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PREFACE

The studies in this volume were drafted—and several of them published
—1in the five or six years before the war. They cover a wide range of
subjects, but they have a common theme and can be traced to a common
origin. The theme is capital accumulation and the fluctuations that
accompany it; the origin was an undergraduate thesis on ‘Capital
Transfer and the Terms of Trade’. Reared on Keynes and Taussig,
I thought that I detected both of the masters in confusion in their
treatment of reparations and its consequences and was moved by so
unaccustomed a spectacle to develop my own ideas on the subject. My
interest in foreign investment and the dynamics of international trade
gradually widened and eventually focused on two relationships: between
foreign investment and home investment on the one hand, and between
the migration of capital and of labour on the other. Not all the studies
that follow deal specifically with these relationships; but all of them
bear directly or indirectly upon them.

The central portion of this volume (Chapters V-IX) is a revised
version of parts of the dissertation on ‘Home and Foreign Investment
in Great Britain, 1870~1913°, which I submitted in 1935 for the degree
of Ph.D. at Cambridge University. I cannotimagine that the theoretical
section of the dissertation would be of much interest now, and I doubt
whether it has been read by anyone since my examiners made their
paticnt way through it. The statistical and historical sections, however,
appear to have led a lively subterranean life in the footnotes of my
colleagues, and I have been under pressure for some time to legitimize
them in a printed text. I now do so with some hesitation.

My original intention was to use the dissertation as a kind of sketch
and paint on a larger canvas in due course. In the introduction I con-
fessed that I had ‘simply written on a number of topics which interested
me, without bothering very much how they could be made to fit
together....I have thought it better to give a survey of the whole
ground—at the risk of superficiality—rather than begin prematurely
to dig some special patch. This dissertation, in other words, has been
undertaken as a prolegomenon to research rather than as a piece of
research itself.” Alas, the preliminary sketch had to be put away in the
attic while I learned the trade of lecturer, was beguiled into writing on
other subjccts, and, with the war, turned to other trades and surrendered
to other temptations.

It would, no doubt, have been possible for me to have published the
dissertation without amendment immediately after its completion. But
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I had too lively a sense of its deficiencies to have any wish to do so.
It is one thing to try to satisfy a couple of examiners but quite another
to waste the time of a large number of economists by letting loose on
them a mass of supposititious statistics. I knew evenin 1935 of the simple-
minded who lie in wait for the man with the hardihood to speak in
figures; who treat every statistical series, however ill-founded, with a sort
of reverence; and who cannot sec a statistical nut without itching to
crack it under a mathematical steam-hammer. Publication would have
been a laissez-passer for all so inclined; and the figures which I had
marshalled for comparatively modest purposes would have been made
to bear a weight of precision far beyond my intention.

How often, nevertheless, have I since come on some serics of mine
dressed in unfamiliar uniform and marching and counter-marching in
an impossible campaign! It has been this sight that has convinced me
of the need to publish. IfI am to be honoured by quotation, I wish also
to be honoured by criticism. The statistical material may be worth
using, but only if its limitations are exposed to all who wish to do so.

When I was at last able to facc the preparation of this volume for the
press I had to decide what to do with the sketch in the attic. I easily
concluded that it would be unwise to risk another long delay by starting
afresh, and that I should limit myself to amendment. This proved
a bigger undertaking than I had foreseen. All the working papers had
gone; the basis of some of my estimates was highly obscure; and there
were many features of my intellectual offspring that struck no parental
chord in my memory. I was thus faced with the extremely distasteful
task of undertaking research into my own rescarch, and conducting
a kind of post-mortem on myself. On the whole, the results were
reassuring, and I even succeeded in conceiving some respect for the
person in whose shoes I found myself standing.

An additional difficulty was to incorporate the results of later research
into similar problems—notably the work of Hilgerdt, Hoffmann, Lenfant,
Phelps Brown, Rostow, Rousseaux, Schlote, Tinbergen and Brinley
Thomas. On the whole, I have made little use of this work because
I felt that to do full justice to it would mean further delay and would
oblige me to write a much longer book. I have preferred to confine
myself to that part of my work which I judged to be still original and
interesting, rather than to embark on a comprehensive analysis of the
period.

Some important changes have been made in the chapter on ‘The
Statistics of Investment’ and some less important changes in the suc-
ceeding chapter on ‘Fluctuations in Home and Foreign Investment’.
The main change is the addition of an analysis of savings and investment
in 1907 based on the Census of Production. Another important change
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is the abandonment of my previous estimates of sales of machinery on
the home-market—though I have included figures of iron and steel
consumption and the conversion factors by which these were translated
into engineering output. The estimates of residential building have also
been completely revised; so have the estimates of shipping carnings.

Of the remaining chapters two (Chapters IV and X) are reprinted,
substantially without amendment and two (Chapters IT and III) have
been largely rewritten. It would have been possible to expand any one
of them into a separate book and at least one of them (Chapter IV)
was originally written as a summary. I hope that the rather perfunctory
treatment that such brevity enforces has not detracted from their
readability.

There is still a great deal that could be done to improve the statistics
of investment in the nineteenth century. The local authorities have
more data on the history of building activity than I had previously
supposed. It should be possible to construct more satisfactory series
for the price of capital goods, whether the products of building or
engincering. Very little has been written on profits (or dividends) in
individual industrics. The finance of railway building has not been
adequately studied. No one has attempted to bring together indices
of home investment—or cven of industrial production—in all the
principal countries so as to show how the national and international
elements in the trade cycle interacted. I have drawn attention here
and there to gaps in our knowledge that might readily be filled in the
hope that someone may be encouraged to make the attempt.

When I first read a paper on ‘Home and Foreign Investment’ before
the Keynes Club about twenty years ago, Keynes prefaced his comments
on it by a reference to the origin of the Septuagint. He thought that the
kind of history which I had presented to the Club should be submitted
to a similar test before being accepted as holy writ. If seventy statis-
ticians could be locked up, like the Hebrew scholars, in separate cells
and each emerge with the same statistical series, it would be possible
to accept their results without further question. Failing such proofs of
inspiration and truth, one could only accept the plausible and reject
the unplausible. This was a pronouncement from which I did not and
do not dissent. The reader should look on what follows as one step to
statistical exactitude and reflect on the sixty-nine steps that are most
unlikely ever to be taken.

My obligations are heavy and not easily summarized. Most of the
work was done as a Research Student of Trinity College. I am deeply
grateful to the College for the opportunities afforded by the studentship
and to Sir Dennis Robertson for constant help and advice during my
tenure of it. I also benefited greatly from discussion with Mr Colin
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Clark, and with a number of my fellow-students, particularly Mr R. B.
Bryce. Among others in Cambridge who gave me encouragement and
help were Professor Pigou and Lord Keynes.

In the revision of the manuscript I have had the assistance of
Mr W. M. L. Murray and of Mr B. Weber, who has prepared the index.
Miss Hatrick has worked wonders with an almost illegible text.

I am also indebted to Dr K. A. H. Buckley of the University of
Saskatchewan for permission to use his figures of Canadian investment
in Chapter II1; to Dr Konrad Zweig for permission to reprint two
charts from an article by him in Weltwirtschaftliches Archiv; to Sir Piers
Debenham for permission to use some unpublished calculations of his
in Chapter VII; to Sir Percy Mills for information on machinery
prices; to Dr Horne and Miss Knox of the Corporation of Glasgow
Health and Welfare Department; the staff of the Glasgow Dean of
Guild Court; and to The Manchester School, The Review of Fconomic Studies,
and The Economic jJournal for permission to reprint Chapters IV, IX
and X respectively. An earlier version of Chapter II appeared in The
Review of Economic Studies in 1934 and Chapter 111 is based on a longer
version published in Weltwirtschaftliches Archiv in 1937.

ALEGC CAIRNCROSS

Department of Social and Economic Research
Glasgow University



CHAPTER I

CAPITAL ACCUMULATION IN THE
VICTORIAN AGE

In the half-century that separated the death of Queen Victoria and
the accession of Queen Elizabeth, the Victorian world began to come
into focus. It was not, as Mr G. M. Young has insisted, a world that
stood still, but one in which institutions, attitudes and ideas—the values
as well as the apparatus of industrial society—were in rapid change.
‘When I consider their assured morality, their confident acceptance of
the social order, their ready undertaking of its obligations; I have a
sense of solidity, tenacity, and uniformity, which all the time I know to
be in large part an illusion of distance.. . . If I place myself in 1goo and
then look forward for thirty-six years, and backward for as many, I feel
doubtful whether the changes made in the earlier time were not greater
than anything I have seen since. I am speaking of changes in men’s
minds.’ !

Behind these changes, dominating the intellectual and social develop-
ment of the period, were a small number of powerful and continuously
operating economic forces. Of these none was so important as the growth
of capital. On the one hand, this resulted from the prodigious thrift of
the Victorians. In a deeper sense, however, the faith and outlook that
expressed themselves in thrift were born of economic expansion and the
egrowth of capital, and the line of causation was from accumulation to
thrift rather than the other way round. On the side of demand, the
growth of capital responded primarily to the revolution in transport with
the coming of steam. To cover the land with railways and the scas with
steamships made tremendous demands on the limited savings of western
European countrics. But this was not the most important outcome. The
new forms of transport cnormously reinforced the pulling power of
undeveloped countries overseas and set in motion a resettlement of
population over the surface of the globe. Thereby they relcased a fresh
demand for capital to provide, not the marginal additions that the
emigrants would have needed in their own country, but the whole stock
of a newly founded community.

It is this resettlement that governs cconomic development in the later
Victorian period. It continued an earlicr movement—and one, which,
by widening the market, had played a major part alongside the cheapen-
ing of capital in the industrial revolution a century earlier. But the

1 G. M. Young, Victorian England: Portrait of an Age, p. 149.
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scale of resettlement was now altogether vaster. It was accelerated by
the capital that Britain and other countries lent or invested, and repre-
sented the most effective investment in the production of foodstuffs and
raw materials that Britain could have made. At its peak, in 1913,
foreign investment took over half the total of British savings; at its peak,
too, in the years between 1908 and 1913, foreign borrowing financed
over half the total addition to the stock of capital in the largest borrower
—QCanada. It controlled the movement of import and export prices,
and through these the cost of living and the standard of living. No other
factor, whether technical ingenuity, greater capital, or better manage-
ment, exercised so powerful an influence in raising real incomes. Not
that the opening up of new countries was an unmixed advantage to
Britain, nor that all British investment abroad was in such countries
and assisted their development. But after 1870 the qualifications and
exceptions dwindled in importance.

Resettlement was not altogether an affair of emigration of labour and
investment of capital abroad. It took place also within Britain, the
countryside losing millions to the towns and yet retaining a fairly steady
population. Here, again, the readjustment in the balance was largely
a response to the new forms of transport. The replacement of rural
crafts by urban manufactures and of home-grown by imported food,
the breaking down of rural isolation, and the greater ease of migration
to other parts of the country or abroad, werc all, in greater or less
degree, traceable to railway-building and the introduction of the steam-
ship. As with development abroad, it took the better part of a century
for the transport revolution to cxercise its full influence on the distribu-
tion of population—if, indeed, the effects have even now been exhausted.

In the middle of the nineteenth century the building of British rail-
ways and towns took nearly the whole of Britain’s savings. A trickle of
capital found its way abroad, partly to finance railway-building on the
Continent, partly in commercial and banking ventures, and partly in
speculative loans to foreign governments, generally in the Near East or
in South America. It was not till after 1870 that the trickle began to
assume really formidable proportions and the growth of capital came to
centre on overseas development. Railways remained the favourite in-
vestment ; but the railways that were financed were increasingly remote
from London. With therailway-building wentother investment: in docks,
harbours and public utilities; in land, mines and forests; in primary
commodities of all kinds. The frontier of natural resources was thrust
back and the produce of the frontier found a ready market in Britain.

The process of development took place, like all biological develop-
ment, in spasms. In the human embryo, hair will grow first in one place
on the head, then in another. So in the development of the frontier,
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first one country came into the limelight, then another. Construction
went forward with a rush and finance for a time was abundant. Then
the momentum perished; and when the next spurt took place, it was
likely to be in some quite different area of the world.

These fluctuations did not look to those who lived through them as
they do to us fifty years further on. Where we discuss short and long
cycles, they talked of panics and depressions in trade. The regularity
with which trade recovered from every check, the unremitting accu-
mulation of capital, the steady advance in standards of living, all convey
the impression of ineluctable progress. It is easy to imagine that belief
in progress was an article of faith with the Victorians. But is this not
another illusion of distance? There were some pretty hard bumps from
1870 onwards, and to contemporaries it must often have seemed as if
the peak had been passed. They saw foreign investment fall below zero
in the seventies and began to query—for the first time—the social
utility of capital accumulation. They felt themselves in the middle of
an interminable depression in the eighties. By the nineties industrial
leadership was passing to the United States and Germany. After the
turn of the century they had to wrestle with a rising cost of living and
increasing foreign competition. They were not conscious, as Macaulay
was conscious, of a secure lead and a glorious destiny. Every cyclical
check might mean a permanent loss of ground.

The forty or fifty years before 1914 were clearly an exceptional period
in economic history. It was symptomatic of the period that western
Europe had invested abroad almost as much as the entire national
wealth of Great Britain, the leading industrial country, and a good deal
more than the value of the capital physically located in Great Britain.
It was also symptomatic that Britain herself had invested abroad about
as much as her entire industrial and commercial capital, excluding land,
and that one-tenth of her national income came to her as interest on
foreign investments. These conditions can hardly recur. Translated into
the circumstances of 1951, and applied to the United States, they would
imply American investments overseas of no less than $600 billion and
an annual return on those investments of some $30 billion (or the
equivalent of the British national income). Private investment abroad,
in recent years, has not exceeded $1 billion per annum, and even this
total has only been sustained by very large investments undertaken by
the American oil companies. But if the same proportion of American
resources were devoted to foreign investment as Britain devoted (out of
a far smaller national income) in 1913, the flow of investment would
require to be thirty times as great. The entire Marshall Plan would
have to be carried out twice a year. The very extravagance of such
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a hypothesis shows how little there is in common between the per-
spectives of the Victorian era and those of to-day.

Although the period was exceptional, it is full of interest from the
point of view of economic theory. In the past it has been studied by
economists mainly to gain an understanding of the trade cycle. But it
is even more interesting for a study of the dynamics of continuous
expansion. Ashasbcen suggested by anumber of economists, the cyclical
process was really subordinate to the process of growth and arose out
ofit. Itis to the history of this period that one naturally turns to observe
the interaction of long-period and short-period forces, the interplay of
a few major variables, the magnitudes of the responscs, the cumulative
results. However guarded our interpretations, we are inevitably drawn
to the Victorian age to verify those theorems in the study of capital and
economic development which are beginning to find their way back into
the text-books. I say ‘back’ because the classical economists gave their
minds to this very problem of ‘accumulation’. It plays a central part,
for example, in the doctrines of Marx; but for a long time after Marx
it practically disappears from the treatises.!

It may be of some help in the formulation of a satisfactory theory of
economic development to summarize the experience of those years. In
the forty years 1875-1914 capital at home (other than land) increased
from about £5000 m. to about £9200 m., or by over 809,.2 Foreign
investment rose from £1100 m. to, say, £4000 m. in 1914, or by some
250%,. Taking absolute figures, capital investment probably consisted of
three parts home and two parts foreign investment. Of the investment
at home, a large part was needed merely to maintain capital per head,
for the number of employed persons rose by about 50 9, between the
boom years 1873 and 1913. Out of a surplus of £4500 m. beyond what
was necessary in order to keep domestic capital per head constant, not
far short of £3000 m., or some 60-659,, was actually employed to
increase Britain’s foreign investments.

The cumulative rates of growth in population and in the national
income and capital from 1875 to 1914, or from the peak of 1873 to the
peak of 1913, were roughly as follows:

%
Population I
Income?® 2
Capital® 1}

t R. L. Meek, ‘Thomas Joplin and the Theory of Interest’, Rev. Econ. Stud. no. 47.

2 Using Stamp’s estimate for 1914 and Giffen’s (slightly amended) for 1875. The
price level and the rate of interest were approximately equal at these dates.

3 These are averages at compound interest. The simple averages would be 3} and
2} 9, respectively.
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Although income grew rather more rapidly than capital in real terms,
the ratio between the two, in money terms, kept steady at just under
1:5%. The reason for this lies in the slight fall in the cost of living and the
slight rise in the price of capital goods over the period. In arriving at
the rough percentages given above I have assumed a fall in the cost of
living by 10 9, between 1875 and 1914 and a rise in the price of capital
goods (capital at home only) by 109%,.

Common experience suggests as normal, in a community at or near
full employment, a rate of gross investment equal to 20 9, of income;
and a rate of net investment, or saving, equal to about half—generally
a little over half—the rate of gross investment. If we apply these con-
ditions to a population increasing at 1 %, per annum, and with a total
capital equal to about 5% years’ income, we obtain the following results:

(1) Capital will grow at a rate that can be expressed as

Savings Capital
Income Income’

and this will work out at ¢ or, say, 2 9%, per annum.

(1) Maintenance and depreciation will be of the same order of
magnitude, i.e. 29, per annum. Since the stock of capital will be
growing, however, this does not necessarily mean renewal of capital
assets every fifty years. On the one hand, depreciation of stocks and
consumers’ goods (other than houses) are excluded from gross investment
as usually measured; on the other hand, major repairs are usually
included as well as rencwals.

(1i1) Capital per head will be rising at 1 %, per annum.

It is usual to treat capital accumulation as the chief source and cause
of economic progress; and much of what has already been said lends
support to this view of things. But for some purposes it is preferable to
turn the relationship round and examine the growth of capital as a
function of the increase in income. As the nation becomes richer it
needs more capital, not to produce new goods or to improve technique,
but to provide the same things in greater abundance. A large slice of
current savings is needed to ‘widen’ capital rather than to ‘deepen’ it.
The most obvious illustration is the growth of stocks and work in
progress, which must generally keep pace with output. If stocks and
work in progress come to half a year’s income—the evidence suggests
something rather less—they will form }+5} or 99, of the national
capital; and if income and capital rise at approximately the same rate,
the proportion of current savings needed to maintain stocks at an
adequate level will also be 9 %,.

A second illustration is residential building. Suppose that the capital
required to house the population is equal to about one year’s income.
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(This assumption seems to be broadly applicable to the late nineteenth
century.) Then if this situation holds—that is, if standards of housing
do not move ahead faster than the general standard of living—dwelling-
houses will form 1+ 5% or 189, of the national capital. Allowing for
household equipment, furniture, and so on, the proportion will be even
higher. Moreover, the proportion of current savings needed to house
the population will also be 18 9%, if capital and income, in money terms,
increase at the same rate.

Even to build houses similar to those already standing, so as to
provide house-room for the natural increase in population, will absorb
1% of a year’s income or 109, of current savings. It will also be
necessary to provide many other services—shopping facilities, schools,
water supply, and so on, as population increases. A large proportion of
current savings, therefore, will be hypothecated to providing for the
growth in population. It is arguable from the foregoing analysis that
the proportion is of the order of 50 %,; and that, if the rate of population
growth doubles, so that the rate of increase, both of population and of
capital, is 2 %, per annum, capital per head will cease to grow. This would
be perfectly consistent with a continuing rise in capital per head in
industry. For there are many fixed assets—the railways, for example
—which could be stretched to cover a larger population without com-
parable additional outlay on capital account. The real issue is whether
the rate of savings is independent of population growth. 1f it is—as
seems likely—and if it is a simple function of income, the rate of capital
accumulation, given full employment, will tend to vary inversely with
the rate of population growth.

If, next, we take account of foreign investment, it is at once apparent
why capital at home per head of population rose so slowly. If total
capital per head was rising at only 19, per annum, the use of as much
as half the nation’s savings for investment abroad would automatically
arrest any rise in domestic capital per head. Foreign investment was
never as high as domestic (net) investment (except in 1913), but it was
frequently half as large. In other words, domestic capital per head was
often growing at as little as half of 1 9, per annum; and at least half of
this was necded for capital ‘ widening’—for example, to allow stocks and
residential building to keep pace with population and income. Home
investment did little to promote a growth of national income at the rate
of 2 %, per annum; indeed, the sources of this growth lay far less within
the United Kingdom than abroad.! It was not the growth of capital in

1 Even with a marginal productivity of 10 %, a growth of capital by 4 9, per annum
would not by itself add more than about } 9, to the national income unless it facili-
tated some simultaneous advance in technique, yielding a return to the consumer in
lower prices, not to the investor in additional dividends.
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British industry that transformed the standard of living, but the reduction
in the price of British imports.

There has been a great deal of argument amongst economists about
the apparent inflexibility of the distribution of income in the years
1880-1914. But would one expect any great change under nineteenth-
century conditions? If capital earned, say, 6 9, (i.e. if it was valued,
like house property, at an average of 17 years’ purchase of net income)
and amounted to 53} years’ income, it would receive 33 %, of the national
income. For this to vary it would be necessary for the ratio of capital to
income or the yield on capital to vary.

Now, on the whole, capital and income tend to maintain a fairly
steady ratio to one another. One might expect income to increase
rather more rapidly, especially with the opening-up of new countries,
but against this, building costs show a slower rate of decline than other
costs so that an increasing proportion of the national income is needed
in order to maintain a constant rate of growth of real capital. The
difference between the two rates of growth could rarely exceed 1 %, per
annum and would normally be much lower. Infact, measured in money,
it was negligible. But even if it had been as high as 1 %, per annum—if,
say, capital had risen by 29, and income by g9, per annum—this
would in forty years have done no more than reduce capital from 5% to
3% years’ income.

At the same time a large reduction in the return on capital was most
unlikely. The yield on British capital was settled not by the outlets for
it in British industry but by the opportunities of investment in other
continents. The proportion of savings flowing abroad was too large for
the two capital markets, home and foreign, to be independent of one
another, even if the rates of return offered were not identical. The pace
of overseas development did not slacken, for there were always large
tracts of fertile land, new mineral resources, and so on, to be opened up.
As soon as one settlement appeared to be yielding diminishing returns,
another could be begun in a different area, while investment in the
first was shaken down in preparation for yet another advance. Thus there
was little need for any large-scale readjustments in yields because
savings were excessive or because a faster rate of accumulation had
become desirable and practicable. In 1914 the return on capital was
what it had been forty years previously; and so, too, therefore, was the
share of capital in the national income. It was impossible to foresee that
that would be so; but in the circumstances it can hardly be thought
surprising. In real terms domestic capital per head rose only by some
10 %, so that there was little change in the balance between capital and
labour at home; and overseas, large loans were made without outrunning
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the quite exceptional opportunities of investment that happened to
exist.

In the argument set out above no account has been taken of land as
an element in the national capital. But there was a time when land was
more than half the national capital, and even in 1875 it formed about
a quarter. If either of the two ‘determinants’ of the share of capital
(excluding land) were to increase, the share of capital (including land)
might remain constant because of a gradual fall in land rent. In practice,
land rent was too small an element in the situation for even the sub-
stantial reductions that took place from the late seventics onwards to
have much effect.

Shares were not constant throughout the forty years. It is well known
that at first capital lost ground and later regained it. It is also well
known that the first period (from 1873 to 1896) was one of falling prices
and the second (from 1896 to 1913) was one of rising prices. Again, it
is hardly very surprising to find that inflation and deflation had the
effects commonly attributed to them. The rate of interest, for example,
behaved in the way that Irving Fisher would have predicted—rose when
money was losing value, and fell when money was gaining value.
Profits (including the return on overseas investments) were undoubtedly
higher in the second period than the first. Rents, though they moved
down and then up, probably showed smaller fluctuations than the cost
of living. Finally, the national income itself rose less steeply after 1896
because of the movement of the terms of trade against Britain and
perhaps also (though I am a little sceptical of this) because real costs
ceased to fall or fell more slowly. Wage-earners gained most from the
favourable movement in the terms of trade in the scventies and cighties
and lost most from the subsequent reversal. On the other hand, capital
lost through the damper that falling prices put on development, and
gained from the very change in the terms of trade that cut into real
wages in Britain, but madc the primary producing countries more
attractive and more profitable outlets for British capital.

Although the share of capital was the same at the beginning and end
of the period, the share of capital invested in Britain was not. It formed
a diminishing proportion of total capital and the return to it a diminish-
ing proportion of the national income. Looking back, this would appear
to have resulted from two circumstances. The first was the falling-off,
after the middle seventies, in railway-building. For over thirty years the
main investment effort in Britain had been concentrated on railways,
but by 1875 most of the main-line railways were already in being, and
from then on railway-building normally absorbed smaller amounts of
capital and, what was more important, a smaller proportion of new
capital. The second circumstance was that industrial capital was still
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relatively small. Fixed capital in manufacturing industry was less in
1875 than the capital of the railways. It was transport and commerce
that used large amounts of capital, not industry. In cotton, for example,
the amount of capital employed was about £ 100 m. Yet at that time the
cotton textile industry employed half a million workers, provided one-
third of British exports, and was much the largest manufacturing
industry. Even a rapid rate of growth in industrial capital, therefore,
could not, starting from so narrow a base, readily take up the slack, when
railway-building eased off.

The period of forty years that I have concentrated on witnessed some
interesting see-saws about which much is said in later chapters. There
was the price see-saw, down and up, already discussed. There was the
home/foreign investment see-saw, one alternating with the other. There
was an emigration see-saw, with periodic bursts followed by periodic
lulls.

One such see-saw is in many ways the prototype of the others. In
alternate decades (we have no yearly figures) the building industry
expanded, then stood still or even contracted. In alternate decades, the
cotton textile industry paused on its upward course and resumed it.
The figures of employment in England and Wales are as follows:

Employment in Change in employment

Year Cottond o Cotton -
(b)
textiles (@ Building textiles Building

1871 458 567 — —
1881 488 690 + 30 + 123
1891 546 706 +58 + 16
1901 529 953 —17 +247
1911 605 887 + 76 - 66

@ For 1871-91 from H. of C. 468 (1895); for 1891—1911 from the 17th Abstract of
Labour Statistics. The figure for 1871 is partly estimated.
®) Sec below, p. 146.

This counterpoint, on examination, turns out to be a variation on an
earlier theme, the see-saw of home and foreign investment. The building
industry carried out a large proportion of home investment, and the
cotton industry played a corresponding part in earning the foreign
exchange out of which investments abroad were made. Thus the process
of capital accumulation, now at home, now abroad, meant changes in
the distribution of effort within Britain between capital goods and
exports. When, as in engineering, both home and foreign markets
were supplied, this shift of effort did not necessarily mean any large
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displacement of labour. But the building industry had no foreign market;
the cotton industry had only a limited home market. Those industries,
therefore, were peculiarly exposed to the winds of investment as they
blew, now off-shore, now on-shore. The cotton industry, being highly
localized, was to all appearances the more vulnerable. But the ap-
pearance only became reality after the first World War. There were
other export industries to share the impact; there were alternative
employments in Lancashire to ease the blow. It is perhaps significant,
however, that when foreign investment fell off, it was the employment
of men in cotton textiles that reflected the changed circumstances,
while the employment of women continued to increase. There may
well have been some direct movement between cotton and building in
the textile manufacturing areas of the country.

It would be a serious error to study investment fifty years ago as if
we knew, or ever could know, all the facts. We are ignorant enough in
1952 of many of the most elementary facts about current investment, for
all that our curiosity on the subject is so much sharper and our statistical
dossier so much bulkier. We do not know, for example, whether the
national capital is greater or less than before the war.! We do not know
with any precision the magnitude of the fluctuations that are occurring
in stocks and work in progress. Our knowledge of a period nearly two
generations back is inevitably even more patchy. We can use a telescope
as often as we like and swivel it down the century in scarch of this or
that ‘law’ of development. But our observations are uncertain and
blurred. What one man professes to sce another may see differently.

This is particularly true of those cycles, long and short, which
economic astronomers have reported in the Victorian skies. The figures
of fixed capital investment reveal cyclical fluctuations of considerable
amplitude and are at least not inconsistent with the theory that it was
investment that dominated industrial fluctuations. But the evidence is
insufficient to rule out any other hypothesis. For the trade cycle a more
minute analysis, using monthly data, would be necessary. There are no
reliable statistics of investment in machinery and plant—the clement in
fixed capital investment most sensitive to cyclical influences. We know
little or nothing of the fluctuations in stocks. Yet a change in the level
of stocks and working capital by 109, in one year was capable of
producing as large a reduction in effective demand as a cut in gross
fixed capital formation by 25 %,, or an increase in net savings by 50 %

1 4 priori, I should guess that capital has been accumulating at about 29, per
annum, and that, if the national capital fell by 25 %, during the war, it must now be
some 109, below the total in 1939. This would imply some growth in domestic
capital, but not enough to offset the heavy loss of foreign assets.
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An attempt to reduce stocks by 10 9, would have as large an effect even
if, in the end, the reduction were much smaller because of an involuntary
accumulation of unsold goods. Nothing that is adduced in later chapters
would disprove a theory of the trade cycle before 1914 in terms of
alternate stock-building and running down of stocks, with the various
forms of fixed capital formation being pulled out of their long-term
courses into a new orbit under the erratic visitations of a change in
stocks.

Long waves have been less frequently the subject of theory. That
fluctuations occur in various economic phenomena with peaks many
years apart is beyond dispute. But there is rarcly any constancy in the
periodicity or any concentration on a standard period. The building
cycle and the horse cycle show certain regularities that might be
described as long waves. But there is no interdependence between them.
The building cycle varies from town to town and country to country;
in periodicity, amplitude and timing. If we are to speak of long waves,
therefore, we must limit ourselves to a local fluctuation. Long waves
that are not local are revolutions rather than cycles.

The chapters which follow do not attempt to derive a theory either
of short or long fluctuations from Victorian experience. They do, how-
ever, analyse that experience in order to show what part capital accu-
mulation played in the economic system; how it responded to influences
at home and abroad, and how it in turn affected economic development.
The starting-point is generally Britain; but wherever onc begins—in
a new country like Canada or an old one like France—the argument
runs along the same paths. Britain is simply the most convenient point
of vantage from which to look out over the Victorian world.
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CHAPTER II

FLUCTUATIONS IN THE GLASGOW BUILDING
INDUSTRY, 1856-1914

In the last twenty years fluctuations in building activity have attracted
an increasing amount of attention. This has been so for three reasons:
first, because of the violence of the fluctuations that have occurred;
secondly, because of the impact of those fluctuations on the general
level of economic activity; and thirdly, because although building has
been one of the main strategic factors in the trade cycle, there has
nevertheless been a difference of rhythm between cycles in building and
cycles in trade.

It is not difficult to understand why building activity should be so
unstable. The demand for durable goods is generally more variable than
the demand for goods that have a short life and are in need of constant
replacement; and no goods are so durable as buildings. It is also ap-
parent why building activity should exercise a strong influence over the
general level of employment and trade. Building is one of the largest
and most widespread of all industries. It ramifies from the brick-making,
timber, cement, steel and other building-material industrics at one end
into the plastering, plumbing and painting trades at the other; and it
sets the pace for a wide range of industries, such as furniture-making,
electrical engineering, and the making of office equipment, that con-
tribute to the fitting-out of the empty structure. The impact of building
on employment and trade is not governed, however, solely by the size
of the industry. It depends also on the role of fixed capital investment,
of which building is the major part, as one of the main determinants of
the level of industrial activity.

It is on the phasing of cycles in building, rather than on their
amplitude or importance, that recent studies have dwelt. Attention
has been concentrated on residential building construction because,
while commercial and industrial building has generally fluctuated more
or less in phase with the trade cycle, the building of dwelling-houses has
often shown a marked divergence. The two components of new building
activity are of roughly equal magnitude. Both respond to a number
of common influences, such as the general economic situation, and
each reacts in various ways on the other. There is, however, no
identity between the influences governing factory-building and those
governing the erection of new dwelling-houses; each requires separate
analysis.
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In seeking an explanation of fluctuations in residential building, some
economists have laid stress on forces on the side of demand, and some
on forces on the side of supply.! The first explanation may run either
in terms of money incomes or in terms of demographic factors. It may,
for example, correlate the number of new houses built with the rate of
increase of population or with a more refined index of changes in the
number of potential households. The second explanation generally runs
in terms of the cost of new building in relation to the return to be
expected on house-property. This return is measured by an index
number expressing the movement of house rents relatively to long-term
rates of interest, the latter being taken either as a measure of the cost
of the necessary finance or of the return that could be obtained by
investing the same capital in other ways. It is worth reflecting a little
on these two lines of approach before looking at the available statistics
for corroboration.

Building need is frequently identified with demographic factors. It is
assumed that if the population increases in a given ratio the number of
houses required will increase in the same ratio, unless there is a simul-
taneous change in the age-distribution, the marriage-rate, or some other
demographic factor. Now it is no doubt true that the most powerful
influence on the side of demand has generally been population growth;
and that, in the long run, if the size of the population shows a steady
trend upwards or downwards the level of building activity will be
affected in the corresponding direction. But it is far from true that
population growth, however measured, is the only important influence
on the side of demand; or that the number of houses built, assuming
freedom of enterprisec and no rent restrictions, need conform at all
quickly to the trend in population. The demand for houses depends
upon the level of rents; if rents fall in relation to other elements in
the cost of living, as recent experience has shown, many new households
will come into existence, and the pattern into which the population
will group itself will not be decided by some predetermined formula
such as the number of married couples, plus a fixed proportion of the
number of single persons in given age-groups. The demand for houses
also depends upon the level of income in relation to house rents; if
people are better off, they will spend some part of the increase in their
income on an improvement in the accommodation that they enjoy. It
is only if rent and other elements in the cost of living keep step with one
another, and if real income per head remains constant, that rent and
income can be left out of account.

Moreover, standards of housing change: people may decide to spend

1 For an analysis of the recent literature, see C. E. V. Leser, ‘ Building Activity and
Housing Demand’, Yorkshire Bull. Econ. Soc. Res. (July 1951).
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a bigger proportion of their income on house-room or to occupy larger
or smaller houses at the same level of rent. New houses may offer
amenities not available in existing houses or be located in places more
convenient to existing householders. Since only a small number of new
houses are erected annually in relation to the existing stock, the result
of any rapid change in amenities (for example, the introduction of
bathrooms after 1880) or in facilities (for example, the development of
suburban transport through tramways and electric railways) may be
a marked acceleration in new residential construction. The demand
for new houses may also be powerfully affected by decisions to speed
up the demolition of existing property. This is not just a question of
slum clearance. The coming of the railways, for example, made it
worth while to clear large areas in the centre of the bigger towns.
There is a steady process of conversion of older house property, some-
times into offices or commercial premises, sometimes into boarding-
houses, private hotels, service flats and the like, so that the existing
stock of buildings may house a diminishing or increasing number of
persons. The demand for new houses, therefore, depends upon what is
happening to existing houses as well as upon any net change in the
demand for house-room.

It follows from this that the building of new houses does not neces-
sarily respond promptly to changes in the demand for house-room, still
less to any demographic changes underlying them. The demand for
new houses might remain high even when an increasing number of
older houses were standing empty. Similarly, there might be very little
new building in a period of increasing demand if a large number of
houses stood empty at the beginning of the period. The number of
empty houses, however, could not increase very far without putting
a damper on new building; and if the number of empty houses fell
progressively in response to an increase in demand, builders would
eventually feel the benefit as a growing proportion of the fresh demand
was deflected to new houses.

In the long run, therefore—and how long a run remains to be assessed
by statistical analysis—we should expect fluctuations in residential
building to reflect changes in the demand for house-room (subject to
any simultaneous changes affecting existing dwelling-houses either by
way of demolition, improvement, or conversion to other purposes). We
might also find that in the circumstances examined, the dominant
influence on demand was population growth; but this conclusion would
lack general application and apply only in those circumstances.

If we turn now from demand to supply, we are faced with an ap-
parently quite different set of factors governing new building. The
speculative builder of pre-1914 days was concerned to make a profit on
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the sale of the houses that he constructed. There does not appear,
however, to be any annual data relating the price that new houses
fetched to the cost of their construction or showing the fluctuations
from year to year in the profit-margin of the average builder. The best
that can be done is to construct an index compounded of the various
elements that may be presumed to have determined this profit-margin:
the cost of construction, the level of house rents, and the long-term rate
of interest. This index is sometimes spoken of as the ‘investment in-
centive’. It is, however, an ersatz measure of incentive to the builder,
and is defective in various ways. First, there is rarely any accurate
index of building costs, particularly if it is local building costs that are
in question; secondly, the level of rent on existing property does not
necessarily correspond to the level of rent on new property; thirdly, the
long-term rate of interest on government securities may not show the
same fluctuations as the ratc on mortgage bonds, by which the purchase
of house property is commonly financed. Apart from this, the use of an
index of this kind presupposes a perfect market when the market was
often imperfect; the builder might have been glad to build if he could
have raised additional capital at the current rates. It is indeed quite
probable that the impulse to a building boom came at times as much
from a more ample supply of funds or from a more active market for
house property as from any movement in interest rates and rents.

How are the two lines of approach, one from the side of demand and
one from the side of supply, to be reconciled? How could the level of
building be governed by two apparently independent sets of forces?
The answer might appear to lie in the ordinary theory of value. If
a building boom was initiated from the side of demand, by, say, a spurt
in population, property would fetch higher prices, rents would move
up, and the index of investment incentive would also rise; a fall in the
demand for house-room would exercisc a corresponding check on rents
and depress this index. If the boom originated on the side of supply,
presumably because of a fall in costs or interest rates, the construction
of additional houses would eventually drive down rents, and this would
simultaneously secure additional tenants and restore the investment
index to its equilibrium level.

In fact, however, rents do not show the plasticity that this presup-
poses; they are notoriously sticky. They may even go on rising when the
demand for house-room is falling.! Changes either on the side of demand
or of supply are free, therefore, to exercise a direct influence on building
without any intermediate change in rents.

It is a safe rule that, when prices are sticky, stocks become the control-
ling factor in balancing supply and demand. Houses are no exception;
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Table 1. Residential building in Glasgow, 1862-1914

Average | Mason’s | Empty Average rent® of
h No. 0:: Average costg wages hou‘;cs i« —
Year® }?.u;cs lor rooms per per at Occupied |Unoccupied
w 1ch pans per room hour Whitsun houses houses
were passed house | Tn T d) | (%) (£) ©)
1863 (rr1g4) 2:07 — 5 713 — —
1864 448 253 — 5 521 — —
1865 778 2-15 — 6 351 —_ —_
1866 772 1-98 — 64 1-89 — —
1867 1195 205 — 63 (1-80) — —
1868 2204 2'29 —_ 63 1-69 — —
1869 3184 2:24 — 6% 1-65 —_ —
1870 3325 2:14 e 63 2°14 10-18 10-90
1871 3841 2-06 — 64 2:09 10°14 11°12
1872@]  (2735) 1-91 — 7 2-12 10°24 11-69
1873 | 4463 195 68 7% 2'54 1049 990
1874 4392 2-15 68 8 3-99 10-87 10-03
1875 5582 2:24 89 8% 4'37 1116 11:65
1876 5746 2:40 81 9% 491 1141 1264
1877 3963 2:16 100 9% 6:48 11-72 12°99
1878 1033 233 84 6% 794 11-93 11°99
1879 501 2:65 65 6 10°25 11-72 11-40
1880 492 3-02 69 6 11-22 11-33 10-61
1881 419 2-22 78 6% 9-86 1114 10-06
1882 512 2°54 69 7 7-84 11-00 1063
1883 391 2:59 84 7% 5:96 11-02 981
1884 587 2:29 72 7 517 11-05 931
1885 764 | 219 74 7 6-14 11-05 910
1886 1262 2-46 65 7 6:56 11-00 940
1887 1021 237 | 68 7 7°30 11-00 933
1888 1202 2°11 72 7 6-72 1104 9:00
1889 1545 226 69 7% 6-05 10-99 918
1890 1253 | 203 67 7% 469 11-03 919
1891( , 1561 228 57 73 —
1892 2051 258 3 8% — ‘ T n
1893 2573 254 79 84 — peal - |Unoceupied
1894 3466 2-62 84 8} — _jouses | houses
1895 3497 246 77 8§ — 13'19 1286
1896 3370 2:39 82 9 2:92 — —
1897 | 4870 2-24 88 9 — — —
1898 | 5618 2:34 9o 9% — — —
1899 | 3730 232 103 9% — — —
1900 2536 247 98 ot 297 — —
1901 2446 2-65 101 9% 2-66 13:79 9'91
1902 | 5349 269 98 9% 2:97 13:95 11:09
1903 | 4837 2-60 110 9% 3:82 1413 13°25
1904 2894 243 85 9% 588 14:24 13°45
1905 2085 2-62 98 9 751 14°17 1279
1906 2863 2-32 91 9 777 1416 1294
1907 1442 2:62 96 9 8-28 1411 12°62
1908 1028 2'57 96 9 9'34 1409 12715
1909 1167 301 93 8% 9'48 — —
1910 1283 2:81 88 8% 10°71 14°09 12°34
1911 284 2:26 86 8% 10°72 13°05 12°10
1912 200 2'50 9t 9 10°35 14°26 —_
1913 461 349 99 10 925 14-22 —
to14 | 373 | 302 oz | to | bos | 183 | —
Total | 95,112 2°41 88 — — — —
1873~
1914 l n ]

) Calendar year from 1862 to 1872; from 1 Scptember to 31 August thereafter.

®) For the years 1870—79 houses in the Parliamentary burgh only. In 1880 the corre-
sponding figures were £11:48 and £10'85.

) 1 September 1862 to 31 December 1863.

(D) ¢ Yotsvneer 44 nr Asimict 1R47a
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Table 2. Occupied and unoccupied houses in Glasgow, 1870-1914

Year
(1 June)

1870
1871
1872
1873
1874
1875
1876
1877
1878 ©
1879
1880
1881
1882
1883
1884

1885
1886
1887
1888
1889
1890
1891 ©
1892
1893
1894
1895
1896
1897
1898
1899
[900((‘)
1901
1902
1903
1904
1905(0
1906
1907
1908
1909
1910
1911
1912
1913
1914

Total no.® No. of No. of Annual
of houses occupied unoccupied | increase in
houses houses col. 1
101,405 99,234 2,171 —
103,030 100,876 2,154 1,625
104,978 102,748 2,230 1,048
107,787 105,043 ® 2,744 2,809
111,357 106,906 (®) 4,451 3,570
112,401 107,483 4,918 1,044
114,350 108,731 5,019 1,949
117,071 109,490 7,581 2,721
118,332 108,936 9,396 1,229
119,105 106,889 12,216 773
119,421 106,014 13,407 316
119,727 107,923 11,804 306
120,157 110,736 9,421 430
119,648 112,524 7,124 —509
119,538 113,352 6,186 —110
120,458 113,062 7,396 920
120,907 112,978 7,929 449
121,815 112,924 8,891 908
122,703 114,457 8,245 888
123,351 115,888 7,463 648
123,951 1 185’35 5)8l6 600
- 137,858 — _
— 138,837 ™ — —
- 140,245 — —
— 142,293 — _
- 144,152 — —
— 146,281 ® - _
- 148,957 — —
— 152,173 — —
- 155,496 — —
162,207 157,379 4,828 —
164,363 159,988 4,375 2,156
166,190 161,247 4,943 1,827
168,881 162,443 6,438 2,691
173,197 163,002 10,195 4,316
179,261 165,766 13,495 3,186
180,331 166,306 14,025 1,070
181,968 166,894 15,074 1,637
182,852 165,762 17,090 884
182,501 165,215 17,286 —351
184,112 164,397 19,715 1,611
183’283 163,630 19,653 _829
182351 I 163,624 18,887 —772
181,302 164,528 16,774 — 1,209
I79’04—8 166,61‘2 12,436 — 2,254

Annual
increase in
col. 2

1,642
1,872
2,295
1,863
576
1,248
759
—585
—2,047
—875
1,909
2,813
1,788
828
— 290
—84
—54
1,533
134’3‘
2?24’7
1,558
979
1,408
2,048
1,859
2,129
2,676
3,216
3,323
1,883
2,609
1,259
1,196
559
—114
540
588
—1,132
— 547
—818
—767
-6
904
2,084

{

Annual
increase in
col. 3

76

514
1,707
467

691
1)972
1,814
2,821
1,191
—1,603
—2,383
—2,297
—938
1,210
533
962
—646
—782

—1 7647

—453

568
1,495
3,757

3,300
530
1,049
2,016
196
2,429
—62

— 766
—2,113
— 4,338

@ The figures for 1881 and later years include a small number of hotels and lodging-houses
(approximately 100).
b} Approximations. Complete figures for the nineties are unfortunately lacking.
© Extension of boundaries; the extensions in 1878 and 1goo were negligible.

[
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the number of empty houses is at least as important as the level of
rents. Suppose, for example, that building costs, rents and interest
charges never altered. Building booms might still occur; but it would
be the number of empty houses that would act as an index of changes
in demand or supply and take the brunt of an increase or decrease.

Table 3. Houses in the Parliamentary burgh of Glasgow, 185680

Year Total Occupied i Un-. Increase Increase Increase
| occupied col. 1 col. 2 col. 3
1856 75,931 — - — — -
1857 77,794 — — 1,863 — —
1858 80,519 — — 2,725 — —
1859 83,229 — — 2710 — _
1860 85,203 — — | oL,974 — —
1861 87,579 82,493 5,086 2,376 — —
1862 89,588 82,885 6,703 2,009 392 + 1,617
1863 91,699 85,163 6,536 2,111 2,278 -167
1864 92,595 87,767 4,828 896 2,604 —1,708
1865 93,288 90,008 3,280 693 2,241 —1,548
1866 93,386 91,623 1,763 08 1,615 — 1,517
1867 | (93,706) 92,021 (1,685) (320 398 (—78)
1868 95,002 93,393 16og | (1,206) 1,372 (=76)
1869 97,118 95,516 1,602 | 2,116 2,123 -7
1870 99,120 96,995 2,125 2,002 1,479 +523
1871 100,504 98,414 2,090 1,384 1,419 -35
1872 102,286 100,177 2,109 1,782 1,763 +19
1873 104,504 101,902 2,602 | 2,218 1,725 +493
| 1874 | 107,520 | 103,423 4097 | 3,016 1,521 + 1,495
1875 108,182 | 103,696 | 4,486 662 273 +389
1876 | 109,621 104,530 | 5,091 1,439 834 +605
1877 112,141 105,062 | 7,079 2,520 532 + 1,988
1878 113,105 104,496 8,609 964 — 566 + 1,530
1879 113,881 | 102,448 11,433 776 —2,048 +2,824
1880 114,147 g 101,575 | 12,572 266 -873 +1,139

Source: Reports of W. West Watson and John Strang (City Chamberlains of
Glasgow).

No figures of empty houses have ever been collected officially in the
United Kingdom (except in the decennial census; and even then the
figures are for unoccupied, not empty, houses). It happens, however,
that a continuous series exists for Glasgow from the 1860’s. It happens
also that, not altogether accidentally, there is an abundance of statistical
data on other aspects of housing and building in Glasgow over nearly
a century. It is possible to assemble a more complete statistical dossier



FLUCTUATIONS IN THE GLASGOW BUILDING INDUSTRY 19

on building fluctuations in Glasgow than for perhaps any other town
in the world. The figures for Glasgow might be expected, therefore, to
be of peculiar value in analysing building fluctuations and the inter-
connexions of the main factors that give rise to them.

The available statistics for Glasgow include details of plans passed
annually since 1862 by the Dean of Guild Court (‘linings’), and of
occupied and unoccupied houses within the city limits back to 1860.
The data on plans passed include the number of houses by size of house,
the number of shops, and the value of plans for each of the following
groups: houses and shops; public buildings; churches, halls and schools;
warehouses, stores and workshops; and alterations and additions.

Plans passed are not an exact index of work done, but the divergence
between the two, making allowance for the time-lag, is not likely to be
great. A fee was charged for all ‘linings’ granted, and these ‘linings’
expired one year after the original grant; that is, work must have been
commenced, but not necessarily completed, within the year. The Guild
Court officials estimate that not more than, say, 3—4 % of plans passed
are abandoned, and this accords with experience elsewhere.! On the
other hand, some work did not require the sanction of the Dean of
Guild Court. The railway companies, for example, carried out building
operations by private Act of Parliament; and the erection of dwelling-
houses formed part, albeit a small part, of such operations. The activities
of the railways were mainly of importance in the seventies when they
demolished a thousand houses in Glasgow and no doubt also built a
large number.

The lag between the issue of a lining and the carrying out of the work
varied greatly, as a lining might cover a single house or several hundreds.
It has been assumed that plans passed during the calendar years 1862-72
were carried out with an average lag of six months, and that, when the
Dean of Guild’s year became 1 September to 31 August in 1872 the lag
to the completion of the work became ten months. The convenience of
this assumption is that it permits of comparison between the figures of
residential building and the figures of occupied and empty houses
(which are for June of each year).

Since the plans passed are given both by value and quantity it is
possible to extract from them a rough index of building costs. The value
figures represent surveyors’ first cost, at so much per cubic foot of
building, checked from the cost of work done for the Corporation, and

! Mr C. D. Long, for example, found that only 2 or 3%, of American building
permits were allowed to lapse (Building Cycles and the Theory of Investment, p. g8). He
also found that most building is finished in the calendar year in which the permit is
taken out.
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revised in the light of actual cost. The quantity figures relate to houses
in the sense of structurally separate dwellings with independent access
from street, lobby, or outside staircase. It would obviously be extremely
misleading to treat the average cost per house as an index of building
costs in view of the changes that took place from year to ycar and over
the period in the size-distribution of the houses under construction. But
it is perhaps not altogether mislecading to make use of the average cost
per room without trusting it too far and checking it against figures of
masons’ wages and the cost of materials.

The data on occupied and empty houses are unfortunately not al-
together complete; but I have hazarded a few guesses to fill in the
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Fig. 1. Fluctuations in building plans passed, 1873-1913.

blanks. Taken in conjunction with the valuation roll, these data make
it possible to calculate the average rent of occupied and unoccupied
houses in successive years. The figures of occupied and empty houses
are available not only for the city as a whole, but from 1903 onwards
by individual ward and by size of house.

The cxtraordinary violence of the fluctuations in the Glasgow build-
ing trade is brought out clearly in Fig. 1. A building boom starting
about 1867 continued until 1877, gathering momentum almost every
year. With the failure of the City of Glasgow Bank in 1878 a period of
severe depression set in, the value of new houses and shops falling from
over a million and a quarter in 1875-6 to a comparatively negligible
amount three years later. In the early nineties building at last began to
show signs of revival, and Glasgow, like the rest of the country, ex-
perienced a dozen years of uninterrupted boom. Between September
1901 and August 1903 (when a Municipal Commission was beginning
an inquiry into the housing shortage), plans for houses and shops to the
value of close on £3,000,000 were passed by the Dean of Guild Court.
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In the following three years the demand for occupied houses declined
sharply and building, though still active, tapered off. In 19go7 the boom
finally broke, and from then until the twenties few houses were erected.

The demand for house-room, as measured by the number of houses
occupied, naturally fluctuated within more modest limits. As measured
by the annual increment in houses occupied, however, it showed re-
markable instability both in the short run and from decade to decade
(Fig. 2).

First of all, there was a marked cyclical thythm. The increment in
houses occupied reached a maximum in the booms of 1873, 1882, 1890,
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Fig. 2. Annual increment in occupied houses, 1860-1914.

1899, 1907 and 1914, and was at a minimum in the depressions of 1879,
1885-6, 1892, 19045 and 1908. The more sudden the depression, the
more violent the change in trend. In 1908, for example, demand
jumped from a progressively increasing number to a large negative
quantity. It is possible that this rhythm was more marked in Glasgow
than in other British towns because of the large proportion of the popu-
lation that was employed in the capital goods industries. There is, for
example, fairly close agreement between shipbuilding activity and the
demand for house-room, and the violence of the fluctuations in the one
can be read in the other.

The pressure of unemployment and wage-cuts was sufficient in nearly
every slump to cause an actual fall in the number of houses occupied.
In the seventies and eighties the unemployed crowded together with
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their relatives, or in lodging-houses, or even under haystacks and hedges;
the one-apartment houses (or ‘single-ends’) emptied and filled regularly
with the coming and going of depressions. A fall in marriages had a
similar result. Between 1877 and 1879, for example, the number of
marriages fell from 4943 to 4180; enough to exert a substantial influence
on the demand for houses when the number occupied was growing at
only 1000 per annum. A further cyclical influence—and perhaps the
most important, if the experience of other countries is any guide—was
an inflow of workers from other parts of Scotland in times of boom and
a falling-off or reversal of this flow in times of depression.

The cyclical fluctuations in demand find little or no echo in supply.
Close inspection of the figures of plans passed, whether in terms of value
or of number of rooms, suggests that, if anything, residential building
fell off at the peak of a boom. There is evidence of this in 1890, in 1899
and againin 19o7. In 1882 and 1913 building activity was so low already
that the evidence is obscure. Plans for houses of one room, however, do
show a distinct cyclical pattern, with peaks in 1873, 1881, 1889, 1899
and 1906.

The second feature of the fluctuations in demand is the alternation of
long periods of growth and stagnation. The short cyclical fluctuations
were superimposed on a couple of long waves: one rising to a peak in
1873 and subsiding finally after 1877; a second reaching a double-
headed peak in 1899 and 1901 and dying away in the next two or three
years. These long waves in demand coincided with the so-called long
building cycle, the two peaks in this cycle occurring in 1876 and in
1902 (with a subsidiary peak in 1898). The successive upswings and
downswings are shown below:

Increase in
Period number of houses
occupied @
1864~1877 + (17,295)
1877-1887 + 3,304
1887-1903 + 31,554
19031912 - 1,697

Number of houses
for which plans
were passed (®)

+42,330
+ 6,982
+ 49,904
+ 13,246

@ To 1 June.

(® To 1 September.

() Parliamentary burgh only.

The long cycles in demand had a twofold origin. They reflected the
influence of migration; and they reflected the rate of demolition and
conversion of house property. There are no figures to show the flow of
population into, and out of, Glasgow year by year, but census data
provide a measure of the balance of migration in each decade. The



FLUCTUATIONS IN THE GLASGOW BUILDING INDUSTRY 23

growth of population was irregular, not because of any fluctuation in
the rate of natural increase, but because of the sharp reversals, between
one decade and another, in the balance of migration. In the sixties and
nineties there was a large net inflow, while in the intervening period, and
still more after the turn of the century, there was a large net outflow. If
it were possible to locate the turning-points more precisely, it is almost
certain that the first would lie some years after 1871 and the second
some years after 19o1; that is, they would tend to approach, if not
coincide with, the turning-points in the building cycle.

Net increase Balance of Balance of Increase in
Period in population births and migration hous.es

deaths to Glasgow occupied

1861-1871 +87,532 + 46,522 + 41,010 + 15,921 @
1871-1881 +19,674 + 57,650 ~37,976 + 7,016
1881-18g1 + 54,295 + 65,321 — 11,026 + 11,770
1891-1901® | +103,639 + 75,295 +28,344 +22,130
19o1—-1911 + 22,787 + 105,425 — 82,638 + 764

@ Parliamentary burgh only. ) Greater Glasgow.
Y 8! Yy g

The figures given above show the growth of population within the
city limits. There was, however, a simultaneous fluctuation in the rate
of development of suburban Glasgow. This fluctuation not only had
direct repercussions on building activity within the municipality but
was also to some extent the counterpart and explanation of the ebb and
flow of migrants into or out of Glasgow. If we take the larger area into
which Glasgow eventually grew by extension of its boundaries,! the
figures become:

Net Excess of Balance Migration | Migration
Year increase in | births over of to to

population deaths migration Glasgow suburbs

(000’s) (000’s) (000’s) (000’s) (000’s)

1861-1871 119:6 550 +646 +41°0 +236
1871-1881 102°9 79°1 +238 —38-0 +61-8
1881-1891 103-8 931 +107 —11°0 +217
1891-1901 1401 1026 +37:6 +28-3 +9'3
190I-1Q11 27-8 118-8 —gr1-o —-82-6 —74

Migration into the larger area fluctuated less than into Glasgow proper,
and the growth of population was also at a more even pace. The main

1 To be precise, Registration Districts 622, 644 and 646, including Maryhill,
Partick and Govan.
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reversal that took place was after 1go1 when a large inflow gave way to
an even larger outflow. This corresponded to a general change in the
flow of migration throughout Britain, the current setting, a little after the
turn of the century, away from the towns and in the direction of North
America. In earlier decades the correspondence between a large flow of
emigrants and a reduced flow of migrants into Glasgow was less close:

Netlosby | TeL€RDY
migration from g )
Year Glasgow and
Scotland
(000s) suburbs
000’8 (000’s)
1861-1871 1170 646
1871-1881 933 238
1881-1891 2174 10°7
18g1-1901 534 37-6
190I-1911 2540 —91-0

Although net emigration from Scotland fell in the seventics, Glasgow
did not feel the effects in a larger inflow; and in the eighties and nincties,
the changes in the flow of emigrants were on a much larger scale than
the simultaneous changes in migration into Glasgow. It would seem,
therefore, that Glasgow’s experience was somewhat in contrast with the
general experience of large English towns over those three decades, the
general tendency being for population to migrate to the towns in the
seventies and nineties and away from them in the eighties.!

The figures for Glasgow and suburbs are much more in line with the
general experience, however, than the figures for the municipality
proper. In the sixties the boom in shipbuilding brought great pros-
perity, and may have influenced migration to Glasgow. But Partick
and Govan, where some of the new yards were located, were outside
the city limits. These areas grew rapidly, particularly in the seventics.
In that decade the great clearances effectively prevented a large growth
of population within the city, and the building industry had its hands
full with reconstruction on the one hand and the housing of close on
an extra 100,000 persons in the suburbs on the other. Itis not altogether
surprising, therefore, that no greater movement of population into Glas-
gow occurred in that decade. For some part at least of the period there
must have been an acute housing shortage within the town. In the
eighties the development of the suburbs was more gradual. The apparent
falling-off in the nineties—contrary to what could be confidently ex-
pected—is partly due to the extension of the city boundaries in 1891

1 See chapter 1v.
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and to the consequent reduction in the area treated above as ‘suburban’.
It is difficult to be certain, however, that it is not simply the reflexion
of some lack of comparability in the figures.

If we leave suburban development on one side and analyse the figures
for Glasgow proper, it is plain that the inflow and outflow of population
was large enough to dominate the demand for house-room. Between the
sixties and seventies the change in the balance of migration was equi-
valent to an average of 8000 per annum, while the natural increase of
population was only about half as great. Thus, if building activity in
1860 had been in line with the rate of natural increase, migration would
first have doubled the demand and subsequently cut it to vanishing
point. The actual fluctuations were far larger; but so, no doubt, were
the annual (as distinct from the decennial) fluctuations in migration.
It takes time for a building boom to get under way—indeed, this is
onc of the main reasons why it develops the characteristics of a boom—
and it is the initiating impulse that needs explanation rather than the
dimensions of the subsequent oscillation. Migration was powerful
enough to serve as such an impulse, whether as accelerator or as
brake.

The outflow that started in the middle seventies brought the first
major boom to an end. The reversal of this flow in the nineties gave
the second most of its impetus. When the outflow started again, on
such a scale as to arrest the growth of population almost completely,
the second boom, too, petered out. The building cycle was little more
than a migration cycle in disguise.

But what, then, caused the migration cycle? The introduction of
tramways, electric light, and other new-fangled, urban conveniences
were not unimportant. The ups and downs of local industries may have
played a part. But there was also a deeper influence at work. The drift
to and away from Glasgow was part of a larger drift, discussed elsewhere
in this volume (Chapter VIII), now to the cities, now to foreign countries.
As a rule, when emigration from Scotland was low, Glasgow grew fast;
when emigration was high, Glasgow houses stood empty and the building
industry was idle. It was the prosperity of the Dakotas, so to speak, that
brought building to a standstill in Dalmarnock.

The emigration that took place was chiefly to countries to which
British capital was flowing; it was active when foreign investment was
active, depressed when foreign investment was depressed. In the
intervals of depression capital and labour alike waited until the products
of the exploited countries came into more urgent demand, or offered
scope for new methods, or until (for whatever reason) prospects of
settlement or investment appeared to have improved. During these
pauses there was simultaneously pressure on house accommodation and
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a surfeit of cheap money; when the game began again, the need for
houses and the funds for their construction vanished together. More-
over, the very cessation of foreign investment, by bringing to this country
distress sales of raw materials and foodstuffs, drove more and more of
the agricultural workers to the towns and increased the purchasing
power of the industrial population; the building industry prospered at
the expense of colonial development.

The second important influence at work was demolition and con-
version. There are no figures of either; but by deducting the net increase
in houses from the total approved for construction it is possible to obtain
a rough indication of the ‘disappearance’ of houses either through
demolition or conversion to business and other uses. No importance
attaches to the magnitude in any one year of the figures obtained in this
way; they are much too rough and ready. The lag in plans passed
cannot have been exactly and consistently ten months; the two sets of
figures may make use of slightly different definitions of a house; and
some plans were never carried into effect. Taken over a period of several
years, however, the divergence between ‘gross’ and ‘net’ new building
ought to be a reliable guide to fluctuations in demolition and conversion.

Table 4. Rate of ‘demolition’ at Glasgow, 1873-1913

Number of Anr}ual increase
Year(? houses built | n h(?uses Rate. Qf
annuall | occupied or ‘demolition’
[ Y unoccupied
1873-1877 4829 2109 2720
1878-1882 591 263 728
1883-1889 967 i 615 oo
1890-1899 3199 I 1940 o
1900—1907 3056 2581 Pred
1908-1913 737 ' —634 137

@ | September to 31 August from houses built and from June to June in the year
following for houses occupied and unoccupied.

The result is shown in Table 4. Two conclusions may be hazarded.
The first, for which there is good supplementary evidence, is that the
rate of demolition in the middle seventies was extraordinarily high.
For five years nearly 3000 houses a year were demolished in a city where
the number of inhabited houses was rising at not much above 1000
a year, and where nearly twenty years were to pass before 3000 houses
were again erected in any single year. Over a sixth of the town was
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pulled down between 1870 and 1878. Even in the great reconstruction
boom in the nineties, when, all over the country, house property was
being reconditioned and rebuilt, the rate of demolition was only half
as rapid. The extensive clearances of the seventies were due in large
measure to the City Improvement Trust, which was set up in 1866 to
pull down the pestilential ‘Frying Pan Alleys’ of the city and expended
£1-6 m. between 1870 and 1883, displacing over 30,000 people in the
course of its operations. The railway companies were also active.

The second, more tentative, conclusion is that the highest rates of
demolition tended to succeed periods of housing shortage rather than
to coincide with them. In the seventies it was only after the steepest
climb in the number of inhabited houses was over that demolitions
reached such tremendous proportions; there seems even to have been
a dip in the rate of demolition, while the demand for additional house-
room was at its peak. After 1878 the shock of the City of Glasgow Bank
crash was as paralysing to those who contemplated pulling buildings
down as to those whose business it was to put them up. In the nineties
both took courage again; and the last years of the century were probably
the only period when a peak in the demand for additional house-room
coincided with a peak in the rate of demolition. A second peak in the
one prolonged the building boom until 1903—4; but the other did not
recover again until 1907, when the population was on the point of
falling and the housing shortage was already over.

The evidence for the second conclusion is too uncertain for any theory
of the matter to be worth elaborating. It is, however, obvious that so
far as demolition arose from the activities of the local authorities they
had greater scope and less reluctance in demolishing house property
when there was a margin of empty houses available and when the
building industry was already in high gear. In the years immediately
before 1914, the very large amount of empty property must have pro-
vided a special incentive to private owners to demolish their property.

