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PREFACE

Tizs book is concerned with the world’s inter-
national trade in commodities and describes how
these commodities are carried round the earth on
an endless belt of credit.

About one-half of our imports are received from
countries to which same countries we send a
corresponding value of exports. We pay for the
remainder of our imports in two ways; partly by
sending exports to countries from which we have
not received a corresponding value of imports, and
partly by our invisible exports, that is, services
which we render to the rest of the world or which
have been rendered in the past. Balances which
remain owing between nations are, in the last
resort under gold standard conditions, regulated
by the transference of gold; explanations of these
operations are only referred to incidentally but can
be found fully described in any text-book on money.

In order to give life to the transactions, names
have been given to all the people who produce and
handle the various commodities described. All the
nameg - (with the exception of the New Orleans
Federal Compress & Warehouse Company and those
of the United States Government institutions for
giving credit to the farmers) are fictitious, but the
transactionsthemselvesaretypical of actual business
transactions which are taking place every day.

This book is a practical not a theoretical book,

vi



viii CREDIT AND INTERNATIONAL TRADE

describing business transactions as actually handled
by business men. For the sake of students, examples
of actual credit instruments which are used in
daily practice are shown in Part Il of Chapters
1, I, 1V, V. Explanations which are given of
these credit instruments are from the business
standpoint, and not from the legal or banking point
of view. Lawyers and bankers have their text-books
which deal with credit instruments, but the inten-
tion here is to fill the void in the education of the
student of economics who is taught what business
men do and why they do it, but is often at a loss to
know how they do it. Any reader who is not in-
terested in the actual credit instruments should omit
Part I1 of these chapters, which can be done with-
outany loss of sequence in the remainder of the book.

It is one of the aims of the book to bring home
to the reader the fact that international trade is
carried on between individuals and not between
nations. Other aims are to show the complexities
of production and distribution, the use of credit
in helping in the producing and moving of
commodities, and the dislocations which can be
caused in the world’s economy by changes in the
habits of people or in the wants which they desire
to satisfy. The transactionswhich have beenselected
are illustrative of trade in the multiplicity of
commodities which are produced and distributed
throughout the world, and the credit instruments
shown in the book are a selection of the very many
different types of credit instruments which are
used in achieving this end.



PREFACE ix

T must express my gratitude to Sir Charles Addis,
K.C.M.G.,for writing the Introduction to this book.
It will be noted that there is no bibliography; 1
have, however, during the making of the book,
received comment, criticism, and information from
so many friends in the academic, industrial,
commercial, and financial world, that their names
may be considered to form a human bibliography,
and to all of them T must tender my sincere
thanks. Among the large number | must particu-
larly mention in the academic world Professor
Henry Clay; also Professor G. W. Danicls, Messrs.
T. S. Ashton, H. Campion, E. W. Mead, all of the
University of Manchester; and Principal Henry L.
Marsden,and Mr. G. A.Taylor of the Municipal High
School of Commerce, Manchester, and also Miss
Dorothy Smith; in the cotton world Colonel John .J.
Shute, M.P.,and Sir John Reynolds, Bart.,of Messrs.
Reynolds & Gibson, Liverpool; Messrs. G. H.
McFadden & Bro., Jenks Gwynne & Co., H. Hentz
& Co., all of New York; and Mr. S. Skinner of Man-
chester; in the produce world Mr. G. Darling of the
Co-operative Wholesale Society, Ltd., Mr. Robert
Graham, a director of the Manchester Chamber
of Commerce, Mr. P. F. H. Howlett of the English
& Scottish Joint Co-operative Wholesale Society,
Ltd., Mr. H. T. Karsten, Mr. E. Kraunsoe, Danish
Consul in Manchester, and Mr. R. Schlee; in the
banking world Mr. T. Y. Lee, Co-manager of the
Bank of China, London, and Mr. W. Ewart
Shepherd; in the shipping world Dr. IL. Isserlis
of the Chamber of Shipping of the United
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Kingdom, and Messrs. R. S. Dalgliesh, Ltd., W. L.
Runciman, and W. A. Souter & Co., Ltd.; and last
but by no means least, my thanks are due to my in-
defatigable and long-suffering secretary, Miss Astra
Kamberian, whose candid criticism was always
helpful and constructive. The responsibility, how-
ever, for everything in the book rests solely with
myself.

B. E.
August 1934.
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INTRODUCTION

Tuis is a book full of instruction. Tt is also highly
entertaining. The student whose mind is bemused
by the subtleties of abstract cconomics will find his
ideas refreshed and clarified as he follows this plain
and simple narrative of the fortunes of a bundle of
cotton, from the field where it was grown by a negro
“cropper” in Mississippi, to its appointed goal as a
shirt on the back of Mr. Wu in an inland town in
China. The author is the possessor of an agreeable
and lively style and he brings out very clearly the
way in which credit enters into every stage of the
long journcy.

We may dismiss the “cropper” as a direct user of
credit since his field is tilled on the half-and-half
system, that is to say, he supplies the labour and
receives in exchange one-half of the cotton he is
able to produce. But he presents the sole exception
in a continuous chain of credit operations. IFor
the land on which he works is mortgaged to the
bank who provided the purchase money, and the
owner has to obtain credit to buy the seed which
he supplies to the ‘“‘cropper”. Then the local
merchant, who buys the cotton from the owner,
pays for it by a bill on the merchant in New
Orleans, who in turn draws on the firm in Liverpool
to whom he exports it. Credit is required to trans-
port the cotton across the Atlantic, and to spin,

weave, and bleach it when it reaches the other side,
Xv



xvi  CREDIT AND INTERNATIONAL TRADE

before it is ready to be exported to China in the
form of cloth.

Up to this point the combined operations would
appear to have been effected by nothing more than
a series of book entries, in which credit is given to
one after the other of the various factors of produc-
tion, without any commodity having actually
changed hands except, of course, the cotton itself.
Here the author intervenes to show, not without a
touch of humour, how the cotton not only changes
hands repeatedly but is transmuted in the course of
its long itinerary by the magic wand of credit into
a whole series of commodities, so that Mr. Fu, the
middleman at the Treaty port in China, is enabled
to pay for the cotton cloth which is sold to Mr. Wu
by shipping tea and sharks’ fins and birds’ nests to
Manchuria and pigs’ bristles to England. To pay
for the tea and sharks’ fins and birds’ nests, Man-
churia ships soya beans to Denmark. England
settles her American account by shipping the
pigs’ bristles reccived from China to the United
States, and Denmark pays for the soya beans
received from Manchuria by shipping butter to
England.

The circle is now complete. What appeared at
first sight to be a mere series of book entries is now
seen to be resolved, through the medium of credit,
into a series of actual exchanges, in which the
claims of each country concerned are satisfied by
receiving the commodities of other countries in
exchange for its own. So far as England is con-
cerned, the net result is that she receives Danish
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butter in exchange for her labour in manufacturing
the cotton goods.

The book is not intended, as the author reminds
us, to be an exposition of the theory of Credit and
International Trade. His more modest purpose is a
description of how credit actually enters into com-
mercial transactions of which he happens to possess
first-hand knowledge. Nevertheless, despite his
modest self-abnegation, we may be permitted to
doubt whether his masterly handling of the com-
plicated details of credit and international trade,
and the presentation of his subject in so simple
and attractive a manner, could have been achieved
without a good deal more than a passing acquaint-
ance with its theoretical implications.

The experienced man of business may read Credst
and International Trade with profit and pleasure,
but it is to the young banker or merchant who
takes an intelligent interest in his business and
wants to understand something of the reality veiled
by the various documents he has to handle in the
course of the daily business routine that I would
especially commend this book as the best introduc-
tion I have seen to the economics of foreign trade
and particularly of foreign banking.

C. S. ADDIS
August 15, 1934.






CHAPTER I

PRODUCTION AND MARKETING OF RAW COTTON

Part 1

TuE story begins with Hezekiah Godbehere, a negro
tenant-farmer, or cropper as Americans call him,
who lived in Mississippi and grew cotton; or rather
it starts with his father Zachariah, who was born
in 1844 and is still hale and hearty at the age of
ninety. Zachariah was also interested in cotton in
his youth. He was set to pick it at the age of nine,
and worked for Mr. John B. Robinson senior, until
he was twenty-one. In fact, he belonged to John
B. Robinson, for he was a slave and only freed in
1865 when slavery was abolished in America on the
termination of the Civil War.

Wedonot knowhow much was paid for Zachariah,
but a selling contract dated 1840 (see frontispiece)
affords an indication of the prices ruling (500 dollars
per slave), about the time of Zachariah’s birth.

We may go still further back; Zachariah’s grand-
father was born aboard a slaver about the year
1738. The vessel was sailing from the Gold Coast to
Virginia and was not very successful as a com-
mercial venture, for 65 out of the 123 negro slaves
which she carried died on the voyage.

These slavers were owned by Liverpool mer-

chants, some having an eighth share, others a
1 B
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sixteenth or a thirty-second, but ‘“Bre¢ BuUsiNEss”
was beginning to make itself felt, for, forty years
later, ten shipping firms controlled half the trade
and carried two-thirds of the slaves. It was a
triangular trade, for the vessel loaded cotton from
Virginia for Lancashire, where it was manufac-
tured into cloth, sent to the Gold Coast and there
exchanged for slaves, and the slaves were then
carried to Virginia. The first record which we have
of a slaver belonging to Liverpool merchants dates
from the year 1700 and the vessel enjoyed the singu-
larly appropriate name of The Blessing.

Daniel Defoe, writing in 1728, said: “The Trade
carried on here,” (that is, the West Coast of Africa),
“whether by the English or other European Nations,
consists in but three capital Articles viz. Slaves,
Teeth, and Gold; a very gainful and advantageous
Commerce, especially as it was once carried on, when
these were all purchas’d at low Rates from the
Savages; and even those low Rates paidin Trifles and
Toys, suchas Knivesand Sissars, Kettles and Clouts,
Glass Beads, and Cowries, Things of the smallest
Value, and as we may say next to nothing; but even
this Part of the Trade is abated in its Goodness, since
by the Strife and Envy among the Traders, we have
had the Folly to instruct the Savages in the Value of
their own Goods, and inform them of the Cheapness
of our own; endeavouring to supplant one another,
by underselling and overbidding, by which we have
taught the Negroes to supplant both, by holding
up the Price of their own Productions and running
down the Rates of what we carry them for Sale.
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“Thus that gainful Commerce once superior to all
the Trades in the World, which carried out the
meanest of all Exportations and brought home the
richest, is sinking daily into a Kind of Rubbish as to
Trade; and we are sometimes said to buy even the
Gold too dear.”

We are not concerned, however, with Hezekiah’s
great-grandfather, but rather with Hezekiah him-
self and how he grew and sold his cotton in the
year 1934.

Hezekiah rented a farm of ten acres from John B.
Robinson junior, onthe half-and-half system. Robin-
son owned about 100 acres which he let in small lots
to other negro croppers on the same system. The
tenants supplied the labour and half the fertilizers,
but Robinson supplied everything else: land, cabin,
tools, work-stock, feed for work-stock, sced, and
one-half of the fertilizers, and granted the tenant
the privilege of getting wood for fuel. When the
crop was grown the tenant received half and John
B. Robinson half, but the tenant often sold his half
to or through Robinson.

It was necessary before planting the new cotton
to obtain seed, and John B. Robinson, who was
short of money, borrowed from a Production Credit
Association set up by the Department of Agri-
culture’s Credit Corporation, pledging as security
the cotton crop when grown, and the Department
of Agriculture watched that only good seed was
supplied to Robinson (Part II: Credit instruments
Nos. 4 and 5). Formerly Robinson would have
borrowed money from his local bank with which
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to buy the seed, but after the American crisis, which
began in 1929 and led to difficulties of many banks,
the Government formed this Credit Corporation in
order to help the farmers.

John B. Robinson did not only require to
borrow money for his seed, but owing to the bad
times, was also obliged to borrow in order to buy
his farm implements, stock, and even to pay his
taxes. He had borrowed on mortgage 4000 dollars
on his farm on which he had to pay 69, interest,
and for other money which he owed he had to pay
as much as 89, interest. Times were so bad that he
could not raise the interest, and the people who had
lent him the money had threatened to seize his
farm and sell it so as to recover the debts due-to
them. This statec of affairs was fairly common
among farmers in the United States between 1929
and 1933, in which latter year Congress passed the
Emergency Farm Mortgage Act. As a result he was
then able to borrow (from institutions set up by the
Government) enough money to pay off his mort-
gage and settle his other debts (Credit instruments
1, 2, and 3). He contracted to repay this loan in
annual instalments over thirty years but was only
obliged to start repayment after five years, during
which period he had to pay interest only, and even
then at the rate of 439, per annum instead of the
6 to 89, which he had been paying. Robinson had
to undertake to leave 59, of the borrowed money
with what was known as the National Farm Loan
Association for investment in that Association’s
capital, as part provision of a fund to protect the
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Association against loss, and enable the money
which was to be lent to the farmers to be raised
from the public at cheap rates by the issue of bonds.

The National Farm Loan Association was
founded by the Government for the purpose of
making loans on easy terms to the farmers. The
Government guarantees the interest on the bonds,
and care is taken that loans are only made on sound
value in order to ensure that the principal is safe.
The 59, investment of each individual borrower
serves as a mutual guarantee fund for all the
borrowers.

In due course Hezekiah’s crop was harvested.
His ten acres yielded about 1800 lb. of cotton, but
the cotton when picked was full of seed, and
Hezckiah sent it to the local gin, the Mississippi
Ginning Company, in order that it might be ginned,
that is, the seed separated from the cotton. Heze-
kiah had to drive his wagon with his cotton several
miles to the nearest gin. The ginner not only re-
moved the seed from the cotton lint, but took out a
certain amount of dirt and then packed the cotton,
when ginned, into a bale. Some ginners purchase
the cotton before it is ginned, but otherwise they
keep sufficient of the sced to repay themselves for
their work, returning the remainder to the farmer.
Usually about one-third of the unginned cotton
is lint and two-thirds seed, but sometimes the pro-
portion is as high as half and half. Cotton seed
is a valuable commodity, and from the seed four
products are obtained: oil (the most valuable)
which is used for salad oil, vegetable shortening
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(fat used for cookery), soap and sardine packing;
linters (the fibre which is left on the seed after gin-
ning) is used for felt, writing-paper, explosives,
varnishes, absorbent cotton, photograph films, and
nowadays in the manufacture of rayon; the hulls or
husks are used for cattle food and fertilizers; and
the material left after cxtracting the oil from the
seed has also a large market for the same purposes.
A ton of seed will yield approximately 330 lb. of
oil, 825 lb. of cake or meal, 595 1b. of hulls, and
150 1b. of linters. When Hezekiah received back
his lint and seed from the ginner, he handed it
all, including his own share, to Robinson so that
he might sell it.

John B. Robinson drove every day into the
country town with two or threc bales of cotton
which had been grown by Hezekiah and other negro
croppers. In the country town he might have sold
the cotton to a “scalper”, a man who buys a few
bales every day on his own account and usually
sells them in the evening of the same day. There are
also other buyers of cotton; for instance, a man who
is known as ‘‘the supply merchant”, possibly he is
the store-keeper in the town and has given credit
to Robinson for fertilizers and implements. Having
made his profit in this way he would sometimes pay
a price rather higher than the market price for the
cotton in order to set off the value against the money
owing to him. If the supply merchant bought the
cotton, he would probably immediately re-sell it to
a ‘“‘merchant’s take-up man” who buys for some
large merchant, or possibly to an ‘“‘exporter’s agent”’
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who usually buys from other buyers for some large
exporting firm. But John B. Robinson sold to a
“f.0.b. man” (who also more frequently buys from
other buyers than from the farmers direct). The
term f.o.b. means ‘“free on board” and it is one of
the functions of the f.o.b. man to care for putting
the cotton frce on board the train and arranging
for it to be forwarded to his buyer. This f.0.b. man,
Marcus B. Levine in this instance, had been in the
habit of buying Hezckiah’s cotton cvery season,
because he knew that he had a buyer for the special
quality which Hezekiah grew, and he had probably
arranged the price with his buyer before he pur-
chased the cotton from John B. Robinson (Credit
instrument No. 9).

Levine, before buying the cotton from Robinson,
cut a hole in a bale, took a sample of the cotton,
examined it, and then made his bargain regarding
the price. He then carted the cotton to the town’s
cotton-yard or warehouse, where it was weighed by
the public weigher. If Marcus B. Levine had suf-
ficient cash, he might use it to buy his first few
bales of cotton, or, failing this, he would arrange a
loan with a local bank, giving them some bonds or
shares as security. He would pay John B. Robin-
son out of these funds (Credit instrument No. 6),
and when John B. Robinson sold his cotton, he
would repay the loan which he obtained for the
seed from the Production Credit Association and
also his annual instalment in repayment of the mort-
gage. The bales which Levine bought were loosely
packed and if loaded in that condition would have
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cost an unnecessarily large amount in railway
freight, so Levine sent them to a pressing company
which pressed them into bales of smaller compass
and warehoused them for Levine until he was ready
to forward them by rail to his customer. Levine
then took the warehouse receipt (Credit instrument
No. 7) to the bank and obtained a further loan
against the cotton which he had stored in the ware-
house. This enabled him to make a new purchasc of
cotton, and with every new purchase he obtained a
warehouse receipt which he pledged with the bank,
and obtained a still further loan which enabled him
to continue his purchases. But the bank would prob-
ably sec that it only advanced about 75 to 80%, of
the market value of the cotton, thus keeping them-
selves covered against any possible fall in the value
of the security which might occur owing to a decline
in price, and Levine would have to find the remain-
ing 20 to 25Y%, out of his own money.

When Levine had collected sufficient cotton to
send a load to his buyer, Silas J. Hocking in New
Orleans, he went to his bank and obtained from
them an order to the warehouse to release the cotton
on his promise (Credit instrument No. 8) to hand
over to the bank the railway bill of lading (that is,
the railway’s receipt for the cotton) when he had
loaded it, which the bank would then hold as
security in place of the warehouse receipt. He then
made out his invoice charging Silas J. Hocking
with the cotton, and at the same time he wrote out
a draft (similar to Credit instrument No. 6), but in-
stead of being drawn on a bank, it was drawn on his
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buyer Silas J. Hocking, who was obliged to pay
it to anybody to whom Levine endorsed it. He
then took the draft and the railway bill of lading to
his local bank. The bank deducted from the value
of the draft the loan which it had made to Levine,
its charges for interest and any other charges, and
credited Levine’s account with any balance which
remained over. The local bank sent the bill of lading
and the draft to a bank in New Orleans, which col-
lected the money from Silas J. Hocking and in ex-
change handed to him the railway bill of lading, the
bank in New Orleans remitting the money to the
local bank from which it had received the bill of
lading.
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ParT 11

CREDIT INSTRUMENTS

Credst enstrument No. 1: In this instrument there
are three points which should be noted. First, by it
John B. Robinson offers his farm as security for the
money which he asks should be advanced to him
and which he undertakes to repay by instalments;
so that the debt would be liquidated in thirty
years. Secondly, he agrees to purchase stock to
the extent of 59, of the money advanced, in .a
National Farm Loan Association if the money is
obtained from the Association or (if the money is
obtained from the bank), in the bank. Thirdly, if
the money is obtained from the bank, he agrees to
unite with other borrowers at some future time in
forming a National Loan Association, from which,
when formed, he may obtain a reduction of 1 or
19, per annum in the rate of interest charged for
his loan. In addition, this document, which is
signed by John B. Robinson, contains detailed
information concerning his property, debts, and
the purpose for which the loan is required.



I CREDIT INSTRUMENTS 11

CREDIT INSTRUMENT NO. 1.—APPLICATION FOR LOAN

o 181—Consclidated—Res, 7203
(THIS APPLICATION NUST BE PILLED OUT WITH PEN AND INK OR TYPEWRITER)
ind of Loan(e) Clowed - - [y ppea—— 1T  Appeaianl Fot, § . -
Application Land Located fn Temntory of Amount Agplied for Amount Loaned Low
B No - wewmme NTFBA[FBE . FBY . o oo e [FBNoL. . .
1BC Mo Clasmifeation oo dmes. . . lwog. e .. _lBc e
(Do not write above this linc) (Space above the line for Fa[n Credit Admumnistration use only)
APPLICATION OF
JOHN BENJAMIN ROBINSON po  VICKSBURG MISSISSIPRI
(Applicant’s ful narae~Priot of type) ) T omy T mro) (State)
BVA JEAN ROBINSON o VICKSBURG MISSISSIPPI
(Hushand s o1 wafe s rame=Print or type) (Town) ®F D) (State)
. To THE FEDERAL LAND BANK OF NEW ORLEANS
(Hreinatier termed “Dask”)
awd

To THE LAND BANK COMMISSIONER
(Herelnalter terrmed “Comumisaloner)

Paragragh 1 Amount of Loan 1, the sndersigned, bersby apply for o lowa «——S51X thousand dollarg = PSR Saan
(Multiples of §100)

—w 6000 <) Dal to b et b 30 awallnts

Pungrach 2 Loan from Bank 1 sprly to the bark for s lotn of a0 much of the smount dnlud 14 ctn b gunled by it on the seurty ofend ach Jun Lo
e mae trough 1 mtioml fam losn snarton wrrang the teniory wheri, the escurky (o locate ezt of ek smockion 10 seceplbl 4
Vark, and i wich endraement 1 nt Acceptable 1 desre & direch loan from the bank. 1 sgre to purrha 3 sork 5 1 oo o1 0% o eu oo Yot by o b
S stk fo be 1 the sescration o the o In e throngh T, nad a e bank If & drect loun s made 1 aves St e, el of o k. may be deducted

from the loan 1t dhet Yua 3 rade § 9O desire Lo covenant o my i ortgage to unite with other bortowera later In forming & national farm Joan associa
tom 1 ordet 1o abtaln & reduction of  of 1% 1 the Fae of fnterent 00 my Loan In accordasce with Seetion 7 of the Fudes) Farm Lotn Act, 10 amended. | agre to
comply with all the terma and conditions of, "40d rulse and regulaione fomed under, the Pederal Tarm Losn Act a6 amended
Taragrarh 1 Loan From Commiuwlonue, I the bask camao nd any or al of the amount deaied, 1 apply to the Commiasone for e balnce r 1o much

therest 10 S tan end o the wecuriy ofered 1 agtee o comply wth Al the trm and condicions o, and rules tod rrgulstions isaued under, part 3 of the Emergency

Farm Mortgage Act of

" Paragraph ¢ As hereinafter used the term “Loan” shall be deemed to refer to any losn or loans made to me by the baok sad/or the commissionsr pursusnt
to thie application

A DESCRIPTION OF LAND OFFERED AS SECURITY:

§ Uoferan securlty for i town . £1X8% mortgage on the real eatate described an follows (Give legal descrplion which must be fn suflclent detall fo

(frst—vecond)
\dentiy the property and its bounds )
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Credut snstrument No. 2: This report is not mercly
a report on the condition and value of the farm, but
also on the applicant’s character and farming ex-
pericnce; also on the probability or otherwise of the
applicant being able to carn sufficient from the farm
to keep his family and gradually pay off the loan. At
the foot of the form is a certificate from the National
Loan Association stating that John B. Robinson is
either a charter member (or as we should call him,
a founder member) or has been elected a member
of the National Farm Loan Association, and that
the board of directors by a majority vote approves
the application for the loan and recommends
that the Federal Land Bank of Mississippi should
grant it.



