t

{In millions of dollars}
Toem 1928 1327 1923
Long-Term Capital Assets
.Esigmzted private ;?é‘mm investments in $11213 | s1z18s |
‘creign securities properties............ 11,21 13
Estimated present value of g government ’ > 24

debs ee the United States at 5%, exclusive of
................................ 6,511 6,514 6,737
Esumawi present value of Germany’s debt to
the United States for army of occupation costs
and American claims at 5%. ... .avvennnnn. 315 an 303

Tatal kmg term creditor position of the United

.................................. 18,040 | 15,110 | 20,564
Long-Term Capital Lisbifities
Estimated private investments of foreigners in
the United Seates. .. ... .ovienieinecnnnns 3,542 3,700 4,181
Estimated United States Government debt to
alicn &itizens by various claims. ..... 200 206 200
‘Total long-term debtor position of the United
States........ Geircnreavanasiaenriasusen 3,142 3,900 4,381
Net long-term creditor pesition of the United
L T P 14,298 | $15,210 | $16,183
¥ For sources, see text.

tation. The procedure is justifiable only because it enables
a truer perspective than is possible in any other way.

The Short-Term Creditor-Debior Position of the United States

At the close of 1926, the Department of Commerce found
through a questionnaire that, while Americans had deposits
of $327 millions with foreigners, the latter had $1,443 mil-
lions or almost five times that amount deposited with Ameri-
cans.! It is also true, however, that Americans had made
bank loans and advances to foreigners of about $682 millions
against bank loans and advances of foreigners to Americans
amounting to $384 millions. While these facts are interest.
ing, they cannot be accepted as final because the most recent
survey made covering the situation at the end of 1927 and
1928 was far more complete. They may, however, be in-
cluded with their limitations in mind, allowing the total 1926
short-term assets and liabilities to remain undetermined.

X Trads Information Bulletin, No, 503, pp. 45-6,
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According to the results of the latest survey of the nation”s
short-term accounts, foreigners had deposits in the United
States at the end of 1927 of $1,938 millions and at the end of
192801 $1,751 millions. In addition, therewere successivelyin
each year foreign funds invested in American bankers’ ac-
ceptances amounting to $406 millions and $569 millions, in
brokers’ loans $101 millions and $207 millions,! in Treasury
Certificates $444 millions and $174 millions and in other
short-term loans, $13 millions and $8 millions. Finally, there
were loans and overdrafts to Americans amounting to $31
millions at the end of 1927 and $48 millions at theend of 1928.
Against these short-term liabilities, there were American
deposits abroad aggregating $233 millions and $198 millions
respectively, loans and overdrafts to foreigners totalling $568
millions and 3601 millions, and, finally, American funds “put
out” on foreign money markets amounting to $33 millions
and $28 millions respectively.

Other short-term assets and labilities reported by the
Department of Commerce for the close of these two years
concerned the position of acceptance credits. Foreigners
were liable to American banks for acceptances drawn by
them to the amount of $402 millions at the end of 1927 and
$519 millions at the end of 1928, of which $313 millions and
$316 millions respectively were probably drawn to finance
American imports and the remainder to finance goods in
transit or storage and dollar exchange? In addition, for-

£ While foreign fands “put out™ on the call-money market did not amount to 50
impressive a total as had commonly been supposed, figures for another date than
the end of the year might have shown larger amounts so placed. If tue that
rising American call-money rates had not reached a level sufficiently high or perma-
neat greatly to atiract foreign funds to the call market, the persistence of high
rates probably attracted more funds carly in 1929. For example, the Fournal of
Commerez and Commercinl, reported foreign funds on call at the beginning of
May, 1929 at around $1 Biflion, of which about $400 miilions were assigned to the
big Canadian chartered banks, and $300 millions were ascribed to the Bank of
France and other French banks. Other important sums were said to have been so
placed by British and German banks as well as by large European induserial and
comrnercial corporations, “*Foreign Call Loans in This Market Are Placed at a
Billion,” Journa! of Commerce and Commercial, May 4,1929, p. 1. Such anincreasein
foreign call loans may not have reflected a very great increase in the total short-term
liabilities to foreigners, but merely & shift in the employment of funds already here,

% According te published surveys of the American Acceptance Council, Aecepiance
Bulietin, Yan. 31, 1929, p. 18, there were $313 millions and $316 millions respectively
in 1926 and 1927 to finance imports, leaving an sxcess successively of $89 millions
and 3203 millions of aeeegtanm drawn by foreigners unaccounted for. Probably,
they were accepeances to finance goods in storage, transit and dollar exchange. The

1926 figure for ncoeptances drawn by foreigners may be estimated on this assumprion
at about $324 mill?ons‘ P
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eigners were liable for acceptances drawn to finance Ameri-
can exports accepted by American banks to the successive
amounts of $288 millions and $362 millions.? Offsetting these
acceptancecredit assets were liabilities to foreigners for accep-
tances drawn by American banks and individuals, accepted
by foreign banks and discounted abroad to the sums of $48
millions at the close of 1927 and $103 millions at the close of
1928, and also Liabilities of American importers to foreign
banks for acceptance credit extended and executed by the
latter amounting to $30 millions and $350 millions. Lastly,
American banks held foreign-drawn acceptances for collec-
tion to the respective totals of $118 millions and $123 mil-
lions, in effect cancelling so much of the amounts due by
foreigners for acceptance credit from American banks.

The status of open-book accounts is yet to be con-
sidered. There was undoubtedly in each year a larpe
volume of such credit extended by Americans to foreigners,
especially in neighboring countries, probably exceeding those
extended by foreigners to American importers. How great
these open-book credits were can not be determined in any
satisfactory way since no survey of them has been made
since 1922.2 On the hypothesis that the same relationship
holding that year between open-book accounts and total
exports and imports tended to obtain in later years, there
may have been at the close of each of the years 1926, 1927
and 1928, respectively about $475 millions, $480 millions and
$510 millions owed Americans, against successive amounts
of $65 millions, $64 millions and $62 millions owed to
foreigners. Because of the lapse of time since 1922, and
the changes which have taken place in the financing of

i American Acceptance Council figures of acceptances drawn to finance American
exports show figures for 1927 and 1928 of $103 millions and $135 millions respec-
tively in excess of those indicated by Department of Commerce survey. These may
have represented acceptances drawn by Americans, accepted by foreign banks but
discounted in the United States. In such cases an offsetting international lzai}:igz
was created, the American exparter being hiable to whomever purchased the bi
About $70million in 1927 and $79 miflion in 1928 of additicnal double Ligbilities arose
from such acceprance financing of goods in transit or foreign storage for American
eXpOrters. Sul:g; offsetting short-term abligations may properly be eliminated from
the balance of short-term accounts, but they suggest with other 1927 snd 1928
figures of the Department of Commerce survey and of the American Acceptance
Council, about 3190 millions in acceptances drawn by Americans to finance exports
and accepted by American banks in 1926,

2 Trade Information Bullerin, No. 144, p. 20,
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international trade, especially through acceptances in 1927
and 1928, such figures cannot be accepted as accurate.
They are suggested only because some modification of
the short-term creditor-debtor position of the country in-
dicated by available figures for the dates specified would
be necessary if reliable facts were known of the status of
international open-book accounts. Omitting them, therefore,
but including others previously mentioned, the balance
of short-term national accounts, presented in Table 21, is
drawn up.

Two observations are suggested by these figures. First is
the fact that, while the short-term debtor position of the
country is impressive, the net debtor position was only
slightly more than half as great for 1927 and less than half
for 1928, Moreover, the net volume of open-book credits, if
known, would probably have further reduced these net
debtor amounts, possibly to as low as arcund $1,200 millions
for 1927 and $900 millions for 1928 if the conjectural esti-
mates made above were roughly correct.

Second, the enormous balances on short-term account of
foreigners in the United States reflected the size of America’s
long-term creditor position, as well as her important inter-
national trade position. In other words, a large hang-over
of borrowed funds and the maintenance of American de-
posits by various debtors for interest, dividend, and capital
repayment are logical consequences of the volume of foreign
investments of Americans, while other deposits were carried
by foreigners because of the business they carry on with
America. These foreign balances also reflected the operation
of the modern gold or gold exchange standard under which
foreign central banks have kept American sight balances as
legal reserves and other foreign central banks have kept
American balances as a matter of policy. Probably a large
portion of the short-term funds of foreigners in the United
States were of such a character. In any case, their presence
here and also the presence of American funds abroad evi-
denced the close interdependence of international money
markets which has prevailed in recent years, The fact that
many central banks and innumerable individuals and cor-
porations have been represented among the depositors of



112 INTERNATIONAL FINANCIAL POSITION

short-term funds in America has provided an element of
security similar to that experienced by a bank. Notwith-
standing, important shifts in the net creditor position of

TasrE 21: TeE SHoRT-TE’M Creprror-DesTor PosiTioN
oF THE UNITED STATES AT THE END oF
1926, 1927 axp 1928

(Source: U. S. Department of Commerce! Arranged by the Nations] Industrial

ce
{In millions of dollarz}
JTrem 1928 1927 1928
Short.Term Capital Assets N
Estimated bank deposies with foreigners. .. ............ 327 233| 198
Estimated bank loans to foreigners including overdrafes
and American funds “put cut” in foreign money m 782 B01| 630

Estimated liahilities of foreigners to American banks for
acceptances drawn by foreigners to finance American im]
ports, goods in transit or storage and dollar exchange. ... .. 2 319

Estimated liabilities of foreigners for acceptances drawn by
Americans to finasce American exports and accepted by

pAmerctnbanks. ..o .. | 28] 382
" and manufacturers on epen-book sccount. ... . ....... - . ..
Total short-term creditor pesition of the United
States, excluding open-book credit. .. ........... - L5324 [ 1,709
Short-Term Capital Lizbilities

Estimated bank deposits of foreigners in the United States | 1,443 § 1,938 | 1,751
Estimated bank loans of foreigners to Americans, including

OVErdrafts ... ... .ciaraeciair i s naaranianas 384 3 48
Estimated foreign funds “putout” in the American money
market in acceptances, ’s loans, Treasury certifi-
cates, and other short-term paper.. . ... ...l oal oL 4191 965| o539
Estimated liabilities of Americans for acceptances drawn
by Americans and sccepted and discounted abroad. ...} .. 48| 13
Estimated liabilities of American impaorters for acceptance
drawn by foreigners and executed by foreign banks. ...} .. 30 50
Estimated lizbilities of Americans for foreign drawn
scceptances held for collection by American banks®. .. .| .. i1g| 13
Estimated ligbilities of Americans to foreign exporters and
manufacturers on open-book account. . ... ...auienen . . -
Tu.:ld short-term debtor position of the United States, 31
uding open-book credit. .. ... .. aaalll . 303,054
Net short-term debror position of the United Statey as
indicated. . ... ociiiiieia i iaiic i, .. | 1,606 ] 1328

1 Rigures on deposits and bank loans for the end of 1926 are from Trads Informs-
fHion Builetin, No. 503, pp. 456, For 1926 and 1927, all figures are from a
release of U. S, Department of Commerce, Bureau of Foreign and Domsstic x
merce (Finance and Investment Division), May Z, 1929,

t An offsetting item against acceptances drawn by foreigners and accepted by
American banks,
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the country have taken place from year to year as would be

expected from the very nature of short-term capital and
credit.

The Net Creditor Position of the United States

Combining the final figures obtained in Table 21 with
those previously presented in Table 20, it is possible to get
an approximate idea from Table 22 of the nation’s entire
international financial position.

TasLe 22: Tee Entire Creprror-Deator Posrrion orF
THE UnITED STATES AT THE END OF 1926, 1927 ANxD 1928
{Compiled by the Nationz! Industrial Conference Board)

{In milions of dollars}

Ireem 1926 1927 1928

Capital Assets ~
lze.sdmamd long-term capital assets. . ...... $18,040 | 319,110 | #0554
Estimated short-term capital assets {exclud-
ing open-book credits), .. .. S, - - 1,524 1,709
Total creditor position of the United '
States. ...y ieieiiiiia e .- 20,634 22273
Capital Liabilities
timated long-term capital Habilities. . ... 3,742 3,900 4381
Estimated short-term capital Babilities {ex- .
cluding open-book credits). ... ......... .- 3,130 3,034
Total debrar position of the Unired States - 7,030 7415
Nz creditor position of the United
Srates. ...t .. 13,604 14,838

Several comments are pertinent in order to place these
figures in their proper perspective. Popular references to
America’s international creditor position in the past have
often exaggerated its size. Nevertheless, its amount is strik-
ing, being at the end of 1928 from four to six times the net
debtor condition at the outbreak of the World War. Gross
foreign investments of Americans as a percentage of the
estimated money value of the national wealth of the United
States in 1928, however, could hardly have amounted to
more than 5%, while gross American investments of for-
eigners as a percentage of the same figure could scarcely have
been 1%. The interest and dividend return upon American
investments abroad, moreover, was in all probability no

9
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more than 1%, of the entire national income and similar out-
going payments to foreigners less than 2 third of this pro-
portion.

Tue GeocrapHIc DisTRIBUTION OF AMERICA’S INTERNA-
TIONAL ASSETS AND LIaBILITIES

The international financial position of the country may be
viewed as a whole, as has been done above, or regarded in its
relationship to particular geographic areas. In the last
analysis, this latter view is just as significant as the former,
because international financial problems arise not only be-
cause of the entire capital stream moving in and out of the
country, but also because of the constituent currents in this
stream due to capital movements between the United
States and particular countries or areas. Unfortunately
adequate information upon them is lacking, but some con-
ception of what must have been their past character may
be gained by considering the geographic distribution of
America’s international assets and liabilities.

Europe looms up at once as America’s outstanding long-
term debtor. If for no other reason, she would occupy this
status because of goverminental debts to the United States
Government, which amounted to 34% of all long-term capi-
tal assets at the end of 1928. When the proportion of private
indebtedness of Europe is added, this percentage is
to 53% of the total, or about Sll billions? Germany is
unquestionably the Iargest European debtor to private
American interests. Furthermore, if it is assumed that
reparations payments by Germany to ex-Allied Govern-
ments, the largest debtors to the United States Government,
are to be the source of their debtor payments, she becomes
economically, if not contractually, America’s largest single
debtor country.? Although private American investments
are numerous in virtually every other European country,
they center especially in France, Italy, Belgium, Great
Britain and the Scandinavian countries.

1 in nvestms
Forcin sad Doracsne Commners, U, 5. Depustmen of Commerse, o

1 Chapter VIII should be consulted in this tonnection.
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Next in importance to Europe as a long-term debtor area
is Latin America, accounting for about 25% of the total
foreign indebtedness, concentrated principally in Cuba,
Mexico, Argentina, Chile, Brazil, Peru, and Colombia. Can-
ada comes next with around 17% of the total of Amer-
ica’s foreign long-term assets centering there. The remain-
ing percentage covers chiefly investments in the Far East.

America’s long-term capital liabilities are mainly repre-
sented by investmentsof Europe, which account forabout 799,
of the total. Great Britain has been by far the largest pur-
chaser of American investment capital equities, having esti-
mated holdings at the end of 1927 of $1.4 billions or 34% of
the entire sum of long-term capital liabilities for that year!
Other European countries having sizeable holdings at the
samedate were the Netherlands, Switzerland and Sweden, col-
lectively amounting to about 16%,? and the United States
Government was indebted to Germany for around 4.5%.
Canada is the only other large long-term investment debtor
with American investments of 3800 millions at the end of
1928, or approximately 19%, of the total.® )

Of the distribution of short-term capital assets little can
be said. Probably, they are divided mainly between Europe
and Canada, with Latin America in third place. As for the
short-term capital liabilities, Europe easily stands at the
top, with France probably the largest creditor, but with
Great Britain, the Netherlands, Italy, Sweden and Germany
also high up in the list. Representing the Orient, Japan
is reported to have large balances here.! Canada is un-
doubtedly the largest short-term creditor on the American
Continent,® but South American countries probably rank in
the order of the importance of their trade and financial
relations with the United States.

1 Trade Information Bulleiin, No. 552, pp. 8-9. 8 Idern,
:l; Canada, A Capital Exporting Nation,” #ail Sireet Fournal, January 10, 1929,
p. 15
tInformation from Ray O. Hall, Assistant Chief, Finance and Investment
Division, Burean of Foreign and Domestic Comsmerce, U. 8, Department of Com-
Eerce.
t Large reserve balances of Canadian chartered banks, sggregating st the end
f 1928 $133 millions, are held in the American market. In additon, Canadian
overnment often has large American bank balances, See, “Canada, A Capital
) ting Nados,” o, ¢ir, p. 15.
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GeneErar CoNcLUSIONS

The general conclusions which have been reached in this
and the preceding chapter can be briefly stated. From the
standpoint of the country as an economic unit, the United
States has not been draining her capital markets through
the absorption of foreign security flotations and other foreign
investments, but since 1922 has been reinvesting in generat
the sums receivable on interest, dividend and capital repay-
ment account. Excess investment capital outflows have
been more than offset in every year, excepting 1924, after
1922 by inward payments of the latter character or pay-
ments indirectly affecting the country’s capital supply.
Stated in another way, the country, as an entity, has per-
mitted the long-term capital exportations in the war and
early post-war years to reside permanently in foreign areas.
Any excess of the stream of payments on long-term capital
account often has been offset by flows of short-term capital
and credits, although in other cases, inward capital pay-
ments of the latter type have caused a large net inward
stream of all funds on capital account.

In this way, there has been possible a persistent export
balance of merchandise, enlarged or diminished by net gold
# movements, which has been more or less balanced by the
excess of service payments over receipts, typical from year
to year. In fact, after 1921, the actual balance of all trade,
merchandise gold and services was strikingly “unfavorable™
in 1922, 1923 and 1926 while it was barely “favorable” in
1924, 1925 and 1927, and substantially “favorable” in
1928. )

Thus by the end of 1928 a net long-term creditor position
had been built up to over $16 billions. In addition, the net
short-term creditor position obtaining at the end of 1919
had been wiped out and even a large net short-term debtor
position acquired.

While these inferences explain in a measure how the
United States was able to extend her creditor position, they
do not imply that the impact of America’s international
business relations had no fundamental and all-pervasive
consequences to the economic and financial structure of the
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country. Nor do they take into consideration the fact that
there were phases of the broader domestic developments
which did exert a profound influence in the maintenance of
the enormous volume of capital exports, although they in
turn were the result fpzu‘t:ia.iiw_y or wholly of this international
impact. The plain facts of the case are that no simple ex-

lanation of the international financial phenomena of the
post-war period can be offered. The problem is too complex
and has too many angles. The next two chapters, there-
fore, may be devoted to the nature of the wider international
influences upon domestic finance and the reciprocating
effects of domestic financial developments upon interna-
tional finance.



CHAPTER VI

INTERNATIONAL INFLUENCES ON AMERICAN
FINANCE '

Tue ProsLEm

T IS a common belief that the United States has arrived
at that stage of industrial development where her ag-
gregate savings are so enormous that it is no longer

possible to employ all of them as profitably at home as
abroad. It is a prevalent opinion, too, that as a result of
this new industrial status the United States has become a
full-fledged creditor nation, exporting steadily larger and
larger quantities of new capital. The facts assembled in
the preceding chapters should greatly modify this popular
notion. They have shown that, although larger and larger
exports of investment capital have occurred in recent years,
they have often been partially offset by investment capital
imports and, with other inward capital payments, have even
been exceeded. They have not shown, however, that
America has reached a stage in her development where
rapidly increasing capital exports are to be normally expected.

Circumstances more or less accidental and wholly unpre-
cedented contributed to the achievement of America’s
enormous international creditor position by the end of 1919.
As was pointed out in Chapter 1II, one of the most funda-
mental of these circumstances was an enormous expansion
of bank credit or money purchasing power resulting from
the interaction of both domestic and international influ-
ences; e. g., the inflow of gold before 1917; the introduction
of the Federal Reserve System with reduced reserve require-
ments for national banks and indirectly for the whole bank-
ing system; and, finally, the war-time financing of the
Federal Government which stimulated a larger utilization
of available credit resources.

To what extent were similarly unusual factors important
in leading to the extension of the country’s international
creditor position in recent years? Or to what degree was

118
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this due to a real accumulation of surplus capital funds from

“#national savings because of an advanced industrial develop-
ment? These are the problems with which the present and
the following chapter will deal.

To illuminate them, it is necessary first to take into ac-
count the character of the international gold movements,
which were observed in the last chapter to have a much
greater financial importance than their weight in the nation’s
balance of international payments would indicate. Gold is
the fulcrum of the entire credit system, and a comparatively
small amount of it, as is well known, may become the basis
of a large volume of credit purchasing power. Any addition
to or subtraction from the nation’s gold resources, conse-
quently, is of the utmost influence upon existing financial
conditions. Consideration of the reaction of the credit sys-
tem to these gold movements will constitute, therefore, the
second step in this analysis. The last part of the chapter,
finally, will discuss the broader ramifications of the changing
credit conditions upon domestic and international trade and
financial relations.

A brief description of the peculiarities of the American
banking organization is a requisite for the following treat-
ment. In general, it consists of about eight thousand na-

o tional banks, nineteen thousand state banks of all sorts and
a number of private banks, all of them operating more or less
independently. A degree of centralized organization is at-
tained by the Federal Reserve System, to which all national
banks necessarily belong and more than a thousand state
banks voluntarily. Over 60% of all bank deposits of the
country are held in these member banks. Twelve Federal
Reserve banks, coordinated by the Federal Reserve Board,
head up the system and act as central banks. Within their
vaults are held gold reserves, not only of all member banks
directly but indirectly of practically all non-member banks,
because the larger share of the latter’s reserves are in the
form of deposits with member banks.! The reserve deposits
with Federal Reserve banks, however, are not necessarily
held in gold, since only 35% is required to support them

1Ses the summary of state laws regarding reserves of state banks, Prderg/
Reseroe Bulletin, Vol 14, Nov,, 1928, pp. 778-805.
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by the Federal Reserve Act. Moreover, Federal Reserve
banks may issue upon gold held in excess of the required
ratio, Federal Reserve notes with either 1009 gold in reserve
or at least 409 in gold and 1009, in discounted commercial
paper. These notes may be used, together with other forms
of United States currency, as till money by all banks and as/
cash reserves of some non-member state banks.
The Significant fact o ¢ noted in this short description
is that the effective credit base of the banking system at
i large is not only gold, but gold plus Federal Reserve credit.
Since Federal Reserve banks, like all central banks, may
promote or restrain the use of their credit as a base for
ordinary bank credit, special note must be taken of this
fundamental factor. Accordingly, in the succeeding chapter
attention will be turned to an examination of the policies
which were pursued by the Federal Reserve banks respecting
the use of their credit; the extent to which they were affected
by international as against domestic considerations; and
the convergence of both considerations. Chapter VII should
be read, therefore, in the light of the discussion presented
in this chapter because of the intimate connection existing
between the two.

InTeERNATIONAL GoLD MoVEMENTS

A more complete view of the gold movements in and out
of the United States than was possible in discussing their
relation to the annual balance of international payments is
shown on Chart 5, while the details of the major sources and
destinations of gold flows appear in Table 23. Immediately
after the termination of America’s war-time embargo on gold
exports, a net outward movement of gold occurred to coun-
tries which had accumulated balances in the United States
during the embargo period. The outflow continued until
September, 1920, and aggregated $384 millions. After that
month and untl December, 1924, imports exceeded exports
to the amount of $1.7 billions. A considerable net outflow
developed in December, 1924, and the first six months of
1925, aggregating $180 millions, followed by a period of
alternating net exports and imports until August, 1927, the
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balance of which ($260 milfions) was on the import side. A
substantial gold exodus, totaling $576 millions, occurred in
the last part of 1927 and the first seven months of 1928,
with a slightly inward movement thereafter. The chief

TaBLe 23: Tue AnxvalL Ner Goip MoveMENT OF THE
UNITED STaTES BY PrinciraL COUNTRIES AND AREAsS,
1920-1928

{Source: Federal Reserve Board)
{Calendar years, thonsands of dollars, imports + and exports —}

Year Fraa Germacy | Nethecands |  Sweden Usited | goener
= b Kisgdom | Councries
1920 +48,736 =21 42099 42,036 { +274,784§ 12,590
1921 +190,688¢ 419,928 | 419,893 [. 63,713 | +202,091 | 4-186,365
1922 +27.,043 +35 +9,958 | +32,886 | 412,363 1 30,558
1923 4163771 -149,552 ( 413,202 +5 1 +149,534 +2,205
1924 +24,3461 —15,171 1 +49,641 +4,522 1 +118,645 +2,395
1925 +52671 —&8,269 +5,767 —1,003 § 443,135 —1,402
1926 +333] —47,549 . +1 41,212 4108
;g +11,048] —13,993 | +10,075 —955 | +30,834 —=7,201
Firgt saven)
months |—-307,877] —27610F —4,000 .. =32.513 ] —26.060
Last five
months +25 —357 .. . 437,512 -Z0
Nomhand | o o . Brish Other Al
Centr America | Chint 1ndia Jepan | euneries | Couarxies
1920 420,365} —183,823 | —28,286 | —6,573 | —101,299|—99,034/4-106,653
921 +45810} 424,203 |+17,913 |[4+32,010] 2,208 [-+84,001 |4-668,249
1922 —4,045t -+10,182| +8,587| —4,445 . 45,217 1+238,295
1923 +52,536| 412,748 +5,478|— 14,638 +6]| +6,8781+294072
1924 +42,315| 27,2271 45,021 |—11,025 ‘. +9,847 [4+258,073
1925 —15,029| —9,2355] —1,083 458,775} 411,008 445,971 —134,367
1925 +55,784| 422923] +4,578 —578} 414,000 —4,4781 497,796
ig%; +34229| —85,802| +1,7961 —2,974} 420,000 (+14,219| 46,080
Firstseven
Lmar;itlu 74,306 {—106,699 | —7,149| —1,448 —125| 42,771 |—436,403
ast five
months | +5052| -45,184| —2225 =33 =119 31,8197 +45,532

% Federal Reserve Board, “Annual Re 19201927, and Federal Reserve
Bullerin, Vol, 14, Sept., 1928, p. 649, and Vol. 15, Feb,, 1929, p. 108,

reasons for these enormous gold movements may be briefly
reviewed.

Gold Movements before 1925
4 Prior to 1925, gold came to the United States from all
areas, but principally from Europe. Part of it, especially
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the receipts of 1920 and 1921, came for the purpose of meet-
ing indebtedness due from European borrowings made before
America’s entry into the war and to liquidate commercial
credits extended in early post-war years.! In addition,
Europeans shipped gold to America to purchase current
suppiies of food, and raw materials for reconstruction pur-
poses.? Stll another reason was the shipment of gold to
obtain dollar credits for exchange market control,? a factor of
particular importance when efforts to stabilize currencies
became more prominent.

The source of the gold imported into the United States
before 1925 is interesting because the reserves of only a few
foreign central banks and governments sustained a decrease,
while those of others actually underwent a slight increase,
as can be observed in Table 24. A part of it probably came

¢ from accumulation obtained by withdrawals from circula-
tion and from decorative and commercial uses during the
war period and not included in reported gold reserves of
central banks. A second source was the reserves lost by
i Germany and the almost complete redistribution of those of
Austria-Hungary and Russia in the immediate post-war
years, subsequently diffused over the world* Some gold
arrived directly from Germany and Russia to pay for food
¢ supplied by the United States Grain Corporation.® In the
third place, gold came from current production, especially
the mines in the British Empire, because of the maintenance
of the full gold standard and consequently a free gold
market.® Finally, some countries found it convenient to
4 dispose of part of their gold holdings, preferring in their
place foreign assets, and this gold naturally tended to flow or

! “The Gold Situation,” Federal Reserve Bulletin, Vol. 7, June, 1921,9.675. The
repayment of the Anglo-French loan of $50¢ millions of 1915 in 1920 is said o mark
the beginning of the gold inflow,

$ Ibid., Vol. 9, April, 1923, pp, 4334,

t“Reduced Currency Demand and Gold Impaorts,” Federal Reserve Bulletin,
Vel. 10, Sept., 1924, p. 683, and “Gold Movements and Swedish and Dutch Ex-.

1)

change Vol.'il, April, 1925, p. 232 Imports from the Netherlands, Sweden and
Switzerland in 1924 especially were for thgorpm i

t“The Gold and Silver Situation,” ap. ¢it., Vol. 8, 1922, p, 659, and *“The Gold
Sitantion,” op. ¢if., Vol. 10, April, 1924, p. 269.

_2“The Gold and Silver Situation,” op. cit,, Vol. 8, 1922, p. 659, and " The Gold

Situation,” Vol. 9, April, 1923, p. 433.

# See especially, *“ The Gold Situation,” op. cit., Yol. 5, June, 1921, p. 681,
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was actually sent to the United States as the temporary
gold center of the world* Gold movements from principal
countries were subject to embargo control, official or de

TasLE 24: Gorp Howbincs oF Principar CENTRAL Banks
AND GovERNMENTS, 1913 anp 1920-1928
{Source: Federal Reserve Board}t
(In millions of dollars; end of year figures)

Cauntry 1913 { 1920 | 192) | 2922 | 1923 | 1924 | 1925 | 1928 { 1927 { 1928
United Statest, ........ 1,290(2,434 [3,834/4,09013,985/4,08303,977[3,746
Great Bricain®. .. ...... 1701 763 764 T84 7370 7031 7351 742 750
France?. . ............. 679 590 9| 710 1P TIY 954(1,233
Germany®. ............ 279 260 1511] 181} 288 436] 444 650
ustriz and Hungary* . .} 251
Netherlands®. .......... 61} 256
Spain®. ..........c.... 921 474
Swedent............... 7 15
Switzerland®. ... ....... 33 103
SSIAY. ... iieas 784
Canada®.............. 1nH 1 131
Argentina®. .. ......... 258 474
1 L 3 9
Chiled. .. ........... .. 3%
Ureguav ............. 11
Australia®. . ........... 272 115
New Zealand.......... 25 37
India® ... ............ 124, 116
}apan“ ............... 653 552
aval, e 1 8
South Africa? . . _....... 40 51
Cther countries........ 174 225
Total.........cc.... 4.83117,141{7,954|8,314]8,58318,914{8,89119,163]9,514]9,981

t Federaf Reserve Bulictin, Val. 15, April, 1929, p. 263
* United States Treasury and Federal Reserve Banks.
# Central bank only. .
* Central bank afy Austria Hungary for 1913, central banks of Austria and
Hutg:ry combined, 1923-1923,
i Government oaly. .

* Government conversion fund and Bank of the Nation,

7 Before 1924, tee of cwrency fund; 1924 and after Bank of Brazil and
government mfajmm fund.

® Six banks of issue.

* Currency and gold standard reserves.

® Government and central bank.

Sfacto, and most shipments were made either with the per-
mission or at the direction of foreign governments or central
banks.

1 “Reduced Currency Demands and Gold Imports,” ap. cir., p. 5§83, and “Gold
Meoevements and Swedish and Dutch Exchange,” ap. ¢f4., p. 234
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Gold Movements after 1924

All of the extraordinary influences which tended to govern
the movement of gold and its concentration in the United
States before 1925 did not continue to operate in subsequent
years, owing to the rather wide-spread reestablishment of
the gold standard in 1925 under the leadership of Great
Britain, and the heavy capital lending of Americans to
foreigners. Consequently, new pold production at least
tended to be diverted from American markets into the gold
reserves of other countries, and the general inward move-
ment was greatly slowed down. Exports from the United
States, moreover, became of greater importance as countries
returning to a gold standard sought to supplement their
existing gold reserves from America’s holdings. While the
principal movements, both export and import, were directed
by foreign governments or central banks in accordance with
credit policies and stabilization programs, gold flows oc-
curred more and more as the result of private banking
operations, although as a whole, the movements never
ceased to be wholly free from control.

Viewing the major movement more closely, the gold out-
flow from December, 1924 to June, 1925 was due chiefly to
the large exportations to Germany to facilitate the execution
of the Dawes Plan for the restoration of German monetary
stability.! In 1926, imports, mainly from Australia, Chile,
Mexico, and Japan, and exports again to Germany, were
directly in response to credit programs of foreign govern-
ments and central banks, with seasonal movements at the
hands of private bankers accompanying exchange rate fluc-
tuations in the case of Canada® Similarly in 1927, credit
programs and policies of foreign governments and central
banks explain the major inflow during the first eight months
from France, Chile, Australia and Japan, although large im-
ports came in response to exchange market conditions from
England and The Netherlands as well as from Canada. Gold
movements, as a result of exchange fluctuations, were still
more numerous in the large exodus in 1927 and 1928, but
even then, deliberate withdrawals, especially by Argentine,

1 Federal Reserve Board, “ Annual Report,” 1927, 5. 14.
A Idem,
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Brazil, Belgium, France, Italy, The Netherlands, and Poland
undoubtedly constituted the greater part of the movement.?
Only since late 1928 can gold movements be said to have
taken place predominantly as the result of private banking
operations and to have acquired again a semblance of their
pre-war character,

Summary

Unusual and unparalleled circumstances tended to govern
the international movement of gold in the entire post-war
period, but it was mainly in consequence of America’s inter-

/ national creditor and trade position that gold first began and
continued to concentrate in American vaults. It was also
the consequence of the maintenance of a full gold monetary
standard in a .period when foreign currencies were almost
wholly disorganized and foreign ability to retain gold re-
serves at a minimum. When monetary stabilization became
more general, gold concentration in the United States grad-
ually came to an end and some gold was even exported, in-
volving at the end of 1927 and the first seven months of 1928
a pold exodus for a time comparable in volume to the pre-
vious influx. This large exodus, however, was of relatively
short duration, and for the entire period from 1920 to 1928

#gold imports exceeded exports by over £1.1 billion.

Since gold is the tangible basis for bank loans and cur-
rency issues, the enormous inflow of gold unti} 1927 and the
outflow in 1927 and 1928 must have had far-reaching effects
upon the domestic financial structure. These effects, more-
over, necessarily had some bearing vpon the international
financial developments of the period. The remainder of the
present chapter is devoted to this specific problem. What
effects did the early gold inflow have upon the credit base of
the country, constituted as it is of both gold and Federal
Reserve credit? To what extent did an expansion of com-
mercial credit take place? For what purposes was the new
credit employed? In short, in what measure did extraordi-
nary financial developments stimulate American post-war
creditor expansion?

1 Fdem,
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Goip AND THE CREDIT STRUCTURE

Gold imports into the United States, in the usual course
of events, first find their way into the vaults of Federal Re-
serve member banks.! So long as the gold remains there it
does not count as part of the legal reserves. Hence, a bank
receiving gold tends to deposit it as scon as possible with a
Federal Reserve bank. If the receiving member bank has
paper under rediscount at the moment, the gold may be used
to reduce the amount. On the other hand, 1f it has no redis-
counts, the gold is added to its reserve balance and to that
extent increases its lending power.?

The member bank cannot extend immediately more than
an equivalent amount of new loans upon such gold deposits,
because part of this reserve balance will be transferred to
other banks through check clearing operations. But not all
of it will be so withdrawn, and additiona! lending may take
place upon it, the particular commercial bank being limited
only by its required reserve ratio? Other banks receiving a
claim upon the first bank’s balance will in turn have in-
creased reserve balances and a corresponding increase in
lending power. Time is required for the complete working
out of the process; the potential credit expansion of the gold
added to reserve balances may not be reached for some
period. Nevertheless, the maximum of immediate or direct
expansion will take place eventually, since individual banks
are business concerns organized for profit and, hence, seldom
carry surplus reserves. A

However inevitable this direct credit expansion may
appear, it may seem that the Federal Reserve banks could
take steps to restrain it. Whether or not they can accom-
plish this depends necessarily vpon the amount of Reserve
credit already extended to the business community. If
member banks are in debt to Reserve banks at the same time,
lﬁifoae the discussion in the Federal Reserve Board, “Annual Report,” 1923, pp.

* A member bank might discount its paper with a Reserve bank in anticipation of
gold receipts.

3 1. §. Lawrence, “Stabilization of Prices,” New York, 1928, Chapter XXI1,
“Central Bank Rates; Borrowed Reserve and Bank Expansion.” See also B. M,

Andersen, “ Bank Expansion versus Savings,” Chase Economic Balletin, Vol. VIII,
June 25, 1928, pp. 3-6. ,
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higher rediscount rates may be initiated to encourage them
to repay their Reserve bank indebtedness, thus preventing
an expansion of reserve balances. Again if Reserve banks
possess large holdings of securities, these may be sold in order
to offset the new gold. There may be limits to either of these
possibilities, however, as the discussion in the following
chapter will suggest.

The Effects of the Post-War Influx of Gold

A graphic picture of the fundamental changes in the Ameni-
can credit structure in the post-war period is presented in
Chart 6, showing the movement of the country’s monetary

,gold stock, money in circulation, Reserve bank credit, mem-
ber bank reserve balances, and the total credit base of the
country, Reserve bank credit plus gold stock. The pertinent
features are noted in the following discussion, but attention
should first be directed to the effect of the international gold
movements upon the monetary gold stock.