Over the whole period from 1871 to 1914 the total number of houses
for which plans were passed was 105,000, or about 2400 per year. This
total exceeded the net addition to the number of houses standing
(excluding those added by boundary changes) by some 46,700. If
39 of the houses for which plans were passed were never built, and
if, say, 3000 houses were converted to business uses, this would mean
that for every ten houses built, four were demolished ; and that of every
ten houses standing in 1870, four had been pulled down by 1914.

Equilibrium between the rate of demolition, the demand for house-
room, and the rate of new construction depends largely upon the number
of empty houses. They are both a residue and an initiating force; they
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are the stocks whose accumulation spoils the market and whose de-
cumulation provides a buffer until builders see a profit again. But they
are not necessarily an exact index of surplus or shortage. Many empty
houses will be old-fashioned or lacking in modern conveniences; too
large or too small; in areas from which the population is removing; or
in an almost uninhabitable condition. And there will, of course, be the
usual residuum: the counter and shop-window stock, so to specak.

The competition of empty and newly crected houses, therefore, may
be very imperfect; empty houses in the centre of the city may be proof
of a demand for houses in the suburbs, and empty single-roomed houses
may be evidence of a desire to spend more in rent. Figures bearing on
the location and size of unoccupied houses in Glasgow are very scanty.
But it can be said with fair certainty that abrupt changes in the amount
of unoccupied property were never merely local, and that they damped
down or accelerated new building over a wide area. The dispersion of
empty property was largely a matter of secular change or of the varying
pace of recession or revival in different groups of industry rather than
of annual, or even cyclical, movements of taste or in the activities of
building contractors. In Glasgow, at any rate, fluctuations in empty
property were a fair index of housing scarcity.

The number of empty houses rose and fell over longish periods without
much apparent response to cyclical influences (Fig. ). If the figures are
analysed in terms of annual increments, however, they reveal a strong
cyclical pattern not unlike that shown by the annual increment in houses
occupied. If the total number of houses, occupied and empty, had
remained constant, the two sets of figures would have been identical in
magnitude and opposite in sign. If, on the other hand, residential
building had followed the trade cycle closely, the number of empty
houses might have shown no variation from a steady trend throughout
the cycle, more houses being built and occupied in the boom and fewer
in the slump. It is significant that, of the three sets of increments in the
total number of houses, in occupied houses and in empty houses, it was
in the last two that the cyclical pattern was marked and that the first
showed little or no correlation with the trade cycle.

The turning-points were not quite the same, however, for empty as
for occupied houses. The rise in occupied houses was at its maximum in
1873, while the fall in empty houses was at its maximum much earlier.
In 1879, 1882, 1885 and 18go the turning-points coincide. After the
nineties, for which no figures are available, the turning-points again
coincide in 19o1 and 1908, but the change in empty houses is a year
ahead in 1904 and 1906.

Since the number of empty houses is the difference between the
number of houses available and the number of houses occupied, these
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cyclical variations do not correspond to some independent influence
operating on the building industry. They merely witness the compara-
tive insensitiveness of residential building to the trade cycle; cyclical
fluctuations in demand were taken up, over the period of the cycle,
predominantly by opposite fluctuations in the stock of empty houses.
It required more than a cyclical movement in empties to alter the
trend in residential building. An extra thousand empty houses or so
might do no more than raise the proportion standing empty from 3 to
4 %.- The position was different if the movement in empties persisted
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Fig. 3. New houses and empty houses, 1860-1914.

for a series of years. The upswings would gencrally continue for some
time after empties had begun to increase and come to an end when they
were some 2 %, above normal; the downswings would last until empties
had reached their maximum and filled up again to, or beyond, normal.
The boom of the sixties and seventies began with 2 %, of all houses
unoccupied, the boom of the nineties with about 4 %. The first boom
broke in 1877, when the proportion of empty houses was not much
over 6 %,, the second in 1903—4 when the proportion was still no more
than about 4 %,. It was no accident that on both occasions the propor-
tion subsequently climbed to a much higher figure. Builders were able
to read the signs. In 1876—7 the number of empty houses suddenly
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rose by nearly 2000, and the number of extra houses occupied amounted
to only 750; in addition, the proportion of empty houses had risen in
each of the past six years. In 19o2-3 the number of empty houses rose
by 1500 and the following year by 3750, the largest increase ever recorded
in a single year. At the same time, there must have been increasing
difficulty in selling new houses, for the total number of houses occupied
rose in 1903-4 by only 500, equivalent to one-tenth of the current rate
of construction. Thus it was not so much the absolute number of empty
houses that broke both booms, not even the upward trend, but the
alarming jump, and still more, the changed relationship between the
movement in empty and occupied houses. The existing stock suddenly
became sufficient to meet requirements, at current rates of occupation,
for many years ahead.

When, therefore, the curve of new building is compared with the
curve of empties, as in Fig. g, it is quite possible to find years when
house-building was fairly brisk, even although 6 or 7 9, of existing houses
were empty. The period between 1886 and 1889 is a good example. But
the rate of building in those years fell far short of boom conditions and
was ‘brisk’ only in comparison with the complete stagnation of the
previous slump. Moreover, there was little sign of any marked and
abrupt deterioration in demand.

There is an interesting contrast between the last stages of the two
major booms, the first exploding with a resounding crash, while the
other slid gracefully and gradually down, taking cight years to expire.
The explanation is partly to be found in the collapse of financial
facilities in 1878; partly in the greater momentum behind the first
boom—the rate of expansion was faster and the peak rate of building was
greater; but probably most of all in the greater severity of the check in
demand—the proportion of empty houses climbed to 109, in the first
two years beyond the peak, whereas in the second boom the proportion
of empty houses did not reach 10 9, until eight years beyond the peak.

The logistics of the building cycle depend a good deal upon the
magnitude of the swing in empty houses that builders are prepared to
treat as normal. Clearly if they are prepared to go on building until
one house in ten is empty, the cycle might be a very long and very severe
one. In a stable population the rate of house-building would probably
average about 1 9, per annum of the standing stock of houses. If popu-
lation were growing at 1%, per annum, the rate might be 2 9% per
annum. The normal proportion of empty houses might be 2%. To
allow this proportion to grow to 10 %, in such circumstances would be
tantamount to anticipating the next four years’ requirements. No doubt
if builders knew for certain the trend of population and expected no
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more than average luck, they would not get themselves into such a fix.
No doubt also the trend is a lot easier to work out after the event than
to predict before it. But the fact remains that it often takes more than
a 10 9, vacancy rate to reduce house-building to a trickle. To work off
the surplus with the industry working at half the normal rate would
take eight years, and to accumulate it again with the industry working
at twice the normal rate would take another four. A swing in empties
between 2 and 10 9, therefore, could easily be transmitted into a cycle
of, say, twelve years, without any change in demand whatever.

This is no more than a hypothesis. But the hypothesis is framed round
the recorded experience of Glasgow. In some respects Glasgow’s ex-
perience was exceptional. The proportion of empty houses in London
from 1871 onwards never rose above 8%; in Hamburg the maximum
was 9 %. In the suburbs of Glasgow, however, the proportion touched
17 % in 1880; in Clydebank it fell from 1559, in 1911 to 0-4 9%, three
years later.

Thus the explanation of the building cycle instead of centring round
the demand for houses, may gravitate towards the building industry
and the supply of houses. It would be easy to show that output cannot
be expanded quickly in an industry made up almost entirely of small
men, each taking large risks in relation to his financial resources, and
each building only a few new houses a year. It takes time for them to
enlarge the scale of their work and speed up the rhythm of house-
building. They have men to train, capital to borrow, organization to
learn and buyers to find. Thus the build-up is slow; a shortage of houses
has time to develop quite a long way before it can be overtaken; by the
time it is overtaken the industry is likely to be swollen to excess and
rolling along a great deal too fast. The inevitable shock to which the
industry is ultimately submitted spells bankruptcy and disorganization
on a large scale. After a prolonged setback it is necessary to start the
next build-up under the same difficulties as before.

This is, of course, the ordinary cyclical process that can be observed
in almost any industry whether the trade cycle is operating or not. It
helps to account for the length and severity of the building cycle. But
it is doubtful whether, if it were not fed by fluctuations in demand, it
would give rise by itself to cycles so pronounced as those observable in
building. In the case of Glasgow, at all events, it was not so much the
characteristics of the building industry as the migratory habits of the
population that dominated the cycle.

One would expect to find the stock of empty house-room reacting on
its price. There is no completely satisfactory index of house prices nor
of house rents. But a fair substitute for the latter can be arrived at by
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dividing, each year, the aggregate rental of dwelling-houses by their
number at the same date. This procedure suffers from the disadvantage
of treating all houses on the same footing and makes no allowance for
any difference between new houses just built, old houses just demolished
and the existing stock of houses. A gradual rise in housing standards
and in the size of houses built would raise the rental even when rents
were quite steady. The real trend in rents, therefore, was less steeply
upwards than is implied in Table 1. But the figures in Table 1 probably
give a faithful enough picture of the changes from year to year, allowing
something for the influence of new building on the average in times of
boom.

It is obvious from Table 1 that rents were more than sticky. They were
apt to rise quite rapidly just when the number of empty houses was
rising rapidly. This happened in 1875-8 and again in 1901—4. In the
eighties, average rents fell while the number of empty houses was falling,
and then remained comparatively steady while empties rose and fell
again. It was generally years before a reversal in the trend of empties
was reflected in a reversal in the trend of the rent at which they were
offered.

Rents climbed fastest in the seventies and ninetics. In the first of those
two periods there was surprisingly little real basis for an inflation of
rents. The number of empty houses rose steadily from 1871 onwards.
The number of occupied houses rose rapidly and consistently up to 1874,
but the rate of increase changed little after 1868 and yet rents did not
rise markedly until 1873. When they did rise it was speculation that
sent them up. The speculators bought property, raised rents and then
tried to sell out at a profit.! Their confidence in the continuance of the
rise induced them to hold property unlet for a longer period until
tenants offered the higher rent demanded. The high building costs
resulting from the boom contributed to their initial success. At the
height of the boom, in 1876, speculative confidence that rents would go
on rising was demonstrated in the offer of an average of seventecen years’
purchase for house property when only four years previously 14:3 was
the average and five years later pessimism was to bring it down again
to 13'5.2

The fall in rents which followed was particularly severe for unoccupied
property and for the larger type of house. At the height of the boom it

 Nicol, Vital Economic and Social Statistics of Glasgow, 1881-85, p. 49.

2 W. Fraser, ‘Fluctuations of the building trade and Glasgow’s house accommoda-
tion’, Proc. Roy. Phil. Soc. Glasgow, 1908, p. 27. Fraser also gives the following figures
for later years:

1886 12-8 1896 14°1 1906 130
1891 130 1901 149 1907 121
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had been the unoccupied houses that had been the more highly rented,
but after 1879 this ceased to be true; even in the nineties, so far as can
be seen, the rent of unoccupied houses remained the lower. The fall in
the rents of ‘larger’ houses in 1879 and 1880 may be gauged from the
decline in the number of houses rented at more than £10 by a full 109.

After the bank crash of 1878, rents fell steadily till 18go, when the
first signs of improvement became apparent. Closer inspection of
available figures shows that the fall came to an end as early as 1886 for
houses rented at less than L10—chiefly of one and two apartments,
although a good many three-roomed houses at this period were let for
less than 10 per annum.! Some reflexion of this situation can be scen
in the high percentage of plans for houses of one and two apartments
passed in the years 1886-9. From 1881 to 1885 the percentage had been
66, in the next four years it averaged 70, and in the period 1892-6 it
fell again to 62.2

In the nineties came a sharp rise in rents which was not, however,
quite so great as might appear from Table 1. The average rent for a
dwelling-house in the district annexed was much higher than within the
city limits, and the amalgamation pulled up averagerents there by about
21s5. A further part of the rise can be traced to the extensive reconstruc-
tion and rebuilding of the period and to the stricter sanitary requirements
of the local administration. In all, the rise in rents in the nineties was
probably about 109%,. The rise came to an end about 1904 and was suc-
ceeded by a gradual fall, which lasted almost until the outbreak of war.

Rents of empty property followed a similar but more erratic course,
although cvents confined to a few districts or a single class of house
sometimes obscure the general trend. In 1882, for instance, the ap-
parent recovery in rents is the consequence of a sharp fall in the number
of houses at low rentals vacant in the Barony parish. And in 18734
the fall in rents was largely confined to unoccupied houses rented at
more than £r10 per annum.?

The information on fluctuations in cost is relatively meagre. The
valuation of new buildings by the liners of the Dean of Guild Court is on

! In 1891 (after annexations which raised average rentals) the average rent of
houses of one apartment was £5. 5s., of two apartments £8. 10s., and of three
apartments £14 per annum. In the course of ten years these figures became £6, £q,
and [15 respectively. (Evidence of City Assessor before Municipal Commission on the
Housing of the Poor (1904), p. 3.)

2 Sec also Table 1, which brings out the fall in the average size of house built in
those years.

3 The figures of plans passcd show a depression in the building of houses of four to
six apartments in 1871-3. Though the average rent of occupied houses rose in 1873
the larger houses did not participate.

c 3
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the same basis from year to year and may be regarded as reliable.! The
value of sites and of fittings (e.g. plumbing work) is not included. As
the number of houses of one to five apartments is specified separately
and houses of more than five apartments seldom exceed 3 %, of the total,
the aggregate number of apartments, and hence the cost per apart-
ment,? can be calculated with fair accuracy. The results are given in
Table 1. In the same table are given some statistics of masons’ wages
in Glasgow during the period. An increase of a penny an hour in wages
raised the cost per room by about £10.

£ £

1o} , 417
Building cost

100 | per room frv-\"r;? 16

90 | k J \ \

N\ Y.V ’
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\ -
70 V \/ - 13
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K all houses
50 - 4 1
Average rent of
40 occupied hc 10
$ 4
Lo v i a g by v ey e aaad o a g aaa e a0 agad
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Fig. 4. Rents and building costs.

Perhaps the most interesting deduction to be made from these calcula-
tions is the frequency with which a maximum in the cost per apartment
succeeds a maximum in house-building, as if the final coup de grdce to
building booms came from the side of cost rather than of demand. In
1877, 1899 and 1903 there are clear maxima in building costs and the
bursting of a speculative bubble; in 1883 there is another maximum
that may have checked an incipient revival.®* Moreover, the rise in
costs in these ycars was apparently not due to a rise in the price of
building materials. We are left, therefore, with wages as the element in
cost which rose in the closing stages of the boom; whatever happened
to materials, there is no doubt that wage concessions were made first
when plans for house-building were beginning to decline. On the other

1 For seventy-thrce tenement properties erected in 1906-7 the average cost per
apartment worked out at £92 which is very close to the average of the Dean of Guild
Court linings for those years (Fraser, loc. cit. p. 37).

2 One-roomed houses cost more proportionately to build, but the final figures
would not be greatly altered if account could be taken of this fact.

3 1883 was a year of wage advances and strikes.
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hand, wage and cost reductions seem to have had little effect on output.
When demand was low, building was perhaps a little more active in
years of low than of high cost; but these were mere spurts—bargain-
hunts. 1886, for instance, was probably a year of this kind, and so also
were 1906 and 1909-10. Similarly, there were years when temporary
increases in cost reduced output. Something of this description took
place in 1881, 1883, 1905 and 1907-8. But all this is a matter of the
distribution of a small, occasionally a normal, output over a period of
depression; the real stimulus to revival came invariably from the side
of demand.

On the finance of building in Glasgow there is space only for the very
briefest comments. Capital for building was required by the master
builder and by the landlords who were his chief customers. The former
was seldom himself a man of capital, many building contractors being
ex-workmen. They borrowed from building societies,! from banks, and
from dealers in raw material,2 and economized capital by the sale of
ground rents. In 1888 the rate of interest on second mortgages, such as
builders entered into with timber dealers, was usually 6%,,% but of
changes before and after 1888 little is known.

The rate of interest is a much more important element in the calcula-
tions of the house-owner than of the builder, and it is the former who
fixes the tempo of house construction. It was usual in Glasgow, as
elsewhere, for the landlord to raise two-thirds of the value of his property
on mortgage and hope for some 6 or 7 %, as a minimum on the remaining
third after covering all risks, ground burdens, and cost of repairs and
management.* A slight rise in the rate of interest on bonds necessarily
brought down the return on the landlord’s capital more than propor-
tionately. Thus if ‘bond rate’ was 4 %, and the gross rent from a tenement
costing £2100 was £ 150, the landlord would be obtaining a net return
of some £44 on a margin of £700, i.e. 639,. A rise in bond rate of
one-eighth (i.e. to 44 %) would lower the net yield to 52 9%, 1.e. by almost
one-sixth.

On the progress of bond rate and the return on the landlord’s margin
a few scraps of information are available. The rate on first mortgages
was generally about 1 9%, above the rate on Consols. In 1850-5 it was
3% %, from 1855 to 1870 4 %, in 1877 4% %, in 1890 4 % ; then it fell

1 Binnie, Evidence before Municipal Commission (1904), Q. 6962.

2 Digest of Evidence on Town Holdings (Cassell, 1888), p. 142.

3 Ibid.

4 On small houses the deduction from gross rental to cover such costs would be
about a third (Binnie, Evidence before Presbytery Commission on Housing (1891),
p- 152; Committee on Artisans’ and Labourers’ Dwellings (1881), vii, Q. 4909).

3-2
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to as low as 39, or even 2§ 9%, in 1896; by 1904 it had risen again to
31 A,, by 1908 to 3%% and by 1912 to 4% 1 Property-owners were
earning 7 %, on their ° margm in 1890 and in 1900. In 1904 a case in
which the landlord was earning 6§ %, nct was cited as typical,?2 and in
1914 it was stated to be no more than 33—41 % .2 The landlord was
caught between rising interest rates and falling demand.

These movements in interest rates help to explain the boom in house-
building in the nineties and the depression after 1906; the fall in interest
rates reinforced the rise in rents in the first period just as the rise in
interest rates reinforced the fall in rents in the second. But neither
interest rates nor rents were the primary forces at work. Both were
governed by the ebb and flow of capital and labour between Britain
and countries overseas. Foreign investment and emigration were low
in the nineties and high from 1904 onwards; and when the tide turned,
carrying with it cheap money and a throng of tenants, the building
industry all over Britain was left on the rocks.

1 Binnie (18g1), p. 152; Cd. 8111 (1915), pp. 3 et seq.; T. J. Millar, Building
Soctety Statistics and Finance; Evidence before Municipal Commission (1904), p. 344.

? Fraser, loc. cit. p. 36.

3 Cd. 9235 (1919), p. 5. Cf. also Cd. 8154, Appendix 18.
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CHAPTER III

INVESTMENT IN CANADA, 1900-13

This essay starts from a very simple point, but one which, in previous
discussions of investment in Canada, has hardly received the attention
which it deserves. Investment by one country in another means a
transfer, not of purchasing power in the sense either of cash or of
income, but of capital. Changes in the money supply and in incomes
may accompany a transfer of capital: but they are plainly not the same
thing. A transfer of capital (at any rate where capital is being borrowed
for productive investment) means that one country’s stock of instru-
ments of production is enlarged out of the savings of another country.
It means, as a rule, that certain changes take place in employment and
constructional activity in both countries; that, for example, the borrow-
ing country experiences a building boom while the building trade in
the lending country is depressed. These are the fundamental changes.
And we must never be led to neglect them by concentration on monetary
changes and banking policies.

I. The Background to investment

Investment in Canada after 1900 took place against a background of
scarcity and expansion. First, and above all, there was an almost con-
tinual scarcity of labour. Complaints of labour shortage came from all
lines of business. In manufacturing, employers reported that they were
ready and anxious to employ many more hands if suitable men could
be found. Railway construction was repeatedly held up while con-
tractors scarched for men; sometimes horses stood idle in the stables
because teamsters were unobtainable. At harvest time the shortage
was acute; the railway companies undertook the transport of labour
from the east, and special arrangements were made to bring labourers
from abroad with a view to settlement of the immigrants out of their
harvest earnings. In mines and lumber camps, in building, domestic
service and transportation, the same scarcity of labour was everywhere
felt.

There was a shortage, secondly, of concrete capital. The rapid growth
of population and the immigration of large numbers of young workers
strained the limited supply of house-room to the point of famine.
Between 1901 and 1911 the number of occupied dwelling-houses in-
creased by 387,000; in the same period the number of families increased
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by 447,000.! The shortage was greatest in the western provinces. At
Calgary, for example, ‘scores of citizens’ had to keep their families in
the east because there were no houses to be had. In British Columbia,
more than a quarter of the married men had left their wives in some
other province or country, presumably for the same reason.

Congestion on the railways was almost equally great. After every
abundant harvest there was a shortage of cars. In the summer, the
companies were hard put to it at times to arrange for the transport
of settlers and their effects. New track and equipment were constantly
required for homesteads, mines and lumber camps off the existing
railway routes; and the additional traffic carried on these new branch
lines made it necessary to provide larger terminals and repair shops.

The scarcity of these and other forms of concrete capital expressed
itself in a corresponding scarcity of money capital. If the country was
to be opened up rapidly, an enormous outlay on the purchase or con-
struction of capital instruments was essential. To meet this outlay the
savings of Canadians were altogether inadequate. There was not enough
capital inside Canada. Canadian savings had to be supplemented,
therefore, by borrowings from abroad. The size of the borrowings which
Canada succeeded in making is some measure of the scarcity of capital
after 19oo.

Scarcity in all these forms led not unnaturally to higher costs. Weekly
wages, to deal first with labour, rose by nearly 50 %, and hourly rates
in an even higher ratio.? The rise varied enormously between localities
and industries, so that we cannot speak of average changes with much
confidence. Some broad conclusions would appcar, however, to be
warranted by the evidence. First of all, there was a rise in real wages as
well as in money wages. The cost of living increased by from 40 to 45 9%,
while weekly wage-rates increased by nearly 509, .2 Secondly, the rise in
wages was greatestin the sheltered industries and least in those which had
to face competition from imports. In building, domestic service, printing,
transportation and municipal service, the average increase was 58 9, ;%

1 In the previous decade both increased by only 150,000. The number of persons
per dwelling rose from 5:2 in 1901 to 5'9 in 1911, although the average size of family
fell simultaneously.

? The reduction in hours between 1900 and 1913 was probably about 59, on the
average (cf. the data in the Cost of Living Report, vol. 1, p. 431).

3 Up to 1910 weekly wage-rates and the cost of living kept pace with one another,
and even in 1912 the indices given in Table g (below p. 59) show only a 1 9, difference.
The index of weekly wages used by Viner (Canada’s Balance of International Indebtedness,
1900—-13, p. 243), and taken from the Cost of Living Report, shows a slightly faster rise in
money wages up to 1912 and a gradual rise in real wages.

4 Calculated from data in the Cost of Living Report, vol. 11, pp. 428-30. The weights
given by Coats (building, 14; domestic service, 20; printing, 2; transportation, 8;
municipal service, 3) have been used.
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in mining, brewing, and the leather, textile and metal industries
the average increase was 31°5 %, or, if the clothing trades (including
tailoring, etc.) are included, by 37%.! In agriculture the rise was
intermediate—just over 50 %, .2 Thirdly, the changes in wages and prices
in different provinces were such as to raise real wages faster in the west
than in the east. Generally speaking, the further west the province the
higher, both in 1900 and in 1913, were money wages and the cost of
living. But between 1900 and 1913 there was a levelling up in wages
and prices, both rising faster in the east than in the west. As the levelling-
up process was carried further in prices than in wages, the result was
a relative improvement in real wages in the provinces west of Ontario.
But the change in favour of the west—especially when rents are taken
into account—was not great.

Scarcity of concrete capital did not lead everywhere to a rise in the
price which its services fetched. The rent of dwelling-houses, it is true,
increased by from 60 to 70 9%, and business rents increased twice as
rapidly. Butrailway charges remained practically constant, freight rates
moving down and passenger rates up. Public utility charges, too, were
for the most part lower. The failure of these prices to rise can be explained
in part by the large measure of public control exercised over them.
Prices were regulated by statute, charter, or public commission, and
were not determined solely by considerations of profit.2 Nevertheless,
the fact that public utilities continued to make large profits at the low
prices is an indication that other factors were at work. Of these, one
was obviously the coming into play of economies of scale. Whereas the
provision of more house-room became progressively more expensive the
faster the population grew, the provision of water, gas, electricity and
transport became progressively cheaper. Morcover, the fact that houses
required to be built by Canadian labour, whereas rails, locomotives,
generating equipment, tubes, boilers and so on could be manufactured
by foreign labour whose wages rose less rapidly, kept down costs in
public utilities relatively to building costs.

The changes in the price structure are illustrated in Fig. 5. They
were not all by any means in the direction normal to inflation: wholesale
prices lagged behind the cost of living, and the cost of living lagged

1 (alculated from data cited above. The weights used were: mining, 5; brewing
and distilling, 1; leather, 1; textiles, 3; metals, 8; clothing, 7.

2 These figures are for weekly carnings. They are based upon quotations that did
not remain constant in number, and to which the chain method appears not to have
been applied. No serious error, however, is involved. In the building industry, where
hours were reduced by about g %, the rise in hourly rates of wages varied from 52 %
(bricklayers) to 9o % (rough carpenters), and averaged 70 %. In no other industry
did hours fall so heavily.

3 Viner, op. cit. p. 245.
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slightly behind money wages. The fan opening out between import
prices, export prices and domestic prices, each progressively more free
to cut loose from the movement of world prices, does, however, exhibit
the normal outcome of inflation in a country running up an adverse
balance of payments.

Finally, scarcity of money capital sent up the rate of interest. The
return both on Dominion and on Provincial government bonds rose by
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Fig. 5. (a) Wages and prices, 1goo-13; (b) Import, export and domestic prices, 1900-13.

20 9%,, on first mortgages on city house property in the same proportion,
and on the bonds of cities, counties and townships by upwards of 40 %,.
The terms on which Canada was able to borrow in London and New
York grew steadily more onerous.

With scarcity and rising prices went expansion. In every yecar except
1908 and 1909, the labour supply was augmented by immigrants from
Europe and the United States. On balance, about 650,000 persons,
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a large proportion of whom were young men in the prime of life, settled
in Canada in the decade 19o1—11. In the next three years, the net
immigration was nearly 500,000, more than the natural increase of
population in the same period.! On the average, for every two Canadians
entering the labour market for the first time, three immigrants offered
their services simultaneously.? Not only did immigration dominate the
labour market in terms of magnitude; it dominated it also in sensitivity.
So long as there was a shortage of labour, immigrants poured in;
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Fig. 6. Immigration into Canada and economic expansion, 1900-13.

wherever the demand for labour was deficient and no jobs were to be
had, intending immigrants stayed where they were, while workers in
Canada moved to countries less depressed or more congenial. The burden
of adjustment to changing demands for labour was borne largely by
migrants.

With expansion of the labour supply went investment in capital of
all kinds. Roughly $2500 m. was borrowed abroad—not far short of

1 These figures are almost certainly underestimates. There is reason to believe that
net immigration in the decade 19o1—11 was at least 1 million (sce p. 63).

2 The number of immigrant arrivals was 2,850,000, or 200,000 per annum.
A small proportion, about 15 9%, of these were children. On the average, therefore,
about 170,000 persons entered the Canadian labour market annually; if we omit
married women, perhaps 150,000 persons. At thesame time, about 110,000 Canadian-
born children reached the age of 15 in each year between 1905 and 1g10. Of course,
large numbers of immigrants and Canadians migrated later to the United States and
other countries. But we are dealing here only with entrance to Canadian industry.
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Canada’s own savings during the period—and out of the proceeds,
railway tracks and towns were built, and lands, forests and mines were
developed, often with immigrant labour. The capital equipment (and
the debt) of the country enormously increased.

The driving force behind Canadian development in those years was
the rise in agricultural prices all over the world. From the mid-nineties
onwards, Canadian exports were fetching higher and higher prices,
while interest rates and construction costs remained comparatively low.
Thus the scarcity of labour and of capital equipment in Canada were
symptoms of a more fundamental scarcity of Canadian export goods on
world markets.! Investment and immigration kept step with export
prices.2

The large stretches of fertile prairie which the railways kept opening
up enabled Canada to take increasing advantage of high prices without
immediate risk of an equal rise in costs. High prices operated in con-
junction with an elastic supply of virgin land; development was profit-
able and there was plenty of room for development. But it would be
a mistake to lay stress exclusively on agricultural development. The rise
in export prices was not the sole factor at work. Between 19oo and 1913
rich deposits of mineral ores were found and developed in the Cobalt,
Porcupine and other districts. Canada became the leading nickel pro-
ducer in the world, and copper, silver and gold were exported in large
quantities. These minerals sold at low prices, but mining costs were also
low and production was highly profitable. In other industries, improved
methods of production were favourable to an expansion in Canadian
output.?

The process of expansion was thrice interrupted. About the autumn
of 1903 there began a transient depression which lasted till the end of
1904 and was felt mainly in the east. A second and much more severe
depression spread from the western provinces in the carly summer of
1907 and continued all through 19o8. The third and last depression,
that of 1913-14, also began in the west.

1 The price of grains and fodders at wholesale in Canada rose by 371 9%, between
the triennial periods 19o1-3 and 1911-13; animals and meats rose by 38-99%; and
dairy produce by 33-:89,. By contrast, the average rise in wholesale prices in Canada
was only 21-69,. (These estimates are based on the indices in the Cost of Living
Report, vol. 11, p. 20.)

2 It may be suggested that Canadian export prices had little to do with the
decisions about railway-building taken by the Canadian Government (or even by the
companies). But these decisions were taken in a boom atmosphere which was largely
the product of high export prices; and the railway-building would have been much
more costly (and probably much less rapid) had it not been for the confidence of the
British investor in the healthy prospects of the primary Canadian industries.

3 Cf. Viner, op. cit. pp. 264~7.
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I1. Investment and the balance of payments

We may now return to the thesis with which this essay began and analyse
the connexion between a transfer of capital to Canada and the volume
of investment in Canada: that is, between investment and the balance
of payments.

An increase in investment, unaccompanied by any change in thrift,
tends to raise money incomes. An increase in exports generally has the
same effect. The rise in incomes, initiated from the side of investment
or of exports, tends to be cumulative. At first there may be some dis-
investment in stocks, or some increase in short-term funds abroad.
Later, as incomes continue to expand, savings are made and there is an
increased outlay on imports. The original adjustments give place to
others once the settled preferences of consumers find time to express
themselves. But at each stage along the path of expansion one funda-
mental equation will be satisfied. We have:!

Investment in Canada (‘Home Investment?’)
=Borrowings from abroad + Canadian investment in Canada

= Debit balance of payments on current account + Canadian invest-
ment abroad + Canadian investment in Canada

=Imports — Exports + Canadian savings.
Hence
‘Home Investment’ + Exports = Canadian Savings + Imports.

This equation may be interpreted causally to mean that any increase in
the joint total of home investment and exports will drive up income to
a level at which Canadians seek to make an exactly equal addition to
their savings and expenditure on imports. Such an interpretation,
however, is possible only with important qualifications.

First of all, a net increase in home investment or in exports—and still
more in the sum of the two—is frequently the balance of an initial
increase at one point over the resultant decrease at another. A rise in
railway-building may force up interest rates and check house-building;
a rise in wheat exports may be achieved by creating a scarcity of labour
in the lumber camps. Again, exports may go up because investment is
falling ; for instance, when credit restriction forces merchants to dispose
of stocks abroad, or when unemployment and reduced buying power
are freeing goods for export which, in better times, would find a market
at home. Or exports may fall off because of an expansion in investment

1 T abstain from precise definition in the hope that these terms are sufficiently
intelligible without further explanation.
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and home demand. A primary change in investment or in exports
works through other forms of investment and other exports as well as
through incomes, savings and imports.

Secondly, savings and imports are not passive factors depending
solely on income as determined by the current level of investment and
export. A change in thrift may be of some importance, especially when
prices alter so as to redistribute income in favour of the thrifty. A rise
in import prices, by raising the cost of living, can also affect the demand
for Canadian goods and so depress Canadian incomes. The public may
seek to buy imports in preference to home-produced goods. And so on.
Nevertheless, there is overwhelming evidence that, so long as incomes
remain constant, outlay on consumable goods (home-produced and
imported) is remarkably constant also, and that, in the short run, it is
fluctuations in income which, more than anything else, alter savings
and imports.! It is to home investment and exports, therefore, that we
must look for an explanation of the changes that took place in the
Canadian balance of payments.

It is not easy to test this reasoning against the facts. There are no
statistical series for investment and savings, carcfully defined. In 1937
I made a number of hazardous calculations in an article published in
Weltwirtschaftliches Archiv (on which the present essay is based) and
emerged with estimates which I labelled ‘ Canadian Home Investment’
for the years 19oo—13. Itis unnecessary to reproduce these calculations
here as they have now been superseded by the much more thorough
investigations undertaken by Dr K. A. H. Buckley of the University of
Saskatchewan.? Dr Buckley has been kind enough to allow me to
make use of his estimates, which are given in Table 5.

Dr Buckley’s estimates are partly on an annual, partly on a quin-
quennial basis. The annual figures cover constructional activity (in-
cluding repair work), and investment in machinery and equipment, but
not changes in stocks. The quinquennial figures show new construction
and repair separately and include estimates of the net change in stocks.
Since the data do not permit of the estimation of annual changes in
stocks, the best that can be done is to use fixed capital formation (gross
of repairs) as an index of changes in home investment. Unfortunately,
this makes it impossible to attach any precisc meaning to the corre-
sponding concept on the side of savings. I shall make use of the term
‘Gross Canadian Savings’, conscious that it will diverge from actual
savings whenever the level of stocks is in course of change, and that it

1 Cf., for example, C. Bresciani-Turroni, ‘Egypt’s balance of payments’, J. Polit.
Econ. 1934; and J. H. Williams, Argentine’s International Balance of Indebtedness.

? ‘Real Investment in Canada, 1900 to 1930’ (unpublished dissertation available
in the London School of Economics Library).
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Table 5. Fixed capital formation in Canada, 1900-15

Gross |

Value of investment Total Net Cost

in fixed . e of con-

total con- . . increase in .
Year o, machinery capital . . struction(® |
struction® . . inventories ()
($m.) and equip- | formation ($m.) (1900—4.
: ment® ($m.) ’ =100)
(8m.)

1900 127 52 179 959
1901 127 60 187 948
1902 156 73 229 994
1903 194 90 284 222 1038
1904 213 75 288 106-0
1905 247 82 329 109°1
1906 307 100 407) 1166
1907 351 125 476 123-3
1908 316 108 424 262 1230
1909 383 117 500 121°6
1910 440 136 576 1261
1911 519 167 686 129°4
1912 586 224 810 1339
1913 580 249 829 360 141-8
1914 471 170 641 137°9
1915 355 102 457 1357

@ K. A. H. Buckley, op. cit. p. 49. These figures include repairs estimated by
Dr Buckley at $255 m. for 19o1—-5, $403 m. for 1906-10, and $523 m. for 1911-15. The
figures for 1912 have been amended by Dr Buckley.

®) Tbid. pp. go—3. I have added an allowance for freight and mark-ups on the
basis of quinquennial estimates given by Dr Buckley.

© Ibid. p. 116.

@ Ibid. p. 49. I have converted from a 1913 to a 1900—4 base.

will exceed net savings by including both sums expended on repairs and
sums required for the replacement of capital assets.

The most important constituent of gross home investment in Canada
was undoubtedly railway-building. A further large item was the con-
struction of highways, bridges, canals and harbours. These two items
together accounted in 1914 for nearly $300 m. out of a total of just over
$800 m. Dr Buckley’s estimates for this group—which falls a little
short of total investment in transport—is shown in Table 6. This table
also shows the gross earnings of the main-line railways as an indication
of the resiliency of their revenues; a threcfold expansion in ten years
provided strong encouragement to investors to finance more railway-
building in Canada. The final column, showing the rapid growth in
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Table 6. Investment in transport, 1900—14

Gross investment(®
Gross
Highways, earnings of Value of

Year Steam bridges, main line wheat crop

railways canals, railways ® ($m.)

($m.) harbours ($m.)
($m.)

1900 341 (6-0) 707 556
1901 38-9 69 72°9 853
1902 446 83 83-7 936
1903 55'9 99 96-1 78'5
1904 61-3 11°0 100°2 69-0
1905 752 120 1065 106-1
1906 941 106 1253 1255
1907 1365 17°5 1467 931
1908 1350 20-8 1469 112°4
1909 1310 225 145°1 166-7
1910 151-6 31-9 1740 132°1
1911 1707 42°1 1887 230'9
1912 210°2 535 2194 2242
1913 2324 65-1 2567 2317
1914 1770 647 243°1 —

@ Including replacement and repair (Buckley, op. cit. pp. 153-4).
® Year ending 30 June. Excludes government-owned railways and electric
railways.

value of the wheat crop, provides a measure both of the pace of agri-
cultural development and of the need for additional transport facilities.

Adding together fixed capital formation and exports and deducting
imports (inclusive of invisibles as well as of commodity trade), we
obtain (in Table 7) what I have called above ‘ Gross Canadian Savings’.

The sum of exports and home investment increased in every year
except 1904 and 1908; the same is true of imports. The changes in both
totals (as shown in columns 4 and 5) kept step very closely, indicating
(as we should expect) that savings maintained a relatively steady trend.

An inflationary impulse, then, coming from investment and exports
raised money incomes in Canada at a rate dictated by the public’s
thrift and by its demand for imports. In real terms, what this meant
was that the rising export and constructional industrics—notably agri-
culture and building—were bidding successfully in the labour market
for immigrant and mobile labour, while the industries exposed to foreign
competition in the Canadian market found it increasingly difficult, in
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Table 7. Investment, savings and trade, 190014

E:?;Zt:;i:i Imports ‘Gross Increase Increase
Year formation ($m.) savings’ in col. 1 in col. 2
($m.) ($m.) ($m.) ($m.)
1900 361 234 127 — —
1901 386 245 141 25 I
1902 462 276 186 76 31
1903 532 329 193 70 53
1904 511 328 18y —21 -1
1905 591 363 228 8o 35
1906 728 429 299 137 66
1907 8oo 495 305 82 66
1908 743 440 303 —57 —55
1909 852 509 343 109 69
1910 954 623 331 102 114
1911 1071 729 342 117 106
1912 1265 889 347 194 160
1913 1376 951 425 111 78
1914 1135 8os 330 —-239 — 146

@ The figures for exports and imports in this table are those given by Professor
F. A. Knox in ‘Dominion Monetary Policy’ (Appendix to the Report of the Royal
Commission on Dominion Provincial Relations). They are revisions of estimates by
Viner and include all current items, visible and invisible, except gold.

the face of the resulting scarcity of labour and rising costs of production,
to hold their own, even in an expanding market. There was a reorienta-
tion of the labour force away from consumption goods (which could be
imported cheaply) and towards the constructional industries (which,
backed by foreign loans, could afford to pay high wages); there was
a further reorientation of labour away from foreign trade goods and
towards domestic, non-traded goods.! These two changes were not

L Cf. Viner, op. cit. pp. 262—3: ‘It is difficult to explain the decline in the percentage
of exports to total commodity production, without reference to the capital borrowings
from abroad. Some of the relative decline in exports was undoubtedly due to the
increasing extent to which Canadian raw materials were being manufactured in
Canada for Canadian consumption, instead of being exported in their crude form in
exchange for imported manufactured goods. But this increase in manufactures would
not have been possible in nearly the same degree had it not been for the foreign
investments of capital in Canadian manufacturing enterprises. The expansion of
manufacturing not only absorbed an increased proportion of the Canadian production
of raw materials, but it withdrew labour, from the production of raw materials which
otherwise would have been exported, to the construction of plant and equipment and
the fabrication, from imported raw materials, of manufactured commodities for
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distinct. They arose from the fact that many of the capital goods which
Canada was in the process of acquiring had to be constructed on the
spot. Canada could not import railway track, bridges and houses. She
could, and did, import men to do the work. The men were clothed with
imported textiles, equipped with imported tools, and fed on agricultural
produce which would otherwise have gone to supply foreign markets.
But had Canada wanted ships and locomotives only, they might have
stayed at home and supplied their wants from much the same sources.

Symptomatic of the changed state of the labour market when invest-
ment was at its peak were the changes that took place in wages and in
prices. We have seen that wages rose most in the ‘domestic’ industries
and least in industries competing with imports. That this was true also
of prices is well known from Professor Viner’s work. The rise in domestic
(wholesale) commodity prices between 1900 and 1913 was 61-7 %,;! the
rise in Coats’s weighted index for all commodities was 31-9 %,.2 The
explanation of this changce s, I believe, twofold. First, the urgent demand
for labour from the constructional trades put pressure on all industries
either to raise wages or let labour go. The domestic industries were in
a position to meet this pressure by raising wages. They had no foreign
competition to face, and could raise prices without fear of a shrinkage
in demand. The rapid increase in population, indeed, coupled with
a rising standard of living, brought about a quite unprecedented ex-
pansion in the demand for domestic goods and services, in terms both
of money and of real resources. On the side of supply, however, these
goods could only be provided at increasing cost.> Manufactures and
imports, on the other hand, were supplied for the most part under
conditions of decreasing cost. This divergent trend in (real) costs, like
the divergent trend in wages, operated to widen the margin between
domestic and other prices.4

domestic consumption. The development of roads, towns, and railroads, made possible
by the borrowings abroad, absorbed a large part of the immigration of labour, and
these consumed considerable quantities of Canadian commodities which would
otherwise have been available for export.’

1 Viner, op cit. p. 230.

2 Cost of Living Report, vol. 11, p. 23.

3 Two out of three of Viner’s twenty-three ‘domestic’ commodities are agricultural
products (op. cit. p. 230, n. 2).

1 Cf. A. G. Silverman, ‘The international trade of Great Britain, 1880-1913’
(unpublished Ph.D. thesis in Harvard University Library), pp. 201—2: ‘Because of
perishability or large transportation costs, the sources of local supply are limited and
apt to be subject to increasing costs. There is little incentive or opportunity for tech-
nical adwvance and improved organisation under such conditions. Competitive
opportunities in other industries, in which the advantage is greater, mcans higher
wages all round: and this further increases costs in the production of domestic
commodities such as are included in [Viner’s] index.’
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There were, of course, other factors at work. The great rise in the
earnings of domestic servants, for example, is probably to be associated
with the comparative scarcity of women immigrants. The scarcity of
wives and of domestic servants both arose from this, and each no doubt
reinforced the other; where wives were scarce, domestic servants were
in demand, and where servants were scarce, wives were in demand.

IIL. The forces governing home investment and exports
(a) Agriculture

We have now to examine the forces which, in their turn, controlled
home investment and exports. Over the period as a whole, the most
important were the rise in agricultural prices in world markets and the
opening-up of low-cost farming land and mineral deposits.! Even in the
short period agriculture exercised a powerful influence alike on domestic
purchasing power, borrowings abroad and credit policy. A good harvest
made it easy and profitable to borrow abroad, while the banks were less
exacting in granting advances, and had larger resources out of which to
lend. A harvest failure left people poorer and without the money or
inclination to make capital extensions, while the banks, finding their
reserves depleted because of an unfavourable balance of payments,
pursued a policy of caution. The excellent harvest of 1go1r and 1902
sent up exports and investment in those years and (even more) in 1903.2
The comparatively disappointing harvest of 1903, followed by the still
shorter crop of 1904, brought about a minor recession of business, which
lasted until the beginning of 19o5. In that year, crops and business
activity moved up together, the arable area being greatly extended in
the meantime to take advantage of the high prices offered for grain.3
In 1906 and 1907 harvests were poor and investment fell off. In 19o8
the crops, with the exception of wheat and pastures, were rather better,
and as prices rose far above normal, agricultural exports fetched higher
values than in 1907 and investment began to recover.* The succeeding
years, with the outstanding exception of 1910, saw a series of bountiful
harvests which came to an end only in 1914. Investment, financed
largely from abroad, was on a correspondingly ample scale, and, sup-
ported by the government’s expansionist policy of railway-building, and
by the encouraging steadiness of grain prices, was able to surmount the
harvest failure of 1910 without difficulty.

! Viner, op. cit. pp. 261 et seq.; above, p. 42.

% Itshould be remembered that the export statistics of any calendar year reflect the
state of the crops both in that year and in the preceding one.

3 Wheat prices in Canada rose sharply in 1904 under the influence of two successive

short crops in the United States.
4 1908 was a year of famine in India.

c 4
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(b) Foreign borrowing and banking policy

We come at last to investment by foreigners and banking policy.
What part did they play?

Investment by foreigners sustained ‘home investment’ at a level
beyond the savings of Canadian citizens. Had foreigners becn less
willing to embark their capital in Canadian enterprises, ‘home invest-
ment’ would have been undertaken on a less ambitious scale, the pressure
on the labour market would have been reduced, and Canadians would
have been able to supply more of their own requirements instead of
importing goods from abroad. Any reduction in investment in Canada
tended to make the balance of payments more favourable: directly, by
curtailing imports of capital goods; and indirectly, by frecing labour
for the production of traded goods. It also reduced the volume of
employment by checking the inflow of migrants, and, in the short
period, by throwing men out of work. In this way the demand for
traded goods fell, while the supply tended to increase; a reduction in
investment led first to a reduction in imports of all kinds, and later—
although this was not a necessary consequence—to a rise in exports.
Home investment—as determined largely by foreign borrowing—
governed the balance of payments.

There was, however, no guarantee that the balance of payments and
foreign borrowings would move evenly up or down, or that the transfer
of capital would take place smoothly. Equilibrium was, in point of
fact, preserved by the Canadian banks. Banking policy was important
in two ways. First, in the absence of any organized bill market in
Canada, the proceeds of loans issued abroad were transferred to Canada
through the agency of the Canadian banks. The banks held large
reserves in foreign centres (mainly in New York), and the primary
effect of an increase in foreign borrowing and a bigger loan transfer
than usual was to add to these reserves. The Canadian banks lent
abroad what foreigners lent to Canada. The balance of payments
remained unchanged and the real transfer was postponed. In short,
the Canadian banks, being practically the sole dealers in foreign ex-
change, maintained a steady price for it by adding to their stock or
allowing it to run down according as there was a surplus or shortage
arising from commercial and loan transactions. Their secondary reserves!
took the place of gold as the residual item in the balance of payments.?

1 That is, call loans elsewhere than in Canada and net balances due from banks
outside Canada. The proportion of cash reserves to demand liabilities was kept
relatively steady.

2 Although loans on short-term were not made abroad by other Canadian bodies,

there was some borrowing on short-term by Canadian governments and private
corporations—especially in 1g12-13. This borrowing—and the arranging of short-
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In the second place, the Canadian banks pursued a loan policy
calculated to keep fluctuations in their secondary reserves within limits.
It has been suggested that the banks played a purely passive role, and
refused ‘no deserving request for an extension of credit’.! This is as
hard to believe of a group of banks as it is of a single bank. No bank
can maintain an inflexible conception of what is ‘deserving’ when its
reserves arc slipping away. There would be no sense in the repeated
complaints of monetary stringency in 1907 and 1913 if ‘deserving’
borrowers were not finding it difficult to arrange credits. The builders
who were reported in 1913 to be using their own savings to pay for
work on dwelling-houses in the suburbs of Montreal? were hardly less
credit-worthy than those who had no difficulty in raising money six
months carlier. Nevertheless, it is clear that circumstances might give
an appearance of passiveness to the behaviour of the banks. Since a
favourable balance was normally accompanied by a rise in investment,
the demand for credit and the secondary reserves of the banks tended
to move upwards together; so that it becomes difficult to disentangle
changes in credit policy from changes in the demand for loans in the
recorded statistics of bank advances.

Banking policy exerted a double influence on the money supply.
First, the banks did not offset an increase in their foreign assets (such
as was brought about by an increase in foreign borrowing) by a decrease
in their domestic assets. Any acquisition of funds for transfer to Canada,
therefore, increased the banks’ foreign assets and domestic liabilities
simultaneously. An increase in investment financed from abroad meant
an automatic expansion in the money supply in Ganada. The increase
in investment, reinforced by the expansion in the money supply, drove
up money incomes and prices and helped to turn the balance of pay-
ments against Canada, causing the secondary reserves of the banks to
return towards their former level. This was the first way in which
fluctuations in the secondary reserves of the banks were kept within
limits.

Secondly, the banks were able to affect investment and the balance

term credits with British financial institutions or manufacturing companies—can also
be regarded as an equilibrating factor in the balance of payments. But it was never,
so far as I am aware, of more than minor importance (cf. Viner, op. cit. p. 122). It
should also be noted that call loans in New York made directly from the Canadian
head offices of banks without agencies in New York are reported as call loans in
Canada and are not included, therefore, in secondary reserves (Viner, Studies in the
Theory of International Trade, p. 432).

1 “There is abundant evidence. . . that (the banks) neither contracted nor expanded
their current loans primarily because of the state of their cash reserves’ (Viner,
op. cit. p. 176).

? Canadian Labour Gazette, May 1913, p. 1182.
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of payments in a more direct manner by extending credit more freely
whenever their secondary reserves increased.! Fig. 7 shows fairly con-
clusively that changes in bank advances responded to the changes in
secondary reserves at a rather earlier date. The most important excep-
tion is the year 1910, when the banks, out of the abundance of their
secondary reserves, maintained easy terms of credit and helped to keep
up home investment when poor crop conditions might have caused a
setback.?

The control of credit by the banks gave them power to check or
encourage home investment. Whenever foreign borrowings were not
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Fig. 7. Current bank loans in Canada and sccondary reserves, 1900-13.

inflating home investment fast enough to bring about a real transfer,
the banks were forced at first to take up the difference in foreign lending
or in gold imports. They could then use their power over home invest-
ment, rclaxing the terms of credit until their secondary reserves were
at a lower, more satisfactory level, and the original increase in foreign
lending had passed over into home investment. The more complaisant
they were in large swings in their secondary reserves, the less violently
did they require to modify the terms of credit. Had they sought to keep
secondary reserves constant, they would have forced correspondingly
wide fluctuations on Canadian investment and money incomes. The

! The assets of the banks in Canada other than advances rose comparatively
smoothly throughout. 2 Cf. above, p. 49.
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fact that secondary reserves were allowed to swing between less than
8 and over 20 9, of demand liabilities in Canada suggests that, on the
whole, credit policy operated to dampen rather than to aggravate those
fluctuations.

Whatever the mechanism by which foreign borrowing was translated
into investment in Canada, it was governed both by the domestic
circumstances that made investment attractive and by the circumstances
abroad that made the raising of capital there a practicable operation.
Within Canada circumstances remained favourable throughout nearly
the whole of the period. The opening up of the west offered a good return
to the farmer if he had adequate transport and labour; it offered a good
return to the railways if they could raisc capital at low rates of interest
and hire the men to build the permanent way; it offered a good return
to the immigrant, discontented with a low and apparently stationary
standard of living ; and it had the backing of the government, which was
anxious to accelerate the whole operation. The expenditure of borrowed
funds itself generated an inflation that made investment still more

Table 8. Foreign borrowing and trade, 1900—14®

Netlong- | 1 pit
term capital . . Terms of
balance |Commodity | Commodity
Yecar movement | 1 current exports imports trade
into account ($m.) ($m.) (19004
C(anzu;a ($m.) : ’ =100)
$m. :

1900 29-8 36-6 156-0 1765 924
1901 35°1 23°1 170°2 1826 999
1902 40°3 320 190°4 2034 1035
1903 517 741 2019 251-8 101°5
1904 58-9 97'5 1761 2492 102:7
1905 109°5 873 2052 263-6 102-2
1906 102°3 1020 2540 312°3 953
1907 9I°1 166-9 2538 3630 959
1908 2181 1344 2493 282-6 116:6
1909 2494 158-3 269-0 339'6 1180
1910 308-2 251'3 280-8 429°0 1128
1911 3434 3637 2841 506:3 1132
1912 3161 421-3 3517 626-0 110°7
1913 5417 408-2 4429 6549 106°1
1914 3206 288-2 369-1 4708 —

@) The estimates in cols. 1—4 are taken from F. A. Knox, Dominion Monetary Policy,
and are based on those of Viner. The debit balance on current account includes the
balance of trade in gold. The estimates in col. 5 are calculated from the indices of
export and import prices in Table 10 (below, p. 61).
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profitable and attractive; the arrival of immigrants in need of housing
gave an additional impulse to construction. But everything rested on
two props: the continued inflow of foreign capital and the continuance
of market conditions favourable to Canadian exports. With the London
capital market strained to the uttermost, it was inevitable that one of
the props should wobble a little now and then; and with the double
risk of short crops and a setback in agricultural prices the other, in
a community so dependent on the export of primary produce, was not
altogether secure.

The magnitudes involved in foreign investment in Canada are shown
in Table 8. These are of interest mainly as showing how little the process
of expansion was interrupted even by the external factors. But they also
put in a rather clearer light the connexion between foreign investment
and the terms of trade. There was a time when the causal connexion
was traced from the first of these to the second. But the evidence points
in the reverse direction. It was affer the terms of trade moved to
Canada’s advantage that the main bursts of investment in Canada
occurred. If it had been impossible to borrow abroad, these improve-
ments might not have been sustained; the changes in investment and
in the terms of trade were wrapped up together in the whole process of
expansion. But it is certainly misleading, if the two things have to be
isolated and a causal sequence established between them, to argue as if
the experience of Canada showed that capital transfer provoked a favour-
able change in the terms of trade.

IV. The fluctuations in investment

We can now give a brief sketch of the fluctuations that did take place
between 1900 and 1913—the ‘interruptions’ of which we spoke above.!

The expansion in Canadian trade and investment that began in 1goo
received no check until late in 1903. The depression which set in towards
the end of that year can be traced to a combination of circumstances of
which the chicf were a comparatively poor harvest, a severe winter, and
a slump in the United States. In 1904 exports fell off, the rise in
investment slackened, and imports marked time. In the labour market
there were reports of unemployment amongst unskilled workers in
nearly all the provinces,? and immigration was less active. Wages ceased
torise. On the capital market, interest rates were higher,? and although

1 P. g2.

? Canadian Labour Gazette, January 19os.

3 Cf. the yield on city mortgages (Table 12, below). The rise in interest rates
reflected the restriction of credit by the banks.
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the building industry was very busy in the west, there was a reduction
in building in Montreal, Quebec, Hamilton and other towns in the
east.! The banks, whose secondary reserves had been falling since
August 1902,2 began to lend less freely in the second quarter of 19o4.
Between April 1904 and February 1905, advances rose only $5 m.
as compared with an increase of $36 m. between April 1903 and
February 1904. After April 1904, however, secondary reserves rose very
quickly, partly, no doubt, because of credit restriction, but partly also
because of heavy borrowings abroad. In 19o5 investment, exports,
immigration, wages, bank advances, etc., all resumed their upward
course.

The depression of 1904 was a brief affair—little more than a spell of
dull trade. It originated in the export industries and had no serious
repercussions on investment. The slump of 1907-8 was more complicated
in origin. Exports in 1907 were up to the level of the preceding year;
but they failed to increase, in spite of fetching higher prices. At the
same time, foreign borrowing was becoming more diflicult because of
the tightness of money in London and Wall Street. Thus home invest-
ment, which continued to increase in 1907, began to outrun foreign
borrowings and to deplete the secondary reserves of the Canadian banks.
This forced on the banks a deflationary policy which reacted seriously
on investment and proved only too successful in restoring equilibrium
to the balance of payments.

The net foreign assets of the banks began to decline in the last quarter
of 1906;3 in the first quarter of 1907 the decline was carried further,
and secondary reserves fell below 8 %, of demand liabilities in Canada
(compared with a previous minimum of 109, in June 1904). After
April, bank advances ceased to expand, and by the end of the year had
fallen by $30 m. In June it was reported that money was tight ‘owing
to delayed deliveries of the western crop of 1906°.4 But in July and later
months, when the 1906 crop had long been delivered, complaints

1 In the spring of 19o4 it was reported from Winnipeg that ‘employment agencies
were literally besieged with applicants for employment. Large contributions to the
ranks of the unemployed came from the camps, and there was a very observable
influx from the United States’ (Canadian Labour Gazette, April 1904, p. 1114). But
by the summer, there were boom conditions here and at Calgary, Edmonton and
Vancouver.

2 Secondary reserves fell from a high point of $70-8 m. in August 1902 to $42-2m.
in April 1903; from this low level they recovered to $55'4 m. in September 1903, but
by April 1904 were down again to $40-7 m. These movements were partly seasonal.

3 "This is not shown in the statistics of secondary reserves (for quarterly data, sce
Viner, op. cit. pp. 166—7). There was a sharp increase in ‘deposits elsewhere than in
Canada’ (which are not included in secondary reserves) and no compensating increase

in foreign assets.
4 Canadian Labour Gazette, June 1907, p. 1321.
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continued to be made. Tight money was holding up building in the
west as early as July.! By October, the east felt the same influence.?

The harvest of 1907 happened to be rather a poor one. Exports of
lumber and raw materials, moreover, were hit by the slump in the two
chief markets for Canadian exports—Great Britain and the United
States. No relief to the stringency of credit could be expected, therefore,
from the favourable repercussions of an increase in exports. Instcad, the
export situation created an atmosphere still more unfavourable to in-
vestment. There was less traffic on the railways, operating expenses were
as high as ever, and net earnings were falling. The fall in building
construction, therefore, tended to be reinforced by a fall in railway
construction.® Immigration, wages and imports all fell in sympathy.

By the middle of 1908, prospects were much better. Sccondary
reserves had been rising gradually for some months; in the second half
of the year they nearly doubled. Foreign borrowing was on a larger
scale than ever, and whereas imports fcll heavily to meet the reduction
in investment and employment, exports remained steady. Interest rates
and costs were both lower, and harvest reports were favourable. Bank
advances, however, continued to fall until February 1gog, and apart
from railway construction in the west (e.g. on the Grand Trunk
Pacific)? investment was also on the decline.

The first signs of recovery were observable in the autumn of 1908.
The building permits passed at Winnipeg, for example, were well up
on the 1907 figures in the second half of 1908.5 In the east, manufac-
turing industry was reported to be showing an improvement towards
the end of the year. By 1909 recovery was well under way.

The final depression had little connexion with exports. Export prices,
it is true, fell—and fell heavily—in 1913. But export values were well up
on 1912. Again we must look to the ‘financial stringency’, of which the
west was complaining in February and the east a few months later, for

1 Canadian Labour Gazette, July 1907, p. 9; August 1907, p. 115; September 1907,
p. 283.

3 Canadian Labour Gazette, October 1907, p. 354. High building costs were also
blamed. For mortgage rates, see Table 12.

3 The part played by high building costs was also important.

4 This line had the backing of government guarantees; the decision to proceed
with construction was not governed simply by economic considerations.

& The value of building permits in each half-year was (in $m.):

1st half-ycar  2nd half-year

1906 71 57
1907 44 20
1908 22 3'3
1909 55 38
1910 99 52

See Canadian Labour Gazette, August 1910, p. 177.
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an explanation of the depression. The financial stringency followed a
great reduction in secondary reserves in the second half of 1g12.! Home
investment was again outrunning foreign borrowing, and forcing the
banking system to restrict credit. Advances did not actually fall until
the last two months of 1913; but the brake seems to have been put on
as early as October 1912. In the year from October 1912 to October
1913, the increase in advances was no more than $25 m., compared
with an increase of over $ 110 m. in the preceding year.

As in the slump of 1907-8, it was building activity which proved most
sensitive to rising interest rates and credit control. The builders who, in
Montreal, were predicting a record year in April were being forced in
May to abandon plans for the construction of ‘several large buildings’,
mainly because of dear money.? The fall in building activity and in
other forms of investment operated to reduce imports and maintain the
secondary reserves of the banks. By 1914 the course of events in 1908
was being repeated on a bigger scale than before. But the autumn of
that year, unlike the autumn of 19o8, brought no promise that the
slump would reach a normal end.

V. The ‘smoothness’ of the capital transfer

There is one final point which I should like to discuss. It is often said
that the transfer of capital to Canada took place ‘smoothly’. What this
means is not too easy to understand. Ifit means: without an excessive
rise in prices, who is to say what is cxcessive and what is not? If it means:
without large movements of gold, the cxplanation of the smoothness of
the transfer is that the Canadian banks preferred to vary their holdings
of more profitable assets—loans at call to the New York money market;
and that they were willing to allow these ‘secondary’ reserves to vary
within wide limits. Ifit means, finally: without causing disturbance to
trade and employment, the answer is that there was in fact a good deal
of disturbance and unemployment.

Nevertheless, it may be admitted that, in comparison with the transfer
of capital in the inter-war years, investment in Canada took place with
surprising smoothness in all of these senses. Why was this?

First, it was accompanied by a labour transfer on an cqually enormous
scale. Immigration and investment fluctuated closely with one another;
so that, for example, whenever a railway was being built, foreign
countries furnished the men as well as the capital. They also furnished
much of the railway material. The result was to limit the pressure
on Canadian labour to adapt itsclf to the new situation; much as the

1 There was a fall from $170'4 m. in June to $123-3 m. in December.
2 Canadian Labour Gazette, April 1913, p. 1052; May 1913, p. 1182.
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migration of Scottish workers to England to help in the construction
of Scottish-owned railways would facilitate the transfer of capital.

Secondly, the transfer was smoothed out by the credit policy of the
Canadian banks. Sudden changes in foreign borrowings were offset by
equal changes in the loans of the banks in foreign money markets. The
banks thus acted as a buffer and steadied the real transfer of capital.

Thirdly, it must not be overlooked that the whole period was one of
rapid expansion with an undercurrent of optimistic expectations. It
was easy for a country to make adjustments so long as prices kept rising
and the demand for labour was keen. Those who could not make a profit
or find a job in one trade had no difficulty in moving to a more hopeful
line of business. Recessions in business activity were short, and due
more to rashness and over-hastiness than to any deficiency of profitable
opportunities for investment. All this was true not only of Canada but
of all other countries. The stresses and strains of capital transfer were far
more readily borne in an adaptable world of rising prices and rising
profits than in one with a background of falling prices, business losses and
chronic unemployment.

Put rather differently, the adjustments that Canada had to make
were to a steadily expanding volume of foreign borrowing. There were
no abrupt transitions from a debit to a credit balance of payments; in
1907-8, for example, foreign investment in Canada was not lower than
in earlier years, but far higher. But, as everyone knows, it is impossible
to go on indefinitely making all the adjustments in one direction; there
comes a day of reckoning to the confirmed debtor when the source of
funds dries up or when—still worse—repayment is demanded, more
often than not at a most inconvenient moment. It is the shudder of an
economy under that tremendous impact which makes capital transfer
so stormy a passage, not the tackings this way and that under a fair
inflationary wind.

Finally, investment before the first world war was investment, and
not just a swop of one kind of money or security for another. When
Canada borrowed, she did so with a view to increasing her stock of
capital instruments, and of hiring labour or buying equipment to assist
in the work of construction. She invested what she borrowed. And, as
we have seen, an increase in investment has a powerful effect on the
balance of payments. The two cannot readily move far out of line with
one another. Thus the fact that it was a genuine capital transfer (as
defined in the opening paragraph of this essay), and not a new-fangled
pseudo-capital transfer, contributed as much as anything to make the
transfer take place so smoothly.
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STATISTICAL APPENDIX
Wages

I have used a wage index which differs considerably from the index of
weekly wages constructed by Coats! and used by Viner. In Britain, net
increases or decreases in weekly wages, as reported by the Board of
Trade,? moved in close correspondence with available indices of money
wages. It is reasonable to apply the same principle to Canada, where,
between 1903 and 1913, the Department of Labour published statistics
of increases and decreases in weekly earnings in a large number of
trades.
Table 9. Wages and the cost of living, 1900—13

Year Wages in all | Wages in all Cost of Wholesale
industries® | industries ® living ¢ prices (@
1900 100°0 1000 100 100°0
1901 1016 1016 — 100°2
1902 1038 1038 — 1036
1903 1084 106-5 — 1037
1904 108-8 109'3 — 104°5
1905 1099 1131 110 1076
1906 119°5 116:5 — 1135
1907 127°0 122°6 — 122°1
1908 1216 1248 —_ 1182
1909 1256 1290 125 119°4
1910 130°2 134°0 129°9 121°0
1911 1358 1379 1338 1239
1912 142°5 1450 1409 136-0
1913 148-9 148-9 1429 | 131°9

&) Figures for 1900—2 and for 1913 taken from Cost of Living Report, vol. 11, p. 431.
Others interpolated on basis of net changes in weekly earnings of which the Depart-
ment of Labour had record.