CREDIT INSTRUMENT NO. 2

Fom 131 A-Rev 71033

—FUR LOAN THROUGH N F L A OMLY~
(CONFIBI NTIAL)

REPORT OF THE LOAN COMMITTEE TO THE FEDERAL LAND BANK OF MISSISSIPPI

NOTF  Section 10 of the Faim Loan Act, a5 wmended provides that um loan commitiee may devamatc womeone (o make an mesngation of the secunty
amd the apphant 1n 1ts bebslf o the committee uself may mahe the f the investigation rauat be approved und the repart mgned by every
member of the luan commuttee

1 The land on which this report 15 based 13 the indentical property deseribed i the application hercto attached and mgned by
JOHN BENJANIN ROBINSON

cond 2 The farm offercd as security 15 n a (good—R¥ZHESS location It shows Fgéod—fair—$oar) management 1t 1s 1n (OO —fair—ggamk
ition

3 The soil s (descnbe kind)  018CK 1oamy  of  £00dquaity, . 23 . acres can be pioftably culwated,
4
i | AR | v e comis o AT S e
Dwelling (Bldg No 1)|$ s No of Acres Classiheation Q Vatse p.. A
Tz (Bs No 2) 95 Cultwvated s 170 s 16150
Dk~ (Bldg No 3) . 20Q 5 Uncultivated
(Bldg No 4) 1ro Orchard .
(Bldg No 5) 150 Grove .
(Bug No )| 120 | _ | Pasture . .
(Blig_No_7) 9?‘ A - Tumber .
Coo | Waste Land
. Total Value of Land s 16150
Value of Insurable Bidgs. to Farm - 500
s 16650

5 The present sale price of the property 15§ 13550

6 The applhicant's character and habuts are (good —0XKGRWM) He 1s (slow—pNOBJK 1 mecting obligations

7 The apphuant (15—} by virtuc of actual farming experience, traming and temperament, qualified and capable of making a suc-
tessn tie operation of this farm

8 lhis farm (will—4ADEKY, under the management of the apph

cant and enable lim to mect amortization payments as they become due

produce a sufficient revenue to sustan the family of the apph-

9 The applicant 15 i (good- health He 1s (Whi A )
10 Give any further wformation you have bearing on this loan .
11 The applicant (will—¥FERH) accept the loan as herein recommended
Rased upon the mvestgation of the property, its earming power under normal conditions, the solvency, character,
and qualifications of the applicant, I recommend that a loan be granted for an amount not to cxceed
The foreguing 15 a report of an investigation made the 12tk dayof May L 1934

. .
1‘\ Investigator for Loan Committee
We, the Loan Commttee of the WARREN National Farm 1 oan{/Association, have care-

fully considered this application and the report of our [nvestigator, or have personally investigated the secunty, and
vecommend that a foan be granted for an amount not to exceed 81X thousand dollare $ 6000

No member of this committee nor any person who made the mvestigation 13 interested, directly or indirectly, in the loan sought by the with-
n-named applicant

Daaw  VISKSBURG (Ths npuE MUST be signed in ink by all members of the Loan

+Commuttee,
AL dayof  June L1934 . - ’p/

V-Lngmz: P, Mae W atsin RM (] Hmm

S Py O\ S° »

ACTION OF THE BOARD OF DIRECTORS
The undersigned Secretary-Treasurer of the within and above-named National Farm Loan Association, hereby certifies that the withine
named applicant 13 a charter member of or has heen admitted to membership i said Association by a two-thirds or more vote of the Board
of Directors I further cerfy that the Board of Dircctors of said Association by a favorable vote of & nmny ol the entire directorate, at
the casting of which vote no interested director participated in any manner, has approved and
Tederal Land Bank of Mississipyt that said applicant, on the land described i this application, be granted a h:u nut

exceedmng$ 1% t0us2nd dollars - - T $ 6000

Witness my official signature this 1dth day of  June . . . 1904,
- 4 P Secretary-’ Tr?l::lm
filled

Note to Secretary-Treosurer- In connection with consolidated applicaion form 1321 (Rev. 7-20-33), the above report must be In
completely and sent to the Bank with each apphcation, except n cascs where loans cannot be made through your association and in cases
where you know that a loan can be made only by the commissiomer,

. g o oo, &
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C'redit instrument No. 3: This is a direct loan from
the FKFederal Land Bank of New Orleans, the
National Farm Loan Association referred to in
document No. 1 not having been established at the
time the loan was made. The loan is repayable plus
a certain percentage per annum, in an agreed
number of years according to the amortization
tables approved by the Land Bank Commissioner.
These are tables which show how long it will take
to repay a given debt by annual payments which
are applied partly in payment of interest and partly
as an instalment towards the repayment of the
capital, or what we should call a Sinking Fund. In
Robinson’s case the interest was 419, per annum;
the capital commenced to be repayable only after
five years, and the table would show how much a
year would have to be paid over the whole thirty
years in order to wipe out both interest and capital.
The document also contains many legal clauses, too
numerous to reproduce here.



(‘RI‘DIT INS’[‘RUMEN’I‘ NO. 3

LB FORM NO. 508
7-20-38

DIRECT LOAN

Beed of Trust

State of Mlss1881ppl, OFFICE COPY
County of . VARKEN FORM SUBJECT TO CHANGE
WITHOUT NOTICE,

Kuow all Men by These YPresents: FEDERAL LAND BANK

OF NEW ORLEANS

Ghatf waeras,

JOHN BENJAMIN ROBINSON

heremafter called Grantors, whether one or more, js/are indebted to THE FEDERAL LAND BANK OF NEW

ORLEANS—hereimafter called the Bank—in the gum of 8ix thousand —

e = = DOLLARS,
for money lent by 1t, which indebtedness and the inferest aceruing thereon, at the rate oL*f____er centum
per annum frow the date hereof, is repayable in 30 tallments, aceording to umortiza-

tion tables approved by the Land Bank Commussioner, the terms of which are hercby agreed to, m varying amounts
and at tunes as follows, to-wit:
On the__ 24 day of__ApTil 1932_., the first installment, comprising interest from

Jehtal

date hereof on the prmcipal amount of such , plus the | pal portion of the said first installment of

the amortization table which 1s printed on the back of the note heremafter deseribed and herein secured, and the re-

4] " 1 1ud

mamng suceessively, principal and nterest, one on the same day of each year thereafter until

all have matured, on an amortization plan, in the order and 1n the several respective amounts as the same are set forth
1n, and fully 1n accordance with, the amortization table printed on the back of the note heremnafter deseribed m and
identified with this deed of trust, the terms of which are hereby aceepted and made a part of this deed of trust, to the
same extent as 1f the said note, ineluding the said amortization table, were recited verbatim heremn  Said indebtedness
repayable 1n said annual installments 1s evidenced by a note of even date herewith for the said prineipal sum, which,
with the interest theren provided, is repayable in the amounts and at the times aforesaid, at the office of the Bank, in
the City of New Orleans, Lomsiana:

AND WHEREAS, the undersigned desire to secure the payment of said indebtedness as the several installments
thereof respectively fall due and the performance of all obligations, agreements, and conditions herein assumed .

NOW THEREIFORE, in eonuideration of the premises as well as the sum of Five Dollars to them paid by
____John Benjamin Robinson as Trustee, hercmafter called the Trustee, the reeript whereof 1s
hereby acknowledged, the Grantors do hereby convey and warrant unto said Trustee the following deseribed real
estate, situated 1n the County of. WARREN _ State of Mississippi, to-wit

one ferm of 100 acres.
Comprising five huts.
In the postal district of Vicksburg. Box lo: 27G
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CREDIT INSTRUMENT NO. 3 (continued)

. 1
Witness the signature of the Grantors on ths the - HOLT . day ot Nerch .y, 9%

TR B Pk .

State of Mississippi,

County of VARREN . ...

Defore me, the undersigned authority in and for the County and State aforesaud, this day personally appeared
the within named

John Benjamin Robinson

who acknowledged that b signed and delivered the foregong instrument on the day and year therem
mentioned

Given under my hand and official seal thls_ai__._dny ouml_—, 19_34_
“Teghu.

(SEAL)
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Credit instrument No. 4 is an indenture, that is
an agreement by which John B. Robinson who
is the Grantor, acknowledges a loan from the
Production Credit Association and undertakes to
repay the same with interest. He gives promissory
notes as security which bear interest from the date
of the note (Credit instrument No. 5). He also
gives as collateral security (i.e. additional security,
literally security which runs alongside the original
security) his growing crops, and other chattels.
This security is given by selling the whole of his
crops grown or to be grown, to a trustee for one
dollar. The trustee holds them on trust until the
debt to the Production Credit Association is paid,
after which they revert to John B. Robinson. It
will be remembered, however, that half the crops
belong to John B. Robinson’s tenants, and of
course, Robinson cannot give a lien (that is,
pledge) on his tenants’ share of the crops. In order
to get over this difficulty there is attached to the
indenture a “waiver’” which is signed by Robinson’s
tenants in which these tenants agree to waive any
rights which they have in the crops in favour of the
Production Credit Association to the extent of the
Association’s claim. Formerly it was not possible,
under the ordinary law of the United Kingdom, to
give a lien on growing crops, unless this was coupled
with a lien on the land. But in the Agricultural
Mortgage Act of the United Kingdom, an exception
was made in this respect. However, the American
indenture would not ordinarily be legal in this
country, as it would still involve the necessity for

giving a bill of sale.
C



CREDIT INSTRUMENT NO. 4—CROPS AND CHATTELS MORTGAGE

PCA-MW

CROPS AND CHATTELS

State of Mississippi,
County of WARREN

THIS INDENTURE, this day made and entered into between ~ JOHN BENJAMIN ROBINSON

. . - ce e of VICKSBURG ., Mississippi,
heremafter designated as the GRANTOR; JOQ_HU}_R_. WATTS of VICKSBURG , Mlssissippi,
TRUSTEE, and the . .._..JACKSON ___ ______Production Credit Assocration of WARREN ..

M pi, hereiafter d d s tte ASSOCIATION.

WITNESSETH- That whereas the GRANTOR 13 justly indebted to the ASSOCIATION m the full sum ot
= —————————four hundred————DOLLARS ($.400. - .)
for money loaned and to be loaned as evidenced by the GRANTOR'S. 4 promussory notes of even date herewith, i

favor of the ASSOCIATION, bearmg mterest from date until paid at the rate of 4‘!’ % per annum, and being dus
and payable as follows-

No 1forg 100 due September 10th 1934 No.5for$ . , due R -
No 2for§ 100 ,due October 10th 1934 No G for$ , due_ -

No 3fors 100 | due November 10th 1934  No Tfor§. . ,due e -
No 4 for § 10Q ,dve December 10th 1934  No 8for $ ydue —

All of said potes provide that sn the event they are placed in the hands of an attorney for collection, or if suit is
brought on the same, or any portion thereof, or if collected by any court proceedings, the GRANTOR agrees to pay s
teasonable attorney's fee.

WIIEREAS, the said GRANTOR 18 willing to secure the prompt and full payment of the ndebtedness heremnbe-
fore speeifically described, and also such future and additional advances as may, withiv one year from the date hereof,
be wade to the GRANTOR by the ASSOCIATION, such additional future advanices not to exceed the sum of § 100
together with any other indebtedness that may become due and owing under the terms of this mstrument.

NOW, THEREFORE, 1n consideration of the premises, and the further consideration of One Dollar ($100) tash
in hand paid by the aforesad TRUSTEE the receipt of which 1s hereby acknowledged, the GRANTOR does hereby sell,
convey and warrant unto said TRUSTEE, any and all crops of cotton, cotton seed, corn, hay, truck and any and all
agneultural products, of any and all kinds whatsoever, grown and to be grown by said GRANTOR and by any and all
tenants, share-croppers, laborers and/or any cmployees of said GRANTOR during the crop year 193 4 ., on any and
all lands cultivated and controlled by smd GRANTOR and particularly on the laud situated 1 the County of

WARREN _ — Mississippy, deseribed as follows, to-wit:

1 farm of 100 acres
in the postal district of VICKSBURG,
Box, No.270

Tt B, Fosbimsim
/5"‘/{4,,...7 193

e —
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CREDIT INSTRUMENT NO. 4 (continued)

State of Mississippi

COUNTY o WARREN _

Personally appeared before me the und d suth in and for the jurisdiction aforesaid, the within named

JOHN_BENJAMIN ROBINSON . who acknowledged that. Yo -migucd and delivered the
foregoing deed of tenat on the day and year therein mentioned.

Given under my hand and official seal this the 158k  day of . February . - ,193.4
AFFIX OFFICIAT, R YO - VX I
SEAL IIERE Notary Publie

WAIVER AND AGREEMENT
pae 18t February 134

1n consideration of the loan to be made by the . . . JACKSON Production Credit

Amoctation ot WARREN- , Ninslepipp, to the GRANTOR named in the foregoink decd of trust, which 1s to be o llen
superior to any llen, clalm or interest of the underuigned upon the crops and chattels mentioned therein the undersigned, as owner
and/or morty of the 1and therein described and/or prior morlgageo, sharecropper, temant or llenor of the (rops and thattels wo
gaged an he prescnt owner and holder of a rent nots, mortgage nole, agreement or land-sales contract entitling the holder
1o 4 ) fnuterest In gald crop or chaltels and/or the present legal equitable owner of any interest of any kind or 3" 1er in and 10
the lund describid thereln o (n sald crops and chattels, does hereby waive, subordinate and relcaso in favor of said ackson

22

Production Credit Assoclation of w&m“ .- - . Missisalppl, or R asstgns, all or any right, lien, claim or Interest which the un-
detaipned or any of them may now have or may horeafter have under whatever «lalm or right, in or to the sald cropa and chattels or
the procerds from the sale thereof, ta the extent of the clalm of the sald Assoclation thercto, and do herehy covenant and apree that the
unforaments of their rights, lirns, clalms or Intere: ald crops and chattels shall be deferred until such claim 4 fully
paid, matisfied and discharped And for the consideration aforesald, the undersigned do further covenant and agree (1) ‘That ha i4 the
presint owner and holder of all notes or other documents evidencing the Indebtedness due him (2) Not to tranafer, plndge, hypothecate,
501l OF RsSIgN ANY renl Note, MOrtgage nots, agrecement, Jand-sales contract, mortgake, or other llen or clum hild by them aguinst the
said crops or chattly without first ubtaining the Written conwent of the said Association until 1ty aforesald mortgake or len s fully
<itiefied or paid, and () 1hat In the event loans or advances are made by sald Assoclation for the purpose of harvesting and marketing
the said crops, it Is agieed that the money w advancrd may be reyald from the proceeds derived from the sale thereof prior to the

satisfaction of any )en, clalm or interest of the undersigned
Hufzk.ink Lodbehere

Ao Lol
Ty Hrean,

s frese
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Credit instrument No. 5 is a promissory note
undertaking to pay by various instalments the
amount borrowed plus interest from the date of
the note. It contains a clause agreeing that the
Association’s right, to call upon any guarantor of
this promissory note to pay it in the cevent of
Robinson failing to do so, shall not be affected by
the Association’s failure to give notice that Robin-
son has not paid on the due date. Further, the
Association’s rights against the guarantor shall not
be annulled if the Association agrees to give Robin-
son an extension of the time for payment.

SREDIT INSTRUMENT NO. 5

INSTALLMENT NOTE
$.200 e MBS PEDRUATY.....19.34
For value received, I, yopyalihewspf it promise to pay to the order of the .JACKSON ...
PRODUCTION CREDIT ASSOCIATION of.... WARREN MISSISSIPPI  the sum of
— Pour._hundted===—Dollars (§ 400...........)
with-interest at the rate of..4%. «nern%o PEr annum from date, until paid, payable at its office in the City
of.........VICKSBURG..... . ....MISSISSIPP| in installments as follows, to-wit:
on. .Septenber-16th-19-34. §. on.
—on...QCkober 10th... 1934 3 on
.on....Novemher.lOth.1934. § on
.on...December 10th.10.34. §. on
$. on 1. 3 on .
$ on 19... $ on 19........

Interest on each instaliment to be paid at maturity thereof.

Upon the failure to pay any of the said installments, or interest thereon when the same becomes due,
then the entire indebtedness, at tha option of the holder may be declared to be due and payable.

The makers, sureties, endorsers and guarantors of this note hereby severally waive presentment for

t ce of t, protest and notice of protest, and diligence in the enforcing of payment
hereof and all right of exemption under the Constitution and laws of the State of Alabama as to personal
property, and consent that time of payment may be extended without notice thereof to any of the sureties of
this note. It is further expressly agreed that if this note, after the faturity of any of the installments or
payments, abave referred to, Is placed in the hands of an attorney, for collection, whether suit {s brought
on the same or not, then and in that event to pay the owner or holder of this note ten per cent additional
of the principal and interest due thereon as attorney's fees for collection. This note is secured by chattel

mortgage dated.... ..15th. February..1934....; executed by the makers hereof to the payes herein on
property more particularly described tn said morty

No..1679....... . ...,....,Tz. .ﬁ%ﬁn,m
DueSeptember..-.Reoember 1934
Address.....250..B0x..270... YICKSBURG........
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Credit instrument No. 6 calls for no comment. 1t
serves the same purpose as an ordinary English
cheque.

CREDIT INSTRUMENT NO. 6.—CHEQUE

§168.30 Vicksburg, Mississippi ogigm ad 1934
w, |4t sight ///
§ E Pay 1o the mhr o /q y
< d
Y I | __one humzed ang sixty etght— ’l" —e————Dollurs
N /
u
@ 3 thirty cents /
g z VAL CEIVED AND CHARGE TO ACCOUNT OF
gg {of4r cotton 3 dales  yorous b, Levine
<9 Corporat
z SSIPIFRL 1 (41 pmed) J\Mu-uu Bﬁm
No.319%4 A

Credit instrument No. 7 requires little explan-
ation. The words “without novation” mean with-
out the right to substitute some other dcbtor or
trustee for the debtor or trustee mentioned in the
document.

CREDIT INSTRUMENT NO. 7

THE COMPRESSION Co. I® Vickshnrgmm
ez 0 TRUST RECEH’T rher o1
DALLAS LAKE CHARLES (Dele)

VICKSBURC

Rgc‘eived in Trust from yprous JB, Levine .. - ——
three bales aotifhn

for account o ¥isslssipp. on_Banking Corporation——— —-— —

The doruments above deseribed are held by w IN WILL NOT BE DELIVERED without surrender of this Receipt This delivery being Lemporarily made o
o for convenibuce only, witheut novation, or i Lo w tny Uile 1o the dosemenia of Lhe proparty they Teprment excest oo Wrusioe snd azest for e above
mentioned parties

THE COMPRESSION Co IN?
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Credit instrument No. 8 is an application to with-
draw the cotton from the warehouse for the pur-
pose of putting it on the railway. In this document
Levine agrees to hold the cotton in trust for the
bank, and to hand over to the bank the railway bill
of lading directly he receives it. By this ‘‘appli-
cation’ the bank is asked to give Levine permission
to substitute the railway bill of lading (or “way-biil”
as it is also called) for the warehouseman’s receipt
for the cotton. In order that the bank may not
lose its hold on the security, it is assured by this
document that Levine only handles the cotton in
transit from the warehouse to the railway only as
a trustee for the bank.
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CREDIT INSTRUMENT NO. 8

oM 1 10

Form adopted by the
New Ocleans Clearing House Assoclation

APPLICATION AND TRUST RECEIPT

Vicksburg, Miss, 30th Octobess 4.
Mississippi Cotton Banking Corporation

. I hereby make application to withdraw, on the terms and conditions of the subjoined TRUST
RECEIPT, the certain documents hereinafter described, which said d ts and the property repre-
sented thereby are pledged with you to secure advances made to me . .. on .ONE

obligations dated. . . . . Octoher.3rd 1934, . e e

!;)r one or both of the {olfowinz .plirl;t;a-es;v;iz.: - T ’
First, for delivery, of the property represented by said documents, to
Yo & M.V, Railvay _

(Name of sicamablp of rllrosd)

for shipment to . . .New Orleans. ... .. ..
(Destination)

Second, for substituting and changing said documents for warehouse receipts or other documents
Tepresenting and describing the identica) property, to be obtained from The Y. & W.V. Railyay
(Name of wareluuse, oto) ‘
Said document¥ to be withdrawn %@ viz.:
e - . Trust Receipt dated Qctober 3rd 1934 . .. .-
. for 3 bales cotton .. .. ...

.

Signature . . Mw.,ﬁ-l m

TRUST RECEIPT

VicksburgMiss., October 30th yssd.

Recelved In trust trom.... The Missizsippd Colion.Banking Corporation ... ...
the bills of lading, press or warehouse receipts, or ather documents or socurities describéd in tbe regoing application,
held by sald Bank as collateral pledged to secure advances made to the underaigned, and in considerstion thereof, the
undersigned hereby expressly agrees to pay over to sald Bank or its assigns, on demand, the praceeds of the sale of the
property describeq In and/or sald or should the amount of said proceeds exceed the entire indebt-
‘edness to sald Bank, in principal and interest, the undersigned expressly agrees Lo pay over to said Bank or its nasigns,
on demand, s proportion thersof, equal to the full amount of said entire indebtadness, in principal and interest.

t Is that the herein shall be applied against the identical advances
secured by the :mul(l: property.

o

In the event that sald for the purpose of substituting and/or changing them for
‘warehouse receipts or other and the identical property pledged, it is expressly agresd
that sald n:w documents shall be delivered to said Bank o its asaigns within one (1) day from the receipt thereof by the
undersigned.