From the end of August, 1920 to the end of November,
1524, the monetary gold stock grew from $2,850 millions to
$4,517 millions, largely as a result of the gold influx, a net
increase of $1,667 millions.! The initial post-war gold inflow,
dating from September, 1920, came at a time of widespread
credit liquidation, following the crisis earlier in the year.
It practically coincided with the zenith of Federal Reserve
credit expansion, reached in October of the same year. The
ensuing inflow accompanied a period of commercial bank
loan and Federal Reserve credit contraction which lasted
through 1921. That the pold influx was a substantial factor
in facilitating the reduction of borrowings at the Federal
Reserve banks may be seen by observing the curves for Re-~
serve bank credit and monetary gold stock. As nearly as
can be estimated, according to Federal Reserve authorities,
about one-half of the total contraction in the borrowings of
member banks during 1921 and 1922 was effected by the use
of imported gold? Hence, member bank reserve balances
reacted but slightly.

The effect of the gold received after the middle of 1922 had

i Partly, however, as & result of domestic production.
1 Federal Reserve Board, *Anneal Repore,” 1923, p. 18.
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different consequences from those of the gold received pre-
viously. Credit liquidation had ceased and a process of busi-
ness recovery had gotten under way. Under these condi-
tions, fewer member banks liquidated their borrowings at
the Reserve banks with new gold but deposited it to their
reserve accounts, using it to expand their loans and to sup-

Cuart 7: Tae GrowtH of Bank Derosits 18 THE UNITED
States, ExcLusive oF INTERBANK DEPOSITS, FOR ALL
Banks, MEMBER Banks AnD Non-MeuMBER Bangs,
1920-1928
{Source: Federal Reserve Boardpt
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2 “ Annual Report,” 1927, pp. 105-7; and Federel Reserse Bulktin, Vol. 14, Dec.,
1928, p. 887; Vol 15, Jan., 1929, p. 55, and April, 1929, p. 306, -

10

ply the currency requirements of their customers, which the
curve of money in circulation shows have increased until
1924.* Consequently, member banks were generally able to
maintain a growth of their reserve balances independently
of Reserve bank support. The fact that Reserve credit
ceased to contract save for 1924, however, was an important
factor in this ability.
3 Ibid, p. 19, and 1924, pp. 7-8.
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The gold outflow in 1925 affected the monetary gold stock
of the country but slightly and only temporarily retarded
the growth of member bank reserve balances, which in-
creased with the expansion of Federal Reserve credit. The
fact that gold movements were generally inward after that
time contributed further to the increase of member bank

CHART 8: Tue GrowtH oF Bank Loans anp INVESTMERTS
IN THE UNiTED STATES For ArL Bawks, Memaer Bawks
anp Non-MEemeer Bawks, 1920-1928

{Source: Federal Reserve Board)
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1 See scurces to Chart 7.

balances. When the gold efflux developed in 1927 and 1928,
. leading to a decline of 3475 millions in the monetary gold
stock from the end of August to the end of July, 1928, in-
creased employment of Federal Reserve credit enabled the
continued growth of reserve balances until the beginning of
1928 and prevented more than aslight recession and even aided
some recovery later in the year. A contraction of money in
circulation, however, was also a factor in this situation.!

1 Federal Reserve Board, “Annual Repors,” 1929, pp. 17-8,
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The Expansion of Commercial Bank Credit

The reaction of commercial bank credit to the expansion
of the reserve balances of member banks of the Federal Re-
serve System accompanying the growth of the country’s
credit base is indicated on Chart 7, which shows the growth
of all bank deposits of the United States, all member bank

TasLe 25: Torar Derosrrs, ExcLusive oF INTERBARK
DeEerosrrs, aAND Total Loans anp INVESTMENTS oOF
ALL Banks 18 THE UnrreD StaTES, 1920-1928

(Soutce: Federnl Reserve

{In millions of dollars}
. Total Deposits Total Loans and Jovestments
Yeas an | R pon 1 Al Roaerl " ol
| L7
Banks | Member Baaks Banks N]l}:n:ib:r Books
1919—June 30, . ... .ovnnninn 336 |151 44 (366 (2202 |43
1920—June 30..............] 37.7 219 158 41,7 25.6 16.1
192l —June 30. . ....coenvnns 35.7 206 151 40.0 24.1 159
IP2—June 30, ... ... 376 (224 (152 (400 (1242 |158
923—June 0. ............. 40.7 38 168 43.7 5 i7.2
B¢ ) S 42.1 250 17.2 440 26,5 17.5
1924—TJune 30.............. 434 {257 |17.7 (452 1272 {180
.............. 458 278 180 472 (287 |134
1925~June 30, .......coouhen 476 284 19.2 488 29.5 193
b ) S 492 1300 [192 (506 (309 {197
1926—June 30, .. .0 cevunnans 49.7 |29.7 2.0 (516 |IL2 {204
3 rer-ere-of 500 30.5 19.6 52.0 3.6 204
1927—June 30, ............. 516|312 {204 (538 328 |1Z10
K ) N 529 {320 {208 |555 (342 |z12
1928-!1113 1 53.4 321 213 57.2 35.1 222
< 1 68 (348 219 1583 (357 (226
Percentage increase, June 16,
1928 over June 30, 1922 .. .1 42.0% | 43.3% | 40.1%; | 43.0% | 45.0% | 40.5%
Percentage increase, Dec. 31,
1928 over June 30, 1922 .. ..} 5119, | 5549 | 4419 | 45.7% | 47.5% | 43.0%
Average annual increase, June
30,1922 to June 30, 1928...} 7.0% 1 729 | 67%{ 7T2% | 75% | 68%

1" Annusl Report,” 1927, p. 105, and Federal Reserve Bulietin, Vol. 14, October,
1928, p. 730, and Vo, 15, April, 1929, p. 306,

deposits and all non-member bank deposits. Chart 8 gives
the growth of all bank loans and investments and similarly
those of member banks and non-memniber banks. Table 25
contains a summary of the figures from which these charts
have been prepared and the percentage increases of the 1928
figures over those for 1922, the year from which commercial
credit expansion dates.
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The facts are revealing. Total bank loans and invest-
ments increased 439, from June 30, 1922 to June 30, 1928, or
at an average rate of 7.2%, per annum, and total bank de-
posits at a rate only slightly less. Although the average
annual credit growth was somewhat more rapid for Federal
Reserve member banks, it was only a small percentage over
that for non-member banks, indicating that the influence of
the expanding credit base permeated the entire banking
structure. In other words, increased bank reserves were
widely diffused over the country, and the credit system as a
whole was expanded.!

The increased bank reserves, however, were not the sole
factor in the expansion of the total volume of credit. A
fundamental shift occurred in the very constitution of bank
deposits of member banks which facilitated the growth of
bank credit. That is to say, a principal cause of the expan-
sion of all bank credit has been the more rapid increase of
‘:’lme deposits of member banks than demand deposits, since

nly 3% in reserve balances is required against the former.
‘Thisdevelopment is shown on Chart 9, which gives curves for
time deposits and net demand deposits of reporting member
banks in leading cities, possessing about two-thirds of mem-
ber bank deposits and around two-fifths of all bank deposits.
Net demand deposits expanded markedly in only one year,
1924, although there were important gains in 1922 and 1927,
Time deposits, on the other hand, increased steadily during
the entire post-war period until the latter part of 1928.2

This growth, the Federal Reserve Board observed, “has

1 This conclusion, however, must be qualified. The growth of total bank loans
and investments and total depesits was greatest in the New York Federal Reserve
District, and in other districts containing large metropolitan areas. Moreover,
the increase a8 between member and non-member banks differed in various dis-

l:nct;_nSee the statistics of the Federal Reserve Board, “Annual Report,” 1927,
PP«

* 3 While these time deposits are mainly savings and thrift deposits—about three-
foarths, }ndg":} from figures on savings and time deposits in the summary report of
. the candition of all national banks published by the Comptroller of Currency in his

“*Annual Reports”—the remainder are idie funds of corporations, municipal and
state governments, foreign banks and large investors left temporarily while other-
wise unemployed. The withdrawal of these latter funds for use in the call-loan
market and security speculation probably accounts for the flattening cutof the time-
deposit curve in the last six months of 1928, The main increase in all time deposits -
has probably been in aavings and thrift deposm owing to a shift in their direction
mhfsvmgsbmklemummd ank and trust companies to national
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been an important factor in the last six years in enabling
member banks to increase their loans and investments by
$11 billions on the basis of $756 millions added to their re-
serve balances,” or in a ratio of 15 to 1.2 Its effects were
not confined to member bank credit expansion, but were

Caart 9: Tue Growtr oF Ner Demanp DreposiTs anp
Tive Derosits oF ALt RErorTiING MEMBER
Bawnks v Leapine Crtiss, 1920-1928
{Source: Federal Reserve Board)*
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lg;;‘ﬁnnﬂ;l Report,” 1927, p. 113, and Federal Reserve Bulletin, Vol, 15, Jan,,
L p. 15,

spread over the entire banking system, aiding non-member

banks as well to expand their loans and investments.
Finally, it should be observed that this credit expansion

has been accompanied by an increase in payments by means

of checks. For example, average monthly check payments

in the country’s central security market, New York City,

after a slight recession from the war period, increased from

1 Federal Reserve Board, “ Annusl Repart,” 1927, p. 7.
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$19.9 billions in 1923 to $41.7 billions in 1928, while for other
large centers, they rose from $19 billions to $25.5 billions.?
Stated more precisely, the increase in check payments kept
pace with the growth of demand deposits until 1925, but
thereafter untl the end of 1928 the former grew more rapidly.
Relative to 2 1920-25 average, consequently, the rate of turn.
over of demand deposits increased 70% by 1928 for New
York City alone and 15%, for other cities.? Thus, not only
was a rapid increase in bank credit taking place, but a con-
sistently and even increasingly rapid turnover or effective
use of this credit in the larger cities was operating concur-
rently after 1923, further to accentuate and magnify the
ordinary effect of increased credit funds.

Tae CuanneLs oF Creprr Expansion

The question as to how this greatly augmented volume
of credit was employed is extremely pertinent to the issues
raised by this study. Although commercial and industrial
needs for bank credit have been greater in absolute terms
than in previous periods, they have been relatively less ow-
ing to smaller inventories, “hand-to-mouth” purchasing
and greater emphasis upon rapid turnover of commodities.
Furthermore, there has been a conspicucus tendency, par-
ticularly in more recent years, for corporations to finance
their working capital requirements through bond or stock
issues, thus freeing themselves of dependence upon banks
for commercial loans. Against these conditions, of course,
must be set the growing extension of bank credit to finance
instalment purchases and to facilitate the activities of the
building and related industries,

Commadity Requirements for Credit

As good an indication of the trend of commercial require-
ments for credit as exists is to be found in the curve for a//

% Debits to individual acoounts in 150 of the larger clearing house centers col.
lected by the Federal Reserve Board, U. 8. Department of Commerce, Bureau of
, Survey of Current Business, February, 1919, p. 125,
. ¥ Based on the nverage monthly indexes of velocity of bank deposits published
in the Momthly Review of the New York Federal Reserve Bank, expressed as rela-
tives to “sormal” or the average turnover of bank deposits from 1920 to 1925,
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other loans (largely commercial) of the reporting Federal
Reserve member banks in leading cities, which appears on
Chart 10. One reservation must be kept in mind in noting
this index, however. lLoans on real estate mortgages and
liens are included here. Such loans were approximately 8%
of the total of all other loans of all member banks in 1920

Caart 10: THE GrowTH oF LoANs AND INVESTMENTS OF

ALL RerorTing Memeer BAaxks 18w LEADING
Crties, 1920-1928
{Source: Federal Reserve Board)?

{Monthly averages of weekly figures)
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and in 1922, 1924, 1926 and 1927 about 14%,, 16%,, 18% and
20%, respectively. In other words, real estate loans have

been an increasing proportion of the “other’” credit extended
by member banks in the eight years from 1920 to 1927 in-

T These percentages have been figured on data as_of June 30 of cach year. The
original from 192§ to 1927 may be found in the Federal Reserve
** Annusl t,” 1927, p. 110, and for preceding years in the U, S. Department
Commmerce, Bureau of Foreign and Pomestic Commerce, “ Statistical Abstract of
the United States,” 1924, p. 235. For the years 1920, 1922 and 1924 inclusive, it
has becn necessary to estimate the “all other loans™ of all member banks.

3.600
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clusive, and have in all probability been a growing propor-
tion of the “other” credit extended by non-member banks.
This curve, therefore, depicts the commodity demands for
credit in leading cities in an exaggerated fashion.

The very fact of its exaggeration is of great significance.
A considerable part of the growth exhibited by this curve
from the low point reached in July, 1922, until the present
time has been for real estate purposes, facilitating no doubt
the increased building activity and the high level of urban
realty values which has been maintained since 1923, accord-
ing to the index of the New York Federal Reserve Bank.!
Allowing for this, and granting that the remainder of the
growth has taken place for the purpose of financing com-
modity production and trade, and in the process z consider-
able development of instalment purchasing, it seems clear
that bank credit expansion did not go directly into the chan-
nels of commodity production and trade through commercial
loans. Such loans have not even approached the peak
reached in 1920.

Employment of the Enlarged Supply of Bank Credit

Other channels constitute the major directions of the flow
of new bank credit. On Chart 10 may be found curves for
investments and Joans on securities for reporting member
banks in leading cities. Bank security investments expanded
enormously, especially in 1922, 1924 and again from the
beginning of 1927 to the middle of 1928. All types of bond
investments were favored in this development, but especially
state and local bonds, railroad, public utility and other cor-
poration securities and foreign securities, judging from the
distribution of natonal bank investments.?

1 Alchongh urban reaity values according to the index of the New York Federal
Reserve Bank have been maintained at the high level reached in 1920, farm realty
walues according to the index of the U. S, Dc?a.rtment of Agriculture have under.

a persistent decline, See Carl Snyder, *“The Measure of the General Price
," Review of Economic Stasistics, Vol. X, February, 1924, pp. 47-8, .

¥ Accorging to the classificarion of investments of Nationial Banks published in
*Annual Reports” of the Computroller of Currency, 1928, p. 506, from June 30,
1928 o June 30, 1928, bank investments in state and local government bonds
increased 114%; in raslroad bonds, 83%; in public utilicy bonds, 1629%; in other
bends and notes, 138%, and in forsign bonds, 1289, In 1920, investments in
foreign bonds were only 5.8% of the total investments, and in 1928, 7.7%, Na-
tional bank investments in United States Government securiries increased 32%,
from 1920 to 1923, but since that time have shown listle definite trend.
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Loans on securities likewise were subject to extraordinary
growth, with the principal gains taking place in 1922, 1924,
1925, 1927 and 1928. From the beginning of 1922 until the
end of 1928, in fact, security loans of reporting member banks
in leading cities rose from $3.6 billions to $£7.1 billions.?
Furthermore, in New York City alone, security loans by all
banks, corporations and others, to brokers as reported by
members of the New York Stock Exchange, increased from
$1.2 billions to $6.4 billions in the same period,? and the
effect of these loans was undoubtedly magnified by the in-
creasingly rapid turnover of bank deposits in New York
City and other centers, already referred to.

For the most part, therefore, the major direction of the
flow of new bank credit has been into the security markets,
and the abundance of funds was reflected until early 1928 in
lower money rates for all types of long and short term bor-
rowing, as can be seen from the course of monthly averages
of money rates and bond yields from 1920 to 1928 in Table
26. In other words, the use of credit funds in the security
markets by banks directly for their own investment or in-
directly through security loans in addition to the ordinary
supply of savings funds for such investment, substantially
increased the active demand for securities, led to higher
prices for them, and stimulated an enormous growth of new
security flotations, both domestic and foreign.

CrepiT ExPansioN AND AMERICA’S INTERNATIONAL
FinanciaL anp TrapeE ReLaTIONS

With disrupted conditions existing in the chief capital mar-
kets in foreign areas throughout the period and particularly
- before 1925, and the favorable conditions prevailing in the
United States, there can be no astonishment at the predomi-
nant position of the United States as 2 world capital center,
absorbing large quantities of foreign security offerings at
home, purchasing large blocks of outstanding foreign securi-
ties abroad, and financing to a considerable extent the world’s

t Federal Reserve Board, “Annual Report,” 1927, p. 112, and Federsl Reserve
Bulietin, Vol. 15, January, 1929, p. 15,

2 Iid,, p. 121, and p. 17,
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TasLe 26: INnDexes or American Fivanciar Cowxprrions, 1920-1928
(Sources U, 8. Department of Commerce and the Commercial and Financial Chronicle)
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1920 7.8 8.3 1.5 6.1 5.5 58 .. .. 334 270 33
1921 56 6.5 6.6 52 54 56 84.6 85.4 350 252 46
1922 4.3 4.6 4.5 35 4.4 4.9 97.1 94.9 436 302 56
1923 4.9 52 5.0 4.1 4.5 50 89.6 93.5 416 335 24
1924 kN ! a8 39 3.0 4.1 4.8 88,7 95.7 529 382 84
19258 4.2 4.3 4.0 33 40 4.7 110.6 97.5 594 427 91
1926 4.5 4.6 414 3.6 4.0 45 113.6 99.2 619 432 96
ig%z 4.1 43 4.1 35 3.5 4.3 130.7 101.2 827 516 131
Firat six
Ll:sont:hs 5.0 46 43 37 .33 4.4 149.8 1021 948 534 155
£ AIX
months 7.1 6.8 5.4 4.5 3.5 4.6 161.5 100.3 706 586 66

* Compiled by the Federal Reserve Board, U. 8. Department of Commerce, Burean of the Census, Survcy of Current Business, February, 1929,

Py Compiled by the Standard Stacistics Company, idem.

» Compiled by the New York Trast Company, ibid., p, 128.

! Figured from the Commercial and Financial Chronicle compilations, Commerciol and Financial Chronicle, Vol, 128, Jan, 19, 1929, pp. 3167,
and Vol, 127, July 14, 1928, p. 170,



140 INTERNATIONAL FINANCIAL POSITION

international trade. Nor can it be regarded as surprising
that foreign funds have moved to the United States in large
sums to purchase securities here or to participate in the
gains of rising security values. The persistence of similarly
favorable money market conditions in any important world
center would have contributed notably to its international
financial importance under like circumstances. Because of
them in this particular case, however, an extraordinary inter-
national creditor position, acquired within the short period
from 1914 to 1920, was permitted to continue and expand
amazingly. In short, the importation of foreign securities
into the United States was more definitely stimulated by
domestic credit developments than was the importation of
merchandise and services in maintaining the balance of inter-
national payments.

This does not imply that credit expansion in the United
States had no effect upon productive activity and commodity
prices, and hence upon the volume of merchandise imports.
Even if the expansion of bank credit did concentrate in the
security markets, some of it must have been drawn away
into other channels, influencing prices and production there,
and ultimately affecting American imports. This certainly
must have resulted from new domestic security issues of
corporations, and state and local governments. These se-
curity issues were floated mainly for plant expansion or
public works, and the funds so obtained must have been
employed to a large extent in these uses, in spite of the ten-
dency for corporations to hold larger cash, call-loan and se-
curity reserves, a feature of recent corporate finance.

As a matter of fact, physical production and trade, as re-
flected by the various indexes tn Table 27, have increased
since the depression of 1920 and 1921, but not as fast as
credit expansion. Construction and related industries have
increased the most, 2 gain which unquestionably reflected
the low cost of capital funds. Taken as a whole, however,
credit expansion does not appear to have effected an indus-
trial and trade expansion in lines which would greatly stimu-
late commodity imports. Such imports, as Table 28 indi-
cates, have expanded but not rapidly enocugh to overtake

exports.



INTERNATIONAL INFLUENCES 141

Stated in another way, American demands for foreign
preducts did not widen during the period sufficiently to over-
turn the balance of merchandise trade. To a large extent, for-
eign production and international trade were too thoroughly
demoralized from monetary disruption and foreign enterprise
too concerned with reconstruction and re-adjustment to
take full advantage of the potential capacity of American
markets. The American tariff, too, undoubtedly exerted an
important restrictive influence. Furthermore, with the dis-

TasLE 27: InpExes oF AMERICAN CrEDIT EXPANSION,
PuysicaL PropuctioN AND Trabs, 1920-1928

(Sources: Federal Reserve Board and U. S, Department of Commerce)
{Base, 1923-1925 average = 100}
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1 Figure from Table 24, total bank deposits as of June 30th of each year.

L] Camlpgzézgd byl gt;u: Federal Resevve Board, Federal Reserve Bulletsn, Vol 15,

& Compiieci Ey the U. S, Department of Commerce, Bureau of the Census, Sxrazy
of Current Business, Febroary, 1929, p. 23.

organized productive conditions prevailing abroad, the in-
creased foreign dependence upon American raw materials,
foods and manufactures to-which the war period had con-
tributed was a continuous influence. Finally, aggressive
efforts of American manufacturers to expand their foreign
markets was another factor. Foreign demands for American
exports, accordingly, were regularly insistent and supported
an impressive export volume which could have been surpassed
only by an extraordinary increase of merchandise imports.
The fact that increases in commodity prices were not
widespread as a result of credit expansion was a further
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factor which militated against an increase of merchandise
imports relative to exports. While the growth of credit pur-
chasing power may have prevented commodity prices from
falling as low as they otherwise might have fallen, it does not
appear that the general wholesale price movement, which
should be noted in Chart 11, can be directly correlated with
credit expansion.! Even the index of the general price level
of the New York Federal Reserve Bank on the same chart,
a composite index of prices of commodities at wholesale and

TaniLe 28: INDEXEs oF THE QuaNTITY AND VALUE oF Ex-
PORTS AND ImporTS'AND THE PER CENT IMPORTS
WEeRE oF ExrorTs, 1920-1928
{Souree: U, S, Department of Commerce)

{Base, 1923-1925 average = 100)

Domestic Expoitsd Imporat Per Cent Im=
Year ports Wers of
Quantity Value Duanticy Valoe Expores? {Value)
1920 108 161 66 i35 64.2
. 1921 94 o8 75 65 559
922 18 8¢ 96 80 81.2
1923 80 92 100 98 921.%
1924 10 ie) | 97 93 8.6
1925 108 108 103 109 86.1
1926 115 105 110 114 921
1927 124 107 112 108 860
1928¢ 130 113 113 106 79.8
voiﬁtmaglof Foreign 2nd Domestic Commeree, “Commerce Yearbook,” 1928,
3 Ié:’ag; p. 86, ) % Preliminary Sgures.

_ 1 The explanation of the failure of the general commodity price level to rist must
Lie in the damentai changes which have featured American industry since the
war. Emerging from the war period with & greatly enlarged productive capacity,
industry and agriculture have confronted with prablems of readjustment and
the fullest possible employment of productive equipment and resources. Pressure
has been exerted on all sides for the reduction of producticn costs by the application
of scientific man:icmcnt standardization &nd the adaptation of new machinery,
a movement which has been stimulated in tarn by the high level of wages which
has been maintained and the low cost and esse of acquiring new capital funds
which have contributed notably to plant extensions and equipment modernization.
Em has been widely placed upen large net profits through volume sales at

all unit profit margins, and impressive advertising campaigns have been directed
to increase sales volunwes, Gross t3 frosn sales relative €0 gross sales in many
indastries and in trade have to decline {TJ, S, Treasury De t, Burean
of Internal Revenue, “Statstics of Income, 1926, 1928, p. 15).  Finally, depressed
Pprices in foreign markets have exerted a downward pull upen the general commodity
price levtgsuticxdurly since the Burean of Labor index number is heavily weigheed
with agricultural and raw material prices. All conditions have combined to cause
intense competition, not only between individual producers but between industrics,
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retail services, securities and land values, while it has a
regular upward slope owing to the influence of security prices
and the high level of urban realty values, capital equipment
prices and wages,! does not show the same rate of increase as
bank credit, although its movement does correspond to the
growth of the country’s credit base.

Cuarr 12: Tue MoveMENT oF THE DomMEsTic WHOLESALE
Price Lever ComrARED wrtH THE LEVELS oF ExporT
aND ImpoRT Prices, 1919-1928
{Scarce: U.S, Department of Commerce)
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% Bureau of Foreign and Domestic Commerce, “Foreign Trade of the United
* States in the Calendar Year 1928, Trade Information Bulletin, No. 602, p. 7.

Some pressure must have been exerted by expanding credit
upon commodity prices in general, nevertheless. That this
was so is indicated by Chart 12, which shows the movement
of the Bureau of Labor wholesale price index relative to the
Department of Commerce index numbers of export and im-
port prices. Import prices were continually below the general

1Snyder, “The Metasure of the General Price Level,” op. o, pp. 47-51.



INTERNATIONAL INFLUENCES 145

level of wholesale prices, especially from 1921 to 1925, while
export prices until 1925 were usually slightly above. Ordi-
narily, such price movements would have had stimulating
effects upon merchandise imports and retarding effects upon
merchandise exports, but under the circumstances which
obtained such causes did not lead to an import balance or a
conspicuous trend in that direction. Furthermore, the de-
cline of export prices after 1925 tended to encourage exports
at the expense of imports. Factors previously mentioned
were manifestly of greater moment in maintaining the “favor-
able” balance of merchandise trade.

The conclusion reached above that foreign security im-
ports into the United States were more definitely stimulated
by post-war credit expansion than were imports of merchan-
dise and services, likewise carries no implication that the
growth of credit purchasing power had no effect upon service
imports. Certainly there must have been indirect influences,
especially upon the more important service imports reflected
through tourist expenditures and immigrant remittances,
In so far as increasing money incomes of Americans were
made possible from the diffusion of expanded credit, the
accelerated growth of foreign travel and expenditure may be
related to it. For similar reasons, a greater volume of immi-
grant remittances than otherwise would have occurred was
probably made possible. Whatever the exact influence of
credit expansion, to the extent that the size and course of
these two main classes of service imports were affected, there
wasg an increase in the adverse balance of service payments
directly attributable to it.

SumMMaARY

The notable additions to America’s international creditor
position in recent years have necessarily been the result of
forces both domestic and international in character. Fore-
most among the latter has been the enormous flow of gold
to the United States, The principal causes of this concen-
tration, it may be recalled, centered upon America’s inter-
national creditor and trade position and the maintenance of
a full gold standard, while conditions of monetary instability

11



146 INTERNATIONAL FINANCIAL POSITION

prevailed in important foreign countries. Its effects, more-
over, were to enable the commercial banking system at large
to expand credit rapidly with a large degree of independence
of Federal Reserve credit support. This does not mean that
Federal Reserve credit was not significant, The amount of
it outstanding in various years is abundant proof that it was,
and justifies the following chapter, which is concerned with
Federal Reserve bank operations and policies with regard
to 1ts use.

For a number of reasons brought out in the preceding
analysis, the growth of credit purchasing power did not flow
directly or even largely into commedity channels, although
it probably checked in some measure lower commodity
prices. It did exert a great deal of force, however, in the
money and security markets, where money rates until the
last half of 1928 were low, speculative activity marked, and
new security flotations unprecedented. Cut of this situation
developed America’s capacity to extend her international
creditor position. Consequently, there was an outflow of
long-term investment capital funds which exceeded the in-
flow in each year, but which, after 1922, did not wholly com-
pensate the net inflow of long-term capital service payments.
Hence, there was a net inward movement of all payments on
long-term capital account, except for 1924, enlarged or even
reversed in different years by the net movement of all pay-
ments on short-term capital account. Despite the net di-
rection of all payments on capital account, however, and
despite the influences of credit expansion upon commodity
trade, a net export balance of merchandise was maintained.
The difference was absorbed by an excess of service imports
and by gold.



CHAPTER VII

FEDERAL RESERVE OPERATIONS AND INTER-
NATIONAL FINANCE

HE tmportant part which Federal Reserve credit has

played in the recent expansion of bank credit raises

questions as to how and why this credit was made
available to the banking organization at large. In other
words, was the expansion in the use of Federal Reserve
credit a consequence of deliberate promotive policies of
Federal Reserve authorities? If not, to what extent was the
employment of Federal Reserve credit restrained by Federal
Reserve authorities? In what measure was its use deter-
mined by the needs of member banks in order to meet the
demands of industry, trade and finance for commercial
credit? And finally, to what degree did international influ-
ences determine the course of employment of Federal Re-
serve credit?

Consideration of these primary problems requires a brief
examination of the constituent parts of outstanding Federal
Reserve credit, together with the formulated policies and
mechanism of control applicable to each, and a discussion of
the broader economic and financial factors, especially of an
international character, which Federal Reserve authorities
were compelled to take into account in determining their
policies. Certain inferences may then be drawn with regard
to the validity of the popular belief that the expansion of
the country’s international creditor position since the war
period has been the result of the arrival at an advanced
mdustrial stage where capital exports are to be regularly
expected; or whether, on the contrary, extraordinary and
unprecedented circumstances, so prominent in the early
transformation to an international creditor position, have
continued to play the determining réle in the subsequent
creditor growth.

147
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Facrors 1x THE VARriaTiON oF FEDERAL REssrve CrebDiT

. Federal Reserve credit is placed at the disposal of the
banking system in three principal ways: (1) through direct
borrowing by member banks; (2) through_ purchases of
United States Government securities in the open market by
Reserve banks; (3) through purchases of bankers’ accep-
tances in the open market. All three necessarily affect reserve
balances of member banks, although the latter two less
directly than the first. It is essential for the present study,
therefore, that they should be treated together.

Reserve Bank Influence upon the Volume of Reserve Credit

Under the organization of the Federal Reserve System,
the discounting of commercial paper by member banks
depends upon the latter’s own initiative. The eligibility of
the commercial paper discountable is defined by the Federal
Reserve Board in accordance with the powers granted by
the Federal Reserve Act, and Reserve banks scrutinize all
-offerings of paper in accordance with these rules. The means
of checking the volume brought by member banks for redis-
count centers chiefly in the rediscount rates maintained by
Reserve banks! The Reserve banks, however, finding it
impractical to maintain discount rates at levels which would
prevent all rediscounts by member banks for profit, have
endeavored to restrain a too frequent exercise of the privilege
by consulting directly with the member bank in question.?
When such “‘moral suasion” is resorted to, an explanation is
offered of the Reserve System’s attitude on the legitimate
use of its credit, but the adjustment is left to the discretion
of the particular member bank. Continuous borrowing by
a single member bank is thus restrained.

In buying or disposing of government securities in the
open-market, as distinguished from rediscount operations,

1 While rediscount rates among various Reserve banks are not always uniform,
they have been generally synchronized in recent years, See the table of discount
rate changes, Federal Reserve Board, “Annual Report,” 1927, p. 89, and
issues of the Federal Reseroe Bulletin, Vols. 14 and 15.

1 Testimony of the Iate Governor Benjamin Stmng of the New York Frderal
Reszrve Bank and Governor George W. Norris of the Philadelphiz Federsl Reserve
Bank. Committee on Banking and Currency, House of Representatives, “Stabiliza-
tion Hearings,”' H. R, 7895, 65th Congrm,. ist Session, pp. 393 and 456, See also
Federal Reserve Board, “ Annual Repert,” 1926, pp. 3-5 and 1928, pp. £-9,
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the Reserve banks take the initiative. Hence, such pur-
chases or sales constitute positive action on their part with
regard to credit conditions. From many angles, purchases
and sales of government securities in the open-market con-
stitute the most powerful instrument of policy possessed by
the Reserve banks. The extensive application of this policy,
however, except during the early years of the Reserve Sys-
tem’s existence, has been confined to recent years, notably
since 1922, Since that time it has constituted a significant
phase of Reserve credit operations and has been supervised
by an Open Market Committee of five Reserve Bank
governors.! .

On the other hand, the acquisition of bankers’ acceptances,
more like rediscounts, depends upon the initiative of the
market bill brokers and member banks who have them in
stock. Reserve banks ordinarily stand ready to buy all
acceptances offered in accordance with eligibility rules
defined by the Federal Reserve Board, but at rates which
Reserve banks specify. Since the drawing of such bills
varies directly with the volame of goods in shipment, espe-
cially in foreign shipment, their amount outstanding, and
likewise the amount offered to the Reserve banks, is highly
seasonal. In fact, the seasonal movement of acceptance
holdings goes a long way to explain the seasonal changes in
all Reserve credit. Reserve banks, of course, do influence
the amount offered at particular times through the deter-
mination of their buying rates® That is, if their buying
rates are lower than the market rate, more bills will be
brought to them, and if higher, fewer bills will be brought to
them.* Thus, Federal Reserve buying rates for bankers’
bills normally have a close interrelationship with market
rates and may at times determine them. The principal
variation in the acceptance holdings of Reserve banks, there-
fore, is both in response to market demand and to Reserve
bank rate policy. k

Unlike discount rates, the actual Reserve bank acceptance
buying rates are not fixed with the approval of the Federal

} Federal Reserve Board, “ Annual Repory,” 1923, pp. 12-3.
2 Testimony of Governor Strong, “Stabilization Hearings,” op. ¢t p. 315.
! 1bid., pp. 316-9.
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Reserve Board, the latter merely approving the minimum
rates at which they may be bought.! The actual rates,
therefore, are established by individual Reserve banks in
conformity with broader credit policies and vary slightly
with the maturity of the bills. Inasmuch as dealing in these
bills tends to concentrate in the larger financial centers, the
Open Market Committee often takes the offerings on joint
account for the various Reserve banks of the System.?

The Character of Reserve Credit Tactics

It is clear from the foregoing summary that, governed by
the very nature of the channels open for the release of
Federal Reserve credit, credit policies are necessarily both
active and passive. They may also be either promotive or
conservational. In the past, two or more phases of policy
have often overlapped and merged, obscuring a consistent
course. Itisenough for present purposes, however, to estab-
lish merely a general consistency which may be interpreted
i‘:i the light of the wider influences upon which policies were

ased.

The course of Federal Reserve credit may be observed on
the accompanying charts. Chart 13 indicates the movement
of Reserve credit released through the three possible chan-
nels compared with the trend of member bank reserve
balances. Chart 14 compares the discount rate of the New
York Federal Reserve Bank with prevailing open market
rates for commercial paper and bankers’ acceptances and
shows the tendency of the discount rate to be held between
the latter two. On Chart 15, the movement of all member
bank rediscounts is related to the average discount rate
of all Reserve banks and to the Reserve bank holdings of
government securities, and on Chart 16, the movement of
acceptance bill holdings is related to the average acceptance
rates charged by Reserve banks. It remains to correlate the
course of Reserve credit as a whole with that released through
the different channels and with the movement of gold in
order to reach definite conclusions.

i Federal Reserve Board, *“ Annual Report,” 1922, p. 18.
* Testimony of Governor Strong, “Stabilization Hearings,” #p. ¢it, p. 316.
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Determining Factors in the Volume of Reserve Credit

In the first two years of the period, 1920 and 1921, the
Federal Reserve System endeavored to curtail the use of its
credit through higher discount and acceptance rates, in order

Caart 15: Averace RaTes Cuaraep 3y REserve Banks
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MeMmeer Bang Rebpiscounts anD REserve Bank Hoin
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¥Annual Report,” 1927, pp. 54-5 and 9! and the Federal Reserve Bulierin, Vol
15, Jan., 1929, p. 11, and May, 1929, p. 317. Average ratea charged for bills dis-
counted during 1928 were furnished by the Division of Rescarch and Statistics of
the Federal Reserve Board,

to preserve “the strength of the Federal Reserve banks,

--the custodiansof the lawful reserves of the member banks,”

and not * to deny proper accommodation to agriculture, com-

merce and industry.”® The volume of government securities

held by Reserve banks was relatively constant, although it

was shghtly reduced toward the end of 1921, Acceptance
1 Federal Reserve Board, “Annual Report,” 1920, p, 12,
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holdings naturally fell off with the depression of business
and the decline of acceptance financing. Finally, redis-
counts receded for similar reasons and also because of the
gold inflow, as was pointed out in the preceding chapter.
Thus, all developments combined to reduce the volume of

CrarT 16: AveraceE RaTes Cuarcep BY RESERVE BaNks
oN BirLs Boucur CoMPARED wiTH THE MOVEMENT OF
Reserve Bank Acceprance Hovlpines, 19201928
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15, Jan., 1929, p. 11, and May, 1929, p. 317. Average rates charged for bills bought
during 1928 were furnished by the Division of Research and Statistics of the Fed-
eral Reserve Board,

Reserve credit outstanding, and the object of the higher
discount and acceptance rates was attained. Member bank
reserve balances contracted, but not in proportion to the
contraction of Reserve credit.

With the decline of rediscounts and bill holdings, discount
and acceptance rates also declined, the former averaging
below 4349, after the middle of 1922 and the latter falling to
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almost 3%, even earlier, continuing low until the end of the
year. While discount rates followed the decline of redis-
counts, the low acceptance rates of 1922 accompanied a
continuous increase in the acceptance portfolio of the Re-
serve System, reflecting an effort to stimulate offerings to .
Reserve banks. At least the low buying rates for accep-
tances accompanied extensive purchases of government
securities by individual Reserve banks with the avowed pur-
pose of restoring earning assets,! a development which in
turn contributed to the decline of rediscounts and subsequent
reductions in discount rates. The policy was finally re-
linquished with the reversal of the program of security pur-
chases and the organization of the Open Market Committee
of the Reserve System.?