®) Alternative estimate from Cost of Living Report, vol. 1, p. 431.

) Cost of Living Report, vol. 11, p. 435. Cost of living in December of each year for
a working class family of five, spending 20 9, of its budget on house rent.

) Cost of Living Report, vol. 11, p. 22. Converted to a 19oo base by Viner, op. cit.
p. 220.

Accordingly, I have adopted Coats’s weighted index number of
weekly wages for the years 1900-2 and 1913 and interpolated on the
basis of the Department of Labour’s statistics.® The same procedure has
been repeated for the wages of unskilled labour and of building workers.

1 Cost of Living Report, vol. 1, p. 427.
2 In its Annual Reports on Changes in Wages and Hours of Labour.
3 As given in the Cost of Living Report, vol. 11, p. 424.
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The indices obtained in this way are in agreement with the reports
published from time to time in the Canadian Labour Gazette on the state
of the labour market,! with the fluctuations that took place in the note
issue, and so on.

On the other hand, they diverge in some years, e.g. 1904 and 1908,
from Coats’s index of weekly wages. It is quite clear that these were
bad years in which some setback in money wages is likely to have taken
place. Coats’s index, however, shows an almost uninterrupted rise. It
is also difficult to reconcile the figures for wage-cuts and wage-advances
with the figures for average weekly wage-rates. One set of figures shows
a large reduction in wages in lumbering in 1908; the other a rise. One
shows wages in the building industry rising sharply in 1903, the other
in 1904. I think the figures of wage-cuts and wage-advances the more
plausible of the two.

Cost of living

I have used Coats’s estimate of the increase in the weekly expenditure
on foodstuffs, fuel and rent of a family of five with an income of §872
in 1900. This shows a rise in the cost of living between 1900 and 1913
of 42:9%,. For the retail cost of foodstuffs Coats estimates the increase
at 41'59%,, for fuel at 254 %, and for working-class rents at 61-7 %,.
The index for foodstuffs is unsatisfactory and may slightly understate
the rise. The rise in rents may also be a little on the low side. On the
other hand, Coats omits some items such as imported manufactures
(including clothing) and services like railway transport, electric lighting,
water supply and so on, which either rose comparatively little, or fell in
price (electric light fell by nearly 30 %).

Wholesale prices

Viner’s index of domestic commodity prices is an unweighted average
for twenty-three products, of which two out of three are agricultural
products such as potatocs, milk, hay and strawberrics (op. cit. p. 230,
note 2). Since these products are liable to erratic fluctuations in supply
and price, the index is not altogether satisfactory ; but it probably reflects
with fair accuracy the changes which we know to have taken place.
It agrees closely, for example, with Coats’s index of house rents, which
usually reflect the trend in domestic commodity prices. I have, there-
fore, used Viner’s index without change. For most purposes, however,
it is preferable to use a 1900—4 rather than a 19oo base (cf. Silverman,
op. cit. p. 258) as the fluctuations in prices between 19oo and 1902
were peculiarly erratic.

1 As summarized in the Cost of Living Report, vol. 11, pp. 418 et seq.
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For export prices, Viner gives three different indices (op. cit. p. 233).
In the first, exports are weighted according to importance in 19oo—4;
in the second, according to importance in 1913; the third is unweighted.
In the first index, the twenty-one most important commodities of export
in 1900—4 are weighted by (1) dividing them into three groups of two,
four and fifteen commodities, so that each group represents an approxi-
mately equal value of exports; (2) constructing a price-index for each
group; and (3) taking an average of the three price-indices. The second
index is constructed on similar lines for the twenty-two most important
articles of export in 1913.

These three methods of weighting yield results between which there
is surprisingly little agreement. No one method, moreover, can claim
superiority over the others. I have been driven to use yet a fourth
method—one which is rather complicated but which offers a common-
scnse way out of the difficulty.

INVESTMENT IN CANADA, 1900-13

Table 10. Export and import prices, 1900—13

Export Export
prices prices
Domestic | (weighted | (weighted Index of I.n dex of
Year . i ording to]  SXPOrt import
prices .aCCOI' Ing to z}ccor( ing prices @ prices ®
importance | importance
in 1900-5) |in 1908-11)
1900 100-0 100°0 — 100°0 1000
1901 18 $ 31 101-6 — 101-6 940
1902 1185 103°3 — 103°9 92°2
1903 119°t | 1050 — 1050 957
1904 119°1 | 1030 — 1030 92-7
1905 120°9 ‘ 108-2 863 108:2 97-8
1906 122:8 | 1140 88-2 121 1087
1907 1356 I 120°5 961 119°9 1156
1908 1336 121°2 987 1222 96-8
1909 141-0 1225 100°2 124°0 97°1
1910 1457 1 — 1009 1249 102°3
1911 151°4 — 100°1 1239 101-1
1912 1618 | — 104°5 1244 108-0
1913 1617 I — 101-8 1 1260 109-7

@ In calculating this index each of the price indices for the subgroups of exports
has been converted to a base of 1go8-11=100. It is assumed that the weighting
assigned to the commodities in each subgroup did not alter greatly between 1goo and

1908-11.

®) Using the following weights: textiles 2, iron and steel manufactures 4, raw
materials 2, foodstuffs 1.
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I have started from the weighted price-indices for groups of export
commodities given by Viner in a later chapter (op. cit. pp. 265, 270).
By inspection, the main changes in weights took place very quickly
between 1906 and 1908; a second rapid change took place in 1912-13.
That is, in the periods 1900-5 and 1908-11 weights did not change
greatly. First, therefore, I have weighted exports according to the
importance of each of Viner’s groups in 1900-5 and calculated an
index of export prices for the period 19oo-8. Next, I have used the
weights appropriate to the years 190o8-11 to construct an index for the
period 1905-13. For the years where these two indices overlap I have
taken the average of the proportionate changes. The final index repre-
sents a fair compromise between the indices constructed by Professor
Viner.

The calculation of an index number of import prices is a more difficult
proposition. The index used by Viner takes no account of imports of
manufactured goods, although these formed nearly two-thirds of total
imports. In particular, Viner uses no indices of the price of textile
manufactures. As textiles were imported almost exclusively from Great
Britain we can cover this group of imports by using Silverman’s index
of the price of British textile exports.! For manufactures of iron and
steel I have used an index of metal prices in the U.S.A., which supplied
Canada with practically all of its iron and steel imports.2 In addition,
I have used the indices of the prices of imported foodstuffs and raw
materials calculated by Viner (op. cit. p. 236). The heavy weighting—
two-thirds—given to metals and raw materials may exaggerate the
violence of the fluctuations that took place in import prices.

The index number which this calculation yields does not differ greatly
from the one constructed by Viner. It shows a rise of less than 109,
between 1900 and 1913, compared with a rise of 14 %, in Viner’s index.

Magration

In Fig. 6 I have used the official statistics of immigration and Viner’s
estimates of emigration.

That these figures underestimate the balance of immigration into
Canada is readily demonstrated. The population of Canada increased
between 1 June 1901 and 1 June 1911 by 1,835,000. The birth-rate in
1901 was approximately 27 per 1000 (at the time of the census there were

1 A. G. Silverman, ‘Monthly index numbers of British export and import prices,
1880-1913°, Rev. Econ. Statist. 1930.

2 This index is an unweighted average for forty-four iron and steel products
published in Bulletin no. 181 of the Bureau of Labor Statistics, U.S. Department of
Labor.
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245 children of under 1 year per 1000 of the population). The death-
rate in 1911 was approximately 14 per 1000 (Viner, op. cit. p. 48), and
in 1901 was at least as great (e.g. the proportion of the population over
6o was much higher). The natural increase was thus at most 13 per
1000, or 70,000 in 1901 and 93,700 in 1911. The aggregate natural
increase was, say, 800,000 over the ten-year period; and the net gain
by immigration must, therefore, have been atleast 1 million as compared
with about 650,000 in the estimates which I have used above.

Table 11. Immigration into Canada, 1900-13

. Saloon Emigration ‘
Year I;?::’lglz a;:t immi- Total from l\g‘et !Jalal_lce
grants (®) Canada (¢ ol migration
1900 41,681 2,537 44,218 20,937 23,281
1901 55,747 3,338 59,085 21,196 37,889
1902 89,102 3,660 92,762 34,279 | 58,483
1903 138,660 4,397 143,057 45,101 97,956
1904 131,252 4,414 135666 | 61,807 73,859
1905 141,465 | 4,882 146,347 82,376 63,971
1906 211,653 | 5,977 |21 7,630 113,731 103,899
1907 272,409 | 7,436 279,845 152,467 127,378
1908 143,326 | 5,164 148,490 209,752 — 61,262
1909 173,694 , 4174 177,868 187,400 —9,532
1910 286,839 ’ 3,311 290,150 190,286 99,864 '
1911 331,288 | 3,715 335,003 198,537 136,466
! 1912 375756 | 3,526 379,282 | 209,458 169,824
1913 400,870 ] 3,614 404,484 | 225,392 179,092

) Canada Year Book, 1936, p. 186.
® Viner, op. cit. p. 46.
© Viner, op. cit. p. 57.

An alternative estimate of the natural increase is obtained by de-
ducting the estimated number of deaths, plus the number of children
entering Canada as immigrants, from the total number of children less
than 10 years of age in Canada at 1 June 1g9r11. This also points to
a figure of rather less than 800,000 for the ten-year period.

Finance

In Table 12 are reproduced some of the more important statistics
relevant to a discussion of monetary policy over the period. The annual
increase in the note issue throws light on changes in wage incomes. The
annual increase in the ‘secondary’ reserves of the banks helps to explain
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their inflationary or deflationary bias. The state of the balance of pay-
ments is shown in the changes taking place in the net foreign assets of
the bank. The annual change in bank advances is a measure of the rate
at which the banking system was expanding or contracting credit. The
yield on city mortgages is an index both of the cost of raising capital in
the building industry, and of the ease or difficulty with which a mortgage
could be arranged at the current rate.

Table 12. Money and credit in Canada, 1900—13

. Increase in | Increase in . .
Increase in second t forei Increase in Yield on
v cash in hands; >°¢ ary | net lorcign bank city
ear £ public @ | reserves of assets of d «@ ¢ ()
(&) p;l 1C banks ®? the banks © a va$nces mortgages
($m.) ($m.) ($m.) ($m.) (1900 = 100)

1900 59 — — — 1000
1901 46 19°'4 20°5 136 1005
1902 57 09 —30 337 100°3
1903 6-0 —7'5 —20°'2 615 100-8
1904 19 228 17°1 294 1020
1905 27 30 114 44°6 997
1906 82 I —56 — 202 903 102°5
1907 65 I —216 —24-3 —79 108-6
1908 —51 ! 908 847 — 448 106-1
1909 31 | 227 ‘; 242 8o'9 107°2
1910 10°2 l —41-2 [ —36°4 844 109-8
1911 98 56 - —284 978 1110
1912 13°3 L =54 ' ~—9o 106-4 11477

| 1913 11-0 | 65 126 — 253 121°2

@) Increase in average monthly circulation of the notes of the Chartered Banks
and of Dominion Notes of $1, $2, $4 and $5.

® Increase in call loans elsewhere than in Canada and net balances due from
banks outside Canada.

© Net foreign assets are taken to be net balances duc from abroad plus current
and call loans clsewhere than in Canada, less deposits elsewhere than in Canada.

(d Increase in current loans in Canada of Canadian Chartered Banks between
31 December and g1 December. Current loans in Canada and elsewhere were not
separatcly distinguished before July 1900. The increase in advances in 1900 may
have been about $15 m.

) Index number (weighted by population of cities) of interest on loans secured
by first mortgages on city housc property (Cost of Living Report, vol. 11, p. 724).



CHAPTER 1V

INTERNAL MIGRATION IN VICTORIAN
ENGLAND

There are few better quarries for the theory of economic development
than Victorian England. Under the influence of a few compelling
forces, operating steadily over the greater part of a century, society
was gradually transformed in scale and structure, in custom and belief,
in the work that had to be done and the livelihood that the work
afforded. The balance was altered, for example, between town and
country, industry and agriculture, home and overseas investment,
births and deaths. Railways were built, towns grew, trade expanded;
and these things happened, not as isolated events, but each in associa-
tion with the others as part of a common response to persistent pressures;
as continuous and interconnected adjustments, free from any revolu-

tionary break, to the disturbing forces of technical change, the opening
up of new countries, the accumulation of capital, and so on.

Such a process of adjustment can be studied from many angles. It
can be traced, but only partly traced, in the statistics with which the
period, unlike carlier periods, abounds; in the curves of growth that
rocket upwards one after another until the Victorian Age, seen graphi-
cally, begins to look like a fireworks display. These curves should not
be allowed to conccal but should rather illumine the other non-
mecasurable adjustments, in outlook and institutions, that went on
simultaneously.

Yet the statistics of Victorian England, for all their fascination and
all their abundance, have not been turned to the service of economic
dynamics at all adequately. This is true, for example, of the statistics
of the labour market whether in terms of mobility betwecn occupations
and industries or in terms of migration from place to place. There
is no study of the broad pattern of change over the period, or of the
parameters of change within it. The following pages are intended as
a contribution to such a study. They relate to internal migration—
to those marginal shifts in population in which the forces making for a
redistribution of population can be detected and measured.

Estimates of internal migration over ten-yearly intervals can be
arrived at from the census returns of population and the returns of
births and deaths in each of the registration districts in England and
Wales. By sctting the actual increase in population against the excess

c 5
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of births over deaths, it is possible to calculate without much difficulty
the balance of gain or loss by migration in each decade for all registra-
tion districts. The only difficulties are that the registration of births
before 1875 was incomplete to an extent not known with accuracy;
and that the boundaries of the registration districts were changed
from time to time. Some new registration districts were created and
some old ones disappcared; for example, the 623 registration districts
that existed in 1850 had increased to 630 in 1891, and to 634 in
1911.

The registration districts can be grouped together into towns, coal-
fields and rural residues, so as to reduce the total to 160, and the towns
can then be classified as ‘Large’, ‘Residential’, ‘Old’, ‘Industrial’,
‘Textile’, and ‘Military’. The grouping adopted here is roughly the
same as that evolved by Mr T. A. Welton in his England’s Recent Progress
after something like 50 years’ work on population statistics. The large
towns are taken to include an area on the periphery that had not been
built up in 1841, and which was beginning to be insufficient for urban
expansion in 1911. London, for example, stretches from Barnet and
Edmonton in the north to Croydon in the south, and from Romford
and Dartford in the east to Chertsey in the west. Similarly, outlying
suburbs are included in Manchester, Liverpool and the other big
northern towns. The main change from Welton’s classification is the
division of the country into north and south, the dividing line being
drawn roughly between the Severn and the Humber. This division
leaves all the major industrial and mining areas (apart from London)
in the north. Welton’s classification of large towns includes Bristol, but
as this leaves only two large towns in the south, one London and the
other Bristol, it has seemed preferable to classify Bristol with old towns
in the south so as to isolate the growth of London and facilitate com-
parison with eight large northern towns.

This grouping (the details are given in Table 13) may seem a rather
arbitrary one from the point of view of trends in population and migra-
tion. The older towns, for example, have little in common but their
age; Coventry and Northampton might more suitably be classed with
Wolverhampton and Kettering than with Maidstone and Worcester.
There is no sharp line of division between ‘old’ and ‘residential’,
between ‘military’ and ‘residential’, or between any of these groups
and ‘industrial’. In the ‘rural residues’ there are towns of some size
like Grantham, Llanelly and Shrewsbury as well as villages and rural
areas. Yet Welton’s classification, which was devised for very different
purposes, is by no means inappropriatc to an analysis of gencral trends;
any classification of towns by industrial affiliation would be extremely
difficult and might yield results no more instructive.



Table 13. Registration districts in England and Wales grouped into

towns (excluding colliery districts and rural residues)

Large towns:
1 Southern

London

8 Northern

Birmingham
Hull

Leeds
Leicester
Liverpool
Manchester
Nottingham
Sheflield

Textile towns:
22 Northern

Ashton-under-Lyme
Blackburn
Bolton
Bradford
Burnley
Bury
Dewsbury
Glossop
Halifax
Haslingden
Huddersfield
Keighley
Kidderminster
Leck
Macclesfield
Oldham
Preston
Rochdale
Saddleworth
Stockport
‘Todmorden
Wharfedale

Industrial towns:
14 Northern

Barrow

Burton
Cockermouth
Crewe
Doncaster
Middlesbrough
Millam

Potteris
Rotherham
Rugby

Stafford
Walsall
Whitehaven
Wolverhampton

Industrial towns (cont.)

11 Southern
Falmouth
Grimsby
Helston
Kettering
Luton
Penzance
Redruth
Southampton
Swindon
Tilbury
Wellingborough

Old towns:

7 Northern
Carlisle
Chester
Coventry
Derby
Northampton
Wakelield
York

13 Southern
Bristol
Cambridge
Exeter
Gloucester
Ipswich
King’s Lynn
Lincoln
Maidstone
Norwich
Oxford
Reading
Worcester
Yarmouth

Residential towns:

g9 Northern
Blackpool
Harrogate
Leamington
Llandudno
Malvern
Morecambe
Rhyl
Scarborough
Southport

Residential towns (cont.)

26 Southern
Bath
Bedford
Bournemouth
Brentwood
Brighton
Cheltenham
Clacton
Cromer
E2stbourne
Easthamstead
Guildford
Hastings
Herne Bay
Isle of Wight
Maidenhead
Poole
Reigate
Southend
Staines
‘Thanet
Torquay
Tunbridge
Watford
Weston-super-

Mare

Worthing
Uxbridge

Military towns:

16 Southern
Aldershot
Canterbury
Chatham
Colchester
Deal
Dover
Farnham
Folkestone
Godstone
Plymouth
Portsmouth
Salisbury
Sheerness
St Germans
Weymouth
Windsor
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The statistics in the tables for the two decades 1881-1901 are calcul-
ated from Welton’s book and can be taken to be completely accurate,
but as we go forward from 1901 and backward from 1881, changes in
the boundaries of registration districts diminish the accuracy of the
calculations. These changes are not of such an order of magnitude,
however, as to upset the conclusions drawn below. They are rarely
large, and large changes can generally be taken into special account.
Two such changes, for example, are associated with the growth of
Barrow and Middlesbrough, and tentative calculations have been made
for these two towns.

The calculations cannot unfortunately be continued up to 1951.
Since 1911, returns of births and deaths have ceased to be made for
the old registration districts, which have been superseded by urban and
rural districts. It is not possible, therefore, to compare inter-war and
pre-1914 experience on the basis of the statistics given here.

The statistics do not refer to the total volume of movement between
districts, but only to the balance of movement. This is important for
two reasons. First, there is generally a surprising amount of migration
into areas which, on balance, are losing population. Especially if a
district lies, so to speak, between areas of high and low potential, the
current of migration will bring to it migrants from the area of low
potential to sct against the still larger outflow from it to the area of high
potential. Secondly, each district is far from homogeneous. In the
towns there is a centrifugal thrust of population to the suburbs from the
centre, so that one part of the town gains while another loses. In the
colliery districts there is often a displacement of population from one
part of the coalfield to another. In districts like Burnley, which include
several different towns (e.g. Nelson, Colne and Padiham) and a rural
fringe (Pendle), there may be a large amount of internal movement,
which, if the boundaries of the district were redrawn, would auto-
matically increase the total balance of movement.

Fig. 8 summarizes the changes in migration from one decade to
another. The steady drift from the countryside to the towns was un-
broken, both in the north and in the south, from the forties to the
seventies. In the eighties this movement was checked, especially in the
north, by heavy emigration; in the following decade the drift to the
towns was resumed on its former scale as emigration fell off; but after
the turn of the century town-building received a second check, and
this time it seems to have been the towns which supplied most of the
emigrants.

Migration to the towns was at its peak in the forties when the inflow
of Irish immigrants supplemented the movement from the English
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countryside and may, indeed, have been on a comparablescale. London,
Liverpool and Manchester grew particularly rapidly, the two last-named
gaining more by migration than ever before or since. The textile towns
also showed heavy net gains in comparison with the following decades.

Irish immigration died away after 1851 and the inflow to the towns
fell slightly. For the next thirty years the pattern of internal migration
was extraordinarily stable. Movement to the towns remained high, with
a rather faint upward tendency. The fortunes of individual towns, of
course, varied greatly: some, like the textile and most of the northern
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Fig. 8. Internal migration, 1841-1911.

towns, shared the general experience; others, like the military towns in
the south, were less and less successful in attracting migrants from one
decade to the next. Birmingham’s peak in net immigration came in the
fifties; for Leicester, Hull and Nottingham it came in the seventies. But
these variations were relatively unimportant; the outstanding conclusion
from Fig. 8 (and the further details given in Table 14) is that up to 1881
the movements of population were along channels that seemed fixed and
deep, and that it was not until the cighties that they overflowed into
unfamiliar courses.

The change in the eighties fell with particular vehemence on the
northern towns. From gaining over 300,000 by migration in the seventies
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they lost nearly 60,000 in the eighties. The transformation can be traced
in all but one (Leeds) of the large towns in the north, and in each of the
subgroups of northern towns, rather faintly in the residential, but very
obviously in the textile and industrial. The southern towns, apart from
London, show no such transformation, and most of the subgroups,
indeed, attracted more migrants (or lost fewer) in the eighties than in
the seventies. Some explanation can be offered from the particular
circumstances of individual towns like Tilbury and Swindon. But the
contrast is too great to be explained away so easily. The most obvious
hypothesis—that the rural residues adjoining the northern towns lost
less of their population than in the seventies while migration from the
rural residues in the south was greater—proves to be the reverse of the
truth. We can only suppose that the north took most of the shock of the
great wave of emigration in the eighties. For the north of England as
a whole a net gain by migration of 130,000 in the seventies changed to
a net loss of 300,000 in the eighties; in the south there was only a minor
difference in the net loss of population between one decade and the
other. Naturally this does not mean that all the extra emigrants came
from the north of England: those who, in the previous decade, would
have moved in from the south of England or from Ireland presumably
emigrated instead; there was some continental immigration, mostly to
London; and there may also, to judge from the growth of the residential
towns, have been some disposition on the part of returning emigrants to
settle in the south rather than in the north.

The experience of the following years confirmed the tilt in the
geographical balance in favour of the south. In the nineties, when
emigration was temporarily checked, the north continued to lose
population while the outflow from the south almost ceased. This was
in contrast to the long period in the middle of the century when the
north was gaining, and the south losing, population. The southern
towns now took much the larger share of the migrants from the rural
residues. The increase in migration into London was not large; but the
military and residential towns in the south showed a conspicuous gain
by migration.

In the nineties there was little emigration. But after the turn of the
century emigration recommenced on an increasing scale. For the first
time the towns now lost through an outflow of population, although not
so heavily that their growth was arrested. London lost as many of her
citizens by migration as she had acquired by migration in the nineties;
her population continued to grow, but at a rate 30 9, lower than before.
Of the large northern towns, only Manchester and Hull showed a net
gain by migration. Nearly every group of towns showed a diminished
increase by migration or an actual loss; the principal exception was the
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group of south coast resorts which had been growing at an accelerating
pace ever since the sixties, largely by migration.

The colliery districts, defined within wide boundaries so as to include
a population that amounted in 1911 to over 5 million inhabitants, did
not share the fluctuations of the towns. The net inward movement into
the group hardly varied at all from an average of about 100,000 per
decade. But individual coalfields showed no such constancy of growth.
In South Wales, for example, there was a large, consistent, but unsteady,
gain by migration throughout the period; in Durham (which includes
Newcastle, Sunderland, South Shiclds, and other towns) there was a net
gain in every decade but the last; but in Wrexham, Cannock and
Ashby-de-la-Zouch there was an almost consistent loss. The Lancashire
coalfield provided evidence of increasing costs of operation in the gradual
transition from a large net inflow in the seventies into an even larger net
outflow after 19oo. The Yorkshire and Derbyshire coalfields, as one
might expect, showed exactly the opposite trend.

It is unnecessary to comment in detail on the fluctuations in each
group of towns; it is also extremely difficult, because all the working
sheets were stolen in transit during the war. A full analysis, including
a study of migration by age and sex, will be found in Welton’s England’s
Recent Progress, which covers the eightics and ninetics and can be supple-
mented by a subsequent article for the following decade.!

The most noticeable feature of the migration into London is the net
loss in the final decade—a loss that is partly to be accounted for by the
improvement in transport facilities and the consequent growth of out-
lying suburbs and dormitory towns. In the previous sixty years, London
enjoyed an uninterrupted gain of population, large enough, until the
nineties, to dominate urban development in the south. In the ninetics,
the other southern towns attracted almost as many migrants as London;
and in the following decade they continued to show net gains while
London was losing migrants (although continuing to grow).

The pattern for the large northern towns closely resembles that for
London except that the check in the eightics was more marked and in
the years after 1gor less marked. Some of the towns attracted migrants
at a fairly steady ratc throughout (Manchester and Hull, for example).
Few diverged much from the general pattern, although the peak in net
immigration occurred in different decades for different towns.

The textile towns have not, unfortunately, been analysed so as to
separate cotton and wool, spinning and weaving, men and women. The
general outline is of a heavy net gain in the forties, a small net loss in
the fifties, increasing net immigration in the sixties and seventies, giving

1 Journal of the Royal Statistical Sociely, 1913, p. 304.
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way to an increasing outflow thereafter. This reflects the diminishing
importance of textiles in the national economy (the actual growth of
population in the textile towns follows the same trend) rather than the
more general forces governing migration to the larger towns. The net
inflow seems to have been predominantly of women. In the eighties, for
example, there was a net gain of 17,000 women and a net loss of 13,000
men; in the nineties the net loss of 40,000 consisted almost wholly of
men. Not all the textile towns followed the general trend; when the
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tide of migrants began to turn in the eighties, Bolton, Burnley, Oldham
and Stockport between them still showed a net gain of over 50,000; and
in the nineties of nearly 20,000.

For the northern industrial towns (including, for example, Middles-
brough, Wolverhampton, the Potteries, Rotherham and railway centres
such as Rugby, Crewe and Doncaster), the pattern is not unlike that
for the larger towns, with a steep downward trend from initial gains to
later heavy losses. The fifties were the period of maximum inflow and
the eighties of maximum outflow. The southern industrial towns include
four small Cornish towns as well as Southampton, Swindon, Luton,
Tilbury and others. The constant outflow in the earlier decades came
mainly from the Cornish towns; the gains after 1891 were due largely
to the growth of Southampton.
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The fluctuations in the remaining groups were erratic, sometimes in
conformity with the general pattern, sometimes entirely contrary to it.
The old towns in the south, except in the fifties, followed the pattern
of London closely; the military towns did not. The residential towns in
the north kept in step with the larger towns, but on a rising trend; but
the residential towns in the south showed nothing of the general see-saw
in migration after 1881. The inflow into these towns mounted with the
growth of the south coast resorts, some of which, like Hastings, East-
bourne, Bournemouth and Poole, gained more migrants in the eighties
than in the nineties, unlike almost every other town in England.
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In the twentieth century, internal migration is chiefly between one
industrial area and another; in the nineteenth century it was chicfly
between the countryside and the towns. This meant that the centres of
outflow—the depressed areas of the period—were in close juxtaposition
with the centres of attraction. The towns, swelling with the growth of
a railway system and of urban industry, drew on the natural increase of
their rural hinterland. At thesame time, centres of attraction in America
and the Colonies competed for migrants, and as this competition was
intermittent, urban expansion and colonization tended to alternate with
one another in successive decades.

The most striking features of the rural outflow (as will be seen from
Fig. 10) arc its comparative steadiness and its magnitude. In the south
the outflow at the beginning of the century appears to have been very
small, but it rose rapidly to a peak in the fiftics, was checked in the
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sixties, reached a new peak in the seventies, and then began to fall
steadily until in the final decade after 19oo a sharp fall brought it below
the level of any previous decade since the thirties. In the north, the
steadiness of the outflow is even more remarkable. There was a gradual
rise to a peak in the eighties, and a rather more rapid fall in the two
following decades.

Both in north and south the rise and fall in the movement of popula-
tion from the rural areas had little to do with agricultural prosperity
and depression. The crescendo between the thirties and the seventies
coincided, not with the worst years of agricultural depression, but with
the so-called ‘Golden Age of English Farming’. A second period of
agricultural prosperity after 19oo coincided with a spectacular falling-
off in rural depopulation. In the intervening years of prolonged depres-
sion, the outflow reached its peak and began to subside. Depression
and prosperity, therefore, were each compatible with an increasing or
diminishing outflow.

The main cause of rural depopulation was the building of railways
and the consequent revolution in transport. Railway-building provided
employment, and stimulated employment; it put the towns in need of
more metal workers, engineers, and so on. Railway-building also in-
creased mobility, both by taking men long distances to assist in the work
of construction, and by making journeys to town easier and cheaper.
It provided a vent for the surplus population of the countryside. Finally,
the railways, by improving communications, immensely reinforced the
competitive power of large-scale, urban enterprise and brought about
the displacement of rural crafts and small country industries to the
towns. Simultanecously with these changes, the chief rural industry,
farming, was adapting itself to foreign competition and rising wages by
economizing labour, partly through mechanization and partly through
conversion of arable to pasture. The displaced labour in the countryside,
ousted by urban or American competition, found a cure for unemploy-
ment by moving to the towns and to America.

The subsidence of the outflow after 18go appears to have been due
mainly to the fall in fertility that followed inevitably on the heavy
migration of previous decades. In a single decade, as many as 40 %,
of the young men aged 20-30 might migrate from some rural districts,
and the final loss from one generation might come to nearly 2 out of 3.
In the south-western rural districts, total births fell by 409, in forty
years, although the fall in population was no more than 139%,. Fewer
potential migrants were being born, because the parents who might
have reared them had already migrated.

Other forces co-operated to check the outflow—the revival in British
agriculture after 1900, the suburbanization of the countryside, the
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exhaustion of work suitable for transfer to the towns. It is probable,
too, that the law of diminishing returns was operating to protect what
was left of rural industry just as it was operating to protect agriculture.
Changes in the structure of agriculture were temporarily arrested
because the limits of known technique had been reached.

One feature of rural depopulation merits special attention. Fig. 10
shows clearly that the rural districts in the north did not react from
decade to decade in the same way as rural districts in the south.
Especially in the later decades, the rural districts fall into two separate
groups, coinciding with the division into north and south, and exhibiting
distinct patterns of variation. In the north the pattern is one of steadily
increasing emigration up to 189o with a temporary check in the seventies;
in the south therc is a rise up to 1880 with a temporary check in the
sixties. These patterns are characteristic not only of the totals for north
and south but to a surprising extent of constituent counties also. It is
only in some of the smaller northern counties that there is any marked
divergence from the general movement. No satisfactory explanation of
this difference between northern and southern rural districts has so far
suggested itself.

In spite of the heavy outflow from the countryside—a net outflow
equal to nearly three-quarters of the starting population and to one-
third of the total births over the period—there was no depopulation in
the strict sense; in 1911 the population of the rural areas was higher,
both in the north and in the south, than in 1841. In one decade only—
the eighties—was there an actual reduction in the population of the
group as a whole. Some individual rural areas, especially those in the
south, suffered a heavier loss and an absolute decline in population.
But on the average the rural districts marked time while the population
of other areas was increasing rapidly. In 1841 the population of rural
districts formed 39 9%, of the total for the country; by 1911 it formed
no more than 199, (i.e. less than half the proportion seventy years
previously).

If the rural areas grew least, the colliery districts grew most. In
seventy years their population multiplied fourfold. This rapid increase
was due in only limited measure to migration. Out of a total increase
of just over 4 millions, five-sixths was due to the excess of births over
deaths and only the remaining one-sixth to the gain by migration. The
large northern towns, with a population rather greater in 1841 and
a net gain by migration fully one-third larger, nevertheless had a
smaller population than the colliery districts in 1911 because of their
lower rate of natural increase. The difference in natural increase existed
throughout: in the earlier decades, the colliery districts more than made
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up in lower mortality rates for their comparatively low fertility; later,
the advantage in mortality rates was reinforced when fertility in the
towns began to decline.

The large towns owed more of their growth to migration than the
colliery districts. Over the full stretch of seventy years, migration added
about one-third as much to the population of London and the large
northern towns as the excess of births over deaths. But this understates
the importance of migration in the Victorian Age. If the final decade
after 1901 is omitted, the ratio of net gain by migration to natural
increase rises to one-half. Morcover, as is well known, short-distance
migration greatly preponderates over long-distance migration; the wide
boundaries drawn round London and the other large towns, therefore,
may exclude, in the earlier years, a large centripetal movement from
the rural periphery to the urban core.

Although most other towns of any size sucked in migrants in the early
stages of growth, the aggregates for each group reveal no consistent
pressurc of migration, cxcept towards the residential and military
towns. The residential towns, with a low natural increase, were more
dependent for their growth on the attraction of migrants than any other
group. The northern residential towns, for example, added 70 %, to their
starting population by migration alone; even so, however, they grew no
more rapidly than the average for other groups of towns. The textile
towns, after attracting immigrants in large numbers for many years,
parted in the last two decades with half as many as they had gained, and
the influence of migration in their growth is disguised in the final totals.
Similarly with the industrial and old towns: the heavy immigration that
promoted the expansion of towns like Barrow and Coventry was counter-
balanced by a movement from other towns in the same group in a later
phase of growth.

The outcome of the migrations of those years, together with differences
in the rate of natural increase, was a pronounced change in the distribu-
tion of population. The rural residues sank from 38:8 to 19:3 %,; the
colliery districts rose from 8:3 to 148 %,; the towns from 52-9 to 66:0 9.
The north of England triumphed over the south, mainly by superior
fertility (and not, as we used to be taught, by attracting migrants). In
seventy years the north gained three more inhabitants for every two
added to the population of the south.

Although designed to illuminate migration, these statistics throw an
incidental light also on the balance of births and deaths in the Victorian
era.! The curve of births mounted steadily until the seventies, and from

1 See Table 1g9. The other tables upon which this section is based have not been
reproduced.
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then on at a diminishing rate until the peak in 1903. The curve of deaths
rose fastest in the sixties, and in the following decade was not far short
of the eventual peak reached in the nincties. The outcome of these
similar, but not altogether congruent, fluctuations was a natural increase
of population that was rather less in the sixties and a good deal more in
the seventies than accorded with the trend, a fall in the natural increase
in the ninetics, and a surprisingly sharp rise thereafter to figures never
since approached. These fluctuations should be interpreted in the light
of the very high proportion of deaths occurring in infancy—over 40 %,
of deaths in the mid-Victorian period were of children under 5. This
alone tended to produce sympathetic changes in births and deaths.
When the two got out of phase it was because of a sudden drop in
infant mortality (as after 19oo), or (as in the seventies) because of
improvements in public health, slum clearance, and the growth to
maturity of a generation born in times more prosperous than those that
followed the Napoleonic wars.

The first group of districts to show a declining number of births was
that of the southern rural residues. This reflected heavy emigration in
previous decades; and the really astonishing thing is that births should
have continued to rise up to the sixties in spite of the loss of perhaps half
of each generation. In the northern rural areas, the pcak in births came
later, in the seventies. It is also noticeable how much steeper was the
fall in births in the southern residucs; at the end of the period, births in
the northern rural arcas were almost as large as at the beginning, while
in the southern areas they were 25 %, less; less than half the difference
was due to the greater growth of population in the north.

The changes in rural births and deaths can be analysed in terms of the
average birth- and death-rates in each decade. In both north and south
the peak in the birth-rate came in the sixties and by that time fertility
(measured by this crude index) had risen in the north slightly above the
south. The fall in the birth-rate was not perceptible until the eighties,
but by the beginning of this century the birth-rate was nearly 30 %,
down on the peak. Except in the earliest years (when the figures of
births are not altogether reliable) the birth-rate in the rural areas, in
spite of the drain of young migrants, remained higher than in the
residential towns but below the level of the other areas. The death-rate
showed a similar trend; it was stcady or actually rising in the mid-
Victorian decades and showed no large reduction until the eighties;
and the south, which at first had the higher rate, overtook the north in
the eighties and ended with a perceptibly lower death-rate. Throughout
the entirc period, the rural areas had the lowest dcath-rates in the
country with the exception of the ‘residential’ towns in the south, which
had death-rates close to those for the southern rural residues.

c 6
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The textile towns followed closely behind the rural areas. Starting
with the highest birth-rate of any group, they ended with one of the
lowest, the fall in the last three decades being no less than 36 %,. The
death-rate, which was also very high initially, rose to a peak in the
seventies, and thereafter fell to about the average for the country.
Among the larger towns, London had a much lower birth- and death-
rate than the towns in the north; in both groups the sixties emerge as
a period of particularly high rates, both for births and deaths, with the
seventies ushering in lower death-rates and the eighties lower birth-rates.
The subsequent fall in the death-rate was much greater than the fall in
the birth-rate; so much so that by the end of the period the birth-rate
was nearly twice the death-rate—a ratio well above that for other areas
at that or any earlier time.

The colliery districts depended for their growth on a high natural
increase and, in fact, on a high birth-rate. At the start, the birth-rate
does not appear to have been much above the average, but by the
seventies it had climbed to 42 9, above the average, and even thereaction
to 33 9, in the first decade of the century left a large margin over the
next highest group, the large northern towns. The death-rate of the
colliery districts varied less than anywhere else; it started not much
above the average for the ‘residential’ districts, changed only insigni-
ficantly when the birth-rate increased, and fell surprisingly little after
the general improvement in public health from the eighties onwards.
It is striking to find that the death-rate for the colliery districts moved
from one-sixth below the average for the large towns in the north at the
beginning of the period to one-cighth above at the end. Yet for all this
high death-rate, the colliery districts still had the highest rate of natural
increase—as they had had ever since the fifties.



CHAPTER V
THE VICTORIAN CAPITAL MARKET

I. THE INVESTOR

In the nineteenth century, the leading investors were landed pro-
prietors, merchants and industrialists. Until the rise of the Joint
Stock Company, there was a distinct cleavage between the industrialists
and the other groups. Industrial enterprises tended to finance their
expansion out of their own earnings and were founded out of private
savings or the advances of local banks. There were few industrial issues
to which ‘outsiders’ could subscribe. Landlords, professional men, and
middlemen were forced to invest in ‘The Funds’, or in mortgages, or
simply to make deposits with their banks.

The cleavage, however, was more apparent than real. The manu-
facturers were sometimes themselves landowners or ex-merchants; their
rent-roll or their profits might well provide the capital with which to
start their business. They owned only their fixed capital, which at that
time was a much smaller proportion than now of industrial capital.
Their working capital, which was advanced to them by their banks, was
generally furnished, by devious routes, by the gentry of East Anglia and
Devon. The commercial paper of the Lancashire millowners, remitted
to the London money market, was purchased by billbrokers acting as
agents for the country banks of the agricultural districts.!

With the growth of railway finance in the fortics, the openings for
privateinvestment widened. The Stock Exchange, at thattime dominated
by the Consols market, and offering opportunities for a flutter only in
foreign bonds and mines, became transformed into an agency for the
provision of capital to British industry. The growth of fixed capital
ceased to depend entirely upon the profits which industrialists were able
to earn, and reflected more and more the willingness of shareholders to
subscribe to new issues. The importance of land rent as a source of
capital steadily dwindled, at first because of the risc of industry and com-
merce, and later because of the long depression in agriculturc after 1874.
The landowners were replaced by a ‘stock-and-bondholding aristocracy’
as the chief owners of wealth and the chicf accumulators of capital.

The typical private investor was always a man of wealth. In the time
of Hume the whole of the National Debt was in the hands of 17,000
persons: in 1888 this number had increased tenfold, but the average

1 Bagehot, Lombard Street, p. 287.
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holding was still above f£4000.! In Indian Guaranteed Railway
Securities there were, in 1870, just over 50,000 English investors holding
on an average nearly £1800.2 Colonial stocks were never issued in
London in denominations of less than £100 before 19og.3 Clearly, the
bondholders cannot have been a very numerous class.4

Their numbers were, however, increasing. A growing middle class
was being enriched by industrial progress and familiarized with the
Stock Exchange by the financial press. Improvements in communica-
tions, the development of Joint-Stock finance, compulsory education,
the Married Woman’s Property Act, and a rising standard of living were
bringing about a striking change in the personnel of the investing public.
Retailers, professional men, skilled workers and women were all being
attracted to the Stock Exchange. In 1864 the average sharcholding in
Alamillos’s (a company with a paid-up capital of £70,000 formed in
1863 to work lead mines in Spain) was two hundred shares (nominal
value L2 each), and the largest shareholders were three gentlemen,
a vice-admiral, a copper-smelter, a solicitor, and a wharfinger; while
among the smallest holders were a lady of title, a professor of chemistry,
a clergyman, and a banker’s clerk.> Compare with this the list of
shareholders in Selfridge’s in 1914. There is a marked change both in
the social status of the holders and in the size of their holdings. The list
includes several different sorts of retailer and domestic servant—for
example, a dressmaker, a valet, a governess, a housekeeper, a caretaker,
and a grocer—owning from two up to forty shares (nominal value £1).
Thesmall capitalist had advanced beyond thesavings’ bank stage. He was
beginning to displace the gentleman of means and the inevitable clergy-
man as a centre of disturbance at stormy shareholders’ meetings. But he
was still a far from preponderant influence. The wealthy share-holders
still owned the bulk of the capital and directed the flow of investment.®

1 E. T. Powell, Evolution of the Money Market, p. 643. The omission of institutional
investors would bring down the average.

2 Report on the Working of the Indian Railways, 1870-1.

3 T. Schilling, London als Anleihemarkt der englischen Kolonien, p. 51.

¢ Shareholders, particularly in home rails, were probably more numerous. In 1go2
there were nearly 800,000 holders of railway shares (less an allowance for duplication,
many capitalists owning shares in different companies). Of this number, about 40 %,
were holders of ordinary shares (H. of C. no. 400, 1902). The average holding of
debenture stock was about £2000, and the average holding of ordinary stock not
much over £1000. In 1912 a third of the shareholders in the Midland held less
than £500 stock (Railway News, Jubilee volume, 1914). For earlier years see H. of C.
no. 219 of 1886 and H. of C. nos. 317 and 625 of 1845; and the discussion of the
latter in L. H. Jenks, Migration of British Capital, p. 374.

5 E. T. Powell, Mechanism of the City, pp. 126—7.

¢ In Britain in 1912, there were under 200,000 persons owning property worth
£5000; the total value of their property came to over two-thirds of the national
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The Estate Duty statistics suggest that in 1913 only about 2 %, of the
value of stocks, shares, and other securities dealt in on the Stock
Exchange belonged to those whose property was worth less than 1000,
and only 10 %, to those whose property did not exceed £5000. Tables 20
and 21 will give some idea of the distribution of property between rich
and poor, and of the class of property in which investors at different
levels of wealth tended to specialize.

Table 20. Distribution of property as shown by estate duty statistics (average
of 1911-12, 1912~13, and 1913~14). Proportion in which various classes
of property were distributed between estates liable to duty

—

H Money
Stocks, Ousi lent on | Cash in Agri- | Polici
Class funds, [PPPE™Y} Other | mort- | hand gri- roncies
h and d at cultural | of in- | Total
SNATes; |1y isiness property| gage, | and a land | surance
etc. . bonds, | bank
premises bills, etc.
Gross
Below £300 02 19 13 0'5 6-8 07 57 13
£300-£500 o3 | 27 | r4 | 1o | 52 | o6 | 35 | 14
Net
£100-£500 02 5'4 1-6 0'5 1-8 1-8 48 17

£500—-£1,000 I'1 9-0 39 3'5 90 2-8 8-2 39
£1,000-£ 5,000 82 286 16:3 19'2 230 134 23'4 151
£5,000-£10,000 81 13°3 -2 132 10°0 g1 12 98

£10,000-£20,000 11-2 111 130 13:9 97 104 110 113
£20,000-£25,000 40 2:6 43 41 27 3-8 32 36
£25,000-£40,000 87 61 93 94 52 81 6-6 7'9
£40,000—£50,000 41 2:6 40 42 2:4 39 2-8 36

Lorm—fo15m. 6-6 35 70 46 3:6 79 21 57
£org m—Lo5m. 22 08 3'3 19 17 11 07 19
£o8 m~£1 m. 1-8 03 43 07 16 15 2-1 16

100°0 100°0 1000 100°0 100°0

Total 1000 100°0 100°0

Some broad conclusions can be drawn from these tables. In the first
place, although capitalists owning less than L1000 worth of property
were of little importance in the capital market, those who were worth
between £1000 and £25,000 owned nearly 40 %, of the national wealth.
The chief form in which this class of more than half a million persons
held its wealth was in stocks and shares, the proportion varying from
about a quarter in the £1000-£5000 group to nearly a half in the

wealth. Capitalists owning more than £500 net formed 79, of all income-earners
and owned seven-eighths of the national wealth. (Clay, Problem of Industrial Relations,
p- 291.)

1 The samples above £100,000 are too small to be altogether reliable.
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£20,000-£25,000 group. The assets in which it specialized, however, in
comparison with other classes, were house property and insurance
policies of which it held 56 and 49 % respectively. Stock Exchange
Securities, indeed, were the assets of which it held the smallest proportion
of the total—31°5%,.

Table 21. Composition of each class of estate (by percentage)®

Stocks, Hous‘i IM"“C‘/ Cashin| . |po
Class funds, PYZI;ZT i Other :r?(tr(t)fl hand cultg:;.al :;)f“i:ws Al
shares . and at 1= 1 other
* | business | PTOPETYY| gage land |surance
etc. . . > bank
premises bills, etc.
Gross
Below £300 67 20°0 9'4 26 320 27 14'3 13'3
£300-£500 10°4 28-0 98 50 24'3 23 | 87 15
Net
£100-£500 59 | 457 92 20 6-8 58 93 | 153

£500-£1,000 13°1 34'4 100 61 147 41 7'2 104
£1,000-£5,000 | 243 | 274 | 107 85 97 49 53 92
£5,000-£10,000 | 365 19'5 11'3 91 65 51 39 81

£10,000-£20,000 | 444 | 142 14 83 55 53 3'3 76
£20,000-£25,000 | 49'3 10-2 11-8 7:6 46 5'9 31 75
£25,000-£40,000 |  49'4 11-0 11-6 79 42 57 28 74

£40,000-£50,000 | 506 10-6 110 77 42 61 27 71
Lo1rm—Loigm.| 519 88 120 54 40 747 13 89
£04 m~0'5 m. 520 | (48) | 174 66 5'5 30 12 9'5
L£o8m—L1m. 490 32 26-6 2:7 6-3 52 4'5 2'5

Total (£m.) 1401 452 31°0 21°1 19'9 17°5 106 | 3138

@ Trade assets (i.e. book debts, stock, goodwill, etc.) averaging £16-1 m., household goods
averaging £8-4 m., and ground rents averaging £3'8 m. have been omitted from the table.
They are included in the grand total of £313:8 m.

In the second place, there scems to have been a fair constancy in the
proportions in which estates of over £20,000 were distributed between
different types of asset. Apart from a tendency for the proportion in
house property to fall, and for the proportion in ‘other property’ (in-
cluding, no doubt, industrial enterprises privately owned) to increase,
these large estates are of much the same pattern. Stocks and shares
form about half, agricultural land about 6 %, and cash in hand and at
bank about 5 % The pattern of small estates, on the other hand, gradu-
ally changes as the average size increases. There is a large, and, at first,
growing proportion of the wealth of small capitalists invested in house
property, shops, etc., and an equally large, but falling, proportion held
in the form of cash. The proportions formed by other assets show equally
well-defined trends. Capitalists with less than £ 1000 owned nearly 20 %
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of the total value of house property and over 20 %, of the total value of
insurance policies. They were thus in a position to make their influence
felt here and there in the capital market while remaining of quite minor
importance in the market as a whole.

The influence of the working-class investor was also small. His saving
was generally done through institutions—Friendly Societies (£67 m. by
1912), Post Office Savings Banks (£182 m.), Trustce Savings Banks
(£54 m.), voluntary or compulsory insurance agencies, and so on. Or
he might buy government securities, or lend his savings to his town
council on mortgage or deposit. In all, working-class savings are
unlikely to have exceeded £500 m. in 1913.

Investors had marked preferences not simply for different types of
asset but also for the assets of particular countries. They might be
familiar, or imagine themsclves to be familiar, with the circumstances
of some country through having relatives domiciled in it, or through
trade connexions with it, or through having bought some of its bonds
at a previous date. Or they might rate its credit highly for sentimental
reasons, or in the belief that repudiation would induce their government
to intervene, or because default had been rare. British investors had a
preference for the securities of empire countries and no great liking—
partly because of political distrust—for the bonds of European govern-
ments. They lent large sums to America and—at one time—to the Near
East—in the one casc, in the expectation that a rapid growth of wealth
would prove the best security against default, and in the other, in the
belief that national honour was too deeply involved for the government
to be indifferent to the insolvency of our debtors. The preferences of
investors werc to a large extent quite arbitrary, and the price of a
security in the London market was by no means a reliable guide to its
probable yield. In the Amcrican Rails market, for instance, although
it was the largest and best organized of all markets in foreign securities,
the investor repeatedly showed a lack of discrimination which can only
be explained in terms of laziness, ignorance, and prejudice.?

1 Clay, op. cit. p. 288.

2 See, for instance, Giffen’s American Railways as Investments (1873), pp- 54, 67, etc.;
American Municipal Bonds as Investments (1873), p. 38; and S. F. Van Oss, American
Railroads as Investments (1893), p. 175 et seq. Van Oss remarks: ‘ There are at the time
of writing 39 descriptions of American bonds paying between 4 and 4 9% upon net
outlay, which as a safe investment, find no parallel among any other stock quoted at
corresponding prices. . . . Yet they are classed with a miscellaneous lot of sccond-class
foreign railway stock—Turkish, Argentine, Central American and so forth-—which
can no more rank with St Paul, North Western, or Burlington bonds than can the
dilapidated Ottoman Empire or a turbulent Central American Republic with the
United States.. .. The most cursory comparison with other classes of securities must

clearly show that the credit of American bonds is, as a rule, from § to 19 below
the point to which they are fairly entitled’ (op. cit. pp. 180-1).
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There is some evidence that there was greater readiness to lend abroad
in Scotland than in England. The Colonial Banks were often under the
control of Scotsmen and had agencies for collecting deposits all over
Scotland. In the eighties, The Scotsman had more than a dozen advertise-
ments for money on debenture and deposit by Australian Land and
Investment Companies alone. Edinburgh was reported to be honey-
combed with agencies for collecting money for use in all countries and
for all purposes, generally on the security of land mortgages.? Private
investment on a large scale also took place through the building up of
mercantile establishments, in South America and the Colonies, in
Scottish ownership.?2 Finally, Scottish trust funds seem to have been
placed more freely than English in colonial securities.

The preferences of investors were influenced to some extent by legis-
lative measures such as the series of Acts regulating the investment of
Trust Funds. The great majority of Trust Deeds generally specified the
investments which were permissible under them,?® but when no direc-
tions were given, the Trustee was authorized by Statute to invest only
in a limited range of securities. Up till 1889 these securities consisted of
Consols, Bank and East India Stock, and mortgages of frechold and
copyright estates in England and Wales. The Trustee Acts of 1889 and
1893 extended the list to include the stock of English Corporations
and of Guaranteed Indian Railways, the debentures of British and
Guaranteed Indian Railways, and a number of other securities. In
1900, the Colonial Stock Act made a further extension in favour of the
registered and inscribed stocks of colonial governments.

It is doubtful, however, how far the force of law or of custom was
successful in reducing the yield on favoured securities. The prestige of
inclusion in the Trustee List seems to have become more ineffectual as
the list grew longer. In 1866, three out of every seven proprietors of
Bank of England Stock were trustees.* Consols also owed their esteem
in large measure to the narrowness of the Trustee market. But by the
time colonial government loans were included, it would appear that
their added prestige brought no tangible benefit and merely set the seal
upon a position already won.?

1 Banking in Australasia (Anonymous, 1883), p. 8o.

2 For South America see M. G. Mulhall, The English in South America (1877),
pPp- 328, 403, ctc.

3 Economist, 1886, p. 1046 * Corporation stocks. . ., Colonial bonds, English railway
debenture and guaranteed stocks, Indian guaranteed railway stocks, and even the
bonds of the better American railways, appear to be the securities most in demand
for the investment of trust moncys.’

4 E. T. Powell, Evolution of the Money Market, p. 84, n.

5 A. S. J. Baster, ‘The Colonial Stock Acts’, Econ. Hist. 1933, p. 602.
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2, THE FOREIGN CAPITAL MARKET

The London money market specialized almost entirely in the issue of
foreign securities, and in the financing of trade and commerce. The
large issuing houses like Rothschild’s, Baring’s, Schroder’s, Hambro’s
and so on, were nearly all founded by foreign families which settled in
England as merchant bankers and developed a large acceptance
business. They did not possess the apparatus of investigation necessary
for home industrial flotations, but were admirably placed for the hand-
ling ofloans to foreign governments and corporations. They had excellent
sources of information and indispensable remittance facilities. The
prestige which they lent to an issue was paid on the same principle as an
acceptance guarantee; and it was generally well paid. They wereunder no
temptation to dabble in home industrial issues (except the very largest).

Competition between issuing houses was generally limited to business
with new borrowers. The older houses could afford to look with indif-
ference on the competition of less reputable houses like Bischoffsheim’s
for the loans of impecunious governments; and with repugnance on the
efforts of ‘syndicates’ to promote both borrowers and loans.! The cffect
of competition was very often to ‘augment the risks of marketing the
loan in the face of the efforts of the unsuccessful banker to cry it down’.2
Countries which, like the Argentine, had no fixed agent in London, had
usually to put up with worse terms and less disinterested advice than
those which had.? Brazil, all of whose loans were handled by the Roth-
schild’s,had a standing in the London market little worse than Holland’s.
Monopoly was not without its advantagecs.

Foreign borrowers, who had discovered the convenience of dealing
with a single agent, hesitated to transfer their custom. It was damaging
to their credit, and to their chances of accommodation in times of crisis.
For it created suspicion in the mind of the public, and destroyed the
goodwill of long association with the issuing house. Yet transfers did
take place. Between 1860 and 1876, Russia had dealings with Baring’s,
Rothschild’s, Hope’s, Hambro’s, Schroder’s, Raphacl’s, and Thomson,
Bonar & Co.; Peru with Heywood, Kennard & Co., Thomson, Bonar
& Co., Schroder’s, and Stern’s; Egypt with Frithling and Goschen’s,
the Anglo-Egyptian Bank, the Ottoman Bank, and Bischoffsheim’s.4

1 H. Drummond-Wolff, Rambling Recollections, vol. 11, pp. 63 et seq.

2 Jenks, op. cit. p. 273.

3 H. E. Peters, Foreign Debt of the Argentine Republic, pp. 37—40.

4 See Jenks, op. cit. pp. 421 et seq. Some of these houses co-operated in the issue
of a single loan. For an unsuccessful attempt by South Australia to break away from
Nivison’s and the Bank of Adclaide in 1908, see Schilling, op. cit. p. 58, and the
Economist, 12 September 1908, p. 486.
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As time went on, there was increased competition from other financial
centres, and through the rise of the foreign and colonial banks and the
greater independence of former borrowers. The importance of the
merchant bankers declined, and though they continued to make issues
on behalf of many foreign governments, they devoted more attention to
the business of underwriting.! A colonial bank, for example, might
arrange an issue for its government and secure the assistance of Baring’s
in floating it. It was not always publicly known whether one of the
private banking houses was behind a particular loan.

The expenses of issue varied enormously. On high-class issues they
were seldom more than 2-39,. According to Dr Schilling, the
customary rate for the underwriting of colonial loans was 1 9,, while
the issuing bank reccived a commission of }-19%,. In addition, the
official broker was paid } %, for arranging the underwriting, and there
was a further payment of } 9%, on applications bearing a broker’s stamp.2

Much higher rates were quite common. The underwriting com-
mission on foreign loans was often as high as 59%.% South American
countries sometimes paid over 20 %,,% or sold a loan outright to a con-
tractor leaving the terms of issue to his discretion.® Even Argentine
paid 109, on some of its loans: on the Public Works loans of 1886 and
1887 the costs of issue were 5 and 73 %, although the credit of the
country was steadily improving.® Reliable data for other countries are
difficult to obtain as the loan contract was generally kept secret.

The system of issuc also varied. The issuing house might simply receive
subscriptions to a loan on behalf of a foreign borrower, and shoulder no
part of the risk of failure. It would lend its reputation and influence
with the brokers, offer its advice on the state of the market, prepare the
prospectus and do all the necessary clerical work. Thus it would act
more or less as an issuing broker with a valuable reputation and some
useful facilities of issue. This system, which made no provision for under-
writing, gradually lost popularity. When there was a miscalculation of

1 E. Jafté, Das Englische Bankwesen, p. 55. In Paris there was a similar decline in
the importance of the private banking houses.

2 Schilling, op. cit. pp. 42, 52. J. Burn, Stock Exchange Investments (1909), p. 215,
also gives 19, as the usual underwriting commission. At an carlier date (1875),
Rothschild’s took a New Zealand loan of £4 m. ‘firm’ on a commission of 29,
(The Economist, 2 October 1875, p. 1166). This commission probably included all
expenses of issue. 3 Schilling, op. cit. p. 44 n.

4 The Paraguay Loan of 1871, issued at 80, was bought by the ‘contractors’ at 64.

5 In the case of the Santo Domingo loan of 1869, the loan undertaking involved
the acceptance of a principal of £320,000 and the payment of interest and sinking
fund of £1,472,500 in twenty-five years (i.e. 18 %). The contractor floated a loan for
£757,700 at 70 (i.e. to raise £530,000) and claimed the balance over £320,000.

Only £38,000 was ever remitted to the Santo Domingo Government, which ultimately
repudiated the loan. 8 Peters, op. cit. p. 41.
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the market, the applications for the loan were often totally inadequate
and the borrowers were forced either to make a second issue on more
favourable terms! or to unload the unallotted portion on the market
over a series of years.

The issue was generally made at a fixed price. Colonial governments,
however, up to about 1goo, were in the habit of setting a minimum
price, and floating their loans by tender. At times this was extremely
successful and the whole loan was allotted at an average price well
above the minimum.2 But the system was unpopular with the market,
and now and then there were ignominious failures. In 1891, for ex-
ample, Queensland floated a loan, under the auspices of the Bank of
England, at a net price of 92. Only 109, was applied for, and the
remainder had to be placed with a syndicate, after negotiation, at 893 .2
It is clear that in practice, issues on tender were ‘stagged’ by syndicates
which gradually unloaded on the public, exactly as if the loan had been
underwritten at a price equal to or greater than the minimum
advertised.*

A second system was for the issuing house to buy the loan outright.
This was known as the ‘contracting’ system. It was commonly used
where the borrower’s credit was not in the first class, or where the need
for money was urgent. It was never used where the amount of the loan
was large, but it was used by the smaller and less scrupulous issuing
houses. After the seventies, the increased amount of business and the
improved credit of the surviving borrowers caused the system to lose
much of its popularity. But until the end of the century it was still used
extensively. Baring’s, for example, never underwrote a single issue. It
was this refusal to underwrite, in fact, that brought about the crisis of
1890.°

A third system of issue involved underwriting. This developed, ap-
parently, in the sixties and seventies. Up till that time, issuing houses
acted independently, making no attempt to insure their loans against
a poor response, and sharing with the borrower the whole risks of

1 This did not always involve the withdrawal of the first issue.

2 For instance, a Queensland loan of 1895, issued at a minimum price of 974,
was allotted at an average price of £102. os. 6d.

3 The fiasco was due, according to The Economist (30 May 18g1) to the ‘inability
of already overloaded syndicates, which have previously supported these issues to do
so now, and the indisposition of the general public to adopt the “‘tender” form of
application’. After the failure, the Bank of England had to put up with a certain
amount of recrimination from the Queensland Finance Minister ( The Economist, 1891,
p. 707).

4 In actual fact some of the loans were underwritten at the minimum price
(Schilling, op. cit. pp. 42, 53 n.).

5 H. Osborne O’Hagan, Leaves from my Life, vol. 1, pp. 378—9.
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failure. In the Egyptian loan of 1868 and the Turkish loan of 1869—
both for large amounts—it was found necessary to make use of ‘syndi-
cates’ in placing the loans. The loans appear to have met with success,
and the system of underwriting by ‘syndicate’ spread rapidly. From
early accounts it seems that at first the practice was for part only of the
issue to be underwritten,! but in course of time it became customary to
have the whole of the issue underwritten. The underwriters included
wealthy individuals, insurance companics, banks, trust and finance
companies, brokers, and—when the issue was an industrial one—the
customers, or probable customers, of the company making the issue.
The majority of the underwriters acted purely as insurance agents, with
no intention of taking up stock unless called upon to do so. If an issue
‘missed fire’, they generally financed themselves by pledging their stock
with the banks, such advances to the new issue market coming, in times
of boom, to a fairly large amount.2 On the other hand, there were many
underwriters, particularly the insurance companies, whose intention
was to take up stock whatever the fate of the issue, and who, in effect,
were given a rebate for being firm holders.

The arrangement of terms and the issue of the prospectus were only
the first stage in the marketing of the loan. It was usual for the issuing
housc to arrange with the jobbers at what quotations dealings should
commence, and to create an appearance of market activity by what
were known in America as ‘Wash Sales’. One broker might be sent in
to buy, and another to sell, simultaneously, or the jobbers might be
given the right to buy from, or sell to, the underwriters at a certain
price, so that they could rig the market without fear of being landed with
stock. Decalings began before allotment, usually at a premium; the

1 Cf. the ‘Sketch History of Foreign Loans’, Bankers’ Magazine, 1876: ‘The Syndi-
cate guaranteed the placing or disposal of a certain portion of the whole loan, perhaps
1/3 or even }....Each member. . .agreed to take so much stock at a certain price,
perhaps 5 or even 10 per cent below the price of issue in the prospectus. . ..In some
cases in addition to taking stock firm, the Syndicate had an option to take a further
amount up to a certain date. Options of this kind would be exercised when there
appeared a fair prospect of the stock being worked off through the market, at prices
leaving a profit above the Syndicate price. This frequently happened, although the
amount taken firm by the Syndicate was not much more than covercd by the sub-
scriptions for the loan, the wide margin between the price of issue and the Syndicate
price enabling sales of stock to be made at a profit to the Syndicate, although at
prices below the issue figure.” Cf. also S.C. on Loans to Foreign States (1875), p. xlvi;
and (on the subject of options) D. C. Blaisdell, European Financial Control in the Ottoman
Lmpire, p. 39.