In either or both of the sbove cases it is expressly agraed that thia delivery is belng temporarily made to the uader-
signed for convenience only, without novation of the original debt, or giving the undersigned any title to said property
and the undersigned is given possession thereot solely as trustee for said Bank, and as such to recelve the avails thereol
or the documents therefor for account of the sald Bank.

1t is further stipulated, that the undersigned shail not, under any circumstances whatsoever, repledge the property
withdrawn under the terms of this TRUST RECEIPT, or, use or sell sald property, so withdrawn, for any other purpose
than that of paylng the indebtedness for the security of which the said property was pledged to sald Baok.

violation of the terms and conditions of this TRUST RECEIPT is made a felooy by Act No. 9, of 1914,

prlnl(-dhlnllonmlulw)
.
Signature . . . Moo B, Assins.




FROM

Vicksburg, Miss.  October 30th 1934
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Form No. 9 is not a credit instrument. It is a
contract of sale for the cotton sold by Levine to
Silas J. Hocking, that is for 20 bales of cotton at
11-85 cents per Ib. The cost, freight, and insurance
is included in the price, and an allowance of 69,
of the value of the cotton is made for tare, that
is, the approximate weight of the material used in
packing the cotton, or in other words, the “tare” is
the difference between the nett and the gross weight.

FORM NO. 9.—CONTRACT OF SALE

SALE NOTE No _412

MARCUS B. LEVINE

ToMr. Sila:

New .
\

We have this day Sold toyou: 20 bales cotton

&8 sample in your pospestion markeds B.A.2,

@ 11,85 cents per 1b,

TERMS: Cost Frofght, \nsurance|dnd G per cent. for Tare, _________Qotober  sShipment

Reir
All

-~/

terms in accordance with our general agreement, M—B_M .




CHAPTER II

THE EXPORT OF RAW COTTON FROM NEW ORLEANS
TO LIVERPOOL

Parr 1

WE have now carried the story up to the point
where the cotton was received in New Orleans.

Silas J. Hocking placed the cotton in the New
Orleans Public Cotton Warehouse, the largest port
cotton warchouse in the world. It covers 33 acres, it
warehouses 461,800 bales, 250 cars can be unloaded
at one time, and there is a wharf accommodation for
four large ocean-going steamers. When the cotton
had been warehoused, with many other bales which
Silas J. Hocking had bought in various cotton
centres, he graded the cotton according to quality,
and marked the bales with distinctive marks. For
instance, his mark for Hezekiah’s quality was
B.A.Z., which he also used for cotton bought from
other farmers equal to Hezekiah’s quality.

It might happen that some time elapsed before
Silas J. Hocking sold his cotton. If, in the meantime,
he wanted money to pay drafts for new cotton
which was coming in, he might take his warehouse
receipt (Credit instrument No. 10) to his bank in
New Orleans and obtain a loan against the security
of the cotton. Or, he might issue to his bank in

addition, his own promissory note, z.e. his promise
25
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to pay on demand or on a certain date a given
sum of money (Credit instrument No. 11), or, if he
were sufficiently wealthy and well known, sell it
through a broker; that is a man who sells it in
the open market to anyone who will buy it, earn-
ing a commission for his services (Credit instrument
No. 12).

One day Silas J. Hocking might receive a cable
from Birdhead & Co. in Liverpool offering him a price
—we will suppose of 12-10 cents per 1b.—for 1000
bales of B.A.Z. mark, shipment 200 bales a month
October/February. If he was willing to accept the
price, he would cable Birdhead & Co., who, by
arrangement, would open a credit with a bank in
Manchester, Liverpool, or London, authorizing Silas
J. Hocking to draw a ninety-days Bill of Exchange
(Credit instrument No. 13) on the bank for the
amount of the shipment of cotton, on condition that
the ocean-going bill of lading (Credit instrument
No. 14) and a marine insurance policy (Credit instru-
ment No. 15) were handed over to the bank as
security. Generally speaking there would be no
credit instrument for opening the credit. Birdhead
& Co. would simply go to their bankers and ask
them if they were willing to accept drafts drawn on
the bank by the scllers of cotton in New York for
shipments to Birdhead & Co. An amount would be
fixed and the bank would agree to accept drafts
say up to £50,000. This is the manner in which these
cotton credits are usually arranged. It sometimes
happens, however, that an American seller might
sell cotton to a firm in Liverpool of whose financial
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standing the seller was uncertain. In this case, he
might ask the buyer to open an irrevocable con-
firmed credit (Credit instrument No. 16).

Silas J. Hocking having accepted Birdhead &
Co.’s offer, the bales were pressed once more into
still smaller compass before the cotton was shipped,
in order to save ocean freight. Silas .J. Hocking on
receipt of his credit, drew, from time to time as he
shipped the cotton, Bills of Exchange on the bank,
(say the North-Western Bank, Ltd., in Liverpool),
for the value of cach shipment. The value of a par-
ticular shipment of cotton was say £250, so Silas.J.
Hocking’s bill was an instruction to the North-
Western Bank, Ltd. to pay to himself or his order,
thre sum of £250 ninety days after sight (that is
ninety days after the North-Western Bank, lLitd.
had seen the bill, or, as it is usually expressed,
had ‘“‘sighted” the bill). Silas J. Hocking then
endorsed the bill to his New Orleans bank, which
had the effect of instructing the North-Western
Bank, Ltd. to pay the amount to the bank in New
Orleans or to anyone to whom the New Orleans
Bank might order it to be paid. In order to take the
goods (which were pledged to the bank) out of the
warehouse, Silas J. Hocking made application to
the bank in the same way as Credit instrument
No. 8 and gave the bank as security a Trust Receipt
undertaking to hand over the bills of lading when
received. This Trust Receipt would be in a similar
form to Credit instrument No. 8, but would refer
to ocean bills of lading, whereas the former referred
to railway bills of lading. Along with the Bill of
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Exchange, Silas J. Hocking handed to his New
Orleans bank the ocean bill of lading when he
received it, the marine insurance policy, and his in-
voice for the cotton, all of which were forwarded
to the bank’s agents in Liverpool. The New Orleans
bank deducted from the value of the sterling Bill of
Exchange the equivalent in dollars of the amount
of any loan plus interest which it had made to Silas
J. Hocking, and credited his account for the sur-
plus, if any.

The New Orleans bank then sent the Bill of
Exchange and all the other documents to a New
York bank, who forwarded it to agents in Liver-
pool; or possibly the New Orleans bank sent the
Bill of Exchange and other documents direct -to
its agent in Liverpool. Whichever way it was done,
the agents in Liverpool on receipt of the Bill of
Exchange and documents, presented them to the
North-Western Bank, Ltd., and left the bill of
lading and insurance policy, etc., with the bank
against the return of the Bill of Exchange with
the word “accepted’ written across it and the
signature of the North-Western Bank, Ltd., indi-
cating that the bank was willing to pay it after
ninety days (Credit instrument No. 17). If the New
York or New Orleans bank desired to receive the
money immediately, the accepted Bill of Exchange
would be discounted with a discount broker or
with a bank in England and the money remitted
to New York or to New Orleans by a demand
draft on an American bank, or else used to make
payments here in England on behalf of the New
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York or New Orleans bank. The discount broker
or bank would thus have given ninety days credit
to the New York or New Orleans bank, and it
would be said that the shipment of cotton had
been financed in England. On the other hand, if
the New York or New Orleans bank did not require
the money, it might hold the bill until maturity,
that is, until payment became duc after ninety days
had elapsed. In such a case the cotton would have
been financed in America, for it would have been
by money provided by the New York or New
Orleans bank that Silas J. Hocking received credit
for the ninety days which had to clapse before his
cotton was paid for by Birdhead & Co. in Liver-
pool. ‘

Before accepting the bill, however, the North-
Western Bank, Ltd., received a request from Bird-
head & Co. asking them to accept it (Credit
instrument No. 18). After acceptance of the Bill
of Exchange, the bank handed over the bill of lading
to a warehouse-keeper or to a shipping agent in
Liverpool in order to enable them to obtain the
cotton from the ship in exchange for this bill of
lading, and the shipping agent or warehouse-
keeper undertook to hold the cotton in trust for
the bank (Credit instrument No. 19), and to hand
to the bank the warehouse receipt for the cotton
when it was stored.

Later on, when Birdhead & Co. sold the cotton,
in order to deliver it to their buyer (the Diamond
Spinning Co. Ltd.), they requested the bank
(Credit instrument No. 20) to instruct the ware-
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house-keeper to deliver the cotton to Birdhead &
Co.; this firm undertaking to hand over the pro-
ceeds of the cotton directly they received them
from their buyer. The bank then released the cotton
(Credit instrument No. 21) and used the proceeds,
when received from Birdhead & Co., to pay the Bill
of Exchange drawn by Silas J. Hocking.

When the bank received payment from Birdhead
& Co., for the cotton which had been delivered to
the Diamond Spinning Co., Litd., the bank credited
Birdhead & Co., in their account with the bank,
which was called the “Provision for Acceptances”
account, and the money in this account was used
by the bank to pay the Bill of Exchange drawn on
the bank by Silas J. Hocking. If, by the time the
Bill of Exchange was due, all the cotton was not
sold and paid for, the bank would make a loan
to Birdhead & Co. for the value of the unsold
cotton, and Birdhead & Co. would use this loan to
fulfil their obligations to pay the bank sufficient
cash to meet the Bill of Exchange.

The banks concerned held the cotton as security
(cither by means of warehouse receipts or by the bill
of lading), for all credit which was given to Silas J.
Hocking from the time that he bought the cotton
from Levine until he was finally paid by Birdhead &
Co. ninety days after the Bill of Exchange arrived
in Liverpool. From the time, however, when Levine
delivered the cotton until final payment, a period
of five or six months might elapse. For the last
ninety days of this period the American bank
would be fully covered because they held the accept-
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ance of the North-Western Bank, Ltd. But, for the
first part of the period, if cotton fell to a price
which, when sold, would be insufficient to reimburse
the bank for its advances to Silas J. Hocking, and
if this latter firm were unable to make good the
deficiency, then the New Orleans bank would lose.
In the same way, if the cotton fell to a price which
made the total value less than the value of the
Bill of Exchange “accepted’ by the North-Western
Bank, Ltd., and if Birdhead & Co. could not pay
thedifference, the North-Western Bank, Ltd., would
lose.

Neither Silas J. Hocking nor Birdhead & Co.
were speculators. They bought their cotton in order
to sell it at their normal profit, and this was all they
desired to make. They expected a profit to remun-
erate them for the services they rendered to the
ultimate consumer, which consisted in bringing the
cotton to the place where it was wanted and at
the time it was wanted, in order that it might be
spun into yarn. They did not look to make a profit
through the possible rise in the price of cotton, but,
on the other hand, they wished to safeguard them-
selves against a possible loss through a fall in the
price of cotton between the time when they bought
it and the time when they sold it.

In order to ensure that the value of the security
of the banks was always maintained at the value
which it had when the credit was given, and in
order to ensure that Silas J. Hocking and Bird-
head & Co. did not make losses through a fall in
the price of cotton, the cotton when purchased was
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immediately ‘hedged” by Silas J. Hocking, and
later by Birdhead & Co.

The system of hedging is as follows. When Silas
J. Hocking bought his cotton from Levine, he would
immediately sell it for delivery at some future
time ahead; he would not sell the actual cotton,
because this he expected Birdhead & Co. to want at
some future date, but he would sell “futures”, 7.e.
he would enter into a contract to deliver so many
bales of cotton at some future period. When the
time came, he would be entitled to deliver cotton
of a quality equal to certain standards such as
MippLiNGg, Low MIipDLING, etc., according to uni-
versal standards which are recognized by the chief
cotton exchanges of the world. For instance, if'he
had bought in November, 1000 bales of B.A.Z.
mark, he might sell 1000 bales of ‘“‘futures” for
delivery in March. The price he paid for B.A.Z.
would, of course, bear some relation to the price of
MippLiNG quality on the same day, more or less
according to whether B.A.Z. was better or worse
than that quality. Now when Birdhead & Co.
bought the B.A.Z. cotton some months later, Silas
J. Hocking would lose if, in the meantime, the price
of cotton had fallen. On the other hand, he would
be able to buy cotton at a corresponding reduction
to deliver against his contract for “futures” which
had to be settled in March, so that what he lost
with Birdhead & Co. he would gain on his “futures”
contract. But whenever Silas J. Hocking sold to
Birdhead & Co., the price at which he sold would be
higher than the price at which he could replace the
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cotton on that day, the difference representing the
remuneration which he received for his services. If
the price of cotton rose between his purchase and
sale of B.A.Z., then he would get a higher price
from Birdhead & Co. and make an extra profit,
which extra profit, however, would be swept away
because he would have to pay a higher price in
order to complete his deal in March “futures”. By
this method of ‘“hedging”, then, Silas J. Hocking
could not suffer any loss through a fall in the price
of cotton, and would always be able to make good
the deficiency (if any), to the bank which advanced
him money.!

We have now traced the cotton from the time
when Hezekiah planted the seed in his ground, until
the cotton was finally landed in Liverpool. We have
seen that even before the cotton was planted, John
B. Robinson held his farm on credit; that the fer-
tilizers for the land were bought on credit; that the
cotton seed was bought on credit; and that the cot-
ton was moved from Hezekiah’s farm into the ware-
house in Liverpool on a continuous belt of credit.
This credit enabled everyone in America who grew
or handled the cotton to be paid for his efforts, but
nothing, that is, no specific thing or things, had as
yet (in the transactions which we have described)
been received by America in exchange for the
cotton which she had sent to England.

In describing the sale of Hezekiah’s B.A.Z. cotton,

! The hedge described is not absolutely watertight, because an altora-
tion in demand for a special quality of cotton may cause a variation in
the price of that quality, irrespective of a variation in the price of the
standard qualities.

D
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we have used this transaction as illustrative of
hundreds of others which are taking place daily be-
tween the United Kingdom and United States in all
kinds of commodities. The commercial and financial
relationship of two countries is, however, not con-
fined to the export and import of commodities, but
embraces other transactions also which are called
“invisible’ imports and exports. By this term is
meant the exchange of services, such as the ocean
freight earned for carrying goods; insurance pre-
miums; and commissions and interest on borrowed
money. The term also includes the buying and sell-
ing of bonds and shares belonging to the nationals
of one country to the nationals of another; money
remitted home from people living in a foreign
country and money spent in a foreign country by
visitors from abroad; film rights and various other
items.

When we say that America received nothing in
exchange for Hezekiah’s cotton, we do not mean, of
course, for this one special transaction. Nor do we
mean that America did not receive goods and ser-
vices in exchange for goods and services sent and
rendered to us, but as she sends us three or four
times the value of commodities which she receives
from us, there must remain a balance in her favour.
This balance can only be regulated either by in-
visible exports, the shipment of gold, or through
methods of indirect payment which it is one of the
objects of this book to describe.
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Part 11

CREDIT INSTRUMENTS

Credit instrument No. 10: This is an acknowledge-
ment from the New Orleans Federal Compress and
Warehouse Company, that they have received one
bale of cotton as described on the receipt, but that
they have not insured it against fire, so this would
have to be done by Silas J. Hocking. The warchouse
company has a lien on this cotton for the charges for
storage on this bale. The space on the left-hand of
the receipt is to enable the cotton to be graded by
the examiners of the Board of Agriculture if desired.
A separate receipt is given for each bale.
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Credit instrument No. 11 is a promise to pay after
30 days the sum stated plus 59, interest per annum
and agreeing that the cotton warehoused, as shown
by Credit instrument No. 10, shall be held by the
bank as collateral security for the payment of this
promissory note, and that Silas J. Hocking will give
further collateral security to the bank if demanded.
It further agrees that any other property or money
which the bank may hold belonging to Silas J.
Hocking is pledged to the bank for the payment of
this note, and gives the bank the right to sell any
security which it may hold, if the note is not paid
on the due date. If Silas J. Hocking becomes in-
solvent, and under other similar circumstances as
stated, this note becomes due immediately.



CREDIT INSTRUMENT NO. 11.--SECURED PROMISSORY NOTE

Saom M Qlbonsy L, %
— tiryds gt

okt Fakethow maker,
ndotdoyguatantot; surely ot olon fiatly Andl; fromiie s pay

Ao o oot of . ew Grlesns & versess Bank at
"METROPOLITAN BANK OF NEWORLEANS

one thousend Dotties;

. . 4
formdisemived wlthintoradlalilienaloigl. S flovoonlposommuny
/}”L____mmmm_ mzé/}fw
All parties hereto hereby severally waive presentment for payment, demand, notice of non-payment, protest, and all pleas
of division and discussion, and agree that the payment hereof may be extended from time to time, one or more times, wit
notice, hereby binding themsglves, in solido, itionally and as original promisors, for the payment hereod, in princi
nterest, costs, and attorney's fees,

All parties hereto bind themselves to pay the fees of any atterney-at-law who may be d to recover the amount
hereof, or any part hereof, in principal or interest, or to protect the interests of the holder hereof, o to enforce the pl%dgt
herein contained, of to compromuse, or to take other action with regard hereto, which fees are hereby fixed at ten per cent. (10%)
on the amount then owing hereon and sought to be collected, protected, or preserved, which fee 18 secured by the pledge
heremn contained.

The property described on the reverse hereof, and any prowx that may be substituted therefor or added thereto, and all
other 8ropeny that may now or at any time hereafter be given of left in the possession of the Whitney Nauional Bank of
New Orleans, for any purpose by any party hereto, or any property belonging to any party hereto, that may come or be in the
possession of said Bank, or that may be m transit to or from said Bank, for any purpose, are hereby pledged and delivered to
said Bank to sccure the payment of this note, and of any note given in extension of renewal thereof, as well as for the payment
of any other obhgation or liability, direct or contingent, of any of the parties heréto to said Bank, whether due or to
due and whether now existing or hereafter arising, with interest, attorney's fees, expenses, and costs, up to the amount of

00000 Al parties hereto severally consent and agree that the ptope:? hereby pledged may be exchanged or surrendered
rom time to time without notice to or assent from any party hereto, a i i
obligations hereunder.

Should any of the pledged otevly decline in value, each of the parties hereta agrees upon demand to deliver and pledge,
on the terms here stated, to.said Bank satisfactory additional property as security and to make payments to said Bank's satis-
faction on account of this note. On the non-performance of this agreement, or upon the non-payment at any maturity of any
of (he obligations or habihities of any party hereto, or upon the death, suspension, failure, or insolvency, or upon any appli-
cation for the s in bank or upon the ing of dif ion p! ds or dings for ¥ie ap-
pointment of a hiquidator or liquidators, of any party hereto, or upon the application by or against any party hereto for a
respite, assignment, or receivership, then and in any such case this note and all other obligations and Fl:bi ities, direct or
contingent, of the parties hereto, and each of them, to said Bank, shall forthwith mature and become due and payable, with.
out demand, notice, or putting in default, anything herein contained to the contrary ithstanding; and full i bl
power and authority are hereby granted and given to said Bank, thereupon, or upon this note ot being paid at maturity,
to sell, assign, transfer, and effectively deliver the whole of the property of every kind pledged hereby, or any part thereof, or
substitutes therefor; or additions thereto, at public or private dale, without recourse to judicial proceedings and without either
demand, appraisement, advertisement, or notice of any kind, all of which are hereby expressly waived At any such sale; sald
Bank may itself purchase the whole or any part of the property sold, free from any night of redemption on the part of any
party hereto, which right 1 hereby waived and released. In case of any sale or other disposition of any of the property afore-
said, after deducting all costs, attorney's fees, and expenses of every kind, said Bank may apply the residue of the praceeds
of sale or sales, pro tanto, to the payment of any or .lwﬂ‘ the obligations or liabilities of the parties hereto or any of them,
whether then due or not due, up to the amount of $500,000 00, mlne:‘z proper rebate for mnterest on obligations or liabilities
not then due and returming the overplus, if gny, to the maker hereof. ~,

All parties hereto hereby authorize and empower said Bank, at any time, to appropriate and apply to the payment and
extinguishment hereof and/or of any of the obligations or liabilities, direct or contingent, of any of the parties hereto, whether
now existing or hereafter arising, and whether then due or not due, up to the amount of $500,008 00, said Bank being author-
1zed ta impute the payments as it sees fit, any and all moneys, stocks, bonds, or other property of any kind whatever now or
hereafter 1n the hands of said Bank on deposit ar otherwise to the credit of or belonging to any party hereto, including any
moneys or other property in transit to or from said Bank for any purpose. All parties hereto da hereby further irrevocably
authorize and empower said Bank, at any time to collect, and appropriate, and apply to the payment and extinguishment
hereof, the mterest, dvidends, or other income accruing and payable on any of the property pledged to secure the payment
hereof, and, to facilitate such collection, il parties hereto agree thatan of the said property may be transferred, at said
Bank's option, to the name of said Bank, or its nominee, on the books of the company 1ssuing same.

Any holder hefeof may transfer this note and may deliver said collateral security or any part thereof to the transferee or
tranaferees, who shall thereupon become vested with all the powers and rights herein given in respect thereto; and any holder
making such transfer shall thereafter be forever relieved and fully discharged from any hability or responsibility in the matter.
N defay on the part of any holder hereof in exercising any rights hereunder shall operate as a waiver of such rights,

Al parties hereto further severally agree that this note evidences and sets forth their entire agreement with the holder
hereof, that they hereby consent to all the terms and conditions hereof, and that no modification hereof shall be binding unless
hereon endorsed 1n writing and signed by the parties.

Qf 1000

@2{//_ 7th December 1934

without in any manner releasing or altering their
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Credit instrument No. 12 is the promissory note
which Silas J. Hocking might sell in the open
market through a broker. No comment beyond that
.already made for Credit instrument No. 5 is neces-
sary.