Whatever weight may be attached to the confusion of
policy in 1922, the fact remains that because of the tactics
pursued, supplemented by the business recovery, the con-
traction of Reserve credit came to an end. Owing to these
tactics, furthermore, and because of the gold inflow, member
bank reserve balances increased. The post-war expansion
of commercial bank credit, it may be recalled, dates from
this year. :

While discount rates were raised to 4349, early in 1923
and acceptance rates were kept slightly above 49, govern-
ment securities were liquidated, with a corresponding in-
crease in rediscounts, in order to test the volume of Reserve
credit in use.! Although gold imports were large, the steady
business recovery, requiring as it did larger amounts of
currency in circulation, prevented an expansion of member
bank balances.* Nevertheless, the level of those balances
was maintained and there was no apparent disposition for
Reserve banks to take more determined steps to restrain
the Reserve credit obviously employed in supporting them.

In 1924, government securities were again purchased
extensively, followed by reduction in discount and acceptance

t Testimony of Governor Strong, “Stabilization Hearings,” #p. cit,, p. 309 and
Federal Reserve Board, "Annual Report,” 1922, p. 4. o2 i

* Testimony of Governor Strong, “ Stabilization Hearings,” op. ¢it., p. 309 and the
tesdmeny of Adelph C. Miller of the Federal Reserve Board, pp. 364-5.

# Federal Reserve Board, “ Annual Report,” 1923, pp. 14-5.

t4id, p. 2
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rates. Rediscounts declined in a compensatory fashion,
and no expansion of Reserve credit followed. In fact, the
latter even contracted slightly owing to the reduced holdings
of acceptances because of the greater market demand for
them, a development which led to extremely low acceptance
rates until these holdings were increased. Naturally, such
promotive policies induced member banks to add gold im-
ports to their reserve balances.!

Promotive strategy gave way to conservational tactics in
1925 when government securities were partly liguidated.
Gold withdrawals led to increased rediscounts to maintain
member bank reserves, although Reserve credit released
through acceptances also contributed to this end. The low
level of discount and acceptance rates did not evidence
efforts to conserve Reserve credit directly through them.
In 1926 and the first half of 1927 a status quo virtually
obtained so far as Reserve credit policies were concerned.
Rate changes were minor and open market operations
almost wholly passive. The most aggressive action was the
purchase of $60 millions of gold in London and its deposit
abroad in order to prevent its importation into the United
States early in May, 1927, and the purchase of securities
later in the same month when gold was earmarked for the
Bank of France? Nevertheless, gold inflows which did occur
contributed to the slight growth of member bank reserves,
as did also a contraction of currency in circulation.?

Beginning in the middle of 1927 and continuing until the
end of the year, all Reserve policies were promotive. Govern-
ment securities were aggressively acquired, while discount
and acceptance rates were concurrently reduced.* Although
rediscounts declined with the former step, the decline did not
wholly balance the amount of securities bought. Because of
this and the considerable amount of Reserve credit supplied
through acceptance purchases, additions were made to mem-
ber bank reserve balances in spite of a very large exodus of

gold.5

1 Federal Reserve Board, “Annual Report,” 1924, p. 12
2 Federal Reserve Board, “ Annusl Repore,” 1927, p. 10,

1 Rid., p. 18, s 1bid., p. 10
$ Ibid., p. 18,



FEDERAL RESERVE OPERATIONS 157

Restraining checks followed in 1928 when Government
securities were liquidated after the first of the year while
discount and acceptance rates were simultaneously raised.!
Since gold exports were continuing, rediscounts increased
more than proportionately with the decrease in securities and
remained high through the year. Member bank reserve
balances declined under the pressure until the middle of the
year when they tended to recover despite the second rise of
the discount rates. The increased amount of Reserve credit
provided by acceptance acquisitions together with the high
level of rediscounts, a slight inflow of gold and a smaller
demand for circulating currency enabled member bank
reserve balances to be restored.?

While the general level of discount rates continued to be
maintained after the beginning of 1929, acceptance buying
rates were raised and acceptance purchases restricted to
short-term maturities. A decline of acceptance holdings
followed. Furthermore, additional liquidation of the se-
curity portfolio occurred. Finally, to cope with the enormous
volume of rediscounts outstanding, the Reserve Board issued
its warning of February 2, 1929, to member banks enlisting
their cooperation in reducing them.?

Summary

Viewing the entire movement of Reserve credit, it may be
said that before 1922 Reserve policies were directed towards
restricting the employment of Reserve credit, but other
factors as well cansed its contraction. After that year, when
uncertain tactics were followed and the banking system at
large possessed an important degree of credit independence,
restraining efforts were generally relaxed except through
direct consultation with over-borrowed member banks. In
1924, efforts were made to extend the use of Reserve credit,
an objective not achieved because of other factors operating.
Finally, in 1927, all policies did promote an increase of Re-
serve credit, the checking of which was the foremost problem
of 1928 and 1929.

5 Ibid., 1928, pp. 4-5.
3 Ihid., 1928, pp. 6-7.
¥ Quoted in the Federal Reseroe Builetin, Vol. 15, February, 1929, p. 94,
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A number of specific questions arise which can be answered
generally. Why were Federal Reserve authorities ap-
parently satisfied with the volume of Reserve credit out-
standing in 1923, in view of the action taken in 1922? Why
did they attempt to stimulate the greater use of Reserve
credit in 19247 Why were they content with the situation in
1925 and 1926} Finally, why did they seek to encourage an
expansion of Reserve credit in 1927 followed by restraining
efforts in 1928 and 1929¢

INTERNATIONAL INFLUENCES IN THE FORMATION OF
Feperal Reserve PoLicy

These questions involve the wider influences which
affected the credit policies followed by the Federal Reserve
System. The Reserve authorities were necessarily concerned
with the gold concentration in the United States and the
consequences of continued credit independence by the bank-
ing system, with the breakdown of the gold standard abroad,
bringing in its train depreciated exchanges and difficulties to
international trade, with the restoration of the pold stan-
dard, and with domestic business and credit developments,
International and domestic business factors are always inter~
mingled to some degree, but in the post-war period, those of
international origin presented the most dificult problems,
threatening even the maintenance of the gold standard in
the United States.

Post-War International Finance and Federal Reserve Policy
With the war at an end, the United States the world’s
creditor to a large sum, and the gold standard generally
abandoned abroad, it was necessary to anticipate the extent
to which the United States would be called upon to supply
additional capital to foreign countries. The Federal Ad-
visory Council of the Reserve System in May, 1919, felt that
the need of foreign areas for American products for recon-
struction would exceed America’s demands for foreign prod-
ucts, and that consequently American capital shouid be
made available! to foreign countries through the purchase

1 Recommendation of the Federal Adwvisory Council to the Federsf Reserve
Board, May 19, 1919, Federal Reserve Board, “ Ansual Repore,” 1919, p. 518,
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of their government, municipal or public utility obligations.!
Moreover, because of the adverse effects of depreciated cur-
rencies upon American foreign trade, it was asserted that
actions should be directed to prevent the obstruction of
foreign trade development.?

Hence the capital exports of 1919, resulting from the
resumption of foreign security flotations, the continued credit
extensions by the United States Treasury and official relief
bodies, the extensive financing of foreign trade by American
acceptances,® and the expansion of American banking cor-
porations into the field of foreign banking,* were approved
developments. Legislatively, efforts were made to secure
the adoption of the Edge Act, which enabled Federal incor-
poration of concerns engaged in international finance under
Federal Reserve supervision, as well as national bank invest-
ments in their ownership.®

At the close of the year 1919 it was recognized that the
continued expansion of commercial credit and particularly
its extension to foreign areas was an influence leading to
higher prices.* Since the reserve position of the system was
weakening, higher discount and acceptance buying rates
were invoked, although the severity of subsequent liquida-
tion and its world-wide extent was not anticipated. After
the liquidation developed, it was evident that the major
contributing elements were the abrupt contraction of world
purchasing power and the persisting dislocation of the foreign
exchanges. Concerning the serious situation which pre-
vailed 1n 1920, the Federal Reserve Board expressed itself
as follows?’

“We find ourselves . . . with a large export trade which is being
paid for only in part by a great portion of the world, and this trade 1a
fast approaching a point where it may be cut drastically to the most
vital essentials unless the normal credit and buying power of Europe
can be restored. This restoration can be accomplished only over an
extended period of time if our raw matenals go forward in 2 steady
stream against long-term credits. Foodstuffs may be furnished also

s Ibid., p. 519. * Ibid., p. 520,

* 7bid,, 1918, pp. 16-24, and 1919, pp. 21-3,

* 7bid,, 1918, pp. 59-61, and 1915, pp. 534

¥ I3id., 1919, pp. 55-6 {Act approved Sept. 17, 1919),

* Ibid, pp. 72-3. * I5id,, 1920, p. 22.
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and except where shipped by relief organizations they should in the
main be paid for promptly as they go into immediate consumption.
We are, therefore, brought face to face with the problems of how we
can best extend long-time credits to European countries in order to
enable them to reconstruct their industries and how we can best
extend credit to other countries in order to enable them also to make
shipments to Europe which otherwise would be made to the United
States and glut our domestic markets.”

The facts of the case were simply this: With tighter money
conditions obtaining in the United States, long-term foreign
borrowing declined. These developments occurred, more-
over, at a time when the Government was terminating war
and relief credit arrangements with foreign governments.
Enormous sums, therefore, became due on American exports
which were supplied either on open book account or financed
through acceptances. This current indebtedness, pius the
necessity for European countries to amortize maturing long-
term loans contracted during the early war period, was the
occasion for the beginning of the gold inflow, introducing an
entirely new set of considerations upon which Federal Re-
serve credit policies had to be formulated. The rising re-
serve ratio which followed and the desire to increase Ameri-
can capital exports in order to stimulate American export
trade were unquestionably influences in the reduction of
rediscount and acceptance buying rates which began in
19212

The Gold Factor and the Readjustment of Credit Policy

Confronted with a confusing situation characterized by
violent disturbances in international money values, the
persistent inflow of gold, and declining earning assets, Fed-
eral Reserve banks pursued a hesitant policy in 1922, De-
spite the belief of the Federal Advisory Council that Reserve
bank operations should not be dictated by the accumulation
of idle funds,? it was plain from open market operations and
admitted tactics, that declining earning assets were of pre-

I Recommendations of the Federal Advisory Council, May 17 and September 20,
1921; Federal Reserve Board, * Annual Report,” 1921, pp. 685-6 and 690.

* November 21, 1921, #id,, p. 691; April 28 and Seprember 26, 1922, idid., 1921,
pp. 410411 and 413,
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dominant concern.! The organization of the System’s Open
Market Committee in 1922 in order to coordinate open
market activities was a partial recognition of the anxiety of
Reserve banks over their earning assets, while the reorgani-
zation of the Committee by the Board early in 1923 was a
final admission of the necessity for open market operations in
accordance with a peneral credit policy in order to avoid a
secondary expansion of credit.?

With the continued increase of the Reserve System’s gold
reserves, it became necessary to relinquish the gold reserve
ratio as a guide to credit policy and to work out entirely new
bases for a credit program. These were described in the
Federal Reserve Board’s“Annual Report” for1923. Theyare
important both because they were reflections of international
influences and because they are keys to the apparent willing-
ness of Reserve authorities to see the volume of Reserve
credit outstanding in 1922 remain in 1923. Moreover, they
provide an insight into subsequent policies. The Reserve
Board stated?

*“The reserve ratio can not be expected to regain its former position
of authority undl the extraordinary gold movements which, in pare,
have resulted from the breakdown of the gold standard, have ceased
and the flow of gold from country to country is again governed by
those forces which in more narmal and stable conditions determine
the balance of international payments. The gold standard as a
regulatory influence cannot be effective for one country alone, no

" matter how impregnable its gold position.”

Accordingly, the revised basis for credit policy was found
to lie “in the promptness and the degree with which the flow
of credit adapts itself to the orderly flow of goods in industry
and trade.”* Moreover, “so long as this flow is not inter-
rupted by speculative interference there is little likelihood
of the abuse of credit supplied by the Federal Reserve banks,
and, consequently, little danger of the undue creation of new
credit.” Hence, “the volume of credit will seldom be at
variance with the volume of credit needs so long as, (1) the

i Testimony of Governor Strong, “Stabilization Hearings,” op. oit., pp. 309-10
and Adolph C, Miller of the Federal Reserve Board, pp. 86465, See alsa:
Federal Reserve Boand, “Annual Report,” 1923, pp. 13-4,

A Tdem.

? Federal Reserve Bosrd, “Annual Report,” 1923, 1 15id., p. 34.

12



162 INTERNATIONAL FINANCIAL POSITION

volume of trade, production, and employment, and (2) the

volume of consumption are in equilibrium.” Finally, it was

held that such & program could be based upon ascertainable

statistical facts, although judgment was required in their
# interpretation.?

Since the Reserve authorities saw no reason to endeavor
to reduce the employment of Reserve credit in 1923, it may
be assumed that they concluded the proper adjustment
obtained. They might, however, have offered more strenu-
ous measures had the use of Reserve credit increased rapidly.
Their attitude toward its further use was clearly one of con-
servation in order to maintain surplus gold reserves for later
redistribution through exports:?

“By virtue of its creditor position and its unprecedentedly strong
gold position, the United States has now become the world's gold
center, As such it has assumed the high responsibility of so managing
the vast gold supply domiciled here that it may be available for redis-
tribution by export as occasion may arise without producing any
untoward or disturbing eifects in our own domestic, economic and

" financial situation.”

The Problem of the Gold Standard and the Stabilization of
International Trade

Obviously, this statement anticipated a return to the gold
standard by countries with unstabilized currencies. Certain
steps had already been taken by a few countries, but experi-
ments looking toward a return to gold had been relatively
minor. The situation was extremely complex. American
flotations of foreign securities had not expanded greatly in
1922 and 1923. Moreover, purchases by foreigners of their
own and American securities had been large in both years,
and together with the net flow of payments on long-term
capital service account and of all payments on short-term
capital account, offset the outflow of investment capital,
a situation reflected in the persisting imports of gold. The
Federal Advisory Council expressed the seriousness with
which the international situation was viewed at the time of
the completion of the Dawes Report:?

1 1%id., pp. 35~7.
1 Ibid., p. 22. The substimtion of gold certificates for Federnl Reserve Notes
from the end of 1922 o the middle of 1925 was & reflection of this attitude.

t May 14, 1924, Federal Reserve Board, * Annual Repore,” 1924, pp. 280-281
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“Unless America finds ways and means to permit her excessive
banking strength to benefit other countries, particularly these striving
to bring their house in order, the dollar can not maintain its position
as & world standard for exchange, and foreign countries—and even
American banking and commerce—will, once more, in a larger degree
become dependent upon and tributary to the pound sterling, to the
greater exclusion of the dollar. It is idle, however, to preach the use
of the dollar, unless at the same time we render it possible for other
countries to avail themselves of cur dollar facilities. It is obvious
that our credit power can not continue to prow indefinitely without
danper of oversaturation. If the stream of gold that floods cur shores
is not stemimed in tme, it is to be feared that uitimately we will not
be able to ward off its inflationary effects, Credit and carrency in-
flation would only aggravate the economic maladjustment already
exisang within our boundaries, a maladjustment which not only dis-
turbs and endangers our trade with other countries, but which makes
our agricultural situation particularly difficult and distressing.”

The problem, thus, was twofold, involving the protection
of American foreign trade from the effects of foreign mone-
tary disturbances and protection of American finance from
over-extension and even inflation. The flotation of a share
of the German loan proposed by the Dawes Commission,
consequently, was approved, and the extension of other
foreign credits, both long and short term, was recommended.?
Hence, the 1924 policy of open market acquisition of govern-
ment securities initiated by Reserve banks, a policy pre-
vicusly suggested by the Federal Advisory Council,? and the
lowering of Reserve discount and acceptance rates was
unqualifiedly affirmed:?

“In the opinion of the council, there does not seem to be any room
for doubt with regard to the policy which in these circumstances the
Federal Reserve System should pursue.”

The considerations which entered into the 1924 operations
of Reserve banks are further amplified by a statement read
by the late Governor Strong of the New York Federal Re-
serve Bank before the House Committee on Banking and
Currency in its “Stabilization Hearings™ in 1926, It clearly
shows the predominant influence of international factors:*

“(1} To accelerate the process of debt repayment to the Federal
Reserve banks by the member banks so as to relieve this
weakening pressure for loan iquidaton.

1Jid., pp. 280-282 * February 19, 1924, ibid., p. 278.

1 Jbid, p. 282, ¢ “Stabilization Hearings,” op. &if., p. 336, See also pp, 3359,



164 INTERNATIONAL FINANCIAL POSITION

“(2} To give the Federal Reserve banks an asset which would not be
automatically liquidated as the result of gold imports so that
later, if inflation developed from excessive gold imports, it might
at least be checked in part by selling these securities, thus forcing
member banks again into debt to the Reserve banks and making
the reserve bank discount rate effective,

“(3) To facilitate a change in the interest relation between the New
York and London markets, without mviting inflation, by estab-
lishing a somewhat lower level of interest rates in this country at
= time when prices were falfing generally and when the danger
of disorganizing price advance in commodities was at a minimum
and remote,

“(4) By directing foreign borrowings to this market to create the
credits which would be necessary to facilitate the export of com-
medities, especially farm produce.

*(5) To render what assistance was possible by our market policy
toward the recovery of sterling and the resumption of gold pay-
ment by Great Britain.

“(6) To check the pressure of the banking situation in the West
and Northwest and the resulting failures and disasters.”

. The results of the open-market operations of 1924 were
felt to have justified them in every respect. They freed
member banks of indebtedness and permitted lower open-
market interest rates to develop as the continued gold inflow
was added to reserve balances. According to Governor
Strong:? Domestic conditions became more stabilized; for-
eign financing was greatly increased, of special importance
to the movement of crops owing to the necessity for unpre-
cedented European purchases because of crop failures;
domestic financing by corporations was stimulated; larger
inflows of gold were prevented; the recovery of sterling
reached a point where it was possible to consider the resump-
tion of gold payments; and finally the currencies of Sweden,
the Netheflands and Switzerland returned to their gold pari-
ties while the Austrian and Hungarian currencies were able
to remain stabilized, and steps were taken toward the appli-
cation of the Dawes Plan for German stabilization,

The Federal Reserve Board, similarly, reviewed the ac-
complishments of the year.? The enormous increase in for-
eign flotations was regarded as a factor in foreign purchases
of American goods and especially in supporting the exchange

1 Zhid, pp. 336-9.  ? Federal Reserve Board, “ Annual Repart,” 1924, pp. $-10.
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value of foreign currencies and in the withdrawal of gold for
monetary reconstruction in the last few months of the year.
The responsibility for the low money rates, however, was
not assumed, the emphasis being laid upon the primary in-
fluence of the gold inflow. The ease of money, nevertheless,
was of profound international importance. It “facilitated
foreign borrowing and this contributed to making the dollar
credits and gold available to those countries which have
undertaken to re-establish sound monetary conditions.”

Direct Cooperation in the Restoration of the Gold Standard

In the fall of 1924, the Federal Advisory Council, explicitly
alarmed over the possible inflationary consequences in
American commodity markets of a persisting plethora of
credit funds, supgested that the problem of dealing with the
restoration of the gold standard be approached by a new
avenue rather than by further security purchases in the
open market in the following resolution:!

“That this council recommend to the Federal Reserve Board wo
consider the question whether the time has come for Federal Reserve
Banks to exercise their power to invest some of their funds in foreign
bills with spproved American banking indorsements and payable by
and repayable to Federal Reserve Banks in dollars,

*“The council believes that observing these safepuards and by
properly scattering its purchases the Federal Reserve System can
safely invest substantial accounts abread, without any risk of loss
on account of exchange or otherwise, and in doing so ward off to that
extent the inflow of gold, incidentally assisting the foreign countries
involved in their efforts to stabilize their exchanpes and to bring them
back to definite gold relatons.™

Subsequently, in view of the powers granted by the Fed-
eral Reserve Act to deal in gold at home or abroad, to open
accounts with foreign central banks and to employ funds in
foreign countries by purchasing bills;? together with the im-
plied power of accomplishing these ends not only directly but
by contract and on time,® the Federal Reserve banks entered
into a number of arrangements with foreign central banks.*
For example, gold loans were granted to the Bank of Poland

15epeember 25, 1924, i6id., p. 283. * Federal Reserve Act, Section 14,

# Testimony of Governor Strong, * Stabilization Hearings,” op. sit,, pp. 500-2.
# Federal Reserve Board, “ Annual Report,” 1925, pp. 11-14.
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and the banking office of the Ministry of Finance of Czecho-
slovakia. Secondly, a $200 million gold credit was granted
by the Reserve banks jointly to the Bank of England, com-
mencing May, 1925, and lasting two years, whereby the Re-
serve banks agreed to advance gold in exchange for 2 Bank
of England deposit if called upon, simultanecusly with a
$100 million credit arranged by the British Government
with private American bankers.! Finally, arrangements
were made by Reserve banks to buy prime commercial bills
up to 35 millions from the Bank of Belgium, when and if
desired.?

Of these international credit arrangements the one granted
the Bank of England was not only the most conspicuous but
the most important because the stabilization of other cur-
rencies was related to it. Regarding its purpose, Governor
Strong said 2

*This credit really helps us to do two things: Reestablish the gold
standard abroad; justify ocur continuance as the important center
which the war forced us to become, The importance of re-establishing
this stability and of doing so in one of the world’s principal money
markets at the outset, cannot be exaggerated. It is the start in re-
establishing world-wide stability, It means the elimination of specu-
lative hazards in international purchases and sales of goods which
haye been a restricting and withering influence upon trade ever since
the war started. The determination to resume a free gold market in
London means ultimate world-wide establishment of the gold standard,
and only action by the Bank of England to that end could give the
world assurance that sound monetary policies would be resumed
throughout the world.”

The influence of the Federal Reserve’s support of the Bank
of England was held to have been immediately felt in the
resumption of gold payments in Holland, Switzerland, the
Dutch East Indies, Australia and New Zealand, while South
Africa and Sweden were said to have acted in anticipation.$
The Federal Advisory Council in expressing its approval
asserted:®

“For the United States this development is of the vastest impor-
tance: First, because we own approximately one-half the world’s

1 Fdem., and " Stabilization Hearings,” op. oit., pp. 494-502,

% “Seabilization Hearings,” op. «it., p. 519,
* Ibid., p. 507. 4 I3id., pp. 508-509.

& May 22, 1925, Federsl Reserve Board, *“Annual Repore,™ 1925, pp. 268-5.
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monetary gold; second, because in order to preserve for curselves
conditions of well-balanced prosperity, forcign markets absorbing
our surplus production are an imperative necessity and it is idle to
expect that withont exchange stability the purchasing power of foreign
countries may regain its full capacity; third, in present world condi-
tions the sale of our most vast excess production to fareign buyers can
only be maintained on anything like the present scale as long a3 we
continue freely to absorb foreign securities. Our ability to do so,
however, will depend upon the degree of credit these foreign countries
will command here. We have, therefore, a vital interest in seeing the
credit of our customers placed on the strongest possible basis,

* . .. atrue picture of the outlock is gained only if one considers
what might have happened had England decided to continue the
embargo on gold exports instead of restoting a free gold market. It
would not seem an overstatement to assume that in such 2 case the
world might have suffered another exchange collapse with all the
uncertainty to trade which that implies; that private and public
credit in foreign lands would have been impaired and that instead of
making efforts to balance budgets by taxation, the temptation for
debasement of currencies would have continued indefinitely. In such
circumstances true wages, and with that, living standards in com-
peting countries would have been reduced. We are familiar with the
social consequences that would result from such conditions, and it is
safe toconclude that we ourselves could not have escaped the effects of
such a development which, among other things, would have involved
a further addttion to our gold holdings.” :

Owing to the fact that the Bank of England credit was
not used and no commercial bills were discounted for the
Bank of Belgium, only the gold loans to Poland and Czecho-
slovakia affected the volume of Reserve credit, and they
affected it but slightly. In view of the urgency with which
such credits had been recommended and the concern ex-
pressed over the imminent dangers of the credit situation at
the end of 1924, it might have been expected that, with the
consummation of the initial steps to reestablish the gold
standard, ‘strenuous efforts to curtail the employment of
Reserve credit would have followed in 1925. The task of
aiding the reconstruction of the gold standard with American
credit, however, was apparently not regarded as completed.

Reserve Credit Policy and the Final Restoration of the Gold
Standard

The alarm evidenced by the Federal Advisory Council at
the close of 1924, consequently, was not reflected in recom-
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mendations that aggressive conservational policies be pur-
sued by Reserve banks, although they did call for a reversal
of open market operations and for the increase of the New
York discount rate from 3% to 314%.! While this program
was followed, the security portfolio was only partially
liquidated and no effort was made to reduce holdings of
acceptances. Moreover, discount rates were stabilized until
the end of the year when those in financial centers were
moved up to a level of 4%,? while acceptance rates were
adjusted upward after the middle of the year. The volume
of Reserve credit outstanding was evidently not regarded
seriously, Much more important was the favor with which
the continued foreign lending was viewed, particularly as a
contributing influence to currency stabilization® and the re-.
distribution of gold.*

Much the same position and viewpoint obtained in 1926
when discount rates were generally maintained at 49,
except for New York in the spring months. The outlook
for foreign financing was pronounced especially promising
at the beginning of the year, with government debt funding
agreements with both Italy and France in sight® At the
end of the year, the Federal Reserve Board observed the
virtual cessation of gold imports from Europe, accounted
for by improved monetary conditions and the willingness of
American investors to absorb a large volume of foreign loans,
both public and private.®* The fact that many of the loan
proceeds remained in the United States as dollar balances of
foreign borrowers, corporations and commercial banks as
well as of foreign central banks was indicated to show the
remaining potential demand for American gold and the
incompleteness of the redistribution process.” While direct
cooperation with foreign central banks in reestablishing the
gold standard through credit arrangements was not a feature
of Reserve policy during this year, at least one credit was

1 November 24, 1924, Federal Reserve Board, “ Annual Repore,” 1924, p. 283,

3 September 21, and December 1, 1925, Federal Reserve Board, * Annual Report,”
1925, pp. 288 and 291.

3 February 16, 1925, i3id., pp. 284-5. * Idem.

¥ February 15, 1926, i#id., 1926, p. 484.

* Ibid., p. 15,

* Ibid,, p. 16,
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extended to the Bank of Belgium to purchase prime Belgian
bankers’ bills up to $10 millions, if requested.!

No change in Federal Reserve credit policy appeared in
the first half of 1927, operations being directed at a main-
tenance of the volume of Reserve credit outstanding. Re-
curring gold imports, however, presented 2 serious problem,
and only the purchase of $60 millions of gold in the London
open market in the early part of May prevented them from
being larger, a transaction accompanied by security sales
in the American open market to absorb Reserve credit re-
leased in the deal? When the Bank of France had large
amounts of gold earmarked for its account later in May,
securities were putchased to offset any possible money
stringency.? The volume of Reserve credit then outstanding,
therefore, was plainly regarded as essential.

Commencing in June, 1927, the Reserve banks increased
their holdings of government securities and in August, dis-
count rates were lowered generally to 33149 with acceptance
rate reductions at the same time. According to the Federal
Reserve Board #

“This policy was adopted by the System in consideration of the
recession in business in the United States;-of the relatively heavy
indebtedness of member banks, and of the tendency toward firmer
conditions in the money market. During this period it also became
evident that there was & serfous credit stringency in European coun-
tries generally, and it was felt that easy money in this country would
help foreign countries to meet their autumn demand for credit and
exchange without unduly depressing their exchanges or increasing
the cost of credit to trade and industry. Easier eredit conditions
abroad wouid also facilitate the financing of our exports and would
thus be of benefit to American producers. By purchasing securities
at that time the Federal Reserve Banks were in fact successful in
easing the condition of the money market and in exerting a favorable
influence on the internadonal financial situation.”

The initiation of this aggressive Reserve action, however,
coincided generally with a visit of the Governor of the Bank
of England, Mr. Montague Norman, the President of the
German Reichsbank, Mr. Hjalmar Schacht, and the Deputy

! Fhid., p. 14. Other credits were arranged by the Bank of Belgium with a group
of European central banks and the Bank of Japan.

* fbid., 1927, p. 10, $ Idemm.

§ Idem.
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Governor of the Bank of France, Professor Charles Rist, who
“were all pretty much concerned for one reason or another
with the way in which the gold standard was then working,"?
and who jointly engaged in informal conversations with
officers of the New York Federal Reserve Bank, the Federal
Reserve Board and the Open Market Committee of the Fed-
era] Reserve System.? The consistent policy of easing the
money markets until the last few months of the year wasun-
doubtedly a consequence of these conversations,® although
it followed logically from previous policy. The purpose was
to promote extensive capital exports and a further redis-
tribution of gold in order to contribute a final measure of
stability to the reconstructed gold standard abroad,* 2 pur-
pose which was also supported by credit arrangements
consummated with the Banks of Poland and Italy to dis-
count prime commercial bills, if requested, up to $5.25 mil-
lions for the former and $15 millions for the latter.®

The fact that in achieving the purpose, notable additions
were made to member bank reserve balances in spite of gold
exports was an important factor in the termination of the
promotive policies, particularly in view of the heightened
speculative activity and the growth of commercial bank loans
on securities.® Accordingly, security holdings were gradually
liquidated, while higher discount and acceptance rates were
initiated. Subsequently, a gradual convergence of American
money rates with those obtaining in other international
markets took place with no abrupt falling off of foreign loans
and gold exports until after the middle of the year. By
August the restoration of the gold standard was admitted
to be practically completed,” and the gold reserve position

t Testimony of Adolph C, Miller, Committee on Banking and Currency, Houss of
re entatives, *Stabilization Hearings,” H. R. 11806, 70th Congress, 1at Session,

p. 217,
2 7bid., pp. 2189, * 73id., p. 218,
¢ Ibid., pp. 222-3, and Federsl Reserve Board, “ Annuai Report,” 1927, pp. 16-7.
¢ Federal Reserve Board, “Annual Report,” 1927, pp. 156, These arrangements
accompanied other credits by a group of foreign, central banks, a stabilization loan
of 372 millions ficated by Poland on principal money markets and a credit of $50
Eﬁéi:.m to the Bank of Italy by a group of private banks headed by J. P. Morgan

* 2bid., pp. 11-2.
* Editorial, Federal Reserve Bulletin, Vol. 14, August, 1928, pp. 541-4.
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of foreign central banks sufficiently strong “to permit the
normal operations of the gold standard to correct exceptional
credit developments in any country that takes an important
part in international finance and trade,”! a development
favorably commented on in the Federal Reserve Board’s
“Annual Report.”?

The Test of the Gold Standard

Despite the restraining efforts of the Federal Reserve
banks and the higher money rates prevailing, the growth of
credit employed in security trading mounted rapidly during
the year, and speculative activity proceeded feverishly. The
high money rates in the speculative markets tended to induce

fforts by member banks to maintain their reserve balances

¥ Reserve Bank borrowing, and even so to apply funds
released by the Reserve bank’s hiberal acceptance purchases
at the end of the year.? Furthermore, funds were attracted
from abroad, causing foreign central banks to dispose of their
holdings of dollar exchange as well as to ship gold, and early
in 1929 to increase their discount rates, measures which did
not altogether meet the situation owing to the continued cur-
taliment of new foreign security flotations in the United
States. The difficulty experienced by foreigners in obtaining
dollar exchange except at a discount to meet their American
obligations was threatening to bring a recurrence of the gold
inflow, and to undermine both the Federal Reserve policy
and the recently acquired gold position of foreign countries.

Thus, Federal Reserve zuthorities found themselves in a
serious dilemma. Although acceptance buying rates were
above market rates after the beginning of the year and pur-
chases of acceptances restricted to short-term maturities, no
general change in discount rates was deemed advisable. In
fact, it was to avoid 2 discount rate rise that the warning of

l February 2, 1929, enlisting the cooperation of member banks
in reducmg the vclume of their security loans, was issued.
The admitted reluctance to appiy more Strenuous measures
of control was merely a reflection of the conflicting domestic

L THd, p. 544,

* Federal Reserve Board, “Aanual Report,” 1928, p. 16,
* Ibid,, pp. 6-1.
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and international considerations,! as the following extract’
from the April, 1929, issue of the Federal Reserve Bulletin
plainly indicates:?

“The system’s desire to see money rates at a lower general level
has been due in part to its realization of the bad effects of continued
high money rates on domestic business and its unwillingness to draw
gold from abroad with consequent advances in money rates in other
countries, some of which are suffering from industrial depression.
While the system recognizes that one of its most important functions
is to protect this country’s gold reserves, in existing circumstances
these reserves need protection primarily against wasteful absorption
into the base of an unduly expanded domestic credit structure rather
than against demands from abroad. The objective of Federal Re.
serve policy, therefore, both from the point of view of domestic busi-
ness and of world trade conditions, is a readjustment in the credit
situation with a view to assuring trade and industry of a continuous

# supply of bank credit at reasonable rates.”

Ax EvarvaTiox oF FEpErRAL RESERVE PollcIES

No extensive summary is required to answer further the
questions raised at the outset of this chapter. It is patent
from evidence collected that Federal Reserve authorities have
been profoundly and unavoidably influenced by unusual in-
ternational factors intimately affecting the domestic business
and financial structure. Many circumstances contributed
to a confused dislocation of international trade and curren-
cies which were entirely disorganized prior to 1925 and only
slowly recovered thereafter.

These factors, resulting from the breakdown of the gold
standard during the war, were fundamental causes of the

\unpreccdented gold concentration in the United States. Im-
minent dangers loomed up for America’s whole financial
structure, entailing far-reaching industrial and trade reper-
cussions, and threatening not only the capacity of Federal
Reserve banks to earn their expenses and to give member
banks an extraordinary degree of credit independence, but
also the very existence of the nation’s gold standard. More-
over, unsettled currencies rendered orderly, organized pro-
duction almost impossible and affected adversely the inter-
national trade of all countries, including that of the United

I Federal Reserve Bulietin, Vol. 15, April, 1929, pp. 242-4.
A 5bid., pp. 2434,
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States. So long as these conditions existed, a contracted
purchasing power was destined to prevail in virtually every
important world market.

One means of offsetting the contracted purchasing power
of foreign countries and avoiding the permanent abandon-
ment of the international gold standard was plainly the ex-
port of American capital funds or the injection of American
credit and investment resources into international financial
markets, supplying foreigners with needed American funds
without the necessity of gold shipments. This was the gen-
eral purpose of the credit policy followed, and the manner of
carrying it out was by the active and passive encouragement
of easy money conditions in the United States. '

Hence, although the conservation of Reserve credit was
the keynote of the inclusive credit program set down by the
Federal Reserve Board in 1923, when new standards of credit
policy were elaborated and the gold reserve ratio relinquished
as a credit guide, no steps were taken to reduce the amount
of Reserve credit employed. On the contrary, the quantity
then outstanding was permitted to become a permanent
part of the country’s credit base. In 1924, the aggressive
credit policies of Reserve banks were for the admitted pur-
pose of stimulating capital exports, and member banks were
led by them to use gold imports for increasing reserve bal-
lances. While policies at the beginning of 1925 were slightly
conservational, the rapid expansion of commercial bank
credit in 1925, 1926 and 1927 was not seriously disturbing to
Federal Reserve authorities, as is substantiated by the low
discount and acceptance rates maintained and the stability
of the government security portfolio of the Reserve banks.
More direct cooperation with foreign central banks in re-
storing the pold standard, however, was practiced. The
initiative assumed by Federal Reserve banks in easing money
conditions in the latter part of 1927 was avowedly aimed at
stimulating even greater capital exports, and specifically in-
tended to aid the final reconstruction and yetrenchment of
the gold standard abroad by causing a redistribution of gold.
Operations in 1928 and 1929, while directed at correcting
the extraordinary speculative activity which followed the
rapid commercial credit growth, were tempered by an evi-
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dent desire to avoid straining the gold standard conditions
so recently reestablished abroad and “averting a complete
cessation of capital exports.

Underlying this general program was the basic assump-
tion that if foreign financial maladjustments could be widely
eradicated by the restoration of gold as the international
monetary standard, a recovery of more orderly world pro-
duction and trade would result. Debtor-creditor problems
between countries under these circumstances would tend to
solve themselves. Foreign central banks, moreover, would

nce more be in a position to assume an effective rle in the
solution of international and domestic credit problems.
Finally, the credit expansion within the United States
would be curbed and the Reserve banks would regain their
continuous contact with the American money market and
thus be assured of more effectual control of credit.

Gexerar ConcLusion

On the basis of the material presented in this and the
preceding chapter, a definite conclusion may be reached as
to the soundness of the opinion that the post-war expansion
of America’s international creditor position means the ar-
rival at an advanced industrial stage where rapidly increasing
capital exports are presumably normal because of diminish-
ing domestic opportunities for employment, On the con-
trary, America’s capital exports, which enabled the expan-
sion of this creditor status, were mainly the result of a
combination of extraordinary domestic and international

’ﬁnancial circumstances, including the extremely large for-
eign demand for American capital and the increase in the
supply of that capital resulting from domestic credit expan-
sion in which not only the gold inflow bu
serve credit program played a prominent part. This does
not deny that the country’s increasing industrial produc-
tivity made material contribution to the country’s capacity
for foreign investment, but it does invalidate an unneces-
sarily simplified conception of what actually has happened.
Furthermore, it renders 2l the more serious the problems of
America’s future international financial relations.