2 E. Sykes, Banking and Currency (7th cd. p. 255) states that loans to the London
Stock Exchange at the outbreak of war in 1914 totalled £80 m. A substantial part of
this must have consisted of loans to underwriters. It was stated in 1913 that the public
also was buying new issues on overdraft (The Economist, 19 July 1913, p. 108).
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premium indicating either a genuine public demand for a new loan, or
an attempt on the part of the promoters to create the impression that
there was such a demand. This gambit, which was very widely used,
was called the ‘Premium Dodge’.! It probably originated in attempts
to defend the loan against bear attacks.? Once adopted by some, how-
ever, it came to be the almost universal practice, even of houses of the
very highest standing. The representative of Baring’s was the only
witness before the Committee on Foreign Loans of 1875 who denied its
use.> He had apparently forgotten the Argentine Loan of 1866, when,
before subscriptions were finally closed, Baring’s repurchased £200,000
of Argentine bonds in order to keep the market price above the issue
price.

The Premium Dodge appears, on the whole, to have been of secondary
importance compared with the practice of ‘making a market’ by Wash
Sales. Giffen was emphatic that the practice of premium quotations
had been discredited even before 1870. ‘The advertising agents and
promoters with whom I came in contact’, he declared, ‘universally
accepted as a fact that the interest of the public in new issucs was most
difficult to excite, and that it was not excited by the quotation of
premiums.” He admitted, however, that ‘the impression was very
general that [promoters] were bound to make a market, and they
allowed for this expense’.® It is difficult to resist the conclusion that,
having decided to make a market, promoters generally preferred to rig
it, however unsuccessful they might pretend to be in their efforts.®

The object of these manceuvres was either to ensure the success of the
issue or to get rid of unallotted stock. An appearance of marketability
was useful both in attracting the hesitant investor and in securing a
quotation on the Official List. The premium also was bait to new
subscribers—‘stags’ who expected the premium to be maintained after
allotment, and who might cancel their applications if they heard that
the loan had been badly subscribed for. The system, in short, made
costly provision for the sale of the loan to gullible investors, and for the
nursing of unsuccessful issues, besides offering excellent scope for specu-

1 H. Lowenfeld, All About Investment (1909), p. 178. It was not used in the issue of
loans to first-class forcign governments (R.C. on the London Stock Exchange, Q). 3183).

2 ‘Speculative selling from pique or jealousy.” R.C. on the London Stock Exchange
(1877), Q.. 3158, 3166.

3 Jenks, op. cit. p. 278.

4 Pcters, op. cit. p. 23.

5 R.C. on the London Stock Exchange, Q) . 7464, 7480.

¢ Giffen pointed out that the high-class dailies in London and the provinces did
not quote premiums on new issucs (Q. 7470); but (a) there was a large number of
investors in close touch with the Stock Exchange, to say nothing of the brokers them-
selves; and (b) the rig often continued long after the grant of a special settlement.
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lative manipulation. There was nothing necessarily reprehensible about
it, provided the issue was a bona fide one, made by a responsible issuing
house and honestly underwritten.

There is reason to believe that these conditions were normally satisfied.
There were always, of course, unscrupulous promoters who made new
issues chiefly because of the superior opportunities for market-rigging
which these offered. It was easy to corner the market through a refusal
to allot to those who had sold heavily (at a premium) before allotment,
and to speculate with the funds raised by the issue itself.

On the whole, however, the underwriter who was left with stock on
his hands behaved more or less like any large owner of stock who wished
to sell out with the least possible loss. As for dealings before allotment,
their chief evil was probably the enhancement of the cost of company
flotation rather than the duping of the investor.!

3. THE HOME CAPITAL MARKET

The capital market for home investment was a much more compli-
cated affair. The London Stock Exchange was of quite minor importance,
except for issucs by the British government, corporations and existing
companies, particularly the railways. The business of London was
almost cntirely the financing of governments and foreign enterprises.
The local authorities and the railway companies, while raising most of
their capital in London, could also borrow in the provinces, the local
authoritics on mortgage or by private negotiation, the railway com-
panies on debenturc or by the issue of shares. The gradual amalgama-
tion of the railways increased their dependence upon London, since
there was ncither the same incentive to enlist the support of local
capitalists, nor the degree of imperfection of the capital market which
made borrowing in the provinces worth while. The local authorities
came more freely to London as their borrowing powers were extended,
and as the decrease in the National Debt created a demand for corpora-
tion stocks, which in 1888 became a Trustee Investment. Short term
issues of bills were also made during, and after, the nineties; and there
was a good deal of borrowing, especially when money was dear, through
the Public Works Loan Commissioners.?

Companies already in possession of their capital (other than railways)
scem to have becen responsible for more than half of the issues of home

1 They have been prohibited under rule 159 (2) of the Stock Exchange since 1920.
An earlicr rule prohibiting them was made in 1864 but was repealed a year later.
(R.C. on the London Stock Exchange, Q.. 1520—4 and p. 368.)

2 See G. Biddell, Loans of Local Authorities, p. 69 etc.
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industrials on the London market in the years immediately before the
first world war.! By value, the importance of issues by old companies was
very much greater. In the three years 1911-13, the value of issues made
by new companies (i.e. companies registered within one year previous
to the date of issue) averaged £8 m., while the value of issues by old
companies (i.e. companies registered at an earlier date) averaged
£22-5 m.2 These figures include issues by railway companies, investment
trusts, etc., payments to vendors in cash, payments made for the purchase
of land, the acquisition of other concerns, or for repayment of outstanding
loans, and finally cash not fully subscribed. In 19o7 the total value of
issues for investment at home, excluding issues by railways, financial
concerns and housing and estate businesses, and correcting for cash
payments to vendors was no more than £13-8 m.2 It is clear that even
in times of booms not more than about 10 9, of real investment at home
was financed through new issues on the London Stock Exchange by
industrial concerns and that of this 10 9%, the proportion raised by new
companies averaged under a third.

The raising of capital for new companies operating in Britain was
done largely in the provinces, sometimes by private negotiation between
business associates or with members of some wealthy family, and genc-
rally by the investment of their own capital by the directors or owners
and their friends. Public subscription on the Provincial Stock Exchanges
was of quite subsidiary importance. It is true that only 165 out of 378
public companies formed with a prospectus and registered in England
and Wales—taking an average of the years 1911—13—applied for a
special settlement on the London Stock Exchange.* But the companies
not making application werc apparently the smallest, and may have
included some which intended to operate in foreign countries. The face
value of the shares bought by the public in these 378 companies
amounted to no more than £g9-5 m. Of this £9-5 m. probably half was
subscribed for companies intending to operate abroad (including certain

1 F. Lavington, The English Capital Market, p. 208.

2 G. L. Ayres, ‘Fluctuations in New Capital Issues in the London Money Market,
1899-1913’° (unpublished M.Sc. thesis in London University Library), Table g.
The Economist average for the years 1911-13 is £36 m. per year, including issues by
public bodies: Ayres gives £32 m. His average for all issues, including issues offered
in London and other centres, is in almost exact agreement with the similar total of
The Economist, viz. £66-6 m.

3 Ayres, op. cit. pp. 201-2. It would appear from the paper on ‘Recent Capital
Issues’, published in Studies in Capital and Investment, that the correction to be applied
for expenditure on existing assets may have been much larger than Ayres’s figures
indicate. The objects for which new capital is raised are not always made particularly
clear.

4 Lavington, op. cit. p. 203.
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mortgage companies and investment trusts),! and possibly a further
quarter by companies floated in London. The provinces, therefore,
cannot have supplied more than £2-3 m. to companies formed with
a prospectus and employing their capital at home.2 And even this
total is in excess of the amount expended in the creation of new capital
assets.

A rather larger total was raised by public companies formed without
a prospectus, the shares being placed privately and sometimes unloaded
gradually on the Stock Exchange, or disposed of by an Offer of Sale.
In the years 1911-13 about a sixth of such companies applied for a
Special Settlement on the London Stock Exchange. Probably they
raised about £12 m. in the provinces for purposes of home investment.3

To this total, and to the total of capital raised by public companies
formed with a prospectus, an addition should be made for unsold shares
placed after allotment and for sales in the provinces of the debentures
and securities of undertakings not formed under the Companies Acts
(e.g. Public Utilities). This addition is put by Lavington at £9 m., but
it cannot, of course, be estimated with accuracy.

Adding together London and Provincial issues we get a total of
approximately £54 m. as subscriptions to home issues other than those
of railways and public bodies in the years 1g911-13. This total includes
cash payments to vendors, and purchases of land and existing assets.?
It is not easy to determine what proportion of the total is formed by
such transfers. Lavington makes a deduction of one-sixth, and this is
almost certainly much too conservative. £45 m., therefore, is to be
regarded as the maximum, rather than as a rough estimate, of the
average amount of capital supplied by the stock markets of England
and Wales® for real home investment in the years 1911—-13. It will be
remembered that these were years of exceptionally active business on
the Stock Exchange.

The importance of private companies must be emphasized at this
point. In 1913 they numbered almost 80 %, of all companies, and in the
years 1911—-13 they formed five-sixths of all new companies registered.
Private companies were usually small, and details of their capital are
difficult to obtain. They were not allowed to make ary appeal—except

1 In 1912, for cxample, 60 %, of the capital of companies registered in Edinburgh
with a prospectus was for ‘foreign’ companies. In England the proportion was
probably lower, but more companies would make issues in London.

2 Lavington’s estimate is £4 m. (op. cit. p. 204).

3 This is Lavington’s estimate (p. 204) ; I should be inclined to put the figure lower.

* And also, of course, all preliminary expenses. These are not, however, a capital
transfer.

® Capital raised on the Scottish exchanges probably averaged well below £5 m.—
perhaps no more than £2-3 m. 8 Returns of Joint Stock Companies, 1914.

c 7
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through the issue of debentures—to the investing public; they published
neither a prospectus, nor a statement in lieu, nor an annual balance-
sheet.! It is certain, however, that a large amount of capital was
invested in them annually, and likely that they had a greater incentive
than public companies to re-invest their profits whenever possible. In
addition to private companies, there were also, of course, private
firms—partnerships and so on—into which a small amount of new
capital flowed each year.

It is probable that at least half of the additions to capital of industrial
concerns operating in Britain came from undistributed profits. The
Colwyn Committee supplied interesting details of a sample inquiry for
1912. Out of trading profits amounting to £312 m., companics put to
reserve (either for capital extensions or for liquid balances) £102 m.,
or, deducting income tax, £96 m.2 This total excludes the undistributed
profits of private firms not registered as limited liability companies, and
it includes the undistributed profits of some companies whose main
assets were abroad. It also includes additions to reserves in the form of
cash or securities—both by manufacturing concerns, and by insurance
companies, banks, and so forth. The total of £96 m. is thus an under-
statement of profits put to reserve, but an overstatement of real capital
investment undertaken out of profits. The distribution of the £96 m.
between different producers was as follows:

£Lm. £m.
Manufacturers:
Mining, Iron and Steel 22 l
Textiles 81 488
Otbhers 18~7J
Transport (including shipping) 10-8
Distribution (wholesale, retail,
finance, insurance, etc.) 365
96-1

What is true of 1911-13 is even more true of earlier years. Few
companies relied upon the Stock Exchange when setting up in business,
or when making capital extensions. In the Coal, Iron and Steel group,
for instance, the paid-up capital of all companies whose shares were
quoted on any British exchange was no more than £29 m. in 1882 and
most of the shares were listed only in the provinces.> The Sheepbridge
Coal and Iron Company, the Staveley Coal Company, and Vickers’

1 Lavington, op. cit. p. 202.

2 Report of Committee on National Debt (1927), para. 45 et seq. The proportion of net
profits carried to reserve was thus 31 %. The Economist sample for 1912 shows a propor-
tion of only 25:3 9% (Hobson, The Export of Capital, p. 40).

3 Calculated from Burdett’s Official Intelligence which was first issued in 1882.
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were quoted (officially) only at Sheffield, and Pearson and Knowles’
only at Manchester. But there were, of course, dealings in London, and
some of the largest companies like Bolckow, Vaughan’s and Ebbw Vale
were included in the London Official List.

Similarly, industries like building, textiles, chemicals, engineering and
agriculture were almost entirely independent of the stock market. Either
the unit was small, or the standing of the borrower was little known
outside a limited area. Businesses of this kind might be sold to the
public either for family reasons or in moments of speculative enthusiasm
on the Stock Exchange.l But the bulk of the firms in these industries
remained in private hands. The cotton industry raised fairly large sums
on debenture (for instance, on the Oldham exchange), and placed shares
(without the issue of a prospectus) by private negotiation among local
people.? It also raised money from the deposits of its employees. But
very little of the industry was under the control of joint-stock companies.

It was the public utilities, financial institutions, transport in-
dustries, and public bodies which drew most heavily on the Stock
Exchange. Middlemen of all kinds, wholesalers, retailers, importers
and exporters, were also large borrowers: and the light industries
(especially tobacco) and the providers of services and amusements
formed another important group.

It is clear, then, to sum up, that ‘the vast majority of joint-stock
companies coming into being cach year were either already in possession
of their capital or obtained it by way of private negotiation’;3 that the
borrowings of old companies much exceeded the borrowings of new;
and that re-invested profits were a more important source of accumula-
tion than either. Itis clear, also, that private companies and firms, even
in 1913, were absorbing a considerable proportion of total savings
without the aid of any organized capital market. And, finally, it is
clear that no very large amount of capital went into manufacturing, and
that of the capital which did, a comparatively small proportion was
raised by public issue on the Stock Exchange.

When we turn to the marketing of home issues, the chief points
requiring explanation are the development of underwriting and the
reluctance of companics to have resort to the Stock Exchange for their
capital.

Until 1900 the payment of brokerage and underwriting commissions
out of capital was, in the view of the courts, illegal.* It was regarded as

1 The most notable case of this was the conversions of the large breweries into
public companies in the nineties.

? Lavington, op. cit. p. 208.

3 Ibid. p. 202.

¢ D. Finnie, Capital Underwriting, p. 47. Sce also O’Hagan, op. cit. vol. 1, p. 154.

7-2
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equivalent to the issue of shares at a discount, and it was a cardinal
principle of the Act of 1862 that the nominal amount of the shares of
a limited company was payable in full.! Obviously, therefore, the
advantages of underwriting could only be secured if the law was evaded.
That the law was in fact evaded was admitted on all hands.

The chief devices were the offer to the underwriters of a call at par on
unissued shares; the issue of shares at a premium, and the use of the
premium to pay the expenses of promotion; the payment of a high
nominal sum to the vendor, the vendor paying the underwriters out of
the surplus; and finally the issue of founders’ shares.?

The Companies Act of 1900 legalized underwriting, but appeared
also to make illegal some of these devices. Companies were empowered,
for the first time, to contract directly with the underwriters before the
offer of shares for public subscription, if the underwriting commission
was fully disclosed in the prospectus. But the payment of commissions
by vendors and promoters was apparently made illegal, although the
House of Lords overruled this view.> And the Act in effect precluded
the payment of commission for underwriting on the reconstruction of
companies. In the Consolidating Act of 1908 the arrangement of
underwriting by third parties was again sanctioned.

The commissions actually paid were usually from 5 to 6 9,, although
payments of over 50 %, or less than 3 9, were not unknown. There was
no legal limit. Since publication of commissions paid did not take place
before 19oo, it is impossible to judge how costly company promotion
was in earlier years. That it was costly there is, however, no doubt,
small companies being particularly expensive to float. In 1909
Mr Lowenfeld put the minimum expenses of flotation at £2000, which
included advertising and printing expenses, the fees of the bank, brokers,
solicitors and accountants whose names appeared on the prospectus, and
the underwriting commission. It was easy to spend much more. Some
firms of brokers and solicitors considered themselves ‘but poorly re-

Y Report of Company Law Amendment Committee (1906), chapter 25. This did not apply
to debentures or to issues by companies registered abroad.

2 J. Inst. Bankers, 1896, p. 161; Finnie, op. cit. p. 47.

3 For instance, it decided that the Act did not deprive companies of the right of
giving a call on shares as a consideration for underwriting (Report of Company Law
Amendment Committee, chapter 16.)

4 Ibid. The effects of the Act can be clearly traced in the statistics of new companies
formed after 19o0. Companies with less than £5000 nominal capital, or even £20,000,
showed practically no decline. Companies with a higher nominal capital fell off, the
ratio of diminution being greater, the larger the capital. The larger the company, the
greater the probability that it would be floated on the Stock Exchange, and hence
the greater the proportion which held back. Most of the larger companies were being
formed simply in order to take over private firms.
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munerated by a fee of 1000 guineas for merely giving the promoters
the right to print their name on a prospectus, their work and out-of-
pocket expenses being paid extra’.l Outlay on advertising and on
underwriting might each run into five figures. These heavy expenses
afford one very obvious reason for the reluctance of firms—particularly
small firms—to make use of the Stock Exchange.

The work of company flotation was done largely by individuals like
O’Hagan and by ephemeral promoting groups, to a limited extent by
trust and financial companies, and only in exceptional circumstances
by the large issuing houses: by the banks, practically never. There were
practically no permanent intermediate organizations which made it
their business to investigate profitable new ventures and capitalize their
prospects by the sale of securities to the public, staking their reputation
on the success, not simply of the issue, but of the company. There was,
in fact, no investment banking in the usual sense. The financiers who
did act as intermediaries were moved by the prospect of a purely financial
profit and were under a strong temptation to over-value or ‘overload’
their issues without regard to the ultimate earning power of the new
company. It was not unnatural, therefore, that new companies, domi-
nated by industrial interest, should be formed independently of the
Stock Exchange. It was generally cheaper to raise money privately.

Old companies wishing to sell out to the public or to raise additional
capital were offered rather better facilities. They had already some
reputation with their customers, their shareholders, and investors
generally, had an established record to offer for scrutiny, and had often
some past experience of company finance. But except for companies of
the very highest standing, the machinery of issue was quite inadequate.

The comparative unimportance of the Stock Exchange in the pro-
vision of new capital for British industry was thus, to sum up, a conse-
quence of four main influences. First, the preoccupation of the issuing
houses with foreign loans. This was partly a matter of historical develop-
ment, of the training and personnel of the merchant bankers. But it was
also a matter of the larger size of foreign issues. English industry was
still organized in small-scale units; there was a wealth of entrepreneurial
ability and of would-be entrepreneurs, and there were not the same
opportunities of standardized mass production as in other countries.
As a result, the average issue of home industrials was too small to attract
the wealthy issuing houses from an already profitable business with
foreign governments and foreign enterprises. Nor, secondly, were the
commercial banks willing to perform the function of intermediary.
Their passion for liquidity—born of long experience of financial panics—
made them hesitate to dabble in the long-term financing of industry,

1 H. Lowenfeld, All About Investment (1909), p. 175.
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although they had no objection—as we have seen—to making advances
to underwriters. A third and most important influence was the absence
of any urgent need or desire on the part of business men for Stock
Exchange facilities. It was possible to raise money through friends or
relatives (the concentration of capital in the hands of the few making
this easier), or to make extensions of existing undertakings out of current
profits. And where business men could retain full control with the help
of such borrowings and of bank overdrafts, their strong individualist
bias kept them clear of the Stock Exchange. These three influences
combined to reduce the demand for the services of intermediaries and
to make such intermediaries as did offer their services either expensive,
or incompetent, or unacceptable. It must also be borne in mind, finally,
that Britain was already tolerably well supplied with capital, that
housing, transport, and public utilities required far more capital than
industry, and that the Stock Exchange was generally taken up with
financing two at least of these groups.
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CHAPTER VI

THE STATISTICS OF INVESTMENT, 1870-1913

I. INVESTMENT AND SAVINGS IN 1907

In this and the next two sections my main object will be to devise an
index of gross home investment from 1870 to 1914 and to improve on
C. K. Hobson’s estimates of foreign investment for the same period.
No index of investment can hope to represent with any great accuracy
the changes that took place from year to year or over the period; but
even an imperfect index may convey a much less blurred, and by no
means more misleading, impression than any other summary or tabula-
tion of events could give.

The index of gross investment which ultimatcly emerges does not
correspond to any precise definition. The supply of data exercises a far
more powerful influence on the measurement of investment before 1914
than the requirements of economic analysis. It is enough to say that
gross investment is taken to include foreign investment (the balance of
payments on income account) and gross fixed capital formation (as
measured by the output of certain capital goods—ships, dwelling-houses,
railway track and the like—built for use in Britain or for British owners).
Stocks are excluded because no estimate of any value can be made of the
changes that occurred. Repairs are also excluded, although some esti-
mates are given. On the other hand, renewals are included unless a net
figure for capital expenditure happens to be available.

There should be no need to emphasize the tentativeness of the
calculations. The available material is fragmentary and often un-
reliable or difficult to interpret with certainty. When the Whitehall
bloodhounds, following the stronger scents of post-war national income
statistics, still lose the quarry now and again, it is hardly to be expected
that the trail of Victorian investment can be easily and confidently
followed.

The statistics of Victorian investment start inevitably from the Census
of Production of 1907. This provides by far the most secure base for the
construction of estimates both of total fixed capital formation and of
its constituents. It also provides some important clues to the rate of
saving.

In the General Report, prefixed to the Final Report on the Census,

1 C. K. Hobson, The Export of Capital, p. 204.
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Mr A. W. Flux made a number of estimates, of which the following are
of most immediate interest:?

Lm.
National income 1918-2158
Net investment (or savings) 320~ 350
Maintenance of existing capital 170~ 180
Net investment at home (excluding consumers’ goods) 170~ 190
Net investment abroad 100

The details of these estimates are not given. The estimate of net
investment does not include anything for additions to stocks in the hands
of merchants and traders, but does include additions to work in progress
in some industries (e.g. shipbuilding and engineering) and to stocks of
durable goods in the hands of consumers. Consumption in 1907 of
durable consumers’ goods (including ‘furniture, musical instruments,
carriages, motors, cycles, plate, jewellery, hardware, hollow-ware, china,
earthenware, etc.’) was £65 m.2 This figure appears to be the value at
works or port of landing and so to include no allowance for carriage,
merchants’ profits, etc. Flux puts net investment in consumers’ durable
goods (no doubt at retail value) at £50-60 m.

The estimate of net home investment is arrived at by deducting an
allowance of £170-180 m. for wear and tear and depreciation from
a total of £350-360 m. for gross fixed capital formation. All that is said
about the latter figure is as follows:

‘It is possible, by an examination of the Returns made to the Census
of Production Office, to separate the various classes of output into such
as are adapted for the personal use of consumers, and such as, by their
nature, must be employed in making or repairing machinery, plant or
buildings. Making a corresponding analysis of the Trade Accounts, it
is found that the value at works or port of landing of the goods made or
imported for use in the United Kingdom in making or repairing plant
and machinery, together with the value of buildings and other works
of construction, maintenance and repair carried out by private firms
and companies, public utility companies, and Government Departments
and Local Authorities, was about £320-325 m., and additions for
carriage, merchants’ profits, etc., may have raised the total value
of those products, as placed at the disposal of their users, to about
£350-360 m.™

I have been unable to reconstruct the total of £320-325 m. from the
census details and strongly suspect that it includes some element of
duplication.* I am also inclined to regard the addition of £30-35 m.

L Final Report on the First Census of Production of the United Kingdom (1907) [Cd. 6320],

PpP- 32-3.
2 Ibid. p. 31. 3 Ibid. p. 30. 4 See below, p. 120.
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for carriage and merchants’ profits as excessive, particularly as about
half the total consists of building and construction work (i.e. structures
which are not subsequently moved or merchanted), and much of the
remainder represents work done by firms or public authorities on their
own account (i.e. at cost).

Details are provided of the estimate for wear and tear and deprecia-
tion. First of all, it is said that some £130-135 m. can be identified in
the census returns as the cost of repair or maintenance work.! Again,
I have found it impossible from the published data to arrive at so large
a total.2 Secondly, figures are given, partly for actual outlay on repairs,
partly for depreciation, showing a total of £170-180 m.:3

£m.
Railways 21
Local authorities 175
Ships 85
Houses 33
Agriculture 15
Manufacturing industry 75— 85
170-180

Of these figures, the first is said to represent the actual expenditure
by the railway companies (as shown in the Annual Railway Returns)
on maintenance of way, works, etc., and on repairs and renewals of
engines, carriages and wagons. The second represents the total returned
to the Census of Production Office by local authorities, tramway, canal
and harbour authorities. The third is the total repair work carried out
in 1907 by private shipbuilders. The next figure is the allowance made
by the Commissioners of Inland Revenue for repairs to houses in the
year 1907-8. The estimate for agriculture represents the annual de-
preciation on permanent improvements (£12-1¢4 m.) and on tenants’
fixtures, implements, etc. (£3'5 m.). Finally, the total of £75-85 m.
is arrived at by estimating manufacturing capital at £1500 m. (of which
mining and quarrying account for £150 m. and gas, water and elec-
tricity for £350 m.), taking two-thirds of this total for buildings and
plant, and depreciating over a ten-year period at 4 9,.

Of the main estimates given by Flux, the first has been confirmed by
subsequent research, and a figure of approximately £2000 m. for the
net national income in 1907 appears to be near the mark.* The last, on

1 Census, p. 31.

2 See below, p. 122. 3 Census, pp. 35-6.

¢ A. R. Prest (‘National income of the United Kingdom, 1870-1946°, Econ. J.
March 1948, p. 57) gives an estimate of £1035 m.
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the other hand—that for foreign investment—appears to be too low;
instead of £100 m., the total was more probably about £135 m.! Net
investment, or savings, was put at £350—400 m. for 1913 by the Colwyn
Committee in 1927, and most other estimates lie within that range.?
This seems consistent with Flux’s estimate of £320-350 m. for 1907,
although savings may not include quite the same items in the two
estimates.

Before suggesting any amendments to Flux’s totals, I should like to
set out the main items composing gross capital formation in 1907. In
doing so, I shall abide by the census distinction between work done on
buildings, plant and machinery and work done on consumer goods3
—in effect, treating the building and engineering industries as the
industries adding to or maintaining capital at home and all other
industries, with qualifications, as making goods for consumers or for
exports. I shall include work done on buildings and plant by firms’ own
stafls, and exclude work done for the Army and Navy. I shall, however,
give figures for naval shipbuilding, in order to provide a basis for
analysing changes in the shipbuilding industry as a whole.

(a) Building work

The census distinguishes building work, nearly all of which is done by
firms in the building industry, and construction, which is undertaken
mainly by firms outside the building industry, and includes highways
and bridges, railway construction, harbours, waterworks and public
utilities of all kinds. Output in 1907, free of duplication, came to
£129 m., of which about £74'5 m. represented building work, and
£54°'5 m. construction other than building.? Details of the latter figure
are given, no allowance being made for any duplication arising out
of subcontracting.® The figure for building work is arrived at after
adding in building work done in the timber trades (£1-0 m.), in
other trades (£o'r m.), and by ‘employees of public authorities,
gas, water and electricity undertakings, railway companies, tramway
companies, canals, harbour, dock and other public utility companies’

1 See below, p. 180.

2 Report of the Committee on National Debt and Taxation, 1927, p. 16. See also F.
Lavington, The English Capital Market, p. 205 (where an estimate of £400 m. is given
for 1913); The Economist, 10 October 1925, p. 365 (where a lower estimate of £380 m.
is used); A. L. Bowley and J. C. Stamp, The National Income, 1924, pp. 56—7 (where
the total for 1911 is put at £403 m.). These references are taken from J. H. Lenfant,
‘Investment in the United Kingdom, 1865-1914°, Economica, May 1951, p. 162.

3 Cf. above, p. 104.

4 Census, p. 744. 8 Ibid. p. 764.
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(£6:3 m.).! An allowance of £64 m. is then made for duplication.
The census states that ‘by far the greater part of [sub-contracting]
was in respect of building work’,2 and, in fact, it assigns the whole
of the duplication to building.

To the total of £129 m., four additions fall to be made. First, iron
and steel and engineering firms undertook structural work on buildings
amounting to £81 m. Secondly, manufacturing firms carried out
construction, alteration and repair work with their own employees, the
total cost of the work being £5 m. Thirdly, the returns made by a large
number (18,000) of small firms were not tabulated, and jobbing men
working on their own account or on materials provided by their em-
ployers were not required to make returns. The allowance to be made
to cover such work might be about £5 m. Fourthly, some building
work may have been done by the employees of commercial enterprises
not covered by the census (e.g. warehouses, department stores, and the
like). Allowing for this item, we may put the grand total for all building
and construction in 1907 at £150 + 5 m.3

It is necessary, in order to avoid duplication under other headings,
to split this total into its main constituents. The first, and perhaps the
most difficult, item to estimate consists of dwelling-houses. These are
included under private premises (which include shops, factories and
warchouses). The maximum outlay on new ‘private premises’, assuming
no duplication, and including all the items not separately distinguished,
would come to £40 m. The figures (in £m.) are given in the table on
p-108. The total does notinclude building work, costing £7% m., done by

1 Ibid. p. 763. It may assist any future wanderer in the Census labyrinth if I give
what I take to be the constituent items included in the total of £6:3 m. They are:

Lm.
Railway companies 2'050
Gas works 2:441
Local authorities 1-286
Naval establishments 0313
Electricity undertakings 0°142
Waterworks, tramways and canals 0-088

6-320

? Ibid.

2 An estimate of £150 m. implies that the building work done under the last three
headings came to £13 m. The total can hardly have been much less. An outlay of
£13 m. would involve the use of building materials costing about £6 m. Now the
value of building materials produced and not embodied in the work totalling £129 m.
was approximately £14 m. (Census, p. 744; £143 m. minus £129 m.). Exports and
imports of building materials were approximately equal, so that building materials
worth £14 m. were either used or put into stock. This figure, however, includes
manufactures of glass, engine packings, etc., and materials bought by private persons.
These are unlikely to have accounted for more than about half the total of £14 m.
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the employces of local authorities, railway companies, and so on,! but
does include about £6 m. for work subcontracted to other builders and so
duplicated in the total.2 Very little of the £74 m. went on new dwelling-
houses—at most about £200,000. On the other hand, a great deal of
the subcontracting must have arisen in the building of new dwelling-
houses. Assuming that the element of duplication due to this factor was

\ . New Alteration | aNrOtt ) Total
! construction | and repair | ,. parately ota

: \ distinguished

‘ Private premises 32-01 | 2380 6-81 62:62

‘ Public premises ! 572 1-32 047 751

| Churches ‘ 1'54 054 019 2:27

| Not separately ‘, 012 l 006 0-89 1-06

} distinguished ;

I A L | ] B

} 3938 257 836 73'45

no greater and no less than in the rest of the building work done, and
that the work not separately distinguished can be divided in the known
proportions for work that was so distinguished, new construction of
‘private premises’ amounted to some £33% m. The further deduction
to be made from this total for new factories, warchouses and shops can
hardly have been less than 10 %, in a boom year like 1907 and may have
been substantially greater.? This indicates that the value of new dwelling-
houses erected may have been between £25 m. and £30 m.

An independent check on this calculation is possible. In 1907 the
number of new houses built was approximately 120,000.* The average
cost of a new house built in Glasgow in that ycar was £250 (excluding
site value), and this figure is also used by contemporary writers in
relation to the country as a whole. Thus the new houses built in 1907
are likely to have cost some £30 m., certainly not much less and quite
probably more. The Inhabited House Duty statistics offer a further
check. In 1go7 they showed a net increase in the gross annual value of all
houses, except those used solely for trade, of £2-3 m. Taking 14 years’
purchase of this (the average for house property included in estates,
passing at death in 1907), we obtain a total of over £32 m., inclusive

1 See above, p. 106.

2 This is slightly less than the figure of £64 m. given on p. 107 because some of the
work subcontracted was to firms in the timber trade whose output is not included in
the total of £73:4 m. Such work is not duplicated in this total, although it is, of
course, in the larger total covering all building work.

3 Part of the £8-1 m. for iron and steel structural work was likely to be in respect
of factories and warehouses; public utilities and railways are also included elsewhere.

4 See below, p. 155.
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of site values.! At that time, the construction of new dwelling-houses
was falling, and the corresponding figure for 1908 was only £24-8 m.
The work done in 1907 was probably intermediate between these two
figures.

These various calculations point towards a total lying between
L25m. and £30m. I propose to use a figure of £28 + 2 m., including
new houses erected by local authorities.

The next step is to analyse other building work and to obtain separate
totals for new construction and repair. The figures of building work
given in the table above, when redistributed so as to allocate what is not
separately distinguished between the various headings, but without
eliminating duplication, appear as follows (in £m.):

New Alteration }
. . Total

construction | and repair |

L e
Private premises 365 270 635
Public premises and churches 80 2:0 100

44'5 29-0 735 |

Starting from this point, eliminating duplication, and adding in the
building work done by manufacturing, commercial and other concerns,
by firms in the timber trades, by local authorities and naval establish-
ments, and by jobbing workers and small builders whose work was not
tabulated, it is possible to make a very rough analysis of the total. The
main assumptions that I have made are that the jobbing workers and
small builders were ecngaged almost entirely in house repairs; that of
the work done by the firms in the timber trades about half was on
public premises and half on shops, warehouses, etc.; that of the work
done by the employees of manufacturing and other concerns about
41 m. out of £8 m. was on ‘public premises’; and that the bulk of all
these additions should be made to repairs rather than new construction.
The resulting totals, shown on p. 110 (in £m.), exclude iron and steel
structural work, work done by the employees of railway companies,
and public utilities, and all construction work other than building.
These figures are not much more than elaborate guesses; but they
do not seem altogether unreasonable. Itis possible to check the estimate
for alterations and repairs against the allowance for repairs made under
Schedule A, which amounted in 1907 to £33 m. This figure included

1 This leaves out of account the ‘drag’ due to rent reductions given effect to
between revaluation years and the site value of the new properties (see Stamp,
British Incomes and Property, pp. 31—2). The first of these cannot have been large in 1go7
when the general trend in rents was upwards; the second might amount to 10-159%
of the value of the properties.



110 HOME AND FOREIGN INVESTMENT, 1870-1913

hotels, shops, warehouses, offices, factories, hospitals, schools, and so on,
as well as private dwelling-houses, so that it is comparable in scope with
the items included above totalling £38:5 m. The Schedule A allowance
does not relate to repairs actually executed but is intended to cover

New Alteration
. . Total

construction | and repair
Dwelling-houses 28-0 25'0 530
Shops, offices, warehouses, etc. 8.0 100 180
Public premises, including 85 3'5 12°0

churches

44'5 385 830

normal wear and tear, together with provision for the eventual replace-
ment of the premises.! It is probable that the allowance (one-sixth of
the gross rent) was adcquate for private dwelling-houses but too low for
commercial property.2 As 1907 was a prosperous year, it would not be
surprising if the Schedule A allowance fell somewhat short of the actual
outlay on repairs and alterations in that year, particularly if some of the
alterations were of a character properly debited to obsolescence (which
is not covered by the allowance for repairs).

Some check is also possible on the distribution of repairs between
dwelling-houses and other property. In the table given above, repairs
to dwelling-houses form 659, of the total. In the Inhabited House
Duty statistics, the proportion by gross annual value was about 60 9,
although one would have expected a higher proportion by gross annual
value than by actual expenditure on repairs.

Finally, the value of new construction can be checked against the
increase in the gross annual value of houses and messuages under
Schedule A. For England and Wales in 1907 this came to £2-83 m.,
for Scotland to Lo-26 m., and for Ireland to £0-06 m., making an
aggregate of £3-15 m. Neglecting any reductions in rent made during
the year, and taking 14 years’ purchase, this yields a total of just over
£44 m., inclusive of sites.® This is rather less than would accord with
the total of £44-5 m., exclusive of sites, given above. Moreover, some
allowance is necessary for the cost of iron and steel structural work not
so far included and amounting, perhaps, to about half of the total of
such work, i.e. to £4 m. If this were added to the value of new com-
mercial and public buildings, the total for new building would be raised
to £48'5 m.

While these checks do not yield complete agreement, they do not

1 Cf. Stamp, op. cit. p. 62. 2 Ibid. pp. 195-6.
3 See above, p. 108. In Scotland, both increases and decreases of rent are ignored.
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suggest that there is anything radically wrong with the estimates given
above. They certainly provide no evidence that the estimates are too
low.

(b) General engineering

The output of the engineering trades is dealt with in the census under
various headings. Structural iron and steel work has already been
included under building and construction. Shipbuilding and marine
engineering work, work done by the railway companies, local authorities
and public utilities, road vehicles and aircraft, tools and implements,
and electrical engineering are dealt with separately. The output of the
general engineering trades, excluding railway locomotives, railway and
tramway equipment, ordnance, and iron and steel structural work, was
£63:5 m.! In this total there is an unknown element of duplication,
consisting partly of work given out (e.g. for the installation of engines
and machinery), partly of machinery accessories and parts (including
parts returned with machinery and sold, e.g. to repairers). Most of the
work given out was probably to building firms in connexion with iron
and steel structural work, and has already been included under building
and construction; the restis duplicated in the returns of other engineering
firms. Hence the full amount, £3:6 m., should be deducted. Since the
total value of materials used by repairers was £3 m., it is unlikely that
parts returned and sold to repairers were large in value. Machinery
accessories and parts, to the value of £3-7 m., are best omitted altogether,
since they must have been used ecither for export, for embodiment in
new or repaired machinery, or for sale to manufacturers for the main-
tenance of their plant. Whatever use they were put to, it would involve
duplication to enter them separately. In addition, the total of £63:5 m.
includes £1} m. for marine engines sold to shipbuilders.2 Making the
necessary deductions we are left with a total of about £55 m.3 From this
a further small deduction should be made, say £} m., for work on
locomotives, ordnance, etc., appearing under the headings ‘Work in
progress’ and ‘Repair and jobbing work’.

In 1907 exports of machinery, excluding locomotives, but including
accessories, some railway equipment, and marine engines exported as
such, amounted to approximately £30-5 m. and net imports to £3-3 m.

1 Census, pp. 125 et seq. 2 Ibid. pp. 130, 134.

3 Mr Colin Clark (Investment in Fixed Capital in Great Britain, Royal Economic
Society Memorandum, no. 49, October 1934, p. 7), in reaching a total of £75 m.,
has included ordnance (£2'8 m.), the output of public utility companies and govern-
ment departments (which he puts at £1-6 m.) and only £9-6 m. for repairs executed
by firms’ own staffs (instead of the Census total of £16 m.), and has deducted only
£2-5 m. for duplication. He has made no deduction for the marine engines included
under other headings.
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Allowing 6 9%, for transport and other charges,! and, say, £1°5 m. for
exports of accessories, railway signals, etc., we have to deduct some
£24 m. to obtain the balance retained for home use. This balance,
amounting to £30'5 m., was made up as follows:

Lm.
New machinery 180
Work in progress 60
Repairs 65
305

Of the new machinery the largest item was textile machinery; invest-
ment in textile machinery in 1907 amounted to £53-6 m. Agricultural
machinery seems to have been comparatively unimportant, almost the
entire output being exported. For the general engineering trades as
a group, the output of new machinery was approximately £44 m. and
exports £30°5 m., so that exports on the average formed about 70 9, of
output. This proportion cannot be applied, however, to the value of the
work done by firms in the general engineering trades, since these firms
sold various accessories and parts, forgings and semi-manufactured
goods, marine engines, and so on, to British firms; undertook repair
work; and, in 1907, made large additions to work in progress.

(¢) Shipbuilding and marine engineering

The value of work done in 1907 in private yards, eliminating all
duplication, amounted in 1907 to £40-41 m., exclusive of general
engineering work and other goods, but inclusive of marine engines
made by enginecring firms and fitted by shipbuilding firms.? From
this therc falls to be deducted some £4 m. for war vessels (including
a small allowance for engines returned separately by the marine en-
ginecring firms that built them). On the other hand, about £o-5 m.
of repair work undertaken by lighthouse authorities, railway, canal and
harbour authorities has to be added. The total of some £37 m. was
distributed as follows:

£m,
New ships 185
Repairs 90
27°5
Exports 95
370

1 The Census assumes a much higher allowance, but I can see no justification for
exceeding 6 %, on capital goods, most of which are likely to have been exported without
the use of an intermediary.

2 Census, p. 135. Mr Colin Clark’s figures for 1907 (loc. cit. p. 8) omit engines
valued at £3-5-4 m. that were returned separately from the hulls to which they were
fitted.
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Some of the repairs were for foreign owners; and similarly some repairs
to British vessels took place abroad. Of the output of new ships, some
were in replacement of existing vessels, and only the remainder repre-
sented an increment in British shipping capital. The capital value of the
British mercantile marine was about £150 m.,! and the normal allow-
ance for depreciation was §9%, per annum. In addition, 230,000 gross
tons of old shipping was sold to foreigners. Thus net investment in
shipping in 1go7 fell far below £18-5 m. It was probably not more than
L1om.

For war vessels the output in 1907 can be summarized as follows:

Lm.
New vessels from Royal dockyards 34
New vessels from private dockyards 4-0@
Repairs and other work in naval dockyards 25

99

@ Including £3 m. for engines fitted by marine engineering firms.

The total of just under £ 10 m. is somewhat lower than the Admiralty’s
return of cxpenditure on naval construction in 1907 amounting to
L11-1 m. The difference may represent repair work carried out by
private yards and already included above; but part no doubt represents
work carried out abroad.

(d) Electrical engineering

The work done by the clectrical engineering trades has to be entered
net of any equipment, such as insulated cables, batteries, etc., that are
used by building, contracting and engineering firms and included in the
valuc of their output. In particular, all telegraphic and telephonic
equipment is included under construction work, other than building.?
Some clectrical equipment is included in the value of electric lines and
works constructed or repaired (amounting to £1-8 m.); and some
electrical goods were no doubt used by manufacturing firms in work of
construction and repair carried out by their employces, by shipbuilding
firms, railway companies, etc.

It is difficult to say how much should be deducted from the output
of the electrical engineering trades on this account. The gross total,
excluding telegraph and tclephone cables and accessories, and deducting
net exports and all work subcontracted, was £11-2 m. This can be
reduced to £10 m. after deduction of electrical equipment used in the

1 See below, p. 171.

2 The value of such work in 1907 was £4-7 m. The materials used amounted to

about £3 m., and this was well in excess of the value of telegraph and telephone
cables and accessories consumed in the United Kingdom.

c 8
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work on electric lines and works referred to above. The lowest figure
that can be taken is the value of electrical machinery and parts (less
exports), contract work executed in the United Kingdom, and repair
work for customers, together with some allowance for materials used in
carrying out contract work. The first three of these items totalled
£56 m., and the last cannot have been less than £1 m. The total for
this group, therefore, lies between £6-6 m. and £10 m. I propose to use
a figure of £7+5 m.

(¢) Railway companies

The work of construction, repair and maintenance undertaken by
employees of the British railway companies is given in the 1907 Census
as £34-7 m.1 Part of this total—£2-1 m.—is made up of miscellaneous
goods such as tarpaulins, lamps and so on, or of gas and electricity
manufactured by the railway companies for their own use. On the
other hand, the total excludes work to the value of £2-3 m. carried out
by the building industry on the permanent way and other structures of
the railways and light railways;* and by the engineering industry in
manufacturing locomotives to the value of about £1-5 m. for sale to the
railway companies.® In addition, engineering firms in the carriage and
wagon trades made or repaired railway carriages and wagons to the
value of about £2 m., mainly for private wagon-owners.* This gives
a total of £38-4 m. for construction and maintenance work on the
railway system. The total can be divided roughly as follows:

£m.

Constructional work on permanent way, bridges, docks, etc. 174

Locomotives 94

Carriages and wagons 10°2

Other work (telephones, steamboats, road vehicles, hoists 14
and cranes)

384

1 Census, p. 165.

2 Ibid. p. 763. How much of the total was work done on light railways is not
stated.

3 Ibid. pp. 128, 130. The output of locomotives from the engineering trade was
£4'5 m., while exports (including road locomotives and valued at port of shipment)
came to £3°4 m.

4 The output of railway carriages, wagons and parts from the carriage and wagon
trades came to £7-7 m. A large proportion of this output was exported, but no figures
are available for exports of all-steel wagons and trucks. Exports of other wagons and
of carriages came to £4+3 m. out of a total output (including an element of duplication)
of £5'3 m. Allowing for some duplication (of parts and accessories) and for the
margin between value at works and free on board ship, we may put domestic sales
at £1-14 m. In addition, repairs to the value of £o0-7 m. were carried out, so that,
in round figures, the work done on rolling stock for use on the British railways was
approximately £2 m.
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Of this total, perhaps about £1+7 m. was financed by private wagon-
owners, so that the outlay of the railway companies was approximately
£36-7 m. This figure is not easily reconciled with the figures given in the
railway companies’ accounts. Expenditure on repairs and rencwals was
about £23'3 m., excluding the value of locomotives purchased by the
companies.! This total consists of three items: maintenance of way,
works and stations, repair and renewals of carriages and wagons, and
repair and renewals of locomotives. It is not clear under what heading
the work done on telephones, steamboats, road vehicles, hoists and
cranes, amounting to £1:4 m., is classed. Assuming that such work is
not included in any of the three items, we obtain the following picture

(in £m.):

Total Repair
construction and Difference
and repair renewals
Permanent way, etc. 17°4 I1°1 6-3
Locomotives 94 6-0 34
Carriages and wagons 85 62 2-3
35'3 233 12:0

The total of £12 m., representing the margin between total construction
and repairs and renewals is substantially in excess of the expenditure of
the railway companies on capital account, which is estimated below at
Jjust under L10 m.2 If it were possible to allocate the miscellaneous
items, such as telephones and road vehicles, between new construction
and repair the difference would increase. On the other hand, if the
railway companies debited their purchases of locomotives to repairs and
renewals, a large part of the unexplained difference would disappear.
Whatever the explanation, the census provides evidence that my esti-
mates for the railways—/23-3 m. for repairs and maintenance and
£9:8 m. for capital expenditure in 1907—are too low by some 10%,.
The underestimate is likely to be due to the exclusion of some fairly
large items from repairs and renewals.?

1 See below, p. 137.

2 Ibid.

8 My estimates differ at various points from those of Mr Colin Clark (loc. cit.
p. 10). He has included construction and repairs to hoists and cranes (£o0'3 m.)
under work done on permanent way, stations, etc. Work done on rolling stock and
locomotives by the companies should be £16:1 m., not £15'9 m. as given by him.
Finally, I have put private wagon construction and repairs (and carriages built
for the railways—for example, for the London Underground railways) at £2-0 m.
compared with his £o-9 m.

8-2
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A substantial part of the total for railway companies given above is
included under building and construction. The engineering work done
by or for the railway companies! consisted of:

£Lm.
Locomotives, carriages and wagons (made or repaired) 16-04
Locomotives, carriages and wagons (purchased) 1-80
Locomotives, carriages and wagons (private owners) 170
Hoists and cranes: repairs 030
Road vehicles: construction and repair 027

20°11

(f) Local authorities and public utilities

The work of construction and repair undertaken by local authorities
in 1907, excluding work done by their gas, water and electricity under-
takings, came to a total of £19-7 m. This total included the following
items:

£m.
Highways and bridges 112
Sewers and sewage disposal works 2'1
Tramways and light railways 2:0
Harbours, docks and canals 1-7
Buildings 13
Other works 14

197

The building industry carried out work to the value of £11-3 m. on
highways, sewers, waterworks, etc., and a large proportion of this must
have been on behalf of local authorities.? In addition, work done by the
staffs of gas, water and electricity undertakings in public ownership
amounted to £4-5 m. Thus the aggregate value of work of construction
or repair financed by local authorities and by gas, water and electricity
undertakings owned by local authorities lay between £24+-2m. and
£35'5 m., together with any purchases of machinery and plant made
during the year.

The total outlays on construction and repair of gas, water and elec-
tricity undertakings was £8-2 m., and a further £2-85 m. was spent on
similar work done on contract by builders. The total was divided as
shown in the first table on p. 117 (in £m.).

Work done by the employees of canal, dock and harbour companies
on construction and repair (mainly the latter) amounted to £850,000.

1 Work done on steamboats and telephones to the value of £o0-80 m. is included
elsewhere.
2 Census, p. 762. Total for construction, omitting railways.
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Tramways and light railways not operated by local authorities carried
out work valued at £600,000. The work done on telegraph and tele-
phone lines and in the manufacture of telegraphic and telephone ap-
paratus by the G.P.O. and the National Telephone Company amounted
to £4% m., of which about £3 m. represented new construction and the
balance of £1} m. repairs and alterations.

New )
construction (@) Repairs @ Total
Gas 11 2-8 39
Water 2:8 14 42
Electricity 19 1 30
58 53 111

@ The division between new construction and repair is approximate.

Taking all these various items together, we obtain an aggregate for
local authorities and public utilities (excluding nearly all work done on
contract by the building industry) of £36-5 m. made up roughly as
follows (in £m.):

New . Repair Total
construction
Local authorities 34 16-3 197
Gas, water and electricity under- 58 53 r1-p@
takings (including public under-
takings)
Canal, dock and harbour companies 015 07 085
Tramways and light railways (o°15) (0°45) 06
Telegraph and telephone lines 30 125 425
12°5 24°0 36-5@

@ Including £2'85 m. for work done on contract by building firms.

Nearly the whole of this amount, however, is already included in the
total for building and construction. The only items not so included are:

£Lm,
Electrical equipment 115
Trams 1:05
Telephone accessories 0-25
Waterworks and canals 015

2:60
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(g) Miscellaneous items

There remain a large number of miscellaneous items, some of which
are perhaps not true constituents of gross capital formation but are
rather of the nature of running repairs while others cannot be estimated
with any precision.

(1) Repairs by manufacturers to their own plant

In 1907 manufacturers spent £16 m. on repairs to plant carried out
by their own cmployees.! Of this total, £2-1 m. was spent by enginecring
firms? and £7-25 m. by firms in the iron and steel group as a whole.?
About £5 m. out of the total of £16 m. represented materials bought
from other firms,* but it is unlikely that there can be much duplication
between this £5 m. and the amounts already included for engineering
output.

(i1) Tools and implements

The output of tools and implements in 1907 was £5} m. and net
exports came to £1-8 m. While some part of the output consists of
consumer goods, the bulk does not. I propose to take a figure of £3 m.
for inclusion in gross capital formation.

(i) Trams, horse-drawn vehicles, colliery wagons, etc.

Trams made or repaired by the companies operating them have
already been included. In addition, there was an output of Lo-5 m.
from the carriage and wagon trades, partly for export. The carriage
and wagon trades also produced colliery wagons to the value of
£180,000. At the same time, the output of horse-drawn vehicles from
the carriage, cart and wagon trades came to £0-9 m.,5 and these trades
also executed repairs to the value of about £24 m. Making allowance
for exports, for other work done by these trades, and for similar work
done by other firms and not already included, I should be inclined to
put new construction (excluding consumers’ goods) at £1 m. and repairs
at £2 m.

(iv) Motor vehicles

The output of commercial motor vehicles in 1907 was probably
negligible, and the cycle and motor trades can be regarded, therefore,
as engaged almost exclusively in the production of consumers’ durable

1 Census, p. g8. 2 Ibid. p. 129. 3 Ibid. p. 98.
4 Ibid. p. 129. 8 Ibid. p. 7y09.
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goods. The total output, divided about equally between cycles and
motors, lay between £10-9g m. and £12:9 m.,! and home consumption,
after adding the excess of imports over exports, was some £2 m. higher,
say £14 m. in all. Of this total £1-7 m. represented repairs.

(h) Other work

In various trades, work is done that should be included if gross
capital formation is defined broadly. For example, the new shops,
offices and factorics that were built in 1907 needed equipment and
furnishing. There is some shop-fitting undertaken by the timber trades
(and included under the heading of manufactured joinery), some general
jobbing work done by blacksmiths, galvanized sheet repairs, and so on.
Other items not included so far are brass goods (such as gas meters and
various builders’ and engineers’ goods), ships’ nets, machinery brushes
and belting, casks, iron and steel pipes, and tyres. Some of these are
large items (for example, the value of finished brass goods retained for
home use was £5-9 m.), but they are partly duplicated elsewhere. Itis
probable, too, that some of the various accessories, castings, forgings,
etc., that are produced are used by firms not covered above (e.g. coal-
mines,? warehouses and schools), and that an item for engineering work
should be included in parallel with the addition of £3 m. made for
building and construction.? I have taken a round figure of £10 m. to
cover all these miscellaneous headings.

The figures of gross fixed capital formation can now be added up:

Total

(£m.)

Building and construction 150

Engineering work:

By general engineering firms 30'5
By shipbuilding firms 275
By or for railway companies 20°0
By manufacturing firms on their own plant 16-0
By electrical engineering firms 7'5
By public utilities, local authorities, etc. 25
Tools and implements 30
Trams, horse-drawn vehicles, etc. 30

110°0 110

Other work 10

Total 270

1 Census, p. 140.

2 It is not clear whether coal-mines are included in the ‘manufacturing firms’ that
spent £16 m. on work of construction and repair undertaken by their own staff.

3 Cf. above, p. 107.
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This total is obviously far short of Flux’s. Even if naval shipbuilding
(410 m.) and guns and gun-mountings (about £3 m.) were added, the
resulting total of £283 m. would be some £40 m. below Flux’s estimate
of £320-325 m. Moreover, I see no reason to add anything like 10 %,
for costs of merchanting, freight and installation. The installation costs
are already included in the output of the building industry; most of the
output is cither not moved at all, but built or assembled where it is
required, or made at the point at which delivery is taken (like ships
and locomotives); and few capital goods in their finished state are
handled by intermediaries.

Making a nominal addition of £5 m. to cover costs of this kind
I should be disposed to allow a margin of error in the estimates of
engineering output of £10 m. The final totals would thus read:

£Lm,
Building and construction 150+ 5
Engineering and other work 125+ 10
Total fixed capital formation 275+ 15

In order to arrive at an estimate of savings in 1907 from this figure
it is necessary to deduct repairs and renewals and to add additions to
stocks (including, on a wide definition of savings, stocks in the hands of
consumers) and net foreign investment. I shall give presently a rough
estimate of repairs, but not for the additional allowance for obsolescence
and depreciation that has to be added. For this it is simpler to proceed
along the lines followed by Flux. His calculations arc obviously open
to criticism, since at some points they rest on actual repairs and at
others on the provision for repairs and renewals that is necessary in
order to maintain capital intact. The figure for ships, for example, is
for repairs actually carried out and neglects replacement requirements
altogether. Nevertheless, the total of £170-180 m. seems to me, in the
light of the calculations that have been made for other countries, to be
about right. It represents 83—9 %, of the national income. This is less
than the 10-11 9, for the United States that Professor Kuznets arrives
at, but since a large proportion of British capital was overseas and less
capital per head was used at home, there are good reasons for expecting
a rather lower percentage.

Additions to stock in 1907 were probably slightly greater than normal.
Stocks were probably equal to about 5 months’ income (i.e. to about
£400 m.), and the increase over the year may have been of the order of
5-10 9, (i.e. rather faster than the increase in the national income). We
may take a figure of £30 m. as the best guess on very little data. Part
of this £30 m. is already included in the form of additions to work in
progress by general engineering firms (£6-7 m.), and in one form or
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another under some of the other headings. It might be sufficient,
therefore, to put the addition to be made for stocks (including working
capital) at £20 m.

The savings made by consumers in the form of goods in their own
possession consist mainly of furniture, jewellery, carriages, cycles and
motor vehicles. The high figure of £65 m. put forward by Flux is a gross
total including, for example, china and pots and pans. The net addition
was obviously far smaller. For the items listed above, the gross value of
home consumption was about £30 m. at works.! From this, and from
a comparison with the value of the new houses built in 1907, it would
seem reasonable to credit consumers with an addition (at retail value)
of about £30 m. These estimates may now be compared with Flux’s:

Cairncross Flux
(£m.) (£m.)

Gross fixed capital formation 275 350—360
Addition to stocks 20 —
Addition to consumers’ durable goods 30 (50— 60)
Gross capital formation 325 (400—420)
Less repairs, renewals, etc. 175 170-180
Net home investment 150 (220-250)
Net foreign investment 135 100
Net savings 285 320-350

The main difference is in the first item, the second and third items
more or less counterbalancing one another. No less than £30 m. of the
difference under this heading is due to the addition made by Flux for
transport and merchanting. The omission of naval shipbuilding, and
guns and gun-mountings accounts for another £13 m. It would ob-
viously be possible to accumulate the remaining £35 m. from the census
schedules. But the real difficulty is to know whether this would not be
mere duplication. Work appearing as engineering output reappears as
materials used by building contractors; work done by the timber trades
is duplicated in the value of ships, offices, etc. Although I am loath to
set aside figures that were obviously compiled with great care, I do not
feel disposed to make an addition of a third to my total for engineering
work (the total for building and construction is not in dispute) merely
because the total of £320-325 m. appears in the census, without
supporting detail.?

1 Some disinvestment in horses and carriages should be taken into account.
2 Mr Colin Clark (op. cit.) reaches a total rather lower than mine and pro tanto
lower than Flux’s. He puts fixed capital investment in 1907 at £247 m. and repairs
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The estimates given above indicate a roughly equal division between
the increments in capital at home and overseas. They also imply that
net savings were about 14 9%, of the net national income; that gross
fixed capital formation plus foreign investment came to 205 9, of the
net national income; and that gross investment (including additions to
stocks and to consumers’ durable goods) was as high as 239,. Using
Flux’s estimates, those figures would become 16-17-5, 22:5-23 and
25-26 9,. On quite general grounds I should be doubtful of such high
percentages.

We may now turn back to regroup the data and make a rough
division between new construction and repair.

The figures given in Table 22 continue the division between building
and construction work and engineering work. Details arc given for the
more important public utilitics, and the work done by the railway
companies and local authorities is assigned to its appropriate heading.
The census data on repairs are used but are not always sufficient to allow
the total work done on construction and repair to be divided between
the two. For example, the work done by manufacturing firms to their
own plant totalled £16 m., but it is not known how much of this was
new construction, and I have made a quite arbitrary estimate of £2 m.
The aggregate omits all ‘Other work’ estimated above at £10 m. and
the allowance of £5 m. for merchanting and transport costs.

Table 22 shows a slight cxcess of new building over repair work, and
a larger excess of new engineering work over repairs. The total of
L 120 m. for repairs is below the census figure of £130-135 m., but the
difference could be largely accounted for out of the £10 m. of ‘Other
work’ omitted (much of it being repair work), and the naval and
ordnance repairs that have been excluded. I should be disinclined,
however, to raise the total for repair work above £125 m. out of the
total of £275 m. for gross fixed capital formation. New construction
(including fittings of all kinds) would then amount to £150 m.

Adding the increment in stocks and work in progress and in consumers’
durable goods we have a gross figure of £200 m. On the basis of the
estimates made so far, this was divided as follows:

Lm,

Net increment in fixed capital (including building, 100
engineering and shipbuilding work in progress)

Renewal of fixed capital 50

Increment in consumers’ durable goods 30

Increment in stocks 20

200

at £103 m., compared with £260 m. for building and engineering output (above,
p- 119) and £125 m. for repairs (below, p. 122).
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New ] Repairs. and Total
construction | alterations
Building:
Dwelling-houses 280 250 530
Shops, warehouses, offices, factories 80 10°0 18-0
Public premises 85 3'5 12°0
44'5 385 830
Construction:
Structural work to:
Buildings, bridges, etc. 80 — 8o
Highways and bridges 24 109 133
Railway companies ‘@ 58 106 164
Light railways and trams 16 08 2°4
Gas, water and electricity 51 50 10°1
Harbours, docks, canals 38 19 57
Salvage and sewage disposal 2:2 1-6 38
Telegraph and telephone lines 33 14 47
Other work (mainly by local 1-2 1-6 2-8
authorities) -
334 338 672
Engineering:
General engineering 240 65 30°5
Electrical engineering 65 1-0 75
Shipbuilding 185 g0 275
Work done by manufacturing 2'0 140 16-0
firms to their own plant
Railway companies:
Rolling stock 57 12°2 17:9
Other @ 01 0’5 06
Private wagons 10 (] 17
Trams, horse-drawn vehicles, etc. 11 2:9 40
Tools and implements 30 — 30
Public utilities (not already 0-8 08 1-6
included)
627 476 110°3
Total of all work 1406 119:9 2605

@ Construction work done by the railways to the value of £1 m. appears under
‘gas, water and electricity’ and ‘ harbours, docks, canals’. Repairs to hoists and cranes
and road vehicles are included under ‘Other’ in engineering work. Other railway
work is included under ‘Shipbuilding’ and Telegraph and telephone lines’.
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It is almost impossible to check the figure of £50 m. for renewals.
For shipping alone an allowance of £9 m. might be required to cover
depreciation and sales of old ships. The gross annual value of houses
and messuages coming under Schedule A in 1907-8 was £213 m. and the
capital value about £3000 m.,! so that a sum of, say, £10 m. might be
necessary to cover obsolescence and depreciation in addition to current
repairs. This would leave the bulk of the £50 m. to be accounted for by
other items.

The most difficult point of reconciliation is between the estimate of
£75-80 m. for depreciation and repairs in manufacturing industry and
the much lower figures for repairs in Table 22. These show only £10 m.
for repairs to industrial and commercial premises and a maximum of
£33 m. for engineering repairs (excluding railway companies and public
utilities).

2. THE STATISTICS OF HOME INVESTMENT

For the period before 1914 it is possible to obtain annual series indicative
of investment in ships, railways and dwelling-houses. The loan expendi-
ture of local authorities provides some measure of investment in public
buildings and public utilities. For general engineering a crude index
of iron and stcel consumption must do service in the present state of
knowledge. These five items allow of the calculation of a rough index of
gross fixed capital formation. The proportion which they formed of the
total in 1907 is shown below:

New . -

construction Repairs Total
Ships 185 90 275
Railway companies (13°4) (23°3) 36-7
Local authorities (7-0) (18-0) (25-0)
Dwelling houses 28-0 250 53-0
Machinery 24°0 65 30°5
Total 90°g 81-8 17247
Proportion of total 64-6 68-2 66-3

The work done on contract for local authorities is not known, so that
all that has been attempted above has been to add the work done by the
employees of local authorities, the work done by publicly owned gas,
water and electricity undertakings, and an estimate of the work done on
contract for those undertakings. This yields a total of only £7-0 m. for

1 Stamp, op. cit. p. 404.
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new construction, whereas the loan expenditure of local authorities,
including all the work done by the building industry on public buildings,
highways, sewers, etc., was £23:6 m. On the other hand, the £13-4 m.
shown above for new construction by or for the railway companies is
neither the total of new construction nor the expenditure charged to
capital account. Itissimply the difference between the total of £36-7m.
estimated in the previous section as the total value of work of construc-
tion and repair and the total of £23-3 m. that can be traced as renewals
and repairs in the Annual Railway Returns. Expenditure on capital
account in 1907 appears to have been about £9-8 m., and this is the
figure that will be included in what follows for ‘new construction’ by
the railway companies.

These two amendments make the total for new construction £105 1 m.,
or nearly three-quarters of the aggregate for all new construction in
1907. Thus the five items listed are likely to reflect fairly accurately the
movement of total new construction. For some of the items (railways
and—very crudely—ships and dwelling-houses) it would be possible to
make annual estimates of repairs. On reflexion, however, I have pre-
ferred to limit my estimates to new construction, both because it is more
easily measured and because it is more highly variable. Thus the esti-
mates which follow are not of gross fixed capital formation in the usual
sensc since they omit repairs, nor are they of net investment since they
include renewals (except railway renewals), but are intermediate
between the two.