CREDIT INSTRUMENT NO. 12.—UNSECURED PROMISSORY

NOTE
6’{_1920______ dff/’ﬂ@'ﬁdtd/gﬂ . __November 7th /734 _
thirty days (//z[v/(///; qf;///;"f//ﬁw mahey,;

enavtdey; yrmmvz/ﬂ,/d//i(/%ﬁ 0/%21’/11!7/5#@”/2!0)%‘/&@%0//

Mo ///é”/‘f(//lr:’(;/ o —The New Orleans & Qverseas Bank . 20
METROPOLITAN BANK OF NEw ORLEANS

—one thousand —@a/%ptd;
ﬁWMMMMJ&,‘”/&W/_L fevernl piotsannum

Sfom. 7th November 1954 wnlit it
Upon the non-payment at any matunity of any of the obligations or liabilities of any party hereto, or upon the death,
failure, or insol or upon any application for the adjudication in bank Y, or upon the of dis«
solution d or dings for the of a liquidator or liquidators, of any party hereto, or upon the appli-

cation by or against any party hereto for & respite, assignment, or receivership, then and in any such case this note and all
other abhgations and liabilities, direct or contingent, of the parties hereto, and each of them, to the Whitney National Bank of
New Orleans, shall forthwith mature and become due and payable, without demand, notice, or putting 1n default, anything here-
ip conained to the contrary notwithstanding,

All parties hereto hereby authorize and empower said Bank, at any time, to appropriate and apply to the payment and
extinguishment hereof and/or of any of the obligations or Labilites, direct or contingent, of any of the parties hereto, whether
now existing or hereafter arsing, and whether then due or not due, said Bank being authorized to impute the payments as it
sees fit, any and all moneys, stocks, bonds, or other property of any kind whatever now or hereafter 1n the hands of said Bank
an deposit or otherwise to the crodit of or belonging to any party hereto, including any moneys or other property in transit
to or from said Bank for any purpose.

Al parties hereto bind themselves to pay the fees of any attorney-at-law who may be employed to recover the amount
hereof, or any part hereof, in principal or interest, or to protect the interests of the holder hereof, or to compromise, or to take
other action with regard hereto, which fees are hereby fixed at ten per cent. (10%) on the amount then owing hereon and
sought to be collected, protected, or preserved.

All parties hereto hereby severally waive presentment | ubruymnl. demand, notice of non-payment, protest, and all
pleas of division and discussion, and agree That the payment he: may be extended from time to time, one or more times,
without notice, hereby binding th Ives, in solido, ditionally and as original promisors, for the payment hereof, in
principal, interest, costs, and attorney's fees.
All parties hereto further severaily agree that this note evidences and sets forth their entire agreement with the holder
s

heraof, that they hereby consent to all the terms and condition of, and that no modification hercof shall be binding utless
hereon endorsed in wv!tm‘ and signed by the parties.

& 1000

Dup. 1t Decenver 1934
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Credit instrument No. 13 is the Bill of Exchange

drawn by Silas J. Hocking on the North-Western
Bank, Ltd., in Liverpool. The Bill of Exchange is
drawn in duplicate and the second copy sent by a
different mail from that of the first, so that if the
first were lost, the second would be presented for
acceptance and eventually for payment. Silas J.
Hocking endorses the bill to the New Orleans &
Overseas Bank, which bank credits him for the
amount,

CREDIT INSTRUMENT NO. 13.- BILL OF EXCHANGE

SILAS J. HOCKING
COTTON MERCHANTS

FExchange for v
/
SERETEN New Orleans, La. ( /)y Fovemder 15t /934
& /
T 7 L ninety  days after sight

of this FIRST of Exchange (sctp;zd unpaid)
Pay to the Or%r of OURSCIV/E,'.é,t_zo__L.undrcd and_£1£ty_pounts jy London
/

——ak

VALUE REQEIVED AND CHARGE TO ACCOUNT ;-
To The North-¥esdern/Bank Itd,

No.

SILAS J. HOCKING
COTTON MERCHANTS

\
Exchange for

§15W03 950 New Orleans. La. n;ﬁber 15t 193

— 7} ninety———{gys after sight
of this SECOND of Exchanv\(}m unpaid)

Pay to the ﬁder of QURSEL VB, tvo tunared ana t11ty vounds in London

;
A0y

L 6D AND CHARGE YO ACCOUNT OF
To —_The North-Western Bank Ltd, e
LI 0; sg%z é; g ﬂﬁ,

No 2115 i
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Credit instrument No. 14 is the bill of lading
used for the ocean transport of the cotton. It is a
transferable acknowledgement by the shipowners of
the receipt of the cotton in apparent good order and
condition, and stating to which port it has to be
carried. On a bill of lading there are always a large
number of clauses detailing the conditions under
which the cargo is carried. These would take up
too much space to reproduce here, but students who
require further information regarding these clauses
should refer to text-books like Scrutton’s Charter
Parties and Bills of Lading, or if information is re-
quired from the technical banking point of view, to
Grant’s Law of Banking, Hart’s Banking, or similar
standard text-books.



1
!

I CREDIT INSTRUMENTS 43
CREDIT INSTRUMENT NO. 14.—OCKAN BILL OF LADING

NEW ORLEANS U-K LINE  Issued under Agreement with the Liver-

owned and operated pool Bill of Lading Conference Com-
by mittee with respect to shipments of
William Jemson 8.8, Co., Inc. Cotton.
General Offices S.8. Contract No. Port
NowOrleans ~~ Houston gy of [pding No. 424 19

Leceibed in apparent good order and
condition from Silas J. Hocking
to be transported by the American

U.S. Gulf Ports
to
UNniTED KINGDOM

. steamship NEW ENSIGN
SHIPPER'S MARKS AND from the poft of  New Orleans, La,,
Numsers and bound for EUROPEAN PORTS
B.AZ 20 Bales or failing shipment hy said vessel by
OCEAN FREIGHT AND a subsequent vessel, carrying vessel
WHARFAGE PREPATD having liberties as to routes and ports
Freight on 9833 Ibs. of call as hercinafter provided : the

@ 33cents per 100 lbs. following goods:

Twenty Bales (20) High Density Compressed Bales Cotton

WEIGHING 9833 Las.

being marked and numbered as per margin (quality, quantity, gauge,
weight, measurement, contents, and value unknown), and to be
delivered in like good order and condition
at the port of Liverpool, England or as
near thereunto as the vessel may safely get, and always lie afloat,
unto ORDER OF

SHIPPER

or to his or their assigns, on payment of freight and charges thereon
in cash without deduction, credit, or discount, immediately on dis-
charge of the goods at the rate as per margin, unless prepaid (all
collect freights under this bill of lading, including any short paid
freight, shall be converted at the current sight rate of exchange on
New York on the date the vessel enters customs at the port of dis-
charge), and upon the following terms and conditions:

[Here follow usual Clauses.]
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CREDIT INSTRUMENT NO. 14 (continued)

IN accepTiNg THIS BiLL oF LapiNa the shipper, owner, and con-
signee of the goods and the holder of the bill of lading agree to be
bound by all its stipulations, exceptions, and conditions, whether
written, printed or stamped on the front or back hereof, as fully as if
they were all signed by said shipper, owner, consignee, or holder, any
local custom or privileges to the contrary notwithstanding.

In WirnEss WHEREOF, the Master or Agent of said vessel has affirmed
to Two bills of lading, all this tenor and date, one of which
being accomplished, the other to stand void.

Dated at Nev\( Orleans, La., November 14th 1934.
For the Master:
WILLIAM JEMSON S.8. Co., Inc.

By A. J. Dempster.

Credst insirument No. 15 is a marine insurance
policy. It declares that the insurer has represented
that he is interested in the cargo, because in order
to insure he must have an interest which might be
injured in the event of a loss, and an outsider who
has no such interest, cannot insure the cargo. Sub-
ject to many clauses and provisions which are not
shown here, the insurance company, in considera-
tion of the arranged premium, undertakes to re-
imburse the insurer for any insured loss which he
may sustain. Students who wish to pursue the
matter further should rcad the clauses of an ordi-
nary marine insurance policy, or, if they are inter-
ested from the banking point of view, the books
mentioned at the foot of the preceding credit in-
strument, while for the legal aspect they should
refer to Gow’s Marine Insurance or other standard
text-books.
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CREDIT INSTRUMENT NO. 15.—MARINE INSURANCE POLICY

The London & National Marine & General Insurance Co., Ltd.

Head Office: 14, FENCHURCH AVENUE, LONDON, E.C.8.

Stawp mhmu Silas J, Hocking
6a : Iw-nd to THE LONDON & NATIONAL MARINE & GENERAL INSURANCE COMPANY LIMITED thet
torvelad 10 or duly suthorised & Owner Agent or otbarwise to make the Insurance berwnafter mentioned and desanbed
wih the wid Company sad promised o othsrwie hlyed LBy to pay fortbwih to the eud Company the Sum of

Fourtcem shillings and threepnnce 8 praaim o
scandoration ot sad aftar the rata of arter st for euch Toeursaos

qua
fow ths Policy of Fnsurance wiineeseih that in scosiderstion of Lhe preeaises and of the sakd Sum

Rew Orleans Agency
the emd Company doth promme and agres with the amd Amd-lnn- Administrators and Asegns that the seid
Company shall be aubject aad Lable o pay and make good all surh Lowes aod Damages hersinaliar sxpresesd as mav haypen
o the subject mattar of thu Polioy and may etach to this Polioy 1 respeot of the Sum of
Bo, 3 [suee
3 ©* bersby lasared which [nwurance s heveby doared b0 bo apos TWO hUndred and seventyfive

Twenty bales cotton B.A,2 1/20
pavasis v Liverpool '

At the surret sashange of the day for o Benb
Demacd Dralt oo Loados
10 cant o low or el appy te
150 8 or Vomel caiod the "
Conpany's Off1ce——— o i PR D AL RN
o ook oot ot ad from
e Agwate of the Company &
Liverpool Few Orleans to Liverpool
Suhjeet Lo the conditions of the prirted clauges

(HERT FOLICW PPINTLD CLAUSES)

Tnslucing the Risk or Casrz  Each Cralt or Lighter to be demoad ¢ separate Inaurance.

¥ Whtness ahorsof, v: the Agent(s) for THE LONDON & NATIONAL MARINE & GENERAL INSURANCE
COMPANY LIMITED, have mbaenbed nnma(q to two Policies of the same tenor and date one of which being socomplished
the other to be vod tha . l)f teenth ... dav ol Novenber e+ orlD the
Year One Thousand Nine Hundred and U P1TEY=foUT

For and on behsif of THE LONDON & NATIONAL MARINE & GENERAL INSURANCE COMPANY L{MITED

o 54 fchty Yrupid 5o

Agent(s)
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Credit instrument No. 16 is a request to the bank
to open an irrevocable confirmed credit, which once
being granted by the bank cannot be withdrawn, so
that Silas J. Hocking with a credit of this descrip-
tion would be sure that he could get his money for
his cotton even if Birdhead & Co. became insolvent
before it was delivered. Banks often charge a some-
what higher rate of commission for these irrevocable
credits than they do for an ordinary unconfirmed
credit, which latter they are at liberty to withdraw
before use. Birdhead & Co. undertake in clause 1 to
provide the North-Western Bank, Litd., with money
to pay out-of-pocket expenses and sufficient money
to pay the Bill of Exchange; such money to be in the
hands of the bank three days before the bill falls duc.
The effect of clause 2 is to give the documents, the
cotton, and any money received from the sale of the
cotton, to the bank as security. Clause 5 is an agrce-
ment on the part of Birdhead & Co. that if they fail
to pay the bank sufficient money as mentioned in
clause 1, the bank shall hold any goods or money as
security against money owing to them by Birdhead
& Co. on any account and not merely for anything
owing against this special transaction. Clause 6
frees the bank from any responsibility regarding the
quantity, quality, and value of the cotton against
which they have accepted the Bill of Exchange.



CREDIT INSTRUMENT NO. 16.—IRREVOCABLE CONFIRMED CREDIT

NFIRMED (IRREVOCABLE) CREDIT. No. 120 . . . !

1

| \

: November 2nd _ 1434
1

i

7o THE NORTH-WESTERN BANK, LIMITED

orcbige We request you 1o open on our sccount hyﬁt at our risk and ocost s confirmed credit

wmth _ . The New Orleans & Overseas Bank o New Qrleans

‘ it Silas J¢ Hocking o
of . Rew Orleans - e e e e e - .

i for an aggregate amount of £ 12500 _(wy Twelve thousand.five hundred poumds
“avarlable by their drafts on your_Liverpool office

a ninety days  wght for the amount of their wnvoices purporting to cover shipment of

from . October 1934 to ... February 1938. . = ..
| the drafts to be accompanied by the following documents :—

(a) Tnvoices

(b) Full sets of blls of Inding to Order endorsed 10 blank.

fDetete (¢) Policies or Certificates of insurance endorsed 1n blank covering all riske, including War
efieted hers Rusks, for approximately ~ 1Q._ _ per cent. above C.LF. valne payable in England.

E nm:n-u:ny (d) - cr e 4 e e

i docum

i - S,

.hgnlnku"l‘lw maaecpraisc i XRueK XM A OGIE XA XRIEN 00Kt X R X S X RNt K

| e XXXRXKKK J NN KBS NI OO e O T P bt el S

. This credit 18 not to be available in .— .New Orleans _ _ _ .after the
_28th day of February. 1935

IN consideration of your opening the above credit : —

1 Wewil put you 1n funds in cash to meet your disbursements and we will provide you with funds to
' moet your acceptances three days befors their matanty.
| 2 Wa hereby charge the above mentioned documenta and the goods and all prooeeds thereof fu your favour
'as & conlinuing seounty for the payment o you on demand of all moneys payable by us heraunder
| with 1nterest, banking charges and expenses
8. In case we should fail to do so we authorise yon to pay and debit to our accoust cost, insurance,
freight and any other charges and expenses in respect of the goods or otherwise
4. We il sssign to and lodge with you the polioies in respeot of the above mentioned insurance and any
! ‘money paid thereunder shall forthwith be pwid over to you and nntil so paid shall be held by us in
trunt for you
1f we fail to put you 1 funds as aforessid you msy debit all sums paid under or in connection with thia
redit and all bills as mature to our ourrent or any other account and this security shall be
cuntinming security for all moneys then of from Lime to time owing by us to you on any ascount
and for all hablities incurred by you on bills, guarantees or otherwise for us alone ar jontly with
others on any account whatsoover, and on default in payment on demand of sny money ionh
secured you may take possession of and sell the goods or any part thereo! whon and in wuc '
' manper as you.think fiv snd may collect any msurance moneys due or to become due and repay .
yourselves all money boreby secured with all coste and exponscs of and incidontal to storage
| and reslisation, including your commission and all your other chaiges and expemses whateoever,
and on demand we will pay to you any deflolency
' 6. You incur no Lability hereunder beyond the due accaptance and psyment of drafts drawn in aconrdance
' ‘with the terms hereof and 1n partaoular you and your Cor: lents shall not be responsible for the
quantaty, quality, valuo or descn of any goods nor for the terms or lullmmd of any isurance
| wnd your rights horeunder shall not be prejadiced or affected by any invalidity, wsufiiciency,
! srregularity or misdescnption 1n any document
7 This Agreement shall continue in foroe any change in th of any firm or
company referred to herein
We agree to pay you s commission of 1 por cent on the amount of this credit.
Th;: Agroement sud all matters ansing thereout shall 1n sl respeots be construed socording to Engluh
w

=

w | Budhead o Go

STAMP

-
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Credit instrument No. 17 is the same as credit
instrument No. 13, but it has now been “accepted”
by the North-Western Bank, Ltd., in Liverpool by
writing across it the word “accepted”. For con-
venience, as most bills are discounted in London,
when the bill is accepted, it is made payable in
London.

CREDIT INSTRUMENT NO. 17.—ACCEPTANCE

SILAS J. HOCKING

3 2
stamp | Exchange for ?\ k4 i
3/~ £7d80s b New OrledE‘, La ) ¥o \)@Lﬁt_h_? o193
— g ninety .—.}:dgy‘gaﬂer sight
of this Fl RST of Exchange (s aﬁ‘ £

Pay to the ? er of OURSL‘[%ES iy hundreg,a Tif p@ndgm London

4% Qc S— §§§\§Tﬂ’

V\r)\ﬁ

n Bank Ltd, 9
vaoon . ,.,__glﬂ /‘/c,_,. A'E":’f?’

01’ h-

COTTON MERCHANTS

“for
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Credit instrument No. 18: Tn this document Bird-
head & Co. ask the North-Western Bank, Ltd., to
accept the Bill of Exchange. They guarantee the
validity of all the documents and authorize the
bank to hold the cotton as security, but as a con-
tinuingsecurity, that is, a security for all presentand
future debts. They give the bank an estimate of the
day’s value of the cotton, and undertake to pay the
bank sufficient cash to make up any deficiency in
the event of a fall in the price of cotton. They also
undertake to provide the bank with cash to mect
the bill either at or before maturity.

CREDIT INSTRUMENT NO. I8. - CUSTOMER'S REQUEST
FOR ACCEPTANCE

To the NJorth-Western Bank Ltd. . November 215t 19 34

toouri the Vendors named below have delivered to you
the bdlu of Iuhn; nhnnl t) the cotton specified below together with the undermentioned drafts for
your acceptance and that the said cotton 19 now in your possession, you holding either the bills of
lading or the warehouseman’s receipt therefor.

Please accept the said drafts and debut me amount thereof to our acceptance accoun! In
consideration thersof we hereby guarantee the validity of the said documents and dnlu and
authonse you to retain possession of the said cotton as security not anly fot our hbility to you on
the said accepted drafts but also as a coatinuing secunty for every dvbt or Lability however arising
which we have incurred or may incur with or be or become under ta you whether solely or jouatly
with others and Wwhether as pnncipal debtors or eureties and whether such debt or liability be
absolute contingent mature or immature.

Tha net value of the cotton at to-day’s pnce we estimate to be ahout {250, O, O after

deducting freight and all charges.  In the event of any fall in the value, we engage from time to
time forewith to deposit with you cash and/ur security to your approval equivalent to the amount

of auch fall
We further eagage to provide you with cash funds to meet the drafts at or before maturity.
Yours faithfully,
Bebdteadd + &,
DRAFTS PROPERTY
NO, DRAWN Y TENOR ANOUNT MARKS BALES | GROWTH SHIP
2113 Silas J, Hocking 90 days £250 B.A2 zo_ American
sight 1/20 8,5, New Ensign
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Credit instrument No. 19: This is the document
by which the warchouse-keeper or shipping agent
undertakes to hold the cotton in trust for the bank,
and to hand a warehouse receipt to the bank when
the cotton is stored. The only point to be noted in
regard to this document is the fact that it bears the
marks and numbers of the bales, thus identifying
the property of the bank, so that if the warchouse-
keeper were to become bankrupt or to be in liquida-
tion, the liquidator could not claim the cotton, as
the marks would enable the bank to prove which
actual cotton was the bank’s property.
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CREDIT INSTRUMENT NO. 19.—WAREHOUSE TRUST
RECEIPT

To Tho North-Western Bank ILtd, Jevanhaer 2Tu1034

In consideration of your banding to us the documents for the cotton as specified
hereunder, we undertake as your Agents, until further instructed by you, to hold the said
documents and the cotton thereby represented in trust for the Bank, and not to part with the said
documents or cotton for any purpose whatsoever,

"We also undertake to retain entirs control thereof aad to store in your name with the
Liverpool Cotton Varehouse Co, Ltd. all the cotton represantod by the documents
and to direct to you the relative warehouss receipt in dus course,

We further undertake to keep the cotton fully covered by insurance in trust for the Bank i
and to pay any insurance monies we may recesve to you specifically,

rs fauthfully, |

o

NO, MARKS BALRS SHIP ;
207 B.AMZ, 20 $,5. Few Ensign i
1/20 ‘

Lotapa, Ot Jpidons G 14
RIRAVE

Received the above mentioned documents
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Credit anstrument No. 20: When Birdhead & Co.
require the cotton in order to deliver it to their
buyer, the Diamond Spinning Co., Ltd., they sign
credit instrument No. 20 in which they request the
bank to give them (Birdhead & Co.) a delivery order
authorizing the warehouse company to hand the
cotton over to them. They undertake, in return, to
hand over to the bank the payment for the cotton
when they receive it from the Diamond Spinning
Co., Ltd. (It is assumed in this instance that the
cotton has been in store in Liverpool for a period of
about seven months.)
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CREDIT INSTRUMENT NO. 20.—REQUENT FOR
DELIVERY ORDER

To The North-Wwestern Bank Ltd. My, 11tk 1035

We druire to obtain possession of the undermentioned cotton now 1 the hands of the
Liverposl Jotton Warehouse Compny Limited,

on your behalt and shall be obhged of you will sign and hand to the bearer the enclosed
dehivery order In consideration of your so doing and without prejudice to your nght to
tequite  repayment of the balance of our account at any time we hereby expressly undertake to
deliver the goods to the said purchasers and to teceve and hold the net proceeds of the sale
thereof and of any msurances thereon n trust for you and to pay all such proceeds direct o
you specihcally and immedialely on receipt thereof or each portion theredf as the case mayle,
and 1o hold the said delivery order and'or the goods andior proceeds of sale and o nsurance

thereot only in accordance herewith and as trustees for you

ACCHPTANCE i

~o. MARKS BALES GROWTH SHIP
‘ - .-
I B.AZL I20 Anerican S.5, New Ensign
2118
1720

Yours fahfully,

Mleao/ * 4,
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Credut instrument No. 21: This is merely an order
to the warehouse company signed by the bank,
authorizing the cotton to be delivered to Birdhead
& Co. on payment of the storage and other relevant
charges.

CREDLT INSTRUMENT NO. 21.---DELIVERY ORDER

2th daly, . 1935

To The Liverpool Cotton Warehouse Company Limited,

You are authorised to transfer to Messrs, Birdhead & Co, .

or order the undermentioned cotton which you now hold for account of this Bank upon
payment by them of all relevant charges.

Yours fasthfully,
Forth-VWestern Bank Ltd,

No, MARKS BALSS GROWTH SKIP

B.A.Z, 20 American S.9. New-Ensign

1/20




CHAPTER 1I1

CHINESE PURCHASE OF LANCASHIRE COTTON GOODS

Mgrs. Wu lived in Fuen-choo, a town in the province
of Shan-si in China. Fuen-choo is about a thousand
miles from Shanghai, an old Chinese walled city
the gates of which were shut every night. The
streets were very narrow, and in summer they were
shaded from the sun and protected from the rain
by matting which could be rolled to close or open
ayg desired. The shops and houses were lighted by
electric light, but were not very well lighted.

It was summer and Mr. Wu sat outside in
the street stripped to the waist, fanning his
stomach with a paper fan. He was very fat and
looked rather like the Chinese god of which we see
porcelain figures in the shops here. Mr. Wu sold
pork in his shop. All the shops in Mr. Wu’s street
sold pork, and all the shops in the next street sold
fans; at right angles ran a street in which nothing
but dried fish was sold, and opposite, a street full of
grocery stores, for in China the shops are not all
higgledy-piggledy as with us, but all in one street
sell the same kind of goods.