CHAPTER VIII

THE PRESENT STATUS OF THE INTERGOVERN-
MENTAL DEBTS

PREVIOUS study by the National Industrial Confer-
ence Board, “The Inter-Ally Debts and the United
States,” was devoted to a thorough consideration of

the problem of the intergovernmental debts, particularly
the debts owed by former Allied countries to the United
States. At the time that study was made these debts were
the outstanding feature in America’s international creditor
position. Radical changes have taken place since, with the
rapid mounting of private foreign indebtedness to individual
American investors. Payments to the United States in 1928
because of these public debts were only 15%, of the total
interest and capital repayment receipts on creditor account.
They may be an even smaller percentage in the future.
Nevertheless, their present worth on a 5%, basis was about
339, of the long-term creditor position of the country and
309, of the combined long and short term creditor position
in 1928. While these percentages will probably decline with
the further expansion of private American investments
abroad, for the time being they constitute a substantial
share of the nation’s international creditor assets.

These interpovernmental obligations have a special inter-
est because of their unique character. They arose in con-
nection with a world-wide conflict and the subsequent period
of reconstruction. For the most part they were used to
finance military activity with all of its destructive conse-
quences. To a lesser degree they were extended for relief
and rehabilitation purposes in the post-war years. Political
and ethical questions, as well as those of a purely economic
character, confuse any attempt to deal with them. Their
importance in the realm of international affairs cannot be
too often stressed. For many years they will doubtless
remain a central point of international discussion, and a
factor influencing political negotiations.

175
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So far as the United States is concerned, the debts, with
two exceptions, Russia and Armenia, have been technically
settled. Yet they are related to the larger question of inter-
governmental indebtedness arising out of the war, many
aspects of which are still unsettled. American adjustments
agreed to by principal debtors were accepted with an eye to
the total situation regarding the latter’s other inter-govern-
mental assets and liabilities. Hence, the debts must be
studied from that point of view, especially in the light of the
fact that international financial experts have proposed final
figures for the German reparation debt. Three basic ques-
tions are involved first, what is the present statistical relation
of the debts owed the United States to the intergovernmental
debt problem as a whole both exclusive and inclusive of
reparations; second, what is the character and present
position of the settlements of the United States Government
with debtors; and third, how does a final settlement of the
German reparations problem affect, if at all, the composition
of these settlements? The possible developments of the
future in connection with the war debts cannot be under-
stood without the facts required to answer these questions.

THE INTERGOVERNMENTAL DEBT SrruaTioN as A WHoOLE

Innumerable difficulties confront any attempt to obtain
an accurate statement of the real value of all the intergovern-
mental debts and credits. In the first place, 2 group of
funding agreements has been consummated between a
number of the principal debtor governments and the govern-
ments of the United States and Great Britain as the principal
creditors. But different bases were used in each of these
settlements and the amounts of the debts appearing in the
national accounts of these two creditors are by no means
comparable.

In the published Treasury accounts of the United States
Government for example, the debts are entered as the princi-
pal amounts borrowed and accrued interest less the principal
repaid, no account being taken of future interest payments.
On the other hand, in the financial accounts of the British
Treasury, debts of foreign governments with which funding
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agreements have been reached are included at the total
~ amount of all payments to be received, the debts owed by
Empire Governments, and a few smaller debtors, however,
remaining at their principal sum less principal repayments.
In the accounts of other governments it is frequently im-
possible to determine upon what basis the obligations have
been entered. Often wide discrepancies are evident in the
obligations recognized in the official accounts of debtor
governments and the amounts entered by the corresponding
creditor governments.

The Neminal Position of the Inter-Ally Debis at the Beginning
of 1928

Notwithstanding the difficulties mentioned, the nominal
or book value of the intergovernmental debts may be
profitably surveyed. Adjustments may then be made to
bring the available figures into a more comparable form.
Necessarily, it is impossible to discuss the intergovernmental
debt situation without devoting attention to the present
status of reparations obligations imposed npon the Central
European countries. For the moment, however, they may
be ignored. When the proper adjustments have been made,
they may be appropriately introduced.

Preliminary data, consisting of nominal figures for inter-
governmental obligations from the latest available official
sources, are presented in Table 292 The figures from foreign
documents have been converted into dollars from the original
quotations in foreign currencies, the rates of conversion be-
ing given in footnotes. -In gross nominal terms, it is seen,
the intergovernmental obligations, as carried in the various
governmental accounts, amount to about $24 billions.
Although these figures are unreliable because individual
statements of debts and credits by various governments are

1 While these debt figures involve mainly obligations incurred during the war
period to facilitate military activity and those incurred in the pest-war period for
selief and reconstruction purposes, there are some debts included which are not of
this character. For instance, the indebtedness of Roumania ind Jugoslavia to
France includes some advances made in 1926 for the purchase of military supplies.
An example of an intergovernmental obligation not included is that of the Argentine
to the Spanish Goverament for $17 millions, incurred in 1927. Ancther example
is that of the Chinese Government debt to Japan. Because of insdequate informa-
tion the Russian war debt to Japan has been omitted.
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TanLe 29: Nominar Position oF THE INTER-ALLY AND RELIEF DEBRTS AT THE BEGINNING oF 1928
{Compiled by the Nationa] Industrial Conference Board)

(In millions of dollars)

Corsl Printipal Creditot Governments
Pring O : -
pal Debtar Governments Debe ISJ:;::;! B‘f,’;’:;. Francet | Rumia | Italy | Canadat | Holtands ;{:3:- ST;':‘;W Norway+ ,‘f;’:,ili?; Sweden'
France,........ovvvveveont 7,539 4,025| 3,433 . 5 &n .. .. 8 | .. N . .
Great Britain, , , .| 51651 4505 .. 2600 292t | 108 .. - . . . . “r
ussia, ., . ... 4,905 2801 4,316 309 o . - e . - o .. ‘e
Italy....... - . 3,377] 20327 1,298 46 . . - .. - - .o .. 1
British Dominions, other
Canada. ............ . 1) &1 .. .. .. . o .
Belgium. . ... . 472 414 “| .. .. .. . 14 .
Roumania 309 66 164 41 - 14 M . .
i;u oslavia. . 297 62 169 66 . - v . ‘a v . o iy
oland. .. ... 278 199 23 43 .. 4 .. 3 . - 5 .. 1
Czechoslovakia . 211 179 4 19 V. guel . . . . . o
Austria,,...., che 185 34 65 18 . 1803 .. 10u . gu 1 m .
Greace . ., .. 167 20 113 s o .. 7 .. . . . .
Portugal, , . sl .. 115 ., . o . R
Armenia. . ......uiiieian, 23 17 [ .
thomia, .................. 20 15 5 . .
Belgian Congo . ............. 18| .. 18 . .
Latvia, . ... che 13 7 6 . .
Finland.................... 9 9 .. .
Lithuania........oovvunnn... 7 6 1 ‘e
Hungary. ........co.oov.... 2 20 .. s . e ‘e .. . . “ . .
Grandtotals. ,.......... 23,683] 11,872] 10,381 829 298 220 3t 27 8 6 6 3 2

«# ! United States Treasury, “ Annual Report,” 1927, p. 628, Figures as of Nov. 15, 1927, . )
* United Kingdom, “Finance Accounts,” 1927-8, pp. 91-2, Figures as of March 1, 1928, converted into dollars at %anty.

* All figures except those lettered from information furnished by the Financinl Attache of the French Embassy, They are taken from the
French Budyget for 1929 and are of Janwary 31, 1928, All conversion at 3 rate of $.0393. Debts stated in foreign currencies converted at parities.
¢ Information furnished by the Department of Finance, Canada, as of March 31, 1928 i . .

¥ Statement as of Dec. 31, 1927, furnished by the Royal Netherlands Legation, Washington, D. C.; Figures are converted into dollars at parity,

! Information furnished by the Ministry of Foreign Affairs, Norway, as of Dec,, 31, 1927, and converted at parity.

¥ Information furnished by the Riksgaldskontoret, Sweden, as of the end of 1927 and converted at parity, k

® Roumania, “General State Budget,” 1928, p, 33. Debt stated in Italian lire as of Janaury 1, 1928, and converted at new lire parity.

* Poland Ministry of Finance, Statistical Butletin, ‘!:;., 1928, figure as of Jan, 31, 1927, and converted at zloty parity. R .

# [nformation furnished by the Czechoslovakian Legation, Washington, DD, C., in lire as of the end of 1927. Conversion at new lire parity,

% Austria, * Bundesvoranschlag,” Gruppe IV, Staatschuld, 1928, pp. 8-9. Debts as of December 31, 1927, in various currencies. Conversions
made at parities save for France where rate of $.0393 was used, ) ..

I Ner debt as of the end of 1926, Owing to arbitration discussions between the French and Greek Governments with regard to their inter-

overnmental debes, no figures were availuEIQ as of the end of 1927, Information Furnished by the Financial Attache of the French Embasey

rom the French Budget for 1928, Francs converted at « rate of $.0395; drachmes converted at $.0126, On the date designated, Greece owed
Fruance $32 millions and France owed Greece $5 millions, .
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not comparable, they, nevertheless, are useful for purposes
of contrast. They should be kept in mind, therefore, in
taking account of adjusted figures to be subsequently noted.

Tkhe Adjusted Position of the Intergovernmental Debis

Certain adjustments may be made which will greatly aid
an effort to view the intergovernmental debt situation as a
whole. The present worth of certain of the debts covered by
formal funding agreements, for example, may be found.
That is to say the payments agreed upon under them may
be discounted at a given rate of interest and asum obtained
which, if invested at that rate of interest, would yield an
adequate return to liquidate the nominal principal amounts
due and carry the necessary interest payments. This pro-
cedure cannot be followed in every case, however, because
only the governments of the United States and Great Britain
have consummated funding agreements with their debtors.
Even with these creditors some governmental debts are not
so covered, namely, those of Armenia and Russia to the
United States, and those of Armenia, Russia and the Empire
governments to Great Britain. Necessarily, some adjust-
ments must be made more or less arbitrarily because of
inadequate information regarding their status. Moreover,
some debts must be left unadjusted. In any case, discretion
must be exercised. The resulting picture is by no means
precise but only approximate. It is presented in Table 30.

Employing a 5%, discount rate, on the hypothesis that
this is roughly the minimum at which debtor governments
could borrow on world financial markets, the present worth
of the debts owed the United States Government, the princi-
pal creditor, may first be noted. The debt of Armenia has
been eliminated because no Armenian government exists
at the present time. The sum due from Russia has been
arbitrarily reduced two-thirds to obtain a rough approxima-,
tion to a discounted worth, assuming that a settlement, if
reached, will provide merely for the repayment of principal.t

1 Although the present Ruossian Government has evidenced 2 disinclination to
fund its debts to other governments because they were incurred by the preceding
régime, and has pursued an outward policy of repudiation, it is not unfikely that

concerted pressure by debrors will shordy result in some kind of settdements, Since
the United States ent is committed to 2 “capacity te pay” policy of
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With regard to the French debt, it has been assumed that the
funding agreement already drawn up (the Mellon-Berenger
agreement of 1926) will be ratified.

Tasre 30: Apjustep PositioN or Tae INTER-ALLY AND
REevier Derts AT THE BEGINNING OF 1928
(Campiled by the Nationsal Industrial Conference Board)

{In millions of dollars)
Total Principal Creditor Governmrents
Principal Debror Go Debt | United | Grear Other
Staces | Britgin | France | laly [oejion
France. . ... ................ 3,125 | 1,897 | 1,205 . 23 .e
Great Britain. .............. 3,528 | 3,494 . ‘e 34 .
Russin..........occiinnnns. 1,335 93 | 1,341 101 . .
Italy....... S T 28| 489 428 o . 1
British Dominions, etc........ &1 .. 601 - . .
Belgium...............c0huas 272 214 44 .. e i4
Roumania. . 149 34 36 41 14 24
; avis 1112 18 35 8 . .e
..................... 150 23 43 4 9
Czechoslovakia.............. 116 84 4 1% 9
Austrif, .. ... ioiivinaiennnn £7 9 16 7 g 7
Greece. .. .oviiivianntnnnnns 87 17 38 27 e 7
Portugal. ...........c.o.el 35 36 . .
Other Debtors. . ............ 60 30 30 .- . -
Grand totals.............. 10814] 6,529 | 3835 | 295 92 62

In the case of the obligations owed the British Govern-
ment, their discounted value has been similarly determined
on the basis of the funding agreements with France,! Italy,
Roumania, Portugal, Jugoslavia and Greece. The debt of
Armenia has been disregarded. Great Britain’s official debt
to Russia has been deducted from that of Russia to Great
Britain and an arbitrary estimate of the present worth of
the remaining debt has been made on the assumption that
any settlement arranged will provide for payments mak-
ing the discounted value correspond roughly with those of
other principal debtors.* Thus, a two-thirds reduction was
e made o thi prnCiieC Te Ay b Tl sesamed thar s o] providy
merely for the repayment of principal.

t Atthough the agreement with France remains unratified.

. Donal .
the kuﬁ%& glogvga(}omngg? lb)gzrz?i?nz for tﬁ?n.bﬁsl;ﬁ::nmmﬁm of m
tive obligations in return for ndditional British credis. The overthrow of the
Labor Party’s government prevented submission of the treaty to Parliament and
the arrangement was allowed to lapse by the mmding Baldwin (Conservative)

Government. See G. H. Moulton and {.eo Pasvalsky, *“ World War Debt Setele-
ments,” New York, 1926, pp. 64-6 and 419-27,
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assigned to it. Since the Austrian funding arrangement
with the United States was contingent upon a similar
arrangement with other creditors of the Austrian Govern-
ment including Great Britain, the Austrian debt to the
latter has been adjusted on a comparable basis. The re-
maining obligations, those owed by Empire Governments
and those owed by less important debtors, have been in-
cluded as the principal sums carried in the British financial
accounts, since no substantial scaling down has occurred
with regard to them.!

Adjustments for the debts owed the French and Italian
Governments present difficult problems. The Russian ob-
ligations again have been arbitrarily reduced by two-thirds
and those of Austria have been treated similarly to those
owed the United States and Great Britain., The British
oblipation to Italy has been discounted according to the
British-Italian funding agreement.? On the other hand, the
British debt to France has been cancelled against an equiva-
lent non-interest bearing debt of France to Great Britain,
secured by gold.® The French-Italian debts to each other
have been offset and the net debt of Italy to France included.
No other readjustments were made for either France or Italy.

Only the Austrian obligations to other creditors were re-
duced in any way, and they were revised as previously
described. The resulting table should be taken with some
reserve, but the view to be gained is more nearly correct
than any other. The adjusted net debtor-creditor position
of the various governments appears in Table 31, The total
adjusted intergovernmental indebtedness is seen to be $10.8
billions, and the net figure $6.9 billions, representing notable
reductions from the totals in Table 29.

Germany's Reparation Debt

To complete the outlines of the present intergovernmental
debt situation, the reparations debts must be considered
finally. In fact, the reparations obligations have come to be
regarded by the chief governmental debtors of the United
States as the major link between intergovernmental war

1 United Kingdom, *Finance Accounts,” 1927-8, pp. 24 and 91. A fdem,

! Parfiamentary Papers, “French War Debe,” 1926, Cmd. 2692, and Unived
Kingdom, “Finance Accounts,” 1927-8, p. 81.
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debts. A final fixation of reparation, therefore, has more
than a passing significance.

TasrLe 31: ApjusTeED NET PositioN oF DEBTORS AND
CreDITORS AT THE BEGINNING OF 1928

{In millions of dollars}
Debrors Creditors
United States. ........... 5,529
Great Britain. ........... 307
thers. .. ....ccoonennnnn 62
6,898

Those familiar with the history of the reparations problem
will recall that under the London Agreement of 1921, the
German reparations obligations were fixed at a capital sum
amounting to about $32 billions, covered by A bonds to the
amount of $3 billions, B bonds to £9 billions and C bends to
$20 billions.! This total formally remains the sum owed by
Germany. To carry this obligadon at a 6% interest and
sinking fund charge would require a payment of $1.9 billions
each year. To carry even the same charge upon only the
A and B bonds of the London agreement would necessitate
payments amounting annually to $720 millions. But the
payments deemed practicable and provided for under the
Dawes plan in the standard year totaled only $596 millions,
with additions possible under the operation of a prosperity
index, and this included service upon the $228 million Ger-
man External Loan of 19242 Obviously, to meet the sum
originally determined upon under the Dawes plan, Germany
would have to make perpetual payments and go further and
further into debt.

On June 4, 1929, the International Commission of Finan-

t Carrying a 5% interest and 19, sinking fund charge. The issue of C bonds, how-
ever, was contingent upon Germany's ability to meet the A and B bonds. See
Carl Bergrann, “The History of the Reparations,” New York, 1927, p. 75.

* According to the terms of the Dawes plan, it was necessary for Germany to
obtain a loan yielding $190 miilions. As the bonds had to be floated at a discount
and the issue had te yield this amount, it was necessary to make the face value of the
loan materiaily higher or about $228 millions. Jéid., pp. 280-1.
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. cial Experts dealing with the problem of Germany's repara-
tions liability, almost four months after its first assembly,
announced that an agreement had been reached upon a
schedule of payments proposed by Mr. Owen D. Young,
marking a substantial scaling down, on the whole, of
the standard annuity payments, for which Germany was
obliged indefinitely under the Dawes Plan, and of the
creditors claims originally presented by them to the Com-
mission. According to this schedule, if approved by the
governments concerned, Germany will become directly
liable for a series of thirty-seven annuities commencing Sep-
tember 1, 1929, rising from $407 miilions in 1930 to 3579
millions which have a present value of £8,369 millions on a
5% basis, Moreover, Germany will become contingently
liable for twenty-two additional annuities averaging $405
millions for all save the final payment and having a dis-
counted value at the same interest of $301 millions. This
contingent liability, however, will depend upon the extent to
which the last anauities may be cared for by a special sinking
fund from the allocation of a share of the profits of the “Bank
of International Settlements,” an institution created by the
plan to handle the general problems of reparations payments
and transfers.! Lastly, Germany will become liable for an
additional annuity of about $13 millions for thirty-seven

# 1 This bank will have an initial capital of $100 millions and will act a5 an inver-
national clearing and settlement bank as well s = reparations bank, Deposits
will arise in connection with all of these operations and will be of boch a demand
and time character with the latter interest-hearing and profit-sharing. During the
first 37 years, Germany will catry a special non-interese.bearing deposit equal to
50 per cent of the average amount remeining in the reparations annuity trust
account, but not exceeding $24 millions. In addition, Francs will carry a time
deposit as long as required to an amount equal to one unconditional annuity allowed
her, or $119 millions, which will be interest-bearing. This deposit will serve as z
guarantes fund available for the use of other creditars in case of the postponement
of sny conditional annuitics, although repayment must be provided for by the
assignment of an equivaient amount of the annuity transfer which has been post-
poned. See Annex I and VIII of the Experts’ “Report.”

Of the profits, the first five per cent goes to & legal reserve fund undl that fund
reaches 10 per cent of the paid in capital. Then six per cent is to be paid on the
capital shares cutstanding and further payments up to I2 per cent as dividends,
One-half of the remaining profits will go into the general reserve fund until it equals
the paid-in capital; 40 per cent untl it reaches twice the paid-in capital; 30
cent until it reaches three times the paid-in capital; 20 per cent until it rea
four times the paid-in capital; 10 per cent until it reaches five times the paid-in
capital; and five per cent thereafter. Of the remsinder, 75 per cent goes to the
depositors, and 25 cent may be applied to a reserve fund to meet the last 22
annuities due from any, provided Germany elects to make 2 long-time deposit
of $95 miliions. Sec y Ansex I, Secuoon 11, of the Experts’ “Report,”

Joreviousty cited.
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years to care for the service of the External Loan of 1924 and
having a present value at 5%, of $254 millions. Thus, Ger-
many’s final reparations obligations, assuming the accep-
tance of the plan by creditor governments, becomes the total
of the sums mentioned, or 39,524 millions.

A new plan for the distribution of the reparations annuities
is also offered in the Experts’ Report and constitutes an
important departure from the distribution applied in the
first four years of the Dawes plan on the basis of the Spa
Protocol of 1921 and the Paris Agreement of 1925. Under
these previous arrangements, charges for army costs, the
Dawes Loan of 1924, restitution allowances and the Belgian
pre-armistice debt came first; then a2 small allowance of
2%;% of the balance was assigned to the United States to
cover Mixed Claims, and finally, the remainder was dis-
tributed as follows: 54.59% to France, 239 to Great Britain
10% to Italy, 4.5% to Belgium and 8%, to other creditors.
Contrast this with the new scheme of providing a definite
distribution of each annuity. The best comparison can be
gained from Table 32 which contains the discounted values
of each of these individual share schedules, and their relative
importance in the total discounted reparations debt of
Germany as of September 1, 1929,

The entire debtor position of the German Government is
not wholly settled by the new plan, however. Belgian claims
against Germany for marks introduced within her borders
during the war remain unadjusted, although negotiations
leading to this end are to be carried on between the two
governments concerned. If Belgium’s claims should be
acceded to by Germany, an additional debt (as of 1929) of
5104 millions at 59, would be involved.! Again, Germany
has claims against successor states to the Austro-Hungarian
Empire and Poland for German state property of which they
became the possessors through the alteration of frontiers by
the Treaty of Versailles? It is recommended, however, that

1The discounted value of approximately $6 millions for 37 years, the annuity
asked by Belgium. See New York Times, June 1, 1929,

*In the final discussions of the Experts’ Commission regarding the Young annui-
ties, Germany proposed a3 & condition to her acceptance of them that the&:eyment
of these claims should be credited against the last twenty-one antinities. espe-
cially the Commercial and Finenciai Chronicle, Vol. 128, May 18, 1929, p. 3233,
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these claims be settled within a year after the new plan be-
comes effective.’

TasLE 32: Tue DistriBuTION oF GERMANY'S REPARATIONS
DesT CoMMENcING SEPTEMEER 1, 1929, As ProPosED
Uxper THE Youne PLan
{Compauted by the National Industrial Conference Board)

Capitalized at 5%,
-{In millions of dollars}
Debtor Creditors
Germany, Scheduled an- France............ $2.3%) 4,846
nmtm.“}?yea:s 8,623 Brmsh Empire. .... {204% 1,897
* Contingent li- taly. .. .oiiinnnans 11.8%,). 1,095
. ability for last Belgium ........... 5.69; 515
22 annoities.. 901 Roumania......... { 1.2%) 108
Jugostavia ......... { 3.9% 366
Tetal Lishiliey. ....... 9,524 Greece. . .....uvues 0.4 35
Less icean Portugal........... 0.6%; 60
German Exter- {’apan ............. 0.69%) 53
nal Loan of oland. . ... ... 0.0%;‘ 2
1924......... United States...... 329, 293
Total. . ..ooviivvvvennens 9,270 8270

1 Based upon Part VIII and Annex VII of the Experts’ * Report,”
f Leae than 0.1 of one per cent.

Reparations Owed by Others

Before examining the reparation obligations of Germany
in relation to the other intergovernmental debts growing
out of the world war, the reparations obligations of Austria,
Bulgaria and Hungary must be considered. Austria’s obliga-
tions may be omitted, since a fixation of her reparations
burden has been postponed until 1942. Bulgarian repara-
tions, however, were set down in the Treaty of Neuilly, 1919,
at 2,250 million gold francs or $434 millions. The schedule
of payments provided for was revised by the Inter-Allied
Commission in 1923, dividing the debt into two parts, Part
A, $106 millions, pa.yable in sixty years and carrying 5%,
and- Part B, $328 millions, due in 1953 and non-interest
bearing? Discounting at 5%, the schedule arranged for Part
A and the sum of $328 millions due in 1953, a present value
of $227 millions is obtained as of the beginning of 1928, to

1See Part 1X of the Experts’ “Report” previcusly cited.

tSee the League of Nations, “Memorandum on Public Finance, 1922-1925,"
Geneva, 1927, pp. 1256, for the schedules of Bulgaria’s reparations debe,
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which should be added $3 millions to cover the cost of mil;-
tary occupation after hostilities.

A schedule of reparations payments for Hungary was
established by the Reparations Commission in 1924, On
the basis of it, the present worth of the remaining payments
on a 5% discount basis is $24 millions. Taking the repara-
tions liabilities of Bulgaria and Hungary together and dis-
tributing them among creditor governments, we obtain
Table 33, approximately as of the beginning of 1928,

TasLe 33: EstimaTep Reprarations DeBT ofF BuLcaria
AND Huncary at THE BeEGinNING oF 19281
{Computed by the Nationzl Industrial Conference Board)

Capitalized nat 5%
{In millions of dollars, as of 1927-8}
Debtors Creditors

Bulgaria—reparstions and cost of France—reparations znd costs of

GCCUPAHION. . ... ....cunraaun 230 military occupation.........
Hungary—reparations. ........ 24 Irady—ditto..........ccc.nnnes 64
Austria—fixation of reparations Great Britain—ditto........... 29
- obligation postponed......... e Belgium—reparations. ......... 10
Others—reparations. .......... B5
254 254

1 The distribution of the Bulgarian and Hungarian reparations has been made
on the basis of the percentages estimated by Moulton and Pasvolsky, op. «it.,
gg: 734; France, 26%; Italy, 25%; Roumania, 15%; Great Britam, 11%;

bin, 16%; Belgium 4%; and others 9%, The coses of military occuparion were
diatributed in accordance with the Sofia Protocol of March 28, 1924; Great Britain,
44%; France 20%,; and Italy, 36%.

The Interrelationship of All the Debis

.A final step in the analysis should be a statistical view of
the interrelationship of all the debts. Such a view, however,
cannot be obtained with completeness, because the new plan
and distribution of Germany’s reparations debt commences
September 1, 1929, (and runs in succeeding years for fiscal
periods from April 1 to March 31), while available figures
for other governmental debts are obtainable from official
sources only as of the beginning of 1928. Nevertheless, ad-
justing Germany’s debt roughly back to April 1, 1928 on the

1 The decision of the Reparations Commission on Bungarian reparations and the
sthe%ugf?{Fehmnry 21, 1924} are quoted in full, Moulton and Pasvolsky, op. ¢if,
pp- .
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basis of the Dawes Plan annuities and their distribution,?
the picture included in Table 34 is obtained, Table 35 shows
how completely the final settlement of Germany’s repara-
tions problem will effect a balancing of the reparations war
debts of former allied governments, France, Great Britain
(including the Empire), Italy and Belgium, contrasted with
Table 31, all becoming creditors.

TanLe 34: Apjustep Position or TaE InTeErR-ALLY, RELIEF
AND ReraraTioNs DEBTS AT THE BEGINNING OF 1928

{Compiled by the National Industrial Conference Board)
{In millions of dollars)

Frincipal Crediter Governments
Principal Debtoar Gi Others
P nited | G Bel- ¢
Detas | Staves | Brimany | Frasse | Tuly | 2ot | Credi.

Franct......c.ovvviinnnnnns 3,125 1,897 | 1,205 23
Great Britain............... 3528134941 .. .. 34
Russia............0c00vcnt 1,535 93513411 101 .. .. .-
Ieaby. ... ..ol 918] 489 428f .. | .. . I
British Empire. . ........... 6017 .. 60l .. .. . .-
Belgiurn_ . ................. 272} 214 44§ .. . 14
Other Debtors. . ............ 835] 342} 216 193 35 . 47

Total Inter-Ally and Relief {10,814 6,529 ] 3,835 | 296 §2 . 62
Germany

Reparation Debdl, ... ..... 9,557 311119898 5004 11,118 530 | 425
Bulgaria

Reparation Debt and Occu-

pation Cost. .. .......0n0n 2301 .. 26 &0 58 9 77

ungary

Reparation Debe. ......... 24f .. 3 é & 1 8

Grand Total.............. 20,6251 6,840 | 5,833 {5366 | 1,274 | 540 | V72

! Administrative costs and German External Loan of 1924 excluded in making
adjustments.

? Including British Empire.

Obviously, the new annuites proposed for Germany were
agreed upon with full recognition of the policies of the govern-
ments concerned regarding the interconnection of all the
debts and the domestic fiscal problems of various reparations
creditors. Great Britain’s position was defined by the Bal-
four note of August 1, 1922, which stated that the British

£ Although the new plan {errides that repara:iaﬁs from April 1 1o September 1,
1929 shall be based primarily upon T outpayments™ by Germany's creditors, while

the distribution of remainder is left for subsequent settlement by the govern-
ments concerned,  Sec Part Vi1l of the Experts’ “Report.,”
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TasLe 35: Apjustep Ner Posmion oF DeBTORs AND
Crepitors INcLUbinG REPARATIONS AT THE
BecinninGg oF 1928

(in millions of doliars)
Diedtors Crediters

Germany (Netdebs).......... $9.557 United States............... 34,
Ruossia.........coonvnenaen, 1,535 France............c....o... 2,241
.................... Great Bdwint, ..., .......... 1,704
Hungary.................... 24 Italy. ... ................... 356
...................... 63  Belgiam.................... 268
$11.409 $11,409

* Including British Empire.

Government did not “propose to ask more from debtors than
is necessary to pay our crediters,” France took the view,
often repeated in statements from French officialdom, that
reparations receipts by her should be sufficient to enable her
to pay the debts owed her creditors plus an allowance for the
cost of reconstruction.? Furthermore, Italy stood upon a
similar principle.® and Belgium contended the right to her
share under the Dawes annuities for reimbursement of pay-
ments she must make to the United States and to recompense
her for the German marks intreduced into Belgium by Ger-
many during the War.* Moreover, the period of the annui-

* Addressed to Italy, Jugoslavia, Roumania, Portugal and Greece, Moulton and
Pasgvolsky, op. off., g 417 and pp. 413-8 where the Balfour note is quoted in full
Adherence tw the Balfour principle was reaffirmed by Mr. Winston Churchill,
Chancellor of the British Exchequer, in a speech at Chungford, England, October
23, 1928. See an editorial, “A New Phase of the Reparations Controversy,”
Comsmercial and Financial Chronicke, Vol. 127, November 3, 1928, ;p. 2421-2 Ir
was also reaffirmed in recent budget debates in Patliament, New York Times dis-
patches of April 16-8, 1929,

2 For example, this I;;ri:acip!ue was developed by Premier Raymond Poincaré in g
) in Chambery, France, September 23, 1928, and restated again in a speech in

.acn, October 23, 1928, and a speech at Bar-le-Duc, April 22, [929. See the zbove
cited editonal in the Commercial and Financial Chronicle; also gr 24134; and
Vol, 128 April 27, 1929, p. 2700. At the Geneva meeting, September 16, 1928, Mr.
Briand is said to have stated that Germany must agree to pay France enough to
balance French payments to the United States and 2 certain additional sum to cover
the costs of reconstruction.  Mareover, he insisted upon payments continuing as
long as g:.ymenrs to debrors had to be made. Cited by the Commercial and Financial
Chromicle, Vol 127, September 22, 1928, p. 1566,

* Commercial gud Financial Chronicke, Vol 127, October 27, 1928, p. 2273, See
also o speech on *“Italy’s Foreign Relations™ delivered by the Hon. Benito Musso-
lini before the Italian Senate on Juns 3, 1928, cited in in the Italy American
Society, Builetin and Iishiena, ¥ol. 2, Iuly, 1928, pp. 129-58, especially, p. 149,

4 See the editorial, “A New Phase of the Reparations Controversy,” op. i,
p. 2322, pnd press reports of the meetings of the experts” cormission. Only an
agresment by Belgiom and Germany to negatiate ately upon the issue of marks
introduced during the war ensbled acceptance o?g::l report by Belgian experts.
New York Times dispatch, June 4, 1929,
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ties in the new schedule itself was made to correspond ap-
proximately to the period of debt payments to the United
States Government. Finally, a separate memorandum was
prepared by experts of reparations creditors and Germany,
agreeing that, in case of any future modification of *out-
payments” by these creditors on war debt account, there
would be a subsequent modification of the German annui-
ties! There can be little question that the principal Euro-
pean debtor governments have been faced in recent years
with pressing fiscal problems, and that without a reparations
adjustment of the character proposed, they would be con-
fronted with new difficulties in the future. Especially, the
problems arising from payments in connection with other
war debt contracts might become more severe and the
chances of their final execution more remote.

Tue Depts Owing To THE UNITED STaTES GOVERNMENT

1t is not necessary to review in detail the origin of the war
and post-war debts owing the United States Government by
foreign governments, but in general their inception may be
recalled.? For the most part, they included advances of
the American Treasury to foreign governments under the
authority of the Liberty Loan Acts for the purpose of aiding
directly in the prosecution of the war.® Regarding them Mr.
Albert Rathbone, Assistant Secretary of the Treasury in
charge of foreign loans, 1918-1920, wrote:

“The purpose of our loans to the Allies was to win the war, They
were made without stint but without waste. We supplied to each
country availing of our loans all the doliars each required in excess of
its own dollar resources available for purchases in the United States.
The dollars we loaned, used in this country by the Allied Govern-
ments, were expended for purposes approved by our own governmen-
tal agencies. We did not make loans for purposes which in our judg.
ment were unnecessary and not calculated to help win the war. We
kept the amount of our loans down by requiring the countries bor-
rowing of us to use to the extent available their other dollar resources
for purposes which we approved. In conjunction with Great Britain
we furnished the finance required to effect necessary war purchases of

* New York Times, June 9, 1929, & memorandum made public with the Experts’
“Report,™ but not a part of it.

* National Industrial Conference Board, op. cit,, pp. 35-65.

3 World War Foreign Debt Cammission, ¢p. ¢if,, p. 312
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other Allied Governments in neutral markets. Upon final adjustment
we held the promissory notes of each Allied Government to which we
have made loans, in an amount corresponding with the assistance we
had furnished it."?

In addition to war loans proper, amounting to $9,598
millions, further credits to foreign governments were ex-
tended in the following ways®: (1) $599 millions to finance
the sale of surplus war supplies by the War and Navy De-
partments to foreign governments and (2) $141 millions for
the purpose of affording relief to suffering European popula-
tions through credits of the American Relief Administration
and the United States Grain Corporation.

Tue Present Status oF THE GovERNMENTAL DeBTS TO
THE UNITED STATES GOVERNMENT

A summary view of the present status of the governmental
debts owed the United States Government may be obtained
from accompanying statistical tables. Such a view is es-
pecially desirable before considering the character of the
settlements which have been made and the policy pursued
by the United States Government with regard to them. Ac-
cordingly, these tables should be given close study.

Table 36 presents the nominal position of the debts at the
time funding agreements were arranged or on November 15,
1928 if unfunded. At this latter date, Greece and Austria
had agreed to funding terms although the agreements have
not been ratified by Congress. Only the obligations of Ar-
menia and Russia, therefore, remain unprovided for by a
formal understanding, and Armenia has no government at
the present time. In Table 37 is contained a statement of
the status of the debts under funding arrangements, and
showing the nominal position of the funded indebtedness on
November 15,1928, The average interest rates on the debts
as funded, with the exception of the Greek and Austrian
obligations, are also included in this table. Lastly, Table 38

* Albert Rathbone, “ Making War Loans to the Allies,” Foreign Affairs, Vol. 3,
April, 1925, p. 358.

* Pertinent citations from the Acts of Congress suthorizing these credits may be
found in the World War Forcign Debt Commission, op. ¢it, pp. 312-3.
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TasLE 37: TuE NominaL Position oF THE GovERNMENTAL DEBTS Owine To THE UNiTED STATES
GoveERNMENT AT THE TIME OF FuNDING OR ON Novemeer 15, 1928, 1r UnrunpeD

(Source: U. 8. Treasury)
{In thousands of dollars)!

Total Principal Amount of Debra . Nex Prineipal® Acceued and Total Principal

Co - ——— grzﬁi?;!;;‘; P;?:':;;:f:f“ F";;l"'m‘ of Un .i?:] Interent }1_1& Idnterut at

untry U d Lih or Furebase o P f f Ori 1 unding pr on ¥ Funding or on unding ar on

Bond A | S Wa S Corp. | Obbwanene | PRI | NG gen 1 ey 1928,
Great Britain. . ......... 4,277,000 . .\ 202,182 4,074,818 525,181 4,579,999
France. . ...coeeenrvncns 2,997,478 407,341 . 74,332 1,330,485 684,484 4,014,969
Tealy... .. 0000000 1,646,064 - - 364 1,647,670 | 394131 2,041,801
Belgium, ., ....0vuves v 349,214 29,873 e 2,058 377,030 40,750 417,780
Pelapd L il Y 7554 : iogr | ivees | wse

oland. .. .. ..oiiiaia .. , . y
Czechoslovakia. . ........ 61.974 20,604 9,301 .. 91,880 23,120 115,000
{zugoalavia .............. 26,780 24,978 .. 721 51,038 11,812 62,940

oumania .. 1onnoness. 25000 12,923 - 1,799 341124 8462 44,586
. w || Ws | 0| | ol e

15 - v - J ..