(a) Shipbuilding

I have taken the net tonnage of merchant vessels launched for home and
colonies as an index of new merchant construction. It happens that the
only available price index relates to dcad-weight carrying capacity, and
I have thercfore converted from net to dead-weight tons on the basis of
estimates made by Sir Norman Hill.! Since sailing vessels generally sold
for about three-fifths of the price of steamships, I have reduced the
figures for sailing vessels by two-fifths. The resulting index of new

1 See Crammond, The British Shipping Industry, p. 13. The ratio of dead-weight to
net tons has been made to rise as follows:

(i) For steamships: from 1-75 (1870) by 0-025 annually to 2-25 (1890), and there-
after by 0-020 annually to 2-73 (1914).

(it) For sailing vessels (wood and iron): from 1-30 (1870) by 0015 annually to
1-60 (1890); then by o-o10 annually to 1-70 (1900); then no change until 1914.

Mr J. Williamson, in the Annual Reports of the Chamber of Shipping (e.g. 1889, p. 39),
used to take 1-75 as the ratio for all steamships afloat, and 1-33 as the ratio for sailing
vessels. See also the Report of the Commission on Measurement of Tonnage (1881), pp. 17,

39, 7824, etc.
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mercantile construction, expressed in equivalent dead-weight tons of
steamships, is shown in Table 23.

The volume of mercantile construction fluctuates with the tonnage
launched but is not necessarily measured accurately by it. The fitting-out
of completed hulls generally lags behind the launching of new vessels,
which in turn lags behind the commencement of new vessels. On the
whole, therefore, one would expect figures of launchings to provide
a better index of the volume of activity in shipbuilding than either ton-
nage completed and added to the register or tonnage commenced. In
1907, when shipbuilding activity was declining fairly rapidly, the gross
tonnage of all merchant vessels launched came to about 1-66 m. gross
tons, while the tonnage constructed, according to the Census of Produc-
tion Report, was 1-60 m. gross tons or some 3 %, less.! So close a measure
of agreement between tonnage launched and work done, however,
particularly in a year of falling output, is probably unusual.

A price index of new ships is less readily calculated. The best that can
be done at present is to take the quotations given by Giffen from the
Circulars of C. W. Kellock,? and supplement them from the well-known
quarterly estimates of the price of a new 7500 ton steamer given in
Fairplay. These are available from 1898, when Giffen’s figures stop.
A comparison of the Census of Production figurces for 1912 with those
of 1907 shows a rise in building costs (including machinery) from £17-0
to £20-8 per gross ton, i.e. by 22 %,. The rise in selling price as estimated
in Fairplay was 27 %,. Itis fairly clear both from this example and from
inspection that the price index fluctuates rather too violently. Itis also
probable that the astonishingly rapid fall in the seventies and eighties
is exaggerated, although isolated estimates by contemporary experts
offer some confirmation. The index relates to the price of fairly small
vessels. It is a rough guide to market quotations but not nccessarily to
average realized prices.

The index shows the price of steamships per dead-weight ton.
Multiplying by the volume of new construction, also expressed in dead-
weight tons, we have an index of the value of mercantile construction.
In 1907 the value of ships built for British owners was £18:5 m., and
using this as a base it is possible to work out estimates for the other
years.

About half the total tonnage in the years immediately after 1870 was
launched on the Clyde. It happens that contemporary estimates are

1 The tonnage constructed was ‘a figure calculated to represent the actual amount
of shipbuilding work done’; whether the vessels were completed or only partly built
in 1907 (Census, p. 133).

2 Report of the Commission on Trade Depression, vol. 1, p. 169 (for 1870-82); and
JF. R. Statist. Soc., March 1899, p. 48 (for 1882—98).
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Year

1871
1872
1873
1874
1875
1876
1877
1878
1879
1880
1881
1882
1883
1884

1885
1886
1887
1888
1889
1890
1891
1892
1893
1894
1895
1896
1897
1898
1899
1900
1901
1902
1903
1904
1905
1906
1907
1908
1909
1910
1911
1912
1913
1914

187c;

Value of | valye of
Volume of | price of new new Value of
new con- new mercantile | . cantile | Value of naval
struction steamships con- con- repair building

(dwt. (1907 struction struction work and

tons 000’s) | _ 100) (un- (corrected) (£Lm.) repairs

corrected) (£m.) (£m.)

(£m.)

462 227 10°3 8-6 44 2'0
575 280 158 13°3 6-2 1-7
654 280 18-0 153 6-4 1°4
586 305 17°6 15-0 71 21
772 296 225 19'3 71 2'5
536 239 114 9'8 74 26
435 229 98 85 6-2 2:9
605 215 13-8 12-0 49 25
681 198 133 11-6 57 2:6
640 173 10°9 96 55 2-2
744 202 148 13°0 7°1 2:3
910 218 19°5 17°2 81 2:4
1210 214 255 22-7 8-3 2:7
1423 148 207 185 6-3 29
849 132 11-0 99 57 33
608 127 8-1 7-3 45 54
461 114 52 4-8 51 4°4
566 127 74 6-7 56 37
967 132 12:6 11°5 65 33
1346 148 19-6 18-0 7°6 45
1308 148 19°1 17-6 79 65
1273 115 14°4 13°4 6-1 6-5
1245 115 14°1 13°1 6-2 53
990 99 97 91 52 43
1222 99 11°9 1r-2 58 56
1148 99 11-2 10°6 58 71
1156 94 10°7 1071 58 8-6
1051 106 109 10°4 6-7 6-6
1619 118 18-8 18-0 74 8.4
1759 129 22'3 21°4 85 95
1748 135 232 22-4 87 11-2
1808 122 217 21°0 75 11°3
1851 112 20°4 19-8 77 11-6
1518 108 16-1 157 7:9 152
1811 95 16-9 16-6 7°2 14°4
2130 99 20-8 20-6 77 12:9
2322 104 23-8 237 8-8 11-7
1882 100 185 185 90 II-1
1035 88 91 91 75 11-0
1301 88 11°4 15 77 129
1559 91 13°9 141 82 16-4
2396 100 235 239 93 16-1
2346 127 28-8 29°4 120 17°3
2601 133 346 355 13-0 18-2
2243 118 26-2 270 96 19°1
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available of the value of the ships launched on the Clyde for several
years before and after 1870 (including, however, the value of warships
and vessels built for foreigners). These estimates, which are likely to be
reliable, are given in Table 24.! They indicate that the estimates for
those years in Table 23 are too high. In 1874, for example, the value
of 260,000 net tons of new shipping launched on the Clyde (nearly all
iron steamers) was under £6-5 m., while the value of 520,000 tons
launched for British owners in that year (including nearly 200,000 tons
of sailing vessels) is put at £22-5 m. in Table 23. If the Clyde figures
are scaled up, they yield a total for the United Kingdom which com-
pares as follows with the figures already calculated:

Value of new ships launched
Year Estimate in Estimate based

Table 23 on Table 24

(Lm.) (£m.)

1870 10°3 70
1871 158 9-25
1872 18-0 140
1873 17:6 —
1874 225 13-0
1875 114 90
1876 9-8 80
1877 13-8 8-25

The sets of figures move in much the same way, but the one set is
consistently above the other. The reason for this is presumably that by
1907, which provides the base for Table 23, a higher proportion of the
tonnage built consisted of the more expensive vessels, and that there
was a growing divergence between the price and average value per ton
of shipping. In 1907 the average value per dead-weight ton of all ships
built for British owners was about £ 10, while the price of a small steamer
was just over £5 per ton. There was thus a considerable margin betwecen
the price of a tramp and the price of the average vessel, and this margin
was almost certainly a good deal wider in 19o7 than in 1870.

I have therefore applied a correction, similar to the correction applied
below to dwelling-houses, for the increasing ‘ complexity’ of the average
ship. The effect of this correction, at the rate of } 9, per annum, is to
reduce the figures in the early seventies by about 20 9, and bring them

1 They were made by Mr W. West Watson in his Annual Reports on Vital Social
and Economic Statistics of Glasgow on the basis of figures supplied to him by most of the
local shipbuilders.
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Table 24. Shipbuilding on the Clyde, 1860-80

1
Net tonnage
Net tonnage Il\Iet tonnage - building ogr
launched on aunched in | Value of shipping under contract
Year U.K. for home| launched on Clyde
Clyde 4 Clyde at
y @ on Clyde a
s owners (£Lm.)
(000’s) (000’s) end of year |
(000’s) |
1860 47-8 212°0 — —
1861 66-8 200-8 — —
1862 700 241°4 — —
1863 1233 361-0 — 106-0
1864 1785 4319 Nearly 5 140'0
1865 1539 4152 Over 4 109°4
1866 124°5 3412 — 719
1867 108-0 269°1 — 1241
1868 1696 316-2 Over 3} 1348
1869 192°3 354'3 Over 4 141-0
1870 1804 3427 33 1802
1871 196-2 3544 Over 4} g301-8
1872 230°3 3930 Nearly 7 2474
1873 232-9 3707 — 1926
1874 262-4 521°2 Nearly 63 182-3
1875 2115 4206 Over 43 137°5
1876 1748 360-4 Nearly 4 1614
1877 169°4 4337 Over 3 140°2
1878 212°0 4282 — 830
1879 1576 356-8 — 149-2
1880 2487 4038 Nearly 13 3147

@) Prior to 1871 the figures relate to new tonnage registered in the U.K.

Source: Annual Reports of Glasgow City Chamberlain (Vital, Social and Economic
Statistics of Glasgow).

more into line with the estimates given above based on the data for
Glasgow.

I have made a tentative estimate of the repair work carried out on
merchant vessels in British yards, and although I have no great faith
in it, I reproduce it in Table 23. It is based on the value of repair work
done in 1907 and fluctuates with clearings from British ports of British
vessels with cargo. Thus it complies with at least three known require-
ments of an index of the volume of repair work: it riscs in good times
and falls when trade is bad; it is comparatively steady; and it varies
with the activity of British shipping. Clearings of sailing vessels have
been given equal weight with clearings of steamships, since sailing

c 9
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vessels were slower, and repairs in relation to carrying capacity at least
as great.!

Table 23 also shows, for completeness, the value of naval work.
Complete, and presumably reliable figures of this exist and bring the
total for 1907 up to £38:5 m. No account is taken of the construction of
ships for export to foreign countries or of trade in ships, new or old.

The figures of shipbuilding output can be related to other information
about the industry: for example, figures of wages, dividends, unemploy-
ment, and so on. I have given in Table 25 some of these figures. The
unemployment statistics, while a useful indication of the timing of
changes in shipbuilding activity, are a less satisfactory guide to the
amplitude of these changes.? The greatest fluctuation in unemployment
was from 7:6 %, in 1906 to 232 9, in 1908. If there was no change in the
number of workers in the industry—and there may have been some
emigration—employment must have fallen by a sixth. Amongst un-
skilled workers a fall in employment of a quarter or a third seems quite
probable. The price of steamships fell by 15 9%,. Thus we should expect
a fall in the value of all shipbuilding work done by at least a third, and
cannot regard a fall of 40 %, in work done for home owners as in any
way unreasonable.’

The course of dividends is also in keeping with our figures. The range
of fluctuations is very great-—more than in any other industry in the
same period—and affords some corroboration of the sharp movements
in the price of steamships. The successive peaks in dividends in 1900,
1905 and 1913 are, however, on a falling curve while the peaks in

1 In converting from volume to value the index has been given a more distinctly
upward trend by raising the figures for each year in the ratio of dead-weight to net
tons assumed to be appropriate for new steamships built in that year. This simplifies
the calculation, since the price index is in terms of dead-weight tonnage. But some
such correction for trend would also seem necessary to allow for the fact that improve-
ments in shipbuilding technique which lowered the price of new ships were unlikely
to be fully shared in by the repairing section of the industry.

The estimates of repair work in Table 23 are equivalent to about 10s. 6d. per dead-
weight ton of British shipping in 1870 and to about 6s. per ton in 1907; giving a ratio
of about 175 to 100 against a fall in the cost of new steamships from 227 to 100.

The 1912 Census of Production showed an outlay on ship-repairing of £9:9 m.
The estimate in Table 23 is £12 m. Itis possible to account for most of this discrepancy
by supposing that repairing costs lagged behind ship prices; but the main point is
that such a large discrepancy is possible.

2 They are based on returns from the shipbuilding unions and refer, therefore, to
the more skilled, and less frequently unemployed, workers in the industry. The number
employed in shipbuilding in 1911 was over 150,000, while the membership of Trade
Unions making returns of employment in that year was 58,000.

3 The output of vessels built for foreign owners (including war vessels) was almost
as great in 1908 as in 1906.
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Value of all
shipbuilding
work for
Year U.K.
owners or
Government
(£m.)
1870 15°0
1871 21°2
1872 231
1873 24'2
1874 289
1875 19'8
1876 166
1877 19'4
1878 19'9
1879 17°3
1880 22°4
1881 277
1882 337
1883 277
1884 189
1885 17°2
1886 143
1887 160
1888 21°3
1889 301
1890 32'0
1891 26-0
1892 246
1893 186
1894 226
1895 23’5
1896 245
1897 237
1898 338
1899 39'4
1900 42°3
1901 398
1902 39'1
1903 38:8
1904 382
1905 41°2
1906 442
1907 386
1908 276
1909 32'1
1910 387
1911 493
1912 587
1913 667
1914 557

Unemploy-
ment®

(%)

109
17°0
16°2
13°0
95
76
47
23
25
37
82
12°0
140
1179
76
9°2
232
22°1
132
43
39
31
39

Gross
tonnage
com-
menced ?)
(co0’s)

1075
1187
1021
1148

854

904

975
1041
1116
1121
1590
1341
1421
1579
1067
105§
1376
1803
1617
1433

796
1182
1360
1923
21158
1866
1427

Net profit
per gross
ton of
White Star
Line'®)
(1900 =100
=£436)

101°9
109°4
815
76-8
71°8
647
671
94°1
97°1
96 7
s5I°1
100 O
461
533
479
346
497
577
578
184
37°6
648
586
481
576
45°3

Earnings | Dividends declared by
per dwt.
ton of :
Nitrate | Shipping | | ShiP-
Producers’ Com'm com 8
Co. panies .
(1900 =100 panies
=£2'4) (1899-1913 = 100)
476 - -
66-4 - —
532 94 127
100°0 100 139
56°2 69 133
383 49 124
253 46 110
298 42 116
25'2 St 132
228 58 122
248 58 107
210 43 58
253 49 51
30'0 65 51
367 82 59
78-8 17 82
62°4 18 88
70'0 — —

) Up to and including 1896 percentage of unemployment in the United Society of Boiler-makers and
Iron and Steel Ship Builders; thercafter as given in the Annual Abstracts of Labour Statistics. In 1897 the

unemployment percentage in the first series was 8:6.

®) Lloyd's Register.

(¢} Fairplay, 1 January 1920, p. 103.
(@) G. L. Ayres, ‘Fluctuations in new capital issues on the London Money Market, 1899-1913’ (unpublished
M.Sc. Thesis available in London School of Economics Library).

9-2
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construction in 1900, 1906 and 1913 are on a rising curve. This reflects
the failure of steamships to hold the high level of prices reached in the
first of these peaks, in the middle of the South African war.

The course of the shipbuilding trade before the war was dominated
by the fluctuations in shipping freights, the influence of costs of con-
struction and operation being subordinate. Freights in turn depended
very largely on the state of the wheat crop in the United States and in
Europe, partly because a very high proportion of British shipping was
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Fig. 11. Shipbuilding, 1870-1914.

engaged in the transport of wheat, partly because the imperfections of
the freight market gave North Atlantic freights a disproportionate
influence on new construction.!

Harvest fluctuations provide the explanation of a rather puzzling
dip in the output of stcamships at the top of many pre-war booms. In
1873, for instance, there was a temporary drop in the number of tons
launched, and a rise in the following year. This rise followed a similar
revival in the freight market, consequent upon the failurc of European
crops in 1873 and heavy exports from the United States where the
harvest was abundant. Similarly, the lateness of the decline in ship-

1 See the discussion in Professor D. H. Robertson’s Study of Industrial Fluctuation,
PP- 24, 78-83, etc. (especially note 1 to p. 81).
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building in 1883! was partly due to the good United States crop of 1882.
In 1891, at the commencement of the next slump, there was a rise of
over 10 %, in tonnage commenced, and the increase was reflected in the
comparatively slight fall in launchings in 1892. Again the explanation
is to be found in the conjunction of crop failures in Europe and good
harvests in the United States; there was a rise in home freights in 1891,
and this, in spite of a heavy fall in outward freights, encouraged the
placing of new orders.2 Another dip in tonnage commenced took place
at the height of the next boom, in 1899—~1900, and there was then a rise
until the autumn of 1go1. The same sort of thing seems to have happened
in 1906-8, and in 1918 tonnage commenced again fell before the boom
was at its height. These fluctuations followed the course of shipping
freights fairly closcly, and agricultural influences can be clearly traced
in the changes in the freight market.

Whether crop fluctuations are a sufficient explanation of the course
of shipbuilding may, however, be doubted. It would be surprising if,
at the beginning of every pre-war slump, the United States had good
crops and Europe had poor ones. Some weight should be attached to
the circumstance that working-class purchasing power (and hence
imports of food) did not reach its maximum until the end of the boom;
and to the fact that imports of timber tended to be high when ship-
building was active.?

Costs of construction were an important factor in early years, but
more as a secular than a cyclical force.* When improvements in materials
and carrying power were taking place rapidly there was naturally more
temptation to scrap obsolcte vessels. Moreover, the heavy fall in
building costs in Britain from 1874 to 1886 put her in a favourable
position for competition with the vessels of other countries. In the short

1 Tonnage under construction did not fall until the first quarter of 1884, when the
depression was already severe.

2 It should be obscrved here that even an accurate index of average freights (which
is very difficult to construct) is a treacherous guide to the incentive to build more
ships. Freights on all routes do not move together, and a special type of ship is often
necessary for particular products. The monopolescent opportunities of particular com-
panies are also of some importance. It is worth pointing out that the trade of the British
Possessions with the United Kingdom (which is underweighted in C. K. Hobson’s
index) rose in 1874, in 1882 (very markedly), in 1891, in 1901 and in 1gog. Our ships
had something of a monopoly in this trade, and must have benefited when it increased.

3 Reference to Fig. 16 (p. 198) will show that shipping freights and imports of
foodstuffs moved in close correspondence with one another between 1885 and 1913.
But imports of foodstuffs depended upon working-class purchasing power, not simply
on harvest fluctuations.

4 “If the men were to offer to-day to work for 2d. an hour, the employers would not
lay out a lot of money in building vessels” (Mr R. Knight before the Royal Commission
on Trade Depression in 1886; Q. 14, 964).
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period, costs rose sharply in the boom and fell—the fall in constructional
costs being often very heavy—at the beginning of the depression. But
during the freight boom shipowners would not be deterred from placing
more orders by the rise in building and operating costs; freights rose by
at least as much. There were higher profits (from which, if necessary,
new construction could be financed), more cargoes, more ships in use
and in need of replacement, more up-to-date vessels on the seas to
excite the envy of shipowners. On the other hand, there was more
uncertainty—uncertainty whether to hold off from placing orders until
ships could be obtained more cheaply, uncertainty whether a rise in
wage costs and the price of coal might not wipe out the paper profit on
new ships, uncertainty about the continuance of the boom in freights
and the competition of other companies.

Finally, there was the influence of finance. Cheap money was often
available to the industry when other openings for investment were
closing up. Professor Robertson has suggested, for cxample, that ‘a
considerable share of the cheap money of the nineties, when the doors
of foreign investment were closed, drifted for want of something better
to do into the hands of [speculative and inexperienced] shipowners’.t
It is not unlikely, too, that the high volume of construction in the late
seventies and early eighties was aided by credit facilities associated with
the low level of foreign investment in those years.

By contrast with total shipbuilding output (and also with the con-
struction of steamships) launchings of sailing vessels were always at
their minimum well on in the boom and at their maximum in the middle
of the depression. This peculiarity can be explained on the assumption
that changes in the popularity of sailing vessels were correlated with
changes in the price of coal, since outlay on coal is an important part
of the running costs of steamships, and since changes in the cost of other
items affected both types of vessels more or less equally. In fact, how-
ever, there appears to have been a considerable lag between changes in
the export price of coal and fluctuations in the construction of sailing
vessels. The ratio of sail to steamship launchings did not rise until a late
stage in the boom—often two years after shipbuilding output had begun
to improve. Taking into account the length of the period of construction,
however, this lag is not altogether surprising. In the first years of
depression coal prices were high relatively to pre-boom experience; and
the current return on different types of vessel may have impressed itself
less forcibly on shipowners than their recollections of the boom. It is
also possible that the increase in the construction of sailing vessels during
the depression was associated with the customary expansion in our

1 D. H. Robertson, op. cit. p. 26.
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imports of foodstuffs after employment had reached (or even passed)
its peak, foodstuffs—and particularly wheat—being the chief cargo of
sailing ships.

(6) Railways

The estimation of the capital expenditure of British railways before
1914 is surprisingly troublesome. Although returns were made, under
Abstract A of the Railway Returns, they do not appear, so far as I am
aware, in any Parliamentary publication, with the single exception of the
year 1913, when a new form of return was adopted. Rather than go
through the companies’ accounts, which would be extremely laborious
and not, so far as I can judge, appreciably more accurate, I have made
use of the figures for the leading railways published by a number of
technical journals. Herapath’s Railway Journal gave statistics of capital
expenditure for thirty-seven British railways during the twenty years
1874-93. These statistics, however, sometimes include large items for
subscriptions to other lines, and outlay on canals, steam-boats, docks,
etc., which either do not represent acts of investment at all or are not,
strictly speaking, railway investment. Where it is obvious that some
large purchase has been included in capital outlay, I have made a rough
interpolation; otherwise I have left the figures as they stood. Partly to
save trouble—no aggregate for the thirty-seven companies being given
—partly to check the reliability of the figures, I have taken the total for
three groups of four companies during each half-year from 1874 to
1893.! To the aggregate for the sample I have added 109, and have
treated the resulting total as capital expenditure on rolling stock or lines
open for traffic or in course of construction by all British railways in the
twenty years 1874-93. For the years 1870—3 I have used the companies’
accounts as given in Bradshaw’s Shareholders’ Guide. The figures given
there are unfortunately not for the calendar year but for 30 June-
30 June, so that my estimates are distinctly tentative.

After 1893 I have made use of the excellent statistical supplements to
the Railway News. 1 have been able to distinguish railway investment
from subscriptions to other lines, expenditure on steamboats, etc., and
have taken a rather larger sample—sixteen companies instead of twelve.2
Details arc given for the leading thirty companies, and from these it

1 The three groups were: Midland, London and North Western, Great Western,
North Fastern; Great Northern, Great Eastern, North British, Caledonian ; Lancashire
and Yorkshire, Manchester, Sheffield and Lincoln, London and South Western, and
London, Chatham and Dover. The totals for these groups do not by any means move
together, but there is nothing incredible about the divergences.

2 The four additional companies were: South Eastern; London, Brighton and South
Coast; Metropolitan; and Metropolitan District.
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has been possible to estimate total capital expenditure for 1894 and
1895 and make a comparison with figures in continuance of those
calculated from Herapath’s Railway Journal. 1 have added a sixth to the
total for the sample of sixteen companics, and this makes a satisfactory
splice with the figures for the earlier years.

The Railway News ceased to include statistics of capital expenditure
in its supplements in 1902, and from that year until 1909 I have used
the totals for twenty-one leading companies published in the Railway
Times,! checked by figures for sixteen companies for the years 19oo-6
published in the Financial News.? As the Railway Times totals for 19oo—1
are approximately equal to my cstimates of capital expenditure by all
British railways, I have left the figures for the later years as they stand,
on the assumption that subscriptions to other lines, ctc., by the twenty-
one companies which are included in the Railway Times total cancel out
with capital expenditure by companies not included.

Finally, for 1g10-12 I have treated the proposed expenditure on
capital account by fifteen English railways as given in The Economist as
an index of actual capital expenditure by all companies in these years.
The figure for 1913 is the total of railway capital outlay given in the
Railway Returns for that year, excluding outlay on steamboats, land
and similar items. I have no means of judging whether it fits in with
my other estimates, as The Economist ceased to publish details of proposed
capital expenditure in the middle of 1913.

Railway expenditure on repairs and renewals is also not too easy to
calculate. The Railway Returns give figures for expenditurc on main-
tenance of way, works, etc., and on renewals of carriages and wagons,
but not for expenditure on repairs to, and renewals of, locomotives.
It is possible, however, to form a rough estimate of this expenditure
from the figures of outlay on matcrials and wages for the repair and
renewal of engines by the fifteen leading companies. These figures are
not given before 1889, so that it has been necessary to suppose that in
earlier years the proportion of expenditure on engines to total expendi-
ture on upkeep remained constant. Purchases of locomotives from
engineering firms are omitted from the Board of Trade figures, but do
not appear to have come to more than £1-1}3 m.® I have made no

! Railway Times, g July 1910.

2 Quoted in Railway Times, 2 March 19o7.

3 In 1907, according to the Census of Production, engineering firms sold locomotives
to the value of £13 m. to British railway companies. In 1913 the expenditure on
upkeep of all British railways came to £26-4 m., compared with an estimate of £25 m.
reached by the method described above; but the excess of £1-4 m. was not all in
respect of locomotives (comparison is made difficult by the change in the form of
return introduced in 1913).
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Year

1870
1871
1872
1873
1874
1875
1876
1877
1878
1879
1880
1881
1882
1883
1884
1885
1886
1887
1888
1889
18g0
1891
1892
1893
1894
1895
1896
1897
1898
1899
1900
1901
1902
1903
1904
1905
1906
1907
1908
1909
1910
1911
1912
1913

Capital expenditure of Estimated
a number of companics capital
during expenditure
of all
1st half 2nd half British
year year companies
(£m.) (£m.) (£m.)
475 475 105
525 550 11-8
575 500 11-8
6-00 6-83 141
741 7:87 16-8
7:56 8-29 174
7°58 7°34 164
7-22 6-92 156
655 546 13-2
471 446 10°1
3-89 514 99
457 560 -3
501 575 11-8
6-19 6-82 141
587 619 133
479 412 98
3-63 3-66 80
311 333 7°1
325 332 72
368 437 89
4-00 546 10°4
5'54 6-16 12:8
527 5-83 12°2
456 4°45 10°5
3-89 442 97
505 470 114
527 5'54 12:6
502 6-96 140
6-34 7-66 16-3
6-85 8:98 185
8-17 949 20-6
799 (725) 17°3
6-63 6-11 14'5
6-48 599 144
554 472 124
471 482 11-6
454 402 10-2
452 448 98
434 3'53 69
2:96 2-60 56
2:50 2:45 50
2-97 2:62 56
3-09 3:48 6-6
— — (8-3)

1?87

Estimate
of total
expenditure
on repairs,
renewals,
etc.
(£Lm.)
76
85
91
10°7
11-8
12°1
12°3
12:6
12°1
11°4
11°9
12°4
12-8
13°1
13°2
12-7
123
12:6
136
14°3
147
149
147
150
15°1
16-0
16-8
177
18-7
19°5
20°2
20-8
213
213
215
22°5
233
231
291
239
246
247
(25°0)

Gross
investment
of British
railway
companies
(£m.)
181
20°3
20-9
24-8
286
295
28-7
28-2
253
21°5
21-8
237
246
27-2
26-5
225
203
197
20°0
22°5
247
275
27°1
252
247
26-5
28-6
30-8
340
372
40°1
37°5
35'3
357
337
331
327
331
300
28-7
28-9
302
31°3
333




Table 27. Factors influencing fluctuations in railway investment,

@ Inland Revenue figures as given by Stamp, op cit. pp. 220-1. The ‘net receipts’ of the

1870-1913

Profits Mean price f§’ric¢: og

of all of four ve ]ere R
Year British railway d ‘::n

railways @ common e .lnt:re

(£m.) stocks (® :tac:c‘l;vs y
1870 231 — —
1871 254 o _
1872 26-0 145 100
1873 262 142 100
1874 261 143 102
1875 278 143 104
1876 28'3 137 106
1877 29'0 131 106
1878 294 126 105
1879 291 128 107
1880 31°9 145 110
1881 32°1 150 112
1882 331 156 112
1883 33'3 155 12
1884 330 151 116
188 32°¢ 144 116
1886 327 143 118
1887 335 145 119
1888 316 e s
1889 364 164 130
1890 36-2 165 128
1891 36:3 162 128
1892 358 163 132
1893 344 160 135
1894 365 161 138
1895 37'5 165 147
1896 397 177 155
1897 40°0 184 151
1898 394 181 146
1899 407 179 140
1900 387 166 134
1901 381 153 1o
1902 40-6 150 130
1903 412 144 126
1904 41-2 140 o
1995 421 143 123
1906 427 141 117
1907 434 — 114
1908 41-8 113
19099 434 — I
rgro 461 — 108
1911 476 _— _
1912 457 — =
1913 480 — —

Number of

Increase in

passengers number of
on British passenger
railways(? | carriages‘®
(millions) (000’s)
3365 —
3752 2'15
422'9 1-20
455'3 1-07
4778 0-81
5070 076
534'5 0°99
5495 054
5650 037
5627 061
6039 0-85
623-0 092
6548 0-76
6837 1-05
695-0 073
6972 063
7256 o056
7337 0-81
7425 053
7752 0'59
8177 093
8455 2:05
864-4 0-gb
8732 098
9114 044
9298 073
9803 0°05
10304 1-77
10602°9 1-07
11067 1-05
11423 1-50
11724 1-42
1188-2 076
1195°3 065
1198-8 023
1199°0 046
1240°3 066
1259'5 0'93
12781 012
12651 002
13067 —o0'19
1326-3 022
— 006

12943

railway companies, as given in the Railway Returns, show very similar fluctuations.

™) Average of highest and lowest during the year of Midland, London and North Western,
Great Western, and North Eastern ordinary stocks (P. L. Newman in 7. Inst. Act., July 1908,
p. 318). The figures for 1872--3 are 12-monthly averages taken from a monthly index (for
1872-88) which I have calculated on the basis of data put at my disposal by Mr P. K.

(now Sir Piers) Debenham.

(©) Twelve-monthly average calculated by Mr Debenham for three railway debenture
stocks (Great Western, Midland and North Eastern) and two preference stocks (Midland

and North Eastern).
(@ Railway Returns.
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addition to provide for these purchases, some of which must have been
on capital account. How much of railway maintenance expenditure
might properly have been charged to capital account as ‘betterment’
is not easy to say, but the amount seems generally to have been small.!

The results of all these calculations are shown in Table 26. I have
added in Table 27 some figures which may help towards an under-
standing of the fluctuations in railway investment—figures of profits, of
security prices, of passenger traffic, and of rolling stock.

Million £ Million £
25

20—~ -
Capital expenditure
A of railways

I

10 2 160
N
! \ 140
5 ’ \
/N
4 \
vl "‘ —1120
~ \
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e
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Fig. 12. Capital expenditure of British railway companies, 1870-1914.

The periods of most active railway investment were apparently the
middle seventies and the years 1896—-1904. Both cf these were periods
in which the yield on railway capital was either stationary or declining,
but they succeeded periods in which profits were abnormally high, and
the first at any rate was a period in which the yield on other investments
was falling relatively to the yield on railway capital. The railway com-
panies had the encouragement of past profits, expanding revenue, and

L Cf. The Economist, 19 February 1898 (‘The permanence of English railway
capital’), and 23 February 1go1 (‘Railway capital expenditure’); on the other hand
cf. post, p. 141, n. 1.
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a favourable stock market. They took the opportunity to raise new
capital and expend it on the construction of new mileage, on station
extensions, widenings of existing lines, additions to rolling stock and
so on. Indeed, they continued to invest even when capital was no
longer so cheap. Railway stock was at its highest in 1897-8 and had
fallen at least 209, below the peak by 1903; yet railway investment
was higher in 1903 than in 1897. Similarly, although railway stock
reached its maximum in 1875, capital expenditure remained very high
in the next two years, and in 1878 was almost at the boom level of 1873.

It is difficult to say why railway investment was so slow in tailing-off.
The construction of new mileage—about a third of total investment—
was probably a rather ‘intractable’ item; once begun, the work would
have to be finished, and new rolling stock would then have to be built
or purchased. It is perhaps significant that the maxima in railway
investment in 1883 and 1891 were followed by abnormally large increases
in new mileage in operation in 1885 and 1893.

A second reason is to be found in the rapid increase in receipts during
the two periods. An increasing volume of traffic was being carried at
fixed prices, although congestion was no doubt causing average costs to
increase. Investment in rolling stock, track and terminal facilities would
offer good prospects of reducing working costs and would be pushed on
so long as this prospective reduction was greater than the interest charges
on the new capital.

It must also be remembered that the rise in security prices up to 1875
and to 1897 was very great, and was some ycars in being wiped out.
The following table shows the movements in price of the leading railway
stocks between 1870 and 1879:

Price of ordinary stock of five leading railways!

At the At the
beginning of beginning of
1870 100 1875 124
1871 108} 1876 137
1872 140 1877 126
1873 1343 1878 122
1874 133} 1879 112}

In the nineties the increase was chiefly in debenture stocks, the yield on
which fell from about 33} %, in 1888 to 23 %, in 1896. It was 1go4 before
the yicld again rose to 34 9,. Even on a falling market, therefore, the
terms on which capital could be raised were comparatively favourable.

In addition there were influences special to both periods. In the

1 Average of £100 ordinary stock in each of the following railways: London and
North Western, Midland, Great Western, Lancs and Yorks, and Caledonian.
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seventies there was a heavy outlay on the relaying of track with steel
rails. This outlay was partly financed out of revenue,! but part also was
probably charged to capital account. The relaying—and also the
widening and extension—of track was made particularly attractive to
the railway companies after 1874 by a heavy fall in the cost of steel rails,
which, after fetching £15. 10s. per ton in 1873 fell to less than £10 in the
second half of 1874, and to about £5 at the beginning of 1879.2 After
1900, a good deal of the capital expenditure of the railways was incurred
for electrification and for the building of underground railways.

Finally, attention may be drawn to the rapid increase in passenger
traffic in the seventics and in the ninetics, and to the comparatively
slow rate of increase in the cighties and in the first decade of this century.
Population, and particularly urban population, was increasing faster in
the first two periods than in the second. The growth of population and
of suburbs brought increased revenue and offered increased scope for
investment. Changes in emigration affected the railways as they affected
the rest of home investment.?

1 Compare, for instance, expenditure on maintenance of way, works, etc., with
expenditure on repairs and renewals of carriages and wagons (both per mile of open
railway) :

Main- Main-

tenance of chz:lirs tenance of Repzcxlirs
Year way, works, an Year way, works, an
renewals renewals
etc. etc.
(L) W) W) )
1870 260 119 1876 397 161
1871 289 129 1877 404 166
1872 308 136 1878 373 163
1873 366 149 1879 339 155
1874 398 155 18804 353 174
1875 393 165 18859 318 184

The more or less steady fall in expenditure on maintenance of way, works, etc.,
after 1877, compared with the steady rise in other upkeep costs, strongly suggests that
relaying of track was going on at an abnormal pace in the years 1873-8. Such an
abnormal outlay can hardly have been offset by cqually rapid depreciation.

2 Reports of British Iron Trade Association, 1878, p. 63; 1879, p. 37.

3 It would be interesting to sec a thorough study of the capital expenditure of one
or two railway companies. Averages for the whole industry are not a reliable guide
to the complex of incentives to investment. I have not had time, however, to supple-
ment the general comments given above by a detailed study of the history of particular
companies.
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(¢) Local authorities

Estimates of the loan expenditure of British local authorities have no
greater claim to reliability than those just given for railways. For
England and Wales, the Local Taxation Returns give figures from 1883
onwards; for Scotland, loan expenditure is known since 1893;! and for
Ireland, since 19o7. It has been necessary, therefore, to assume that
before these dates loan expenditure did not differ much from receipts
from loans. But even receipts from loans can only be traced with great
difficulty in the years before 1883.2

The loan expenditure of local authorities, as estimated in this way,
is shown in Table 28. The purposes for which loans were raised were not
stated in full before 18845, but the rate at which the outstanding debt
of different types of local authority was increasing before that date is
a fair indication of the kind of investment which was taking place.

Loans outstanding at close of year (England and Wales only)

187‘4—:5 - 1879-80 ) 18845

(£m.) (£m.) (£m.)
Urban sanitary authorities , 3374 61-68 80-58 @
School Boards 2:46 904 14-83
Harbour authorities 30°9g6 23:95 28-25
Metropolitan Board of Works 1y 14°65 18:43
County and borough authorities 8-90 910 941 @

Total (including remainder) 9282 136:93 17321

@ A small part of the debt of county and borough authorities was transferred in
1884 to the heading ‘Urban sanitary authorities’.

1 From 1893 to 1902 the figures are for expenditure out of money borrowed.

2 For Scotland and Ireland the Statistical Abstracts give figures for all years except
1874-8, and for these five years interpolations on the basis of English borrowings have
been made. For England and Wales in the years 1871—7 and 1879-81, the figures are
for loans raised, so far as known, and include where necessary the loans authorized
to be raised by Boards of Guardians under the Poor Law. For 1870 and 1878 an
estimate had to be made on the basis of ‘ Receipts from Other Sources’ (i.e. other than
rates, tolls, dues, etc.) in adjacent years. The figure for 1882 is one of expenditure on
capital account given in the Local Taxation Returns for that year; but the fall in
loan expenditure can hardly have been so much as £6 m. (receipts from loans falling
by only £4'5 m.), and this discontinuity should be kept in mind in analysing the
aggregates of investment in Table 28.

Where there is any discrepancy between the estimates of receipts from loans given
in the Statistical Abstracts and those given in the Local Taxation Returns, I have
followed the Statistical Abstracts.

The loan expenditure of the Metropolitan Water Board and of the Port of London
Authority has been omitted.
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Table 28. Loan expenditure of local authorities, 1870-1914

Total loan Receipts
Year aﬁgg\l:}raxﬁ: s Scotland Ireland expenditure from
(£m.) (£Lm.) (£m.) (U.K.) loans (U.K.)
(£m.) (£m.)

1870 522 025 0-06 55 —

1871 532 0:30 024 5'9 —

1872 6-97 0'15 017 73 —

1873 8-49 015 013 88 e

1874 11-92 +5% 12°5 —

1875 10°17 +69% 10-8 —

1876 12:52 +7% 134 —

1877 14'93 +89, 16-1 —

1878 (15°50) +9% 17:0 —

1879 13-98 1-12 026 154 151
1880 13°35 1-03 040 148 144
1881 15'35 1-06 040 (12'8) 165
1882 9'37 0-go 040 10°7 12°0
1883 8-83 171 0°35 10°9 93
1884 1045 2-09 0:30 12:8 133
1885 945 2°53 039 12°4 143
1886 851 1-80 048 10-8 116
1887 926 178 054 11-6 11°0
1888 6:99 1'50 071 92 92
1889 7409 I°41 050 90 9-0
1890 7'19 176 0'55 95 85
1891 10°59 1°99 047 131 12°5
1892 10-60 1-93 078 13°3 14-8
1893 13:95 2:14 0'59 167 17:0
1894 13-38 2-32 0:68 164 18-2
1895 13745 2:05 071 16-2 14-8
1896 13-81 2-78 0-88 17°5 17:3
1897 17-05 257 065 20°3 174
1898 21°50 3-07 0'59 25°2 234
1899 2487 374 047 29'1 28-0
1900 27°95 449 094 334 355
1goI 3386 419 143 39'5 399
1902 36-09 409 103 412 39-8
1903 3056 447 088 359 36-4
1904 31°39 373 129 364 38-3
1905 2514 350 2:02 307 299
1906 23-06 331 0'94 27-3 242
1907 19-03 350 1:09 236 254
1908 17°97 2-82 129 22-1 240
1909 1774 243 175 219 22:6
1910 17°33 2:25 170 213 21-3
1911 16-12 235 -39 19°9 20°4
1912 17°49 2:25 1°49 21-2 206
1913 1992 300 113 24°1 235
1914 (20-74) 3'33 123 25'3 265
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It is clear that the building of schools and the carrying out of sanitary
improvements were the most important items of expenditure. The chief
influences behind both kinds of investment were legislative rather than
economic. The loan expenditure of local authorities in the seventies was
largely a matter of public policy, governed by Acts of Parliament rather
than by interest rates. The Education Act of 1870 made it necessary to
build schools rapidly, and the Public Health Act of 1875 gave a great
impetus to improvements in sewerage, water supply and so on.

After 1884 the investment of local authorities becomes easier to
analyse. Table 29 summarizes the changes that took place in the out-
standing debt of English local authorities between 1884 and 1914. The
figures are in £m. and are taken from the Local Taxation Returns.

Table 29. Purposes for which outstanding debt of local authorities
of England and Wales was contracted

{‘914‘
1910 | 1915

1884 | 1889 | 1894~ | 1899— | 1904— | 1909—
1885 | 18go | 1895 | 1900 | 1905

Education 1488 | 1824 | 22:97 | 3027 | 39:30 | 46:07 | 5269
Highways, bridges, 3095 | 3392 | 36:56 | 4297 | 5859 | 61-03 | 6702
street improvements,

etc.

Scwerage 16:57 | 19:35 | 2373 | 29°33 | 37:61 | 4182 | 44-27
Water supply 3033 | 3773 | 43'97 | 53'40 | 68:76 | 77:45 | 82-00
Electricity — — 1-.38 | 785 | 2564 | 2954 | 31°53
Gas 1377 | 1485 | 1693 | 19:82 ' 23:83 | 2325 | 22-51
Tramways, light 117 1-28 147 | 578 1 2532 | 3597 | 3793
railways

Harbour and dock 2854 | g1-11 | 3278 | 3675 | 4356 | 4910 | 49'35
Total (including 17321 19811 (23448 (292-95 1416-04 146326 1493-94
remainder) ' !

— . S S — SO SRS S —

In the cighties, borrowing was on a very small scale. The net increase
in outstanding debt was little more than £60 m. in the ten ycars
1884-94, and over a third of the increase was due to borrowings for
sanitary improvements. In the late nineties loan expenditure began to
increase rapidly. More roads were constructed, more schools built,
harbour and dock facilitics were improved, tramway and electrical
undertakings were started—there was hardly a single activity of local
authorities for which more capital was not needed. This all-round
increasc in investment suggests that the heavy borrowing of the years
1896—-1904 must be put down to the favourable terms upon which local
authorities could raise money. Municipal stocks had risen steadily in
public favour since the middle eighties, and especially at the time of



THE STATISTICS OF INVESTMENT, 1870-1913 145

Goschen’s Conversion Loan of 1888. According to Flux, the median
yield on municipal securities was as low as 2:85 9, in 1897, and did not
rise to 34 9 until 1907.1 These low rates must have been extremely
tempting, especially when there was strong pressure on local authorities
to take a wider view of their functions and compete more actively with
private enterprise in the provision of transport and lighting services,
house-room and so on. The falling off in borrowing by local authorities
after 1904 was no doubt largely due to the sharp drop in the price
of municipal stocks in that year, and to the continued fall in later
years.

Legislation and interest rates had thus great influence on the loan
expenditure of local authoritics. There were other influences of equal
importance. Of the huge increase in the debt of local authorities
between 1894 and 1904 almost £50 m. was in respect of electrical and
tramway undertakings. After 1907 very little debt was incurred for
either of these. What happened was that a couple of inventions raised
the productivity of capital enormously, and that ten years proved
ample for the construction of most of the equipment that was necessary.

In addition to invention, emigration played an important part. The
periods of active investment by local authorities coincide with periods
of low rates of emigration. The provision of public utilities (certainly of
schools) secms to have borne a close relation to population growth.
Into this relation we will inquire more fully in a later chapter.?

There are few traces of cyclical influences in the investment of local
authorities.

(d) Building

It is impossible to construct an entirely reliable index of building
activity for the years before the first World War. There are, however,
several different statistical series from which it is possible to form a
general impression of the fluctuations that took place. By piecing to-
gether miscellaneous scraps of information, one can fashion an index
of residential building activity; but the index is a summary of judge-
ments rather than a summary of what did in fact happen.

(1) Unemployment

First of all, there is a continuous series, from 1860 onwards, showing
the percentage of the members of the Amalgamated Carpenters and
Joiners who were out of work at the end of each month. There is also,
for a shorter period, a similar series for the plumbers. The membership

1 Flux, ‘Yield of high-class investments’, Trans. Manchester Statist. Soc. 1910.
2 See Chapter vi, ‘Investment and migration’.

C 10
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of those two unions numbered only 56,000 in 1911, or about 6%, of
those employed in the building industry, and the average rate of
unemployment in the whole of the industry was about double that
experienced by the carpenters and plumbers at the time when the unem-
ployment insurance scheme was introduced.! Many of the members of
thc Amalgamated Carpenters and Joiners were employed in other
industries such as shipbuilding, the manufacture of packing cases,
and so on. Thus it is not possible to put complete reliance on the un-
employment figures as a guide to building activity. They can be used
with some confidence in tracing the timing of a change in the level of
employment but not its magnitude.

(i1) Employment

There are no figures of employment in the building industry before
19082 except those given in the Census of Population. The census figures
provide a useful check on long-term changes in employment and output.
They have been sifted by Mr G. T. Jones so as to ensurc comparability
over the period from 1841 to 1921, and the figures relevant to our
period are given in Table 3o.

Table g30. Numbers employed in the building industry in England
and Wales, 1861-1911® (in 000’s)

Plumbers,
painters,
Bricklayers | Masons Slaters | Carpenters gl,'lazxcrb,
Year (including | (including and and plasterers, Total
labourers) | labourers) tilers joiners N paper-
angers and
white-
washers
1861 79 86 5 177 0 462
187I 99 97 6 205 131 ’)67
1881 125 97 7 235 170 690
1891 130 84 6 221 200 706
1901 213 96 9 270 270 953
1911 172 63 8 214 284 887

@ G. T. Jones, Increasing Returns, p. 270.

1 ‘Report on the scheme for insurance against unemployment’, 7. Inst. Act. 1911,
p- 460.

2 From 1908 onwards, figures of employment on ‘Constructional Work’ are given
in the Abstracts of Labour Statistics in tables relating to Workmen’s Compensation.
Later, the number of insured workers provides some measure of employment in the
building trades.
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There was a secular growth in employment in the miscellaneous
trades given in the final column but no similar trend in the other trades.
The divergence is probably to be accounted for by a rising expenditure
of effort on the interior of buildings (e.g. on bathrooms), both during
their erection and in their subscquent maintenance, and by some
economy of effort in the construction of the outer shell. It would seem
that, while the final column is the better index of the total volume of
work done, the remaining columns correspond more closely to the
number of new premises erected.

(ii1) Houses under construction

The census also gives figures of the number of houses under construc-
tion at the date when the census was taken. These figures are a pointer
to the number of houses built during the census year, both in the
aggregate and in particular parts of the country. In England and Wales
the definition of a house did not remain constant, and this may affect
the comparability of the figures,! but in Scotland the definition under-
went no change between 1881 and 1911.

The figures from 1861 onwards were as follows:

Number of houses in course of erection

Year England and Scotland Total
Wales
1861 27,305 — —
1871 37,803 — —
1881 46,414 4,990 51,404
1891 38,407 5,378 43,785
1901 61,909 9,062 70,971
1911 38,178 4,718 ; 42,895

Thus the number of houses in course of erection was almost exactly
the same in 1871, 1891 and 1911. Itislikely, therefore, that the number
of houses built during thosc years was also approximately equal. On
the other hand, there was a rise of about one-eighth in the number of
bricklayers, masons and carpenters between 1871 and 1911 (partly offset
by an increasc in unemployment) and perhaps a slight improvement
in output per head. The volume of work done must have risen somewhat
faster, therefore, than the number of new houses erected ; the new houses
were increasing in size, there was a rising stock of houses to maintain,

1 The main change took placc in 1911 when the practice of counting lodgers’ rooms
as separate houses was abandoned. This could have no effect on the number of
‘houses’ under erection.

10-2
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and the proportion of building work that took some other form than
house-building was almost certainly growing. Once the plumbers,
plasterers and others are brought into the reckoning, the increase in
numbers becomes much larger, 55-60 9. The increase in total building
output, including both new construction and repair, exterior shell and
interior fitments, was probably of the order of one-half to two-thirds.

(iv) Building wages

One way of checking the timing of fluctuations in building activity
is to examine the movement of wages. On general grounds, one would
not expect wages to be reduced at a time of rapid expansion, nor wages
to be increased when activity had fallen some way from the peak. The
value of information about changes in wages does not lie merely in its
bearing on general fluctuations; it is as a symptom of local fluctuations—
in particular towns and areas—that it is most useful. If, for example,
figures of houses built are available for a few towns only, it is not casy
to find evidence whether these towns were typical or not and data on
wages may afford just such evidence.

The index shown in Table g1 is the mean of seventy-four rates for
a variety of towns. I have not reproduced figures for individual towns,
but data for Birmingham, Cardiff, Leicester, Liverpool, London and
Manchester will be found in the Fiscal Blue Books.!

(v) Production or consumption of raw materials

There is unfortunately no information later than 1850 about the
production of bricks.2 The output of clay and shale, however, is given
from 1895 in the Annual Reports on Mines and Quarries and from all
appearances agrees closcly with the output of bricks.? Figures of the
output of slates go back to 1882 and provide one of the most useful
indices of residential construction. As there was an extensive trade in

1 E.g. in Cd. 1954 (1909), pp. 217-18.

2 It is possible that the trade association collected information. Figures appear to
have been submitted to the Committee on the Building Industry after the War
(Cd. 9197, 1918).

3 Compare, for example, the number of bricklayers (and labourers) in 1891, 1901
and 1911 with the output of clay in 1895, 1901 and 1911:

Year Bricklatyers Clay
(000’s) (m. tons)

1891 130 980 (1895)

1901 213 1416

1911 172 13-84




Table g1. Indices of building activity, 1870-1914
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Unemploy-

Year ment®

(%)
1870 37
1871 25
1872 12
1873 o9
1874 0-8
1875 06
1876 07
1877 12
1878 35
1879 8-2
1880 6-1
1881 52
1882 35
1883 36
1884 47
1885 71
1886 8-2
1887 65
1888 57
1889 30
1890 2:2
1891 19
1892 31
1893 3°1
1894 43
1895 44
1896 1-3
1897 12
1898 09
1899 12
1900 2:6
1901 39
1902 40
1903 44
1904 73
1905 8-0
1906 69
1907 7'3
1908 11:6
1909 11-7
1910 83
1911 42
1912 37
1913 33
1914 33

Wages®
(1900=100)

811
845
878
900
88-9
86-7
856
856
856
845
845
845
84'5
845
845
856
86-7
878
889
900
911
92-2
933
945
978
989
1000
100°0
1000
1000
100°0
100°0
1000
1000
100°0
1000
1000
1000
1018
104°4

Output of
clay‘©
(million tons)

Consumption
of slates®
(tons 000’s)

Imports of
sawn timber
(million loads)

1-78
2°44
301
397
2:9b
2:71
2-88
306
2:40
2-86
2-85
270

2°53
2:39
241
2:56
304
331
3:22
310
307
326
9-80
11'34
12°71
1474
1500
1405
1416
1530
16-20
15'95
1513
1529
1483
1440
14°07
1409
13-84
12-81
13-86

143
153
162
437
449
416
404
394
403
408
382
362
346
348
391
418
561
597
642
711
685
618
529
558
622
621
559
508
452
423
415
429
432
383
359
305

2:93
2-86

309
343
B'g‘i—
331
412
458
364
326
412
3:67
420
432
405
424
379
3-80
436
5'32
478
438
509
476
545
506
6-03
7:02
6-36
6-64
6-63
6-28
6-68
674
6-07
599
6-69
599
549
572
6-00
557
577

@ Average percentage (by number) of the members of the Amalgamated Carpenters and
Joiners who werc unemployed at the end of each month during the ycar.
®) Mean of 74 rates as given in Cd. 1761 (190g) and continued in the Abstracts of Labour

Statistics.

© In 1895 and subsequent years a large quantity of brick-clay returned under the Quarries
Act is included ; earlier figurcs include only mined clay. )
@ Prior to 1882 the figures are for mined slates produced; for the years 1882-19go01 it has
been necessary to estimate the weight of slates exported or imported, taking 700 slates=1 ton.
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slates, however, it is necessary to deduct net exports.! Less useful,
although more frequently quoted, are the figures of imports of sawn
and split timber, since the building industry was by no means the sole
user of imported softwoods, and fluctuations in stocks may have been
considerable.

(vi) Building plans passed and the records of individual towns

Returns of building plans passed by a number of urban districts were
made to the Board of Trade from 1909 and published in the Labour
Gazette. These show the relative importance of dwelling-houses, factories,
shops, etc., in the total but cover too short a period to be of much help
for our purposes, and, as the London County Council area is omitted,
the sample is not an altogether satisfactory one.

The figures for some individual towns are available over a longer
period. For example, those for Glasgow go back to 1862 and for
Edinburgh to 1900. In 1934 I circularized the city engineers of a
number of the larger towns in the hope of obtaining additional data but
with largely negative results.2 The records of many towns have suffered
from salvage campaigns, but some might still be able to furnish from
under the dust of half a century a glimpse of the course of building
activity.?

This is true not only of figures of plans passed but of at least two other
series: houses built and houses occupied and unoccupied. The latter
figures often make their appearance in the Annual Reports of Medical
Officers of Health, the Ministry of Health obtaining them from the
local rating authority. They do not, of course, show directly the number
of new houses built but only the net increase over a period of twelve
months. Nevertheless, they are generally reliable as an index of buildings
actually completed rather than planned or started. Unfortunately,
the only continuous series at my disposal are those for Glasgow and
Edinburgh.

London is the only town for which published figures of houses built
are readily available.* Fortunately, the figures relate to Greater London
and so cover about one-fifth of the population of England and Wales.

1 Exports and imports were recorded by number up to 1902 and by weight there-
after. Imports were not recorded separately prior to 1895. Qutput was recorded by
weight. 2 The replies have since been lost.

3 Recently Mr B. Weber has unearthed some most valuable data for several large
towns but this data reached me too late to be made use of.

¢ They are given by Mr J. C. Spensley in his article on ¢ Urban Housing Problems’,
J. R. Statist. Soc. 1918. The M.O.H. Reports for Liverpool give figures back to 1876.
Other towns for which nineteenth-century figures are given in M.O.H. Reports
include Manchester and Birmingham,
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In addition, I have had the good fortune to come across figures for the
forty largest municipal areas of England and Wales included in a
pamphlet entitled The National Conference on Housing After the War:
Report of the Organizing Committee.* These municipal areas include Croy-
don, East Ham, Leyton, Tottenham and Walthamstow, but not the
London County Council area and no part of Scotland. The figures
relate to the number of houses erected in each of the years 19o1-16,
while the similar figures for London cover the period from 1871
onwards.

(vii) Inhabited House Duty statistics

It has been usual in the past to make use of the Inhabited House Duty
statistics as a measure of fluctuations in residential construction. These
statistics are, however, full of pitfalls, and the more I have analysed
them the more distrustful of them I have become.2 The one way in
which the figures can be used with entire confidence is as a measure
of the net increase in the number of premises of all kinds over a period
of several years.

Of the total number of buildings charged to duty or exempt from it,
only some 12-14 %, were not private dwelling-houses. The number of
houses demolished every year probably averaged about 10-15 %, of the
new houses erected. These two circumstances can be set against one
another; and the ‘net increase in the number of premises of all kinds’
can then be identified with the gross absolute number of dwelling-houses
erected. This does not provide an annual series but it gives a running
total against which any annual series can be checked.

(viii) Building prices
The only available index of the selling price of building work is that

constructed by Mr G. T. Jones. This index is highly insensitive and
reflects building costs in the London area only, although the trend of

! Published by the Secretary, Mr Norman McKellen, Manchester, July 1917.

% See, for example, Stamp, British Incomes and Property, pp. 114, 132-3. There is,
first, the difficulty of reassessment years—every five years in the Metropolis and every
three years in England and Wales up to 1888—9g (thereafter every five years, except
in 1910-11 when the interval was seven years). In these years increases in rent are
given effect to while in other years only the decreases are entered in the returns.
Changes in classification went on steadily between the years of reassessment; reduc-
tions in the annual value of residential shops, hotels, lodging-houses and farm-houses
occupied by their owners might bring them into the category of exempt dwelling-
houses. This difficulty is further increased by the constant transfers and retransfers
between lock-up and residential shops. In reassessment years premises were often
entered in one category until, after challenge, they were transferred to another
category, or omitted altogether (e.g. farm-houses of less than £20 annual value).
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building activity in that area was at times quite contrary to the trend
in the rest of the country (for example, in 1878-81). Morcover, a
reference to Jones’s sources! makes it doubtful how far his index is one
of selling price at all. Laxton’s figures for selling price are a compound
of labour costs and material prices with a rough addition (generally
15 %) for profit. There are many obvious cases of abrupt revision by
the compilers, not reflecting any actual change in market quotations,
and these abrupt changes are faithfully carried over into Jones’s index
of selling price. One can hardly be captious, however, when there is
no other index to put in its place.

I have hesitated whether it might not be preferable to usc the average
cost per room in new houses built at Glasgow. This has the advantage
of incorporating the upward trend in building costs associated with the
greater amount of plumbing and other work done on each house. But
the index is rather too erratic, and it fluctuates too violently to be
typical of the country as a whole.

(ix) Miscellaneous

For some purposes it is useful to know the number of years’ purchase
at which property was selling. From 1894 onwards, figures arc given
in the Estate Duty statistics of the average for estates passing at death.
For earlier years it should be possible to obtain figures, but I know of
no published series. I have given elsewhere figures for Glasgow.?

There are no readily available figures of empty houses except for
Glasgow and London. For the years 1870-82, however, figures exist
of the reductions of duty made in England and Wales under Schedule A
for unoccupied property and irrecoverable arrears, including allowances
in respect of mills, factories, etc. Figures also exist from 1900 onwards
for the annual value of empty houses not charged to duty in England
and Wales. For Scotland figures of the annual value of empty houses
not charged to duty under Schedule A exist from 1874-5 onwards.
These figures are reproduced in Table 32.

Various other indices—of building material prices, bankruptcies of
the builders, and so on—have been prepared. None of them seems
particularly illuminating for our present purposes.

An index of residential building. For the years 19go1-14 I have started
from the figures of houses erected in Greater London and in the forty
largest municipal areas in England and Wales. These are given in
Table 33. I have then multiplied the total for the municipal areas by 24
to reach an estimate for urban areas outside London, and added a stcady

1 Laxton’s Builders’ Price Book. 2 Above, p. 32.
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Table 32. Statistics of empty property in Great Britain, 1870-1914

Percentage of
England and Wales® | Scotland (® unoccupied
Year dwelling-houses
(Looo’s) (£m.) (£000’s) | London® | Glasgow @

1870 139 — — — 2'14
1871 133 — — 7°3 2:09
1872 127 — — 59 2'12
1873 125 —_ — 50 254
1874 130 — 134 47 399
1875 132 — 191 43 437
1876 141 — 311 39 491
1877 162 — 409 40 6-48
1878 201 — 540 42 7:94
1879 184 — 656 47 10-25
1880 210 — 677 52 1122
1881 199 — 644 54 9-86
1882 214 — 593 58 784
1883 — - 523 69 5'96
1884 — — 503 77 517
1885 — — 497 7°0 614
1886 — — 499 6-6 656
1877 — —_ 511 6-1 7:30
1888 —— 495 59 6-72
1889 — —_ 476 54 6-05
1890 — — 408 50 469
1891 — — 365 48 -
1892 | — — 336 46 —
1893 - — 317 44 —
1894 - — 356* 44 —
1895 - — 334 42 -
1896 — — 301 36 -
1897 — — 271 31 -
1898 — — 251 29

1899 — 235 2'8 -
1900 - 555 305 30 2:97
1901 — 568 283 | 31 2:66
1902 — 589 309 32 297
1903 - 634 369 35 3-82
1904 — 6-83 411 — 5-88
1905 - 7°57 489 47 7°51
1906 — 773 519 47 777
1907 — 7:65 611 53 8:28
1908 — 811 495 6-0 9'34
1909 — 8:36 527 6-6 948
1910 — 799 611 59 10°71
1911 — 7:60 577 53 10-72
1912 — 6-88 491 47 10°35
1913 — 614 411 39 925
1914 — 5'52 - 37 6-94

@ The figures for the years 1870-82 represent the reductions of duty made under
Schedule A for unoccupied property and irrecoverable arrears, including allowances in
respect of mills, factories, ctc. For 1900-14 the figures represent the annual value of empty
houses not charged to duty.

® These figures represent the annual value (in £000’s) of empty houses not charged to
duty under Schedule A in Scotland. There is a discontinuity in 18945, and part of the rise
in 1goo-1 may be due to the inclusion of allowances by schedule (see J. C. Stamp, op. cit.
p- 64). The percentage of empty houses (in Great Britain) was stated in the House of Commons
to be 4-8% in 1902-3, 6:3% in 1909-10, and 5:9%, in 1910-11 (Stamp, op. cit. p. 133).

(@ Calculated by J. C. Spensley from Water Rate statistics (7. R. Statist. Soc., March 1918).

A oL vl L e
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20,000 a year for rural areas. The population of the forty municipal
areas in 1911 was 8-8 millions, and for all urban areas outside London
it was 21 millions, so that on a population basis a factor of 2% is a little
on the high side.? On the other hand, a lower factor would reduce the
aggregate of houses built, and this is already slightly on the low side.
For the ten years 19o1-10 the number of houses built works out at
1-13 millions. The Inhabited House Duty statistics show an increase
in premises of all kinds of 1-14 millions and of private dwelling-houses
(including residential shops under £20) of 1-00 million. The Census of
Population, however, shows an increase of only 840,000 houses, a change
in definition operating to reduce the number of houses returned in 1911.2
If we take the Inhabited House Duty statistics of the net increase in
dwelling-houses at their face value, and accept the estimate in Table 33
of new houses built, the number of houses demolished between 1901
and 1910 was about 130,000 over the decade while contemporary
estimates were of the order of 20,000 per annum.? It is for this reason
that I regard the estimates as likely to err on the low side. A factor
much in excess of 2}, however, would presuppose a bigger difference
between the experience of large and small towns than is altogether
likely.4

The estimate of a steady 20,000 houses for rural areas rests on the
census figures of houses in course of erection. These were as follows:

1 Year Urban arecas Rural areas Total
A R _ N
’ 1901 51,523 ! 10,386 61,909
| rour | 28319 | 9,859 38,178

I have assumed that in the rural areas it took about six months on the
average to build a house and rather less in the urban areas. The total
for 1901 is thus slightly in excess of twice the number of houses in course

! The total population of 36-1 m. was distributed as follows:

: I Millions
P " I

Greater London

725
Other urban areas 2091
Rural areas 791

| | 3607 |

* Above, p. 147. For Scotland, where there was no change in definition, the net
increase was 116,000 compared with one of 108,000 in the Inhabited House Duty
statistics.

3 Report of the Land Inquiry Committee (Urban), p. 8o.

4 The large towns, however, lost population fairly heavily by migration during
this period (see above, p. 70).
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of erection. The total for 1911 is slightly less than twice as great, but
this might be explained by the rapid decline in house-building that was
in progress in 1910—-1I1.

For Scotland I have added one-eighth. There are indications that
the boom at the beginning of the century reached bigger proportions
in Scotland than in England and Wales, but the difference to the total
resulting from more precise estimates would be small.