One day Mrs. Wu set out for the street of cotton
cloth merchants, because she wanted to buy twenty-
one feet (a Chinese foot is about 12-3 inches) of the
same cotton cloth which she had bought annually

55
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for the past five years, in order to make new shirts
for her husband. The trade mark under which this
cloth was sold was called the “Ninc Dragon Chop”,
and every piece bore a beautiful paperlabel on which
nine Chinese dragons were printed in gold on a black
ground. Mrs. Wu and her friends knew that the
material which bore this ticket made shirts which
washed well and lasted a long time.

As Mrs. Wu entered the shop, she met the pro-
prietor, Mr. Feng, who said to her: “Ah, Mrs. Wu,
T have long been without the benefit of your felicit-
ous face and your instructions”, to which she re-
plied, “T am much obliged and hope for your happi-
ness”. “I failed”’, said Mr. Feng, “in not being here
to welcome you”. “How can I presume to accept
such a compliment”, said Mrs. Wu, and to his en-
quiry “Are all in your honourable house well?”” she
replied, “I am much indebted for your enquirics”.
These phrases are the literal translations of the
customary greetings between Chinese people, but
neither Mr. Feng nor Mrs. Wu realized their original
meaning; any morc than we do when we say “I am
very pleased to meet you” or even ‘“How-do-you-
do”’, to which enquiry we never expect to receive
any answer. But when Mrs. Wu began to talk to
his salesman, business was business, and all these
flowery compliments were dropped and the follow-
ing conversation took place :

Mgs. Wu: “What is the price of this Nine Dragon
Chop?”
SaLesMAN: “Thirty coppers a foot.”
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Mgrs. Wu: “But that is a great deal more than T
paid last time. Why has the price gone up?”

SALESMAN: “Well, you see, Mrs. Wu, this Chop is
very popular and we have had to renew our stock
since you bought last time. All foreign goods cost
more now owing to the Tariff increase—and, be-
sides, exchange has moved against us. The rate on
Shanghai is 112 now, whereas a ycar ago, you’ll re-
member, it was under par. You know, too, Mrs. Wu,
that copper cents have fallen badly. Why, a yecar
ago the rate was 130 to the dollar and to-day it is
153. All prices are up. 1t is difficult for all of us to
buy and sell in these times, but worst for us dealers
in foreign goods.”

Mrs. Wu: “Well, perhaps some of this national
cloth might do. What is the price of that “Threc
Tigers?’”

SALESMAN: “Ah, that is less expensive, it is true.
But I know that you, Mrs. Wu, always take the best
and there is nothing like Nine Dragon for good
finish and hard wear.”

Mrs. Wu: “But I can’t pay at this rate. I’ll give
you twenty-five coppers.”

SaLesMAN: “How many feet do you want?”

Mrs. Wu: “Twenty-one feet.”

SaLEsMAN: “I’ll tell you what, Mrs. Wu, you take
a little more than twenty-one feet and that will
finish off the piece. Then I'll take the responsibility
of reducing the price by three coppers.”

Mrs. Wu grumbled a bit, but her husband’s
shop had done fairly well lately, and she was very
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particular about keeping him and her children
neatly clothed, so she paid the price and took the
extra length.

It may seem very peculiar to us that Mrs. Wu
knew all about the rate of exchange, but she did, as
do all Chinese people, because their own money
varies from day to day and from province to pro-
vince. For instance, nominally there are 100 coppers
to a silver dollar, but the number of coppers given
in exchange for a dollar has greatly increased and
alters continually. It is as if on some days we
received 13d. for a shilling, on other days 134d., and
on others 111d., and so on; and not only that, but
as if the exchange value of copper and silver coins
coined in Lancashire altered continually in com-
parison with those coined in Middlesex, Northum-
berland, ctc.

After Mrs. Wu had made her purchase and left
the shop, the Chinese salesman went to Mr. Feng,
the owner, and told him that they had sold so much
of the “Nine Dragon Chop” during the last few days
that they had very little stock left. Mr. Feng said
that as the season was drawing to an end he would
not buy any more but that he would write to his
business friend, Mr. Chang, in Shanghai from whom
be bought the cloth, and tell him that in about nine
months he would require for his next spring trade
two cases of forty pieces each of the “Nine Dragon
Chop” instead of the one case which he had bought
last year. So he wrote the following letter to his
friend Mr. Chang in Shanghai.

The envelope bore the inscription: ‘“For the hon-
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oured Mr. Chang to open”, and inside the letter
commenced: ‘“This letter respectfully begins”. But
these phrases mean no more to the Chinese than
“Dear Sirs”, and “Yours very truly” mean to us. It
is an extraordinary thing how grotesque the motes
in the cyes of foreigners appear to us, while we
quite fail to recalize the curious contours of the
beams in our own.

The letter continued as follows: “The last con-
signment of ‘Nine Dragon Chop’ has gone well, but
if the price continues to go up like this, T don’t
think business in it will continue for long. Please
send me two cases as soon as possible, and try to get
it from the foreign firm at the old price. Please
examine the market thoroughly.” (Literally: Let
there be a falling of the water till the stones on the
bottom appear.) “A further rise will mean that the
market will disappear. All my customers, although
they prefer such goods as ‘Nine Dragon’ and have
used it for many years, are beginning to ask for
national goods, which as yet, we must admit, are
not quite up to standard. Still, one can’t squeeze
money out of empty purses, and price decides. I tell
you this because we’ve been friends for so many
years” (literally: You and I have been as closely
connected in our business as the upper and lower
teeth of the jaw) “and I know the whole of your
business is in the import trade. I should not like to
have to go elsewhere for my supplies.”

On receipt of this letter Mr. Chang went to call
on the English importing house, G. Townsend, Ltd.,
from whom he had bought twenty cases of these
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goods in the preceding year, because he sold this
quality not only to Mr. Feng but to other shop-
keepers in different towns in China. The Chinese
dealers do not converse in Chinese with English
importers but in what is known as “pidgin Eng-
lish”. Mr. Chang said to Mr. Townsend, “My think
more better you puttee book forty case Nine Dragon
shirting suppose you can catchee six and a half
pence per yard shipment five moon. My think come
next year this Chop can walkee velly well.”

G. Townsend, Ltd., had other customers besides
Mr. Chang for this cloth and, in consequence of this
conversation, which took place in May, cabled an
offer to their suppliers in Manchester, Rathbone
Baxter & Co., Ltd., saying that they were willing
to buy forty cases ‘“Nine Dragon Chop” at sixpence
farthing a yard December shipment. This offer was
at a farthing a yard less than the price Mr. Chang
was willing to pay so that G. Townsend, Ltd.,
could make a profit.

When Rathbone Baxter & Co., Ltd., received
from G. Townsend, Litd., the offer for forty cases of
shirting cloth at sixpence farthing per yard c.i.f.
Shanghai, shipment December, they had to make
certain calculations, in order to find out whether the
business could be accepted and still leave them a
profit. (C.i.f. stands for Cost, Insurance, and Freight,
so that the price of sixpence farthing had to include
in addition to the cost of the cloth plus the profit,
the cost of insuring the goods on the ocean voyage,
and the charge for freight for carrying the goods
from Manchester to Shanghai.) Rathbone Baxter &
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Co., Ltd., started their calculations with the figure
of sixpence farthing. From this they had to deduct a
certain percentage, possibly 5%, to cover their over-
head charges. The freight to Shanghai varies, of
course, at different times, but when this particular
order came through it was 55 shillings per ton—this
is not per ton of weight, it is 55 shillings per ton of
40 cubic feet. The number of yards, therefore, which
arc contained in 40 cubic feet will vary according
to the thickness of the cloth. Rathbone Baxter &
Co., Titd., calculated how many yards of this “Nine
Dragon Chop” were contained in 40 cubic feet and
thus found out how much was to be deducted for
the cost of ocean freight. In addition they deducted
197 of the value of the goods for the cost of marine
insurance. Then the goods had to be forwarded
from Manchester to Birkenhead, whence the China
steamer sailed. This might cost about 10s. a ton
weight, so they had to find out the weight of the
cloth, ascertain how many yards went to a ton
weight, and made deductions accordingly. There
were other small items which had to be taken into
consideration; for instance, the charges of the Liver-
pool agent for putting the goods on to the stcamer
and the cost of obtaining the bills of lading, which
latter are subject to a small Government stamp. The
firm also calculated for the cost of providing the
shipment patterns, and for the cost of cabling and
other incidental expenses. Then the goods had to be
packed in a tin-lined wooden case, the cost of which
had to be deducted from the price. The Manchester
exporter bought these goods in the unbleached state,
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or, as they say in Lancashire, “in the grey”. But
the goods needed bleaching before shipment, so the
charge for bleaching had also to be deducted from
the price of sixpence farthing. They also deducted
for the loss of interest on the cost of the grey cloth
while the goods werc being bleached, because they
paid cash for the grey cloth and only received their
money back when the goods were shipped.

Having made all these calculations, Rathbone
Baxter & Co., Ltd., knew how much they could
then afford to offer to the manufacturer, the Black-
burn Weaving Co., Ltd., who wove the unbleached
cloth. In order to make a profit on the goods, they
would offer the Blackburn Weaving Co., Litd., some-
thing less than the nett price which G. Townsend,
Ltd., in Shanghai was willing to pay, that is,
the figure which represented the resultant price
after taking into consideration all the deductions
enumerated.

The Blackburn Weaving Co., Ltd., before decid-
ing whether they could accept Rathbone Baxter &
Co., Ltd.’s offer, had also to make certain calcula-
tions in order to sece whether they could accept the
price. The Blackburn Weaving Co., Ltd., had made
this cloth before for Rathbone Baxter & Co., Ltd.,
and had bought the yarn from which it was woven
from the Diamond Spinning Co., Ltd., of Oldham.
In order to produce exactly the same quality of
cloth again they would have to buy the same quality
of yarn as that which they used to weave the cloth
on former occasions. They, therefore, wished to buy
their yarn again from the Diamond Spinning Co.,
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Ltd., of Oldham and informed this firm of the price
which, according to the calculation they had made,
they could afford to pay and yet leave a margin of
profit on the transaction. The spinners (the Diamond
Spinning Co., Ltd.), however, could not accept, as
the price was too low. The Blackburn Weaving Co.,
Ltd., therefore told Rathbone Baxter & Co., [itd.,
that they would require }d. per yard more than the
price which was proposed to them. This latter firm
cabled this information to GG. Townsend, Ltd., in
Shanghai, who asked Mr. Chang if he was willing
to pay the increased price. Mr. Chang said “Can
do”’, and G. Townsend, Ltd., cabled to Manchester
accepting the price. Rathbone Baxter & Co.,
Ltd., then bought the goods from the Black-
burn Weaving Co., Ltd., who in their turn bought
the cotton yarn from the Diamond Spinning Co.,
Ltd.

How did the Diamond Spinning Co., Ltd., obtain
cxactly the correct quality of cotton which they
required to spin the yarn, in order to give the same
quality of cloth which the Blackburn Weaving Co.,
Ltd., had sold on previous occasions to Rathbone
Baxter & Co., Ltd., who exported it to G. Townsend,
Ltd., in Shanghai, who sold it to Mr. Chang, who
sent it to Mr. Feng in Shan-si, who sold it to little
Mrs. Wu, who insisted on having the same “Nine
Dragon Chop” which she had always bought?

The Diamond Spinning Co., Ltd., had many
customers for this special quality of yarn spun from
a special brand of cotton which they had always
bought as the B.A.Z. mark, from Birdhead & Co. in



64 SREDIT AND INTERNATIONAL TRADE cHaP.

Liverpool. As we know, that Liverpool firm in their
turn, purchased this cotton from Silas J. Hocking
in New Orleans, who obtained his supplies, in part,
from the cotton grown by Hezekiah Godbehere.

The Diamond Spinning Co., Ltd., knew that they
always used a certain amount of this B.A.Z. cotton
annually, and in order to make sure that they would
be able to obtain it when required, bought it in
November from Birdhead & Co. in anticipation of
their requirements and for delivery one-third of the
quantity in May, one-third of the quantity in June,
and the remaining third in July. They bought 300
bales, but they did not fix the price of the cotton at
the time at which they bought it. The B.A.Z. mark
was superior to the standard quality of “MipprING”
as fixed by the Liverpool Cotton Association. In
November it was worth 75 “points on”, that is
seventy-five hundredths of a penny more than the
standard “MipprLing”, and although the Diamond
Spinning Co., Litd., did not wish to fix the price
in November which they would have to pay for the
cotton in May/June/July, they did wish to fix this
basis of 75 “points on”” which would be in addition
to the price of standard “MipprLiNG”. Birdhcad &
Co. only paid 50 “‘points on”” when they bought the
cotton from Silas J. Hocking, so that when they
sold it to the Diamond Spinning Co., Ltd., at 75
“points on” they made twenty-five hundredths,
which is equal to }d. per lb. profit. If the B.A.Z.
mark had been an inferior quality to ‘“MippLING”,
it would have been sold at a certain number of
‘“points off”” MIDDLING.
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When the Diamond Spinning Co., Ltd., received
their order for yarn from the Blackburn Weaving
Co., Ltd., in May, they calculated the price which
they were offered for the yarn on the basis of 75
“points on” the price of standard ‘“Mippring”
cotton ruling on the day when they were offered
the order from the Blackburn Weaving Co., Ltd.
They then told Birdhead & Co. in Liverpool that
they wanted 100 bales delivered out of their con-
tract in May at this price. This is termed ‘“‘calling”
the cotton, and after calling the 100 bales the
Diamond Spinning Co., Ltd., had still 200 bales
“to call” out of their contract.

Why did Birdhead & Co., who were not specu-
lators, sell cotton in November to the Diamond
Spinning Co., Ltd., at a price which would not
be fixed till May/June/July, and on which they
would lose if the price of cotton fell from the time
they had purchased it until the Diamond Spinning
Co. “called” it? Birdhead & Co. safeguarded them-
selves in exactly the same way as Silas J. Hocking
had done, that is to say they ‘“put out a hedge”.
When they bought their cotton they sold “futures”
for delivery May/Junc/July, and when the Dia-
mond Spinning Co., Ltd., wanted the B.A.Z. cotton,
they delivered the actual cotton to them at the
market price and bought enough cotton in the
market to enable them to fill their contract for
the sale of the “futures’” which they had made in
November.

To summarize this short history. Mrs. Wu bought

the Nine Dragon Chop cotton cloth from Mr. Feng
F
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in Shan-si. Mr. Feng, in order to replenish his sup-
plies, ordered further quantities from Mr. Chang in
Shanghai for delivery nine months ahead. Mr.
Chang ordered the cloth from G. Townsend, Ltd.,
in Shanghai, who bought it from Rathbone Baxter
& Co., Ltd., in Manchester. This latter firm gave an
order to the Blackburn Weaving Co., Ltd., to make
the cloth who, in their turn, bought the yarn from
the Diamond Spinning Co., Ltd. This firm (although
they had not fixed the price) had some time pre-
viously entered into a contract to buy the special
cotton they required from Birdhead & Co., in Liver-
pool, who obtained it from stock held by Silas J.
Hocking, in New Orleans. This cotton was known as
the B.A.Z. mark and part of it had been bought by
Silas J. Hocking from Marcus B. Levine, who had
acquired it from John B. Robinson, who obtained it
from Hezekiah Godbehere’s crop. So that it was
really Mrs. Wu (and of course thousands of other
women) who caused Hezekiah Godbehere’s cotton to
be sent from Mississippi to Lancashire, where it
was made into cloth and sent out to China.



CHAPTER 1V

COTTON SPINNING, WEAVING, AND MERCHANTING

Part I

WE must now examine the means by which the
different people involved in these transactions in
Lancashire were paid, and what part credit played
in providing the necessary money. We must com-
mence with the spinner, but, in order to understand
the position, it is necessary to say something about
thé origin of spinning firms in Lancashire. These
may, perhaps, be classified under four headings.
First there are the very old firms; the history of a
few going back as far as 150 years. These firms had
very small beginnings. They may have been started
by an operative spinner who hired a room and a
few spindles; profits were made, the profits were
put back into the business and probably, sometime
during the last fifty years, the business was turned
into a private limited company, usually all the
shares of which are still held by members of the
original family and their friends. A private limited
company may not have more than fifty shareholders,
and it is under no obligation to publish its balance-
sheet. In some cases, however, some of these old
concerns were formed into public companies, the
shares being held, not only by the family, but also

by members of the public.
67
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The second type of spinning companies, formed
about the end of the nineteenth century, consisted
at that time of new businesses, the shares of which
were generally subscribed by the families of the
people who were to manage the business, and by
their friends. There were, as a rule, no debentures
issued (¢.e. no money was obtained by loan against
security of the machinery and buildings), but opera-
tives and other employees, and outsiders who
wanted a short-term investment, were allowed to
deposit with the company sums of money bearing
4 or 59, interest per annum, which deposits were
payable on demand or short notice (Credit instru-
ment No. 22). These deposits in the spinning firms
(in which respect they differed from loans ‘by
employees in other trades) were not invested in
good securities outside the business and held as a
separate fund, but the money was used in the
business, and not separated in any way from the
other moneys of the concerns.

The third type of mill was similar to the second
type, except that it was formed in the boom of
1907 and the architects, builders, machine makers,
and other suppliers often took a proportion—per-
haps 20 or 259%,—of the sums owing to them in the
shape of shares in the company. In some cases even
spinners and other operatives took shares in order
to be employed in the mill.

The fourth type has brought great disaster to
Lancashire. In 1920 there was an enormous boom
during which profits were very large, and this
opened up a great field for the enterprise of com-



v SPINNING, WEAVING, AND MERCHANTING 69

pany promoters. They suggested to the owners
of the mills that their buildings and machinery
should be revalued, and that new companies should
be formed with a capital based on the then earning
power, which was five or six times greater than that
previously carned on the original capital. For ex-
ample, they would offer the owner of a mill to
purchase the business which had a capital of
£100,000 for perhaps £300,000 in cash and £300,000
in shares of the new company which they intended
to form, and at the same time they would sccure
a rich harvest for themselves. They would raise the
£300,000 cash by selling shares in the new company
to the public. The gambling fever hecame very
widespread, and operatives, small shopkeepers,
clerks, and others, all wanted to buy shares in
the companies which had taken over the old con-
cerns. In the great majority of cases these people
had little or no money with which to do this, so
the company promoters arranged that part of the
new shares should only be partly paid up, that is,
that a man could acquire a £1 share for 2s. 6d.
or 5s. cash, the remainder being a liability, which
he might be called upon to meet should neccessity
arise; but in those halcyon days it was not expected
that the necessity would ever arise, as it was
thought that the mills had more than enough
money with which to carry on their businesses.
These reconstituted firms (which are called in
Lancashire “turnover” firms) issued no debentures,
but still continued to take deposit loans from their
operatives and others. In certain cases the ‘‘turn-
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over”’ mills were formed into large amalgamations
of several companics, and these amalgamations
did issue debentures to the public against their
land, buildings, and machinery.

The company promoters had to find the cash
which they had to pay to the people who had sold
the old companies to the new owners. The promoters
could not obtain this cash until they had sold the
new shares to the public, or in some cases, obtained
deposit loan money, or made profits. They, there-
fore, borrowed money from the banks on behalf
of the new companics. As long as the boom was in
full swing, these loans were paid back directly the
public subscribed for the new shares, but when the
boom came to an end, the public suddenly would
not subscribe for any new shares and there was no
money with which to repay the banks. The banks
then insisted that they should receive as sccurity
what is known as “a floating charge” on all the
asscts of the new companies (Credit instrument
No. 23), that is, not only on the land, buildings, and
machinery, but also on any stocks of yarn or cotton
belonging to the companies and any debts due to
the companies including the liability for uncalled
capital on the partly paid-up shares, for which the
operatives, clerks, shopkeepers, and others who
had bought these shares were responsible.

These debts, owing by the new companies to the
banks,were increased because of thelosses which were
sustained when the slump came, and these losses,
which persisted for a long time, eventually forced
other mills which had not originally been indebted
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to the banks, to borrow from them also against “a
floating charge’ on their assets. The effect of these
“floating charges’ is—in the event of a liquidation
—to put the banks in the position that they are
paid off before any other creditors of the company,
including the loan-holders.

These transactions illustrate two direct forms
and one indirect form of credit which the mills
obtained. The money deposited by the loan-
holders was lent to the company and was a direct
form of credit, as was the money obtained from the
banks on the security of the “fixed” and “‘floating”
assets of the company. These assets, however, were
increased by the liability of the holders of the
partly paid shares for the amount of the uncalled
capital, and this liability to the companies enabled
them to obtain larger loans from the banks than
they could otherwise have done, and this may be
considered a form of indirect credit.

The methods which have been described were
the main sources of credit obtained by the spinning
mills, but formerly the Liverpool cotton brokers
often gave credit to the spinners by drawing billy
on them payable after two months. Owing to the
bad position of the Lancashire spinners, this credit
has ceased and all cotton has now to be paid for on
the tenth day after delivery, and, in the case of weak
firms, very often on delivery. This facility having
been withdrawn, the hiatus has been made good
either by calling up and using the balance of
partly paid capital, or by increased loans from the
banks. The banks occasionally advance money on
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cotton for spinning companies, such cotton being
warehoused in the bank’s name. This is frequently
done where cotton is bought from India or from
Egypt, the shipment being financed against a bank
acceptance credit, as in the case of Birdhead
& Co.

The only other form of credit which spinners
enjoy is that accorded by the suppliers of mill stores,
coal, oil, and other neccessaries. These things are
usually paid for on the average about six weeks
after delivery, and very often after the stores have
been consumed, and the yarn into whose cost they
have entered, has been paid for.

After the yarn has been spun in the spinning
mills, it is sold to those firms whose business it is to
weave it into cloth. For this purpose credit again
plays some part.

The weaving sheds in Lancashirc are mostly
cither private family firms or private limited com-
panies, the shares of which (with few exceptions)
arc held by the founders of the firms and their
friends. Until recently the credit which these firms
obtained from their suppliers of yarn and mill stores
did not, as a rule, exceed three weeks. Generally
speaking, their working capital was sufficient for
their purposes; but it sometimes happened that
they held unusually heavy stocks of yarn, and in
order to pay for these they required money. It might
be they were short of money because they had to
give extended credit to their merchant customers
or hold up deliveries of goods for them owing to
bad conditions ruling in their markets. Under
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these circumstances, the manufacturers ! sometimes
found it necessary to have recourse to their banks.
The bank would examine their balance-sheets, and
if the concerns which required temporary accom-
modation were good and had been making profits,
the bank would grant an overdraft on the strength
of the surplus of assets over liabilities. This is
usually a verbal agreement and there is no credit
instrument used. In more recent years many weav-
ing concerns have made no profit and have even
made losses. Balance-sheets do not look as healthy
as they formerly did, and the banks, before granting
overdrafts, would now require some security. This
sccurity might take one of two forms. It might be
a ‘specific charge on the “fixed assets”, d.e. the
land, mill, and machinery, which of course always
remain the same, and a floating charge (Credit in-
strument No. 23) on the “‘liquid assets™, ¢.e. on the
stock and book debts, which, of course, do change
from day to day. Or, on the other hand, it might
take the form of collateral security, perhaps in the
shape of a deposit with the bank of some bonds or
other sccurities belonging to the directors and their
friends, or possibly a guarantee to the bank by the
directors or their friends of the overdraft which the
bank granted to the company.