Esthonia. . v vvvvenron . 12,213 1,786 13,999 1764 15,763
%ﬂ?en:la ................ . lé,ggg lé,ggg‘ 5,%?3 l;%gcs)

MIANL, . s cv s vnrnnnvnas .

AVIR. o einriieins 2,522 2,610 5132 643 5,775
Lithuania: . ............ 4,159 822 . 4,982 1,048 6,030
Hungary............... .. . 1,686 .. 1,686 253 1,939
gui-:ragua .............. 10,000 432 . 10 {1)3(1) 2918 11 302

V1L I SRR ') .

Liberia,. ... .. ..o " 26 . . 26 iy . -

Totals. ... .......... 9,598,237 599,134 153,120 291,623 10,046,700 1,829,794 11,864,725

1 Sum of eolumns and totals do not always check owin

8 Idem., also 1928, p. 560; and World
# The recent funding agreement arranged with Greece provides for an additiona

pote 7 of Table 37,
¥ Unfunded debts.

Jar Foreign Dei

to che omission of thousands.
t Commission, op. cif.

¢ Funding agreements negotiated 1928,

nds 2. §. Treasury, " Annual Report,” 1927, p.629.
p. 443,
{ credit of $12,167,000 which showld be included here, See foot
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TasrLe 37: Tus NominaL PositioN oF GovernmeNTAL DEBTS Owing UNITED STATES GOVERNMENT
Coverep By FUNDING AGREEMENTS, A8 oF THE Dare oF FuNping AND Novemser 15, 1928
(Source: U. 8. Treasury)!

{In thousands of dollars)
Cou Date of Punding | g o | Pymesuen | Nee Unpaid (Nl yy | Avergse Inter-
un
ntry Agreement R Pr‘mcip:l‘ (Nov. 15, 1928) Interest (ﬁr:’dv:blt;:him ) Debr u%f;unded
Great Britain. . .....oooovvniiiinnn.. June 19,1923 | 4,600,000 120,000 4,480,000 . 4,480,000 3.3
France.........oiervirnunrrnrnnnn- Apr. 29,1926 | 4,025,000 92,5060 3,932,500 e 3,932,500 1.4
Tealy.. .. .0 IR ov. 14,1926 | 2042000 | 15000 027,000 . 027, 4
Belgiom. .....oovivvrimivuoiriviin.- Aug. 18, 1925 417,780 6,650 411,130 . 411,130 1.8
Poland. .. ... s enarisabanan heeae Nov. 14, 1924 178,560 e 178,560 25,812% 204,372 3.3
Czechoslovakia. . ...c..ovvinenvneinss QOce. 13, 1928 185,0714 9,000 176,071 .o 176,071 33
"{lugoslavia .............. Pvrvseiaaas May 3, 1926 62,850 600 62,250 e 62,450 1.0
OUMIADIA. . ¢« sy vpenarvrnncennannns Dec. 4, 1925 66,5614 200 65,661 . 65,661 3.3
Austria. . ..o.viunnvinsns crmarviaes Dec, T, 1928° 35,603 e 35,603 .. 35,603 .
Greete, . .uue.. b et P &n, 18, 1928 18,125 . 30,297 ve 30,292 .
Esthomia, .. ..covvvverennn.es ceaenes ct. 28, 1925 13,380 . 13,830 2,102¢ 15,932 33
Finland. .. ..ovvrivinnninenvnenss o May 11,1923 9,000 236 8,764 .. B,814 3.3
Latvia, ,...... P . Sepr, 24, 1925 5,775 v 515 8508 6,625 3.3
Lithuania. . ....covvvinvnriiervnnnens Sept. 22, 1924 6,030 126 5,904 314 6,218 3.3
HUDBATY . .+ e vvernserenes rranens .| Apr. 25, 1924 1.939 40 1,899 e 1,942 33
Totaly, .. .....ooiiiiiiananins 11,668,124 245,052 11,435,239 29,121 11,464,360

3 United States Treasury, " Annual Repore,” 1928, p. 560. . :
3 For the whole period of payments. These percentages are from the World War Debt Commission, op. est., p. 443,

3 Payments have been made by France equivalent to amounts due under funding agreement. It is understood these payments will be applied
to schedule upon ratification, U, 8, Treasury, op. cit., p. 52.

4 Difference between principal of funded debt and amount here stated represents deferred principal payments provided by the funding agree-
ments.

* Accrued and unpaid interest due to exercise of aptions given in funding agreements, \
The agrecment with Austtia was nefotinted in April, 1928, but was contingent upon acceptance of similar agreements by Austria’s other
creditors. The date here given is that of the presentation of the agreement before the Ways and Means Committee of the House of Represents.

tives. )

¥ The Greek funding agreement provides for an additional loan of $12,167,000 for 20 years at 4%, This sum hes been added to the nominal
principa] due to obtain the net indebtedness. Committee on Ways and Means, House of Representatives, *Report on the Settlement of Indebt-
edness of the Hellenic Republic,” Report No. 953, 70th Congress, lot Session, .

! Settled by the delivery of bonds through the exercise of option to pay one-half of interest due under funding schedule in bonds.
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Tasre 38: Tae Discounred VALUES oF THE GoveErNMENTAL Drars Owing 1eE UNITED STATES

GoverNMENT RELATED To THEIR NomivaL VALugs
(Computed by the National Industrial Conference Board on the basis of various funding sgreements)

(In thousands of dollars)
Total Remsining
Total (Nomins] Payments Pregent Value Present Valus Present Value Present Vilue
Country Funded Indebted- | Scheduled under °fs:';’d‘;]:" of s:';ed';led st 4%, E;ml;::I at 5% an a Por
o sy | abndine | PRt | PO T | O D Cooe} Yoo

I 1 I v vi Vi

Great Britain, ... oovvuvivovrvariovven] 4,480,000 10,117,365 4,132,128 3,499,234 9.2 78.1
France......oevevrviriirenarsania, e 3,932,500 6,662,674 2,392,748 1,948,151 60.8 49.8
Italy.....covvvivinnnnnnns cevreensanss] 2,027,000 2,331,836 656,670 509,246 32.4 25.1
Belgiom. . .ovvovcrvnoniiniieraivans, 411,130 07,107 265,952 210,639 64.7 53.7
Poland.......ccoovvinuiinns Cevarsaias AW48,370 455,234 183,517¢ 155,247 89.8 76.0
Crechoslovakia. ......coovvvniirrnanns, 179,071 300,929 104,490 85,170 58.4 4.6
Roumanit....vveveinennannss Ceraruea e 62,450 119,760 42,964 35,128 65.8 56.2
Jugoslavia. ......vuuen.. ¥t b 65,661 92,188 24,958 18,913 38.0 28.8
Greece....... nrnra v ranar A e 30,292¢ 38,100 19,298 16,982 63.7 56.1
AUBIR, 4 i 33,603 24,618 11,229 9,519 31.5 267
Esthonia, . ... versens Chaesab by 15,932 35,1794 14,2914 12,1006 89.7 759
Finland. .......... O 4,814 19,808 7,981 6,838 90.5 77.6
Latvia...... i raarana, vev e 6,625 |- 15,718 59486 5,008 39.8 760
Lithuania.....ovuuin. itk e 6,218 13,4138 5487 4,585 88.2 73.1
Hungary. ..... T . 1,948 4,408 1,7904 15444 92.2 79.5
Totals. . .ovvvsuisiuneis. herecenobs 11,467,610 20,938,438 7,869,451 6,538,371 68.6 57.0

1 Column 111 as a per cent of column I,

2 Columnn 1V a8 a per cent of column I,

* Including deferred fnymenu from the exercise of options.

1 Adjusted to allow for deferred payments from the exercise of options.
¥ See footnote 7 to Table 37, '
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shows the present worth of the debts, discounted to 1928 at
both 49, and 5%, interest rates, related to their nominal
values. The totals of remaining payments scheduled under
the funding agreements is a further feature of Table 38,

American Policy towards the Status of the War Debts

The combined sums of the original cash advances of the
United States Government amounted to $10,338 millions
distributed among twenty different countries, of which six-
teen were European. Under all the provisions of the Con-
gressional Acts enabling these advances, definite recognition
was given of their contractual character. They were ad-
vances made in consideration of the receipt of promises to
repay in the future. This contractual character, moreover,
was definitely recognized by governments receiving them
through their acceptance under the terms laid down in the
original acts.

In the early correspondence regarding the debts after the
war and the proposals suggested at that time for a general
and simultanecus settlement of all war obligations along
“broad lines,” the Treasury set forth the administration
viewpeint that the obligations of the various Allied govern-
ments held by the United States were to be severally and
not jointly regarded, that is, that they represented the debt
of each to the United States.! When a general cancellation
of all intergovernmental war debts was proposed by Great
Britain early in 1920, Secretary of the Treasury David F.
Houston rephied that there was neither present advantage
nor necessity of canceliation. Moreover, he doubted if the
formal proposal would be faverably regarded by the Amer-
ican Government.? Later discussions confirmed the general
policy préviously suggested, especially a letter by President
Wilson to Mr. Lloyd George in August, 19202 Further-
more, it was definitely indicated in 2 communication to the
Freach Ministry of Finance, a month earlier, that the obli-
gation of debtor countries to liquidate war debts was a matter
entirely independent of the reparations problem.*

t World ‘War Foreign Debt Commission, op. cif., pp. 648 in which this corre-

apondence is quoted, (Report for the Fiscal Year 1926,) .
2 Jbid,, p. 68-70. ¢ A Iéid,, pp. T34 $ Fiid., pp. Ti-2.
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In these early conversations American debt policy became
effectively crystallized. It was further confirmed by the
creation of 2 World War Debt Funding Commission by the
Act of February 9, 1922, in the funding settlements nego-
tiated by it, and still later by the replies of the Secretary of
the Treasury to statements from the Princeton and Colum-
bia University faculties in favor of cancellation.!

American Debt Funding Policy

It was shortly apparent in the early post-war years that
the notes held against borrowing countries would have to be
readjusted in order to provide for their ultimate liquidation.
Two principal steps were taken to bring about this end;
first, the establishment of 2 World War Foreign Debt Com-
mission, just mentioned, and second, a decision reached
early in 1925 that “it was contrary to the best interests of
the United States to permit foreign governments which
refused to adjust or make a reasonable effort to adjust their
debts to the United States to finance any portion of their
requirements in this country.””® States, municipalities and
private enterprises were included in the prohibition.

In the original act establishing the World War Foreign
Debt Commission, it was laid down that no power was
granted to extend the time of maturity beyond 1947 or to
fix an interest rate lower than 43{%.2 It was subsequently
found, however, that settlements within these limits were not
possible. The Commission, in the words of its Chairman,
Secretary of the Treasury Andrew W, Mellon, was forced to
consider that:#

“No nation, except by the pressure of public opinion and the neces-
sities of its own credit, can be compelled te pay a debt to another

1 8ee Sccretary Mellon's reply to these statements, #id., pp. J06-11.

2 15id., pp. 38-9. This policy was in t];ursmce of a broader policy laid down early
in 1922 chrough press statement of the State Department requesting bankers to
advise it in advance of loan undertakings to forsign governments in order that
oppettunity might be given for objection to be voiced in case national interests
should be involved. .

* For the original Act {Public Ne. 139, 67th Congress} see j5id., pp. 6 or 88.

¢ Statement by Secretary Mellon before the Ways and Means Committes con-
cerning the settlements of indebtedness of Belgium, Czechoslovakia, Estonia, Jealy,
Latvia and Roumania, #id., p. 292,



196 INTERNATIONAL FINANCIAL POSITION

nation. An insistence on a funding agreement in excess of the ¢a-
pacity of the nation to pay would justify it in refusing to make any
settlement. None can do the impossible. If the debtor is to be able
to pay and if the creditor is to receive anything, a settlement fair to
both countries is essential. It follows that those who insist upon im-
possible terms are in the final analysis working for the entire repudia-
tion of the debts. The only other alternatve is that the United
States goes to war to collect.”

Accordingly, the Commission endeavored to arrive at the
most satisfactory arrangements that could be made, ani-
mated by the conviction that a first essential to permanent
European recovery was the removal of “the debt question
as a source of international friction.” But even more im-
portant, was the feeling that the several debtor nations
should preserve “the sanctity of their respective obliga-
tions.”® The policy followed by the Commission is well
described in its ““Annual Report for the Fiscal Year 1926”2

“The policy pursued was to treat each debtor nation on the basisof its
particular capacity to pay the debt. The first element was time. It
would have been preferable, of course, to have the matter out of the
way within a generation, but to insist upon such a period, brief as
nations go, would have been cut of the question. This very extension
of time has been criticized as not an indulpence but 2 hardship to the
debtor nation, No one likes to pay a creditor over a 62-year period.
But if the whole debt can not be paid on demand, no other course was
open except to extend the period of repayment. This was done in
the first setdement, that with England, and similar extensions have
been granted to all other nations. The second problem was the
amount to be paid in the carkier years. It is these years that are the
most difficult, because post-war readjustments are still incomplete,
and it is here that Amenca has besn most lenient. No debtor nation
will deny that the payments provided for these earlieryears are well with-
in its capacity. The third question was thelater years. Noeonecaninsure
the future but given normal conditions, it is believed 2 true balance
has been held between the duty of the debt commission to the Amer-
ican taxpayer, and fairness toward those nations to which was ex-
tended aid during and after the war. The debts have not been can-
celled, but the impossible has not been demanded. Since these settle-
ments, England’s excepted, have but recently been completed, the
American debt has meant practically nothing to continental
Eurcpe in the eight years since the armistice, and it can not become

1134, p. 37 (Report for the Fiscal Year 1925).
2 Zdem. ¥ I¥id,y pp. 59-60.
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too heavy a load in the next few years. Thereafter much depends
upon the progress of the world. 'With peace and the development of
trade internally these settlements are quite workable. The principal
fact is that settlements have been made and a fair trial can be had,
not in theory but in practice. The debtor nations know what should
be provided in their budgets and uncertainty is eliminated.”

Regarding the policy of refusing foreign governments,
which had not made a reasonable effort to adjust their debts
to the United States, permission to finance any portion of
their requirements in this country the Commission further
statedst

“While the United States was loath to exert pressure by this means
on any foreign government to settle its indebtedness, and while the
country has every desire to see its surplus resources at work in the
economic reconstiuction and development of countries abroad, na-
tional interest demands that our resources be not permitied to flow

" into countries which do not honor their obligations to the United
States and through the United States to its citizens.”

The Character of the Funding Agreements

Statistical information on the status of the debts at fund-
ing and of the unfunded debts of Armenia and Russia has
already been presented in Table 36 and their position since
funding has been included in Table 37. Finally, the present
worth of the payments due is compared with the nominal
position of the obligations in Table 38, As a further step in
revealing the character of the funding settlements, Table
39 shows the average payments to be received from foreign
government debtors for five-year periods from 1930 to 1984.
For convenience all debtors of less than §100 millions have
been grouped in a single class. It remains to illuminate this
information with a brief explanation.

The general principle followed in the settlements was that
debtors should repay the principal but that a modification
of interest rates should be made with regard to capacity to
pay. Obviously, it was of little material consequence
whether this was done or an outright cancellation of part of
the principal owed was allowed with interest rates main-
tained. On the basis of a comparison of the discounted
worth of the payments to be received with the nominal

1 World War Foreign Debt Commission, op, <t p. 39,



198 INTERNATIONAL FINANCIAL POSITION

principal due at the beginning of 1929, there is seen to be in
effect a 31.4%, cancellation of all debts on a 49 discount rate
and a 439, cancellation on a 59 rate.

The British funding agreement, coming first, set the model
upon which other settlements were drawn up. But not all
of them conformed exactly to the pattern. Rates of interest
naturally varied through the application of the above prin-
ciple. Moreover, in other settlements the character of the
schedules and the degrees of graduation varied considerably
from the British. Finally, in the Austrian and Greek agree-
ments most recently negotiated, no attempt was made to seg-
regate principal repayments from interest charges. Rather,
a lamp sum was agreed upon and distributed over a period
of years.

For the present purposes, it is possible to ignore formal
funding differences in interest rates and take account merely
of the schedule of payments.! The agreements with Great
Britain, Finland, Hungary, Poland, Esthonia, Latvia and
Lithuania, all generally conforming, provide for virtually
uniform payments during the first ten years and somewhat
larger, but more or less uniform, payments during the re-
maining years. Poland, Esthonia and Latvia, however, have
the option during the first five years, which they have exer-
cised to date, of meeting threequarters of the payments
due in bonds bearing interest until 1932 at 39 and thereafter
at 315%,.

The agreements with Czechoslovakia and Roumania con-
stitute another class. Special concessions were made to these
countries in the way of deferring a certain portion of the
payments during the first eighteen years for the former and
eleven years for the latter. For these preliminary periods,
Czechoslovakian payments are uniform and Roumanian
slightly graduated. In later years practical uniformity ob-
tains for both.

Yet a third group includes the agreements of Belgium,
France, Italy and Jugoslavia. Save in the case of Italy,
whose schedule is graduated for the entire period, uniformity
obtains after a period of graduation, ten years in the case

:In this connection, stc also Moulton and Pasvolsky, sp. ¢it, pp. 27-9, £2-4
51-3, 81-5 and 1013, ’
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TasrLe 39: Averace ANnval Pavments To B Mabpe To THE Uniten STaTEs TREASURY BY DEBTOR
GovernmeNnTs 1IN EAcH Five-Year PERtoD, 1930 10 1984
(In millions of dollars)

{ireat Crecho-

Pexiod Totalt Ericain France Ttaly Belgium Poland* dovakis Others*

Average, 1930-1934. .. ... veneneaas 255,717 169,700 52000 12,838 7,790 6,563 3,000 3,826
" 1935-1939, ... ivianinn,. 323,254 182,315 97,000 16,526 12,077 1,012 3,000 5324
' 1940-1944. ... ... 0cnvnne.| 356,033 183,39§ 122,000 21,207 12,695 6,954 3,577 6,205
" 19451949, ..o vnnen ons| 363,287 181,720 .. 125,000 24,512 12,700 6,981 5,882 6,492
“ 19501954, ....... veseend]| 369,132 181,413 125,000 31,234 12,675 7,086 5,881 5,843
“ 1955-1959 0 v vuernennas] 373,518 180,191 125,000 36,209 12,726 7177 5,884 6,331
" 19601964, . ..o oivuenin 380,838 179,777 125,000 43,165 12,695 7,169 5,882 7,150
‘“* 1965—1969. . vuvuvveeva. | 388,712 181,920 125,000 48 851 12,706 7,074 5,881 7,280
b 19701974, ,..... vorrraaa 399,235 185,289 125,000 56,877 12,696 6,951 5,883 6,539
«* 19751979, . vuuniwrnnanas 406,706 185,587 125,000 63,782 12,794 7123 5,881 6,539
“ 1980-1984. ., .. fanrarnnas 417,881 184,892 125,000 74,387 12,821 8,359 5,881 6,541

1 Thege average payments do net include additions arising from exercise of options by various countries provided in funding agreements,

1 Does not include additional payments from Poland arising from exercise of the funding agreement option, These payments would increase
average annual receipts in the first five years indicated about $790 thousands, in the next series &f periods until 1979, from $820 to $840 thou-
gands and in the lnat period 960 thousand. .

* Does not include additional payments from Esthonia, Hungary, Latvia and Lithuania arising from the exercise of the funding agreement
options. These payments would increase average annual receipts approximately $86 thousands in the first period and $96 thousands thereafter,
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of Belgium, sixteen years for France and thirty-five years for
Jugoslavia.

A final class includes Austria and Greece. Although the
United States agreed in 1922 to postpone consideration of
Austria’s debt until 1943, contingent upon similar action
by other creditors, recently Austria has taken steps to ar-
range a settlement of all debts.! Her proposed settlement
provides for two schedules, one to be applicable from 1943
on, taking the form of twenty uniform payments, and an op-
tional schedule amounting to the discounted worth of the
first at 5% running in graduated steps from 1929 to 1968.
The optional schedule, it is understood, will be taken ad-
vantage of by Austria. The Greek settlement, on the other
hand, has scheduled for the old debt graduated payments
from 1928 to 1938 and uniform payments thereafter until
1970 for the remainder.* The new loan of $12.2 millions
carries interest at 4% and provision for a sinking fund to
retire it in thirty years, in other words, a series of uniform
payments. :

A ReraraTioNs SETTLEMENT 48D THE DEBTs OWING THE
Unrtep StaTtes GOVERNMENT

Current discussion of the intergovernmental debt situa-
tion has entered upon the relationship of the final settlement
of Germany’s reparations liabilities to governmental debts
owing the United States. Principal debtor governments
which are reparations creditors have officially regarded the
interdependence of all debts arising out of the war as a
practical reality. In view of the declared attitudes of these
governments, therefore, it is only natural that one of the
most notable phases of the recent report of the “ Young Com-

1 Under this agreement the United States has agreed to accept $33,428,500 to be
paid in 25 equal installments dating from January 1, 1929 or $24,614,885 slightly
more than the principa! sum due excluding accrued and uapeid interest, under the
optional achedule. Since it is authoritatively reported that Austria will take
advantage of the ggtioa, & direct scaling down of her debt is involved, Testimony
of Mr. %:::eh ills, Undersecre of the Treasury, Committee on Ways and
Means, of Representatives, *Austrian Debe Settlement Hearings,” H. I.
Res. 340, 70th Congress, Znd Session, p. 3.

1 The total amount Greece will ega exclusive of the new loan is $2,207,923 in
cxcess of the principal sum as fund ,;is,us,mo. Thus the annaal interest charge
Greece will pay over 62 years will be $35,612. Commitiee on Ways and Means,
“Report of the Settlement of Indebtedness of the Hellenic Republic,” op. city
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mittee” should have been the implicit recognition by experts
representing the creditor governments of this interdepen-
dence and the desirability of providing once and for all a
workable plan for the liquidation of all the war debts. Such
a recognition was clearly reflected in the three principal
proposals which were made and the suggestions for their
execution: first, annuities by Germany for a period of fifty-
nine years or so long as creditors remained obligated to each
other and to the United States on war and relief debt ac-
count; second, an “‘International Bank of Settlements” for
handling the annuity payments, their distribution and trans-
fer; and, third, the commercialization and mobilization of the
funds available from the annuities by means of bond issues.}

In other words, it would appear from the period of annui-
ties and their amounts, that Germany is regarded by her
principal creditors as a source of funds which they must pay
to each other and to the United States, to liquidate inter-
governmental debts and that, moreover, governmental debt
payments to various creditors and to the United States by
reparations creditors may be transferred by drafts upon
balances held with the “Bank of International Settlements”™
as a result of reparations payments, facilitated by the inter-
national exchange operations which the latter may carry on.
Finally, it would appear that through the commercialization
and mobilization of the reparations annuities a substantial
volume of funds might be acquired which reparations
creditors might use to reduce internal indebtedness or re-
maining intergovernmental indebtedness among themselves,
or which they might offer to the United States Government
in liquidation of a number of annuities due it under separate
funding agreements. ‘

American Debt Policy and Germany's Reparations Debt

The preceding review of American debt in the past has
shown that each obligation owed the United States Govern-
ment has been viewed as an independent problem, severally

I Commercialization and mobilization applies to the fosting of = bond issue
secured by the unconditional portion of the reparations annuities amounting to $157
millions & year, about $13 millions of which is assigned to service on the External
Loan of 1924. Presumably, bond issues so secured would be Soated upon world
fingncial markets. See Annex ¥ to the Experts” “Report” previously cited.
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contracted and severally adjusted. Moreover, at no time
has America officially recognized any relationship between
the various debts due and the reparations liabilities of Ger-
many or other Central European powers, the presence of
American experts upon the Commissions of 1924 and 1929,
dealing with the reparations problem being entirely unofficial.
Wherefrom the funds may come for payment of debts owing
the United States Government, therefore, is a matter wholly
the concern of individual debtors.

Recent expressions of a semi-official and official character
by the American Administration have further confirmed the
continuance of debt policy as 1t has been followed in the
past. For example, on October 2, 1928, President Coolidge
1n an informal and unofficial discussion of the situation with
press representatives let it be “definitely and finally under-
stood” that the American Administration was opposed to
the theory “that the billions of dollars in war debts owing
the United States by Europe and the billions owed by Ger-
many were inseparable, and that the latter could not be
revised downward without a reduction of the former.”* In
his opinion, the settlement of the war debt question was a
closed incident?® from the standpoint of the United States.
This expression, however, was published several months
prior to the first meeting of the reparations experts held on
February 11, 1929.

More recently, about a month prior to the completion of
the experts’ work, press reports suggested the opposition of
the present American Administration to official or semi-
official American participation in the proposed “Bank of
International Settlements,” the reparations problem and its
settlement being looked upon as a purely European affair?
Supporting this position and referring spectfically to the
suggestion of such American representation on the direc-
torate of the new bank, Secretary of State Henry L. Stim-
son issued the following statement on May 16, 1929, that*

“While we look with interest and sympathy upon the efforts of the
committee of experts to suggest a solution and a settlement of the

! See an editorisl, " American Policy Again Declared,” in which press reports are
quoted, Commercial and Financial Chronicle, Vol. 127, October 6, 1928, pp. 1856-7,

¥ Idem,

¥ New York Time; dispztch, May 14, 1923, ¢ Jbid., May 16, 1929,
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vexing question of German reparations, this Government does not
desire to have any American official, directly or indirectly participate
in the collection of German reparations through the agency of this
bank or otherwise. Ewer since the close of the war the American
Gevernment has consistently taken this position; it has never ac.
cepted membership on the Reparations Commission; it declined to
join the Allied Powers in the confiscation of sequestered German
property and the application of that property to its war claims.

“The comparatively small sums which it receives under the Dawes
Plan are applied solely to the settlement of the claims judicially as-
certained by the Mixed Claims Commission (the United States and
Germany) in fulfiliment of an agreement with Germany, and to the
repayment of the expenses of the American Army of Occupation in
Coblentz, which remained in such occupation on the request of both
the Allied nations and Germany.

“It does not now wish to take any step which would indicate a
reversal of that attitude, and for that reason will pot permit any
officials of the Federal Reserve System either to serve themselves or
to select American representatives as members of the proposed in.
ternational bank.”

Contrasting the views of principal reparations creditors as
officially stated and reflected in the new reparations plan
with those of the United States as exemplified in the fore-
going expressions and previous policy, it is obvious that a
profound chasm exists between the attitude of the United
States Government and her debtors concerning the inter-
connection of all the debts incident to the war. To pass
judgment upon the propriety of such attitudes would be
plainly to engage in controversy over the mast difficult and
complex questions. They are important here because they
may reappear in the event of any further attempt to deal
with the entire problem through a commercialization of the
unconditional reparations debt of Germany.

The Problem of the Commercialization of the Reparations Debt

The question logically arises whether or not a commercial-
ization of part of Germany’s reparations debt could be used
to bridge the gulf resulting from differing attitudes and poli-
cies towards the interrelation of the whole war debt problem.
That is to say, could any of the funds received from a com-
mercialization of the German debt be offered to the United
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States in liquidation of a series of annuities due by any
debter under its funding agreement?

Under the newly proposed plan, an unconditional annuity
of $157 millions a year for 59 years is available for commer-
cizlization purposes. Of this annuity, $119 millions has been
allotted to France. A further sum of $12.8 millions is
assigned for service upon the German External Loan of 1924,
leaving an annuity of $25.2 millions available to other credi-
tors. At 5%, the present worth of the unconditional share
available to France totals $2,361 millions and $2,036 millions
at 6%, while the discounted value of the share available for
others amounts to $501 millions and $432 millions respec-
tively. Successive reparations security offerings to the com-
bined amounts at either interest rate, depending upon market
requirements, might be possible ultimately. Is it not rea-
sonable to expect that a share of the sums received from such
issues might be offered to the United States Government in
liquidation of debts owed by Germany’s creditors?

_ It does not necessarily follow, of course, that reparations
creditors receiving funds from such a program would offer
any of them to the United States Government in partial set-
tiement of their individual debts. Such funds might be ap-
plied as well to the retirement of domestic government in-

" debtedness, There are, nevertheless, political considerations
which might induce reparations creditors to approach the
United States Government looking towards the application of
funds received from a reparation bond sale on their various
debts. This would be done severally, if done at all. There
would result no formal linking of the various debts. That
debtors had obtained the funds from a reparation bond sale
would become an irrelevant question. That they were in
independent positions to make cash settlements would be
the consideration to be taken into account. Nothing in
American debt policy would seem to exclude the pessibility
of accomplishing some adjustment for cash if requests were
actually received.

One new problem in particular would have to be faced.
For the most part, concessions in the American debt settle-
ments were made on the interest side, with the principal
amounts due remaining intact. But as has been pointed out,
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in practical fact, there was also a scaling down of principal.
Each settlement carried provisions for commercialization at
the request of the American Treasury and no amount ap-
proaching the nominal principal due could be secured through
a public marketing of the bonds held. Rather, the sums
which could be so obtained would approach the discounted
values of the total payments scheduled under the funding
agreements. Only this amount could be amortized by sched-
uled payments at interest rates likely to be demanded by
the bond-buying public.

Would the United States Government be willing to accept
the cash value of ten or twenty-five of the payments sched-
uled under any funding agreement in lieu of waiting for the
actual payments agreed ipon to be met? This question must
inevitably be answered in case cash offers are received, but
how it will be answered must await the actual commercial-
ization of Germany's reparations debt and the definite occa-
sion of offers for the prompt liquidation of independent debts
owing the United States Government by foreign govern-
ments.

SuMMARY

Although the present chapter has appeared as a digression
from the preceding development, its place in the entire
treatment should be clear. The governmental obligations
owing the United States Government remain a substan-
tial proportion of the entire foreign credits of the country,
and payments on capital account flowing into the country in
each future year will be partly the result of their existence.
Because they are related, directly or indirectly, to the larger
aspects of the intergovernmental debt problem, any adjust-
ment of other phases of this larger problem must necessarily
have a bearing upon their position. In fact, proposals having.
an indirect relationship to their position have been incor-
porated in the report of the *“Young Committee™ concerned
with reparations. While it is too early to judge the situation
finally, present plans indicate that the commercialization of
a substantial part of Germany’s reparations debt will occur
in the future, a portion perhaps upon American markets.
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Subsequently, and directly or indirectly as a result of this
commercialization, principal government debtors may ap-
proach the American Government for a cash settlement of
a number of their scheduled annuities.

Would the flotation of German reparations bonds in any
amount upon America’s security markets be disturbing to
American finance and consequently to American commerce
and industry? Would the acceptance of cash offers for the
liquidation of debt annuities due the United States by indi-
vidual governments be so disturbing? Although these ques-
tions are merely two of a number which have to do with
America’s future international financial relations, they have
a special significance, both because of the unique character
of the intergovernmental debts themselves and because the
international financial operations involved would be con-
centrated in a relatively short period. It has seemed sufh-
cient here to call attention to these problems, but in Chapter
X, there will be occasion to consider in more detail just how
a reparations commercialization operation on the world’s
financial markets might be consummated and just what the
effects of a transfer of funds received by Germany’s cred-
itors from such a bond issue into or out of the United States
might be,

Note: Since the text of the official report and figures for
Intergovernmental Debts as of the current year are not
available for consideration in this study, this discussion is
necessarily limited and tentative.



CHAPTER IX

THE ECONOMIC CONSEQUENCES OF INTER-
NATIONAL CAPITAL MOVEMENTS

Tue ProsLEM

S HAS been indicated in preceding chapters, the ex-
pansion of America’s international creditor and debtor
Pposition in recent years was largely the consequence

of an extraordinary set of circumstances. In some measure,
it was the result of the maintenance of a gold standard by

)the United States while former gold standard countries were
experiencing monetary difficulties. It was also the result of
unusual demands upon American capital markets while these
other countries endeavored to restore gold standard condi-
tions. Finally, it was the result of a number of fundamental
changes in the country’s domestic financial structure and
industrial conditions, causing expanding bank credit to con-
centrate in security markets.

Taking the situation as a whole, there has been little direct
relationship between the movement of goods and services
and the coincidental flows of capital funds and capital ser-
vice payments. While outflowing investment capital funds
were only partially counterbalanced by similar inflowing
funds, they were even more than offset in many years by the
net movement of capital service payments of all sorts.
Furthermore, the net movement was modified or enlarged
by net payments on short-term capital account. When
excess inflows of all payments on capital account occurred,
the fact that service imports were so large (and also gold in
several years) enabled the movement to take place and a
continued net export balance of merchandise to be main-
tained.

Thefact thattherewas little apparent relationship between
the movement of goods and services and capital in the past
several years does not imply that no connection at all existed
between them. A very real relationship plainly did obtain,

13 207
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even though it was extremely indirect, but the fact that un-
stable monetary conditions prevailed abroad and that nu-
merous modifications of the gold standard were instituted
in the course of its restoration renders the tracing of any
very close affinity in many cases almost impossible. In short,
the movements of goods and services and capital payments,
inclusively defined, were the result of innumerable inde-
pendent transactionsof individuals, corporations and govern-
ments and were not immediately or directly reciprocal.

The reality of this remote connection, however, can be
readily understood after the following discussion, which is
primarily concerned with the effects of future movements of
capital funds under the reconstructed gold standard. In a
sense, therefore, the treatment of the present chapter serves
a dual rdle. It partially explains the nature of the relation-
ship of goods and services and capital funds in the past few
years, while its principal concern is with the future. In fact,
its entire justification rests with the necessity of arriving at
some working basis for judging the wider effects of any fur-
ther movement of capital funds in and out of the country.

It is obvious that no intelligent grasp of the economic con-
sequences of the country’s future international financial re-
lations is possible without a set of fairly definite hypotheses
regarding the interconnection of various classes of inter-
national dealings. Such a set of working principles, more-
over, is not only requisite to the present study, but also to
a second study planned by the National Industrial Confer-
ence Board which will consider statistically and analytically
present tendencies in American foreign trade as affected by
international movements of capital and capital service pay-
ments. Necessarily, the treatment here must be wholly ten-
tative and largely speculative, yet it must have a basis in
past experience and current facts. Revision will naturally be
required as new information becomes available.

To consider such a relationship even theoretically raises
other questions regarding the probable nature of America’s
international financial dealings in the future. To be sure,
America has expanded its international assets relative to
liabilities in recent years because of the operation of unusual
influences, but will this process be continued? Will the
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volume of American foreign investments continue to expand
each year or will it undergo a contraction? What of the
volume of funds flowing into the country for foreign invest-
ment in American enterprise, the repayment of principal,
and the payment of interest and dividends on previous
American investment? What of the movement of payments
on short-term capital account? Finally, while the aggregate
movement is important from the standpoint of affecting con-
ditions in the United States, what will be the nature of the
payments on capital account between the United States
and Europe, Canada, South Amcnca, and the Orient; and
what may be the impact upon countries in these areas and
hence upon trade?

These questions may be deferred until the succeeding
chapter. Judging from the experience of the United States
in the past few years, there may be either a net inflow or a
net outflow or an approximate balance of all payments on
capital account. Moreover, any one of these situations may
be more or less permanent. In advance of more definite con-
clusions, this discussion proceeds upon the assumption of a
net outflow of payments on capital account and later the
situation in case of the appearance of a net inflow of such
payments will be considered. First, however, the relation-
ship which a particular foreign loan floated in the United
States may have to American exports of merchandise or gold
will be treated. After all, if the United States experiences
a net outflow of all payments on capital account in the future,
it will be largely the result of a large number of individual
foreign loans or security offerings, though partially the con-
sequence of capital service payments upon foreign invest-
ments here.

A SincLe Foreign LoaN aND AmERICAN ExpPoxrTSs

To simplify, consider first a simple transaction in which
a loan is made in the United States to a foreign corporation
or governmental unit. Securities are floated for the loan in
the American investment market. A shift in the ownership
of capital funds or purchasing power follows. Under the
present system of credit-currency, bank deposits formerly
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owned by the individuals or corporate institutions buying
the securities are transferred to the credit of the borrower.
But the borrower wants the funds in his own country. In
the case of a corporation the funds are wanted, it may be
supposed, for new plant extensions or old plant reconstruc-
tion and modernization, for working capital rehabilitation
or for a more general financial reorganization. A govern-
mental unit, on the other hand, would want funds for public
works, refunding past debts approaching maturity at home,
or the funding of a floating debt which has become excessive.
As in the case of any borrower, a single loan may be sought
to cover a combination of requirements. Once a loan is
obtained, the problem is one of transfer,. How this may be
accomplished merits brief attention.

L o~ ]

Direct Expenditure of Foreign Loans for American Goods and

Services

Although it is here assumed that ordinarily the borrower
wants the funds for use in his own country, the proceeds of
any loan may be expended to a greater or lesser extent for
materials and services in the United States. When they are,
obviously, merchandise and services constitute the media of
transfer. In a very real sense, some percentage of every loan
is so transferred, inasmuch as the underwriting commissions
of bankers, a service export, ranging, it has been estimated,
from 2%, to 8%, of the nominal loan,! are a first charge upon
loan proceeds. Bat in addition, other portions of the bor-
rowed funds may be transferred directly.