Table 33. Residential butlding construction in England and Wales,

1901—14
Metro- | Municipal .

v politan areas 1121 Municipal | Rural Total incl.

car Police England | areas x 24| areas Total 4 for

- g © Scotland
District | and Wales

1901 272 328 820 20 129°2 1454
1902 255 338 845 20 130°0 1463
1903 264 34°2 855 20 131°9 1484
1904 233 31-8 79'5 20 1228 138-2
1905 22°0 322 8o-5 20 1225 137-8
1906 21°4 297 742 20 1156 130°1
1907 19-2 27°5 68-7 20 1079 121°4
1908 134 238 59'5 20 929 1045
1909 13°3 22-8 570 | 20 90°3 1016
1910 11-8 207 51+9 20 837 942
IgII 10°0 165 41°2 20 71-2 8o-1
1912 80 136 340 20 62-0 69-8
1913 8:6 13°1 32+7 20 613 69-0
1914 83 117 29°2 20 575 647

For the period between 1870 and 19or I have started from the
Inhabited House Duty statistics. I have assumed that about 70,000~
75,000 houses were built in England and Wales in 1871 and 1891, and
using these fixed points, I have then smoothed the Inhabited House
Duty statistics in order to make the changes from year to year conform
to the other evidence. At an earlier stage I tried to cling to the In-
habited House Duty statistics in years other than reassessment years,
interpolating for the latter; but I am now convinced that it is preferable
to use only the net increase between revaluation years. For this purpose,
however, the total has to be divided into its three constituent parts, the
Metropolis, the rest of England and Wales, and Scotland. It is not too
difficult to reach a rough approximation of the year-to-year changes
provided the turning-points can be identified. For London itself, it is
reasonable to assume that the inner area of the Administrative County



156

Table 34. Index of residential building, 1870-1914 .
Inhabited house duty
Increase in total number Estimated number of houses built
of premises
Year Rest of Rest of
Metro- England scotland] Total | Metro- England | §cotland| Total
polis and polis and
Wales Wales

1870 — — —_ — 4 6o 14 78
1871 @ — — — — 4 65 14 83
1872 — — — — 6 70 14 90
1873(® — — — — 4 73 15 92
1874 — — —- — 4 78 16 98
1875 63 950 U 162 117°4 5 8o 18 103
1876 ® 56 879 34°1 127:6 6 85 19 110
1877 10°1 533 22'9 86-3 7 85 20 112
1878 12:6 833 29'3 | 12571 9 8o 19 108
1879 ™ 71 101-8 31 | 1119 11 75 16 102
1880 152 71-6 108 | 976 12 73 12 97
188y @ 75 63-0 93 797 13 71 1 95
1882 ™ 132 781 132 1045 Ir 69 11 91
1883 | 126 714 91 930 9 67 1 87
1884 ; 37 @ 629 91 756 7 64 | 81 82
1885® | 71 ! 572 13'9 7841 6 60 9 75
1886 | 16 | 665 115 { 756 6 65 7 78
1887 | o8 634 83 . 8ry 6 68 7 81
1888 ™ 95 758 5'5 909 6 73 7 86
1889 12°5 708 8-3 915 6 78 7 91
1890 —o06 68-7 10°2 785 5 72 8 85
18g1 @ 124 751 57 932 6 65 9 80
1892 54 | 667 |94 | 815 6 60 10 76
1893 ® 63 ’ 456 | 77 596 6 62 10 78
1894 . —od 756 | 143 889 6 66 I 83
1895 58 938 | 143 1140 7 78 12 97
1896 17 108-:8 | 208 131°3 8 95 16 119
1897 8-y 906 | 134 1127 8 120 20 148
1898 (™ 17'0 121°3 | 21°3 1596 9 135 25 169
1899 39 | 1451 L2401 17371 10 140 22 172
1900 90 ‘ 132°4 196 16og | g9 | 125 | 18 152
1go1 @ 74 122°9 159 146-2 10 115 16 141
1902 11°0 102:6 151 1287 9 120 1y 146
1903 (®? 110 130°4 20-2 161-6 10 121 18 149
1904 146 1172 17-8 1496 11 113 16 140
1905 12'5 137:6 19-0 169-0 12 110 15 137
1906 44 1097 149 1290 11 110 15 136
1907 4'5 950 16-5 1160 9 105 13 127
1908 41 1079 02 1122 5 95 11 111
1909 45 104'0 59 1144 4 90 9 103
1910 31 328 13°1 490 3 8o 8 91
1911 @ 7-8 104'1 30 1149 3 70 7 8o
1912 47 642 48 738 3 65 6 74
1913 02 726 1-2 740 3 65 6 74
1914 | 20 775 37 83-2 2 60 4 66

(@) Revaluation Year, Metropolis. ®) Revaluation Year, England and Wales.
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New houses Se'llmg
Year built p ?nczstf
(000’s) building
1870 78 100
1871 83 103
1872 9o 103
1873 92 109
1874 98 111
1875 103 108
1876 110 rie
1877 112 110
1878 108 110
1879 102 109
1880 97 110
1881 95 107
1882 91 105
1883 87 101
1884 82 101
1885 75 100
1886 78 98
1887 81 97
1888 86 96
1889 91 101
1890 85 98
1891 8o 95
1892 76 95
1893 78 90
1894 83 90
1895 97 91
1896 119 91
1897 148 93
1898 169 93
1899 172 97
1900 152 100
1901 145 103
1902 146 103
1903 148 103
1904 138 107
1905 138 107
1906 130 106
1907 121 107
1908 105 109
1909 102 107
1910 94 100
1911 8o 100
1912 70 101
1913 69 106
1914 65 115

Index of
size and
complexity

100-0
100°5
101°0
101°5
1020
102°5
1030
1035
1040
1045
1050
1055
106-0
106-5
107-0
1075
108-0
1085
1090
109°5
110°0
1105
I11:0
1115
112°0
112°5
1130
1135
114°0
114°5
1150
1155
116-0
116°5
1170
117°5
118-0
1185
1190
119°5
120°0
12075
1210
121°5
122°0

Volume of
residential
building
(1907 =100)

544

58-2

634

65-1

697

796 "
790 ‘
808
78:3
740
71°0
69-9
673
646
61-2
56-2
58-8

61-3
654
69'5
652
617
58-8
607
64-8
76-1
938
117°2
1344
137°4
121-9
116-8
1181
1202 |
112°6

1131
107°0
100°0
871
85-0
784
67-2
59°1
585

553

Value of
residential
building
(1907
=/£28m.)

142
157
17°1
18:6
202
20-8
232
233
22-5
21°1
204
196
185
17°1
16-2
147
15°1
156
16-4
18-4
16-7
153
14-6
143
153
181
22°1
285
327
349
319
315
31-8
324
315
317
297
28-0
24-8
238
206
176
156
16-2
166
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showed fluctuations similar to those in the larger area of the Metro-
politan Police District.

The final estimates are given in Table 34, together with the crude
Inhabited House Duty figures for the Metropolis, the rest of England
and Scotland. They have been converted to a value series by assuming
that there was a gradual increase of 3 9, per annum, in the size or
complexity of the average house, using G. T. Jones’s index of the selling
price of building work, and taking 1907 as a base. The resulting series
shows a rise in the value of new dwelling-houses constructed from
L157m.in 1871 to £17-6 m. in 1911. Between those dates the number
of dwelling-houses increcased by over two-thirds, and outlay on repairs
and maintenance (including alterations) may have nearly doubled. If
the rise was from £13 m. to £25 m., the total value (and volume) of
work done on dwelling-houses increased by approximately 509,.
Allowing for a greater rise in industrial and other building, this is not
inconsistent with the ratio of one-half to two-thirds estimated earlier.?

(e) Engineering

There remains engineering. I was at one time rash enough to make
an estimate of the value of new machinery produced and to adjust it
for exports and imports so as to arrive at net home consumption. In the
process I had to manufacture an index of output without any figures of
machinery produced and an index of machinery prices without any
price quotations. I do not propose to put the results of these calculations
to much use in this book; but as they may be of interest I have thought
it worth while to reproduce them.

I ought, before doing so, to draw attention to the large amount of
engineering work that is already included under the foregoing headings.
Railways and shipbuilding represent two of the largest nineteenth-
century users of machinery, and the local authoritics, as the owners of
large public utilities, were of increasing importance. Strictly speaking,
therefore, it is only a part of the machinery retained for home use that
should be added in order to form an index of new construction. Of this
part, textile machinery was undoubtedly much the largest.

Although no figures are available of the output of textile machinery,
there are various estimates of the additions made annually to the
number of cotton spindles and looms, and it would probably be possible
to find similar information (e.g. from Trade Directories) for other textile
industrics. Indeed, it might be possible to form a fairly accurate im-
pression of the rate of increase of capacity in most of the larger industries.
The figures for cotton-spinning show a marked cyclical fluctuation, a

1 Above, p. 148.
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rapid growth in capacity up to 1884, and a long lull until the beginning
of a second prolonged period of expansion from about 19goo onwards.!

Apart from such direct indications of investment in machinery, one
is forced back on a method suggested to me by Mr Colin Clark. From
the consumption of pig iron less any increase in stocks deduct the pig
iron consumed in steel;? then add the output of ingot steel to the

1 See Table 37. Figures are given in four sources, which at times show considerable
differences: Returns under the Factories and Workshops Acts (not always reliable)
reproduced in the Statistical Abstracts; estimates made annually in Ellison’s Circulars
(reproduced in C. K. Hobson, op. cit. pp. 214-15); estimates for the Lancashire
district based on the C.S.M. Directory by G. T. Jones, op. cit. p. 277; and estimates
in The Economist, quoted by Professor D. I. Robertson, op. cit. p. 20.

2 The consumption of pig iron per ton of steel produced was assumed to be as
follows:

In the Bessemer acid process 105 %
In the Bessemer basic process 1109%
In the Acid open hearth process 70%
In the Basic open hearth process (from 1900) 75%
In all processes for spiegel and ferro-manganese 2:5% (1910~13 average)

For the years 18go-1900 a splice has been used. In years of acute depression the
consumption of pig iron has been reduced (in the open-hearth process only) by 59,
to make provision for more extensive use of scrap.

After my calculations were complete I was assured by Mr D. L. Burn that the
consumption of pig per ton of steel was greater before the first World War in the acid
process than in the basic process. The difference made to my final results by a suitable
correction, however, would be too trifling to make recalculation worth while,

Mr Burn is also extremely doubtful of the value of the British Iron Trade Association
statistics of stocks of pig iron. So far as public stores go—for instance, those of Messrs
Connal and Co.—the figures of stocks seem rcliable enough. But details of makers’
stocks were published only at the discretion of the makers themselves. The Cleveland
Ironmasters made no returns after 189o, and up till 1880 there are no statistics for
districts other than Scotland and Cleveland, although there must have been con-
siderable stocks of hematite in Lancashire and Cumberland, and makers elsewhere
must have had stocks of other sorts. There is no guarantee that the figures of makers’
stocks published by the British Iron Trade Association for part of the period are
reliable.

This lack of reliable statistics of makers’ stocks is a serious defect. The very fact that
stocks in public stores were visible, while makers’ stocks could only be guessed, made
it to the advantage of speculators to transfer stocks from the one category to the other.
Thus the Statist pointed out on one occasion that ‘the [Scottish] stocks are as high
as they are becausc of the tremendous effort made by the bears to buy up all the
unsold iron in the hands of makers, and that has all been crowded into store with
the object of swelling the wvisible stocks’ (8 April 1899, p. 538).

The statistics which I have used are as follows:

1870-80: Scotland and Cleveland (makers and public stores).

1881-95: British Iron Tradc Association figures for Great Britain. (Source: Annual
Reports of British Iron Trade Association from 1878; where copies unobtainable, Bulletins
of the Association published in the fron and Coal Trades Review).

1895-1914: Figures of stocks in the warrant stores of Scotland, Middlesbrough,
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remaining pig iron (which would presumably be used in the manu-
facture of finished iron products) and treat the resulting compound as
an index of the consumption of iron and steel. From this two further
deductions fall to be made, one for iron and steel consumed in ship-
building and naval construction’—so as to avoid duplication—and one
for the ‘ingot equivalent’ of exports less the ‘ingot equivalent’ of net
imports.2 By ‘ingot equivalent’ is meant the number of tons of pig iron
or of ingot steel which would be required in the manufacture of finished
or semi-finished iron and steel products. Deductions for iron and steel
used in bridge-building by local authorities, in the production of steel
rails or locomotives for home use, in the construction of business
premises and public buildings, and so on, should also be made but are
incapable of exact estimation.?

The result is a total of 5:12 m. ingot tons consumed in 1907 in the
United Kingdom, the engineering industries (excluding shipbuilding)
taking about half. The total was made up roughly as shown on p. 161.

No index of the price of machinery exists, and there is very little data
from which one can be satisfactorily constructed. The best one can do
is to read through some engineering price-lists to form a general im-
pression of the probable degree of fluctuation,? and consult the figures

and the west coast, and of stocks in the makers’ yards in Scotland and the west coast.
Stocks of hematite in the Cleveland Warrant Stores are included only from 1895 to
1901. (Sources: fronmonger, Metal Market Year Book, 1915. Supplementary estimates
will be found in the Economist Commercial Histories and, from time to time, in the
Statist.) .

! The tons of iron and steel consumed per net ton of iron sailing vessels was taken
to be 0-7; per net ton of steamers, 1-075 for iron ships, 0-gg5 for steel ships. For war
vessels a three-year moving average of launchings was calculated and 20 9%, deducted
from the number of displacement tons thus obtained. For foreign warships a three-
year moving average was also calculated and the number of gross tons so obtained
was doubled. Where the figures of displacement tons were not obtainable, one-third
was added to the weight of armour in the hull. In order to arrive at the ‘ingot
equivalent’ of shipping consumption an addition of one-third was made to the weight
of iron and steel consumed. The requirements of ship-repairing yards were ignored,
but those of marine enginecring are included in the figures just given.

2 All exports were treated as finished iron and steel products (except in the eighties
when we were exporting blooms to America) and an addition of one-third was made
to the weight of exports to make provision for waste. (Pig iron, scrap, and old iron
were, of course, deducted from exports.) Re-exports and imports were divided into
semi-manufactured and finished goods, 109, being added to the former and one-third
to the latter.

3 The British Iron Trade Association published figures for the output and con-
sumption of steel rails after 1877, but I have not been able to obtain a continuous
series beyond 1890, and for some ycars—e.g. 1889—the figures are far from plausible.

4 There are some price-lists for the nineties in the British Museum (Press-mark:
PP1660da), but they are not particularly useful. Advertisements in technical journals
(e.g. Iron) have also been consulted.
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Consumption of iron and steel, 1907

Ingot tons

(000’s)

Output of finished machinery @ (£60 m. at £40 per ton 2000
plus one-third for scrap)

Repairs by engineering firms (£6'5 m.)
Work done by firms on own plant (£16 m.)} 200
Additions to work in progress (£57 m.) 200
Rails 670
Pipes, tubes and fittings 425
Structural steel 300
Wire 300
Railway tyres and axles 150
Tinplate 160
Chains, anchors, nuts, bolts, metal bedsteads 430
Miscellaneous (motors, bicycles, electrical engineering, etc.) 9o
Imports of all kinds 200

5125
Shipbuilding 1420

6545

@ Including locomotives and ordnance.

of export prices which began to appear in 1910. It is clear that many
kinds of machinery—particularly advertised branded products—were
very stcady in price even in the most severe depressions and the most
enormous booms. Machinery advertised at one price in 18g6 can still
be found selling at the same price in 1900, although iron and steel goods
had risen by about 509, in the meantime. In 1876 there were some
types of machine which had not fallen in price in the past three years,
although pig iron was fetching less than half its 1873 price and the fall
in manufactured iron had been almost as heavy. There is reason to
believe, however, that this steadiness of price was far from being shared
in by the whole industry. For example, the average value per ton of
exported machinery rose by nearly 10 9, between 1910 and 1913, while
the rise in the average value of exported manufactured iron was 23 9;.

An important difficulty in forming an index of machincry is that of
weighting. Different kinds of machinery move in quite different ways
both in price and in output.! Changes in market quotations, even if
they were known, would thus be a poor guide to changes in the average
value per ton of enginecring output.

1 See, for instance, Colin Clark, Fixed Capital Investment in Great Britain, p. 17. In
the years 1911-13, although there was a steady rise in the average value of exported

machinery, there was a very wide dispersion of movement, some sorts rising while
others were falling, some rising one year and falling the next.

o] II
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Faced with these difficulties, I began by assuming that whatever
changes in weighting occurred the average value of output moved in
the same direction as the price of other iron and steel products. I made
arbitrary estimates of the probable rise or fall in average values between
the extremities of each boom and slump, and interpolated on the basis
of the fluctuations in the average price of exported manufactured
iron.! The index was given an upward trend so as to take into account
the development of more complicated and more valuable sorts of
machinery.

It is this unpublished index which has been used by some writers as
an index of machinery prices. But in fact, of course, it is nothing of the
kind. It is neither based on observation of changes in the price of
machinery nor intended to measure changes in prices as distinct from
average value per ton. I have since made some efforts to obtain data
on machinery prices, first by approaching firms and secondly by
examining the trade returns of countries which imported British
machinery. For cotton-spinning machinery the records of the largest
manufacturers of the period yield indices as follows:2

Export
(f.as.
Year Home English
port)
1900 100 100
1901 102 98
1902 100 98
1903 104 100
1904 105 100
1905 108 100
1906 111 102
1907 110 103
1908 113 103
1909 114 105
1910 106 103
1911 109 (ro4)
1912 (107) (104)
1913 (116) (104)
1914 (126) (104)

This is interesting as an indication of the variability of machinery
prices and as a reminder that discrimination between home and export

! There is no satisfactory equivalent index of steel prices.

2 T am indebted to Sir Percy Mills for the data from which these figures have been
constructed. Figures for a second firm show a rise of 179, in home market prices
and of 119 in export prices between 1904 and 1907.
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markets is not a recent innovation. But it does not take us far towards
a general index of machinery prices. The trade returns of continental
countries are more hopeful, although more treacherous, as a source.
Austria, France, Germany and Italy, for example, showed imports of
machinery by weight as well as by value, the values being official values
revised annually, not declared, or market values. If it werc possible
to have access to these official values they might allow a rough index
of British export prices to be constructed, since Britain was undoubtedly
the main supplier of continental markets in the nineteenth century.
Without the dectails, one is left with aggregates that lump together
locomotives and sewing machines, so that an increase in one may be
concealed by a decrease in the other. I have examined the changes
from year to year in the average import value of some of those broad
aggregates. It would seem that machinery prices fell heavily from a
peak in 1873 and in gencral followed fairly closely the index for the
price of new ships given above (Table 23). But as I hesitate to launch
one more spurious index of machinery prices I have not reproduced the
calculations here.

I have reproduced calculations of the value of machinery retained
for use in the United Kingdom. These estimates were made some years
ago when I included them in the total for gross domestic fixed capital
formation. I have since amended them, not for this purpose, but more
as curiosities. The volume of iron and stcel consumption has been
multiplied by the average value of ‘machinery’ per ton, using a total
of £50 m. in 1907 as a base. A deduction of 6 % has been made
from the recorded value of exports, and an addition of 69, to the
value of machinery remaining at home, in order to provide for costs
of transport and handling.! The result of this procedure is shown in
Table g7.

The figures shown there fluctuate rather more than exports of
machinery and rise in the nineties at a very rapid pace. They are also
at variance with the unemployment figures for the seventies—unem-
ployment increased steadily from 1872 to 1879 in all the principal
unions—and would imply an increased investment in machinery after
some of the major industries (e.g. cotton textiles) had begun to lose
momentum. There are also various discrepancics in individual years
between the ‘machinery’ and other serics; for example, there is little
in the unemployment statistics to suggest a swift recovery in 1902-3 or
1908-9 or a depression in 1911-12.

I It has been neccssary to take account of certain changes in classification and to
estimate imports of machinery before 1897. The base of £50 m. in 1907 is arrived at
by deducting repairs (£6-5 m.) from the output of machinery (£54'5 m.) and making
an allowance for accessories used in repair or exported ({2 m.).
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Table 36. Home consumption of iron and steel (tons 000), 1870~1914

Consumption
of pig iron in
Output of pig Increz:;c (+) Consumption castings,

Year iron less net decrease (—) of pig iron wrought iron,
exports in stocks in steel etc.

(col. 1—col. 2

and col. 3)

1870 5251 + 48 240 4963
1871 5626 —224 379 5471
1872 5512 —322 483 5351
1873 5499 — 36 589 4946
1874 5272 - 14 647 4639
1875 5465 + 58 731 4676
1876 5679 + 302 846 4531
1877 5771 +233 905 4633
1878 5486 +237 994 4255
1879 4798 + 12 1022 3764
1880 6184 + 42 1307 4835
1881 6718 + 195 1799 4724
1882 6873 — 159 2122 4910
1883 7004 + 11 2019 4974
1884 6579 + 140 1750 4689
1885 6493 +543 1819 4131
1886 6or1 +139 2179 3693
1887 6440 + 125 2950 3365
1888 7000 — 190 3120 4070
1889 7203 —637 3359 4481
1890 6820 —558 3319 4059
1891 6628 — 101 2827 3902
1892 5998 — 420 2606 3812
1893 6182 - 3 2623 3562
1894 6658 + 174 2813 3671
1895 6929 + 228 2922 3779
1896 7707 - 24 3655 4076
1897 7753 —314 3937 4130
1898 7727 — 53 3951 3829
1899 8213 —21I1 4184 4240
1900 7713 —278 4188 3803
1901 7289 + 78 4044 3167
1902 7803 - 73 4143 3733
1903 8006 + 69 4373 3564
1904 8o17 + 73 4334 3610
1905 8754 +483 4973 3298
1906 8608 — 149 5441 3316
1907 8275 —510 5472 3313
1908 7828 + 176 4310 3342
1909 8500 +351 4822 3327
1910 8973 +197 5354 3422
1911 8493 + 24 5319 3150
1912 7693 —555 5584 2664
1913 9350 - 29 6247 3132
1914 8365 + 17 6404 1944




Table 36 (cont.)

Output of I nglot N
Year steel ingots equivalent o
net exports
1870 240 2501
1871 364 2523
1872 467 2453
1873 573 2220
1874 630 2095
1875 708 1840
1876 828 1568
1877 887 1770
1878 982 1617
1879 1009 1728
1880 1295 2334
1881 1778 2716
1882 2109 3034
1883 2008 2921
1884 1774 2615
1885 1887 2537
1886 2264 2693
1887 3344 3320
1888 3304 3420
1889 3571 3482
18g0 3579 3302
1891 3157 2744
1892 2920 2198
1893 2950 2241
1894 3111 1991
1895 3260 2156
1896 4132 2754
1897 4486 2794
1898 4566 2327
1899 4855 2408
1900 4901 1955
1901 4904 1763
1902 4909 2067
1903 5034 1872
1904 5026 1895
1905 5812 2199
1906 6462 2677
1907 6523 3292
1908 5296 2497
1909 5882 2814
1910 6374 3085
1911 6462 2555
1912 6796 2581
1913 7664 2660
1914 7835 2449

Ingot Home ingot
equivalent of | consumption
shipbuilding of iron
consumption and steel @

453 2249
515 2797
627 2738
577 2722
743 2431
539 3005
403 3388
516 3234
580 3040
548 2497
649 3147
827 2959

1043 2942

1180 2881

732 3116
525 2956
421 2843
500 2589
740 3214

1072 3498

1031 3305

1037 3278

973 3561
767 3504
885 3906
917 3966
1037 4417
921 4901

1243 4825

1391 5368

1353 5396

1359 4949

1345 5230

1071 5655

1247 5494

1441 5480

1575 5526

1420 5124

869 5272
go8 5487

1064 5647

1604 5453

1651 5228

1812 6324

1466 5864

@) Pig iron not in steel, plus output of steel, minus consumption of iron and steel in

shipbuilding and exports, plus consumption of iron and steel in imports.
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It might be possible, with better figures for changes in stocks, and by
eliminating structural steel, steel rails, iron castings for plumbing work,
and so on, to obtain a more reliable index of machinery output. As
matters stand, the figures in Table 37 can be used only in corroboration
of other indications of trends in the production and consumption of
machinery. They confirm the impression that investment was high in
the seventics—though it would be hard to point to any industry of which
this was conspicuously true. They also point to a high level of investment
in the nineties ; and for that period there is direct evidence of investment
in machinery by some important industries. There was a boom in motor
cars and cycles, in tramways, and in electrical products of all kinds.
The older industries, too, were enjoying large profits and increasing
their equipment. Chemicals, agriculture, textiles and the engineering
trades themselves were all in need of more machinery. Thus there was
an enormous increase in output, which, thanks to the requirements of
the new industries, was well maintained during the years of declining
home investment after 19o5.

(f) Total home investment

The aggregate of the first four items of new construction analysed
above works out at £80 m. in 19o7. This total falls short of total new
construction, which was approximately £140 m. I have thought that
it might be of interest to blow up the scrics for building, shipbuilding,
railways and local authorities in the ratio of 140:80, on the assumption
that the items excluded fluctuated in much the samec way as the
items included. From what we know of the fluctuations in the largest
item cxcluded—industrial machinery and plant—this is rather a large
assumption; it is possible that industrial construction had a more
pronounced cyclical rhythm than the total for the other items. The
blown-up series (which is shown in Table 46) may, however, be a fair
approximation to total new construction. This in turn is by no means
the same as total investment, gross or net. In shipbuilding, for example,
therc is a world of difference between the value of new ships launched
for British owners and the value of the increment in British shipping.
Nevertheless, since the value of new construction is the chief determinant
of net home investment, and since there is a small difference only
between the two magnitudes for 19o7—the first amounting to £140 m.
and the sccond to £150 m.—it may be useful for some purposes to
treat the two as identical.

Since the series for new construction consists of four items only, it is
important that they should be given the right weight. Shipbuilding is
clearly overweighted in relation to the other three items, in the sense
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Table 37. Home consumption of machinery, 1870-1914

Consumption| Average Value of Net . Val\{e of ,| Increase
f iron and value of output of exports of ma(;hmery in cotton
Year © a PR sl P s . | retained for .
steel @ machinery’ | ‘machinery’ | machinery 1 spindles
(1go7=100) per ton (Lm.) (£m.) iome use (000’s) )
(£m.)
1870 439 o0 16:5 50 115 240
1871 547 916 209 56 153 400
1872 53'5 107°4 239 77 16-2 530
1873 531 1150 25'4 94 16-0 940
1874 475 1114 220 92 128 945
1875 585 1055 257 85 17°2 6o7
1876 66-2 101-6 280 6-8 21°2 578
1877 631 99'3 26-1 63 19-8 400
1878 59'4 97'6 242 71 171 400
1879 488 g96-0 19'5 6-8 127 100
1880 615 1000 256 87 169 150
1881 578 958 23°1 94 137 350
1882 57'4 97'9 234 11-2 122 goo
1883 563 96-8 227 12:6 10°1 1000
1884 609 94'5 240 12°3 17 1000
1885 578 92°7 223 10°4 11°9 —
1886 555 906 21°0 95 15 — 300
1887 506 90°0 190 105 85 40
1888 627 90°3 236 12:2 114 —
1889 684 948 270 14°4 12:6 760
1890 646 100°0 26-9 154 115 250
1891 641 977 261 149 11°2 1000
1892 695 973 28-2 130 152 600
1893 684 96°1 274 129 14'5 —8o0
1894 76 4 965 307 13°0 177 —
1895 775 950 307 136 171 130
1896 863 96-3 346 148 19'8 — 500
1897 957 98'5 393 13°4 25'9 -
1898 94'3 99°4 391 148 243 —
1899 1049 1064 465 154 311 300
1900 1055 120°0 527 156 371 450
1901 96-7 117:9 475 134 341 479
1902 102°1 116°6 496 135 361 1475
1903 110°5 1157 531 154 37'7 —26
1904 1072 1153 515 16-4 351 575
1905 107°0 1150 513 183 32-8 777
1906 108-0 117:6 52°Q 21°2 317 2350
1907 100°0 120°0 500 256 244 4263
1908 102-9 1185 508 250 258 2633
1909 107°2 118-0 527 22°4 30°3 1808
1910 110°4 118:6 546 230 316 705
1911 1064 119°1 52:8 238 290 271
1912 102°1 124°2 528 24'9 27'9 138
1913 1234 130°0 66-8 279 389 341
1914 144°5 1250 753 233 52°0 836

@ See Table 36, final column.

) Exports and imports of sewing machines are excluded. A deduction of 6 9%, has been made from
the value of exports for transport and handling charges.

© Up to 1900 from Ellison’s Circulars (as given in C. K. Hobson, op. cit. pp. 214-15); there-
after from G. T. Jones, op. cit. p. 277, based on C.S.M. Directory.
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that it is much less a net total and contains a large replacement element.
On the other hand, investment in machinery and plant may have
fluctuated in closer sympathy with shipbuilding than with any of the
other items, and engineering output is underweighted in relation to
building.

As a partial check on the figures of total new construction I have
compared them with estimates of British capital at home for two dates
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Fig. 13. New construction, 1870-1914.

that scem to admit of such a comparison. In 1875 and 1914 prices and
interest rates were about the same. For 1875, Giffen’s estimate (which
I have slightly amended) of capital at home gives a total, excluding
land, of about £5000 m. For 1914, Stamp’s estimate gives a total, also
excluding land, of about £9200 m. The increment over the period of
forty years was thus some £4200 m. If we add up the annual totals for
new construction in Table 38, we get an aggregate of £4800 m. for the



Table 38. New construction, 1870—1914

Local

Building |Shipbuilding| Railways .- Total
Year authorities

(Lm.) (£m.) (Lm.) o) (£m.)
1870 142 86 10°5 55 38-8
1871 157 13°3 11-8 59 467
1872 17°1 153 11-8 73 515
1873 18-6 150 141 88 565
1874 202 19°3 16-8 12°5 68-8
1875 20-8 9-8 17°4 10-8 58-8
1876 232 85 164 13°4 61-5
1877 233 12:0 156 161 67-0
1878 22'5 11°6 132 17°0 643
1879 21°1 96 10°1 154 56-2
1880 204 130 99 148 581
1881 19°6 17°2 113 12-8 60-9
1882 185 227 11-8 107 637
1883 171 185 141 10°9 60-6
1884 16-2 99 13°3 12-8 522
1885 147 73 98 12:4 442
1886 151 48 80 108 38-7
1887 156 67 71 11-6 410
1888 16-4 11°5 72 92 44°3
1889 184 18-0 89 90 54'3
1890 16-7 17:6 10°4 95 542
1891 15°3 13°4 12-8 131 546
1892 146 13°1 12:2 13°3 532
1893 143 91 10°5 16-7 506
1894 15°3 112 97 164 526
1895 181 10-6 114 16-2 56-3
1896 22-3 10°1 12:6 17°5 62'5
1897 285 10°4 140 203 732
1898 327 180 16-3 252 922
1899 34'9 214 185 29°1 1039
1900 31-9 224 206 33'4 108-3
1901 315 21-0 173 395 109°3
1902 31°8 198 14'5 41°2 107°3
1903 32°4 157 144 359 98-4
1904 31°5 16-6 12°4 36-4 969
1905 317 206 11-6 307 946
1906 297 237 10°2 27'3 909
1907 28-0 185 98 236 799
1908 248 91 69 22°1 62-9
1909 23-8 11°5 56 219 62-8
1910 206 141 50 213 61-0
1911 17-6 239 56 19°9 670
1912 156 209°4 6-6 21°2 72-8
1913 16-2 355 (8-3) 24°1 844
1914 16:6 270 (7°0) 25°3 75'9
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same period. This total includes, while the lower total excludes, renewals
of some fixed capital.! There is, therefore, no marked disagreement
between the two.

3. THE STATISTICS OF FOREIGN INVESTMENT

This scction consists partly of an attempt to revise Hobson’s estimates
of Britain’s capital exports in the years 1870-1914, and partly of a brief
account of the distribution of her forcign investments between different
countries and types of asset at various dates over that period. I am
conscious that the estimates in the following pages are subject to a more
than usually wide margin of error and that they are presented too
briefly and peremptorily. Nevertheless, I have thought it worth while
to publish them as a kind of interim report to show the lines along
which further research might usefully be done.

(a) The balance of payments on income account

Hobson’s estimates? require revision at two points: his calculations
of British shipping earnings and of interest from foreign investments
are not altogether satisfactory.

(1) Shipping earnings

Invisible exports of shipping services have three constituents. First,
there are the gross receipts earned by British ships in carrying British
exports and imports® or in the cross-trades between ports situated
abroad; from this total we have to deduct disbursements by British
shipping abroad. Secondly, there arc the passenger fares paid by
foreigners travelling in British ships, less the passenger fares paid by
British residents travelling in foreign ships. Thirdly, there are the dis-
bursements by foreign ships in British ports. The first of these items is
equal to the net earnings of the British mercantile marine from the
transport of goods (net of disbursements abroad), and this in turn is
equal to the net expenditure of the British mercantile marine in Britain
(except that the one includes and the other excludes passenger fares).
One straightforward way of calculating shipping earnings under the

! In the base ycar, 190%, net home investment, excluding additions to consumers’
capital, was estimated above (p. 122) at £120 m. only, while the totals in Table 46
have as base a total of £140 m.

2 C. K. Hobson, The Export of Capital, Chapter vi.

3 British exports are entered f.0.b., so that the value of transport services subse-
quently performed by British ships is not included, although these services are paid
for by foreigners. British imports are entered c.i.f., although part of the c.if. value
is paid over as freight charges to British shipowners, and not to foreigners.
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first two heads, therefore, is to add up the various items of shipping
expenditure in the United Kingdom (including gross profits) and deduct
passenger fares paid by British residents. Any payments by the British
government in subsidies have also to be deducted.!

Hobson Cairncross

(£m.) (£m.)
Wages and provisions (expenditure in U.K. only) 12 12
Stores purchased in U.K. 4 4

Bunker coal 1175 7'5
Port and deck charges, pilotage 10 10
Loading and unloading 5 5
Management, office, taxes, etc. 5 5
Insurance, depreciation, repairs 24 24

Net profits ® 8 10°5

79'75 780

Less fares and subsidies — 55

Pe— 72 -5

@ T have reckoned profits at 79, on £150 m. compared with 59, on £160 m. in
Hobson’s estimate (op. cit. p. 176). Giffen was prepared to put the capital value of
ocean-going shipping as high as £192 m. (Evidence before the Committee on War
Risks (1908), Q.2972 and Appendix VII.) Other estimates given before this Com-
mittce were those of S. H. Boulton (Q. 1513) of about £150 m., and of T. G. Bowles
(Appendix III) of £160~170 m. The average first cost of all liner tonnage entered in
the Liverpool and London War Risks Insurance Association in August 1914 was
£18 per ton gross (Final Report of Departmental Committee on Shipping and Shipbuilding,
p- 136) and would have been worth £11. 125. if depreciation had been estimated at
4% per annum. The book value of the fleets of the twenty-two principal liner com-
panies, owning 709, of all British liner tonnage, was [11. 6s. 9d. per ton gross in
1914. If we take a rather smaller average for 1907, say £11 per gross ton, and reckon
tramps at £7. 10s. per ton, we get an average value for all steamships of £9 per gross
ton, or 15 per net ton. Sailing ships were worth perhaps £6. 10s. per net ton. This
gives a total for ocean-going ships of £147% m. in 1907, say £150 m.

Using this method, Hobson reaches a total of £79-75 m., inclusive of
fares by British residents and government subsidies. Other methods
yield higher totals,? and he finally adopts a figure of £9o m., including

1 Other methods of calculation are less satisfactory. Fstimates based upon the
excess of the value of world imports over the value of world exports are difficult to
correct for insurance payments and commissions, for transit charges on non-sea-borne
goods, for the fares of passengers and, finally, for errors and lacunac (always plentiful)
in the import and export statistics themselves. Estimates based upon other methods
generally make use of samples which are ecither unrepresentative (e.g. a few large
passenger lines), or too heterogencous in earning power (e.g. such companies as
publish working accounts) to make the final result particularly reliable.

2 Op. cit. p. 177.
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disbursements by foreign ships in British ports. On the other hand, the
Board of Trade’s estimate for 1913, when earnings were a good deal
higher, amounts only to £94 m. My impression is that the Board of
Trade’s figure is a little too low and that Hobson’s figure of £79:75 m.
for 1907, if it is intended to cxclude disbursements by foreign ships, is
a little too high.

In amending Hobson’s figure, I have first excluded bunker coal
bought by foreign ships. I have then deducted £1-5 m. for ‘subsidies’,
and £4 m. for fares paid by British passengers. On the other hand,
I have raised Hobson’s estimate of shipping profits, for 1907 was a good
year and a return of only 5 9, in interest and dividends does not quite
fit with other evidence. The two sets of estimates compare as shown in
the table on p. 171.

For disbursements by foreign ships in British ports, I originally took
a total of £12} m. I have since reduced this to £10 m. made up as
follows !

Lm,

Port dues 4
Bunker coal 4
Loading, unloading, etc. 2
10

Starting from these cstimates for 1907, I have calculated the year to
year changes in shipping earnings.

(@) Disbursements by foreign ships in British ports. 1 originally assumed
that sailing vesscls spent 4s. per ton cleared and stcam vesscls 10s. per
ton, the total for 1907 working out at £12}4 m. I should probably use
a different method of calculation now, but it did not seem worth while
to refine the previous figures and I have instead made a flat reduction
of one-fifth throughout. The comparatively high figures for steam

! I regard £10 m. as on the low side but have becn influenced by the estimates for
the inter-war period (e.g. £9'5 m. in 1936). If freights in 1907 were about 109, of
the value of British trade and the proportion carried in foreign ships was one-quarter
(as estimated by the Booth Committee), the gross earnings in freight of foreign ships
on voyages to the United Kingdom amounted to £29 m. Adding in passenger fares,
and taking one-third of gross earnings, we get at least 10 m. for disbursements in
British ports. In view of the cheapness of British coal, it is hardly likely that the
proportion of gross earnings spent in Britain was less than one-third. A second check,
based on the outlay of British ships abroad per ton of British shipping entered and
cleared in foreign ports, and on the assumption of a similar outlay per ton of foreign
shipping cntered and cleared in British ports, gives a total of £g m., or, including
Colonial vessels, nearly 104 m. This method of calculation would be likely to err
on the low side.
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tonnage are intended to reflect expenditure on bunker coal in English
ports.

(6) Passenger earnings. No figures are available of the passenger earn-
ings of the British mercantile marine except for two inter-war years,
1931 and 1936. It is known that in 1936 receipts from passenger traffic
amounted to about 16 9, of gross receipts,! which in turn came to about
£145 m.2 Apart from this, all is confusion.? It is possible that in 1936
passenger fares were approximately as follows:

£m,
U.K. residents in U.K. ships 10°0
Other passengers in U.K. ships 12-7 @
U.K. residents in foreign ships 2.0

@ M. G. Kendall, loc. cit. p. 143.

Using these figures as a base, one might work out very rough estimates
for the years before 1914. The results would, however, be subject to
a wide margin of error, and in view of this and of the labour involved
I have not made the attempt.

(¢) Freights. If we ignore passenger earnings, we can use an index of
freights as a measure of the price of shipping services and tonnage as
a measure of volume. It is necessary to reduce sail and steam tonnage
to some common denominator, to exclude coastwise shipping, and to
make a correction for any secular improvement in speed and stowage,
etc.

! H. Leak, ‘The carrying trade of British shipping’, 7. R. Statist. Soc. 1939, p. 216.
The only other estimate that I have seen is one by H. W. Macrosty of £26 m. out of
£138 m. in 1925 (F. R. Statist. Soc., 1926, p. 501). On the data given by Macrosty
I should say that this was too high.

? M. G. Kendall, ‘Merchant shipping statistics’, . R. Statist. Soc., 1948, p. 141.
According to Dr Isserlis (‘Tramp shipping, cargoes and freights’, 7. R. Statist. Soc.,
1938, p. 71) the Chamber of Shipping inquiry yielded a total for 13-75 m. (out of
15'1 m.) gross tons of £120-7 m. for gross earnings, excluding passage-money paid
by United Kingdom residents. This is roughly equivalent to £132:7 m. for 151 m.
gross tons, so that the passage-money paid by United Kingdom residents may have
been about 12 m. In 1931 an inquiry by the Chamber gave a total of only £6-g m.
(ibid. p. 68), but the number of British passengers to destinations outside Europe had
risen by 20% by 1936 and farcs were probably also somewhat higher. The 1931
figure may also have been incomplete. I have assumed that Kendall’s total of ¢ about
£145 m.” means, in fact, £143 m., and that United Kingdom passengers paid £10 m.
rather than {12 m. This assumption is consistent with the table given above,

3 For example, Kendall first puts passenger fares by United Kingdom nationals in
foreign ships in 1936 at £7 m. (J. R. Statist. Soc. 1947, p. 182) and subsequently at
L2 m. (F. R. Statist. Soc. 1948, p. 143).
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In calculating the ‘volume’ of British shipping, I have taken the
equivalent, in terms of steamships, of the net tonnage on the British
register employed wholly or partly in ‘foreign trade’, adopting the
usual ratio of 3 tons sail, 1 ton steam. This has the disadvantage of
omitting ships in the ‘near-seas trade’, i.e. ships trading between home
ports and the continent between the river Elbe and Brest; but since all
ships trading partly in the foreign trade are included, and since many
of the ships trading between Brest and the Elbe were no doubt also
recorded as taking part in the ‘forcign’ trade, the net error thus intro-
duced is not likely to be serious.

I have made no correction for changes in speed or carrying capacity.
Hobson puts the average improvement over the period, exclusive of any
gain in carrying capacity resulting from the use of steam in place of
sailing vessels, at about 60 9,. I hesitate to introduce so large a correc-
tion when my results for the earlier years are already on the low side.
It is possible that the fall in freights over the period was more drastic
than that shown in the index used below or that outlay abroad increased
relatively to gross earnings. It is also possible that port charges incurred
in British ports fell progressively. Thus, while Giffen puts port charges,
pilotage, ctc., at £8% m. for 1879, Hobson uses a figure of only £10 m.
(or £15 m. including unloading) for 1907, when the net tonnage entered
and cleared was 1509, higher. Whatever the explanation, shipping
earnings do not appear to have increased appreciably faster over the
period than my estimates imply, and I have refrained, therefore, from
introducing a correction for speed.

An index of freight rates. There is no satisfactory index of freight rates.
Rates fluctuated violently and there were wide divergences of movement
between different routes. The only available indices for the period are
those calculated by Isserlis! and by Hobson,? the former relating ex-
clusively to tramps. Hobson’s index is based on the series published
by the Board of Trade, for the years 1884—-1903, of inward and outward
freights (including both tramp and liner freights). For the remaining
years of the period 1870-1912, Hobson has relied mainly on tramp
quotations.

The first difficulty about these indices is the weight which they give
to coal freights. Isserlis uses an unweighted average without distinguish-
ing inward and outward freights; about half the freight rates included
are for coal outward cargoes. Hobson’s own calculations of outward
freights are exclusively in terms of quotations for coal cargoes. But total
earnings on the carriage of coal exports were relatively small. In 1936
British tramps earned only £6-5 m. on the carriage of 20-6 m. tons of

! L. Isserlis, ‘ Tramp shipping, cargoes and freights’, 7. R. Statist. Soc. 1938, p. 122.
* Op. cit. p. 182,
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coal, or less than 7s. a ton, and freights in 1936 were not very different
from freights in the years immediately before the first World War.
Although coal represented a very high proportion of the total weight
of exports, it did not account for more than a modest proportion by
value. In 1936 total earnings on British exports carried in British ships
amounted to £25:6 m., while earnings on the export of coal were only
£5 m. The total carnings of the British mercantile marine in 1936 were
about £145 m. The carriage of coal accounted for less than one-
twentieth of this total. Unless, therefore, coal freights were a sensitive
index of outward freights both for tramps and liners, it would be wrong
to usc coal freights as a measure of fluctuations in reccipts from the
carriage of British exports in British vessels.

There is, in fact, some evidence that coal freights were rising in
relation to other freights over the period. There was a rise, for example,
in relation to inward freight rates. This was no doubt associated with
the rapid increase in coal exports, which may have more than counter-
balanced the growth in imports of tramp cargoes like grain, timber,
ore, etc. Itis unlikely that liner outward freights kept pace with freights
on coal outward cargoes.

There is less reason to expect a divergence between liner and tramp
freights on inward cargoes. Many goods could be carried cither in
tramps or liners. Moreover, the available freight rates cover a much
wider range of goods. Nevertheless, it is desirable to make use of
an index that combines tramp and liner quotations. For the period
18841903, this is possible by using the Board of Trade data. There are,
however, no liner quotations for earlier or subsequent years.

The procedure which I have followed has been to make use of Hobson’s
index rather than Isserlis’s, partly because Hobson’s figures make use of
the Board of Tradc liner quotations and partly becausc he distinguishes
inward and outward freights. I have, however, departed from Hobson’s
figures at two points. For the years 1870-84, Hobson uses only a small
number of quotations to arrive at an index of inward freights. I have
substituted a more broadly based index calculated from the data given
by Isserlis. For the years 1884-1903 I have reworked the Board of
Trade index for outward freights, so as to make use of liner quotations
only, and have given a double weight to quotations for the Boston and
Philadelphia routes. Throughout, I have given inward freights twice
the weight of export freights. For the years 1912-13 I have used Isserlis’s
index of tramp freights but have damped down the changes in these two
years by one-third.

Multiplying the resulting index of freights by the index of the volume
of ocean-going shipping, we have a measure of British shipping earnings.
Using 1907 as a base, we arrive at the estimates shown in Table 3g.
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Table g9. Shipping freights and earnings, 1870-1913

Disburse- | ‘Shipping
Volume | .. . ments of | earnings’
Inward | Outward| Index of of S]“‘pp“”(g) foreign |(% of total
Year freights | freights |freights'®| ship- [C2rmmngs™ ships in | British
ping British imports
ports and
(1900 (1900 (1907 (1907 (1907 (1907 exports
= 100) =100) =100) =100) |[f=72-5m.) =L1rom.)l (£m.)
1870 200 218 231 22-0 36-8 11 342
1871 202 210 230 237 39°'5 14 38-4
1872 198 220 230 254 42°4 1’5 41-8
1873 226 234 257 257 47°9 17 427
1874 206 228 239 28-2 489 1-8 417
1875 194 194 218 28-2 446 1-8 41°0
1876 204 179 220 285 45°'5 2-0 39'5
1877 212 176 225 29'9 488 19 40°4
1878 174 176 197 313 447 19 384
1879 164 183 191 32-6 45°'1 19 38-2
1880 168 183 194 347 488 2-2 436
1881 178 168 197 375 536 2-2 434
1882 164 163 184 409 546 2:4 450
1883 146 162 170 440 542 2°5 458
1884 122 155 149 454 490 2:6 42'9
1885 107 138 131 46-0 437 2:6 40°1
1886 98 147 128 46-0 427 25 38-7
1887 95 156 129 467 437 2:6 40°2
1888 107 160 140 498 50'5 27 42'9
1889 125 ¢ 168 157 533 6o7 | 30 464
1890 103 165 139 564 568 | 32 46-8
1891 104 135 129 59°1 553 34 46-6
1892 84 119 108 60-8 476 34 447
1893 85 109 104 625 471 ; 33 42°6
1894 81 109 ‘ 101 646 473 | 35 426
1895 75 oz | 93 66-7 450 | 36 439
1896 83 96 | 98 684 486 t 40 461
1897 82 104 100 691 501 4'5 466
1898 97 100 110 71-8 573 | 47 47-8
1899 84 98 99 746 535 | 58 509
1900 100 | 100 112 76-6 622 65 548
1901 69 E 101 90 79'4 51-8 | 6-2 54°4
1902 65 . 101 87 82-8 522 6-4 549
1903 67 | 106 90 85-6 559 6.7 564
1904 65 | 99 85 883 544 | 72 576
1905 68 106 91 924 610 | 7-8 60-8
1906 68 127 99 97°3 69-8 84 | 668
1907 71 127 100 oo | 725 100 i 727
1908 62 | 108 87 10000 | 631 10°4 656
1909 67 | 105 go | 1003 654 104 68-4
1910 71 108 93 1027 69-2 10°5 757
1911 75 121 101 1065 78-0 | SR 77'3
1912 108 167 (124) 109°3 98-3 12°4 84-0
1913 — i — (112) 112°0 909 141 877

@) Inward freights are given twice the weight of outward freights.

™) Net tonnage of British ships not engaged in the ‘home’ trade, steamships and sailing
vesscls being weighted 3:1. No correction for speed or efficiency has been made.

(© Volume of shipping times average freights on a base of 1907=£725 m.
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Giffen’s estimates of shipping earnings. Giffen’s estimates for 1879 and
1898 provide useful checks for earlier years. The figure for 1879'—
£60 m.—is reached by several different routes, but is, to my mind,
unquestionably too high. The rough approximation yielded by statistics
of world exports and imports is £71 m. for the gross income of British
shipping.? But this approximation is more or less valueless. Itisreached
without making any correction for earnings on non-sea-borne traffic to
the difference in value between the aggregate exports and the aggregate
imports of all countries. The imports of the United States are entered
up in the total f.o.b. instead of c.i.f. The earning power of steamships
is put at four times the carning power of sailing vessels per net ton,
although Giffen’s own figures support the usual ratio of 3:1. The pro-
portion of total freights earned by British ships is taken on the basis of
all shipping on the British and foreign registers instecad of on the basis of
ocean-going tonnage only. No provision is made for the fares of foreign
passengers carried in British ships, nor for government mail subsidies.
Lastly, the deduction of a sixth which Giffen makes from £71 m. for
disbursements abroad is much too low and appears to be based on sail
instead of on steamship disbursements (which were about twice as
heavy). Itis very doubtful whether, if the proper corrections could be
applied, the net total would remain above £50 m., even though some
of the corrections are in an upward direction.

Giffen’s second method is to calculate shipping carnings directly
from samples of the earnings per ton of steamships and sailing
vessels. His samples, unfortunately, do not all refer to 1879 and are
not too satisfactory from the point of view of size and representative-
ncss. He estimates earnings at £15 per ton of steamships and £5 per
ton of sailing vessels. This gives a total for 1878 of £47-4 m. Giffen’s
higher figure of £62 m. is due in part to his inclusion of coastal ship-
ping, and in part to his usc of ‘tonnage on the register of 1880’ as a
multiplier.

Finally, Giflen uses the ‘expenditure’ method and obtains a total of
£63m. Again the inclusion of coastal shipping inflates the total. The table
on p. 178 shows an amended calculation. Even this total is, I think, too
high for 1879, when profits can hardly have averaged 7 %, (Giffen puts
them at 12} 9,, but was possibly thinking of 188o-1, or of the decade
1870-80).

For 1898 Giffen gives an estimate of £88 m., obtained by deducting

1 R. Giffen, ‘On the use of import and export statistics’, F. R. Statist. Soc. 1882,
pp. 206 et seq.

2 Giffen includes in British shipping about half the tonnage of colonial ships, on
the assumption that about that proportion was in British ownership. It might be
preferable to regard such ships as part of Britain’s foreign investments.

c 12
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20 9, from earnings per ton in 1879.! The deduction seems much too
small. Freights fell by over 409, during the period 1879-98, and
improvements in speed and in dead-weight carrying capacity were to
a large extent offset by increased outlay abroad on coal. If earnings
per net ton fell by 40 %, and not 20 %,, then shipping earnings must have
increased from £47:4 m. in 1879 to £62-7 m. in 1898, both figures
including passenger earnings and subsidies.

Earmings of ocean-going British ships in 1879

B Lm,
Wages: at £1°1 per net ton sail x §-21 m. tons 356
A1'5 per net ton steam X 2-1 m. tons 321
Provisions 6-0
Coal, port expenses in Britain, etc. 10°0
Insurance 73 %l On a capital of £84 m. 250
Profit 7% (sail, L£10 per ton;
Repairs, renewal, etc. 159%, j steam, £ 25 per ton)
47'8

An alternative calculation. In 1931 over three-quarters of the nef receipts
of British shipping (i.e. net of expenses abroad) came from voyages, one
terminal of which was a British port; in 1936 the proportion was nearly
72 % . Before 1914 the proportion was probably not very different.2
Moreover, in 1913 three-quarters of the goods entering or leaving
British ports were carried in British vessels,® and before 1919 the pro-
portion is likely to have been, if anything, greater. Hence the earnings
of British shipping must have fluctuated closely with British cxports
and imports. In 1936, a fairly normal year, net shipping ‘earnings’
(excluding disbursements by foreign ships in British ports) amounted to
£75 m. and total imports and exports to £1345 m. For 1913 the Board
of Trade estimate for nct shipping earnings amounted to £85 m.(?)
and total imports and exports to £1404 m. These two years yicld 55
and 6 9, respectively for the ratio of net earnings to British imports and
exports. These proportions are likely to be somewhat below the average
for the period from 1870 to 1914 when British shipping played a bigger
part in international trade. It might be not too far out for that period
to offset the earnings of British ships in the cross-trades against the

! Giffen, ‘The excess of imports®, 7. R. Statist. Soc. 1899, pp. g et seq. Deducting
coastal shipping the total becomes £83-7 m.

% In 1912 the proportion by value of the goods carried in British vessels that entered
or left a British port was about 633 %; in 1936 it was about 65} %,. (H. Leak, loc. cit.
P- 254-) 3 Ibid. p. 226.
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freights earned by foreign ships in trading to British ports and to equate
British freights with the freights paid for the carriage of British exports
and imports. Taking freight rates at an average of 109, by value of
exports (including re-exports) and imports and expenses abroad at
one-third of gross freights, these assumptions would amount to taking
6% %, of the value of British trade as equivalent to the net shipping
earnings of the British mercantile marine.! The results of a calculation
on this basis are shown in the final column of Table 39. They are not
greatly at variance, except in individual years of high or low freights,
with the earlier calculations. Where divergences do occur, they are an
interesting pointer to the emergence of a new trend.

(i) Interest on foreign investments

Hobson’s estimate of intcrest on foreign investments is open to three
criticisms.2 First, he assumes that unidentified income from abroad
(e.g. profits of concerns other than railways situated abroad but dirccted
from Great Britain) increased at the same rate as the identified income.
It is possible, however, that unidentified income increascd in a greater
ratio, and this was the view taken, for example, by the late Lord Stamp.
Hobson’s estimates are unlikely to require any considerable modification
on this score.

First, the divergence between the rates of increase cannot have been
large. It is probably true that in 1870 a much larger proportion of our
income from foreign investments came from foreign bonds and other
‘identificd’ sources. But there were countries like Australia, France,
Austria and so on in which our investments in 1870 were to a much
greater degree in concerns managed from London, etc., than in 1914.
And the spectacular increases in investment during the period—in foreign
rails, in colonial government and corporation stocks, and so on—were
generally in sccurities in the ‘identified’ section.

Secondly, even if the actual increase in ‘identified’ income was in
a smaller ratio than the increase in total income from abroad, the
apparent increase in ‘identified’ income may not have been. There was
almost certainly a gradual reduction in tax evasion during the period.

Thirdly, there were large blocks of securities which one would have
expected to see assessed under Schedule C in 1870 but which were in
fact assessed under Schedule D. Schedule C was ‘merely a return from
loan agents of the amounts they have paid income tax upon....In the
case of U.S. loans, where coupons are sold here for export, the possessor

1 This ignores passenger earnings from non-United Kingdom nationals, but these
were probably not very large.
2 J. C. Stamp, British Incomes and Property, pp. 227, 235.
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Table 40. Export of capital (in £m.), 1870-1913

Total | Interest | . OHCr
Year | ‘Shipping | on foreign l'nVISlb!es I*.lxcess of
carnings’ |investment (including | imports
ships)
1870 379 42°0 180 592
1871 409 450 192 474
1872 439 48-0 239 401
1873 49'6 520 268 603
1874 507 55'3 234 724
1875 464 557 215 923
1876 475 52:8 200 1183
1877 507 540 21°1 1421
1878 466 537 232 1233
1879 470 53-8 22'1 1142
1880 | 510 562 24'3 1248
1881 558 574 28-0 99'9
1882 57:0 59‘8 302 106‘3
1883 567 635 30'4 121°5
1884 516 652 26-4 940
1886 452 730 236 809
1887 463 775 259 81-9
1888 532 825 279 89-0
1839 637 86-0 348 112°0
1890 600 915 359 924
1891 587 900 307 1271
1892 51°0 910 276 132°2
1893 504 910 283 1276
1894 508 88-0 264 1345
1895 486 90'5 27-9 1309
1896 526 92'5 31'8 1454
1897 546 930 324 156-8
1898 | 620 | 985 | 359 | 1765
1899 593 99'0 389 1647
1900 687 99'0 407 1773
1gorx 58-0 1030 404 1833
1902 586 1050 365 1850
1903 62:6 1080 368 186+
1904 61-6 108-5 364 1844
1905 688 | 1215 378 162:8
1906 78-2 130°0 471 1559
1907 825 | 1400 53'3 137-8
1908 73'5 146-0 450 1469
1909 758 1535 412 1611
1910 797 166-0 494 1529
1911 89[ 1710 462 128'9
191z | 1oy 18rg 51°3 1527
1913 1050 1940 (56-0) 1449

Net export
of bullion
and specie

—106
+4'3
+o07
—47
=75
-57
—_ 76
+26
=57
+44
+2:6
+56
—26
—08
+1-6
—02
+06
-0
+06
—2'0
-88
—16
—34
—36

—108

—150
+64
+o0-8
—6-2
=75
—62
—53
+0-2
+o07
—62
18
-53
+6-8
—6-5
-6
—60
—46

—11:9

Net ex port‘ Balance of

of payments

capital | O™ income

P account

281 387
53'4 57'7
764 757
634 68-1
49'5 57:0
256 313
—55 2-1
—137 —16-3
—55 02
131 8y
9'3 67
469 413
371 397
273 281
50'8 492
39'3 39'5
615 60-9
671 67-8
752 746
705 72°5
856 944
507 523
340 374
385 42'1
20°1 30°9
211 36°1
379 335
240 232
137 199
22'7 325
236 311
119 181
98 151
201 209
228 22'1
591 653
976 994
132'7 1380
1274 1206
1029 109°4
1355 142°2
1713 1773
186-2 190-8
198-2 210'1
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has to make his return under Schedule D.’* But it is not possible to
identify these sales of coupons under Schedule D in 1870,% although
they formed a very large proportion of our income from abroad;
we had probably about £160 m. in United States government loans
in 1870.

Finally, Hobson’s figures for 1870-9o can be shown to be already
rather low. A careful estimate by Nash in 1881 puts the minimum
income from abroad at £524 m., while Hobson gives £504 m. for that
year. Similarly, £50 m. does not seem excessive for 1873, nor £91-5 m.
particularly high for 18go.

A second criticism which has been made? is that the income-tax
figures used by Hobson are not all applicable to the current year, foreign
possessions being assessable on the average of the past three years.4
Except in the last ten years or so, this is unlikely to call for any very
appreciable alteration in Hobson’s estimates, and even for 19o4-14 each
year (except possibly 1908-g) would be affected upwards, at most by
Li1o-15 m.

Lastly, Hobson takes no account of the Coupons Act of 1885, which
had the immediate effect of reducing evasion.® I have made a correction
for this, by extrapolating the items affected by the Act to 1884, and
scaling up the figures for the previous years. For the period 1870-6
I have used rather different figures from Hobson, based upon statistics
for those years given in the 1884-5 Report, and upon the probable
increase in capital abroad after 187o0.

(ili) The balance of payments on income account

For the remaining items in the balance of payments I have adopted
without amendment the estimates given by Hobson. The final results
are shown in Table 40. The net export of capital is shown in column %
and the balance of payments on income account in column 8, the
difference between the two being the net imports or exports of gold and
silver, bullion and specie.

1 R. L. Nash, Short View of the Profitable Nature of our Investments (3rd ed., p. 132).
In 1870 only £3:2 m. of income from abroad was assessed explicitly under Schedule D.
In 1880 the total was still only £10-7 m. Ten years later (partly as a result of the
Coupons Act of 1885, and in spite of sales of United States government bonds) it had
risen to £30'9 m.

2 They scem to have been classed under ‘Trade Profits’.

3 Also by Stamp, op. cit. p. 235.

4 Railways out of the United Kingdom are presumably also assessed in this way;
but neither Stamp nor the Inland Revenue Reports give the basis of assessment.

§ Stamp, op. cit. p. 227.
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(b) The geographical distribution of foreign investment

Estimates of Britain’s holdings of foreign securities at any particular
date are necessarily extremely rough. Foreignsecurities are international
securities, casily exchangeable and therefore easily sold to foreigners.
Neither issue nor quotation on the London market ensures that a large
proportion of the shares of a foreign company—much less the bonds of
a foreign government—is held in Britain. Calculations of annual invest-
ment by the indirect method form some sort of check, and the Inland
Revenue statistics of taxed income from abroad are also useful. But in
all estimates mere guesswork is at one point or another quite unavoidable.

The apparently more ambitious task of tracing the geographical
distribution of Britain’s foreign investment is, surprisingly enough, much
easicr. Precise statistics are no longer cssential, and the new issue market
in London is a most obvious signpost to the trend of investment. The
trade balances of the capital-importing countries are a further guide;
and approximate estimates of foreign capital in these countries are
sometimes not difficult to make.

Similarly with changes in the popularity of different types of invest-
ment. No one, for example, with even a slight acquaintance with the
statistics of ncw issues, can be in doubt about the decline after 1875 in
the proportion of Britain’s holdings formed by the bonds of forcign
governments. Again, although it may be impossible to determine the
exact proportion of her foreign investments which helped to finance
railway construction, it is easy to show that the proportion was high—
about two-thirds in countries outside the Commonwealth.!

Table 41 shows the market value of Britain’s foreign investments at
the end of 1870 as estimated from a number of sources, of which the
most important were Fenn on the Funds (12th edition) and Jenks’s
Migration of Capital. Her holdings of government bonds of all kinds
were worth about £460 m., of which about a quarter was in the bonds
of European governments, over a third in United States government
bonds, and the remainder divided more or less equally between the
colonies, India, South America and the Near East. A rather lower total,
about £325 m., was invested in foreign, Indian and colonial railways
and banks, in land and mortgage companies, telephone, gas, water and
tramway companies, in mercantile establishments, mines, and other
commercial enterprises. This estimate is particularly rough, data on
Britain’s holdings in continental railways being almost impossible to
obtain. The aggregate of £785 m. is much below the nominal value of
her investments, most foreign bonds being brought out at prices well

1 Sir George Paish, 7. R. Statist. Soc. 1911, p. 185.
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below par. Assuming an average yield of 5} %, (which seems to fit the
facts) Britain’s income from foreign investments in 1871 would be
£43 m., or almost exactly the income estimated in Table 4o0.

Table 41. Government and industrial investments at the end of 1870

Government bonds (£m.) Joint stock companies, etc. (£m.) !
United States 160 U.S. rails 40
Russia, Italy, ctc. 785 Continental rails, gas, water, etc. 50
Other European Govts. 30 South America 375
Turkey and Egypt 37°5 Foreign banks 10
South and Central America 475 Australasia 385
Australasia 34'3 Canadian rails, banks, etc. 20
Other colonies 160 Indian rails, etc. 105
India 550 Miscellaneous, say 25

459 326

By the end of 1880 Britain’s holdings must have risen by about £300m.,
and by the end of 1885 by nearly £200 m. more. The distribution of
British overseas investments in 1870 and in 1885 may have been roughly
as follows (in £m.):

1870 1885 1870 1885
India 160 270 United States 200 300
Australasia 74 240 Europe and the Near | 230 175
Canada 20 113 East
Cape and Natal 6 35 South America 85 150
Rest of the Empire } 17

270 675 515 625

All through the seventies Britain was adding to her investments in
India and Australasia, although aggregate foreign investment was no
higher in 1880 than five years earlier. Shesold off Russian and American
government bonds and bought colonial securities in their place. Later
she made heavy purchases of American railway bonds and added
gradually to her investments in Brazil and Argentine. By 1885 fully
half of her forecign investments appear to have been within the Empire
against just over a third fifteen years earlier. This change affected all
parts of the Empire, Australia being the leading borrower.