The merchant who buys the goods from the manu-
facturer also requires credit. He pays the manu-
facturer seven to ten days after receipt of the goods,
and unless they are to be shipped abroad in the

1’

1 In the Lancashire cotton trade the term ‘“‘manufacturer’
applies to the owners of the weaving sheds.

only
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)

‘“grey’’ state, they require dycing, bleaching, or
printing, which may take a couple of months. Dur-
ing this time the merchant is out of his money,
while his own capital may, to a large extent, be
locked up in credit which he has given to those
customers upon whom he does not draw bills. The
conditions under which he can obtain loans or over-
drafts from his bank are similar to those which we
have outlined in the case of the manufacturers,
except that the merchant has, as a rule, no fixed
assets which he can give to the bank as sccurity.
Whether his bank will or will not require security
will depend on the financial strength of the firm,
its reputation, and its profit-earning capacity.
During the present century there has grown up
another system by which merchants obtain credit
from their banks or possibly from London finance
houses. By this method they pledge the actual goods
which arc in process at the bleachers, dyers, or
printers (Credit instruments Nos. 24, 25, and 26).
This system is not looked upon with much favour
by the banks. While they are in process at the
bleachers, dyers, or printers these firms have a lien
or charge on the goods belonging to the merchant.
This lien is not only for the value of the work done
on these specific goods, but extends to any money
which may be owing by the merchant to the process-
ing firms. The banks, therefore—if the security
has to be realized because the merchant cannot pay
his debts—never know how much will be left for
them after the dyer, printer, or bleacher has been
paid. It is, perhaps, mainly for this reason that they
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look with little favour on this method of giving
credit.

The merchant pays the dyer, printer, or bleacher
for work done on his goods, towards the end of the
month following that in which the goods have been
returned to him in the finished state.

Thus up to this point, 7.e. until the goods are
ready for shipment, the credit which the merchant
receives is first, seven to ten days on the unfinished
cotton cloth; sccondly, an average of about five to
six weeks from the bleacher, dyer, or printer on the
cost of the work which he has done on the cloth;
and thirdly, sometimes an overdraft from his bank
to carry him over the time while the goods are in pro-
cess. The credit which he receives on exporting the
goods will be dealt with in the next chapter.
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Parr 11
CREDIT INSTRUMENTS

Credit instrument No. 22 is the receipt given by
the Diamond Spinning Co., Ltd., to one of its loan
depositors, Ebenezer Murgatroyd, and calls for no
comment,

JREDIT INSTRUMENT NO. 22. SPINNER'S LOAN
ACKNOWLEDGEMENT

No. 499 :Ht No. 499
DUPLICATE. K THe DiaMoND SPINNING Co.ltd
Loan Acknowledgment, OLDHAM ga'"‘“‘? T 1920

Folio Q1.
Dats . 10
fomsany 18- tapin 101 # Directors’ Receipt,
Vo 8 ? P's 1 '-jiTn._mA_sz%M boyd o
aiiros 131 MQ‘{ v S
- Oedl‘w' - We hare pleasure in notifying you that Loan 4
. by your Loan Account wnth thrg
e S P %! Company was duly credited wnth Helue .. Pounds
T st i $ LB Shllinge, and Sk Pene, on dhe 138 qou 920
.%.Pm" Q:lon b4 4| The total sum at your credit is now £ &6 "
! It this amount differs from your Loan Book we shall be glad to

— —-——«-_—.‘ ‘ o f/-TAW‘ rtr

— . Tmfer. «  Secretary.
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Credit tnstrument No. 23 is the “floating charge”
which the Diamond Spinning Co., Ltd., give to the
bank as security for a loan. It is a long document
containing many clauses setting out the conditions
under which the loan is granted. The effcct of the
document is to give to the bank as security for any
money owing at the time, or which might become
owing:

(1) The mill, machinery contained therein, and

the freehold land on which it was built.

(2) All the other assets of the Company, present

and future, including uncalled capital and the
goodwill of the concern.

Further, the Company undertakes:

(a) To pay to the bank on demand any money
which may be owing. This enables the bank
to demand payment at any time, and if not
paid, to scll the security.

(b) That the bank’s security shall rank before
any other sccurity and that the Company will
not dispose of any of its assets.

(¢) That any money received for uncalled capital
shall be paid to the bank and no uncalled
capital will be called up without the consent
of the bank.

(d) To supply all information regarding its affairs
to the bank when required.

(e) To keep its property insured.

Banking students wishing to make a closer ac-
quaintance with this type of document should con-
sult Grant’s Law of Banking or Hart’s Banking, and
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those secking legal knowledge on these instruments
should consult Coote’s T'reatise on the Law of Mort-
gages or other standard text-books.

CREDIT INSTRUMENT NO. 23.—FLOATING CHARGE

Turs INDENTURE made the seventeenth day of January One
thousand nine hundred and thirty-three Between THE
Diamonp SpINNING CoMPANY LimITED, whose registered
office is situatc at Diamond Mill, Oldham, in the County of
Lancashire (hereinafter called ‘‘the Company’’ which expression |
shall where the context requires or admits include the assigns |
of the Company) of the one part and THE LANCASHIRE &
CHESHIRE BANK LIMITED, whose registered office is situate at |
12 Mosley Street in the City of Manchester (hereinafter called |
“the Bank’ which expression shall where the context requires
or admits include the assigns of the Bank) of the other part.
WHEREAS the Company has at the request of the Bank
agreed to give to the Bank such security as is hereinafter
contained as well for the moneys (if any) now owing as for ,
any moneys which may hereafter during the continuance of
this security become owing by the Company to the Bank
either alone or jointly or otherwise as hereinafter mentioned
NOW THIS INDENTURE WITNESSETH that in pursuance of the
said Agreement and in consideration of the premises the
Company as beneficial owner hereby charges in favour of |
the Bank with the payment to the Bank of all and every sums |
and sum of money for which these presents are hereinafter |
declared to be a security FirsT the premises described in the
Schedule hereto (hereinafter called the specifically mortgaged .
premises) and sEcoNDLY the undertaking and goodwill of the !
Company and all its other property assets and rights whatso-
ever and whatsoever both present and future including its
uncalled capital for the time being (all of which premises
secondly hereby charged are hereinafter referred to col-
lectively as the general assets). '

[Here follow the usual Clauses and Signature.]
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Credit instrument No. 24 is an instruction from the
Manchester exporting merchants, Rathbone Baxter
& Co., Litd., to the Quicksilver Bleaching, Dyeing &
Finishing Co., Ltd., instructing the latter to hold
the goods mentioned in the schedule to the order of
the London & Manchester Bank, Ltd. The point
which calls for comment are the words “subject
only to your lien for charges for work done to the
goods”’. This means that the Quicksilver Bleaching
Co. has a prior claim on the goods to the claim of the
bank, but only for the amount of the cost of the
work which the Quicksilver Bleaching Co. has done
on the goods. The general lien referred to on page 74
will thus not operate in this case.

CREDIT INSTRUMENT NO. 24—INSTRUCTION TO HOLD
TN TRUST

Enclosure 2nd October 1935

To

THE QUICKSILVER BLEACHING, DYRING & FinisniNg (Yo, L,
DROYLSDEN

DEAR Sirs,

We have handed you goods as per Schedule hereunder.
Please hold the same to the order of LoNDON & MANCHESTER
Bank Lrb. MANCHESTER, subject only to your lien for charges
for work done to the goods.

Will you kindly sign and forward to the Bank the enclosed
acknowledgement.

(Signed) RATHBONE BAXTER & CO. LTD.
Director, AMos BAXTER.

SCHEDULE

Description of Goods

500 pieces 32 inches 120 yards Shirting—Lot 340
(part delivery against order No. 312)
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Credit tnstrument No. 25 pledges the goods to the
bank as security not only for the specific loan
relating to these goods, but for any other money
which Rathbone Baxter & Co., Litd., may owe at
the time or at some future time to the bank. Tt is
a continuing security; that is to say, even if this
specific loan is paid off, as long as the bank holds
the sccurity, it is available as security against any
other monecy owing, or against any fresh loan which
may be made.



CREDIT INSTRUMENT NO. 25.—PLEDGE OF GOODS

E 2nd October 1935

i To THE LoNpON & MANCHESTER BaNKk L.
DEAR S1rs,

We have delivered to  The Quicksilver Bleaching, Dyeing, &

Finishing Co. Ltd. Droylsden,  goods as per Schedule here-
under to be held to your order.

In consideration of advance made and/or to be made to us
from time to time we hereby charge thesaid goods in your favour
as a continuing security for the payment to you on demand

guarantees and either alone or jointly with another or others
with interest, banking charges and expenses.

may have or might have had apart from this security.

We will keep the said goods fully insured against all risks
and will, if required, deposit with you the policies of insurance
and’ insurance cover notes and premium receipts, and in the
meantime will hold in trust for you such policies and all
moneys received under them.

Dated this second day of October nineteen hundred and
thirty-five.

(Signed) RATHBONE BAXTER & CO. LTD.

. 6d.
Director, AM0S BAXTER. ‘
SCHEDULE
123—84&8.1/25. . ) I
Description of Goods. Value.
500 Pieces 32 inches 120 yards
Shirting—Lot 340 £750 ( 0 |0

of all sums and liabilities now due or hereafter to become
due from us to you upon any account whatsoever including

This is without prejudice to any other lien which the Bank |
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Uredit instrument No. 26 is a confirmation from
the Quicksilver Bleaching Co. to the bank that they
hold the goods for the bank, subject only to their
lien for charges for work done on these specific
goods. The instrument also informs the bank that
the goods are insured by the Quicksilver Bleaching
Co., and that any money which may eventually be
received under the policies, belongs to the bank,
subject to the above-mentioned lien.

CREDIT INSTRUMENT NO. 26.- CONFIRMATION OF LIEN
3rd October 1935

To Tue LoNpON & MANCHESTER BANK LD,

DEAR SiRs,

We have received from Messrs. Rathbone Baxter & Co.

Led.  goods as per Schedule hereunder which we hold to your
order subject only to our lien for charges for work done to
the goods.

As regards all such goods for the time being insured in our
name we undertake in case of damage or destruction by five
that the money payable under the Policies shall belong to you
subject only to our lien as aforesaid.

(Signed) THE QUICKSILVER BLEACHING, DYEING &
FINISHING CO. LTD.

Director, W. TwEMLOW.

Secretary, HENRY KAROLSON.

SCHEDULE

Description of the Goods.

500 Pieces 32 inches 120 yards Shirting—Lot 340



CHAPTER V

'NPORT OF COTTON (GOODS FROM MANCHESTER,
AND MARKETING IN CHINA

Parr |

WE may now return to our story and desceribe how
the shirting cloth which was manufactured by the
Blackburn Weaving Co., Ltd., and sold to Rathbone
Baxter & Co., Ltd., was dealt with by the latter
firm.

When G. Townsend, Ltd., sent the order in May
for the cotton cloth to Rathbone Baxter & (‘o.,
Ltd., the former immediately opened a credit in fav-
our of Rathbone Baxter & Co., Ltd. This eredit was
opened with the China Exchange Bank, Ltd., in
Shanghai, and by it the bank instructed their
branch in London to make cash advances to Rath-
bone Baxter & Co., Ltd., for the value of the goods
which they had to ship to G. Townsend, Ltd., in
Shanghai, in December. Although the bank could
sancel this credit before the goods were shipped (as
it was not an irrevocable credit), this would not be
done in normal circumstances, and so by the open-
ing of the credit, Rathbone Baxter & Co., Ltd.,
were assured that they would be able to get their
money in London in December when they shipped
the goods. (Credit instrument No. 27).

When the goods were ready, they were packed
83
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and forwarded to Birkenhead to be put on a
steamer sailing for China. Rathbone Baxter & Co.,
Litd., procured from the shipowner a Bill of Lading,
that is a receipt for the goods, and insured the goods
against loss or damage on the voyage to the Far
East. They made out their invoices, charging the
goods to G. Townsend, Ltd., in Shanghai. Having
done this, they sent the Bill of Lading, Insurance
Policy, and invoices to the China Exchange Bank,
Litd.,in London, accompanied by a Bill of Exchange,
drawn by them on G. Townsend, Ltd., and instruct-
ing that firm to pay the amount stated in the Bill
of Exchange (which sum was for the value of the
goods shipped). The Bill of Exchange which G.
Townsend, Ltd., had undertaken to “accept” (Credit
instrument No. 28), was drawn at four months
sight, so that G. Townsend, Ltd., would pay it four
months after they had seen it, that is, four months
after it had been presented to them for acceptance.
Tf the bill, for any reason, could not conveniently
be paid at the end of four months, it would usually
be renewed for a further period of three months by
arrangement between the bank, Rathbone Baxter
& Co., Litd., and G. Townsend, Ltd.

To make the transaction perfectly clear, we may
explain that “opening a credit in favour of Rath-
bone Baxter & Co., Ltd.” simply means that the
China Exchange Bank, Ltd., inform them that
when the goods are shipped and the bank has re-
ceived the Bill of Lading, Insurance Policy, Invoice
and Bill of Exchange on G. Townsend, Ltd., it will
lend to the suppliers of the goods (Rathbone
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Baxter & Co., Ltd.) the amount of the bill. The
Bill of Exchange contained a clause which instruc-
ted G. Townsend, Ltd., to pay—in addition to the
amount stated on the bill—a sum equivalent to 5%,
interest per annum from the date the bill was drawn,
until the approximate time when the money, which
had been paid in Shanghai to meet the bill, would
arrive in London (Credit instruments Nos. 28, 29,
30, and 31). By this means Rathbone Baxter &
Co., Ltd., recovered the interest for the four
monthy’ interval which elapsed from the time the
bill was presented for acceptance until payment
was made, and also for the time of transit of the
bill out to China and the money back to England.
The interest varies according to the rate charged to
Rathbone Baxter & Co., Ltd., by the China Ex-
change Bank, Ltd. Rathbone Baxter & Co., Ltd.,
endorsed the Bill of Exchange, the cffect of which
was that G. Townsend, Ltd., were instructed to pay
the money when due to the China Exchange Bank,
Ltd., or to their order, 7.e. to whomsoever the bank
might, in turn, instruct it to be paid. (. Townsend,
Ltd., being in Shanghai, only possessed Chinese
dollars and not pounds sterling. In order, therefore,
to avoid all questions regarding the rate of exchange
at which the bill should be paid, a clause was in-
serted which ensured that G. Townsend, Ltd., paid
sufficient dollars to provide the necessary amount
of pounds sterling, calculating the exchange at a
rate at which the bank was willing to sell pounds

sterling for Chinese dollars on the date when the
bill fell due.
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The rate of interest which the China Exchange
Bank, Ltd., charged would usually be 19, higher
(but with a minimum of 59%,) than the rate of
discount charged by the Bank of England (bank
rate) for discounting bills, the bank’s remuneration
being included in the rate of interest which it
charged on the loan.

Under certain circumstances there is a cheaper
method by which Rathbone Baxter & Co., Ltd.,
might obtain their money against the bill which
they drew on G. Townsend, Ltd. If the rate for dis-
counting bills in the London discount market were
very low, the China Exchange Bank, Ltd., instead
of lending cash to Rathbone Baxter & Co., Ltd.,
might allow them to draw a bill on the China Ex-
change Bank, Ltd., in London (Credit instruments
Nos. 32 and 33). Rathbone Baxter & Co., Ltd.,
could discount this bill with their own Manchester
bank or with a London discount broker at a ratc
which (after paying the commission of the China Ex-
change Bank, Ltd., and the other charges for their
services) would work out cheaper than if they had
borrowed the cash from the China Exchange Bank,
Ltd., at 59, or 19, over the Bank of England rate,
whichever was more (Credit instrument No. 34).
For example, if Rathbone Baxter & Co., Ltd.,
could discount a bill on the China Exchange Bank,
Ltd., for 29, per annum, and if the bank’s charge
for ““accepting’ the bill were 119, per annum, then
the credit would cost Rathbone Baxter & Co., Ltd.,
31% per annum, plus bill stamp and collecting
commission, instead of the 59, which they would
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have to pay if they obtained a cash loan from
the bank. Where a cash advance is taken from the
bank, intecrest is only charged from the date of the
advance until the bank is paid, so that if part of
the goods, against which the bill is drawn, is de-
livered before the maturity of the bill, a rebate
of interest would be allowed on this part for the
unexpired period of the bill. In this respect the
system of taking a cash advance has an advantage
over the method of drawing a bill on the bank in
London, for in the latter case the charge for dis-
counting the bill is payable for the full period for
which the bill runs.

By one of the two means, credit was given by
Rathbone Baxter & Co., Ltd., in Manchester to
G. Townsend, Ltd., in Shanghai for a period of at
least four months in addition to the time that the
mail took for the voyage and for the time necessary
to bring the money back to England. Rathbone
Baxter & Co., Ltd., were enabled to grant this
credit through the help of the China Exchange Bank,
Ltd., and possibly through the additional help of
their own Manchester bank, or a London discount
broker, if they used the second method of obtain-
ing credit from the China Exchange Bank, Ltd.

When the goods arrived in Shanghai, the Bill
of Exchange drawn on G. Townsend, Ltd., was
presented to them by the China Exchange Bank,
Ltd., and the firm wrote across it the word “‘Ac-
cepted”’, which meant that they were willing to
pay the bill when due. They then advised Rathbone
Baxter & Co., Ltd., in Manchester that they had
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accepted the bill (Form No. 31). Having once “‘ac-
cepted” the bill, they could not refuse to pay it, cven
if the goods turned out to be not in accordance with
theirorder. In sucha case they would, of course, have
a legal claim against Rathbone Baxter & Co., Ltd.,
in Manchester, but in any event they would have to
pay the amount of the bill to the China Exchange
Bank, Ltd. It is obvious that the banks would not
grant credit freely if their reimbursement could be
affected by disputes between buyer and seller.

The Bill of Exchange having been “‘accepted” and
the goods discharged from the ship, they were placed
in a bonded warehouse in Shanghai, that is, a ware-
house under the control of the Chinese Customs
authorities. It was not necessary to pay import
dutics on them until they were taken out of this
warehouse. They were placed in the warchouse
cither in the name of the bank or in the name of G.
Townsend, Ltd. In the latter event G. Townsend,
Litd., would sign a receipt saying that they held
the goods in trust for the bank. During the time
that they remained in the warehouse, G. Towns-
end, Litd., was obliged to keep them insured against
fire (Credit instruments Nos. 35 and 36).

Mr. Chang, the Chinese who bought the goods
from G. Townsend, Ltd., was advised by the latter
firm when the goods had arrived. According to the
general custom he could only obtain possession of
the goods by paying cash for them, but he was at
liberty to leave them lying in the warehouse for
two months before he need take delivery—a period
which in bad times is often extended. The interest
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for the two months was included in the price of the
goods, but Mr. Chang was liable to pay interest for
any longer period for which he left them in the ware-
house. Although Mr. Chang received the goods only
when he paid for them, the arrangement by which
they could lie in the warehouse until he was ready
to pay, was in itself a kind of credit, and pending
delivery of the goods to Mr. Chang, G. Townsend,
Ltd., could obtain a loan from the bank against the
security of the goods, provided they had paid Rath-
bone Baxter & Co., Litd.’s Bill of Exchange.

Rathbone Baxter & Co., Ltd., did business in
other parts of the world, and in some countries they,
or their Europcan customers, allowed the native
dealers to receive delivery of the goods on arrival
against their promisc to pay; so that these dealers,
because they had the goods in their possession and
could scll them, enjoyed a greater degree of credit
than that which was accorded to the Chinese mer-
chants in Shanghai who received the goods only
when they paid for them.

Mr. Chang, when he obtained delivery of the
goods, had to send them to the shopkeeper Mr.
Feng in Shan-si. It took a long time for the goods
to reach Shan-si, and cven then Mr. Feng could not
pay for them until he had sold them, because his
stock in his shop was always much greater in value
than the amount of his capital, so that he was
obliged to obtain credit from Mr. Chang. Mr. Chang
in his turn, also had to obtain credit in order to be
able to give credit to Mr. Feng and his other cus-
tomers, for he did a large business, and the value of
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his stock plus the amount of money owing to him at
any onc time was always greater than the amount
of his capital. _

We must now consider how Mr. Chang obtained
his credit. Twice a year every Chinese settles his
debts; once at the Midsummer Festival, and once at
the Chinese New Year. After the New Year settle-
ment, the Chinese merchant goes to hisnative banker
andarranges with him foranoverdraftsufficient,with
his own capital, to enable him to carry on his busi-
ness and give credit to his customers. If his banker
was the old-style native bank, Mr. Chang would ob-
tain his overdraft purely on his personal standing,
and possibly without giving the bank any security;
his overdraft might be as much as five or ten times
his own capital but a very high rate of interest would
be charged, that is anything from 129/ per annum
upwards. Not every firm could obtain an overdraft
without sccurity, but only approved firms, the
standing of whose partners was well known to the
bank. In recent years, modern Chinese banks have
come into existence which work on the same prin-
ciples as the foreign banks. They charge a much
lower rate of interest than the old-style native bank,
probably from 69, per annum upwards, but they
give no overdrafts to anyone without security
(Credit instrument No. 37).

Mr. Chang, havingarranged hisoverdraft,obtained
from his native bank a “native bank order” for the
amount which he had to pay to G. Townsend, Ltd.,
in order to obtain delivery of the goods which he
wanted to send to Mr. Feng in Shan-si. This native
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bank order is a promissory note of the Chinese bank
promising to pay the sum stated on it after ten
days. These native bank orders are accepted by
the European banks in China as the equivalent of
cash. Mr. Chang paid this native bank order to (.
Townsend, Ltd., who took it to the China Exchange
Bank, Ltd., with which they had pledged the goods,
and obtained a release note from the bank author-
izing the warchouse to deliver the goods (Credit
instrument No. 38). This release note was then
handed to Mr. Chang, who obtained the goods from
the warehouse and put them on a steamer in Shang-
hai which transported them to the nearest port from
which they could be sent to Mr. Feng in Shan-si.