For example, if the capital funds were borrowed by a
relatively undeveloped country to exploit its resources or to
construct public works, the borrowing country might find it
convenient to purchase machinery, tools, other materials
and technical skill in the United States. It would do this if
its own manufacturing facilities were not adapted to the pro-
duction of the capital goods required,and past trade relations
with American exporters had been so developed as to estab-
lish an evident preference for American goods of the character

ULS. Bcrar:ment of Commerce, Bureau of Foreign and Domestic Commerce,

Finance and Investment Division, * Foreign Securicy Offerings,” 1920-1925, Special
Circular, Nos, 234, 23941, 260-61.
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needed. It would also do it if American goods and services
compared favorably in price and quality with those of com-
peting countries. Finally, it would do this if geographic
proximity caused transportation charges to be an important
factor in their cost. To sum up, some part of a foreign loan
floated in the United States would tend to be expended for
American poods if it were obtained for developmental pur-
poses and if America possessed any advantage, economic or
traditional, as a supplier of the type of goods needed. In
such an instance, as has been emphasized, the merchandise
and services exported would immediately constitute the
economic media of transfer.

Furthermore, funds loaned to foreigners might result in
direct exports of American goods and services in cases where
the loan contract should specify the expenditure of a portion
or all of the borrowed sum in the United States.! Such a
specification might, of course, be either formal or in the
nature of an informal understanding. While sometimes
thought of as being a common practice, it is difficult to verify
how general “tying in” or “‘earmarking” clauses are. One
investigator asserts that he could find no clearcut example,
not only in recent publicly offered foreign loans arranged on
the American market but also in past public foreign offerings
on other markets? Certainly formal loan “earmarking” is
not common. No investigation, however, could bring to

light informal understandings, nor could the facts of loans
privately granted be adequately surveyed. Nevertheless,
this much can be said: only a weak borrower would accede
to any condition limiting his capacity to use borrowed funds
to the greatest economic advantage. As a debtor, in other
words, he has a vested interest in obtaining the greatest
buying power possible from the proceeds of his loan. More-
over, it is to the investor’s interest also to have the greatest
economic use made of the funds which he has advanced.

An External Loan and the Foreign Exchange Market
If no reasons existed for the expenditure of the remainder

i For mmﬁe, when a foreign loan is for a public work or improvement, bankers
o arranging the loan might insist upon American engineering supervision and materials
to insure the proper expenditure of the lean proceeds.
* A. P, Winston, “Does Trade Follow the Dollar,” American Economic Review,
Vol. X Vi, Sept., 1927, pp. 458-77, cspecially footnote 23, p. 477,



212 INTERNATIONAL FINANCIAL POSITION

of the foreign loan after caring for the underwriting com-
missions of bankers, and the funds are desired for use in the
borrower’s own country or a third country, the problem of
transfer would assume 2 less direct relationship with exports
of goods and services.! The borrower would be concerned
with nothing more difficult than money changing. To trans-
late his recently acquired dollar balances into the currency
of his own country, he could proceed in either of two ways:
First, have his agent in America go into the exchange market
and buy up his own currency in the form of bills of exchange
and post the same to him or buy gold; second, he could go
into his own domestic foreign exchange market and sell
dollars to those having remittances to make to the United
States. The entire transfer need neot be made at once, but
only as occasion demanded, the remaining funds being in-
vested in short-term securities.

If the borrower’s agent bought bills for him in New York,
their sources would be the variety of international transac-
tions which would appear on the credit or export side of the
international accounts of America with his country. They
would include exports of goods of all kinds, exports of out-
standing securities, incoming payments for interest, profits,
commissions and bond redemptions, incoming payments
for freight, tourist and miscellaneous services, and finally
incoming payments on short-term capital account. If the
borrower sold dollar exchange in his own market, the demand
for dollars would arise from these same sources, looked at,
however, from the debit or import side of his country’s
balance of accounts with the United States.

The net result of the loan transfer process here considered,
other things remaining constant, would be for the borrower’s
currency to become more expensive in American markets
because of the increased demand, and simultaneously for the
dollar to become cheaper in his own exchange market be-
cause of the increased supply. If such a shift occurred,
although the variation could not be great under geld stan-
dard conditions, and the prices or rates of other currencies
in other exchange markets had not moved in the same direc-

1 If the borrower wanted to transfer the funds to some other market for expendi-
ture, essentially the same process would be involved.
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tion, the loaned funds could be converted into them, and
then into the borrower’s own currency. Thus a triangular
exchange mechanism might be employed to facilitate the
transfer.

But other things never remain constant in the exchange
market. The effect of the borrower’s demand in New York,
if sufficiently large and persistent, might be a slight expansion
of the offering of the borrower’s currency, as banks or others
possessing a supply would be stimulated to sell by increased
demand reflected in a higher exchange rate. Furthermore,
those who could delay remitting would tend to withheld
their demands. The reverse would tend to occur in the
borrower’s exchange market, as others who had dollars to
sell would be inclined to withdraw them temporarily from
the market to await a higher rate, while those who had
obligations to meet would be induced to take advantage of
prevailing rates. In this way the transfer of funds might
be accomplished at very little exchange cost to the borrower.

The reason for this is not far to seek. There is always on
the exchange market a latent reserve supply of, or demand
for, foreign exchanges. The latent supply will tend to be
drawn on the market when an exchange rate rises and with-
held when it falls. The reaction of the latent demand will
be just the reverse. The existence of these market reserves
is due to the necessity for banks to have exchange reserves
and to the multiplicity of exchange movements both ways.
An extension of credit, moreover, ordinarily precedes the
drawing of exchange bills or the transmitdng of remit-
tances, and there is regularly at any time, as a conse-
quence, a large supply or demand just off the market which
may be called in or may be withheld, as a particular exchange
rate is high or low. Still further possibilities exist for increas-
ing the supply of foreign currency from bank credit sources,
but they tan be better discussed at a later stage.

Summary

The principal point to be stressed before proceeding with
further analysis is the great difficulty encountered in
attempting to tie up directly the flow of loaned funds and
the flow of goods in a single loan transaction. Judging from
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the entire balance of international payments statements in
1926, 1927 and 1928, a borrower going into the New York
exchange market to transfer his borrowings into his own cur-
rency could have obtained a supply from a great variety of
sources.! In general, looking at the balance of accounts as 2
whole they would have been found generally as follows:?

Percentage Discribution
Maj f Forei,
ajor Sources of Foreign Exchange Supply 1926 1927 %

Merchandise and gold exported. .. . ............... 339 59.8 360
Securities and other claims on wealth exported. ... .. 179 210 26.8
Interest receipts on formerloans. . .. ............. 8.4 88 83
Government debe receIPIs. oot v i ieiarinnnans 2.2 23 20
L o SR 8.0 81 63
Unfunded credits and net unaccounted-for. .. ...... 4.6. .

Total. . ..o 108.0 1006 100.0

Naturally, these sources would vary from day to day and
from month to month during the year. Furthermore, the
relative sources for particular currencies would differ.! The
data available, however, are insufficient to show them save

in an aggregate way.

A NsrOvurrrow or Carital FuxDs AND AMERICAN
Foremon TrADE
The transfer of the proceeds of a particular loan, it is clear,
is ordinarily a financial process having little causal relation
with the export of goods and services, even though it may
1 See Appendix A of this volume.
% See Table 17 of this volume, and compare with the relative distribution in other

years,
* An attempt was made by Ray O. Hall, of the Department of Commerce, to
draw up an estimated American-British balance of pa‘ymmts for 1927, Although
some financial items are omitted, i. &. movements of outstanding securities and
ghort-term credits, the distribucion of the figures which are given 18 as follows:

Percentage

Distzibution
Merchandise and gold exported. . ..cooviniiiiiaiiinnnies .. 70
Interest Tecei Dt . ... . it iiriserraaraa e raarnraran 3.4
Government debt receips..... eeerarrarreiranarenrarnnn 153
o T T 53
100.0

If figures were complete, the relative source of British exchange currency from
financial transactions would be Jarger, but the major source would still have been
from merchandise exports. In the case of other European countries, the proportions
would be very different, See Ray O. Hall, * Estimated American-British Balance of
Payments in 1927," Commerce Reporss, June 18, 1929, pp. 710~-12
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be made possible because of it. When sufficient foreign
loans are being floated simultaneously to lead to a net out-
flow of all payments on capital account, the causal relation
with goods and service exports may likewise be distant.
Nevertheless, z definite, though indirect, connection may be
established. It is this connection which is the basis for the
companion study on America’s foreign trade and markets.
In the past seven years, it was noted in Chapter IV, the
flotation of many foreign loans upon the American market
did not result in an ocutflow of goods necessarily because of
them, although they did play a part in obviating the need
of merchandise imports from foreigners to enable the latter
to meet the service charges on their accumulated debts.
Owing to the counter-flow of capital funds and other pay-
ments on capital account, in other words the transfer of
foreign loan proceeds was in the main a financial process,
with a less intimate relationship with American exports of
goods than has been commonly supposed. Any hypothesis,
therefore, that in the immediate or approaching period the
United States will experience a persistent net outflow of
capital funds to foreign areas may be altogether erroneous.
Yet it is altogether possible that this will occur. If it does,
far-reaching consequences may be felt by the business com-
munity. It is justifiable, consequently, to trace tentatively
a probable sequence of events which might be involved, em-
ploying to that end the accumulated knowledge available.
Although a portion of every loan may be regarded as
transferred in banker’s services, and a part of others may be
expended directly for American goods, undoubtedly the
majority of foreign loan proceeds are wanted immediately
for expenditure in the borrower’s home market or in a third
market. Essentially, what is involved is a transfer of pur-
chasing power or money changing. The problem created by
a persistent net outflow of capital funds is one of discovering
in what ways an additonal foreign currency can be made
available to meet the requirements of the capital migration.

A Net Qutfiow of Capital Funds and the Foreign Exchange
Market

Observe the effects in the foreign exchange markets when
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the net outflow of capital funds first makes itself feft. The
situation may be described briefly. Borrowers, having
secured their loans, would individually come into the
exchange markets to acquire their domestic currencies. The
increased demand for their currencies in the United States
or the increased supply of dollars in their own markets
would be a persisting influence and would tend to exhaust
after a short time all of the available foreign currency sup-
plies. Exchange rates on the borrowing countries would
tend to rise.! Exchange rates on non-borrowing countries
would rise also owing to triangular conversions, but their
movement would tend to lag slightly behind those of the
borrowing countries, depending upon their importance as
bases for triangular or multangular exchange transactions.

This tendency of foreign exchange rates to rise from the
pressure of migrating capital funds might eventually lead
to a flow of gold. At least, when exchange rates would touch
the gold points, gold shipments would become profitable
and would tend to take place. Before this occurred, how-
ever, bank credit might be extensively employed to effect a
money transfer of the capital owing to the international
operations of large private banks and central banks. This
possibility has been referred to already but analysis was
reserved for this juncture.

Bank Credit and the Transfer Process

As market reserves of foreign currencies concerned would
become depleted and exchange rates would rise, American
international bankers, so long as they judged the exchange
market movement to be moreor less temporaryand so long as
other conditions, such as interest rates, were favorable, would
draw finance bills upon their foreign correspondents to re-
store their balances abroad and to meet continuing foreign
currency demands. Koreign international banks, moreover,

i It might be inferred that a rise in exchange rates would itself tend to stimulate
American exports and retard imports by making the former cheaper to foreigners
and the latter mote expensive to Americans and that this would provide an addi-
tional s pfgr of foreign currency, However, since the movemnent of exchange rates
on z g:l?i asis ia relatively minor, profits to importers and exporters are little

affected by their movement, scarcely enough to induce a ter or amaller flow of
mdl};& 3 ¥ enough grea
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if they possessed unemployed funds, might exchange local
deposits for American balances. Thus, American short-
term borrowing of foreign bank credit through the operations:
of international banks, might offset for a time the outward
movement of capital funds. From their very nature, limits
to these operations might shortly appear, depending upon
many other factors. When such limits would be reached,
commitments involved would require movements of gold;
or the rise of exchange rates to the gold points, because of the
discontinuance of the banking operations, would again make
gold shipments profitable, and their appearance probable.

There remains the further and far more important possi-
bility that the central bank of the borrower’s nation would
be willing to take over the loan proceeds in exchange for
local purchasing power.! It would do this in some cases as
a matter of policy, in order to avoid a possible alteration of
the exchange market position unfavorable to its nationals,
or because of some international agreement with the central
banks of other countries.? Moreover, it would de this also
if there appeared a likelthood of immediate transfer causing
an inflow of pold and such an inflow was regarded as un-
desirable from the standpoint of the nation’s credit structure
or the international credit situation by the central bank
authorities. Finally, in some instances, the central bank
might be willing to take over the loaned funds because they

1 n this connection, note the foreign exchange holdings of various central banks,
statements for which may be found in any current issue of the Federal Reseroe
Bullietin. ‘The Bank of France was able to acquire large balances of foreign exchange
when the French stabilization program became more or less apparent and French
funds, accumulated abroad, returned home, As recently as September 21, 1928,
Bank of France credits in the American market were estimated at $800 millions ina
New York Times dispatch. They were probably but slightly less at the end of the

year.

Dr. Hjalmar Schacht, president of the German Reichshank, in his recent book,
“The Stabilization of the Mark,” New York, 1927, p. 264, states that the conver-
sion of foreign loans inte marks at the Reichsbank is by far the more frequent dis-
position of such loans by German borrowers. However, in the last part of 1927,
the Reichsbank refused to buy loan proceeds, a policy which was thereafter main-
tained except when desirable to replenish foreign exchange reserves. See “Report
of the Agent General for Reparations Payments,"” November 30, 1924, pp. 49 and
60; December 10, 1927, pp. 95 and 1056-7; June 7, 1928, p. 80, and December 22,
1928, p. 108, The same facts may aiso be found in the "lgcpom” of the Commis-
sioner of the Reichsbank for the same dates,

2 Possibly in the future because of an agreement arranged through the newly

proposed “ Bank of International Settlemnents” recommended by the recent Com-
mission of Experts to deal with the German reparations problem.
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could be included as part of the legal currency reserves,! or
because it was deemed a wise policy to build up secondary
reserves of foreign exchange? or because foreign earning
assets were preferred to domestic gold holdings. Eventually,
of course, the central bank could withdraw these balances in
the form of gold, but in the meanwhile they would techni-
cally constitute an international Hability or short-term in-
debtedness of America. The money transfer of the loaned
funds, nevertheless, would be complete because of them.?
How long this process could continue would depend a
great deal upon central banking policy, not only of a particu-
lar bank’s policy but of broader policies formed in coopera-
tion with other central banks, as well as on the condition of
its legal reserves at the particular time.! Foreign exchange
reserves could only be accumulated with full regard for
domestic reserve requirements. When these reserves would
demand expansion, only an actual gold movement would
suffice.® Such gold movements, however, would take place
_at the time when needed and not necessarily only when
exchange rates were at the favorable gold points. In short,
American balances of foreign central banks would be aug-
mented only so long as existing domestic gold stores were
adequate for credit expansion or so long as credit policy
would admit of its feasibility.
1 See the list of the legal reserve requirement of foreign central banks, Appendix
B of this volume. See also C. H. Kisch and W. A. Elkin, " Central Banks,” Lon-

don, 1928, Appendix I, pp. 155 f., in which a summary of the laws, charters and
statutes mgufazing central banks Is given, and the discussion of foreign exchange
raserves, pp. 90-3.

* Ceneral bank holdings in the United States for reserve purposes would be par-
tially with the Federal Reserve banks, They would appear either as deposits or as
contingent linbilities on account of investments in bankers acceprances for foreign
account. QOwing to confidence in America’s gold standard position, however, they
might be slmost entirely held with larger commercial banks.

t There is & tendency st the present time among leading foreign central banks,
as with the Federal Reserve banks, to hold a higher reserve ratio than is dictared
by law, as for example the Bank of France, the German Reichsbank, the Bank of
Italy, the Bank of the Netherlands, the Bank of Belgium, Swiss National B
the Central Bank of Chile and others. See below Table 46, and Appendix B o
this volume. In such cases the reserve ratio is policy determined rather than law

£ determined.

¢ See Feliks Mlynarski, “Geold and Central Banks,” New York, 1929, in this

Icomifction, Chap, V, “The Gold Exchange Standard,” pp. 71 &, but especially
pp. 7481,

5 The gold would not need to be shipped st onee from the United States, but

could be held with a Federal Reserve bank on caranarked account.
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The International Credit Consequences of the Capital Flow

Whether gold shipments were involved or whether the
transfer of the funds making up the persisting capital flow
were made possible by the employment of bank credit, the
significant consequence would be virtually immediate
changes in the volume of credit purchasing power in the bor-
rowing country relative to the American volume. Further-
more, since banking reserves would be affected, these rela-
tive changes in the volume of purchasing power might be
many times the actual net movement of capital funds.
Central banks acting individually or in cooperation might
endeavor to exert a determining or guiding influence upon
the course of developments, in line with some conception of
national or international credit control, and beyond question
would profoundly affect the emerging situation. Notwith-
standing, the principal impact of the financial situation de-
scribed would be along such lines.

The key to the subsequent analysis, therefore, is found in
the comparative changes in the volume of credit purchasing
power in the countries concerned, depending fundamentally
upon the enlargement or contraction of the credit bases,
however they were constituted.! The aspect to be stressed,
moreover, is that these changes would only need to be rela-
tive. For example, owing to the fact that certain foreign
central banks may hold a portion of their reserves in the
United States,? or owing to the simultaneous expansion of
Federal Reserve credit at the time of the gold cutflow, made
possible by the possession of excess reserves, the volume of
American credit might not contract.¥ Nevertheless, the fact

% Although the emphasis of this chapter differs from that in Chapter V, “The
Effects :ﬁntematicmai Payments in the Past,” of the previcus stady Ly the
National Industrial Conference Board, “The Inter-Ally Debts and the United
Stutes,” pp. 138 &, it is supported by the statistical material therein presented.
The experience of Germany in the last few years which is exhaustively discussed in

the varicus “ Reports” of the Agent General for Reparations Payments furnishes
especially important substantiation,

* Miynazski, op. it pp. 74-81.

#The immediate effects of a withdrawal of gold would depend upon the sources
from which it would be acquired. If the go]d were to move at the call of a forsign
central bank, it might go directly from & Federal Recerve bank. Thisz would resule
in & Bmitation of the country’s gold stock available for zdditional credit expansion
but might not affect the volume of bank credit outstanding. 1f the movement wers
protracted, affecting seriously the reserve position of the Reserve System, higher
discount rates and other policiea would be resorted to in order to restrain the use
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that the credit base of certain borrowing countries would be
widening and bank deposits expanding from the transfer of
American borrowings and from other causes would be
sufficient.?

The Effect upon International Trade

. Naturally, with expanding credit purchasing power perme-
ating the business economy of the borrowing country,
production would be stimulated.? And with the stimulation
of production would come an impetus to international trade.?
For example, if the borrowing country were an established
manufacturing area, whose productive organization required
the importation of many raw materials for its operations,
an important proportion of the expanding purchasing power
would be utilized directly in foreign purchases. Likewise in
the case of an undeveloped country whose exploitation of
resources demanded increased importations of manufactured
products, increased expenditures in foreign markets would

.result. In short, with both types of borrowers, the place of
imported products and services in the domestic scale of
demands would be of great significance in determining the
diversion of expanding credit purchasing power in their
direction.

In any country experiencing a diffusion of expanding pur-

of Reserve bank credit. If the gold moved at the instance of private bankers, It
would probably go from the larger banks in the central money market. They in
turn would resort to the Federal Reserve bank, holder of their reserves, to obtain
the required amounts for export. Thus, their reserve deposits would be reduced and
could only be restored by rediscounting or by reducingloans to customers. In the first
case, again, rediscounting if prolonged, would affect the resetve position of the Reserve
System and lead to more conservative credit policies. If the Reserve System pos-
sessed excess rescrves, and conceived the maintenance of comparatively easy credit
conditions desirable, it might maintain low rediscount rates, or even put new funds
in the market through open-market purchases.

1In this connection, note the recent expenience of Germany as reviewed by the
ﬁg;nt General for Reparations Payments, “Report,”™ December 22, 1923, pp. 94—

3 The first cffects, however, might be felt in the borrowing country’s money
market leading to lower discount and interest rates, If this would stimulate a
speculative boom, even more foreign capital funds might be attracted to par-
ticipate. On the other hand, low interest rares might also stimulate an curward
flow of funds to purchase securities abroad. The analysis in Chapter 1V, although
based uper the experience of the United States, suggests that both flows would tend
to take place. As further illustrative, see also the Agent General for Reparadions
Payments, “Report,” June 30, 1927, pp. 64-74 and June 7, 1928, pp. 77-8.

t féid., December 10, 1927, pp. 93-6 and December 22, 1928, p. 109,
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chasing power, moreover, standards of living would be tend-
ing to rise. Desires for goods and services formerly unsatis-
fied would be met from increased money incomes. Some of
these enlarged demands would be for imported products and
services and hence would be felt in foreign markets, particu-
larly in those markets with which trading contacts had been
most fully developed.

Thus forces would be operating merely as a result of ex-
panding purchasing power to increase importations of goods
and services from other countries in relation to exports.?
This pressure would tend to persist, moreover, so long as
foreign borrowing, with the consequences traced, would
cause relative shifts in the volume of international credit to
occur® Increased imports over exports, it is clear, would
be a means of increasing the supply of the borrowing coun-
try’s currency available for exchanging the funds from con-
tinued loans, a development which would check an excessive
inflow of gold and subsequent credit expansion.

American merchandise exports, particularly, would benefit
from the increased foreign purchases of the borrowing
country. These benefits would accrue in part directly and
in part indirectly; directly depending on the position Ameri-
can products would hold in the widening scale of the bor-
rowing country’s demands, and indirectly depending upon
trade repercussions resulting from increased purchases in
other countries. Hence, additional foreign exchange would
become available both from immediate export trade rela-
tions and from triangular or multangular trade. '

Modifying Forces of International Trade

While these relative changes of purchasing power would
be tending to effect rather immediate consequences to mer-
chandise flows in international trade, modifying forces regu-
larly operating would also have profound significance. Con-
spicuous would be the competitive struggle for trade expan-
sion with its commercial rivalries for the domination of

i Since goods are much more responsive than services, the expansion of -
chandise imports would be by far the more important. “ mer

2 See Bertil Oblin, “ Equilibrium in International Trade,” Swarterly Fournsl of
Econumics, Vol. XLIIT, November 1928, pp. 184-5 in which the suthor points out
that this has been the experience of smaller European countries,
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markets, The imperfect character of that competition, how-
ever, and the incomplete nature of international market con-
tacts would greatly affect the course and direction of trade
currents. For example, the dumping of excess production by
individual concerns would be an important influence. The
operation of international cartels and agreements for the
division of markets and the maintenance of prices would like-
wise play a part, as would also tariff and other trade barriers
and governmental trade programs of all sorts.

Other features of the economic processes would be exerting
an inevitable pressure. Price fluctuations and market stop-
pages, however caused, possibly tied in with the above men-
tioned factors and perhaps the result of seasonal influences
and political disturbances, would be important, making as
they do for relative variations in business activity in different
countries. Finally, there would be the more stable aspects of
economic growth, comparatively regarded, such as improve-
ments in the techniqueof production, thedevelopment of new
.or improved products, and population movements and ex-
pansion.

Pressure towards International Price Level Changes

Traditional economics holds that expanding credit pur-
chasing power in the borrowing country relative to that in
the lending country leads to relative commodity price level
changes and that these price level changes are the chief fac-
tors leading to alterations in merchandise balances of trade.
The preceding analysis does not conflict with these conclu-
sions which have been supported by inductive evidence;! it
merely indicates that international merchandise and service
movements may tespond to net flows of capital funds in a
comparatively short period. Commeodity price level altera-
tions may come in time, constituting additional influences
stimulating the international flow of goods, although other
price influences operating may postpone them.! If they
should appear, however, they would enly need to be relative
as between the countries concerned.

 National Industrizl Conference Board, “The Inter-Ally Diebts and the United

States,” Chaprer V, pp. 138 &,
3 As in the recent experience of the United States.
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Take, for example, the developments in the United States.
Obviously, if foreign securities are widely sold to individual
American investors, they have less purchasing power with
which to buy other things. Thus, they have to forego the
actual use of some purchasing power for direct consumption

urposes. But the purchasing power foregone would be
available to the foreign borrower for expenditure. In other
words, the aggregate credit purchasing power of the com-
munity would not be altered because of these security flota-
tions, unless foreign lending exerted such pressure in the for-
eign exchange market that gold would flow out of the country,
reducing the credit base. In the meantime, outgoing foreign
payments would be offset by incoming payments. Merely a
redistribution of purchasing power would be taking place,
affecting some prices, but not of necessity the general price
level.

When the net cutflow of all payments on capital account,
caused mainly by purchases of foreign securities, however,
had finally led to a restriction of the credit base, time would
be required before the effects would be diffused over the
entire business community. The immediate influence would
be felt in the particular line of activity in which credit could
be most readily restricted. Possibly the money market, as
such, would be affected first, with lower prices for securities;
but the extent to which the security market would suffer
would depend upon the willingness of brokers and speculators
to bid higher for their credit needs against other types of
business activity. When, finally, commodity prices had been
influenced, the ensuing price level shifts, judging from past
expenence,would be generally as follows:* Prices of imported
commodities, fixed underinternational competitive conditions
or established in other than borrowing country markets,
would not be affected. On the other hand, prices of imports
purchased directly from the borrowing country would tend
to be higher because, as will be shown, opposite credit shifts
would be taking place there. Domestic prices, depending
upon the channels from which credit is immediately re-
stricted, would tend to fall or at least remain stationary.

1 Nutioanl Industrial Conference Board, op. i, pp. 187—8 and J. W. Angell,
“The Theory of International Prices,” Cambridge, Mass., 1926, pp. 408-9.

14
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The reaction of export prices, lastly, would lag behind that
of domestic prices, because exports are sold on foreign mar-
kets where prices have not fallen and in borrowing countries
where credit expansion due to American loans is causing
Pprices to rise.

Opposite changes would be taking place in the borrowing
country. Probably they would become more apparent than
those occurring in the United States, because the credit con-
sequences of the capital flow would be of 2 more pronounced
character. Not all classes of prices would respond to the
pressure of expanding purchasing power. Import prices
would not rise, and might conceivably fall in so far as the
source of the imports would be the United States where
prices would not be rising, relatively speaking, and possibly
would be falling. Domestic prices, however, would tend to
move upward, though not all sections of the domestic price
level would be affected. Much would depend upon the uses
to which the expanding credit was put and the facility with
which productive capacity would respond. Export prices
‘might rise slightly, because costs would be rising in export
industries with the rise of domestic prices, but exports are
sold abroad where the same expansion of purchasing powe
would not be occurring. Their movement, therefore, would
depend on conditions obtaining in foreign markets.

Price Level Shifss and the International Flow of Merchandise

While the international flow of commodities would be more
or less immediately stimulated by the relative shifts in pur-
chasing power, previously described, these obscure price level
changes would constitute yet further forces when they had
become sufficiently marked. The United States would tend
to have increased exports of a variety of commeodities on
which a competitive advantage could be gained owing to
relatively lower costs resulting from the price level shift.
They would tend to go directly to whichever markets afforded
the most profitable outlet in terms of price and sales, de-
pending upon the character of the commedity, and of the
trade connections and relations previously established.
Furthermore, with a tendency towards comparatively lower
prices in the United States, imports of certain commodities
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would tend to be checked. The contraction of domestic
prices, which would be affected the most, would tend to cause
prices of imports, for which the American demand is most
elastic, to appear relatively more expensive. Accordingly
imports of them would tend to fall off.

The shifts with respect to the borrowing country would be
generally the converse. The tendency towards rising prices
would tend to stimulate certain imports and retard certain
exports. The commodities figuring the greatest in the in-
creased imports would be those whose demands had widened
with the expansion of purchasing power and whose prices
remained relatively the lowest. While their source might be
in part the United States, these increased imports, depending
again upon their character, would tend to come from those
countries with which the borrowing nation had the closest
trade relations, or where prices were most out of line in
comparison with its own. Exports, on the other hand,
would tend to be retarded because rising domestic prices
would eventually tend to raise costs among exporting as well
as other industries. Hence, unless higher costs could be ab-
sorbed in increased sales, the volume of goods produced for
export would be restrained. :

The above analysis is complex and many qualifications
owing to incomplete international competition, dumping,
carte] agreements, tariff barriers, seasonal and other fluctua-
tions, political influences and factors of economic growth,
already suggested, obviously are required. Prices and hence
price levels are always in a state of flux. The changes here
in mind are those of a more or less enduring character, ap-
parent after the passage of time. Some effect upon inter-
national commodity movements would likely resuit from
them, depending chiefly upon the extent and permanency of
the shift. The resulting alteration in international com-
modity flows might take any one of a number of turns. An
absolute increase of exports from the United States might
not occur, but a relative reduction of imports might take-
place. On the other hand, the absolute increase of imports
by the borrowing country might not be large, but the rela-
tive contraction of exports might be considerable. In any
case, the internadonal pricelevel shifts, whenand in thedegree
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that they did take place, would be a factor in increasing the
supply of foreign exchange necessary to facilitate the con-
tinued net movement of capital funds from the United
States to the borrowing country. They would have signifi-
cance, therefore, in the maintenance of international finan-
cial and economic equilibrium.

A NEeT INFLow oF Caprrar Funps anp Oruer Caprrar
PaymenTs AND AMERICAN FOREIGN TRADE

The extension of any foreign loan depends among other
things upon the banker’s judgment of capacity to repay the
principal and to carry the interest burden. Essendally this
ts one of the chief tests. Whether they are to be used for
productive purposes, as plant extensions, public works and
so on or whether they are to be used for financial reorganiza-
tionand rehabilitation, are pertinent issuesonly withregard to
thiscentral point. Every foreign loan extended by the United
States involves an annual receipt of a certain sum on loan ser-
vice account, interest and dividends, until the loan matures
and is finally paid off. Similarly, 2 property investment ordi-
narily involves the annual receipt of dividends. With the
growth of an international creditor position, the volume of
inflowing payments on long-term capital service account
gradually swells until it equals and finally exceeds the
volume of capital funds going out of the country to purchase
new securities and properties. Eventually, it would seem
clear, the time will be reached when the varying counter-
flow of capital funds dispatched by foreigners for investment
in American security markets and properties, of which there
will always be some, will be so augmented from loan ser-
vice payments that an enduring net inflow of all payments
on investment capital account will result. Concurrently,
the indebtedness of certain borrowing countries will have
reached a point where capital service payments, in addition
to whatever long-term capital investments they may be
making abroad, will exceed incoming receipts of capital funds
from new American loans and investments.

Always, of course, there would be considerable variability
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from year to year in the net flow of all payments on long-term
capital account owing to the changing volume of the invest-
ment fund flows themselves, or rather, the interdependence
- of purely capital payments and all payments on capital
service account. Moreover, the net direction of the stream
of all payments on long-term capital account would be
modified by the altering currents of payments on short-
term capital account. Ultimately, nevertheless, the situa-
tion which has been pictured would become sufficiently
pronounced that its enduring character would be evident.
At the risk of repetition, it may be advisable to consider
the consequences which might develop, admitting the tenta-
tive character of the analysis. In general, they would be
the converse of those described in the preceding analysis.
The treatment, therefore, may be summary.

The Immediate Effects of a Net Inward Flow of Capital and
Capital Service Payments

The first influence of the net inflow of all payments on
capital account would be feltin the exchangemarkets. Many
debtors in various parts of the world would be competing
with others who have American remittances to make to
obtain dollars with which to meet their interest charges,
bond redemptions or sinking fund requirements and dividend
obligations. When market reserves of dollars finally become
depleted, the possibilities of finance bills exhausted, and cen-
tral bank foreign exchange reserves reduced below the point
deemed desirable, exchange rates would reach the gold points
in countries most greatly affected, and gold would tend to
flow from them to the United States.

Forces would be set in operation tending to cause a shift in
the volume of credit purchasing power in the United States
relative to that obtaining in the principal debtor countries,
Their operation, however, would be modified by central
banking policies formulated and carried out either indi-
vidually or in cooperation with other central banks! For
example, if the central bank of the debtor country possessed
excess reserves, a shipment of gold could be allowed with no
immediate retarding influences upon the growth of bank

310r the new “Bank of Internations] Settlements,” if eatablished.
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credit, as higher discount and interest rates.! How long this
might continue would depend upon the persistence of an
adverse movement of capital funds. Probably efforts would
be made to avoid drastic effects.

On the other hand, Federal Reserve banks might take
steps to prevent too abrupt consequences from a gold inflow.,
For example, security holdings might be reduced on the
open market if an ample portfolio existed offsetting the
effects of the gold imports, higher discount rates and accep-
tance buying rates might be maintained, and moral pressure
might be exerted against Reserve bank borrowing by member
banks. Of course, there would be a limit to the first-named
factor and the others would be insufficient to prevent direct
credit expansion in the banking system.? They could,
however, be supplemented by foreign exchange operations
similar to those conducted by foreign central banks;® or
gold could be purchased abroad temporarily as a non-
earning asset. Thus, although the Reserve banks would
be facilitating the capital transfer process through credit
expansion, this credit expansion would take place at higher
costs. Similar results might even accrue from merely re-
placing Federal Reserve notes, greenbacks or National Bank
notes with gold certificates, Finally, legislation might be
passed raising reserve requirements.f

Whatever policies central banking organizations might

t The effect of a reduction of any foreign exchange reserves of foreign central
banks upon its domestic credit position would depend on whether they were pri-
mary legal reserves or secondary reserves maintained in supplementary supporz of
credit policy. If a particular central bank had ne dollar balances but had sterding
balances or any other foreign balances, it might readily liquidate these in ex
for dollars, 2 triangular transaction being involved. {f a gold shipment should be
finally required, & conversion of these balances would take place, since they would

ordinarily be held in free gold markets. Thus a gold movement resulting from the
net transfer of capital funds might be indirect racher than direct.

% Any increase in reserve balances of member banks tends to lead to increased
lending. The eredit expansion ible on reserve balances by particular banks
depends upon the resurgence of the created bank deposits to its own accounts. If
they are transferred to other banks, they in turm may expand upon them. Thus, the
Eartimllsr point to which credit expansion may go because of additional reserve

alances cannot be indicared, although ultimate primary credit expansion may be
carcied at least as many times as fifteen. For a recent analysis of the primary
credic expansibility of Federal Reserve bank éepposits of member banks, see
Lawrence, ep, ¢if,, pp. 362-74, also Thester A. Phillips, “Bank Credit,” New
York, 1920, pp. 32-74.
3 Under powers granted in the Federal Reserve Act, Sec. 14, {a}, (b}, and (c).

€ Burgess, op, cit, pp. 257-% and 270,
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pursue, some relative shift in purchasing power, neverthe-
less, would tend to occur. When it had become of sufficient
importance, effects would be felt in international trade,!
modified, inevitably, by all factors of international competi-
tion, variations in productive activity, however caused, and
economic growth. Imports, not only of merchandise, but
to a lesser extent of services into the United States would be
stimulated, while those into the debtor country would be
relatively retarded. Oppositely, a comparative shift of
exports of merchandise and services would occur, those of
the debtor country being stimulated both directly and
indirectly. Particular commodities and services would move
maore or less freely in international commerce, according
to their altered importance in national demand scales. Asa
final consequence, additional foreign exchange would be
made available for the transfer of capital funds contributing
to restored equilibria in international exchange.

The Commodity Price Level Shifts and Movements of Interna-
tional Trade

Ultimately, these relative changes in purchasing power
might lead to international commodity price level shifts
if other price factors did not offset them, and these price
level shifts in themselves might be a contributing factor in
the maintenance of exchange stability. Substantially, they
would be the opposite of those described previously. For
instance, in the United States, experiencing credit expansion,
domestic prices would tend to be affected in the greatest
degree. Import prices dependent upon international com-
petitive conditions would not respond. Export prices might
eventually be influenced, because costs would be raised by
higher domestic prices, although higher costs for such reasons
could be absorbed in some industries through an expanded
volume of sales. At any rate, exports are sold in foreign
markets and would be subject to price conditions prevailing
there.

In the debtor country, domestic prices would be falling

L Their first effects might be in the money market, however, fcadinfg to a specu-
lative outburst, stimulating an additional inflow of foreign capital funds 1o pare
ticipate, but at the same rime ca.um? lower interest rates and an increase of foreign
borrowing or the outflow of capital funds,
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relatively to those in the United States. Import prices would
react slightly, but would be affected least because import
prices depend on price conditions abroad. Finally, export
prices would move between domestic and import prices.
Export prices would likewise be influenced by foreign condi-
tions, but costs would be relatively lower owing to the con-
traction of domestic prices, and this would enable a price
advantage in foreigh markets, Presumably, competition
would cause some export prices to fall and consequently the
general level of export prices to react.

As these changes became more pronounced, merchandise
fiows would be influenced. The United States would tend to
import more, especially of those commodities whose prices
had remained relatively the lowest, giving them a more
important place in the community’s demand scale. They
would tend to come from whichever markets the greatest
price advantage could be gained and wherever buying con-
tacts were the most firmly established. Exports might be
retarded, furthermore, because higher domestic prices would
involve higher production costs, unless higher costs could
somewhere be absorbed.