In 1885 Britain had alrcady £150 m. in South and Central America,
over £50 m. of this being in the Argentine. In the next five years over
L£100 m. was invested in the Argentine alone. Another £100 m. was
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lent to Australasia, and an equally large sum was applied to the purchase
of American railway bonds.

In the nineties, South Africa was a prominent borrower. Gold- and
diamond-mining were the chief industries requiring forcign capital.
Britain still continued to lend to Australasia and the United States, but
on a much smaller scale than before. Few other countries borrowed
much in London. After 19oo, indeed, there secmed every likelihood of
an actual importation of capital. The building of London’s underground
railways was one of several enterprises to the financing of which the
United States contributed.

When foreign investment was actively resumed after 1904, it was still
to America and the colonies that the capital flowed. In 1911 asin 1885
half of Britain’s investments were in the Empire, Canada having re-
placed Australasia as the leading colonial borrower. Europe had sunk
to a position of comparative unimportance. Investments in America,
North and South, came to well over 509, of the total as compared
with not much over 40 9%, in 1885 and a rather smaller proportion in
1870.

I have brought together in Table 42 a number of estimates of Britain’s
investments in particular countries at dates between 1870 and 1914.
Her investments on the Continent cannot be stated with sufficient pre-
cision to be worth including in the table.

There is a considerable discrepancy between the increase in total
foreign investments in the forty years 1871-1911 as estimated by the
direct method and the increase indicated by statistics of the balance of
payments. If Britain held £785 m. of foreign investments in 1871 and
£3500 m. in 1911, we should expect her annual balances to total up to
approximately £2715 m. Instead, the total is only £1830 m., or
£885 m. less. Part of this difference represents investment in Britain by
foreigners. Again, it is quite likely that Britain’s income from foreign
investments, espccially in the years of buoyancy after 1904, is under-
stated in Table 40.1 It is also doubtful whether in his calculation of
‘unidentified income’ from abroad for 1907 Sir George Paish took
sufficient account of income from capital placed abroad privately.
Since 1907 has been used as a base year in estimating income from
overseas investments, any revision of the estimate for that year carries
with it a revision for all other years, and a corresponding revision in the
estimates of the balance of payments.

There is a further possibility. Britain almost certainly made sub-
stantial profits on her foreign investments through secular appreciation
and through skilful speculation. These capital gains, whether due to the
ploughing back of profits or to an improvement in the credit of the

1 Above, p. 180.
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borrower, went to swell the total of Britain’s foreign investments without
being reflected in the balance of payments.

On the other hand, in 1870 there was some £50 m. outstanding
against London on short-term account,® whereas in 1913 the balance
was heavily in her favour.?

When all corrections have been applied, a large discrepancy remains.
If we suppose it to be reduced from £885 m. to, say, £400 m., this still
represents £ 10 m. per annum over the forty years. A consistent error
of this order in calculation of the balance of payments by the indirect
method is not by any means impossible. Commission earnings, tourist
expenditure, government remittances, and so on, can only be known
within wide limits. Receipts from emigrants may have been much
greater than has been assumed. Import and export values may not
have been correctly stated. Sales of ships may be put at too low a value.
But such corrections have a way of cancelling out. For instance, imports,
being in some cases dutiable, and in the aggregate of greater value than
exports, are more likely than cxports to have been understated. There
was probably an unfavourable balance on tourist account. And so on.

I suspect, therefore, that either Britain had a larger total of foreign
investments than £800 m. in 1871, or a smaller total than £3500 m. in
1g11; all the more so since the figure of £3500 m. is not the market
value but the nominal value of her capital in forcign countries. Some
of Paish’s figures have been challenged as rather too high—American
railways for instance.®> An error of, say, 10 9%, is quite feasible, and his
calculations probably had an upward bias.

1 R. H. L. Palgrave, 7. R. Statist. Soc. 1873, p. 70, et seq., E. Seyd, J. R. Soc. Arts,
5 April 1878, p. 409.

2 Sykes, Banking and Currency (7th ed.), p. 255. Paish’s estimate of (300 m. for
Britain’s private investments overseas in 1911 can hardly include the whole of her
acceptance credits.

3 J. M. Keynes, 7. R. Statist. Soc. 1911, p. 196; Bullock, Williams and Tucker,
loc. cit.



CHAPTER VII

FLUCTUATIONS IN HOME AND FOREIGN
INVESTMENT, 1870-1913

It is no part of the purpose of this book to write a history of industrial
fluctuations. Yet something in the way of illustrative comment on the
statistical results so far obtained may help towards a general under-
standing of the Victorian cycle. The statistics may be too often based
upon conjecture for more than the most modest of conclusions to be
drawn. But even these conclusions are of great interest, and provide
a firm basis for the analysis of the Victorian economic system.

I wish first to deal with the connexion between home and foreign
investment, treating the secular connexion and the cyclical connexion
between the two as scparate problems. Clearly, both the motives which
prompted capitalists to place their money abroad and the consequences
of their decision to do so were highly complex. There were a thousand
and one special influences determining the attractiveness of investment
at home and abroad: the guarantees and land grants offered to railway-
builders, the chance projects brought to the notice of financiers, the
military ambitions of foreign governments, the competitive position of
British industries, the state of business sentiment, harvest yields, move-
ments of population, and the like—all thesec must be inquired into. Or
if we turn to the repercussions of the investment, and attempt to trace
the propagation of cyclical disturbances in the trade statistics of the
countries which were Britain’s most important debtors, or markets, or
sources of supply, our task is again no light one.

Rather than follow the subject down all the labyrinths into which it
lcads, I shall content myself here with a sketch of some of the main
paths through it. The first point which I wish to make clear is that in
the long run foreign investment was largely at the expense of home
investment or vice versa. The great expansions in home investment in
the late seventies and nineties, for example, coincided with stagnation
in forcign investment; and when forcign investment was abnormally
large, as in the cightics and after 1905, investment at home sooner or
later fell away. This sensitiveness of home investment to the competition
of the forcign loan market was not confined to any one branch, although
building seems to have reacted most promptly.

In the short period, home and foreign investment generally moved
together. This is well known and hardly requires statistical verification.!

1 Cf. for example, C. K. Hobson, Export of Capital, p. 221; L. H. Jenks, Migration
of British Capital, p. 333.
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There is also plenty of evidence that it was foreign rather than home
investment that pulled Britain out of most depressions before 1914. The
boom of 1900 was perhaps the only one in which it was not foreign
investment and the prosperity of the export industries that set the pace
for domestic construction.

This antithesis between long period and short is fundamental to the
argument of this chapter. The peculiar nature of Britain’s trade with
the countriesin which she was investing capital is also of great importance.
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Fig. 14. Home and foreign investment, 1870-1913.

Up to 1870 (or even 1875), Britain lent chiefly to foreign governments,
often European governments. The money was used to finance personal
extravagances, budget deficits, wars, the construction of strategic rail-
ways and so on. Thus it tended to be the military preoccupations of her
creditors rather than opportunitics of profitable investment that led to
fresh borrowing. After 1875 there was a quite pronounced changec.
Capital flowed more and more to the Empire and to America; British
investors sold off their holdings of government bonds (especially Russian
and American bonds) and bought railway stocks. Now the countries in
which these railways were being built were Britain’s chief sources of
foodstuffs and raw materials; and they were not as yet serious com-
petitors with her export industries, which were mainly engaged in
supplying textile manufactures and capital goods of iron and steel.
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Table 43. Relative importance of markets for British exports and
sources of supply for British imports (in £m.)

British exports Total British imports
1870-72 | 18go—92 | 1910-12 | 1870-72 | 1890-02 | 1910-12
British India 8-2 12:6 114 91 75 67
Australasia 50 92 89 45 71 82
Canada 37 30 48 27 31 39
Rest of Empire 71 88 98 56 52 6-2
United States 152 11-7 65 168 242 181
Germany, Holland and | 203 144 146 134 16-6 17:4
Belgium
France 6-9 65 53 11°0 10°4 7'3
Russia 30 2-2 2:9 69 49 58
Argentine and Brazil 4°1 57 72 28 19 6-4
Other foreign countries 265 259 286 27°1 20°1 20°0
All countrics 100°0 100°0 100°0 100°0 100°0 100°0

One would cxpect to find, therefore, that during, or immediately
after, a fairly long period in which the terms of trade were relatively
unfavourable to Britain there would be heavy investment in the
countries supplying her with imports. A scarcity of raw materials or
a serics of bad harvests in Europe would be likely to improve the credit
of Argentine and the United States. On the other hand, when capital
goods were expensive and foodstuffs were in over-supply, the continuance
of a rapid opening up of agricultural countries would be distinctly
surprising. What are the facts?

Calculations of the terms of trade during this period have been made
for a number of countrics. The results of some of these calculations are
reproduced in Table 44. All such statistics must be treated with the
utmost caution. Itis the casiest thing in the world to make two separate
calculations, using different weights or price series, and to arrive at
quite incompatible results. The figures, moreover, represent a price, not
a cost ratio. Import prices are inclusive of freights, while export prices
are not. Thus a change in the terms of trade favourable to Britain need
not involve a change unfavourable to other countries. Their costs may
have fallen, or freight rates may be lower.!

1 The inclusion of imported raw materials in exports and the constant excess of
imports over exports introduce a freakishness into the statistics. Suppose, for instance,
that the price of raw cotton and wool rises by 109, and that this rise is passed on in
the price of finished textile exports. Then sincc textiles form a much higher proportion
of total exports than textile raw materials form of total imports, export prices may
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In addition, the price series which are used are generally deficient.
If market prices are taken (as Silverman has done), they exaggerate the
fluctuations in realized prices; if average export and import values, the
fluctuations are damped down because of changes in quality. The series
for which continuous data are available are nearly always staple com-
modities, although a large proportion of British exports consisted of
manufactured goods, many of them made for a special market, and
less likely to fluctuate widely in price. On the whole, therefore, estimates
of the terms of trade tend to exaggerate the true fluctuations.

Broadly speaking, between 1873 and 1881 the terms of trade were
moving against Britain; between 1881 and 1895, or possibly 1900, the
movement was in her favour; and after 1goo her terms of trade were
either stationary or slightly less favourable. Broadly speaking, too, the
same sort of changes took place in the terms of trade of France, and,
after 19oo at least, of Germany. On the other hand, the terms of trade
of Australia and Canada tended to move in the opposite direction to
those of the industrial countries.

The statistics of capital export do not show the correspondence with
these movements that one might expect. The unfavourable movement
in Britain’s terms of trade which began in 1874 was not followed by
a renewal of capital export until 1878 or even later. This is not so
surprising, however, when attention is paid to the abnormally sharp
favourable movement in Britain’s terms of trade before 1873 and to the
numerous defaults (seldom by countries supplying her with imports)
which brought forcign investment into disrepute in the seventics. A good
deal of capital, in point of fact, was exported to Australasia and to India
after 1873, but not, apparently, to the United States. That the United
States took so long to recover was due largely to banking and financial
difficulties, not to agricultural distress.

Foreign investment was on a very large scalc all through the cighties;
even in the early nineties it was still active. Yet from 1881 onwards there
was a gradual improvement in Britain’s terms of trade. That it was in the

rise relatively to import prices, so that the terms of trade appear to have moved in
favour of England. But textile raw materials are also used in manufacture for the
home market, so that the terms of trade will in fact have moved against England.

1 After the Jay Cooke panic of 1873 a large proportion of American railways
defaulted on their bonds. The New York Commercial Chronicle (quoted in Herapath’s
Railway Journal, 5 February 1876) put the nominal value of the bonds on which
default took place up till January 1876 at $784 m., of which $251 m. were estimated
to be held abroad. In 1876 fully a fifth of the railway capital of the United States
was reorganized (The Economist, 1877, p. 299). The difficulties of the railways were
largely the result of competitive over-building and subsequent rate-cutting. Railway-
building was not, however, at a standstill and first-class railway bonds appreciated
steadily.
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Table 44. Terms of trade of capital-importing and capital-exporting
countries, 1870—-1913

Year Britain (@ France® | Australia‘ | Canada (¥
1870 89 100 102 —
]87[ 97 103 124 —
1872 104 105 108 —
1873 112 107 113 —
1874 105. 105 113 —
1875 101 105 120 —
1876 95 106 15 —_
1877 88 105 110 —
1878 91 104 110 -
1879 89 102 120 —_—
1880 88 103 117y —_—
1881 83 107 117 —
1882 86 107 122 —
1883 87 109 120 —
1884 90 107 119 —
1885 99 108 114 —
1886 95 109 112 —_
1887 95 102 114 -
1888 92 100 111 —
1889 96 99 108 ———
1890 101 99 106 —
1891 99 100 101 —_
1892 97 105 99 —
1893 96 108 93 —
1894 104 111 89 —
1895 104 107 92 —_
1896 101 111 93 -
1897 102 110 89 —
1898 102 107 93 —
1899 107 104 117 —
1900 113 100 102 100
1901 Ir1 107 100 108
1902 106 105 I1I 112
1903 104 101 115 110
1904 103 97 111 18
1905 105 96 120 111
1906 104 91 119 103
1907 108 97 118 104
1908 108 103 112 126
1909 98 100 113 128
1910 93 96 110 122
1911 97 97 105 123
1912 103 96 112 120
1913 107 95 111 115

@) Calculated by Mr P. K. Debenham, corrected for imported matcrials used in
exports.

® For 1870-9, from A. W. Flux, ¢ Price movements in the foreign trade of France’,
F. R. Statist. Soc. 1900; for 1880-1913 from H.D. White, The French International Accounts.

(© Roland Wilson, Capital Imports and the Terms of Trade.

(@ From chapter m, Table 8.
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‘new’ countries that she was investing there can be no possible doubt.
Australia, Argentine and the United States were borrowing more heavily
than ever before. Even the fact that the terms of trade reacted in favour
of her customers in the years 1886-8, when she was lending particularly
heavily, does little to solve the puzzle. The trend of borrowing was
quite clearly in the opposite direction to the trend of the terms of
trade.

Several explanations may be offercd. First of all, there was a heavy
fall in shipping and railway freight rates in the eighties. Farm prices
fell much less than British import prices.! Thus, while the price of
imported wheat fell from an average of 47s. 10d. per quarter in the
years 1875-9 to an average of 33s. 6d. per quarter in the years 1885-9,
the corresponding fall in the United States farm average was from
335. 4d. to 25s. 1d. per quarter (that is, by 5s. less); while the fall in the
farm average of six states west of the Mississippi valley was only from
27s. 7d. to 22s. 9d. per quarter.? This explanation, however, is of limited
force. Australia, which was one of the chief importers of capital between
1883 and 1893, traded on less and less favourable terms during that
period, import prices being measured inclusive of freight charges and
export prices exclusive of them.

In the second place, the railway-building of the eighties was on such
a scale that a fall in the price of agricultural products relatively to the
price of industrial products was only to be expected. New land was
being opened up at a tremendous pace. Costs in the fringe areas were
far below costs in the older districts. The promisc of additional traffic
made railway-building profitable, and the provision of railway facilities
made farming profitable. Moreover, once an increase in the farming
population of the new countries had taken place, a fall in agricultural
prices was long in bringing down the supply of farm products.?

The situation in the United States is of particular interest. After 1882
the area under cereal crops was practically stationary, although immi-

v Cf. M. Sering, Die landwirtschaftliche Konkurrenz Nordamerikas, pp. 512 et seq.;
R. H. Hooker, ‘Farm prices of wheat and maizc in America, 1870-99°, 7. R. Statist.
Soc. 1900; E. Atkinson, The Railroad and the Farmer.

2 R. H. Hooker, loc. cit.

3 The total railway mileage of the United States, Canada, India, Argentine,
Australasia and Russia increased in the cightics by just over 100,000 miles, compared
with an increase of only 60,000 miles in the seventies and 67,000 miles in the nineties.
Russia was the only one of these countries in which the pace of construction did not
quicken in the eighties. Yet paradoxically enough it was partly the increasc in exports
of wheat from Russia in the early nineties that was responsible for the depression in
agriculture. For the relative importance of these countries as suppliers of wheat to
Britain, see ‘An inquiry into wheat prices’ by R. F. Crawford, 7. R. Statist. Soc. 1895,
p. 81.
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gration and railway-building were active (almost without intermission)
from 1879 to 1893. Crops in Europecan countries had been short all
through the seventies,! and the years 1879-81 saw the worst harvests of
any triennial period in the nineteenth century. Thus prices failed to
respond to the steady expansion in acreage in the United States until
1883. The British wheat crop of 1879 (‘the worst of the century’)
fetched a price little higher than that of 1878.2 In the United States
there were bumper crops from 1878 to 1881, and the value of wheat
exports in these four years was higher than in any similar period before
1914. From a minimum of $69 m. in 1877, exports of wheat and
wheat-flour leapt to $226 m. in 1880 and $213 m. in 1881.> When at
last European crops began to be above normal, wheat prices naturally
fell heavily and did not recover until the late nineties. The price of other
cereals followed a similar course.

Thus the mere maintenance of the area under crops in the United
States would have been sufficient, normally, to have depressed the price
of grain of all kinds. It happened that, simultaneously, there was an
expansion in exports of wheat from Russia and India. In both cases the
railway-building of the seventies and a heavy fall in freights scem to have
contributed to this expansion; India had the additional advantage of
a depreciating currency. It is possible, though it is difficult to judge,
that the fall in grain prices in the eighties forced the Russian peasants
to market more wheat in order to pay their taxcs, rent, etc. In India
wheat is too much a commercial crop for this explanation to apply.

In the United States, as is clear from Table 45, the area under crops
expanded rapidly whenever grain prices rose. What is more to the
point, however, there was an expansion west of the Mississippi even
when prices were falling. This was offset by a contraction of acrcage in
the castern states. Between the period 1879-83 and the period 188g—9g2
the area under cultivation in cight states east of the Mississippi fell from
14'1 m. to 11-7 m. acres, while in seven states west of the Mississippi
the area under cultivation rose from 121 m. to 15-2 m. acres. In Kansas
and the Dakotas the rise was from 2:66 m. to 7:64 m. acres. Now the
terrific railway-building of the eighties took place chicfly in the states
west of the Mississippi—41,000 miles out of 73,000. In Kansas and the

1 Except in 1874 and 1878. In 1878 there was a famine in India, and this, in spite
of a bumper crop in the United States, checked the fall in wheat prices.

2 The Gazette average was only d. higher in 1880 than in 1879 and was less in 1879
than it had been in 1878. As the quality of the 1879 crop was poor, the true change
in price was probably upwards.

3 The mileage of railroad in operation rose from 79,000 at the beginning of 1878
to nearly 115,000 at the beginning of 1883—that is, by almost twice the present length
of the English railway system (not counting multiple track) in five years. The area
under cereals expanded simultaneously.

c I3
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Dakotas, the main low-cost areas, gooo miles of rail were brought into
operation.!

It would appear, therefore, that what took place in the United States
was the consolidation of an advance in agriculture made before 1882
and not resumed until the late nineties; that this consolidation took the
form of town- and railway-building; that it was financed largely by
British capital and carried through with the help of British immigrants;
and that it was held up in the seventies by monetary difficulties in
America and distrust in London.

Table 45. Area under cereals in the United States, 1870-1910

Area under | Area under | Area under Arca under Pr{cc of

Average of corn, wheat winter
corn wheat oats .

years $) | (m. acres) | (m. acres) and oats wheat in

(m. acres) ’ ’ (m. acres) | New York
s. d.

1869-1871 3661 19:37 887 6485 42 2@

1874-18%6 44'97 26-33 12:06 8336 42 3@
1879-1881 59°22 36-08 1523 110°53 43 1
18841886 72:84 36-82 22-58 132-24 32 4
18891891 7550 38-04 2649 140°03 33 I1
1894--1896 75'23 34°52 2749 13724 23 7
1899—1901 85'59 4566 2741 158-66 27 6
1904-1906 9433 4641 28-95 169-69 34 5

1909—1911 10621 4732 36-24 18977 —

@ Gold prices. The nominal equivalent prices were 52s5. 3d. in 1869-71 and
47s. 5d. in 1874-6.

It is not possible here to discuss the similar puzzle of the meat supply
in the eighties.? The wet seasons of the late seventies, improvements in
meat packing and transportation, industrial depression, and the
opening-up of low-cost areas provide the kernel of a full explanation.
It is also impossible to discuss the forces encouraging investment in
other agricultural countries in a period of agricultural depression. There
were countries like Argentine where heavy investment at that particular
time seems to have been largely accidental® But this was obviously
not true of all agricultural countries, and the example of the United
States suggests that, whether or not farming was profitable, opportu-
nities of investment in these countries had been accumulating since the

1 R. F. Crawford, loc. cit. pp. 100 et seq.

2 See R. H. Hooker, ‘ Meat supply of the United Kingdom’, 7. R. Statist. Soc. 1909.

3 H. Osborne O’Hagan, Leaves from my Life, vol. 1, pp. 377-8. Cf., however,
D. H. Robertson, op. cit. p. 86.
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seventies, while opportunities of investment in Great Britain had been
rapidly exhausted in the seventies.

To a very large extent the course of investment in the eighties was
governed by movements of population. There was heavy emigration
from the industrial countries in the eighties, and correspondingly heavy
immigration into the agricultural countries. In part, this movement
was the result of better opportunitics of employment in America and
the colonies; in part, it reflected the depression in agriculture in Europe.
Once begun, it aggravated the changes in investment out of which it
arose. I shall return to this point in the next chapter.

Apart from the eighties, the facts seem on the whole to support the
hypothesis advanced above, that the attractiveness of foreign investment
varied with the terms of trade. The boom in foreign investment was
finally brought to an end by a sharp break in the price of foodstuffs and
raw materials in the early nineties. About 1903, when the terms of
trade had ceased to move in Britain’s favour, foreign investment re-
vived. The great burst of investment after 1906 coincided with a period
of rising import prices and practically stationary terms of trade.

In the short period British home and foreign investment might be
expected to move in parallel. The areas of the world that were in course
of rapid development reclied on British capital and on British manu-
factures for those spurts in development that we now call booms. When
investment increased in one such area, the consequent expansion of
incomes in that area resulted in increased purchases from connected
areas until they, too, became centres of investment. Given the close
links between Britain and overseas development, it was inevitable her
export industries should be sensitive to the general tempo of develop-
ment in the ‘new’ countries and that any acceleration should be com-
municated through the export industries to the home market and to
domestic investment. If the United States started to build more rail-
ways, Britain sold more steel rails and locomotives, or more textiles to
American workers. Those sales increased the profits of British steel
works, engineering establishments, and textile mills and gave manu-
facturers an inducement to extend their plant. Fewer houses stood
empty, fewer ships were laid up, railway receipts increased. Investment
in Britain rose. So also did savings—chiefly out of the increased profits.
Britain was thus in a position to finance not only railway-building in the
United States but also new construction at home.

It is conceivable that the chain of causation might run in the reverse
direction, and that a boom beginning in Britain might spread to other
countries. Increased activity would raise the demand for imported food
and raw materials, improve the scope for agricultural development,
and create a demand for Britain’s capital in order to promote that

13-2
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development. If home investment were already in the lead, however,
the financial problem of supporting a simultaneous expansion in foreign
investment would be likely to prove a formidable one, and the rise in
foreign investment would be more subdued than in booms initiated
from without.

The imperfections of our statistical material make it difficult to be
quite sure what did happen in the short period. It is clear, however,
that home and foreign investment fluctuated cyclically, 1906—7 being
the only boom in which both did not rise together. The fluctuations in
home investment tended to lag behind those in foreign investment and
were apparently somewhat less violent.

The only boom in which the rise in home investment was much more
pronounced than the rise in foreign investment was that of 19oo. There
was no preliminary rise in foreign investment—indeed, there was a fall—
and when the rise did come it was comparatively small. This was the
ncarest approach to a purcly domestic boom. All other booms from
1870 onwards seem to have been communicated through the export
trades from America and other centres of investment.

The response of the export industries to fluctuations abroad is illus-
trated in Fig. 15; a similar diagram shows the movement in the main
groups of imports.! The figures from which these diagrams were con-
structed were twelve-month moving averages expressed as a percentage
of the trend. They help to bring one the amplitude and priority of
fluctuations in different groups of exports and imports.

The metal industries were naturally the most sensitive, fluctuations
in exports of pig-iron, machinery and iron and stcel manufactures being
extremely violent and preceding, as a rule, fluctuations in home invest-
ment and employment. At times—as, for instance, in 1873—the valuc
of exports of metals and hardware seemed to decline rather late; but
the volume of such exports was always a good index of slump or revival.?

1 These diagrams are taken from K. Zweig, ‘ Strukturwandlungen und Konjunktur-
schwingungen im Englischen Aussenhandel in der Vorkriegszeit’, Weltwirtschaftliches
Arch. 1929.

2 Exports of pig and puddled iron fell from 1-33 m. tons in 1872 to 1-14 m. tons in
1873; exports of railway iron fell from 095 m. to 079 m. tons. The fall was chiefly in
exports to the United States and to Germany, and the sharp fall in exports of textiles
in 1873 was also due in the main to a contraction in these two markets. When there
was at last a revival in the second half of 1879, exports of iron and steel again played
a large part. The United States, whosc good harvests had encouraged railway building,
took 721,000 tons in 1879 as compared with 159,000 in 1878. Exports to the United
States played a similar role in the revival of 1886. When they declined rather suddenly
in 1888, the Argentine came forward as a customer and carried on the boom until
18go. It should be pointed out, however, that exports of textiles to India contributed
to the recovery in 1886 (as they did again in 1894 and 189g6).
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Fig. 15 shows very clearly the comparative stability of textiles and
the slight lag which gencrally separated them from exports of iron and
steel manufactures. To some extent, both the stability and the lag were
the result of steadier and later-moving prices. But volume figures would
nearly always show similar results.
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Fig. 15. Fluctuations in the value of British exports, 1885-1913.

In the short period, therefore, an increase in activity abroad, generally
associated with an increase in foreign investment by Britain, pulled the
country out of pre-1914 slumps by improving the prospects of the export
industries. If the investment was on the Continent, the textile industries
gained; if in America or the Colonies, the metal industries expanded.
The demand for textiles from India—which depended more on harvest
yiclds than on investment—was a rather random factor which seems
also at times to have been of assistance.

Partly as a check on the statistics, partly as a measure of the varia-
bility of savings and investment, I have expressed net investment as
a percentage of national income and compared it with the average
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unemployment percentage. The two series are shown in Fig. 17. For net
investment I have taken the sum of new construction! and the balance
of payments on income account and for the national income the series
published by Mr Prest. The unemployment percentage is the average
for all trade unions making returns, and since most of those unions were
engaged in the capital goods and export industries their experience was
not altogether representative.? The smoothness of change and the fair
agreement between changes in the unemployment percentages of dif-
ferent unions makes it certain, however, that the smallness of the sample
does not greatly damage the Trade Union figures as an index of year to
year variations.
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Fig. 16. Fluctuations in the value of British imports, 1885-1913.

In general there was a fairly definite inverse correlation between the
two percentages. When unemployment was high, investment formed
a lower proportion of the national income. This was true, both cyclically
and, so far as one can judge, over longer periods. From the middle
seventies to the middle nineties unemployment averaged over 5% %;
from then until the outbreak of war the average was about 43 9.
Over the same period the ratio of investment to national income rose
from 11 to 12} 9%. This is not very much to build upon, given the
uncertainty of the data, but it is at least plausible.

If one accepts the figures, it would seem that savings reached a major
peak in 1872—4 and that this peak was not subsequently surpassed,

1 See above, p. 166.

2 The total membership covered by the Trade Union figures did not reach 100,000
until 1872. In 1893 returns were made by 23 unions with a membership of 300,000;
and by 1912, 800,000 workers were represented. (J. Hilton, Statistics of unemploy-
ment’, F. R. Statist. Soc. 1923, p. 155.)
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although 1913 came close to it. For some reason, 19oo comes out lower
than any other cyclical peak, although unemployment would seem to
have been on a smaller scale in 19oo than, say, in 1907.

It is, however, quite clear that the figures of investment are not
reliable for individual years. In the earlier years particularly, the ratio
of investment to national income fluctuates erratically when one would
expect a fairly smooth curve. One important source of these erratic
fluctuations lies in the lack of adequate data; there are just too many
guesses in the estimates of new construction. A second lies in the logical
jumps from a partial index of construction to an index of total net
investment. The movement of stocks, for example, was not always in
the same direction—much less to the same extent—as new construction.
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tig. 17. Investment and unemployment, 1870-1913.

If the figures of unemployment and investment are closely compared,
it is obvious that the two series show a number of divergences, especially
in the carlier years. In nearly every boom the unemployment per-
centages appear to reach a turning-point a year or so earlier than total
investment. A similar lag is traceable also in the upturn of investment
in years of slump (e.g. in 1894 and 1909). There are several possible
reasons for such a lag. One is the movement of prices. If prices went
on rising after the peak of the boom, the volume of investment might
turn down before the value of investment, and the volume of exports
before the value. Secondly, near the top of a boom, unemployment and
employment might move in the same direction; or there might be a
small increase in unemployment in the industrics for which figures exist
at the same time as employment was still increasing in other sectors of
the economy. Thirdly, a running down of stocks might produce a
divergence between the movement of economic activity, as reflected in
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the statistics of unemployment, and the movement of imports and
exports, as reflected in the balance of payments; foreign investment
might continue to rise while employment was already falling. Fourthly,
harvest fluctuations would have no direct effect on employment statistics
(there were no agricultural trade unions) but would react on import
requirements and so on the balance of payments. A favourable crop,
if it happened to coincide with the peak of a boom, would help to
maintain foreign investment beyond the peak. There are plenty of other
possibilities which might be of interest to those who take a literal view
of the multiplicr, the propensity to consume, and allied concepts, but
which are of little relevance here unless they can be linked with actual
cvents.

Whatever the explanation in pecak years, the divergences between
investment and employment at other times were often associated with
erratic fluctuations in imports and with harvest fluctuations. In 1884,
for example, unemployment rosc sharply from 2:6 to 8-19,, while
‘investment’ showed a surprising increase, entirely because the balance
of payments improved by some £20 m. This happens to be the exact
amount by which imports of grain and provisions fell in comparison
with 1883.1 The British wheat crop did not alter much in the years
1882—4, but in 1883 imports had been abnormally great, the United
States having had a bumper crop in 1882, and prices fell very sharply
during 1883—4. It is only reasonable to suppose that the apparent rise
in foreign investment in 1884 was more or less offset by disinvestment
in grain stocks held in British ports, and that total investment fell fairly
heavily.

In 1880, on the other hand, the apparent risc in ‘investment’ is
probably an understatement. 1879 had been a year of harvest failure,
and although imports of wheat did not increase in the following year,
imports of other cercals did. There was probably also additional invest-
ment in stocks of textile raw materials, imports rising from £88-5 m.
to £100-2 m. while exports of textile manufactures rose by very little
more—f{rom £99-2 m. to £112:8 m.2

In 1878 the apparent rise in investment is very largely due to a
falling-off in imports from the abnormal level of 1877. Foodstufls had
risen in price in that year but, in spite of falling employment, the volume
(and, a fortiori, the value) of imports had increased. Imports of sugar,
tea, tobacco, etc. (tropical produce) rose by £7 m. in 1877 and fell by
£9% m. in 1878. Imports of grains and provisions incrcased by £12°1 m.
and fell by £2-2 m. in the same years. It is impossible to belicve that

1 The totals were: 1883, £89-3 m.; 1884, £1096 m.

2 The rise in the selling price of cotton cloth in 1880 was practically in the same
ratio as the rise in the price of raw cotton (using G. T. Jones’s estimates).
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the consumption of foodstuffs increased very much in 1877 or fell
abnormally in 1878; and since there is little evidence of a deficiency in
the home supply of foodstuffs in 1877 or of a surplus (until after the
harvest) the following year, there must clearly have been an increase
in investment in stocks of foodstuffs in 1877 and a decrease in 1878.
The dynamic relationships are perhaps more adequately expressed in
Fig. 18 which compares the annual increments in new construction plus
exports with the annual increments in national income. It would be
unwise to attach too much significance to this comparison, given the
imprecision of the estimates—and, a fortiori, in annual increments in

Million £
100 T T T
Increment in new construction + exports
100 0 n
i 1
fil t
0 -100 - N
1} ||
Increment in national ' !
-100 -200 income }
~200 -300 Loty ey it e s fri e iy
1870 1880 1890 1900 1910 1920

Fig. 18. Changes in national income, new construction and exports.

them. Even so, the figures suggest that there was a relationship between
the two increments, national income undergoing larger and later changes
than new construction plus exports. In three years and three only did
the two increments move in opposite directions—in 1876, 1883 and
1886—and on no occasion was the magnitude of the divergence large.
Nor was this correspondence of movement one more reflexion of the
dominance of the trade cycle; new construction and exports often moved
in opposite directions so that the increment in the aggregate of the two
could not be known in advance to conform to a cyclical pattern.

I have shown in Table 46 the capital expenditure of public authorities
so far as I have been able to estimate it. The figures hcaded ¢ Public
investment’ include the capital expenditure of local authorities (for the
earlier ycars, receipts from loans) and expenditure on naval work (repairs
as well as new construction). The trend is fairly steeply upwards, the
biggest increase being between 1892 and 1902, when the total almost
trebled. There is little sign of any cyclical pattern. In the first half of
the period there are some signs of a falling-off in the total in peak years
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and of an increase in times of depression. That the sophistication of
a public works policy had no part in this coincidence is obvious, however,
from the most casual study of the second half of the period. The facts
can be explained in terms of the response of local authorities to influences
similar to those governing new construction of other kinds.!

I should like to conclude this chapter by touching briefly on the
connexion between investment, wages, the terms of trade, and interest
rates, without attempting a detailed analysis of the mechanism of pre-
1914 cycles.

(a) Investment and interest rates

Movements in short-term rates of interest before 1914 were dominated
by the state of the Bank of England’s gold reserve. If the exchanges were
at gold export point, the bankers who sold gold for export found their
balances at the Bank of England reduced, and were forced to call in
short loans to restore their customary ratios. Call loan rates stiffened,
and later there was a rise in bank rate and the rates which by custom
moved with it. Bill brokers who had been forced into the Bank cut
down their discounts, the exchanges began to improve, and gold ceased
to flow abroad. Sometimes the Bank took the initiative, for instance, by
selling Consols and buying them back for the account or by borrowing
at call from the Joint-Stock Banks.2

Changes in short-term rates were not always accompanied by changes
in long-term rates in the same direction. The long-term rate tended to
move nearer to the short-term rate, rising towards it if the short-term rate
was alrcady higher, or falling if the short-term rate was below it.3 In
the yecars in which this rule did not hold there was generally some
exceptional event—a war or debt conversion—to explain the diver-
gence. Yearly averages, it should be observed, show the connexion
between the two scts of interest rates much less satisfactorily than
monthly data.

Changes in short-term rates were largely cyclical. They rose in the
boom and fell in the slump. They even lagged slightly behind fixed
capital investment, no doubt because of the increased pressure to be
liquid towards the end of thec boom. Long-term rates oscillated about
their trend in a rather similar but much less violent way. In the boom
of 1873 the long-term rate actually fell (1870-72) and then remained

1 See above, pp. 144-5.

2 For a full account of such devices see R. S. Sayers, Bank of England Operations,
1890—1913.

3 Cf. T. T. Williams, ‘ The rate of discount and the price of Consols’, 7. R. Statist.
Soc. 1912. The short-term rate used by Williams is one of the rate on good three
months bankers’ bills in London.



203
Table 46. Investment and national income, 1870-1914 (in £m.)

Total new Increment Incr.ement ‘Total ‘Public
Yecar construc- Exports | in cols. 1 natlilolnal invcit- invest-
tion @ and 2 income(® | ment’ | ment’ @
1870 68-0 1996 — — 1067 75
1871 81-8 2231 +37 +58 139'5 76
1872 902 2563 +42 +54 1659 87
1873 990 2552 + 8 +92 167-1 10-9
1874 120°5 2396 + 5 — 177°5 15°0
1875 103-0 223'5 —33 —48 1343 134
1876 1077 2006 —18 + 3 109-8 16-3
1877 1174 1989 + 8 + 5 101°1 186
1878 112-7 192-8 —11 —22 112:9 19:6
1879 98-5 1915 —16 —51 107°2 17:6
1880 1or-8 2231 +35 +53 108:5 171
1881 106-7 234°0 +16 +40 148-0 152
1882 1116 241°5 +12 +43 151°3 13°4
1883 106-2 239-8 -7 +28 134'3 138
1884 91°5 2330 —22 —48 1407 16-1
1885 774 2131 —34 —18 1169 17-8
1886 67-8 2127 — 10 +17 1287 152
1887 71-8 221'9 +13 +29 139-6 153
1888 776 234°5 +18 + 82 1522 12°5
1889 95°'1 248-9 +32 +87 167-6 13°5
1890 950 263-5 +15 + 66 1894 16:0
1891 957 2472 —16 —13 148-0 19:6
1892 932 2272 —23 —25 130-6 186
1893 88-7 2183 —13 —3I 130-8 21-0
1894 92:2 2160 + 1 +47 123°1 22°0
1895 98-6 226-1 +17 +65 1347 233
1896 1095 240°1 +25 +28 1430 26-1
1897 1282 2342 +13 +49 1514 26-9
1898 161°5 2333 +32 + 82 1814 336
1899 182-0 2645 +52 +71 214°5 386
1900 1897 291-2 +34 +84 2208 446
1901 1915 2800 -9 —32 209-6 508
1902 188-0 2834 -— +14 2031 52-8
1903 1724 290-8 - 8 —24 1933 51°1
1904 169-8 3007 + 7 +28 191-9 50-8
1905 1657 3298 +25 + 76 2400 436
1906 1593 3756 +39 + 121 2587 390
1907 140°0 4260 +31 +96 | 2780 347
1908 110°2 377°1 —79 — 109 230-8 331
1909 110°0 3782 + 1 +47 219°4 348
1g1o 106-9 4304 +49 +9o0 249°1 377
1911 1174 4541 +34 +77 2947 360
1912 127:5 4872 +43 + 128 318-3 385
1913 1479 5252 +58 + 100 358-0 42'3
1914 133°0 (4307) | (—109) —102 — 444

@) Total given in Table 38 increased in ratio of 14:8 on a base of 1907=£140 m.

® From cstimates of Mr A. R. Prest in Econ. J. 1948, pp. 58-9.

() The sum of new construction in col. 1 and the balance of payments on income account
(Table 40).

() Capital expenditure by local authorities and expenditure on naval work.
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absolutely steady for two years, while bank rate rocketed about between
3% and anything up to 9%. It is possible to argue, however, that
since therc was a distinct downward trend in long-term rates in the
seventies, the interruption of the fall in 1873-4 was equivalent to a
stiffening of long-term interest rates. This line of argument is hardly
adequate to explain away the very rapid fall of 1879-81, but the very
low level of short-term rates in these years makes them rather excep-
tional. In 1882—-3 the long-term rate, being below the short-term rate,
at last began to increase. Thereafter each boom witnessed a regular
oscillation of the long-term rate of interest about its trend.

The behaviour of interest rates at the peak is perhaps less interesting
than the coincidence between rising bill rates in the London money
market and rising forcign investment in the first ycar of recovery. There
was an acyclical rise in short-money rates (accompanied by a loss of
gold from the bank) in 1877-8, 1886-7, 1903 and 1910, in marked
contrast to the quite regular movements in other years. What is the
explanation?

In each of the years mentioned, the rise in short-term interest rates
was accompanied by an increasc in foreign investment. Apart (possibly)
from 1877-8, this increase in foreign investment ushered in a revival of
trade and employment. In practically every case foreign securities rose
in price.! It seems probable, therefore, that British investors were
buying foreign securitics faster than the export industries were furnishing
the foreign exchange for the purchase of these securities; just as, in a
recovery of home trade, a risc in share prices generally precedes a rise
in employment. The improved liquidity preference of investors took the
form of an increased demand for foreign securitics.?

It is noteworthy that the 1900 boom—primarily a home investment
boom—was the only one which was not heralded by a preliminary
oscillation in short-term interest rates. The temporary rise in 1893
(a year of crisis in America and Australia) was accompanied by a fall
in the price of foreign securitics and no great loss of gold. The increase
in foreign investment during the year, therefore, may safely be put down
to temporary accommodation of foreign money markets rather than to
the financing of fixed capital investment abroad.

Speculations of this kind, however, require much more elaborate
investigation than can be attempted here.

1 Home securities also rose in price in 1g10.

2 On the other hand, since foreign issues took an upward jump as early as 1902
and 1908, it is just as likely that foreigners were transferring funds borrowed at an
carlier date.
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(b) Investment and the terms of trade

The connexion between investment and the terms of trade during the
cycle is too familiar to need elaborate discussion.! Export prices, being
the prices of manufactured and of capital goods, tended to fluctuate
more violently than import prices which were chiefly the prices of
foodstuffs.2 In the boom, therefore, the terms of trade generally moved
in Britain’s favour, and in the slump against her. Import prices, how-
ever, depended upon random factors—particularly harvest yields—and
sometimes rose sharply in years of high investment. On the other hand,
there were some depressions in which the fall in import prices was
abnormally grcat and the terms of trade, therefore, unexpectedly
favourable. The best example of high import prices coinciding with
high investment was in 1880-2, while low import prices and low
investment occurred together in 1894-6. Normally, a rise in export
prices and a favourable movement of the terms of trade made the
high investment of the boom very much casier. The profits of capitalists
formed a levy at the expense of other countries (and sometimes of the
British investor, if there were purchases of equipment to be made in
Britain) and were largely saved and invested. Money wages being slow
to change, the working class did not share in the gains until near or
after the peak. Imports did not cxpand greatly and foreign investment
was free to increase.

(¢) Investment and wages

It is well known that money wage-rates did not reach their maximum
in pre-1914 fluctuations until the beginning of the slump. Employment
was declining in 1874, 1883—4, 1891, 1901, 1907 and 1914, when wage-
rates had hardly ceased to rise. Similarly, it was usual for wage-rates to
go on falling after employment had begun to increase. The fluctuations
in money wage-rates were smooth and not (apart from the coal in-
dustry) particularly violent. Most of the figures which exist in any state
of completeness are for wage-rates in the export industries,® and these
naturally respond to changes in export prices. Now export prices were
the most unstable of all, and wage-rates in the export industries, there-
fore, are by no means a good index of changes in average wage-rates.
They do show, however, that wage-rates moved in sympathy with, and

1 It was pointed out by Giffen as carly as 1880 (Cd. 2484, p. 9).

2 The prominence given in most calculations of export prices to semi-manufactured
iron and steel products makes the terms of trade seem even more sensitive to industrial
activity than they were.

3 And in the constructional industries (e.g. shipbuilding), which were even more
unstable.
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Table 47. Wages and prices, 1870-1914

Money Cost of ‘Real Export Import Terms of
Year wages (3 living ® wages’ prices(© prices trade ©
1914=100 1885-1900 = 100
1870 66 110 60 144 150 89
1871 69 113 61 143 145 97
1872 74 120 62 161 153 104
1873 79 122 65 168 153 12
1874 8o 115 70 156 149 105
1875 79 111 71 146 143 101
1876 78 110 71 134 139 95
1877 77 110 70 128 143 88
1878 74 104 71 123 132 91
1879 72 101 71 117 125 89
1880 72 105 69 121 133 88
1881 72 103 7x 116 132 83
1882 75 102 73 18 131 86
1883 75 102 73 115 127 87
1884 75 97 77 1 119 90
1885 73 91 81 106 112 99
1886 72 89 81 101 105 95
1887 73 88 84 100 103 95
1888 75 88 86 101 106 92
1889 8o 89 90 102 109 96
1890 83 89 93 108 106 101
1891 83 89 92 107 108 99
1892 83 90 92 101 103 97
1893 83 89 94 99 101 96
1894 83 85 98 95 93 104
1895 83 83 100 91 89 104
1896 83 83 100 93 gr 101
1897 84 85 98 93 92 102
1898 87 88 99 92 92 102
1899 89 86 104 97 93 107
1900 94 91 103 113 102 113
1901 93 9o 102 108 99 111
1902 91 90 101 104 99 106
1903 91 91 99 105 100 104
1904 89 92 97 107 101 103
1905 89 92 97 107 102 105
1906 91 93 98 114 107 104
1907 96 95 101 123 112 108
1908 94 93 101 118 109 108
1909 94 94 100 112 111 98
1910 94 96 98 119 119 93
1911 95 97 97 123 123 97
1912 98 100 97 124 119 103
1913 99 102 97 131 121 107
1914 100 100 100 — — —

@ A. L. Bowley, Wages and Prices in the United Kingdom since 1860, pp. 30 and 34. For the
seventies I have interpolated on the basis of wage-rates in agriculture, engincering, building,
coal-mining, cotton and printing.

® Ibid. pp. 30 and 121.

) From unpublished calculations of Mr P. K. Debenham. The index of the terms of
trade has been corrected for imported raw materials used in exports.
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a year or so later than total investment. Fluctuation in money earnings
followed a similar course.

Real wage-rates (real hourly wages) tended to move with the terms
of trade. Money wage-rates followed export prices, and the working-
class cost of living followed import prices, imports forming about half
the total supply of foodstuffs. Now fluctuations in the price of imported
foodstufls depended on many random factors and had not the same
cyclical regularity as the fluctuations in export prices. Real wage-rates,
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Fig. 19. Real wages and the terms of trade.

therefore, tended to rise and fall with industrial activity. In the seventies
and early eightics, when real wages in Britain were less closely linked
to the cost of imports, and harvest fluctuations were a more than usually
disturbing factor, the phenomenon of real wages falling in times of
depression is less readily obscrvable.

In a closed system we should expect recal wage-rates and output to
move in opposite directions. But if one part of the system specializes in
the manufacture of capital goods, and if the price of capital goods
fluctuates more widely than other prices, there is no reason why, given
appropriate harvest fluctuations, real wage-rates in that part of the
system should not move with investment and output. And these condi-
tions describe the situation in which Victorian Britain was placed.

In the analysis which we have just concluded two points stand out.
An understanding of the role first of investment, and secondly of the
terms of trade, is fundamental to any study of industrial fluctuations in
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Victorian Britain. It was upon investment—home and foreign—that
income and cmployment ultimately depended; and it was upon the
terms of trade that the distribution of investment between home and
foreign, as well as the course of real wages, ultimately depended. The
openings for investment were seldom long cxhausted; and Britain’s
trading relationships made a switch from home to foreign investment
(especially in the boom) a matter of comparative ease. The conditions
of the period scemed to work together for the unstable maintenance of
stability. A qualified stability admittedly, for there were repeated and
severe depressions; and an insecure stability, since it required the con-
stant opening up of new ficlds for investment and the free movement
and rapid increasc of population which these new openings encouraged;
but none the less, by inter-war standards, stability.
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CHAPTER VIII

INVESTMENT AND MIGRATION

In this chapter I wish to discuss the relation between the migration of
labour and the migration of capital from Victorian Britain. I hope to
show that the apparent smoothness of capital transfer (from the point
of view, at any rate, of Britain) was largely the outcome of a simul-
tancous labour transfer to the capital-importing countries.

In the first place, periods of active emigration were also periods of
heavy borrowing by foreign countries. Table 48 shows that in each
decade emigration and capital export rose and fell together—and to
much the same extent. In the seventies and nineties there was com-
paratively little emigration, and not much foreign investment; but in
the eighties and from 19o5 to 1913, both took place on a very large
scale.

Table 48. Export of capital and migration from Britain, 1871—-1910

Export of Net l.oss by
Decade capital @ mxgranop ffom
(£m.) Great Britain (®
’ (000’s)
1871-1880 266 257
1881-18q90 561 819
1891-1900 286 122
1900~1910 721 756
@) Above, p. 180. ®) Statistical Abstract.

Changes in the short period showed a similar resemblance. Emigra-
tion and foreign investment were both cyclical phenomena, increasing
during the boom and falling away in times of depression. Apart from
the eighties, and considering the possible margin of error in the estimates
of capital export and of emigration, the two moved in fairly close
agreement with one another (Fig. 20).

Moreover, the countries which borrowed most in London tended to
be the countries which received most emigrants from Britain. If the
statistics of passenger movements arc any guide, about two-thirds of all
emigrants between 1870 and 1900 sailed for the United States, her chief

c 14
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debtor.! In the same way, British settlers and British capital were
provided simultaneously to whatever empire countries were in favour.
The most spectacular example of this coincidence of flow is afforded
by the rapid development of Canada after 1900. British capital in
Canada rose between 1900 and 1914 by well over £300 m., while more
than a million persons emigrated from Britain to Canada. There were,
of course, exceptions—India and Argentine, for example—but it is
noteworthy that in such cases there werc generally heavy purchases in
Britain out of the borrowed funds, and/or large numbers of immigrants
from European countries.

These movements of labour had a considerable influence on invest-
ment in the countries gaining population as well as in Britain. That
influence was twofold. A greater labour force in capital-importing
countries kept down the cost of investment and facilitated rapid develop-
ment; and, in addition, it led to ‘secondary’ investment because of the
fixed capital requirements (housing, transport, etc.) of the new popula-
tion. On the other hand, in Great Britain there was a greater shortage
of labour during booms and a greater surplus during slumps. There was
thus additional pressure on money wages, upwards or downwards, and
still greater pressure on export prices. At the same time, the check given
by emigration to population growth reduced home capital necds—
particularly the need for houses. The situation summed itself up in
the migration of unemployed building workers from Britain to Canada
(where there was a building boom) between 19og and 1914. So far as
can be judged from the unemployment figurcs, and other data, this
migration must have been on a considerable scale.

In earlier years, most emigrants appcar to have come from country
arcas. The losses by migration of the rural districts were generally great
enough to cover the whole of net emigration from Britain and the gains
of the chief urban areas as well. It was only in the decade 1go1—11 that
the net loss by migration of the rural areas fell below the net loss of
England and Wales.? It is conceivable that in earlier years the net gains
of the towns covered a wholesale emigration to America and the colonies
which was more than offsct by rural immigration. Some of the older
towns and many of the industrial areas certainly lost population fairly
heavily in the cighties. But it seems reasonable to suppose that only

! These emigrants were chiefly Irish. The number of Scottish and English emigrants
was more commensurate with the importance of the United States as a borrower.

? See above, p. 70. Much the same conclusion could probably be applied to
Scotland. Greenock was the only town of more than 50,000 inhabitants to show a
more rapid rate of increase after 1go1 than in the previous decade. In Glasgow,
Edinburgh and Dundee, the population was practically stationary. Clearly, town

artisans must have been emigrating in large numbers. Before 1900 emigration from
the towns was probably on a much smaller scale.
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a limited proportion of agricultural workers moved to the towns, while
emigration of town workers increased as America and the colonies
became more and more industrialized.!

This point may be made a little clearer, and the incentives to migra-
tion may be illustrated, by a study of Fig. 20. The real wages of industrial
workers never rose faster than in the eighties, yet it was in the eighties
that emigration reached a peak. On the other hand, after 1900 real
wages were falling or stationary, and yet emigration again increased.
This suggests that there may have been a change in the type of emigrant
over the period.

Changes in real wages tended to reflect changes in the terms of trade;
and it will be remembered that the countries with which Britain did
most trade were, on the whole, her debtors. A change in the terms of
trade favourable to Britain raised real wages, and, unless ‘agricultural’
costs were falling rapidly, deteriorated the borrowing power of ‘new’
countries. There was thus a falling off in the openings for investment
and employment abroad, and a state of depression in British agriculture
which encouraged migration of agricultural workers to the towns. This
was the sort of thing that took place in the nineties; the opposite hap-
pened after 1goo. First there was urbanization and little emigration;
then the towns emptied as agriculture recovered and prospects in foreign
countries improved. In the eighties the fall in the prices of agricultural
products did not prevent Australia, the United States and Argentine
from borrowing heavily in London. The combined force of depression
in British agriculturc and expansion abroad resulted in a tremendous
rural exodus, not so much to the towns as to America and the colonies.
Some migration to the towns there must undoubtedly have been, since
real wages were rising; but jobs were scarce—scarcer probably than
in the nineties—and emigration, however troublesome, spared the
necessity of a change of occupation. To the unemployed artisan also,

1 The evidence of the occupation statistics given in the annual Statistical Returns
Relating to Emigration is rather ambiguous. Of the adult male passengers (of 12 years
of age and upwards) who embarked from Britain in the ycars 1875-9, no less than
309, were returned as ‘gencral labourers’; the majority of these were probably, but
not certainly, rural workers. A further 129, consisted of ‘agricultural labourers’,
‘farmers’, ‘graziers’, etc., and 19 %, did not state their occupation. The most important
section of the remainder, ‘gentlemen, merchants, etc.’, came to 14 %, and included
many who were not really emigrants at all.

In 1913, when a new type of classification was in use, 20:6 % of the British and
Irish emigrants were engaged in agricultural work, 189, were general labourers,
31-4 9%, were skilled workers, 191 9%, were in commerce or the professions, and the
remainder, 10-9 %, cither did not statc their occupation or werec engaged in un-
classified pursuits. For Great Britain alone, the proportion of skilled workers amongst
the emigrants in 1913 was rather higher (it was over 40 %, for both Wales and Scot-
land) and the proportion of agricultural workers and labourers was lower.

14-2
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emigration must have been attractive; but the town workers who kept
their jobs had little incentive to move so long as real wages continued to
rise.

The movements of population during the period are reflected in the
statistics of rent and of empty houses. Average rents increased between
1870 and 1873 fairly rapidly, and in the next three years there was
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Fig. 20. Emigration, forcign investment and real wages.

a further sharp rise. About 18767, in the middle of the building boom,
the rise camc to an end. It is probable that in the depression of 1878
and 1879 rents on the average were falling, and that, apart from a slight
improvement in the carly cighties, the rise was not resumed until 188g.
From then on, until about 1904, and particularly in the years immedi-
ately after 1890 and immediately after 1900, there was a steady increase.
In spite of a fall in the price of fixed-interest securities, investors were



Table 49. Factors affecting residential building, 1870-1914

Rents in No. of years’ Residential

Year England and purchase of construction

Wales house property (1907 = 100)
1870 100 54
1871 100 58
1872 101 143 63
1873 102 65
1874 103 70
1875 104 74
1876 105 17:0 79
1877 106 81
1878 106 78
1879 105 74
1880 105 71
1881 105 13°5 70
1882 106 67
1883 106 65
1884 107 61
1885 107 56
1886 107 12-8 59
1887 107 61
1888 107 65
1889 108 70
1890 108 65
1891 109 130 62
1892 109 59
1893 110 61
1894 110 65
1895 I11 14°50 76
1896 I 14:96 94
1897 112 15°36 117
1898 113 1550 134
1899 114 1561 134
1900 115 1575 122
1901 116 1579 117
1902 117 1540 118
1903 118 15°13 120
1904 118 14-67 113
1905 118 14:61 113
1906 118 14-65 107
1907 118 1409 100
1908 117 13°50 87
1909 11y 13-23 85
1910 116 13-87 78
1911 116 13-86 67
1912 116 14°29 59
1913 116 14°00 59
1914 117 14°42 55
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content with a lower and lower yield on house property—apparently
in the expectation of a subsequent rise in rents.! As late as 1906 house
property was valued at a higher number of years’ purchase than in 1895,
although British municipal bonds were selling at nearly 20 9, less. After
1904 rents began to fall. From 1910 to 1914 they were again rising.
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Fig. 21. Residential building, 1870-1914.

These changes reflect corresponding changes in the supply of, and
demand for, house-room. In the seventies the towns were growing
rapidly, partly as the result of new facilities of travel (tramways anc
suburban railways), partly because of agricultural depression. Rea!
wages increased steadily up till 1876, and emigration—after 1873 a

1 The fall in the percentage of empty property in the nineties (and also, no doubt
in arrears of rent) may have contributed to raise the number of years’ purchase or
house property by increasing the chances of finding tenants.
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Table 50. Rents in England and Wales (excluding Metropolis),

1873-1910
Abnormal
No. of houses of | decrease in such
Period less than £10 gross| houses in years
(end of years named) annual value in | of revaluation.
middle of period |(Index of changes
(000’s) in rents) @
(0o0’s)
1873—1876 2521 91
187641879 2551 -7
1879—-1882 2606 20
1882—1885 2640 32
1885-1888 2660 7
1888-1893 2719 81
1893-1898 2683 70
1898-1903 2659 114
L" 19031910 2580 —-57

@ ‘T'hese figures show the number of houses of less than 10 gross annual value
estimated to have been revalued at more than £10 gross annual value in 1876,
1879, etc. The numbers require to be decrcased, however, by an unknown amount
equal to the number of demolitions not recorded until years of revaluation. The large
increase in houscs of less than £10 gross annual value in 1910 may be due to the
allowance of many reductions in rent by schedule only in the years 1gog-10 (Stamp,
op. cit. p. 53), although this is in conflict with the information given by Stamp.

A rough index of changes in rents can be constructed (on the assumption that
demolitions not recorded until years of revaluation were small) if we suppose all
houses below £10 in gross annual valuc to be evenly distributed over the range
£5-10 and to be equally affected by changes in rents. The rise in rents in the years
1873-6 would then be 0-60 %, per annum, and the rise in 1898-1903 would be 043 %
per annum. These rates are probably rather too low, but it should be remembered
that they represent, not changes in average rents per room, but changes in the rent
charged for houses already old and growing older.

any rate—was low. Bricks and mortar were a solid security, flattering
to the sense of prudence of investors who had come a cropper in specu-
lative foreign sccurities. The risc in rents, combined with this feeling of
security, was all too encouraging to investors in house property. Real
wages ccased to rise, houses began to stand empty in increasing numbers,
and reductions in rents began to be made.

In the eighties there were three conflicting tendencies. There was
first of all emigration on a large scale; there was a remarkable rise in
the rate of real wages (although unemployment was rather abnormal);
and there was comparatively little new building. The depressing effect
of emigration seems to have been just outbalanced by the rise in real
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wages and the falling off in construction. Rents rose slightly and the
number of houses standing empty declined.!

After 1890 nct emigration fell off. Real wages continued to rise, and
new construction was still low. The result was a sharp increase in rents.
It was only a question of time until a new building boom should begin.
The heavy fall in interest rates and in the price of imported foodstuffs in
1894-6 gave building a final stimulus. The boom lasted for a full ten
years (the absolute increase in the adult population was at its maximum)
and did not finally break until 19o6. Long before the end, the number
of empty houses was rising fast and the upward movement of rents had
been arrested. Again there had been over-building, and again it took
several years for building to recover. On the eve of the war there were
signs of renewed activity. In spite of emigration on an enormous scale,
houses were more easily let and at better rents. The natural increase of
population and the fall in unemployment were apparently more than
enough, in a period of building stagnation, to counterbalance the
removal of large numbers of artisans and their familics to forcign
countries.

The more mobile people are, the greater is likely to be the demand
for house-room.? There will be, on the average, a larger number of
houses standing empty, either because the owner expects that tenants
will eventually come to the district, or as a result of unexpected move-
ments of population to other districts. Thus if, in any period, mobility
increases, while emigration does not alter, the building industry will
nevertheless be more active. It is of interest to inquire, thercfore,
whether movements of population inside Great Britain were of more
common occurrence at onc time than at another.

It is not possible, unfortunately, to give statistics of short-period
movement. But it is fairly certain that mobility increases when there
are more openings for employment—that is, during the boom. This
conclusion is borne out by the statistics of migration between countries,
and by some figures for Sweden published by Professor Myrdal.?

Table 51 gives the balance of persons leaving or arriving in certain
towns and districts in England and Wales in the three decades after
1881. Mr Welton, upon whose work the table is based, divided the

1 In Scotland (and Glasgow) after 1880; in London after 1884. There are un-
fortunately no statistics for the rest of England and Wales, but there is little reason
to suppose that the changes there differed from those in Scotland.

2 T have left this section as it stood in 1935 because it happens to contain some
interesting data on the flow of migrants by age and sex; but I do not find the argument
very convincing.

3 In his essay on ‘Industrialization and migration’ in Economic Essays in Honour of
Gustav Cassel.
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Table 51. Gains and losses by migration of nineteen groups of
districts in England and Wales, 1881-1911

Males Females Total
1881-1891: Gains 133,069 241,714 374,783
Losses 548,483 443,681 992,164
Net emigration 415,414 201,967 617,381
18g1-1901: Gains 306,426 404,767 711,103
Losses 423,359 342,204 765,563
Net emigration 116,933 62,473 I 54;460
1go1—1911: Gains 147,304 145,115 292,419
Losses 460,284 338,921 709,205
Net emigration 312,980 193,806 506,786

@ Net immigration.

country into 160 arcas, each more or less homogencous, and grouped
these areas into nineteen categorics—ten large towns, nineteen old
towns, nine colliery districts, and so on. I have taken the balance of
movement from or to each of these nineteen groups, and summed all
the net gains and all the net losses. The result is a rough index of the
number of persons in Great Britain moving more than a certain distance.
The areas forming any one of the nineteen groups did not always show
exactly the same migration structure, some gaining population when
the majority lost, or losing population when the majority gained. But
this lack of homogeneity was rather exceptional and the corrections to
be applied are unimportant. Again, the original data does not represent
actual movements of population, but balances of movement; and unless
the drift was strongly in one direction, the totals of positive and negative
balances may be quite misleading indices of total gain and loss.
Taking the figures for what they are worth, we can draw one or two
interesting conclusions. The mobility of the population was much less
variable than emigration, although it varied in the same direction. The
loss of nearly a million persons by declining areas in the eighties was
reduced to one of three-quarters of a million in the following decade,
and rose by over thirty thousand in the next. Secondly, there seems to
have been a secular decline in mobility, taking into account, of course,
the increase in population. The growth of towns and the filling up of
‘new’ countries are probably sufficient explanations; there is a limit
both to urbanization and to colonization. Thirdly, the statistics of gains
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(i.e. of movement within the country!) show fluctuations rather less
violent than, and partly compensating, those of net emigration. The
very large jump in the nineties is well brought out. The chief gainers
were the large towns, the colliery districts, and the residential localities.
It is important, however, that the colliery districts gained fewer men
than usual, while the industrial towns (other than those engaged in the
manufacture of textiles) gained more than usual or gained where there
was normally a loss. These facts, taken in conjunction with the statistics
of home consumption of machinery and other data, suggest that in the
nineties new industries (cycle manufacture, electrical industries, etc.)
were springing up in the towns, while city life was becoming more
attractive.

A more accurate picture of internal migration is given by Table 52,
in which migrants are divided according to sex and age grade. Some
areas gained women and lost men, or gained persons of one age and
lost persons of another.? The totals in Table 52 take some account of
these possibilities but are less complete—owing to the omission of
children under 15—than those in Table 51. It would appear that
the rise in internal migration in the nineties is rather cxaggerated in
the figures of Table 51. This is partly due to the exclusion of children
from Table 52, however, for there was a large net immigration of
children in the nineties. The greater movement in that decade was
most marked amongst men of from g5-50 (where mobility is usually
low), and it was in the same age grade that emigration fell most
heavily.? It is also worth while noticing that changes in the migration
of the two sexes were approximately equal, although after 19oo the
number of women leaving one of the nincteen selected districts for
another or for abroad declined, while the corresponding number of
men increased ;! and at the same time the proportion of women lcaving
for other districts rather than for abroad was abnormally low.? The
general similarity of movement of males and females makes it safe to
base conclusions about the demand for housing on figures of total
movement; movements of domestic servants for whom no additional
accommodation might be necessary were probably fairly steady.