Mr. Chang could now wait for his money to come
from Mr. Feng and then pay it into his native bank,
or (since the growth of modern banks in China), he
could draw a bill on Mr. Feng and take it with the
Bill of Lading and Insurance Policy to the modern
Chinese bank and obtain an advance against the
sccurity of the Bill of Exchange and the Bill of
Lading in cxactly the same way that Silas .J.
Hocking sent his cotton to Birdhead & Co. in
Liverpool, and as Rathbone Baxter & Co., Ltd.,
financed the shipment of their goods to .. Towns-
end, Ltd., in Shanghai. Mr. Feng who, in his turn,
gave credit to his customers, would obtain credit
from his native bank, probably without giving
it any sccurity. These native banks are private
partnerships of unlimited liability, in addition to
which their liabilities are guaranteed by the Native
Bankers’ Guild.
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Our transaction in Chinese shirting is now com-
plete. We have seen that, from the negro cropper
to Mrs. Wu (who received fifty dollars’ credit from
Mr. Feng), the whole business was carried on by
credit. Nothing tangible had been exchanged; it had
all been done by bits of paper. Although the negro
cropper, and all the manufacturers and merchants
in the chain of transactions, were paid, America
received no commodity or service in exchange for
her cotton, nor did the United Kingdom reccive
any goods in payment of the labour, ete., which
she expended in manufacturing the raw cotton into
shirts.

We must remind ourselves here of what we said
at the conclusion of Chapter I. When we say that
America and the United Kingdom reccived no
commodities in exchange for the cotton and cotton
goods, we do not mean that these countries re-
ceived no goods and services in exchange for all the
goods which they exported and all the services
which they rendered. America, however, sends more
to the United Kingdom than she receives from the
United Kingdom, and the United Kingdom sends
more to China than she reccives from China, and
in our story, no goods or services have been ex-
changed up to this point in payment for these sur-
plus exports, visible and invisible. In order to see
how America and the United Kingdom ultimately
were paid, we must carry the transactions four
stages further.
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ParT 11

CREDIT INSTRUMENTS

Credit instrument No. 27 is the credit which G.
Townsend, Ltd., in Shanghai opened with the China
Exchange Bank, Ltd., in favour of Rathbone
Baxter & Co., Ltd. Through this document the
opening of the credit is advised to Rathbone
Baxter & Co., Ltd., by the China Exchange Bank,
ILtd.’s office in London. Tt stipulates that the
freight on the goods shall be paid to Shanghai
and that all the documents shall be hypothecated,
that is pledged, to the bank. Part of these docu-
ments consists of Bills of Kxchange drawn by Rath-
bone Baxter & Co., Ltd., on G. Townsend, Ltd., in
Shanghai. The credit stipulates that Rathbone
Baxter & Co., Ltd., arc to remain responsible as
drawers of the bills in the event of them not being
paid by G. Townsend, Ltd.



CREDIT INSTRUMENT NO. 27.—LETTER OF CREDIT

"on G. Townsend, Ltd.

(Outward Bills Department)
TrHE CHiNA Excaanee Bank Lro.,
19 Lombard St., Lonpon, E.C.
Ist February 1935.

Messrs. Rathbone Baxter & Co. Ltd.,
Rathbone House,
Whitworth Street,
MANCHESTER.
DEar SIR/s,

We beg to inform you that we are instructed by the Manager
of our Branch at Shanghai to negotiate, as offered,
your documentary * Bills drawn at 4 F_I\_onths' sigh_t
to the extent of not
exceeding £1400 (Fourteen hundred pounds)

Por  full Invoice cost of 40 Cases Cotton goods

shipped to that Port.

The Bills must be accompanied by full sets of Bills of Lading,
made out to the order of the Shippers, for account of the Con-
signee, and be duly endorsed by the said Shippers, also marked
by the Shipping Company “Freight paid”, together with
Invoices and Policies of Insurance for Marine and War Risks,
all duly hypothecated to the Bank against payment of the
Bills.

Please note that this is not to be considered as heing a Bank

i Credit and does not relieve you from the liability usually

attaching to the Drawer of a Bill of Exchange, also that

" although it is considered to be open until 15/1/36

it may be cancelled by us upon giving you notice.

Bills drawn under the above-mentioned instructions must
be plainly marked “*Shanghai D/C 82/1386" and
must be accompanied by a letter quoting this reference
number.

Postage Charge at the rate of 2/- per Bill upon each Docu-
mentary Bill under £100 will be deducted by us when making

payment.
Marine and war risk insurance to be effected in England.

Yours faithfully,
(Signed) THE CHINA EXCHANGE BANK LTD.
E. PuiLLips, Manager
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Credit instrument No. 28 is the bill drawn by
Rathbone Baxter & Co., Ltd., on G. Townsend,
Ltd., in Shanghai. The bill is for £1327 : 4 : 10, but
states that interest is to be added to this sum at 59,
per annum from the date of the bill until the
approximate time of payment of the money in
London. As G. Townsend, Ltd., in Shanghai will
only have Chinese dollars, the bill stipulates that
the money shall be paid at the rate of exchange at
which the China Exchange Bank, Ltd., is willing
to sell demand drafts on London on the day the
bill is payable. The bill further stipulates that the
documents (that is the Bill of Lading and the
Insurance Policy) may only be handed over by the
bank to G. Townsend, Ltd., on payment of the bill.
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Credat instrument No. 29: This is the letter from
Rathbone Baxter & Co., Ltd., handing the docu-
ments including the Bill of Exchange to the China
Exchange Bank, Ltd., in London, and instructing
the bank to pay the amount of the advance, i.e.
the amount of the Bill of Exchange, to the L.ondon
& Manchester Bank, Ltd., in London, to Rathbone
Baxter & Co., Ltd.’s credit with the bank’s Head
Office in Manchester.
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CREDIT INSTRUMENT NO. 29.—REQUEST FOR ADVANCE
Rathbone House,
Whitworth Street,
MANCHESTER,
21st December 1935
The China Exchange Bank Ltd.,

Lonpon, E.C. 2.

DEAR Sigs,
Shanghai D|C!. No. 82[1386.

Against the credit granted in your favour of the 3lst
October 1935 we beg to hand you herein first and second of
exchange to order ourselves at four months’ sight

1 draft for £1327 : 4:10.

Attached to this draft is a complete set of B/Lading in
duplicate, Marine and War Risk Policy in duplicate and
relative invoice and copies covering goods sold and shipped to
drawees as per particulars below.

Documents are only to be given up against payment of
the hill.

Thereagainst please pay tomorrow the lst prox. the amount
of the abovementioned bill to the London & Manchester Bank
Ltd., Cornhill, E.C., to our credit with their Head Office here.

We are, dear Sirs,

Yours faithfully,

For and on behalf of

(Signed) RATHBONE BAXTER & Co. LTD.

G E. Gapson, Director

T
BN 0
LTD.
per ss. “Antenor”
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Credit instrument No. 30 is the means by which
Rathbone Baxter & Co., Ltd., pledge the Bill of
Exchange and the shipping documents to the China
Exchange Bank, ILitd., as security for their ad-
vances. This hypothecation does not refer to this
transaction only, but to all transactions of this
nature which the bank may have with the firm.
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CREDIT INSTRUMENT NO. 30.—GENERAL LETTER OF
HYPOTHECATION

General Letter of Hypothecation
To the CHINA EXCHANGE BANK LIMITED.

1. As you may from time to time purchase from or negotiate
for me/us Bills of Exchange drawn or endorsed by me/us with
collateral securities, it has been agreed between us that the
stipulations contained in this Memorandum shall be deemed
to be continuing and ambulatory, and are to apply to all cases
in which such Bills of Kxchange may at any time either
directly, or through other persons, be negotiated with or sold
to you by me/us and this Memorandum shall have the same
force until I/we shall give you notice of my/our intention to
terminate it, as if a separate Memorandum were signed by
me/us on each purchase or negotiation.

2. I/we authorize you, or any of your Managers, or Agents
or the Holders for the time being, of any such Bill or Bills as
aforesaid (but not so as to make it imperative) to insure any
goods forming the collateral security for any such Bill or Bills
of Exchange from seca risk including loss by capture, and also
from loss by fire on shore, and to add the premiums and
expenses of such insurances to the amount chargeable to
me/us in respect of such Bill or Bills and to take recourse
against such goods in priority to any other claims thereon,
or against me/us, without prejudice to any claim against any
endorser or endorsers of the said Bills, for reimbursing your-
selves, or other the person or persons paying the same, the
amount of such premiums and expenses, and also to sell any
portion of such goods which may be necessary for payment of
freight, insurance, and expenses, and generally to take such
measures and make such charges for commission, and to be
accountable in such manner, but not further or otherwise
than as in ordinary cases between a merchant and his cor-
respondent. And L/we consent to the goods being warehoused
at any public or private wharf or warehouse selected by the
Drawees or Acceptors of the Bills, unless you offer an objection
to such wharf or warehouse.
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CREDIT INSTRUMENT NO. 30 (continued)

3. I/we hereby also authorize you, or any of your Managers,
or Agents, or the Holders for the time being of any Bill or
Bills of Exchange as aforesaid, to take conditional acceptances
to all or any of such Bills, to the effect that, on payment
thereof at maturity, the Documents handed to you as col-
lateral security for the due payment of any such Bill or Bills
shall be delivered to the Drawees or Acceptors thereof, and
such authorization shall be taken to extend to cases of accept-
ances for honour. Subject nevertheless to the power next
hereinafter given, in case the Drawee shall suspend payment,
become bankrupt, or go into liquidation during the currency
of any such Bill or Bills.

4. I/we further authorize you, but not so as to make it im-
perative, at any time or times before the maturity of any Bill
or Bills of Exchange as aforesaid, to grant a partial delivery
or partial deliveries of such goods, in such manner as you or
the Acceptors of such Bill or Bills of Exchange, or their repre-
sentatives may think desirable to any person or persons on
payment of a proportionate amount of the invoice cost of such
goods, or of the Bill or Bills of Exchange drawn against same.

5. I/we further authorize you, or any of your Managers, or
Agents, or the Holders for the time being of any Bill or Bills
of Exchange as aforesaid, on default, being made in accept-
ance on presentation, or in payment at maturity, of any such
Bill or Bills, or in case of the Drawees or Acceptors suspending
payment, becoming bankrupt, or taking any steps whatever
towards entering into liquidation during the currency of
any such Bill or Bills, and whether accepted conditionally or
absolutely, to sell all, or any part of the goods forming the
collateral security for the payment thereof at such times and
in such manner as you, or such Holders may deem fit, and,
after deducting usual commission and charges, to apply the
net proceeds in payment of such Bill or Bills with re-exchange
and charges; the balance, if any, to be placed at your or
their option against any other of my/our Bills, secured or
otherwise, which may be in your or their hands, or any other
debt or liability of mine/ours to you or them, and subject
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CREDIT INSTRUMENT NO. 30 (continued)
thereto, to be accounted for to the proper parties. In caso
of loss of ship or goods insured at any time I/we authorize you,
- or the holders thereof, to realize the policy or policies, and
charge the same commission on the proceeds as upon a sale of
goods, and to apply the net proceeds, after such deductions as
aforesaid, in manner hereinbefore lastly provided.

6. In case the net proceeds of such goods shall be insufficient
to pay the amount of any such Bill or Bills, with re-exchange
and charges, T/we authorize you, or any of your Managers, or
Agents, or the Holders for the time being of such Bill or Bills
as the case may be, to draw on me/us for the deficiency, with-
out prejudice nevertheless to any claim against any endorser
or endorsers of the said Bills for recovery of the same or any
deficiency on the same: and I/we engage to honour such
Drafts on presentation, it being understood that the Account
Current rendered by .you or by such Holders, shall be sufficient
" proof of sale and loss.

7. 1/we further authorize you, or any of your Managers, or
Agents, or the Holders for the time being of any such Bill or
Bills as aforesaid, whether the aforesaid Power of Sale shall
t or shall not have arisen at any time before the maturity of

any such Bill or Bills, to accept payment from the Drawees or
. Acceptors thereof, if required so to do, and on payment to
" deliver the Bills of Lading and Shipping Documents to such
Drawees or Acceptors ; and, in that event, you or the Holders
of any such Bill or Bills are to allow a discount thereon not
exceeding five per cent per annum for the time they may have to
" run as follows (—

At one-half per cent per annum above the advertised rate

Joint Stock Banks, if payable in Great Britain.

| countries.
At the current minimum market rate of discount, if pay-
able in Germany.

r

of interest for short deposits allowed by the leading London

At the current minimum rate of discount of the National |
Banks of France, Italy and Belgium, if payable in those |

1

i
|
|
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CREDIT INSTRUMENT NO. 30 (continued)

At the current rate of rebate for Documentary Bills, if
payable in Switzerland or the United States.

At the current rate of rebate allowed by the Exchange |
Banks if payable at any place east of Suez.

8. Lastly, it is mutually agreed that the delivery of such
collateral securities to you shall not prejudice your rights on
any of such Bills in case of dishonour, nor shall any recourse
taken thereon affect your title to such securities to the extent
of my/our liability to you as above, and that notwithstand-
ing any alteration by death, retirement introduction of new
partners or otherwise in the persons from time to time con-
stituting our firm or other the style or firm under which the
business at present carricd on by us may be from time to time
continued, this Letter and the powers and authorities hereby
given are to hold good as the Agreement on the part of the
firm as aforesaid with you and that each negotiation of a Bill
or Bills hereunder is to be treated as a renewal by or on behalf
of the firm as then existing of the terms of this Agreement.
It is also agreed that you are not to be responsible for the
default of any Broker or Auctioneer employed by you for any
purpose.

Dated at Manchester this twentieth
day of ~ April ~ One Thousand Nine Hundred and
Thirty-Five
Witness to the Signature of Amos Baxter
(Signed) Mary HobpEN, Witness
SECRETARY, Occupation

RATHBONE HOUSE, MANCHESTER, A ddress of Firm

(Signed) RATHBONE BAXTER & CO. LTD.
Amos BaxTer, Director.
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Form No. 31: This is not a credit instrument but
is merely the advice which will reach Rathbone
Baxter & Co., Ltd., in due course from G. Town-
send, Ltd., advising the former firm that they have
accepted the bill of £1327:4: 10, and informing
them on which date the bill will fall due. As it
is a four months’ sight bill, that is, payable four
months after acceptance, Rathbone Baxter & Co.,
Ltd., cannot know the due date of the bill until
they know on what date G. Townsend, Ltd., have
accepted it.

FORM NO. 31.—-ADVICE OF ACCEPTANCE

PLEASE RETURN TO ——- 2%, Jenuary 1538

Messrs. RATHBONE BAXTER & Co. Ltd.
MANCHESTER

Dear Sirs,

We beg to advise having during the week accepted the following

drafts against shipment made by you
We are, dear sirs,
Yours faithfully,

For and on behalf of3-
G. TOWNSRAD LTD,

Documents against payment. VA
w 4 Konna Director,
Date op A\mlmr Dur Date -
ACCHPIANCE STravER MarKks Wb Ntwneas UsanNce N4 of Drarr
19

Jan,! 25  Antenor (4 T
4%%\ 1/4d4m/.| 1327, 4, [ 10| Moy
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Credit enstrument No. 32: This is the bill drawn
by Rathbone Baxter & Co., Ltd., on the China Ex-
change Bank, Litd., in London, becausc this method
of finance was, at that time, cheaper than taking a
cash advance from the China Exchange Bank,
Ltd.
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CREDIT INSTRUMENT NO. 32.—BANK'S ACCEPTANCE

apt 1936

Munchester 1% bunsa 1935

s oftordals fay b thoordorsyf” b dlor

frain Jraomts fom»%?l N R )
%WM& 4o

?taMonb::nal‘lt,oéé

- Director.

- Direotor,
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Credit instrument No. 33 is the letter sending the
bill (Credit instrument No. 32) for acceptance. It
should be noted that in this letter Rathbone Baxter
& Co., Ltd., undertake to give the China Exchange
Bank, Ltd., enough money to meet the bill in case
G. Townsend, Ltd., have not sent sufficient funds
from Shanghai to pay the bill at due date. The
understanding is that the bank is giving credit by
lending its name, and that it is not to be called
upon to find any cash.
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CREDIT INSTRUMENT NO. 33.—PRESENTATION FOR
ACCEPTANCE

Rathbone House,
Whitworth Street,
MANCHESTER,

21st December 1935.
The China Exchange Bank Ltd.,

Loxpon, E.C.2.
DEAR SIRS,

We have pleasure to hand you herein first and second of
exchange to order ourselves at four months’ sight

| draft for £1327:4:10.

Attached to this draft is a complete set of B/Lading in
duplicate, Marine and War Risk Policy in duplicate and
relative invoice and copies covering goods sold and shipped to
drawees as per particulars below.

Documents are only to be given up against payment of the
bill.

Thereagainst we have today drawn upon your goodselves
at four months’ date 1 draft for a like amount and this draft
we enclose for your kind acceptance and return.

We undertake to put you in funds to meet your acceptance
at maturity should proceeds not have been received from
Shanghai and at all times to keep you out of cash advance.

In settlement of your accepting commission we enclose
our cheque for £6:12:9 of which kindly acknowledge receipt.

We are, dear Sirs,

Yours faithfully,
G/\ T For and on behalf of
1B 140 e
LTD. ONE BAXTER & CO. LTD.

per ss. “Antenor”.

E. Gapson, Director. (Signed).
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Credit instrument No. 34: The cash for the above
credit instrument was found by the London & Man-
chester Bank, Ltd., and Credit instrument No. 34
shows that the bank has discounted the bill at the
rate of 1}% per annum. (This is an abnormally
low rate of discount, but discount rates during
1932-34 were lower than they had been for forty
years.)

CREDIT INSTRUMENT NO. 34.- -DISCOUNT NOTE

LONDON & MANCHESTER BANK.L!

BiLL DEPARTMENT. Manchestes, 24" Pecober, 1935
Bills discounted for Measss . FaBBRorny MBaxlacr-Go AT

Amount Due Days f Rate Discount Drawos
L

1327| #|lo]Gpat|s m.' 18] lion] 64 er‘nufe Baus 4G

IT%.‘??#IO . & ol pwzﬁa/é
P
W

C,\(]ﬂ// & freom
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Credit instrument No. 35: is an application from
G. Townsend, Ltd., to the China Exchange Bank,
Ltd., asking for the Bill of Lading in order that they
may obtain the goods from the ship, and store them
in a neutral godown (warehouse) to the order of the
bank.

CREDIT INSTRUMENT NO. 35

APPLICATION FOR:BILL OF LADING

—_———

SHANGHAI, 15th February 19%6 ,
The Manager,

CHINA EXCHANGE BANK. L4
SHANGILAL
Dear Sir,

Kindly hand to us Bill of Lading relating to csur
acceptance as stated below. We hereby agree to land and store the
goods in a neutral godown to your order and to send you Landing
Account {n due course. - X

We shall effect insurance and se‘{u‘% the Policy.
\

Youra faith &:
Q&&, & "¢, TouNsEND nn
w 5 o
\ \ DIRFCTOR,

ACCEPTANCE o BILL, OF LADING
Bﬁ:k ! Amount Due l)ale! Steamer Wharf Ma':‘,:(ﬁng:’ of
3.8 A A T
' . T
:D/C / 1327. 4. 70 I‘Hr}] 51 Anlener ?Wa:"? 6&
% 22386 T8, Jue.
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Credit instrument No. 36 is similar to No. 35
except that in this case the goods are stored in the
name of G. Townsend, Ltd., who undertake to hold
them for the bank as trustees. As the bank has been
instructed by Rathbone Baxter & Co., Ltd., only
to hand the goods over against payment, the re-
sponsibility for handing them to G. Townsend,
Ltd., without payment, rests with the bank.
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CREDIT INSTRUMENT NO. 36

TRUST RECEIPT

Iypothecated Shipping D ts)

Shanghar, 17 February, . 1986.
1o the Manager,

CHINA EXCHANGE BANK L

SHANGHAI
Dear Siv,

In consideration of your handing to gsmwlnx Decuments for goods, as per particulars at foot,
Dhypothecated to the Bank as colleteral secunty for the due payment of the undermentioned draft drawn.
upon Woplesara. Bathbone Baxter & Co, Itd. and accepted I>y§".?;t
Nherehy engage to land, store and hold the said goods as Irustee for and on behalf of the Bank, and in the
event of the goods or any portion thereof being sold and delivered before full payment of the said draft the
proceeds of such sales shall be receved by ;,!.xn Trustee for the Bank, and paid to the Bank when and as

teceived, .,‘.' at the same time specially advising the Bank of the account on which such payment Is made.

!. undertake not to sell any part of the goods on credit ug h your previous consent 1n writing

nst marine risks, and to hand

over to $he Bank all amounts received from the urance being in the meantime,

G+ TOWNSEND LTD,

IRECT(R,

ANE Amount of Bill Due Descuiption of Goods Vewel
a2 [mrd W G Shoti o e
AN
LTD.
1/40
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Credit tnstrument No. 37 shows the form that
Mr. Chang signed when he obtained his overdraft
from the modern Chinese bank against sccurity
which is mentioned on the back of the instrument.
It empowers the bank to sell the security in case
Mr. Chang should not pay back the loan on demand,
and Mr. Chang obliges himself to keep the value of
the security up to the original amount, and to find
fresh security to make up the amount if it should
decline in value.