The debtor country, on the other hand, would tend to
experience increased exports among whatever commeodities
would be marketable at lower costs and prices. They would
tend to go, moreover, to countries offering the most advan-
tageous market outlets, either because of existing trade rela-
tions or because of prices obtainable. Imports of certain
commodities would tend to fall off, finally, because the
relative decline of domestic prices would make them com-
paratively more expensive.

Gexgral CoNCLUSIONS

The general conclusions of this chapter may be readily
summarized. If a net international movement of all pay-
ments on capital account in either direction takes place, pres-
sure upon the volume of purchasing power both of the paying
and receiving country would tem% to follow, causing credit
purchasing power in the former to contract and in the latter
to expand. The extent of these relative shifts in the valume
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of credit purchasing power would hinge upon variations in
the basic bank reserves of the countries concerned over
which central banks would exert a considerable amount of
control. Their actions and policies, pursued individually
or in cooperation, therefore, would constitute an intrinsic
part of the accompanying developments. The shifts in
credit purchasing power would involve repercussions in
international merchandise and possibly service movements
tending to restore equilibria in international exchange. In
same instances the changes in purchasing power would lead
to relative shifts in international price levels and these would
be additional factors in trade flows and the maintenance of
international equilibria.

The international financial relations of the United States
are complex and involve many countries. They will be
increasingly so in the future. With one country a net out-
flow of all capital payments may be occurring, while with
another a net inflow of such payments. Hence, the opera-
tion of the tentative formula herein persented will be often
difficult to trace. Nevertheless, it may be taken as sub-
stantially descriptive.

Full recognition must be given to the diverse character
of possible future capital movements. In the next chapter,
therefore, America’s future balance of all capital payments
will be treated as a whole. The conclusions reached may then
be related to the entire balance of international payments.
Finally, future financial relations geographically will be
considered.. Since any projection into the future regarding
economic and financial trends is subject to modifications
because of errors in judgment and developments which can-
not be foreseen, the provisional character of the conclusions
must be kept in mind.
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CHAPTER X
THE PROBLEM OF THE FUTURE

HATEVER extraordinary influences at work in the

past brought the United States to her present inter-

national financial position, there remains the prob-
lem of the changes which this position may undergo in the
future. An attempt to preview the probable trend of
America’s international financial relations, in other words,
is the final requisite of this study, and serves as a summing
up of the foregoing discussion. Four inclusive questions
must be dealt with: First, what may be the major direc-
tion of the future international flow of all capital payments?
Second, to what extent might 2 commercialization of Ger-
many’s reparations debt and the employment of the funds
received affect the aggregate movement of capital funds?
Third, what may be the relationship of these capital pay-
ment movements to future flows of gold, commodities and

,services? Finally, how may America’s present international
¥> > P

debtor-creditor relations with particular areas be expected
to change?

These questions concern economic and financial develop-
ments whose nature is highly problematical. No one can
speak of the future with assurance. The more distant the
time contemplated, furthermore, the more subject are any
predictions to error. Nevertheless, it is largely upon judg-
ments regarding the future consequence of America’s inter-
national financial relations that national policies must be
formulated by the Government, and banking policies
determined by Federal Reserve authorities. If individual
industrial, commercial and banking institutions are to avoid
difficulties of adjustments which may be required by the

peration of broad forces originating in international capital
movements, their attention must be diligently devoted to an
understanding of the factors involved. They are necessarily
manifold, but they may be generally indicated in the suc-
ceeding pages.
232
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Tue Furure MovEMENT oF INTERNATIONAL PAYMENTS ON
CAPITAL ACCOUNT

The fundamental composition of the international stream
of payments on capital account is exceedingly complex and
defies any clear-cut analysis. Currents and cross-currents
of an almost inextricable nature characterize its movement.
The impossibility of obtaining in any reliable way more than
a broad description of the flow of payments on long-term
capital account and only a rough ocutline of the net course
of payments on short-term capital account has been indi-
cated. Moreover, the stream has been viewed only from
year to year, Despite these deficiencies, the earlier descrip-
tions of the trends may be summarized in order to impress
upon the reader their probable permanent significance.

In Chapter IV it was seen that, while there was a large
net outflow of long-term capital funds in every post-war year
excepting 1923, this outflow was generally more than offset
after 1922 by the net inflow of long-term capital service pay-
ments. When the entire annual movement of all payments
on capital account was considered, including payments on
short-term capital account, employing rough figures for the
sake of clarity, the net movement was about as follows:

1920—A large net outward flow of all capital payments,
possibly over $1.7 billions, slightly less than half of
which was represented by net payments on long-
term capital account. '

1921—A net outflow of all capital payments of perhaps
$500 millions due to a net outward movement on
both long-term and short-term capital account.

1922—A net inflow of around $300 millions, owing to the
current of payments on short-term capital account.

1923—A net inflow of about 3700 millions, owing to the
large net movement of all payments on long-term
capital account. 8

1924—A minor outward movement of all capital payments
or approximately a balance. The direction of all
payments on long-term account was outward, while
it was inward for those on short-term account.
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1925—A minor outward movement or approXimately a
balance. The net flows of all payments on long-
and short-term capital accounts were the reverse of
those for 1924,

1926—A net inflow of all payments on capital account of
around $450 millions, most of which was due to the
large net inflow of payments on short-term capital
account.

1927—A minor outward movement.

1928—A large net outward flow of nearly $300 millions or
over, due to the movement of payments on short-
term capital account.

The net flow of all payments on capital account after 1921
is thus seen to have been heavily into the United States in
1922, 1923 and 1926, while it was largely outward in only one
year thereafter, 1928. Payments of various kinds on both
long- and short-term capital account, moreover, influenced
this net flow. As a result, several questions may be raised
when future trends are contemplated. For instance, can it
be expected that the United States will continue to absorb,
as in the past, a sufficient volume of new foreign capital se-
curities in coming years, and in addition make sufficient pur-
chases of outstanding securities on foreign security markets
and direct investments in foreign properties, to exceed the
volume of foreign capital funds flowing to the United States
for security and property investment? What of the net
flow of capital service payments? Will it continue to exceed
slightly the net outflow of capital funds or will it probably
exceed the latter by larger and larger amounts? What of
the influence of the varying movement of all payments on
short-term capital account? Can a consistent net flow of
such payments be expected. In brief, what are the possi-
bilities of 2 protracted excess of all outward payments on
capital account? On the other hand, is there a likelihood of
a lasting inflow of all payments on capital account?

It is obvious that answers to such questions can only be
advanced tentatively. Moreover, they rest necessarily upon
the arbitrary assumption that developments normaily ob-
servable in the past will continue in the future. Since the
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general stream of payments on capital account moving
internationally is constituted of many parts which may be
generally classified according to their character, the problem
can best be approached by analyzing each separately.

The General Character of Outward Payments on Long-Term
Capital Account

In order to review the general nature of the payments on
long-term capital account which have moved out of the
country in the past, the reader should refer to Table 40, and
Chart 17 showing the percentage distribution according to
the purpose of the flow. The major proportion of all out-
ward payments on long-term capital account was for the pur-
chase of new foreign securities. When funds migrating to
acquire outstanding securities on foreign financial markets
and the direct purchase of foreign properties are included,
the percentage for investment abroad is seen to range from
77.7% in 1923 to 90.9% in 1928. To be sure, the future
distribution may undergo comprehensive changes, but the
trend evidenced may be fairly interpreted to suggest that
the chief reason for the outward flow of payments on long-
term capital account will be for foreign investment purposes.
In other words, they will be composed mainly of purely
capital investment funds. It should be remembered, how-
ever, that foreigners have been active buyers of American
securities in recent years, over and above the volume which
has been resold by them, and that such purchases have in-
fluenced capital service payments to them. :

They will probably continue to be regular investors in
future years so long as American investment opportunities
remain numerous and profitable. Outgoing payments on
long-term capital account from the United States for interest,
dividends and bond redemptions may be expected to main-
tain their relative importance consequently, if not actually
to increase.

The Prospects far the Continued Flotations of New Foreign
Issues

The expansion of new capital issues for all purposes, ex-
cluding refunding, in the United States has been a notable
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Cuarr 17: Tue PeErRCENTAGE DisTRIBUTION OF THE VARI-
ous Crasses oF OuTwaRD PAYMENTS FROM THE UNITED
StaTEs oN LonG-TeErM CaprraL Account, 1920-1928
(Source: Table 40)

BBl NEW SECURITIES EEBROLD SECURITIES ZZZZIDIRECT INVESTMENT
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TagLg 40: PEeRCENTAGE DISTRIBUTION OF THE VARIOUS
Crasses oF OuTwarDp PayMeNTs FrRoM THE UNITED
StaTeEs oN LonG-TeErmM CaPiTAL ACCOUNT,
1920-1928

{Computed by the National Industrial Conference Board)!

New  |Outstanding] , Direct “Advances | Redemption| fneerest on
Year Total Security | Securities Invc;:fman: to Foreign “1,5;":“‘3 Private
_ Imports Imported A i G::::: Riépavncits Investments
% % T %, %o % %
1920 100.0 21.8 40.5 16.5 13.5 2.2 55
1921 100.0 45.7 20.3 16.0 6.8 32 8.0
1922 100.0 426 34.7 7.9 3.6 31 8.1
1923 100.0 42,7 29.5 55 AT 59 16.4
1924 100.0 53.5 27.1 6.9 st 33 9.2
1925 100.0 53.9 21.0 12.4 ' 3.4 9.3
1926 100.0 48.1 28.3 11.4 = 3.1 9.1
1927 100.0 46.5 326 10.1 i 2.8 8.0
1928 100.0 31.7 48.5 10.7 0 20 7.1

1 See Table 2 of this volume.
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feature of post-war financial history, the volume for 1928
being 1219, above the volume for 1920. For the problem at
hand this increase must be studied as between domestic and
foreign issues, exclusive of refunding. From 1920 to 1927,
excepting 1923, the growth of the latter was very much
faster than for the former, while in 1928 it dropped off. New
domestic issues, on the other hand, continued to grow. Dur-
ing the entire period new foreign issues increased 232%
while domestic issues grew 108%,. Necessarily, both de-
velopments varied from year to year, as the figures in Table
41 indicate.

Tasie 41: New Carrrar Issues, ExcLusive or RErFunp-
iNG, ON THE AMERicaN Finawcian Marger 1w Eaca
YEear ReLaTive To THE VoLuME ror 1920

{Source: Commercial and Financial Chronicle] Computed by the National In-
dustrial Conference Board)

Year New Foreign Itsues New Domestic Issues All Insues
1926 100 100 100
1921 139 93 98
1922 169 11z 118
1923 72 124 118
1524 251 142 154
1925 274 158 171
1925 289 160 ’ 174
1927 393 192 2i4
1928 332 203 223

* Based on the review of past security flotations, Commercial and Financial
Chronicie, Vol 28, Jan., 1929, pp. 3i6-7.

The material of Chapters V and VI may be recalled here.
» Easy money market conditions fostered by the rapid expan-
sion of bank credit undoubtedly played 2 decided part in
the ever larger quantity of new security offerings. In other
words, a large portion of them was absorbed merely by the
extension of bank credit, although re-investment from
maturing issues and new savings was of course important.?
ccordingly, it would appear that the future emigration of
long-term capital funds because of the purchase of new
foreign security issues would be limited to some degree by
the further expansion of credit, although this limitation may
be offset by a greater readiness of individuals and corpora-

P 1 See zlso B. M. Anderson, ** An Analysie of the Money Market,” Chasr Economic
Balietin, Vol. VIII, June 4, 1928, p. 23.
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tions to assign their incomes to foreign investment, or a more
effective mobxhzatmn of savings by investment trusts, insur-
ance compzn:es, and banks, With the present gold stock
of the country,’ a continued growth of bank credit is possible
through an increase in Federal Reserve credit,’ but a primary
expansion of credit similar to that which took place in the
past period would have to hinge upon a rapid accumulation
of gold from domestic production or a considerable importa-
tion from abroad. Much depends, therefore, upon policies
which may be followed by Federal Reserve banks. It would
seem, however, from their operations in the past and especi-
ally in 1928 and the first half of 1929, that while Federal
Reserve authorities may be willing to see excess reserves
brought into use, they will endeavor to restrain more than a
gradual employment of them. How successful such efforts
may be, only the future can reveal.

Notwithstanding the efforts Federal Reserve banks may
make to prevent the expansion of credit, such expansion as
does occur will be a factor in the number of new security -
flotations insofar as the funds flow into the money markets
directly. Unless countered by a more efficient assembling
and a more rapid expansion of new savings funds, therefore,
the effect of any checks upon credit growth will be evident
in the prevalence of higher money rates and consequently
lower prices for fixed income securities, This may restrain
the growth of such new foreign issues, unless those who
wish to float them were willing to pay higher prices for the

rivilege
F Ifa much slower future growth of bank credit is granted
and no abnormal increase in new savings funds is assumed,
it follows that a slower expansion of new security oﬁ'erings
may occur in the coming period. There is still the chance,
however, that new foreign security issues might expand
relatively to domestic issues, thus enabling an increasing

1 Excess reserves of slightly over §1 billion were possessed by the Reserve System
at the end of 1928, The withdrawing of gold certificates ffom circulation and the
,rspiscmg of them by Federal Reserve notes backed by commercial paper could
further enlarge amount somewhat. See the editorizl, Federa/ Reserve Bulietin,

Vol. 14, Seprem&cr 1928, pp. 61234,

% A continued growth of time deposits, such as has occarred in the past few years,
would enable member banks of the Federal Reserve System o increase their opera-
tions without a corresponding increase in their ressrve requifements.
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emigration of long-term capital funds because of them, But
new foreign capital flotations, in spite of theit rapid prowth,
have never been more than 18%, of the total and in most
years somewhat less. They might in the course of time,
stimulated by skillful investment trust and other corporate
purchases because of attractive yields, approach in American
financial markets the importance they have attained in the
British market, but such & development can scarcely be
anticipated to take place abruptly, Moreover, with greater
recovery in other woeld financial centers following the final
reestablishment of gold standard conditions abroad, a grow-
ing equalization of interest rates should appear and an in-
creasing competition in foreign lending. More and more
recourse to other loan markets by foreign borrowers, there-
fore, may be anticipated. When weight is given to this
possibility and to the probable domestic demands for the
employment of capital funds, which will doubtless be in-
creasingly large because of expanding industry and popula-
“tion, it does not appear that a great growth of new foreign
issues relative to the total can be expected.

Notwithstanding, it is not likely that the mechanism for
distributing foreign securities in the American investment
market and the foreign financial connections of the inter-
national banking houses will be allowed to atrophy by those
having financial interests at stake, Nor is it to be expected
that the receptiveness of American security buyers to foreign
security offerings, developed only after some educational
effort on the part of large security houses, will entirely abate
so long as there is an interest or profit diffetential to be
obtained through foreign investment. An unlooked-for
domestic or international catastrophe profoundly influencing
the psychological attitudes of the investment market, how-
ever, might undermine this receptiveness.!

t For example, the world wide deptession of 1873 and the aceamglnn ing defalei-
tions of foreign debtors to British investors definitely affected their subsequent
wiilingness to invest in foreign secorities, The British investment market foreign
issues did not fully recover for several years. See Hobson, op, cit, p. 142, Itahoﬁd
be observed that the public memory is essentially shortlived and the effects of any

possible disturbance upon the investing groups may be of relatively brief durssion,
depending upon the character and importance of the disquicting incident,

13
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Tke Outlock for American Purchases of Old Capital Issues and
Direct Investment Abroad

In general, a persisting volume of outgoing capital funds
to purchase old capital issues in foreign financial markets
may be counted on, varying of course, from year to year as
the relative conditions in various security centers differ from
each other. As in the case of new foreign issues, a portion
of the past movement of funds for such purposes has de-
pended upon expanding bank credit. With a slower rate of
credit increase, a slower growth of outstanding securities
acquired abroad may take place. Again, a part of the move-
ment resulted from arbitraging and operations to adjust
yields in various security centers. The coming shift from
year to year consequently, will depend partly upon the exist-
ing inter-relationship of security markets and the mechanism
of international security exchange, and the disposition of
individuals and investing corporations to take advantage of
foreign security market opportunities in preference to
.domestic. It will also hinge upon the significant tendency
for the international financial integration of large industrial
corporations directly or indirectly by holding companies or
investment trusts. Foreign markets, after all, may be
exploited, and foreign raw materials, technical knowledge
and industrial processes controlled by the purchase of out-
standing proprietorship equities of foreign corporations as
well as by the outright foreign property expansion of Ameri-
can corporate enterprise. A regularly large and expanding
investment by Americans in the securities of foreign enter-
prise may be predicted because the financial interests of
individuals, banks, investment trusts, insurance companies,
and large industrial concerns have become more international
in scope.

For the same reason, it may fairly be said that there will
be a persisting volume of direct investment by Americans in
foreign areas. As international business relations progress,
it is only natural that the property interests of the parties
engaged in them should expand. Thus, as individual
Americans or American enterprises become inclined to engage
more extensively in foreign trade, either from pressure of
over-capacity to supply domestic markets or from a desire
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to enlarge their operations or to own foreign sources of raw
material supply, more and more direct capital investments
abroad will be made by them in Canada, Europe, South
America, and Asia. The respective advantages and pros-
pects for the purpose in mind, commercial, industrial or
firancial, will underlie decisions arrived at.

The Possible Course of Al Outgoing Payments on Long-
Term Capital Account
It has been suggested previously that outflowing pay-
ments on investment capital account for interest and princi-
pal repayment to foreigners will increase with the further
increase of foreign investments in America. Judgment may
be ventured, therefore, upon the possible course of all emi-
grating payments on capital account distinguishable by their
relation to long-term investment. Before doing so, however,
the reader should observe again the character of the flow in
past years as shown in Table 42.

TapLE 42: SumMARrY oF AMERiIcaN ExporTs oF FUNDs oN
LonG-TerM Caritar AccounT, 1920-1928
{Arrangement by the National Industrial Conference Board)!

{In millions of dollars}
For Interest
r F Index of Total,
Year i’:‘:,gm Tovesemeat Toral 1520 = 100
1820 140 1,682 1,822 100.0
1921 140G 1,109 1,249 68.6
1922 165 1,306 1,471 80,7
1923 196 664 854 46.9
1924 205 1,432 1,637 £9.8
1928 225 1,542 1,768 970
1926 258 1,544 2,099 1152
1927 273 2267 2550 139.4
1928 322 3,223 3,545 194.6
1 See Table 9 of this volume,

One point should be stressed. The exports of all long-
term funds for investment each year did not result in an
equal annual increase in America’s gross creditor position.
Part of the funds went for the repurchase of American securi-
ties from foreigners. In addition, new investment was offset
by the repayment of principal on existing foreign indebted-
ness. Nevertheless, according to Department of Commerce
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estimates, the gross amount of foreign indebtedness to pri-
vate American citizens was increasing after 1923 at the rate
of at least one billion dollars a year.

In general, the entire outflow of payments on lonpg-term
capital account will depend mainly upon the volume of new
foreign investment. ‘The final determining factor will be
the comparative profitableness of capital employment in
foreign as against domestic production. This, however, will
rest upon the individual judgments of a wide number of
persons, some of whom will be investors and others of whom
will be officials or responsible experts of commercial and
industrial corporations, banks, investment trusts and insur-
ance companies. To some, opportunities in foreign fields
will loom large, while to others domestic enterprise will ap-
pear tooffer the larger profit. Considerations of risk, freedom
of capital employment,! raw material requirements, needs
for acquiring foreign technical skill and industrial processes,
and the possibility of promoting consumer demand, will be

_important as will also the available knowledge at hand. It
seems likely that a regular export of some funds for foreign
investment would endure but only a gradual growth over
that of the past may be conservatively previsioned. Possi-
bly, an annual addition of one billion dollars to the country’s
gross creditor position, as in the recent years, might continue
to oceur, ’

The General Character of Inflowing Payments on Long-Term
Capital Account

The composition of past inflowing payments on long-term
capital account is shown in Table 43 and Chart 18. The
major proportion of all inward payments, so classed, was for
the purpose of meeting service charges on the accumulated
indegteadness of foreigners before 1926, but in 1926 slightly
less than half, and in 1927 and 1928 slightly more than half
went for the purchase of outstanding securities and direct
investments. Thus, debt service receipts, as a whole, were
a declining percentage, while incoming foreign funds for the
purchase of outstanding securities were an increasing per-

L Doubrless, o factor in American acquisition of foreign public atility properties
will be comparative freedom from pxﬂ?ﬂ: regulation.
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Cuart 18: Tue PERCENTAGE DISTRIBUTION OF THE VARIOUS
Cirasses oF INwarD PaAYMENTS To THE UMITED STATES
oN Long-TErm Carirar Account, 1920-1928

{Source: Table 44)
OLD SECURITIES E<H CAPITAL REPAYMENT

(58 DIRECT INVESTMENT [T INTEREST(PRIVATE)
BZZZ2 GOVERNMENT DEBT [ | GOVERNMENT DEBT

922 1923 ({924 1929 1926 i827 1928

TABLE 43: PERCENTAGE DISTRIBUTION OF THE VARIOUS
Crasses oF INwarp PayMENTs To THE UNITED STATES ON

Long-Term CariTar Account, 1920-1928
(Compntad by the National Industrial Conference Beard*

Direct Principal of] Redemption
Cutstand Interest on | Interest on
haalll San® ¥ - E‘I!"“'n‘}“‘"“ Chivances ""’ss‘“"'“‘[ Private _ |Government
apereed | Foreigners | Returned | Payments |Investments| Advances
T T % 7o
1920 | 100.0 % 2.3 4.8 53.2 39 1 3?6
1921 | 1000 7.6 2.6 9.5 26.6 49.6 4.1
1922 | 1000 359 2.2 7.3 6.7 38.7 9.2
1923 100.0 38.3 29 - 8.3 5.0 35.1 10.4
1924 | 1009 It 3.9 22 27 J8.8 10.3
1925 | 10040 39.8 4.1 14 1.8 M4 8.5
1926 | 100.0 429 3.7 1.6 143 30.4 7.1
1927 | 1000 | 483 3.1 1.8 1.7 28.7 62
1928 | 1004 379 33 1.4 10.1 248 4.5

1 See Table 9 of this volume,
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centage. Finally, it should be observed that debt service
receipts from foreign government debtors to the United
States Government were less important in every year than
those from all other foreign debtors to private American
investors. In fact, in the last four years, the percentage
decline of the former was comparatively greater than that
of the latter.

Future Investment Service Receipts

The future volume of inward payments on long-term
capital account would appear to be dependent upon, first,
the expansion of investment service charges due Americans
by foreigners and, second, the inflow of foreign capital funds
for the purchase of outstanding securities and for direct
investments. Imports of the debt service funds will nat-
urally vary directly with the total volume of American
foreign investments. It should be possible, therefore, to
arrive at a conjectural view of their future volume by the
employment of several arbitrary assumptions concerning
the future gross creditor position of the country.

For example, if it is assumed speculatively that one billion
dollars a year would be a conservative guess at the annual

,increase in the volume of private American investments, their
total would be approximately:

By 1930, ... ivninirrcirnraanncrraraarnnrnrans $15.5 billions
By 1935, (it iiie e et racaaacares 205
By 1940, . it i isiar it it a e eaan 258
23 L 05 T

Estimated interest and dividend receipts from these re-
spective totals would depend upon the rate of return which
is applied to them. The annual weighted average return upon
fareign securities of all kinds offered to investors from 1924
to 1928 was found to be successively 6.09%, 6.119%,, 6.18%,
5.98% and 5.67%.' With the achievement of more stable
economic conditions in foreign areas and the recovery of
other sources of capital supply, the average return may fall
to as low as 5%,. Perhaps that rate is more correct as an
arbitrary approximation for the more remote year 1945, a

1 Information fornished i;y Ray O. Hall, Assistant Chief, Finance and In-
:?zment Division, Bureau of Foreign and Domestic Commerce, U, S. Department
Commerce.,



THE PROBLEM OF THE FUTURE 245

5.5% rate for the intervening years and a 6% rate for the
nearest, 1930. Employing these percentages with full regard-
for their conjectural character, interest and dividend returns
upon the above stated volumes of foreign investments have
been estimated and the figures entered in Column I of
Table 44, '

Estimated return of principal for redemption of securities
and sinking fund requirements, may be calculated at 2.5% of
the outstanding indebtedness of foreigners to private Ameri-
can investors,' The results appear in Column II and the
total service receipts from private investment in Column II1.

Overlocking for the moment the possibility of an in-
creased inflow of payments on capital account for a partial
liquidation of government debts due the United States as a

TaBLE 44: EsTIMATED CoNTRACTUAL PAYMENTS BY FOREIGN-
ERS TO AMERICANS Becausk oF ForEIGN INVESTMENT
IN Various Furure YEARs

{Ia millions)
N } Schedule | Schedale Conjecrural
Esttmated | Egtimated “Total Interest Principal Tosal 1"
Interest | Return of | Estimared eccipts |Repayments| Scheduled [ ooy
Receipta | Principal | Servire | of 0.5, | to U8, | Strvice | Reces
Year from from Receipte | Teearury | Treasuey | Reccipn on
Private Private  { on Private from from from
Tovestments] In I Gover G Government} “goreign
Debron' | Debront | Debtom Debur
1 ¢4 I w v vi vit
1930 $930 $388 31,318 3146 $74 $£220 31,538
1935 1,128 513 1,641 208 95 303 1,544
1940 1,403 638 2,041 202 147 349 2,390
1945 1,525 763 2,288 226 138 354 2,652

. ! The consummation of 2 funding agreement with the Russian Government would
increase these amount$ somewhat,

result of the commercialization of Germany's reparations
debt, interest and principal repayments in connection with
governmental debts due the United States Government may
be estimated from the various sthedules of payments pro-
vided in the funding agreements described in Chapter VIII,
They are included in Columns IV and V and their total in
Column VI of Table 44. The combined total of all con-
Jectural foreign investment service charges in the specified
years may be observed in column VII.

% The estimated redemption and sinking fund receipts from forsigners were 289
of the approximate indebtedness in 1926, 2.5% in 1927 and 2.7% in 1928. Of course,
if new foreign flotations should consist more and more of common and preferred
stocks, this percentage would decline,
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By 1930, it is seen, pryments on long-term capital account
returning ta the United States because of the contractual
cbligations of foreigners to Americans might be about $1,5
billions; by 1933, $1.9 billions; by 1940, $2.4 billions; and
hy 1945, $2.7 billians, If foreign purchases of outstanding
securities and their direct investments should endure in the
volume of the last two years, or even expand, another billion
could he added conservatively in each of the above years for
all incoming payments on long-term ¢apital account. Bug
can this latter be reasonably expected?

ForeicN PurcHasEs oF QUTSTANDING SECURITIES AND
Direct ForeigN INVESTMENT

The inflow of foreign capital funds for investment pur-
poses has been extremely large in recent years. In fact, im-
ports of such foreipn funds have been especially large in the
last three years, increasing 64% in 1928 alone. When the
rising security values on American financial markets are
taken into account and the volume of American securities
resold by foreigners, it would seem probable that a share of
these funds was attracted by possible speculative gains.
Another share came to repurchase fereign issues floated on
the American market because of higher yields obtainable
than fram those offered at home. A large part, however,
daubtless came for permanent investment. With less specu.
lative conditions prevailing in American security markets,
and with more permanent econamic recovery in foreign areas,
a contraction of this type of investment fund imports might
take place.

Nevertheless, a large inflow of long-term capital funds may
he anticipated to continue. Its volume will depend upon a
number of factors. In the first place, the judgment of in-

,éividual fareigners regarding American investment oppor
tunities relative to those in other areas will be important,
Sa alsa will be those of the experts and executives of foreign
financial institutions, banks, investment trusts and insur.
ance companies. Some purchases of securities will be made
by foreign corporations and banks more closely to ally their
interests with American industry and finance. Moreover,
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foreigners, motivated by the same considerations will regu-’
larly byy back foreign securities issued or held in America,
both of their own and other areas. Finally, direct invest-
ments or acguisitions of American properties will be ordi-
narily made by foreign enterprises developing American
trade relations. Credit expansion in particular foreign areas -
may stimulate, of course, the inflow of foreign investment
funds from time to time.

In view of the many factors involved, it is virtually impos-
sible to suggest any reasonable figure which could serve as a
guide te a judgment of the possible future inflow of fareign
investment funds. Perhaps a guess of one billion dollars as
the minimum about which the movement would vary might
be conservative. On the other hand, with a substantial
economic growth, a much larger volume may be received.
In any case, in so far as these imported foreign investment
funds result in a permanent accretion of foreign holdings of
American securities, the amount of capital service funds ex-
ported from the United States for interest, dividends and the
rergayment of principal will tend to increase. How much can
only be surmised.

Tre Future Counske oF ALL Incoming PayMmMENTS ox Lowg-
TerMm CariTAL AccOouNT

No final opinion should be reached regarding the future
course of all inward payments on long-term capital account
without retracing the general nature of the flow in the past
nine years, This information is presented in Table 45. %‘he
most striking aspect of the data is that the growth of long-
term capital fund imports when compared with that of
exports, shown in Table 43, was far more rapid. This fact is
likewise brought out in Chart 19 which depicts graphically
the two movements, The obvious inference from itis that,
if the trends observable continue in the future, another
decade will see imports of all funds on long-term capital
account eonsiderably in excess of exports.

The important question is, therefore, whether or not the
influx of such funds will increase in the future as it has in the
past. The answer, as this analysis has shown, is contingent



248 INTERNATIONAL FINANCIAL POSITION

Cuart 19: InpEx NuMBERS oF ALL INwarD axDp QUuTwWARD
PayMeENTs oN LoNG-TERM CaprITAL PAYMENTS
ofF THE UUNTTED STATES

(Sources: Tables 42 and 45)
(1520 = 100)

INDEX
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TarLE 45: Summary oF AmericaN ImportTs oF Funps oN
Loxo-TerM CarrraL Accouwt, 1920-1928

{Arrangement by the National Industrial Conference Board)t
{In miilions of dollars)

Far Interest L

: For Index of T
Year aﬁn:dp Szmni o Tost 1950 = Igéﬁ'
1920 1,048 25 1,073 106.0
i921 . 8561 98 959 394
i922 848 521 1,363 1276
1923 944 863 1,605 150.0
1924 913 &35 1,548 144.3
1925 1,051 822 1,373 174.6
1926 1,200 1,047 2,247 2094
1927 1,253 1,338 2,591 241.5
1928 1,388 2,196 3,584 334.0

1 See Table 9 of this volume.

upon the growth of American foreign investments; the
magnitude of the interest, dividend and bond redemption
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receipts therefrom; and upon the decisions of foreigners as
to the investment opportunities afforded by American indus-

and finance relative to those open elsewhere. If we
assume arbitrarily an export of all payments on long-term
capital account (investment funds plus an allowance for ser-
vice on American investments of foreigners) in the next
decade and a half, ranging from $2.5 billions to $3.5 billions
annually, employ our conjectural estimates of inflow of ser-
vice receipts on American foreign investments, adding roughly
from $1.5 billions to $2.5 billions for imports of foreign
investment funds, the following view of the possible net
movement of all payments on long-term capital account ‘is
obtained:

By 1930, exports and imports of such funds may be
approximately at a balance, a small net flow one way
or the other being conceivable. Thus, the situation
would be approximately such as obtained in the last few
years, with possibly an inward flow predominating.

By 1935, imports may exceed exports by a few hundred
millions of dollars.

By 1940, the excess of imports may amount to several
hundred millions of dollars.

By 1945, an even greater net importation may be expected.

It must be kept in mind in employing these highly specu-
lative estimates, which at best only serve as an illustration,
that they depend in material degree upon the hypothesis of
continued exports and importsof capital funds for newinvest-
ment. Assuming credit expansion is properly controlled by
banking authorities and plays but a small réle in stimulat-
ing these capital movements, it is obvious that they must
depend upon new savings and the comparative profitableness,
individually and in cases expertly reckoned, of foreign as
against domestic production. In other words, in the final
analysis, the problem of the future magnitude of the inter-
national flows of capital funds must rest upon the relative
economic and financial development of the United States as
against that of other countries.

No one would contend that in the future the United States
will experience a less rapid economic growth than in the
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past. Resources remain abundant and opportunities for their
exploitation numeraus. The area of the country is large, the
population growing and the technical knowledge requisite for
continued economic expansion accumulating. Furthermore,
industrialization has centered in a few major sections and
may become more widely distributed. The same situation
may likewise be said to hold for Canada. Same European
countries, with more compact areas, more static populations,
and withalder and more highly concentrated industnial civiliza-
ticns, on the other hand, may grow more slowly, but rela-
tively undeveloped countries in Europe, Latin America,
Africa, Asia and Oceaniz, may grow more rapidly. Prospects
in the United States may attract large quantities of invest-
ment funds from older European countries, while less devel-
oped countries in every area may attract investment funds
from both older European countries and the United States.

The Importance of All Payments on Short-Term Capital
Account

‘When the magnitude of the net payments on short-term
capital account in the past is recalled, it is clear that they
Justify careful analysis with respect to the future, No net
movement of payments on long-term capital account may be
anticipated for many years which could not be offset by
counter flows of various payments on short-term account.
On the other hand, & net inward flow of payments an capital
account could be greatly augmented by them,

Owing to their complexity, the nature of the principal
international currents of payments en short-term capital
acecount may be briefly reviewed. Necessarily, they move
back and forth in quantities from day to day and are subject
te rapid variation, depending upon seasonal and cydlical in.
fluences at work in different countries, As a consequence,
the valume of international bank accounts, that is, deposit
and loan sccounts of foreigners in the United States and of
Americans abroad, is continually fluctuating. So also are the
amounts of open-book credit by American exporters to
foreign importers and by foreign exporters to American im-
porters; likewise the guantity of all short-term credit to
finance international trade by means of bankers’ acceptances
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and other miscellaneous payments. In the present study,
these intermediate fluctuations have been disregarded al-
though they are extremely important in the foreign exchange
markets, and a conception of the change in the net volume of
international short-term debts and credits outstanding at the
end of each year has been employed. This conception was
finally modified by other evidences of payments on short-
term capital account. Thus, a view of the net movement of
such payments from year to year was obtained. It is the
annual variation in this flow on short-term capital account
which must be considered with respect to the future,

Differing factors were of determining significance in the
net direction of all payments on short-term capital account in
the past. For example, the large volume of open-book and
acceptance credit outstanding in 1920, much of it frozen, was
an all-important influence in that year, and its liquidation in
the smaller outflow of 1921 and inflow of 1922. Adjustments
of international bank balances and loans as a result of the-
widespread financial disturbances were likewise important,
Factors in subsequent shifts can be illustrated from a sum-
mary of the various influences leading to inward payments,
although in some years the stronger cutward currents led to a
net outflow. )

From 1922 on, persisting unfavorable monetary conditions
abroad and concomitant exchange market disruption, led
to the accumulation of American balances by foreigners and
the withdrawal of American balances abroad, and hence had
a bearing upon all inward payments on short-term capital
account. Foreign central banking policies of keeping both
legal and secondary reserves in foreign exchange assets were
yet further circumstances. Tied in with such policies, fur-
thermore, were currency stabilization programs of foreign
governments, necessitating American balances for exchange
market control or for the eventual acquisition of American
gold. Part of these balances were acquired through long-
term borrowing operations of foreign governments and cor-
porations, part through the direct purchase of American ex-
change, and part through shipments of gold. If they arose
from the first named, from the standpoint of international
capital migrations there was merely an exchange of long-
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term credit for short-term credit. Of course, as was pointed
out in Chapter 1X, there may well have been a money trans-
fer of the long-term funds through bank credit expansion in
the borrowing country. :

Where individual borrowers themselves did not transfer
their borrowings immediately, there likewise resulted an ex-
change of short-term for long-term credit. With the increas-
ing volume of foreign loans floated in American financial
markets, an expanding quantity of such funds has tended to
“hang over” in the form of bank deposits and commercial
investments or to be accumulated in connection with sinking
fund and interest payment operations of foreign debtors.
Further influences making for larger American balances and
hence inward payments on short-term account were the more
extensive investing interest of foreigners in American security
markets.

Other elements adding to the volume of inward pay-
ments on short-term capital account were less notable.
They included short-term loans to Americans by foreign
bankers; foreign acceptance financing of American trade or
more precisely of the trade of foreigners with Americans;
open-book credits extended by foreign exporters to American
importers; inflows of short-term funds to liquidate short-
term borrowings and indebtedness of foreigners; withdrawals
of American balances abroad; short-term interest and com-
mission payments; and lastly, in some years, inflowing pay-
ments because of currency exports. .