It is clear, therefore, to sum up, that in the ninetics there was not

1 Including immigration from other countries.

2 Unfortunately, Welton does not give the necessary data for igo1—11 or for 1871-81.

3 The change of most importance absolutely was in the fall in emigration (indeed,
net immigration) of women in the age-group 20-35.

4 In the rural areas the change was quite the reverse; net emigration of women
fell much less heavily than net emigration of men, although in the previous two
decades it had moved parallel to male migration.

& Residential places were practically alone in showing a gain in the female popula-
tion. The large towns, for the first time in their history, lost heavily.
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Table 52. Gains and losses by migration of nineteen groups of
districts in England and Wales, by age-groups

+items —items
Age-group and sex

1881-1890 | 1891-1900 | 1881-1890 | 1891-1900

|

1520

M. 32,066 34,729 71,398 61,047
F. 84,861 89,008 103,453 85,599
20-35 M. 105,968 141,020 362,351 316,126
F. 184,445 262,502 194,591 159,706
35-50 M. 11,984 50,107 60,735 28,288
F. 7,042 20,255 123,147 87,290
50— M. 14,447 35,468 38,964 15,539
F. 16,506 30,105 48,165 35,485
Total (adults only) M. 164,465 261,324 533,448 421,000
F.

292,814 401,870 469,316

368,080
457,279 663,194 | 1,002,764 789,080

only a greater increase in population than in the ten years preceding
or in the ten years following, but there was also more movement of
population from place to place within the country. Much the same
could no doubt be proved of the seventies. The building booms of
Victorian Britain seem to have depended not only on an increase in the
aggregate demand for house-room, but also upon changes in the
incidence of this demand. On the other hand, the fact that the net
loss by migration of ‘declining’ areas was generally less than the
natural increase of population damped down the influence of migration
on the building industry. Local overbuilding, when emigration was on
a small scale, must have been due, as a rule, to other forces than
unexpected reshufflings of population. Local overbuilding of rural
cottages was unheard of; and when the villager migrated to the town
it was the increase in the rent he had to pay quite as much as a ‘change
of residence’ that caused new construction to be undertaken. Still,
greater mobility within the country—especially when combined with
more rapid urbanization—must clearly have been fvourable to building
activity.

The reasons for responsiveness of the building industry to changes in
foreign investment should now be abundantly plain. The more foreign
countries borrowed, the morc men we sent them to carry out the work
of new construction for which British capital was waunted. The emigra-
tion of these men left houses empty in this country. There was thus less
certainty of finding tenants for newly built houses, and more difficulty
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in letting houses at customary rents. The decline in demand naturally
hit the building industry. Simultaneously, builders had often to put up
with worse terms of credit; or investors ceased to buy house property
altogether and purchased foreign bonds instead.

Once the rentier had had his little flutter, and been scared by some
major panic abroad, he was more ready to make prudent loans on
mortgage or to building societies, and had less difficulty in finding
reliable borrowers. If foreign investment came to a standstill, emigra-
tion was certain to be equally low, and this gave a fillip to the demand
for house-room. The distress sales of agricultural products in the English
markets, which were the not unnatural outcome of the decline in invest-
ment in these countries, raised real wages and tempted agricultural
workers to make for the towns at the first opportunity. So long as
employment in Britain fell in sympathy with the contraction of her
export markets, the high real wages of the towns could have little
influence on building, and rural immigration was held up. Once the
building industry did get going, however, it was obvious that all things
would work together to provide a market for the new houses built.
That a start was ever made in the seventies and ninetics was due partly
to extraneous impulses. But even apart from gold discoveries, new
inventions, Public Health Acts, and so on, the elements of recovery
were already there. A reduction in foreign investment was cnough of
itself, by bringing gold to London, to cheapen credit. Investors, too,
were more willing to lend to the building industry at whatever rates
happened to be ruling. Finally, those who kept their jobs and earned
higher real wages would not want the sort of house which those who
were out of work were trying to vacate.

The building industry was not sheltered from great fluctuations in
employment by the sort of harmony that has just been described. But
those who worked in the industry and could move to other industries
were less badly hit than they might have been. Total investment was
stabilized and total employment must also have been steadier. If, when
foreign investment increased and there were more jobs to be filled in
the export industrics, these jobs did not go to unemployed carpenters
and bricklayers, they must have gone to other unemployed workers or
to juveniles who might have entered the building industry, or to workers
from other industries to which builders might be suited. If the builders
lost—and a steady growth of population without sudden bursts of
emigration and foreign investment would naturally have been more to
their liking and to the nation’s advantage—their loss was mitigated by
a gain to others.

The connexion which has just been traced between migration and
the building industry can readily be paralleled by a study of other
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branches of investment. The railways and public utility services were
closely dependent upon the rate of growth of population and of cities.
The emigrants of the eighties, had they stayed at home, might have
been employed in the extension and widening of railway track, the
building of waterworks, the operation of tramways. Their removal from
the labour market and the consequent retardation of the growing
demand for transport services and public works made home investment
less advantageous and less urgent. The railways, the local authorities
and the building industry, responded to similar incentives.
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CHAPTER IX
DID FOREIGN INVESTMENT PAY?

Public opinion has almost always been biased in favour of investment
of capital at home and against investment in other countries. Even in
England, from the eighteenth century onwards, there has generally been
an undercurrent of feeling against the right of investors to hazard capital
freely in the bonds of foreign governments or in enterprises situated
abroad. As early as 1730 the issue of a loan to the Emperor Charles VI
on the London Stock Exchange was prohibited by the government.!
In the nineteenth century, it was partly the desire to encourage home
investment which lay behind the government’s refusal to bring pressure
upon defaulting countries. Default was regarded as a useful reminder
of the imprudence of foreign investment. If capitalists lacked that nice
blend of self-interest and high-mindedness, which, by the grace of
Providence, led men to invest at home, then it was not the business of
the government to rescue them from their well-merited misfortunes.
Thus, Palmerston, in a circular to the British Diplomatic Represen-
tatives in 1848, declared that ‘it has hitherto been thought by the
successive governments of Great Britain undesirable that British subjects
should invest their capital in loans to foreign governments instead of
employing it on profitable undertakings at home, and with a view to
discouraging hazardous loans to forcign governments who may either
be unable or unwilling to pay the stipulated interest thercupon, the
British Government has hitherto thought it the best policy to abstain
from taking up as international questions the complaints made by
British subjects against foreign governments which have failed to make
good their engagements in regard to such pecuniary transactions. For
the British Government has considered that the losses of imprudent men
who have placed mistaken confidence in the good faith of foreign
governments would prove a salutary warning to others, and would
prevent any other foreign loans being raised in Great Britain, except by
governments of known good faith and ascertained solvency.’?

1 Poley and Gould, History of the Stock Exchange (4th ed.), p. 14. At that time, how-
ever, the bias was against foreign borrowing rather than foreign lending.

2 Quoted by Max Winkler, Foreign Bonds, p. 136. The qualification introduced in
the last sentence is superfluous. In 1848 few governments ‘of ascertained solvency’
had borrowed or wished to borrow in London—ecxcept the British!

It must not be thought either that a policy of non-intervention was rigidly adhered
to, or that it was prompted solely by concern for investment at home. Palmerston
was quite ready to give instructions for a note to be sent to a defaulting country
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It is not easy to say how far this bias is justified. Questions of invest-
ment are so wrapped up in human institutions—in private property, in
capitalism, in imperialism and in war—that judgements of national
advantage cannot be based simply upon money yields. Those who
encouraged the French rentier in his folly may have thought the
cementing of a political alliance vastly more important than the
sacrifice which they were foisting on him, or the profits which they
were able to net for themselves. It is not even possible to say that there
is a necessary money advantage or disadvantage in the export of capital.
The experience of different countries—and of different generations—
has varied too widely for any definite presumption that foreign invest-
ment does or does not pay to be established. It is only possible to offer
a catalogue of some of the circumstances in which foreign investment
should be looked upon with favour or disfavour; or to try, from a recital
of the gains and losses of some particular country at some particular
time, to form a balanced judgement of probable gains and losses at
some future time. This chapter, as its title indicates, is intended as a
recital rather than as a catalogue.

The dangers of forcign investment can readily be illustrated from
French experience. By 1914 France had embarked close on £500 m.
in Russian bonds bearing 4 and 59%,.1 It was known—although not to
the French investor—that the Russian government was spending half
of'its borrowings on armaments,? and that it was relying to an increasing
extent upon profits from the sale of alcohol in order to meet its ordinary
expenses.? It had, in fact, been more or less on the verge of bankruptcy

stating ‘that the patience and forbearance of H.M.’s Government. . .have reached
their limits, and that if the sums due to the British. . .claimants are not paid within
the stipulated time and in money, H.M.’s Admiral commanding on the West India
Station will receive orders to take such measures as may be necessary to obtain justice
from the nation in this matter’ (Hertslet, Recollections of the Old Foreign Office,
p. 84).

The main grounds for non-intervention seem to have been, first, that ‘those who
invested their money in the bonds of other countries in order that they might obtain
a higher rate of interest for it, knew perfectly well that they were running a great risk
of losing their capital’; and, secondly, that intervention ‘would subject the govern-
ment to the liability of being involved in serious disputes with foreign powers, on
matters with regard to which the government of the day might have had no oppor-
tunity of being consulted’ (Jenks, Migration of British Capital to 1875, pp. 124-5).
These grounds were accepted from the start by the Corporation of Foreign Bond-
holders. Some illuminating remarks on the whole question will be found in Jenks,
especially at pp. 115-25.

1 Feis (Europe : the World’s Banker, p. 51) gives a total of 11-3 milliard francs. Lysis
(L’Escroquerie Russe) puts the total at 16 milliards in 1g910! ? Lysis, op. cit. p. 35.

3 Ibid. p. 38. The alcohol monopoly brought in a third of the ordinary revenue,
and the consumption of alcohol per head increased by a third in the years 19o2-10.
One calculation of the Russian national income put it as low as £6. 10s. od. per head.
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ever since the nineties. A war or arevolution—and neither was altogether
unforeseen—would bring certain default. In the event, the loans were
repudiated outright and not a penny of the whole £500 m. has ever
been recovered. The loans which France had made, with equal crazi-
ness, to Turkey, Greece, Austria-Hungary, the Balkans and South
America, were also repudiated. In all, France lost two-thirds of the
net total of her foreign investments, or about six times the amount of
the German indemnity of 1870.1

The individual investor simply had not the information on which to
base a sound judgement. The financial columns of the large dailics were
leased to financial writers privileged to conduct their columns with
complete liberty.? It was estimated that only 25 out of 186 financial
journals had any claim to independence, and only two or three of these
could be said to be thoroughly honest in their comments on new issues.3
Misrepresentation was carried to extraordinary lengths both in the
Press and in prospectuses;* there was no legal requirement that the
statements made should be accurate.

The investor had for long relied upon the advice of his local banker,
whose preference was usually for the securities of firms with whose
standing he was familiar. With the amalgamation or extinction of the
local banks, the investor was left at the mercy of the Paris issuing banks
who were much less scrupulous tipsters than their predecessors, and
often recommended the issues which were most profitable to themselves.?
In practice, these issues were generally large loans to foreign powers.
Thus it was mainly in the interests of foreign investment that the
credulity of the investor was exploited.

The interest rececived, in spite of the difference in risk, was not
appreciably greater than the market rate on similar French securities.

1 H. D. White, The French International Accounts, p. 275 n.

2 White, op. cit. p. 280.

3 Even the English financial press was not altogether free from corruption. In the
seventies The Times was sometimes called the ‘Jews’-harp’ because its city editor
boosted Rothschild stocks (L. H. Jenks, op. cit. p. 399). For other cases see O’Hagan,
Leaves from My Life, vol. 1, p. 37, and Peters, The Foreign Debt of the Argentine Republic,
p. 24.

4 See, for instance, the case of Paraguay, White, op. cit. p. 281 n.

5 Lysis, Contre loligarchie financiére, pp. g et seq., H. D. White, op. cit. p. 279. These
profits on issue were decidedly generous. On some loans they were alleged to come
to as much as 17 9, or even more; they probably averaged about 4 9%,. If a class gain
of this kind is associated only with the raising of capital for foreign investment and is
thought just as undesirable as outright loss, then these profits do not affect the balance
sheet of gain and loss to the French nation. But if the business of issuing is regarded
as an export industry with peculiar opportunities for profiting from foreign investment,
then the high prices charged by issuers for their services can be construed as a change
in the terms of trade in favour of France.
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It has been estimated that in 1899 the yield on domestic securities at
the price of issue averaged 4-28 9%,, while the yield on foreign securities
was no more than 3-859,. At the market price in 1goo the yields were
3-23 and 3:84 9, respectively. The difference, whether positive or
negative, was trifling.! It must be remembered, too, that the type of
investment in which France specialized—bonds of European govern-
ments2—paid the lowest interest. The French rentier—the most cautious
of capitalists and the most credulous—was content with a gilt-edged
return on sccurities in which no self-respecting gambler would have
dabbled. He was financing the warmongers for a mere pittance. He was
starving French industry of capital.® And he was doing little or nothing
to promote French commerce or to reduce the cost of imported products.*

On the other hand, there is at least a prima facie case for believing that
British investment in other countries has been economically advanta-
geous to the investors themselves and to the nation as a whole. In the
nincteenth century there were constant defaults—chiefly by South
American countries>—but, for the most part, with the exception of
those of the twenties and seventies, of a comparatively minor character.
The return, in profits and interest, was substantial. And the opening-up
of new countries with British capital—the building of railways, the
provision of banking and insurance facilitics, the financing of public
utilitics of all kinds, the operation of mining ventures and so on—was
attended with solid advantages to this country over and above the
pickings of judicious investment. There were, of course, many ‘un-
savoury incidents’—exploitation of the weakness and credulity of foreign
peoples and governments, and of the ignorance and folly of investors.
But political injustice and polite fraud were not peculiar to foreign invest-
ment, and would presumably exist in the absence of any investment

I White, op. cit. p. 107. The yield of 3-85 %, is calculated on the basis of all foreign
securitics listed on the Paris Bourse: on sccurities actually held in France the average
yield was rather highcr—perhaps, 4:2 %.

2 In 1914, 609 of all French foreign investment was in European countries—
chiefly in government bonds.

3 Cf. White, op. cit. p. 30o: ‘It is possible that the French attitude towards experi-
mentation, towards new ventures, ncw methods would have been different had French
capital morc cagerly sought opportunities for domestic investment.’

4 Cf. White, op. cit. p. 295 n. Betwcen 1880—4 and 1905-9 imports into France
from the countries most indebted to her either fell, sometimes heavily, or, as in the
case of Russia, rose by no more than 109, (although prices were higher).

5 In the eighteenth century the Abbé Terray was denounced for his ‘unlimited
immorality’ when he recommended that each state should default at lcast once every
hundred years. In the nineteenth century one can well imagine him elected to the
Council of Foreign Bondholders and sent on a mission to South America to convert the
natives from their unfortunate belicf in decennial defaults. Guatemala was perhaps
the most fanatical of the defaulters; see the long recital in Winkler, op. cit. pp. 41—4.
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whatever. And it was remarkably rare—everything considered—for
any of the countries most heavily indebted to us to find in its reliance
upon foreign capitalists a source of irritation or a matter for regret.

Uncertainty about the composition of the British portfolio makes it
difficult to give any accurate estimate of the profit on each type of
investment. We were constantly buying and selling—sometimes in huge
quantities. These changes were generally profitable, especially when we
‘nursed’ the securities of debtor countries until their credit improved.
But there were times when we bought at the peak or made panicky sales
near the bottom of the slump.! Moreover, there was a gradual change
over the whole period in the distribution of our investments between
different types of security. In 1870 the loans and guarantees of foreign
governments were easily the most important item, and our investments
were chiefly on the continent of Europe. By 1914 railway loans were
the predominant form of investment, our holdings of the bonds of non-
empire governments were of minor importance, and our investments
in Europe were also comparatively small.

In addition to this difficulty of weighting, there is the problem of
finding an appropriate basis of comparison for securities which are not
equally risky. The investor judges uncertainty for himself. Even if
foreign investments offer a consistently higher return, he may rest
content with Consols. It may be possible to convince him on the basis
of results that he earned less than he might have done; but there can
be no certainty when he makes his choice that he is acting imprudently.
On the other hand, actual yields cannot by any means be assumed to
offer a satisfactory index of risk. In the market some securities, through
ignorance, or skilful advertising, or patriotic sentiment, or anticipation
of government backing, or mere miscalculation of gain, enjoy a quite
adventitious esteem. Thus, while a difference in return may correspond
to a real difference in uncertainty—as judged by well-informed and
unbiased persons—it may equally well be the result of market aberra-
tions. A statistical investigation of actual yields may still be of some
help, therefore, in deciding upon the merits of foreign investment.

Such information as is available suggests that the earnings on our
foreign investments were on a par with the return on risky investments
at home. Sir George Paish put the average return on our ‘public’

! Our purchases of French government and railway sccurities during the panic on
the Bourse in 1830, and of American railway bonds during the Wall Street crisis of
1907 were both extremely profitable (Hyde Clarke, Theory of Railway Investment,
p. 30, and C. K. Hobson, Export of Capital, p. 155). On the other hand, we probably
lost heavily through the purchase of Turkish bonds from France after 1870, and through
the re-sale of American securities in the United States during the Civil War and the
depression of 1893-6.
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investments in other countries at 5-2 %, for 1907. The lowest return was
on Indian Government Loans, which yielded 3-21 %, .! Indian railways
yielded 3-87 %, and colonial and provincial government loans 3-71 %.
All the other headings given by Paish, except ‘finance, land, and invest-
ment’, averaged at least 4 9%,, and altogether eight groups, amounting
to almost exactly 50 %, of our ‘public’ foreign investments, showed yields
of between 4 and 59%,.

A further source of information is Lehfeldt’s inquiry into the rates of
interest offered by home, colonial and foreign borrowers on large issues
in the years 1888, 1893 and 1898-1914. The following table shows the
return (including yield on redemption) promised by each of these groups
of borrowers in the two five-year pcriods 190oo—4 and 1905-9:2

Home Colonial Foreign 12??{?& lci??llf:ne
1900—4 318 3:33 5'39 015 ! 221
1905-9 361 394 497 o33 | 136

It is clear that colonial borrowers could raise their loans on terms
almost as favourable as home borrowers, while foreign borrowers
required to offer about 1} %, more. If we were to omit British Govern-
ment Loans, the rate paid by other first-class British borrowers would
probably be greater than that paid by colonial governments.® On the
other hand, to make a quite different comparison, foreign borrowers
were paying practically twice the yield on Consols. Consols were
yielding approximately 2:7% in the period 1900—4, and foreign
borrowers offered 5:39 %,; in the period 1905-9 Consols were yielding,
say, 2:88 %, while the average yield on foreign issues was 4:97 %
Lehfeldt’s data is also interesting as casting light on the problem of
default. On large issues of nearly £41 m. by foreign borrowers in 1888
the rate of interest promised was 5-61 %,. The ratc actually obtained
over the next ten years was 3:49 %. Obviously there had been many
important defaults—chiefly by South American borrowers. Now the rate
promised (and paid) by colonial borrowers on £25 m. raised in 1888 was
only 343 %, i.e. actually less than the average received on all foreign
borrowings. Home borrowings were too small to affect the comparison.

1 The yield on Consols in 1907 was approximately 39%,.

2 Of these two periods the second was the more normal, large issues of war loan
driving down the average rate on home borrowings between 1900 and 1904, while the
rate on foreign borrowings was kept up by the disfavour with which foreign investment
was regarded.

3 To judge from the prices of existing securities, Home Railways and Municipalities
were still ranked (on the average) above Indian and Colonial Securities in 1910
(cf. Flux, ‘Yield of high class investments’, Trans. Manchester Statist. Soc. 1910).

15-2
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Had Lehfeldt taken twenty years instead of ten, the defaults on loans
raised in 1888—and it would be difficult to pick a worse year between
1875 and 1914 for such a test—would have appeared even less serious.

A more elaborate calculation can be made for the ten years 1870-80
on the basis of data in R. L. Nash’s Short View of the Profitable Nature of
our Investments. The seventies were probably the least remunerative
decade in the sixty years before the war. There were many defaults,
the most important being those of Turkey, Peru, Spain, Honduras and
some of the smaller South American Republics, and there is little doubt
that the losses made were sufficient to deter the majority of investors,
for some years, from sending their capital abroad. The exposure of a
number of frauds and bogus loans (Giffen called them ‘disguiscs to
plunder the public’?) in the Report of the Committee on Foreign Loans
in 1875 heightened the bad odour of all loans to foreign governments.
But the loans dealt with in the Report—all issued by South American
Republics—came to a mere trifle. The cash subscribed by the public
cannot have been much over £7 m., and the average return on this
sum—in the absence of default—would have been over 10 %,, together
with a substantial premium on redemption.? Not all of the £7 m. was
ever remitted to South America.®

The worst cascs of default were not investigated by the Committee.*
But the leading authorities were agreed that in all a comparatively small
amount—perhaps £60 m.—was all that was at stake.® The face value
of the defaulted loans might be as much as twice the actual money
subscribed,® and the money which was ultimately paid over to the
borrowing country was, of course, still less, since there were fat com-
missions to be paid to the contractors and other intermediaries. The
more disreputable the loan, the fatter the commissions.

1 Giflen, Economic Inquiries and Studies, vol. 1, p. 107.

2 The face value of the loans was £g9-2 m. and the avcrage price of issue 81. The
price at which the loans were actually disposed of to the public cannot readily be
ascertained.

3 San Domingo received £38,000 on an issue of £757,700. The Costa Rican
government claimed that it received only £4 m, on a loan of £2:4 m. issued in 1872.
Paraguay and Honduras received a rather larger proportion of the proceeds of their
loans. ‘It becomes a question’, says Hyde Clarke (J. R. Statist. Soc. 1878, p. 321),
‘whether these are to be regarded as forecign loans, or as loans from the public to
the persons concerned in their concoction.’ 4 Cf. Hyde Clarke, loc. cit. p. 307.

& Cf. Hyde Clarke, loc. cit. and Ernest Seyd, ibid. Opinion on the Stock Exchange
on the subject of our losses by default was divided. Compare, for instance, the evidence
of G. W. Medley and L. L. Cohen before the Royal Commission on the Stock
Exchange, 1877 (Q. 3239, Q. 8567, Appendix X, ctc.).

¢ The average issue price of Turkish loans was 58 (D. C. Blaisdell, European
Financial Control in the Ottoman Empire, p. 39). In 1874 a Turkish loan for £16 m.,
bearing 5%, interest, was issued at 43%. Turkey defaulted in the following year.
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Market | | Yieldin | Total
value of | Yield in .
. . capital annual
invest- |dividends 1 ield
ments (%) vz:) ue yie
) %) | m)
(1) Government bonds
United States 160 6-1 1°4 12:00
India 55 425 o015 2°42
Colonies 50 50 04 2:70
Russia 50 59 — 2:95
France, Holland, etc. 30 54 16 2'10
Turkey 20 55 —-75 — 040
Egypt 173 77 —22 0'96
Peru 173 3°3 —-9'3 —1'05
Spain 15 80 —4 050
Brazil 11 56 06 0-6g
Ttaly 4| 76 44 090
Portugal 6 8-8 57 0-87
Argentine 5 70 —0'4 033
Chile 4 58 —-10 019
Honduras 3 2:8 -8 —018
Mexico 3 — —50 015
Other South American 4 50 —60 —0'04
Total 458% 56 —015 2511
Total (omitting 298% 54 -10 1311
United States)
(1) Railways
Indian Rails 8o 48 15 5°04
U.S. Rails 40 57 36 372
Continental Rails 35 51 04 193
South American Rails 10 53 34 0-87
Canadian Rails 10 19 015 o-21
Total 175 49 1-8 1177
(iit) Miscellaneous
Telegraph, cables, etc. 15 6-6 —-13 0-8o
Colonial Banks 10 84 40 1°24
Foreign Banks 5 72 —1'5 0-29
Land, Mortgage Coys. 5 10°0 6-0 0-8o
Total 210 54 17 14'90
Grand Total 8431 54 07 5178
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It must be remembered, too, that the defaulted bonds had sometimes
paid very high interest for some years: in 1870, for example, Turkish
and Egyptian loans were yielding over 10 9%,, and Spanish loans over
12 %. Nor was default always complete. Something like 20 9, of the
capital in defaulted Turkish loans—and not all were in default—was
finally recovered.

In Table 53 I have attempted to make a rough estimate of the return,
taking into account defaults and capital appreciation, on two main
classes of foreign investments in the seventies: government bonds and
foreign and colonial railways. The distribution of our holdings between
different countries in 1870 can only be made very approximately, and
subsequent changes, except in the figures of yield, have had to be
ignored. Full allowance is not made for defaults, since some important
issues, made after 1870, were afterwards in default, and the weights
given to defaulting countries are consequently rather low. On the other
hand, the rough estimates of yield do reflect any defaults on post-1870
loans. These estimates are approximately equal to the mean return on
all issues given by Nash, i.e. all issues up to 1875. In the absence of the
necessary data for mincs, tea plantations, etc., it has been necessary to
leave the table incomplete.

Government bonds, even omitting the United States, yielded 44 %
per annum between 1870 and 188o. This figure is the balance of interest
payments and profits on redemption over net capital depreciation
through default, distrust, etc. Now the return on Consols during the
period was no more than 3-269,, which, togcther with an annual
capital appreciation of 0-58 %,, gives a net return of 3-84 9%,. Thus an
investor who was determined to hold government securities would have
done rather better to buy a batch of Europcan and South American
government bonds on which he would have earned well over 4%,
rather than Consols on which he would have earned §-84 9,. If he had
bought only Indian, Colonial and United States bonds, his earnings
would have been very much greater. Moderate risks, as Nash points
out, were the ones which paid.

But while the return on foreign government bonds, as one would
expect, was greater than on Consols, it was less than could be earned
on good industrial issues at home. The investor could have earned
43 % in dividends and 1 9, in principal from a representative purchase
of Home Railway debentures, 4-7 %, in dividends, and 1-8 9, in prin-
cipal from Home Railway preference stocks, and a much larger sum,
ncarly 6 %, in dividends and over 3} %, in principal from Home Railway
Ordinary stocks.!

! Taking ten of the biggest (Caledonian, Great Eastern, Great Northern, Great
Western, Lancashire and Yorkshire, London, Chatham and Dover, London and
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The proper comparison, however, is not between Home Railways and
foreign government bonds but between Home Railways and Foreign
Railways. The return on Foreign Rails of 4:93 9%, in dividends and
179 % in principal is rather better than that on Home Railway
preference stocks. Considering the exceptional rise in popular favour
of Home Rails in the seventies, and the excellent security offered by
guarantced Indian Rails or first-class American mortgage bonds, the
comparison is by no means unfavourable to foreign investment. The
figurcs for banks and mortgage companies suggest that there may have
been some kinds of foreign investment—of a sort which a well-informed
investor might choose—which paid even more handsomely than forcign
railways. But the market for home industrials was probably equally
imperfect, and the number of ‘plums’ which the investor in foreign
securities could pick must have been very limited in 1870, or even in
188o0.

The redistribution of our holdings between different types of security
after 1875 was all in favour of a higher rate of return. Government
bonds, the least remunerative of our foreign investments, shrank steadily
to little more than a quarter of the total at the outbreak of war, and
very little of this quarter consisted of the bonds of continental countries.
The bulk of it was in the more or less gilt-edged stock of empire govern-
ments. Private investments in shipping and mercantile establishments,
foreign banks, and so on increased rapidly before the war, and may
fairly be assumed to have earned large profits. Investments in rubber
estates, oil companies, jute mills, gold and diamond mines, land and
mortgage companies also formed an increasing proportion of our foreign
investments, and paid, on the average, high rates of dividend. Foreign
and colonial railways, in which the bulk of our capital was sunk, were
with few exceptions consistently profitable.

In all, British capitalists earned some £ 4000 m. in just over forty years
in interest and dividends on their foreign investments. An average
income from overseas of almost £100 m. a year was a tidy contribution
to the National Dividend, which at that time was ranging between,
say, £900 m. in 1870 and £2300 m. in 1913. During the period, more-
over, there was a steady improvement in the credit of our debtors and
in their power to buy back (at enhanced prices) their own bonds. There
was a secular capital appreciation to add to the high dividend yield.

North Western, London and South Western, Midland, and North Eastern), an
equal sum invested in the ordinary shares of each would have brought in 5% in
dividends and 44 9, in principal. Or if the investment had been weighted in accord-
ance with the market value of each company’s ordinary stock in 1880, the return
would have been 5-79%, in dividends and 3:6 9, in principal. In each case the total
return would have been 9-3 9.



232 HOME AND FOREIGN INVESTMENT, 1870-1913

The actual return on our foreign investments is something quite
definite. The earnings on the home investment that (presumably) would
have gone on if foreign investment had been less popular, are altogether
incalculable. How far the rate of interest would have fallen one can
only guess; how much more rash investors would have become is also
a matter for speculation. The available statistics do not show any very
pronounced change in the trend of interest rates when there was a burst
of foreign investment, but this cannot by itself be taken to prove that
the demand for capital for investment at home was highly elastic. There
may have been a simultaneous decline (e.g. because of emigration) in
the demand schedule for capital for home investment; or a very rigid,
and more or less unanimous, view of the future course of interest
rates.

Some check to the National Dividend would certainly have taken
place. The earnings of capitalists would presumably have been less,
because of a lower rate of interest, or because of a check to accumulation,
or for both reasons. These earnings being the main source for the provi-
sion of fresh capital, the check to the National Dividend might have
been cumulative. Indeed, a gloomier view may be taken. The alternative
may have been to accumulate capital abroad or none at all. Our forcign
investments werc made largely in times of boom out of the abundance
of high profits, and when nearly the whole employable population was
at work. Is it certain that, if there had been no convenient ‘sinks’ for
British capital in foreign countries, the income from which that capital
was provided would ever have been created ?! It is only those who think
of savings (or of investment) as somecthing apart from the income-
creating process who can lightly deny that the depressions of the
Victorian age would have dragged themselves out, or that the wealth
of Great Britain would have been little augmented had foreign invest-
ment been unpopular or impracticable. We might have had to put up
with a lower level of world investment, and of employment and income
in Britain, if the difliculties in the way of foreign investment had been
greater.

This is largely a matter of speculation: the gain to our export in-
dustries was one of simple observation. There was an expansion of
buying power in their markets, increased orders for equipment, with
the prospect of additional orders later for replacements, and increased
sales to consumers. Now, in many of the export industries, therc were
economies of scale—both in marketing and production—whereas in the
chief import-competing industry, agriculture, there were few economies.
There was thus a national gain to be derived from an extension of the

1 For an early expression of the point of view which looks on foreign investment
as a sink, see Fullarton, Regulation of Currencies (1844), p. 162.
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export industries, quite apart from any increase in employment or rise
in export prices that might result.

A second source of gain lay in the spread of information of profitable
openings for investment. The commercial ties of Britain with other parts
of the world opened our eyes to the credit-worthiness of borrowers,
enabled us to take sane risks, and gave us the inside track in the
negotiation of attractive propositions. Morcover, the projects which
traders sought to finance brought good customers to our export in-
dustries. Companies promoted here, however controlled, were often
staffed by British engineers or British managers who, through goodwill,
prejudice, or actual arrangement, tended to specify British machinery
for new construction and for replacement.! Thus the market imperfec-
tions which allowed us to dominate the business of exporting capital (for
industrial purposes, at any rate) worked also in the Victorian age to put
large sections of our export industry in a semi-monopolistic position.

We gained also through a cheapening of imports. The heavy fall in
the price of imported foodstuffs between 1880 and 19oo was largely the
result of railway-building with British capital in the United States,
Argentine, India, Canada, and Australasia. In 1870 there were no more
than 62,000 miles of track in these countries. By 19oo there were
262,000 miles of track.? In the seven years 1907-14 Britain provided
£600 m. for the construction of railways in countrics supplying us with
foodstuffs and raw materials.?

At a time when the population was increasing rapidly it was vital that
foodstuffs should be obtained as cheaply as possible. By 1870 the home
supply was clearly approaching a limit, and our dependence on imports
was increasing. For an improvement in the standard of living the rapid
opening-up of fresh sources of supply was obviously imperative. The
change took place rather abruptly in the seventies,? and from then on
the course of real wages in Britain was dominated by the terms on which
we were obtaining imports. These terms in turn depended upon what
sums we had placed abroad in new countries in the recent past. The
course of real wages was thus closely dependent upon our willingness to
finance railway building abroad.

On the other hand, in 1914 the future prospects of forecign investment
were by no means rosy. Those governments whose credit had improved
could re-borrow on progressively better terms. What was morc important,

1 Tacke, Kapitalausfuhr und Warenausfuhr, passim.

2 Sir George Paish, ‘Export of capital and the cost of living’, Trans. Manchester
Statist. Soc. 1914, p. 77. 3 Paish, loc. cit. p. 78.

4 ‘In 1868 the United Kingdom still produced four-fifths in value of what the
inhabitants consumed of grain, meat, dairy produce and wool.. . .In 1878 the United
Kingdom supplied her inhabitants with scarcely one-half’ (Jenks, op. cit. p. 330).
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the chief sanction on which British investors relied for the enforcement
of their claims—namely, the financial power of London—was certain
to become gradually less effective in bringing recalcitrant debtors to heel.
So long as foreign countries found it necessary to pile up debts to
Britain, there was some guarantee that they would honour these debts:
but once the time came for repayment and no fresh debts were being
contracted, they might not be so scrupulous. Companies owned by
British capital might with more impunity be harassed by heavy taxation
or by discriminatory legislation. The chief bargaining counter in trade
agreements might become the observance rather than the conclusion of
loan contracts.

It would be a mistake to suppose that all our foreign investments
were in this precarious position. We had an enormous sum (probably
£700 m.) in the United States—a rich country unlikely to stoop to
default. Half of our investments were in the Empire, in which default
was practically unknown. Much of the remainder was in foreign
companies, controlled by the citizens of foreign countries, and not
particularly open, therefore, to discriminatory treatment.

Secondly, a latent divergence of interest between workers and
capitalists was coming more and more to the front. Though capitalists
had not been alone in gaining from the export of capital, the working
class participated more by accident than design. It was only by a rare
coincidence of interests that the most profitable risks happened to
fructify in cheaper and cheaper foodstuffs and raw materials. Capitalists
were ready enough, at a price, to finance schemes of less advantage to
their countrymen—the building of sultans’ palaces,! the mining of
diamonds, the purchase of warships, the construction of strategic rail-
ways. At the same time, arising standard of living amongst wage-earners
was not entirely dependent upon reductions in the cost of imports.
More investment at home would have meant better houses, better
travelling facilities, and better public amenities of all kinds. Had the
rate of interest fallen, there would have been, in addition, a redistribu-
tion of income in favour of wage-earners, and it is possible that the
slowing down in the rate of capital accumulation would not have been
great.

The more new countries werc opend up, the more apparent did the
sectional conflict become. The likelihood that foreign investment would
reduce the cost of British imports was less overwhelming, the fear that
industries competing with our own would be fostered was more intense.
Cheap capital for other countries and improving terms of trade and
real wages were no longer synonymous. Foreign investment, it was
apparent, might lower the standard of living instead of raising it.

1 Cf. Nassau Senior, Journal Kept in Turkey, p. 115.
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Finally, there was the danger that capital abroad might be lost
through revolution either in Britain or in the country in which the
assets were situated. There was no guarantee that, if the export of
capital gave way to an export of capitalists, the title-deeds to foreign
property could be casily seized or would be readily honourced. Tangible
assets at home can be lost to the nation only through invasion, destruc-
tion, depreciation, or obsolescence. But assets abroad may be beyond
the reach of expropriation.

Up till 1914 there was a sufficient coincidence of private profit and
social gain in Britain’s export of capital to prevent the government from
exercising more than a minimum of control over investment. Broadly
speaking, British foreign investment paid. But it was far from evident
that uncontrolled investment would be equally advantageous in the
future.
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CHAPTER X

THE VICTORIANS AND INVESTMENT

A pedigree can nearly always be found for unorthodox economic
theories. Some happy-go-lucky crank of a century ago can be crowned
with the laurels of more than usual penetration or sturdy common
sense, and paraded by the nouveaux riches of the intellectual world as
a pledge of their respectability. Ancestor-hunting is a popular sport.
It can also be a very instructive one. Theories which were rejected or
forgotten may have becn right even at the time, but may have failed
to influence policy because of some inadequacy in their statement or
becausc of some perversity in the economic thinking of the age. If a
post-mortem can reveal something of these inadequacies and perversities,
it will be helping to free modern thought from the trammels of past
controversies and to secure the more ready acceptance of once-discarded
views. Or if these views can be shown to have been based upon a
mistaken reading of the facts, then attention will be focused with
advantage upon the change in economic life which has made traditional
opinion out of date.

Our task in this chapter is more modest: it is one of disinterment, not
of conducting a post-mortem. Victorian thought on investment and
unemployment is still so much buried in pamphlets, lengthy tracts and
commercial journals that it may be of interest to bring togcther here
some specimens which I have unearthed in the course of excavations
directed to rather different ends. These specimens of opinion are chicfly
from the writings of men of affairs—journalists and business men and
politicians—who were more or less unanimous on matters of ‘pure
theory’ but held widely different views on monetary problems. It would
hardly be correct to label any of these views unorthodox, for there was
no body of thought on money and investment—at any rate until the
end of the century—which was regarded as undeniably orthodox. There
were simply a series of controversies—over the Bullion Committee
Report, over the 1844 Act, and over Bimetallism and the question of
the standard generally—in which economists, if they were sufficiently
interested, took sides. In these controversics there were certain strands
of thought which met with more success than others—the quantity
theory, for example. But until the time of Marshall the strands were
not woven very closely together.

The quantity theory did give unity to the views of a very large group
of economists. It focused attention upon the price-level, and upon the
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money supply as the chief determinant of the price-level. But it gave
no clear account of the mechanism by which changes in the quantity of
money reacted upon the price-level. Nor did it give any clear definition
of the terms in which it was phrased. The supply of money was sometimes
defined in terms of cash, sometimes in terms of credit, somctimes in the
most ambiguous ways.! The demand for money was analysed very
superficially.? It was thought obvious that people would only want
more money if prices were to rise. Employment was assumed to be
more or less constant,® and the rate of interest was regarded as of minor
importance.

Later in the century, however, the quantity theorists gave more pro-
minence to the role of interest rates. The crude theory of Overstone,
which assumed that prices would respond automatically to additions to
the money supply (strictly speaking, to the supply of notes), was aban-
doned, and emphasis was placed more and more upon the Bank of
England’s discount policy as a means of control over the money market
and over the price-level.* The odds and ends of a theory of interest rates
began to accumulate and had been sorted out by 1goo into the two
comparatively claborate theories of Wicksell and Marshall.s

1 Mill excluded from his definition of the quantity of money all cash ‘kept as a
reserve for future contingencies’ (Principles, Ashley edition, p. 490)—a very vague
qualification which might exclude a// money. He came ncar to identifying the quantity
of money with expenditure.

2 Mill defined the demand for money as ‘the whole of the goods in the market’
(loc. cit. p. 491). If, instcad, he had written ‘output’, his theory would have been
more intelligible and comparatively modern.

3 It is interesting to find Wicksell, who had a high regard for the Currency School,
speaking of unemployment in normal times as no more than 1% (Geldzins und
Giiterpreise, p. 132), and deliberately assuming that abnormal profits will not lead
to a marked increase in output (pp. 82, 131, ctc.).

4 Even Lord Overstone shifted his ground. ‘How charmingly’, commented James
Wilson (speaking of one of Overstone’s letters to The Times), ‘how charmingly he
persists in a high rate of interest as the only security, which is just what he never
dreamt of before when the fluctuation in the circulation of notes was to do everything,
and when those opposed to the mere currency theory insisted that it was the rate of
interest only that could regulate the money market’ (quoted by T. E. Gregory, Select
Documents and Statutes, vol. 1, p. xxxii).

5 Wicksell, Geldzins und Guterpreise; Marshall, Evidence before the Gold and Silver
Commission, especially Q .9686 (Official Papers, pp. 51—2). The ideas strung togcther
by Wicksell were already familiar in England in an unconnected, and sometimes
rather muddled, form. The ideas of ‘forced saving’, of a divergence between natural
and market rate and of an increase in the quantity of money forcing up prices via
an increase in investment (e.g. Ernest Seyd, 7. Soc. Arts, 5 April 1878, p. 411), can be
found here and there before 1goo. After 1900 the ideas began to be expressed more
lucidly. There is an interesting passage in D. H. Robertson’s Study of Industrial
Fluctuation (1915) which puts some of Wicksell’s points very neatly:

‘Any temptation to over-investment’, he says, ‘will be aggravated by an increase
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But it was still round the price-level that discussion centred. Econo-
mists of the Currency School seldom stopped to inquire why the price-
level should be of such peculiar importance. They were content to take
for granted the maintenance of a stable rate of exchange and deduce
the undesirability of fluctuating prices. The danger of financial panics,
not of unemployment, was uppermost in their minds. They might, of
course, throw in a hasty postscript to the effect that rising prices meant
rising profits and an increased demand for labour. But this was a half-
hearted afterthought, not pursued and not always insisted upon. Or,
in the long run, when stable exchanges failed to prevent prices from
rising and falling with the tides of gold, they might grieve over the
concealed tax upon fixed incomes or the general unprofitability of
business. They were not blind, that is to say, either to the effects of
fluctuating prices upon output or upon distribution. But since changes
in output were regarded as subsidiary, and changes in distribution as
important chiefly in the long run, it is difficult to see why there should
have been such a fuss over the price-level. There was a vague feeling
that panics and slumps were somehow the aftermath of rising prices.
So the quantity theorists set themselves to explain the rise in prices, and
imagined that in doing so they were explaining panics and slumps. Their
simple diagnosis, their ‘fool-proof’ remedy, and the lack of other positive
proposals ensured them a good hearing. The device of concentrating
upon the price-level secured a prestige which the opponents of Peel’s
Act could not shake off and which stuck for nearly a century.

Nevertheless, there were many economists—generally of the Banking
School—who made little mention of the price-level in their explanations
of industrial fluctuations. There was, for example, Tooke—a bitter
opponent of the quantity theory—who developed a psychological theory
of trade fluctuations. There was James Wilson—another of the Banking
School—who put forward a scarcity-of-capital explanation of crises.
There was Fullarton—still another of the Banking School-—who held
that there was a chronic tendency to over-save. And there was a large
body of opinion which had a firm belief in ‘dormant’ or ‘unemployed’
capital and connected this unemployed capital rather hazily with
industrial depression. In the popular mind all of these explanations
were hopelessly jumbled together.

in currency. For in the first place the transference of resources to business men is
a transference to those who are most prone to use resources in investment; and further
.. .the fact that the rising price-level lowers the real rate of interest actually demanded
below the rate which savers mean to demand is particularly unfortunate at a time
when the expected future productivity of constructional goods is abnormally high
and when only the exaction of a high rate could prevent an unduly rapid absorption
of resources in investment’ (loc. cit., pp. 215~16).
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Broadly speaking, the main division—in Victorian times as at the
present day—was between those who were preoccupied with booms and
those who were concerned to explain slumps. Those who arrived at
some explanation of the boom tended to look on the slump as the in-
evitable reaction from a debauch and as something which called for
sound nursing and careful abstinence from quack prescriptions. Those
who claimed to explain the slump looked upon depression as a chronic
complaint of the existing system and upon booms as aberrations of
healthiness. The former spoke in terms of over-investment; the latter in
terms of over-savings. In addition, of course, there was the usual army
of cranks and pamphleteers, willing to put down depressions to anything
from the issuc of free railway passes to the withholding of the franchise
from women ;! and the inflationists-on-principle who were uneasy because
prices were falling, and attacked the standard as a preliminary to
stopping the fall.

The ‘depressionists’ were a motley group. Malthus must have been
one of the first;? Sismondi, Rodbertus, and later Marx, were of the
number. The popularity of their views may be gauged from the com-
ment of Mill on his famous proposition that ‘demand for commodities
is not demand for labour’. ‘Even among political economists of repu-
tation’, he said, ‘I can hardly point to any, cxcept Mr Ricardo and
M. Say, who have kept it constantly and steadily in view.’3 Yet by 1889
J- A. Hobson was able to declare that Mill’s doctrine that ‘saving
enriches and spending impoverishes the community along with the
individual’, though ‘strenuously denied by the educated world, sup-
ported by the majority of economic thinkers, up to the publication of
Ricardo’s work’, was now ‘reiterated and restated. . .from the daily
papers to the latest economic treatise, from the pulpit to the House of
Commons. . .till it appears positively impious to question it’.4 In
academic circles the economic system was thought to be obviously
self-adjusting: ‘if anything goes wrong with the working, there is a
system of checks and balances which will be sure to set it right again,
or, at any rate, prevent the evil from becoming serious.”® But it was
hardly to be expected that everyone would be taken in; the facts of
unemployment and depression were too well known, the inquisitiveness
of business men and reformers too persistent. Whatever the Victorian’s

1 D. H. Robertson, Study in Industrial Fluctuation, p. 1.

2 J. M. Keynes, Essays in Biography, pp. 142-3. 3 Mill, op. cit. p. 8o.

4 Mummery and Hobson, Preface to Physiology of Industry, p. iv. These authors put
down the acceptance of this dogma to the inability of economists ‘to meet the now
exploded wages-fund doctrine’; confused thinking about intcrest rates (from which
Hobson is not free) must have contributed. It is probable that Hobson, in his eager-

ness to play the heretic, exaggerated the unanimity of the public.
5 Ibid. p. 101.
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capacity for self-deception and metaphysics, he claimed to have—
somewhere—a conscience.

The theory of over-saving recurs constantly. It was put forward, for
example, by John Fullarton, in his tract On the Regulation of Currencies,
published in 1844. Fullarton’s vicws are worth quoting at some length:

Without entering into the abstract question so much debated among
economists [he says] as to whether such a thing as an over-supply of capital
be possible, I may venture, I think, to state, without much fear of contra-
diction, that, under the present constitution of society in this country, what
with the annual savings from income and the large fortunes in constant course
of remittance from the colonies, the amount of capital seeking productive
investment accumulates in ordinary times with a rapidity greatly out of
proportion to the increase of the means of advantageously employing it.
The subjects of investment which are chiefly in favour for their safety and
convenience, such as the public stocks, are either stationary in amount or
in a gradual process of diminution. There is only a certain fund to be
divided; and the effect of any new capital being invested in it is merely to
alter its distribution, without in the least adding to its quantity. The com-
petition inevitably raises the price.. . . The Government is enabled to reduce
the intcrest on its funded debts, and landed proprietors to renew their mort-
gages on easicr terms. The capitalist finds his income reduced perhaps by
a third; and after waiting for several years in expectation that matters may
take a favourable turn, he loses his patience, and...becomes disposed to
listen with avidity to any project which holds out the expectation of a better
return for his money. His scruples on the score of security insensibly give
way before the splendid visions of gain which are spread before him.. . .

From the Bubble year downwards, I question much if an instance could
be shown of any great or concurrent speculative movement on the part of
capitalists which had not been preceded by a marked decline of the current
rate of interest.. . . Indeed, one would almost be tempted to suspect that a
periodical destruction of capital has become a necessary condition of the
existence of any market rate of interest at all.l

These views arc not supported by a rcasoned analysis either of saving
or of investment. To Fullarton they must have appeared sclf-evident.

That a wild spirit of speculation and adventure is not only essentially
promoted by any long-continued depression of the market rate of interest,
but that the difliculty of procuring secure and productive investments for
capital is at the root of nearly all those violent paroxysms of speculative
excitement which occasionally convulse the money market, is a truth which,
if it had not been questioned by very high authority [Tooke?], I should have
thought indisputable.?

The main points in this theory—the chronic insufficiency of openings
for investment, and the divergence between actual and anticipated yields

1 Fullarton, On the Regulation of Currencies, pp. 169-72. 2 Op. cit. p. 168.
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set up by a fall in bond rate, are clear enough.! But there is no hint of
the mechanism by which a deficiency of investment is transformed into
industrial depression, and the theory of interest rates put forward—in
spite of an interesting aside on the Scottish building boom of 1824—is
highly unsatisfactory. ‘Were all speculations based on sound prin-
ciples’, he says, ‘doubtless the fluctuations of interest would have very
little share in producing them. But what I am speaking of is not sound
or rational speculations, but speculations extravagant and monstrous.’?

Economists had, in fact, made little progress beyond the obscrved
fact that ‘abundance of money and low rates of interest have always
the effect of stimulating trade and promoting speculation’.® The in-
fluence of bank rate was supposed to be confined to ‘speculation’ or to
foreign lending. The more sophisticated of the quantity theorists tended
to lay emphasis on ‘speculation’, the Banking School on foreign lending.
When the balance of payments was under discussion the one group
thought of international price-levels and the other of international
capital movements.* But thought on interest rates was still so confused
that Tooke was able to argue—not consistently—that a low bank rate,
by reducing costs, would cause prices to fall!®

Views similar to those of Fullarton crop up repeatedly in the nine-
teenth century. Even Mill was influenced by them.® So were Giffen,
Leone Levi, and many others.? But they were never, after the time of
Malthus, systematically defended by any British economist until the

1 ‘John Bull will stand many things, but he will not stand two per cent’, was a
common saying in the nineteenth century. 2 Op. cit. p. 170 n.

3 Currency Self-Regulating (Anonymous, 1855), p. 71.

4 For the views of the Banking School see particularly James Wilson, Capital,
Currency, and Banking, pp. 17-24 and Art. XV; Hubbard, Currency and the Country,
p- 42. These economists were by no means so fatalistic in their outlook on trade
fluctuations as Fullarton and Tooke. Their account of the modus operandi of bank rate
shows considerable acuteness.

8 Tooke, Inquiry into the Currency Principle, chapter x,

¢ Mill, op. cit. pp. 641-2.

? Thus Levi remarks (History of British Commerce, 2nd ed., p. 302) : ‘In truth, capital
in England ordinarily increases more rapidly than the means of safec and profitable
employment; and consequently, from time to time a great competition arises between
the owners of capital for the means of investing their surplus stock.” Giffen declared
(Stock Exchange Values (1878), pp. 141-2) that ‘the great rise (in security prices) since
1870 especially appears to show that there is hardly any limit to the force of saving
in the great communitics of modern times, and that the creation of good solid
securities cannot keep pace with it. People lay past every year more than they can
employ profitably in a reproductive manner, although every year new reproductive
employments are created....Pending the discovery of wants in society, for which
fixed capital is required, there is no way of converting circulating into fixed capital
profitably, and the means available for this conversion may also be increased so
rapidly that if a new way is found, the void is at once filled up. Consequently there

C 16
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publication of Hobson’s Physiology of Industry in 1889.! Here at last a
protest is raised against the view that a market is created pari passu with
production and in favour of the Malthusian contention that the demand
for labour depends upon the sales proceeds of industry. Mr Hobson’s
arguments are familiar, and call for no lengthy exposition. Total income
is shown to be identical with the sales proceeds of current output.2 Now
depression can be defined as ‘a general reduction in the ratc of incomes’.3
Depression, therefore, must be due to an insufficiency of demand for
the factors of production, that is, of demand for final output, that is,% of
consumption. A reduction in consumption caused by the saving of the
thrifty will cause all incomes to fall, and this fall will proceed until the
least thrifty section of the community begins to spend its capital.5 This
capital will be acquired by the savers and equilibrium will be restored.
The whole thing is as plain as a pikestaff—‘we venture to assert,
unassailable’!

The main defects in Hobson’s theory have long been recognized to
be his failure to give a satisfactory account of interest rates and his
neglect of the influence of monetary policy. These two defects were
common to a great deal of Victorian thinking. Of the two, the lack of
a proper monetary theory was the more fundamental. Time and again,
concentration on the problems of an ideal, real-exchange cconomy made
them forget or explain away the peculiaritics of a monetary economy.
This preoccupation barred the way to a proper theory of trade depres-
sion—for repercussions of unemployment cannot occur where people are
JSirst spending their income and then handing over what they do not
consume for purposes of investment.” It led instcad to theories of
rational contraction in output rather than in employment,® or to loosc
thinking on wage theory.

1s almost always a surplus pressing for investment, which appears never to be destroyed
except in the rare case of a great war. ...

This line of thought was usually associated with the doctrine of the tendency of
profits to a minimum (alias the declining marginal productivity of capital as the ratio
of capital to other factors of production increases).

! This volume is interesting also because of the acute excursus on the imperfections
of competition in chapter v, and because of the stress which it lays upon the divergence
between individual and social interest in the supply of capital.

2 Op. cit. pp. 88 et seq.

3 Op. cit. p. g6. 4 My italics. 5 Op. cit. p. 184.

¢ Hobson gives no indication of having thought out the nature of the equilibrium
position.

7 Professor Pigou’s theory of ‘synthetic’ repercussions in a real-exchange economy
(Industrial Fluctuations, p. 61) depends ultimately upon commodity A having the
propertics of money.

8 Cf, for instance, Professor D. H. Robertson’s Study of Industrial Fluctuation,

PPpP- 125-6.
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There were, however, some economists who achieved a crude theory
of repercussions. For them the problem was one of under-employment
rather than of over-saving. They had some glimpse of the truth that the
level of investment may determine, rather than be determined by, the
level of saving. Torrens, as early as 1808, had set down as the ‘chief
advantage of the poor laws’ that ‘on sudden interruptions of trade, by
affording relief to the manufacturer [i.e. wage-earner], they keep up, in
a great degree, the effectual demand for the farmer’s produce, and thus
render temporary that want of employment which, if the land pro-
prietor’s revenue suffered diminution, must necessarily be lasting’.!
Relief would have to continuc until the landed proprietor acquired new
desires, ‘the gratification of which shall create a new demand for
labour’. Torrens describes in detail the chain of repercussions that he
supposes would follow the cutting off of part of the supply of imports
(and presumably also of exports).? ‘A universal stagnation would
ensue.. .. The incomes that should purchase the home-made [instead
of imported] luxuries cease to exist’, unless farmers, being rich, dis-save
and continue to pay rent while their products are unsaleable. Torrens
suggests as remedies the accumulation of capital (public works?)? and
Government intervention (dole?).

InHyde Clarke’s Theory of Railway Investment (1846) prominenceis again
given to the idea of under-employment. Arguing against what has since
been nicknamed the ‘ Treasury View’ of investment, he suggested that

with sensible men it must be held impolitic to talk of circumscribing the
bounds of railway investment and apportioning and applotting the distribu-
tion of the national resources.. .. The love of defining, of setting bounds, is
strong in weak minds. They would set bounds to the Godhead....We may
safely lay down, as a principle, that the whole labour of railways might be
done by the present means, in addition to the usual labour of the country.
The general truth of this anyone’s observations will teach him.4

The saving to finance the additional investment would, in fact, be
forthcoming out of increased income: ‘partly from the increased re-
sources of the country and partly from the greater energy of existing
means.”® Much of the cost was simply a transfer of capital—land, for
example,® and the wage-equivalent of poor relief.

1 R. Torrens, The Economists Refuted, p. 61.

2 He appears to have been thinking of the Berlin decrees.

3 The remedy of public works is, of course, almost immemorial. A scheme of
exchange-depreciation-cum-public works was put forward by Misselden in his Free
Trade (pp. 106—7) in the reign of James I. The idea is probably much older.

4 QOp. cit. p. 9. Hyde Clarke was an anthropologist and philologist, editor of the
short-lived Railway Register and Sccretary of the Council of Foreign Bondholders.
He was writing in the middle of the railway boom of the forties.

8 Op. cit. p. 18. ¢ Ibid. p. 14.

16-2
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Our whole population, under the institution of the poor laws, must be
fed....Although the feeding of the population is provided for, there is no
provision for the effective application of its labour.. .. Were there any ade-
quate organisation in a period in which other employments were slack, the
national industry would be employed in improving the dwellings and public
buildings, in draining the soil, in embanking the rivers, recovering lands,
promoting fisheries and mining, making harbours, and otherwise adding to
the yearly production of permanent plant.}

Even Mr Lloyd George could not have been more emphatic.

It is only occasionally in Victorian literature that one cncounters
idcas like those of Hyde Clarke and Colonel Torrens. The theory of
repercussions was given a ncw vogue by Bagehot in his Lombard Street,?
and in the hands of Giffen developed into what was practically a theory
of investment.® But very few people got beyond the simple conception
of ‘“dormant’ or ‘unemployed’ capital, or connected under-employment
of capital with under-employment of labour. Unemployed capital was
mixed up with stocks,* or—what was much worse—with land ; or it was
identified with hoarding.® Unemployed labour was a matter for the
Charity and Poor Law Commissioners—a problem of poverty, not of
wealth.

The ‘Treasury View’ was far more popular. It can be traced through
a long scries of ‘scarcity of capital’ ancestors, back to Ricardo. The
theory had its representatives in the versatile Banking School—for
cxample, James Wilson, once referred to by Torrens as ‘the most
formidable opponent of the Act of 1844°.% Wilson puts the argument as
follows:

It is clear that [investment] cannot be undertaken, except with the surplus
provisions, or capital which is left over and above the quantity required for
regular reproduction, and that this quantity must always limit the power of
a community to increase its capital.

... It is, therefore, not difficult to see that it becomes a most essential
thing to the continued prosperity of a country, that its floating capital, on

1 Hyde Clarke, ‘On the debts of sovereign and quasi-sovereign states’, 7. R. Statist.
Soc. 1878, pp. 319—-20. 2 Pp. 125-6.

3 See especially Economic Inquiries and Studies, vol. X, pp. 101-3, where the depression
of the seventies is analysed in terms of the collapse of forcign investment in ‘new
countries’.

4 As by Blake, Observations on the Effect Produced by the Expenditure of Government (1823),
pp. 60-70; and by G. Dixwell, Premises of Free Trade Examined (1881), pp. 8-10.

5 E.g. W. Joplin, 4 Letter on the Fluctuations in the Money Market (1853). This pamphlet
contains an interesting analysis of credit creation and contraction. The idea of
‘hoards’ as unemployed capital is very ancient.

¢ R. Torrens, Principles and Practical Operation of Str Robert Peel’s Act, 2nd ed. (1857),
Preface, p. xi. Wilson was a Scottish Cabinet Minister who founded The Economist.
His monetary theory has a modern ring.
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which the continued reproduction of commodities of everyday use depends,
as well as the continuous employment of labour, should not be withdrawn
from those necessary purposes, and converted into fixed capital, in a greater
degree than the surplus accumulation of the country. . .will admit.!

Hence a crisis ‘is not a question of deficient currency. It is a question
only of deficient capital,? or, in other words, of commodities; and any-
thing that does not include quantity of commodities can be of no use
whatever. It must either be, therefore, by increased economy. . .or by
the creation of new commoditics that any relief can be afforded.”

Giffen, who has already been quoted as a ‘depressionist’, expressed
a similar point of view.4

Confusion may be caused [he remarks] by engagements to invest beyond
the savings of a community, but the investments themselves cannot be made.
To a certain extent, however, it would seem that they can be made. Unawares,
a portion of the means of a community required for consumption may be
diverted to fixed investments. To restore the equilibrium, it becomes necessary
to create more consumable articles than formerly in a given time; while this is
being done a certain portion of the invested capital gets to be on offer for the
purpose of obtaining articles of consumption.?

There were other explanations of the crisis. It was sometimes put
down to a psychological relapsc, sometimes to a shortage of money.
Tooke, who denied that the banks possessed the power to stimulate
(home) investment but was willing to speak of a ‘factitious increase of
nominal monied-capital coming into competition with pre-existing real
monied-capital seeking investment’,® seems to have regarded trade

1 James Wilson, Capital, Currency and Banking (1847), p. 127.

2 Wilson—like many Cabinet Ministers—was fond of italics.

3 Op. cit. p. 208.

¢ So, too, did Mill. But both Giffen and Mill keep their ‘depressionist’ views in
a separate compartment. They seem to have confused over-savings with ‘the tendency
of profits to a minimum’, i.c. gradually falling interest rates. Giffen, for instance,
thought it ‘obvious, that if therc is a surplus pressing for investment. . .it will by
competition help to lower the yield obtainable by all capital in securities’ (op. cit.
p- 142).

 Giffen, Stock Exchange Securities, p. 21. Compare also W. Austin, On the Imminent
Depreciation of Gold (1853), pp. 27-8; and James Maclaren op. cit. pp. 31—2. For
these authors see R. S. Sayers, ¢ The standard in the eighteen-fifties’, Econ. Hist.
January 1933, pp- 580-1.

¢ Tooke, State of the Currency, p. 83. But it is doubtful whether he had a theory of
fluctuations in the total volume of trade at all (cf. T. E. Gregory, Introduction to Tooke’s
History of Prices). However vague Tooke may have been on the subject of output, he
was extremely illuminating on the subject of the price-level. Compare, for example,
the following passage:

‘The cost of production will determine whether and to what extent the supply will
be continued, but the extent of the effectual demand, in a given state of supply, will
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fluctuations as the fruit of illusion. Giffen (a good journalist, familiar
with all points of view) found a limit to the rise in prices both in mone-
tary and in psychological factors. An expansion of credit would be
brought to a stop if bank reserves were depleted, for instance, by an
internal drain of cash ‘into the hands of non-banking classes’.! And
the rise in security prices, which would set a premium on new issues,?
would be arrested by the bearishness of investors and speculators who
thought that prices were ‘above the average’. ‘The disposition to keep
money uninvested cannot be reckoned permanent, but occurring as it
does, when the natural limits to credit rises are being approached, the
anticipation has a great effect.”

There was, in fact, very little of the modern theory of investment that
one or other of the Victorians failed to ‘put across’. The ideas of a
shortage of capital, of a demand for money varying with prices and
money-incomes, of repercussions, of the relation between expenditure
and prices, of foreign investment as a sink for ‘the frozen income of the
super-rich’,* had all been given expression before the end—one might
almost say the turn—of the century. But they were mere obiter dicta—
fragments of a complete theory which no one had pieced together, and
no one could piece together without a less cuambersome, or less abstract,
or less pessimistic theory of interest rates. Instead of giving us such a
theory, the economists of the later nineteenth century followed the
Currency School up the cul de sac of the quantity theory and purged
their economics of monetary forces. The pamphleteers threw themselves
with zest into an interminable squabble on the standard. And the
public was left with the impression that monctary theory was merely
a statement (in a couple of sentences) of the causes of fluctuations in
prices, and an elaborate exposition (in a couple of chapters) of their
consequences.

be measured by the prices which the consumers may be able and willing to pay.
Now the power of purchase by the consumers depends upon their incomes; and the
measure of the extent and of the exercise of such power is, as has just been observed,
in that portion of their revenues which is destined for expenditure in objects of
immediate consumption.. . .Any increase of incomes. . .of which wages constitute the
largest part, will raise general prices, and a fall of wages will depress them, supposing
no alteration in the cost of production’ (Inguiry into the Currency Principle, pp. 71-2).

Wicksell (Geldzins und Giiterpreise, pp. 40-1) declares that ‘ Dieser Erklarungsversuch
hoffnungslos in einem Zirkel bewege’: since (a) incomes depend upon prices just as
much as prices upon incomes, and (b) costs and incomes must be equal and each must
total up to ‘the sum of the prices of produced and consumed goods’.

1 Op. cit. p. 32.

2 Ibid. Giffen did not connect new issues with the creation of income.

3 Op. cit. pp. 34-5.

4 Holsinger, Mpystery of the Trade Depression (1929), p. 359. Compare Fullarton,
op. cit. p. 162, and Hobson, Imperialism (1902), pp. 77-8.
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