The chief factors making for outward payments on short-
term capital account were generally of an opposite character
to those just summarized, with the exception that payments
in connection with foreign balances of Americans were of a
private rather than a central banking nature. The outstand-
ing fact to be remembered from all the evidence at hand,
however, is that the net movement of all payments on short-
term capital account was extremely variable. In some years
it was notably outward as in 1920, 1921 and 1928, in other
years, 1922, 1924 and 1926, it was mainly inward; while in
1923, 1925 and 1927, there may have been a small net move-
ment either way.
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Possible Factors in Future Payments on Short-Term Capital
Account

Manifestly, inferences regarding the future movement of
short-term capital fund flows must be advanced cautiously.
Certain features, however, may be conjectured. The recov-
ery of the gold standard would imply fewer imports of short-
term funds for stabilization purposes. Should central bank-
ing policies be widely aitered with respect to foreign exchange
assets and actual gold reserves be preferred, American bal-
ances of foreigners would be reduced in the process, involving
an outward movement of payments on short-term account,
On the other hand, should those policies be further developed,
and central bank balances in America be augmented, animport.
would take place. Thetendencyrecentlyevidentforthela
central banks to increase their gold stores would suggest the
former, but the volume of foreign exchange reserves sdll
maintained and the provisions of central banking laws would
intimate that the latter will remain important. Moreover, a
shortage of gold would tend to increase them. In any case,
there is the probability that foreign security issues will con-
tinue to be floated on the American market in volume, and
some of them transferred through bank credit extension. It
must not be overlooked, moreover, that a possible net import
of payments on long-term capital account might reduce
American balances of foreign central banks.

A growth of American bank balances retained by borrowers
themselves or needed in connection with sinking fund opera-
tions and interest disbursements would be another factor
enlarging inward short-term capital payments. Temporary
maladjustments in the short-term interest rates of the United
States relative to those obtaining in other countries should
become of greater and greater moment with the closer inter-
relationship of international financial markets under firmer
gold standard conditions. These may influence not only the
amount of foreign bank balances held in America for any
reason and of American balances abroad but also the develop-
ment of bankers’ acceptance financing of foreign trade. They
might further affect loans to foreigners by American banks
and also to Americans by foreign banks. Comparative stock
exchange conditions and the position of the foreign exchanpe
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market will play additional r8les. Open.book credits and the
ultimate flow of short-term funds because of them testing
upon confidence in international monetary stability and the
effectiveness of international business and credit contacts,
will constitute yet a further factor in both inward and out-
ward paymentd. Finally, short-term capital service pay-
ments will have a minor part.

Whatever weight may be assigned to all concelvable as-
pects of the future movements of payments on short-term
capital account, the forces operating may lead to either an
excess inflow or an excess outflow. Any net outward stream
would greatly soften the impact of & net import of all pay-
ments on long-term capital account. On the other hand, any
net inward flow would greatly add to the latter. If] as has
been suggested, a net inflow of all payments on long-term ac-
count achieves a substantial figure by 1930, the likelihood of
its being balanced by net emigration of payments on short-
term account becomes almost remote. That a net immigra-
tion of such payments might greatly augment the former is,
‘however, a matter to be emphasized.

A CommerciaLization oF GerMany's Repararions DesT
AND Its PossinrLz Errecrs vron CaritaL FLows

If the creditor govetnments of Germany accept the final
figures agreed upon by the international financial commission
of experts to deal with Germany’s reparations liability and if
the portion of the annuities, the unconditional share, is com-
mercialized in line with the discussion of Chapter VIII, there
arises the problem of how this may affect the possibie move-
ment of capital funds in and out of the United States. Any
definite forecast, of course, would be futile, but some specula-
tion may be hazarded in view of the Experts’ Report.

Factors in the Commercialization Problem

If it is assumed that the principal reparations creditors of
Germany would like to obtain a quantity of cash in hand
through & commercialization of reparations bonds with
which to approach the United States Government for a cash
settlement of a portion of their debts to it, for example, to
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discount the last ten years’ payments, the following calculation
will be illuminating. The present worth as of 1929 of the last
ten years’ payments to the United States by the principal
debtor governments (Great Britain, France, Italy and Bel-
gium)at 4%is $536 millions, and at 5%,$316 millions. What
amount would be required to effect 2 settlement with the
United States would depend upon the apreement reached as
to the rate of discount to be applied. Since a share of the
proceeds of any reparations bond sale would be claimed by
other reparations creditors,® $575 millions would be needed
if a 49, discount rate were applied, and $336 at a 5%, discount
rate. On the hypothesis that such bonds could be floated on
a 614% interest basis, roughly the current yield of the 1924
Dawes Plan bonds, but that a liberal discount of 4%, on their
nominal value would be feasible to make them attractive and
a further 49, would be required to cover the cost of under-
writing, an issue nominally amounting to perhaps $625 mil-
liens or $368 millions, hinging on the above mentioned dis-
count rate agreed upon, would be necessary.

In view of the success of the 1924 German reparations
offering of $228 millions, a new reparations flotation at either
figure though very much larger would not appear impossible,
assuming favorable market conditions. If the same per-
centage were offered in the United States as in the former
year, 1t would amount to about $220 millions at the first
figure and $130 millions at the second.? Financial markets of
Europe could certainly be relied upon to absorb a consider-
able volume® Furthermore, the total amounts needed would
not have to be acquired through a single security offering,
but could be obtained by a series of issues over a period of
time.

The Effects upon Capital Flows
The amount of reparations bonds floated in the American

1 Barring the possibility that other reparations creditors might he given a larger
share of the remaining payments to be made directly by the German Government,

% According to a New York Times dispatch of Feb. 28, 1929, American members of
the Experts’ Commission let it be known that plans for the commercialization of
Germany's reparations debt did not involve danger of flooding American security
markets with German bonds.

n:issee especially, the Fournal of Commerce and Commercial, Sept. 19, 1928, pp. 1
and B,
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financial markets, from a balance of payments standpoint,
would involve an export of long-term capital funds equiva-
lent te the sum received from their sale, from which would be
subtracted underwriting costs. But if the funds are wanted
to liquidate indebtedness to the United States Government,
the receipts of the American bond issue would be retained as
American bank balances until such employment, and hence
would constitute an offsetting inflow of short-term capital
until actually paid to the United States Treasury and the
cancelled evidence of debt dispatched to the debtors.

The funds secured from the flotation in foreign financial
markets, if remitted to the United States, would possess
much more significance. They would constitute an addition
to the payments on long-term capital account fowing into
the country at the time they wete remitted to complete a set-
tlement with the United States Treasury. Foreign exchange
holdings of central banks in America might be released to
facilitate the transfer or under their direction gold might be
shipped. In case central banks did not endeavor to guide
' the movement, pressure would appear in the foreign exchange
market, perhaps leading to the migration of gold at the
hands of international bankers, depending, however, upon
the available supply of dollars at the time. If none of the
proposedreparationsbond issueisfloated in theUnited States,
or if a larger amount is offered in all markets, the consequent
effects may be traced from the analysis herein offered.

Tue BavLance oF PAYmMENTS as A WHOLE

The broader economic effects of the future international
financial developments of the country may now be suggested.
Only a general idea may be formed and it must remain sub-
ject to correction and modification as new facts become
known. In other words, its hypothetical aspects must be
fully recognized. Since pold movements will be of such
fundamental importance, assuming the restoration of the
gold standard to be permanent, the relationship of the future
flow of capital funds to them may first be regarded. The
balance of merchandise trade may then be analyzed, and
finally the flow of service payments. Because of the evidence
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supporting the probability of a small net stream of all
capital payments moving in either direction in the next
years, the following discussion will deal chiefly with the
situation which may evolve at later stages.

Gold Movements

The general direction of future gold movements will de-
pend upon the net volume of all payments on capital account
moving in or out of the country as well as upon other factors
affecting the international equilibrium, such as merchandise
and service trade. They will vary as between the United
States and particular countries from this cause, moreover,
according to the predominant current of the capital payment
flows. The policies of central banks with regard to their
domestic pold holdings and their foreign exchange assets will
be of crucial importance. This point has been stressed at
some length previously and warrants a further elaboration
here. The rle of central banking operations in connection
with past gold movements was pointed out in Chapter V1.
Their programs had a great deal to do with gold imports into
the United States before 1925 and the gold exports in that
year and in the last half of 1927 and first half of 1928,

In the general process of restoring the gold standard, note-
worthy modifications of its fundamental character have been
effected. Gold, for example, has virtually passed out of
monetary circulation in many countries, a factor which helps
to account for larger monetary gold holdings of most coun-
tries at the end of 1928 in comparison with holdings in 1913,
Moreover, as may be seen from Appendix B, showing the
legal reserve requirements of central banks which have re-
turned to a gold standard, new monetary laws of many
countries have provided for the inclusion of foreign exchan
assets as a portion of the legal reserve. Especially has the
proportion of foreign exchange reserves permissible been
large in the case of smaller countries, although such inter-
nationally important countries as Germany, Italy, and Bel-
gium have enacted legal provisions for them. Finally, prac-
tically every foreign central bank has come to maintain, in
addition to legal reserves, either excess domestic gold reserves
or a large secondary reserve of foreign exchange assets or
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both. Thus, the modern gold standard may be characterized
in many instances as a legal gold exchange standard and in
practically all cases as a working gold exchange standard.
Furthermore, because of elimination of actual gold circula-
tion, it may be described as a banking and monetary reserve
standard.

Verification of these conclusions is given in Table 46, show-
ing the working reserve positions of central banks which have
restored some form of the gold standard. Appendix B should
be referred to again by the reader in connection with it. In
the first two columns are stated the working reserves of gold
and gold plus foreign exchange relative to the liabilities
against which reserves must be kept. The last two columns
give the reserves against notes and deposits. The ratios in
these columns are roughly comparable and indicate the
strong central banking reserve conditions obtaining early in
1929,

In view of this situation, it would not appear likely that a
strong demand for America’s excess gold holdings from cen-
tral banks would obtain in the immediate future. Neverthe-
less, so long as large holdings of American balances and short-
term investments are maintained by foreign central banks,
the conversion and withdrawal of a considerable amount of
them in the form of gold is possible. No one can foretell
what attitude will be taken by foreign central banks with
regard to foreign exchange assets in coming years, but a
great deal will hinge upon the net direction of all inter-
national payments on capital account because of the business
transactions of private citizens, corporations and govern-
ments, and also upon cooperative policies arranged between
various central banks. Declining gold production or the fear
of a scarcity of gold may also exert 2 profound influence!
Some sort of balance between domestic gold reserves and
foreign exchange reserves will doubtless be determined
in most cases where both are legally allowed or established by
policy.

+In this connection, see Miynarski’s brief book, “Guld and Central Banks,”
ﬁfeviously cited; and alse Lionel I, Edie, “Money, Bank Credit and Prices,”

ew York, 1928, Chapter XII; *The World Stock of Gold Money,” and Chapter
X111, “The Demand tor Gold,” pp. 239 f.
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Tarce 46: Worrking ReservE Positions oF CENTRAL
Baxks or Principal GoLp or GoLp ExcHANGE
Stanparp Countries, Marcy, 1929
(Source: Federal Reserve Board ! Cemag::rtg.; by the National Industrial Conference

{Ratios on basis of last report of month)
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& Frderal Reserve Bulietin, Vol. 15, Feb., 1929, p. 148, March, 1929, p. 213 and
May, 1979, pp. 340-1.
. ! Asterisk indicates reserve against notes in circulation, and unmarked figures
indicare reserve against notes and deposits or demand liabilities,

Footnotes cominued ox page 260,
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Hence, if a persisting net outflow of all payments on
capital account occurs from the United States to a partic-
ular country which maintains both foreign and domestic
central banking reserves, and it is transferred mainly through
the accumulation of American balances of the central bank
and the domestic expansion of bank credit, the time will come
when it will be desirable to reduce American balances by
withdrawal of gold in order to strengthen domestic reserves.
If all of the foreign country’s reserves are held abroad, how-
ever, no gold movement will take place, the transfer being
regularly made through credit extension. On the other
hand, if a2 net inflow of capital funds takes place to the
United States from a particular country which maintains
both foreipn and domestic central banking reserves, the
American and other foreign exchange assets of its central
bank may be reduced, and can only be replenished by an
export of gold or a reduction of the domestic reserve. If
all the foreign country’s reserves are in foreign exchange,
these will be reduced, compelling the central bank ultimately
to check credit expansion or even bring about a credit con-
tracticn.

When, because of accumulated American foreign invest-
ment and other causes mentioned previously, the time ar-
rives that the United States experiences a protracted net
inflow of capital funds, there will be pressure for a net bal-
- ance of gold imports to appear from countries maintaining
substantial domestic reserves. The volume of the gold
inflow will depend upon the degree to which other shifts
accompany and merchandise and service movements act to
restore international exchange equilibria. Foreign central
banks possessing actual gold might delay the gold shipments

* i,;Only domestic gold holdings considered. Gold held abroad regarded as foreign
exchange.

4 Gold plus total indicated foreign exchange,

¢ Foreign exch teserves are unknown. )

¢ Includes some silver with lgold, and platinum in the case of Russia.

* Last available figures for February, 1929,

* Gold reserve plus London balances,

* Last available figures for October, 1928, .

% English Government securities held incheded s exchange.

2 Bank of the Nation. Reserves relative to deposits. Reserves include gold and
other cash, principally notes issued by the conversion office.

1 Last avaiable figures for November, 1928,
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for a period when the net flow of funds to the United States
first developed by the release of foreign exchange reserves
but eventually would tend to release gold. But whatever
the character of the reserves maintained, there would be
involved checks upon credit growth, either immediately or
later, in the countries concerned.

A net gold importation might not affect bank credit ex-
pansion in the United States if member banks of the Federal
Reserve System are greatly indebted to Reserve banks, and
the gold is used to liquidate this indebtedness. But if it were
added to the banking reserves of member banks, direct credit
expansion would follow. Federal Reserve banks, of course,

ould pursue policies mentioned in Chapter IX to cope with
Fhe situation and could guide ensuing credit developments
to a considerable extent.

The Merchandise Balance of Trade

Owing to the gold movements, the alterations in central
bank reserve positions and consequent relative shifts in
volumes of credit purchasing power which would tend to
arise from a continued net import of capital funds into the
United States, the merchandise balance of trade would tend
to be readjusted. Countries undergoing a retarded credit
growth because of all capital payments to the United States
would tend to experience some restriction of the growth of
merchandise imports. Since their foreign purchases would
be affected, the growth of exports from the United States
would be adversely influenced as this slower increase of
foreign credit purchasing power became felt in world markets.
With American imports of merchandise ordinarily increas-
ing, the export balance of merchandise would tend to be
reduced or an import balance would actually develop. If
American bank credit were expanding rapidly because of
gold imports or for any other reason, part of this widening
purchasing power would be used for imports, adding a
further impetus to the trend suggested above. Finally, if
the relative shifts in purchasing power brought about the
price level changes analyzed in the last chapter, these changes
would constitute yet another factor in the situation leading
to the same consequences.
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The Service Balance of Payments

The import balance of international payments for services
has been relatively stable in the past eight years. Several
compensatory shifts, treated in Chapter V, accounted for
this stability. Probably it will obtain in the future, contin-
uing to result in a net outflow of payments. If this import
balance could increase, a considerable net inflow of all pay-
ments on capital account would be possible because of it,
even forestalling a conceivable overturn of the merchandise
trade balance, as it did in the past. But are its chances of
increasing great?

The less important service imports and exports from the
standpoint of the resulting net flow of payments may be
regarded first. The net direction of payments for shipping
services has been out of the United States in the past few
years, although receipts for shipping services have been in-
creasing gradually in the last few years. The net movement
in the future will be contingent upon the extent to which the
United States Government grants subsidies or gives protec-
‘tion to American shipping, a problem with which a compan-
ion study by the National Industrial Conference Board is
concerned.!

Net international payments for government services may
be slightly upward or outward. Motion picture royalty
receipts will hinge upon foreign tariff barriers and motion
picture development. Net insurance and financial service
receipts will vary with the expansion of these types of busi-
ness. Immigrant remittances will probably decline slowly
due to immigration restrictions. Net charitable contribu-
tions, on the other hand, may be expected to remain approxi-
mately as they were in the last five years, unless some un-
looked-for catastrophes abroad add to them in particular
years.

Net tourist service imports increased slowly until 1926
and very rapidly since that date. Increased money incomes
of Americans owing to credit expansion and increased real
incomes due to production growth were influential in
stimulating American foreign travel, as well as extended

1 See National Industrial Conference Board, “The American Merchant Marine
Problem,” New York, 1929
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business and financial contacts. Persistence of this inclina-
tion and business necessity may be reasonably augured, but
the rate of increase may subside. Foreign tourist travel in
the United States may develop even faster than it has.
Restored monetary stability and progress in production
would certainly augment it. Improved means of inter-
national communication and transportation may be deemed
likely to stimulate both American and foreign tourist traffic.
It should not be overlocked, lastly, that international politi-
cal crises may lead to a definite reduction of the volume in
any year because of the psychological elements involved.

Taken as a whole, the net outward balance of service pay-
‘ments will not undergo rapid changes. Nor can material
accretions from year to year be foreseen. Hence, it appears
that the greater volume of dollars available to foreigners
because of net payments for services rendered would not
sustain a considerable addition above that supplied in the
past. The transfer of a permanently increasing net inflow
of payments on capital account, therefore, could not be
greatly facilitated by the excess imports of services.

AmEeRricA’s Furure InTERNATIONAL FiNaNciar Rerations

The international financial position of the United States
has been notably transformed within a period of one and a
half decades, although the beginning of the transition dates
much earlier. Owing to the financial exigencies arising from
the war and post-war problems, foreigners have become in-
debted to the United States on long-term investment ac-
count to the extent of about $20.5 billions by the end of
1928. This indebtedness was distributed geographically,
furthermore, about as follows: Europe $11 billions; Latin
America, 5.1 billions; Canada, $3.3 billions and the rest of
the world, $1.1 billions. Offsetting this, of course, are foreign
investments in the United States, conjecturally, $3.4 billions
of Europe; $800 millions of Canada; $200 millions of Latin
America and the Far East. Assuming proportionate future
increases in the totals of both American foreign investment
and foreign investment in America and an eventual net

importation of all payments on long-term capital account
17
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because of accumulating debt service charges, it is desirable
to consider the future geographic distribution of investments
more specifically in order to judge the sources from which the
net inflow of capital funds may be coming.

Europe

While Europe is America’s principal investment debtar,
almost two-thirds of that indebtedness is owed by European
governments to the United States Government. There is
serious question whether Europe will continue to figure
largely in future foreign borrowing on the American financial
markets.! Before the war, principal European countries had
large foreign investments which were increasing each year
with the accumulation of savings. With the recovery of
European monetary stability and more orderly processes of
production, it would seem that their return to foreign invest-
ment would develop noticeably in coming years. In fact,
Great Britain’s long-term foreign investments, even in
Americz, in recent years have grown apace, although not in
the pre-war volume,? as have also those of the Netherlands,
Switzerland,? and Czechoslovakia.* Scandinavian countries,
borrowers abroad in the past few years, may certainly be
expected to supply their capital requirements mainly from
domestic savings, and possibly to make some foreign invest-
ments, especially Sweden.! Finally, France’s capital market
conditions are such that foreign investment may be speedily
resumed, a movement zlready evident.® The rest of Europe,
and especially Russia and Balkan countries, however, will
doubtless remain in need of capital and might readily absorb

t In this connection see Bertil Ohlin, ““The Futare Financial Relations Between
the United States and Evrope,” [fndex, Svenska Handelsbanken, Stockholm,
Sweden, Octaber, 1928, pp. 3-9.

2 See an editorial, “Our Export of Capital,” The Economist, London, Vol CVI,
Feb. 11, 1928, pp. 265-6.

#Ohlin, op. cil., p. 6, and Annual Reports of the Bank of Switzerland and thh:r-j
lands qguoted in Federal Reserse Bulletins for recent years.

4See the discussion of Czechoslovakia’s balance of international payments,
Moxnthly Repors, Wiener Bank-Verein, Vienna, Austria, Nov,, 1928, p. 83,

¥ League of Nations, * Memorandem on International Trade and Balances of
Payments, 1912-1927,” Genevs, 1928, pp. 94-101, 171-5, 201-5 and 225-34.

¢ An edirorial, “ The Export of Capital from France,” Tae Swaiss, London, Val.
CXI, Jan. 14, 1928, p. 47; and also “Frankreich als Kapitalgeber,” Frankfurter
Zeitung, Tuly 23, 1928, p. 4,
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a major part of that available from the European countries
mentioned above as well as additional investment funds from
America.

In view of the fact that Germany is America’s largest
European commercial debtor and also the source of the
funds with which principal European debtors have to repay
their debts to the United States Government, special atten-
tion may be given to her status. Because of the magni-
tude of the reparations liabilities as finally recommended,
Germany may be expected to borrow funds abroad for some
years. Of course, official efforts to curtail borrowings may
be partially effective.! In a sense, this process will represent
a conversion or funding of reparations payments into com-
mercial or private obligations. Moreover, it may be em-
ployed to obtain funds to be reinvested by Germans in
foreign countries. ‘The solution of the German problem, it is
alleged, lies not only in lower production costs but in partici-
pation in the exploitation of resources of newer countries.?

Whatever recovery, therefore, certain parts of Europe
may make from an international financial viewpoint, other
areas will continue in need of capital. The former may
chiefly supply the latter’s requirements and a redistribution
of American investments between various countries may
take place. Even additional American foreign investment
in Europe may develop, but probably at 2 slower rate than
in the past. The pertinent and conspicuous consideration is
that an indebtedness as large as Europe’s present one can be
reduced or counterbalanced by her own investment abréad
only after the lapse of time. In the meantime, Europe will
find it necessary to dispatch large sums annually to the
United States in the form of investment and debt compen-
sation.

Latin America X

While American long-term foreign investment in Europe
prebably prew most rapidly before 1926, investments in
Latin America have undergone a consistent increase up to

1 Agent-General for Reparations Payments, “Report,” June 7, 1928, pp. 70-6.

¥ “Germany's Share in the Development of Unexploited Territories,” Germany's
Eco:;:;f;: Develppment, Second Half of 1927, Reichs Kredit-Geselischaft, B
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the present time. Several factors point to their expansion
in the future. Lack of capital supplies and hence, depen-
dence upon foreign capital markets coupled with large unex-
ploited resources would definitely indicate an increase of
indebtedness to foreigners. That a scarcity of capital will
endure, moreover, may be inferred from the stream of emi-
grants to Latin Amenican shores from Southern Europe,
diverted from the United States by immigration restrictions.!
To be sure, recourse may be had te European financial mar-
kets in future borrowing, a great deal hanging upon relative
interest rates and underwriting charges obtaining. Never-
theless, proximity, more firmly established financial and
trade contacts of recent years, and opportunities for ex-
ploitation of resources would give promise of substantial
reliance upon American capital, and an ever broadening
stream of investment service funds returning to the United
States, although the former for some time to come may easily
exceed the latter.

‘Canada

American investments in Canada are large and will un-
doubtedly expand in subsequent years, but they may be
offset by Canadian investments in the United States, which
already total almost $1 billion.? Canada has reached the
capital exporting stage and may even be counted on to
match dollar for dollar of foreign investment within her
boundaries with her own investments abroad, and mainly in
the United States® Geographic contiguity and somewhat
closely integrated financial, commercial and industrial affili-
ations, create a harmony of interests which favors the tnter-
lacing of investments. Notwithstanding, so long as Ameri-
can investments in Canada exceed Canadian investments in
the United States by $2.3 billions, the predominant move-

1Qhlin, op. ¢it., p. 7. )

#“Canada, A Capital Exporting Nation,” citing the latest estimates of the
Financial Post, Toronto, Canada, Wall Street Fournal, Jan. 10, 1928, p. 15. Be.
cause the major banking reserves of Canada are regularly carried as deposits in the
United States and since these Canadian short-term investments vary little from
year to year, they may be regarded as having a permanent or long-term characeer.

* See also, W. E. Thorne, " American-Canadian Financizl Frontier,” Commarce
Reports, June 4, 1928, up, 571-2 and Ray O. Hall, “Canada an Exporterof Capital,”
Commerse Raporis, July 30, 1928, pp. 2334,
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ment of long-term capital funds for interest, dividends and
capital repayment will be into the United States.

Qther Areas

Financial relations with other areas are less advanced.
Africa is least important, while the Orient is obligated for
American investment capital to the extent of practically $1
billions. Like South America, Asia and Oceania possess vast
undeveloped resources and a paucity of capital for utilizing
them. Opportunities for profit because of the large Oriental
markets may be a deciding factor in directing future Ameri-
can investment there, and likewise the investment of other
creditor nations. Comparative financial advantages will
regulate borrowing and the spirit of enterprise will direct
corporate investment. Profits and capital charges from
Oriental investment will represent a further addition to a
future inflow of payments on long-term capital account.
They may be destined, moreover, to become of greater con-
sequence, but that will be contingent upon how long new
investments may exceed them.

‘GeneralL CoNcLUSIONS

While the future course of America’s international finan.
cial relations is to a large degree unforeseeable, there can be
no question that it will present as many perplexing phases
as at present. The United States has acquired her creditor
positon with amazing rapidity under the pressure of ex-
traordinary circumstances, and some readjustment must
eventuate, Viewed as a whole, if American foreign invest-
ment broadens only gradually, the time must shortly come
when a lasting net inflow of capital funds may result from
accruing investment charges, capltzl repayment and new
foreign investment,

In so far as the analyses in this and the preceding chapters
are correct, the first effects of a permanent net inflow of
capital funds will be a shift in the rates of growth of credit
|purchasing power in the remitting countries relative to that
in the United States. This shift will be mitigated, of course,
by the policies and actions of central banks which will
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exercise puiding and at times controlling influences. If com-
mercial banking reserves of the United States are widened
in the process and a rapid expansion of bank credit occurs,
easing money market conditions may lead for 2 period to a
new foreign investment boom, offsetting again the capital
inflow. But this would also add to the subsequent amount
of immigrating capital funds and could only delay the in-
evitable appearance of the net import balance.
Simultaneously, forces would be operating to alter other
features of the country’s balance of international payments.
The relative shifts in the growth of credit purchasing power
would be affecting internationa! merchandise and service
movements. Because of the character of service imports and
exports, changes among them in all probability would but
slightly alter their presumable net import balance. Weight
must therefore be attached to a readjustment of the net
course of merchandise trade, at first a reduction of the export
balance and finally the advent of an import balance.



SUMMARY

The financial history of the United States before 1915 is
chiefly the record of an international debtor on capital ac-
count. Signs of an altered status first appeared, however,
near the close of the nineteenth century, when American in-
vestments abroad began to increase more rapidly than
foreign investments in the United States. Notwithstanding
this development, the country was still a debtor to the
amount of about $3 billions net at the outbreak of the World
War. The swift changes of the war period entirely reversed
this situation and left the United States a net creditor to
a huge sum, which might be placed, with allowances for war
debt readjustments, at around 310 billions. Further notable
shifts have taken place in post-war years involving not only
new foreign investing by Americans but also increasing in-
debtedness to foreigners, and by the end of 1928, the country
was a creditor in the aggregate amount of $22.3 billions,
while a total debtor to the sum of $7.4 billions.

Extraordinary circumstances, only 2 few of which may be
regarded as permanent factors, afforded the basis for the
post-war developments. On the one hand, an unusual
international dependence upon American capital supplies
existed because of demoralized money and capital market
conditions and the problems of post-war reconstruction and
adjustment. On the other hand, a growing capacity to make
foreign investments resulted from a very rapid expansion of
credit which tended to concentrate in America’s capital
markets.

Taken as a whole, however, America’s recent investment
capital exports were partly offset by investment capital
imports 2nd the remaining balance was more than offset by
the net inward movement of interest, dividend and capital
repayment funds, especially in the last seven years. Con-
trary to opinion, the nation as an economic unit has not
been placing larger and larger amounts of its available liquid
capital supplies abroad, but has been mainly accumulating

269
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tal repayment sums received each year. The varying charac-
ter of short-term capital payments and credits was a final
factor contributing to an “adverse” balance of interna-
tional capital payments in some years and a “favorable”
balance in other years.

In view of the large volume of inflowing foreign capital
and capital service funds, it is not possible to link directly
the persisting export balance of merchandise which has
characterized America’s foreign trade with annual foreign
investments. To be sure, this “favorable™ balance would
not have been economically possible without them, but
similarly the receipt of capital service charges upon accumu-
lated foreign indebtedness also would have been impossible,
. as well as foreign purchases of securities in American markets.

When the balancesof alltangible trade, merchandise, and gold,
and all service trade are combined, the balance of all trade is
seen in some years to have been “adverse.” Nevertheless,a
large degree of interdependence obtained between the vari-
ous classes of international transactions. There was un-
doubtedly a very real indirect connection between mer-
chandise and service trade on the one hand and capital
movements on the other, growing out of the relative changes
in international purchasing power to which the latter gave
rise.
Owing to the unusual influences operating to expand
America’s international creditor position since 1920, there
seems little reason to anticipate an equally rapid expansion
in the future. The United States is not 2 mature creditor
nation, as Great Britain is, for example, and continues to
experience an almost constant rate of internal economic
growth. Capital requirements may steadily expand. On
the other hand, there is no denying the fact of a wider inter-
est in international trade, industry and finance. The United
States may be expected to be both an importer and exporter
of capital, according to the judgments of individual investors
and corporations both here and abroad. The assumption of
a permanent rble as a nation predominantly in a creditor
position, however, may be predicted. No volume of foreign
indebtedness such as has become owed to the United States

nfo;'eign securities by reinvesting interest, dividends and capi-
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could be rapidly liquidated. Nor could it be rapidly ex-
ceeded by the growth of indebtedness to foreigners. The
present net creditor position could easily be maintained or
even gradually increased.

Because of this fact a growing excess of all incoming pay-

ents on investment capital account ultimately may be

cted to develop. That is, to say, capital service re-
ceipts added to investment capital imports may exceed in-
vestment capital exports plus capital service payments, al-
though such an excess may be modified by the variable
movement of short-term capital and credits. So far as mer-
chandise trade is concerned, when this finally becomes af.
fected, exports and imports may be expected to approach a
balance with an eventual excess of imports. The economic
processes leading to this consequence, however, work slowly,
and the final overturn may be long delayed.

Whatever financial readjustments are necessary in the
course of future events, America’s ‘international financial
position is bound to be affected by the policies of the Federal
Reserve System and foreign central banks. The degree of
cooperation between them, therefore, will become a matter
of increasing importance in the elimination of unnecessary
friction and economic disturbance.

The acceptance of the recommendations of the recent re-
port of the International Financial Commission to deal with
the final fixation of Germany’s reparation debt by the credi-
tor governments concerned will be a matter of profound
economic significance, not only to the countries directly in
volved but aiso to the United States. With an institution as
the proposed Bank of International Settlements playing a
leading rdle in organizing and directing the large movements
of purchasing power required in the liquidation of inter-
governmental debts, adverse effects upon finance, industry
and trade may be readily mitigated to the benefit and welfare
of the entire world as well as of particular nations.



APPENDICES



APPEN

Tue BarLaNce oF INTERNATIONAL PAYMENTS

{Sources: U. 5. Deparument of Commerce from 1922 to 19282 Provisicaal
{In millions

1 Credits, Reflecting Payments Into the FPnimed Seaten
rem
1921 11922 {1923 li?ﬁ‘} ¥925 11926 {1927 | 1928
Merchandizse Exported ..o iiiiiii i £,583|4,021 F i
Aerchandise, ... .\ irt i i s ra s 4, S6S| 5,129

P i iei i irar s aaeay 5 87

Miscelianeous?. ..o oiviriiniannrerninaes .
Gold Exported .. .o oviiiiiiiiiiinisiiisanaaans 629

L7 . 551

Changes in earmurked gold? &8
Sreurities and Other Claimer jo Wealth Ezporfd 2857
Outsranding securities:

American and foreignt...... 2076
Direct investments of foreigners® 120
Refunding to Americanet, .. . ... 237
R Cpmn and gipking fund receipts?. . 3al
D:aoonnz on new fareign securitiestt, &3

Fi e 2 D e £52
gmcpu {from }mmm investments almmdﬂ Sg
. 5. Governmen: R«n}n from Wor Dybts and Cradizs. 210
Enterape®?, . .. ..... 180
Principal®, ., .., 58
¢ipts for Seroices Rendered 716
Freight serviees™, , .. .. 143
Services to government®, 53
Motion pictuze royalties®. . .. ..... 70
Insurance and fnancial®. . ... ..... 139
Tourirt pecvices®. ... . .... asz
Immigrane remistances® 28
Miscellaneous™®. .. ......... %
Unfunded Credits:
et How of short-term funds. . . .
Ney Unaveounted for:
Errors and OmISEHONE. L .ot i i iraeaes . .
ol L o o i eiiniiiiineiesoieaiiaiaans 10.954l6,661 Is.mis 761|7,65918,31719.842]9,160( 10,548
1 Blud an sufcmunoa furnished b: Rny 0. ﬁiﬁ Agsistane Chief. Finsnce and In Division, B
of Forey, D :mi the mtmucd The armang here has been modia

bed sl}éﬁiy from the nngmai De?mem of Commerce presenta
coal and oif sates, sale o!' versch mfl unrecorded parcel-pose shipments,
1] dc{mn Jud the same plos zn adj figure for d ings, for loss on merchandise shipped
m& for srouggling. For 1920 and ¥921 figures, ratios of fnra;n hunier Fael sales to tora] iﬂlnkerupom 25
K&pnmut of Commerce extimares in lazer years were used. Searistics of btmkar exxuu mway be found ia
arm of Commerce, Bureau of Foreign and Do ie £ betract of the United
Seares for I L 130 and 737 Hunker fuel imports were similarly estimazed by xpg!lymg ratios of bunker fuel
) mbxmh: ek exports of lacer yeary. Willizms eatimaced sales o whips in 1920 “The Balance
of International Payments of the Unired Sum for tke Year 1520, o9. m., 193. On the inm "of statistics of
ToBRage wid and bought in fscal years endi 36, 192} and I§22 partment of Commerce, Bureau of
Nsvigadion,” Merchant Marsine Snmuu 1926, 99‘33-9 an :l!munce nf i m:llmm for both credivz and debics
 made for 1921. Estimates of ugrecord shi mu:wuimatmmmwmbwa s, the Depare-
ment of Commerce sstimate for the years, {?22 1333‘”. The amousts of 5273 millions in 1929 and ;1?5
-ﬁizem in 1921 are allowed miscelianecus merci;:mhu mmem. a debic,
# For 1920 snd 1921, fram the i"e&er:] Reserve Board nnuat Repore,” 1927, p. 78,
4 Sec footnote 2 to Table 10 of this volume for 1920 ind 1971 ronien
L4 !ncludu both American md foreign securities. For 1920 and 1921 Sgures, sec Trade IM Bulletin,

Ne. 144
lg.sml in kis 1920 balance of payments :tud;, s; e, p. 190, 23 well 2z in hiz 1921 study, op. it p. 202,
exiﬁnt td direct American investmenty at 53X mi Owing to Jater Department of Commerce estimates for
|m;:3=-a; mazi dividend paymanta to Americats fmm ytwnn foreign investments, the figure for 1920 has been raised
to milfians.

* Direct in of foreigrecs and remle to of American direct ¥ A Bgure of 825
millions is d to be approxi fwimlmiiﬂlmmo{“ of C ok for lazer
=1 *SeeTahla 10 of this volume,

¥ See Williams' Ty cited peudies of America's bal aof p in 1920 and 192} for redemsprion and

#inking fund ply;::udm‘uxmer;cm f;n (l’:hnoe years, g.f 388 of 1920 améy aod p. 202 ;f the 1921 study. A.rbn;aq
estimates sre employe sipking fond payments mericans o ners in the same yeams, correspond:
1§ w:lh", ferlueryuu 925 re is assumed to include the Uni
TADEE mnt nf the Spanish credit, arranged io 1
3 For 1500 e Vo ety o et e o 1931, ves the Federal Reserse Bulctin, Vol. 7, Now,

263.
% For the 1920 and 1921 ﬁfutu, see Table 10 of this votame.
1 Figures for 1920 and 1521 are m—n-emmely eatimated with regsed forlnterutmo!’mm and dividend
mymiwmu of foreigners to Americans by the Deparumcnt of & Eariter for thia item were clearly
toc

3 An arhitrary enery of $100 millions for 1920 2nd 1921, This was the figure arrived ar by Williama ie bis study

$m¥920,c3 :u.p 192, and for 1921, ap. et p. 332,
uedumsnmamdlhmm afmmo{&rmpm:nmvmndSummdde:bmdn-
fm:émmfmmzsz Ratioa of short-tenm & to inted svident in laver balance of paynunts

ware loyed o obtain these estimates.
274




DIX A
oF taE UNITED StATES, 1920-1928
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LEcar Reserve REQUIREMENTS oF Foreicy CENTRAL

% Bunk may permir reserve 1o talf below minimum subject o tax, .
+ Government consent necessary to allow ratio to fall beiow minimnm subject to tax.

¥ Metallic reserve may include sitver.
¢ Fiduciary issue may be increas

u ed by nt, Miniy

f Ratio to be increared mﬂ% 1938 for Austriz acd iy 1939 for Huogary.
afovakia ratic vo be rei H at 1% a year. . .

t Additioas] reserve i note issus reaches certain Kimite,

Governument, Mini
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of Finenre, or Treasu

Bawks
{Source: Federal Reserve Board)t
Reserve Requirementy
Country Liabilities against Which Reserves Musr Gold
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ovakia, . .| Notes and other demand liabilities, less
debt for state notes outstanding .. 24T
Danzig. ........ Notes ) e 3334
Esthoniz........ Notes and other demand liabilities . 404
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