CREDIT INSTRUMENT NO. 37

111
SECURITY FOR OVERDRAFTS.

s ——— e

CHINA EXCHANGE BANK. L

L 64 g,
CHINA EXCHANCE BANK Lt ostablished at the port of M\‘M“‘- the property,

poods, merchandise, documents and soeurity for property or money mentioned on the othor ~ide, A8 socur ity
for the paymort of all 27 yoint or several indebtedness to the said Bunk at any time and on whatsoavor

To tho

hereby gl‘(‘nowlrdgu to have doposited with the

account and more ospecially for the paymont of o, ovendraft with the s:su[ Bank to an amount not sxeeeding
20,000 (I5eul Umonosmd dolloow’)
und of intmest thoreon at the rate of 6 W) per contum per wnnum and of the costs and charges
of heeping the said proporty as a security or othcrwise incurrad 1 «otmection therewith and undet taho to do
ull things which may at any tine bo requirad by the Bunk for moro effectually manting to and maintaming
n the sard Bank an offective plodize of the said proporty, and in aso _'_almuhl who dofanlt m paying the
rard overdraft or any other indebtodnoss to the smd Bank on demnnd o at duo date as the cse may bay ot m
any other obligation by 28 heroby umlwulxun.'.hurul»y anthoriso and empowor the suid Bank to sell or
othorwise dispose of the smd proporty n such mannor as it way think most advisable without any
reforgnee to I or consent on 1 part, and J further authonse the waid Bank to renmbursa steelf for and pay
out of the procoeds of the sard proporty in the first place tho costs, chargos, and oxpangos of hooprng and selling
the property, or vtherwiso ineurred in donnection thorewith, hut so that the snid Bank shall not horesponsible,
for any loss through or by uny broker or auctioneer employ o 1n the sale of the saxl property or m any other
mannor whatover 1 1espoct of the said proporty, and 1 the next placo the smount of the sl ovordinft and
the interast and chargos theraon, and should uny balanco remam over tho said Band shall bo ontitlad to place

tho amonnt of such halanes against all or any sums or sum of money which way nt the timo of such nale by
e
-

of exchango, or other engayomont, although it shall happon that such sums or sum of monoy shall not bhe
duo at the time of sach sale and ". furthor engaye to pay on domand o the sid Bank the balanco (f any ) of
such ovordinft or uther debts romainmy unsagistied with interost and J, furthor ongag tg oxeruto dohivor and
doand do herehy appoint the said Bank and 1ts Manager or other recogised officor at °"""\\‘“"“
:‘.“ attorteys and attorney juintly and sevorally to execute deliver and do all such doods document
and acts a8 may Lo found nocessary or expadiont effectunlly to vest in the said Bank the said proporty and
documonts and to enabla 1t to soll or transfor the samoe, and _',lurthnr engrngge to koop up the value of the
sapl serunity us mentionod on the uther sida to the full amount of d"ho’“h 10000
G Uneasoud a"b@u according to the markot rate of tho day either hy paymant of monoy or
(at the option of the Manager or othor rocognised offier for the time benyg of the smd Bank at
) by doposit of other property equivalont in value to the market dotor loration of the
undermentioned property and in the ovont of 7 faihng 8o to do %, heraby authorise the sard Bank to soll
st any timo all or such portion of the said property as may he necessary for tho tull paymont of .'.".: overdraft
and othor indebtodaess (f any) with interest and charges ns aforesanl, and to rotwin or pay out of the procoeds
tho amnount of sucli overdraft indebtedness, interest and charges, and all further socurity addod 1s to be subjoct
to the forogoiny stipulations, and _L furthor agroo and engage not to revoho or make voul this or any other
power of attorney or othor authority which _'. have given or may give to the sard Bank to enablo 1t Lo soll

ue or owing from or by ' to the said Bank upon or i respoct of any debt, ndvanco, promissory note, nll

and transfer the said property and documents, and .ngreu that the said Bank shall not ho snswersblo or
rosponsible for any damagoe or doprociation which any of oesPropor Ly may suffer while 1n 1ts possossion undet
thig agreoment.

Dated this- -hm— - —day of “m‘\ 1136

JR— Mgl -—— e ———
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Credit instrument No. 38 is the delivery order
which Mr. Chang obtains from the China Exchange
Bank, Ltd., when he has paid for the goods, and it
authorizes the godown man (warehouse-keeper) to
deliver the goods to Mr. Chang.

CREDIT INSTRUMENT NO. 38

Mo W _

CHINA EXCHANGE BANK. L*¢

—— P

DELIVERY ORDER,

Smnom.__/imfu_"ﬁ_... 1880,

Q000N MAN OF ;@ Tounismat Usts Wovgury Uorihouns

Devver 1o,

@&ug or order

the under-mentioned goods charges thereon to be paid by the holder :—

Makrs & Nunneas

Nuspee or PackAGES

Dacuspriox or Gook.

X7 o

bo

Gottin, Shatiis

CHINA EXCHANGE BANK Lt¢




CHAPTER VI

THE EXPORT OF TEA FROM CHINA TO MANCHURIA.
HOW TEA IS GROWN

Brrore the Japanese invasion of Manchuria in
1931, the town of Mukden was the seat of govern-
ment, where Chang Tso Lin, the Overlord of three
Manchurian provinces, had his residence. Mukden
in those days was the home of many wealthy
Chinese who, like. wealthy people the world over,
were fond of luxurious food. Among other dishes
they liked birds’-nest soup, sharks’ fins, and bamboo
shoots. Birds’-nest soup is a greater luxury in China
than turtle soup is in this country. The soup is made
of the nests of a kind of swift. The bird uses neither
sticks nor twigs, but as the Chinese say, makes it
“all out of its own head”; that is, by means of a
gelatinous saliva. Birds’-nest soup is an acquired
taste, and to a novice it seems something like badly
made junket. The Chinese consider it strengthen-
ing and stimulating, and usually cook it with
pigeons’ cggs, a little ham, and sometimes with the
addition of sugar candy. The young shoots of the
bamboo are very tender and have a pleasant taste,
rather like truffles. Sharks’ fins are sun-dried,
steamed, and caten with crab and a little ham. They
are neither shark nor fin, but the delicate portions

of the swordfish, and they are imported into China
117
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mainly from Nova Scotia. Birds’-nest soup is served
at all important dinners given by the rich, but no
wedding party is complete without sharks’ fins. A
wedding dinner of the rich will comprise perhaps
forty-six courses, and that of the more humble folk
about eighteen, but the bill of fare of both would
contain sharks’ fins.

These dishes have not been described because
they are fantastic; if they appear so to us, it is
merely because we are not familiar with them and
do not ourselves eat them. There is nothing more
peculiar in eating a bird’s nest made from the saliva
of a bird than in eating honey, the excretion of a
bee’s honey sac, and the Chinese might find it as
strange to eat caviare or herrings’ roes as we should
to consume sharks’ fins. The reason for mentioning
these articles is because Mr. Hsu Chiang sold them to
his rich customers in Mukden and sent an order for
them to his friend Mr. Fu in Shanghai. But Mr. Hsu
Chiang had also customers who were less wealthy,
and as Chinese of all classes drink tea, he did a
large business in that commodity, which he ordered
from Mr. Fu at the same time.

Mr. Fuin his turn bought the tea from Mr. Li, who
lived in Hankow. Tea is grown in various parts of
China, but best of all on the hill-tops and mountain
slopes; sometimes as high as 4000 feet; mostly in
inaccessible districts and hundreds of miles from the
Treaty Ports. The seed is sown in a nursery bed,
and the seedlings, whenready, are transplanted. The
tea is ready to be picked in five or six years from
the time of planting, and when the tree has come
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to maturity it yields four crops a year. The first
crop, which yields the tenderest leaves, is harvested
before the Tomb festival, that is, in the first week in
April; the second picking takes place in the third
or fourth week in that month, before the Grain
Rain festival, and the tea from these two pickings
is called Spring tea. After the beginning of the
Summer festival, in the first week of May, the third
picking takes place, and the fourth about one
month later. These two crops are called Summer
tea; the leaves being full-grown are somewhat
astringent with a bitter taste, and this tea is mainly
consumed by the poorer classes. Tea should be
picked in the early morning or at dusk, otherwise
the sun spoils the leaves. The highest plant does not
exceed seven feet, and the picking is usually done by
women and children who earn about the equivalent
of fourpence per day. They earn more for the Spring
than for the Summer tea, the work being harder, as,
from the former only two or three leaves can be
picked from each bud. Green and black tea are the
same, varying only in the method of preparation,
the green colour being obtained by twisting the
leaves in a particular manner. In order to produce
dark green tea, the leaves are rubbed by hand
and dried by fire, and black tea is the result of
rubbing them still further, treading them underfoot,
steaming, and then drying them in the sun. Semi-
fired green tea keepsbetter thanblack,andindividual
factories need not have such a high weekly output as
the tea will not deteriorate while awaiting prepara-
tion. When the tea is sent away from the tea-
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growing district, it has probably been incompletely
prepared by the farmer, and the wholesale merchant
in the town to which it is sent will see to the final
preparation. Some authorities estimate that only
about 209, of the tea produced in China is exported.

Mr. Hsu Chiang ordered Spring tea for his rich cus-
tomers and Summer tea for his less wealthy clients,
but he also ordered from Mr. Fu considerable quanti-
tiesof brick tea. The production of brick tea is said to
date back a thousand years. It is used by nomadic
tribes in Inner Mongolia, where it is often bartered
for spices, furs, wool, and medicinal herbs. 1t is
carried into Mongolia by caravans on pack animals,
and it is made into bricks to lessen the bulk and
prevent damage by rain, as the journeys may last a
couple of months.

China is a land of small peasant proprietors and
the growing of tea is in the hands of a large number
of small farmers. Except in very mountainous dis-
tricts, where the soil and conditions are unsuitable
for other crops, it is grown as a side line, just as in
England a farmer might have a small orchard on
his farm. The bushes receive very little care or
cultivation. Some of the farmers who grow tea, rent
their land, the rent equalling about 109, of the
yield of the tea harvest, but many others are them-
selves the owners of their farms. The farmers some-
times obtain credit by mortgaging their land, and
often the growing crop, to money-lenders at high
rates of interest, but the modern Chinese banks in
an cndeavour to help the farmers, are now trying
to set up co-operative loan societies. There also
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exists a type of mutual loan association organized
by the farmers themselves or other borrowers, and
these are formed by anyone who wants to borrow
money and can find twenty others to join him. All
the members pay monthly contributions into a
common fund, the whole of which they borrow in
turn. The member who offers the highest rate of
interest has the right to borrow for that month,
but no member can obtain a loan twice until every-
one has had his turn. The man who starts the
loan association is entitled to the first loan and is
ahsolved from paying any interest in view of the
fact that he manages the association and keeps all
the accounts. Mr. Dyer Ball has compared this
system (although it is more complicated) with that
of the “Clubs” which are formed in so many of the
Lancashire factories.

When Mr. Li in Hankow wished to buy the tea
from the farmers, he engaged the sérvices of a
chahong, who usually specializes in the tea of
one or two districts. He acts as an intermediary
between the farmer and the wholesale merchant,
and when the farmers are short of cash they often
obtain credit from these chahongs. The chahong,
in visiting the farms to purchase the tea, takes
with him strings of cash, each string being approxi-
mately a thousand copper coins, or nowadays more
probably he takes silver dollars. In some districts
farmers are becoming more accustomed to the notes
issued by the Bank of China and will accept these
instead of silver dollars. Somectimes the chahong
obtains his funds from the nearest local centre
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by means of drafts drawn on these centres, a
system of remitting funds which has been in use
among the Chinese for centuries. Very often tea is
sold by a grower to a wholesaler at the beginning
of the secason without the price being fixed or any
money changing hands. This happens when the
parties cannot agree upon the market price, so the
grower sclls the tea at “Market Price”” and the
manufacture begins. The actual price may not be
settled until several weeks later.

Mr. Li in Hankow was a member of a private
partnership with a capital of 60,000 dollars. When
he wanted credit, he obtained it from Mr. Fu, the
Shanghai tea merchant, but on condition that he
sold all his tea through Mr. Fu’s Shanghai firm. Tf
he did not wish to do this, he might go to a native
bank and obtain an overdraft without security, for
which he would have to pay about 129, per annum,
or he might borrow from one of the new modern
banks at about 6%, per annum, but only against
approved security as Mr. Chang did for his cotton
goods.

When Mr. Li had prepared the tea, he sent it to
Mr. Fuin Shanghai, who paid cash for it, less 29, dis-
count, or, he might have asked Mr. Li to draw a
Bill of Exchange on him payable after forty days.

When Mr. Fu shipped the tea to Mr. Hsu Chiang
in Mukden, he took the Bill of Lading, Insurance
Policy, and invoice to a modern Chinese bank as well
as the Bill of Exchange drawn on Mr. Hsu Chiang,
and obtained an advance from the bank in a similar
manner to that obtained by Rathbone Baxter &
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Co., Ltd., in Manchester when they shipped cotton
cloth to G. Townsend, Ltd., in Shanghai.

The farmer and Mr. Li and Mr. Fu had now all
received payment for their tea, but China had
received nothing from Manchuria in exchange for
the birds’ nests, sharks’ fins, bamboo shoots, black,
green, and brick tea which had been sent to that
country. China had really reccived in exchange
for these commodities the cotton cloth which she
obtained from Lancashire, and for which she gave
the United Kingdom nothing in exchange.

Neither the United Kingdom nor America had as
yet received anything in exchange for the com-
modities which they exported, and in order to see
how they were ultimately paid, we must carry the
transactions three stages further.



CHAPTER VII

THE PRODUCTION OF SOYA BEANS IN MANCHURIA,
AND EXPORT TO DENMARK

Cmina is divided from Manchuria by the Great
Wall, which is 2000 miles long and was commenced
in 255 B.c. and lengthened and completed in 214
B.C. The object of the Wall was to keep out the
hordes of Manchurian and Mongolian raiders but,
in spite of this protection, the Manchus conquered
China and ruled it from A.p. 1644 till 1912, when the
Emperor was dethroned and China becamec a re-
public. In 1931 the Japanesc invaded Manchuria and
rechristened the country Manchoukuo. In 1934 the
former ex-Emperor of China, sometimes known as
Mr. Henry Pu,wascrowned Emperor of Manchoukuo.

The country is rich in minerals and has a fertile
soil, and one of the chief products, the soya bean,
has become an important article of international
trade. Soya beans account for more than one-third
of the agricultural produce of Manchuria and over
709, of the crop is exported. More than one-half of
the population depends directly or indirectly on
the cultivation of this bean and the railway system
of the country relics mainly on the freight carned
by the transport of this commodity, while an ex-
port duty thereon has, in the past, furnished a

considerable part of the national revenue. Of the
124



cuaapr. vim THE PRODUCTION OF SOYA BEANS 125

world’s production of soya beans 809, is centred in
China and Manchuria, but Manchuria is by far the
largest exporting country of this bean, and in
1928-29, out of a total world production estimated
at 353 million bushels, Manchuria produced 222
millions.

The soya bean is the shape and size of a pea and
is grown in various colours—in Manchuria mainly
yellow. The bean contains a large amount of oil
which the Chinese have used for edible purposes for
many centuries, but the export trade to Japan and
Europe has arisen during the last thirty years. For
hundreds of years the Chinese have also used the
oil for lighting purposes, but in other countries it is
employed in manufacturing soap, sauce, margarine,
paint, and during the Great War it was also used
for making glycerine. After the oil has been ex-
pressed, the residual bean-cake is used for cattle
food and as a fertilizer. The soya bean has become
a scrious competitor to the cotton seed which we
described in the first chapter, some of which was
grown on Hezekiah Godbehere’s farm, as the two
commodities are used for many similar purposes.
Cotton seed, however, is still the more important
article, furnishing 309, of the world’s consumption
of vegetable oils, whereas the soya bean supplies
only half this quantity.

The United States both grows and imports
soya beans, but Manchuria also exports to Japan,
England, Germany, Holland, and Denmark, and
it is with the export to the latter country that
this chapter will deal.
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Contracts for the purchase of soya beans are
usually made in July and August, long before the
crop is harvested. The delivery of the beans by
the farmer and merchants takes place in October
to December when the mud on the roads is frozen,
enabling the carts to make their way. Few of the
farmers own their own land and they cannot,
therefore, mortgage it, but like farmers all over the
world, many of them are in the hands of the moncy-
lenders. At one time it was customary to make
advances to the farmer while his crop was growing,
for the full amount of the beans which he had
promised to deliver during October to December;
this the Japanese call “buying the beans green on
the ficld”, but so many defaults took place on these
contracts that advances are now rare, except per-
haps to the extent of 6 to 89, of the value of the
beans. One reason why these advances ceased was
owing to extensive floods which occured in Man-
churia washing away nearly the whole of the crop
before it had been warehoused, and thus entailing
severe losses on the buyers who had made advances.

Since the new kingdom of Manchoukuo has been
formed, efforts have been made to introduce one
standard currency because the number of kinds of
money which had been employed previously in the
purchase and sale of beans enormously complicated
these transactions. The “tiao” for which Man-
churian peasants formerly sold their crop has prac-
tically become obsolete, but there still existed up
to the time of the Japanese occupation, the local
dollar, the gold yen, the silver yen, the Russian



VI THE PRODUCTION OF SOYA BEANS 127

chervonetz, and the pound sterling, all of which
currencies were employed in the business, the rates
of exchange constantly varying between them.
The farmers sell their beans to Chinese wholesale
dealers who collect them from the farms and store
them at the principal railway centres, or along the
rivers in Manchuria. The wholesale dealer pays cash
to the farmers and is refunded by the large export-
ing firms who, in turn, buy the beans from him and
who pay for them as soon as they are received in the
railway and river warehouses, which is usually a
long time before the beans are shipped or before
they are even forwarded to the port of shipment.
Sometimes the exporter pays the wholesale dealer
on his promise to hand over the warchouse receipt
as soon as the beans are warchoused (the Credit in-
struments used would be similar to Nos. 8 and 10).
In former days, when advances were made to the
farmers against the growing crop, the money was
also found by the exporting firms, who obtained it
either from their own head-office in Europe, or by
drawing “anticipatory bills” on London and dis-
counting them with the local bank. The arrange-
ment made in these cases was that the exporting
housedrew a bill on a London bank or finance house,
giving as collateral security the Bill of Lading for
the shipment of the beans. The “anticipatory” bill
was one drawn in anticipation of the time when the
beans would be shipped and the Bill of Lading re-
ceived by the exporter. In this case the exporter
would undertake to the bank that he would hand
the Bill of Lading over when the beans were loaded
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on the vessel. The exporting house nowadays ob-
tains the money to pay the wholesale merchants
either from its head-office in Europe or from local
banks in Manchuria, from whom it obtains credit
against railway waybills or barge Bills of Lading,
which later, when the beans are shipped, are ex-
changed for ocean Bills of Lading. These local banks
in Manchuria are repaid out of the proceeds of the
bill which the exporter draws on London when he
ships the cargo, and which bill he sells in Manchuria.
These bills, which are at three or four months’ sight,
are drawn against credits which have been opened
by a London bank. (See Credit instruments 8 and
10, and 13-18 inclusive.)

Beans sold to Denmark are usually sold direct to
the oil mills. Under the credit which the Danish oil
mill opens with a London bank, the oil mill receives
the beans on arrival, and is only obliged to reim-
burse the bank in time for it to pay its acceptance,
that is, three or four monthsafter the arrival in Den-
mark of the beans. The oil mill thus secures credit
during the process of manufacture and will, in most
cases, have received payment from the buyer of the
oil and bean cakes before it has to pay the bank.
The oil is sold to margarine factories, principally
in Denmark, and the firms owning the factories in
many cases really belong to the oil mills. The bean
cake for cattle fodder is sold to provincial merchants
on one or two months’ credit, and the merchants
in their turn sell it to the farmers on similar credit
terms.

China exports more goods to Manchuria than it
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reccives from that country, and for the purposes of
our argument we may assume that among the other
commodities which formed the excess of exports,
was the tea, etc., sent by Mr. Fu to Mr. Hsu Chiang,
and that for this China received no commodities
from Manchuria in payment; on the other hand,
she had given no commodities in exchange for the
cotton cloth which she received from the United
Kingdom. Manchuria received nothing from Den-
mark in payment for the soya beans, for Denmark
exports little or nothing to that country. Manchuria
really received, in exchange for the soya beans,
the tea and other commodities which it obtained
from China. In order to see what Denmark gave
in exchange for the soya beans and how the United
Kingdom and America were ultimately paid for the
cotton and cotton goods, we must carry the descrip-
tion of the transactions two stages further.



CHAPTER VIII

SHIPMENT OF BUTTER FROM DENMARK TO ENGLAND,
AND OF PIGS’ BRISTLES FROM CHINA TO AMERICA

WE have seen that bills were drawn upon London
in payment of soya beans which were shipped to
Denmark. In order to find the money, that is, the
pounds sterling, to pay for the soya beans, Denmark
had to send something to the United Kingdom which
she could sell and thus procure the sterling with
which to reimburse the banks upon whom the bills
for the soya beans had been drawn. We are assum-
ing that the “something” which Denmark sent was
butter, and that it is this butter which the United
Kingdom received as the real payment for the
services which she had performed in manufacturing
Hezekiah’s cotton into cotton shirting for Mrs. Wu’s
husband.

Cotton comes from America, tea from China, and
soya beans from Manchuria because, owing to
climatic reasons, these countries are peculiarly suit-
able for the production of these commodities. What
are the conditions which render Denmark par-
ticularly suitable for the production of butter? A
short survey of the Danish agricultural economy
will help us to answer this question.

Of the total arca of Denmark, 769, is used for

agriculture. There are over 200,000 farms, 659, of
130
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which vary in size from 1} to 36 acres, and while
the number of farms occupying 36 to 150 acres is
under 309, of the 200,000, these farms cover more
than half the total acreage occupied by farmers.
Only 109%, of this acreage consists of farms be-
tween 150 and 300 acres and under 99, arc farms
over 300 acres. Denmark is thus a country of small
farms and this fact has had a widespread influence
on Danish agricultural economy. There exist in
Denmark laws prohibiting the conversion of small
farms into large farms, and 909, of the farms are
owned by the farmers themselves.

Denmark formerly was a grain-growing country,
but when competition, about fifty ycars ago, be-
came very acute and most countries imposed tariffs
on the importation of grain, Denmark adopted a
policy of free trade, and concentrated her energics
on the raising of cattle instead of on the production
of corn. To-day the most important branches of her
agriculture are dairy-farming, the raising of pigs,
and to a smaller extent, the production of eggs. The
food value produced in Denmark in 1929 was over
509, greater than that of 1920. In order to provide
winter feed for her cattle, she has largely increased
her production of root crops. She imports grain and
fodder, and uses also her own production of barley
and oats (mixed together) for cattle food. Over 809,
of the total yield of small and medium-sized farms
is due to animal husbandry; and of the total pro-
duction of grain, cattle consume four times the
quantity of that consumed as human food or used
for industrial purposes.
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In 1929 Denmark produced over 5 million tons
of milk; 115,000 tons were made into cheese, 15,000
tons into condensed milk for export, and about
400,000 tons were consumed by her own people;
about 4} million tons were used for making butter,
almost entirely for export, as the Danes them-
selves mostly eat margarine. Butter forms onc-
third of the total value of the whole of Danish ex-
ports, and of 159 million kilogrammes exported in
1929 Great Britain took 108 millions and Germany
43 millions. It takes 26-3 1b. of milk to make 1 1b.
of butter. Most of the butter is carried in Danish
ships, as is also a considerable quantity of the soya
beans which come from Manchuria.

Denmark has always been a great cattle country.
At present to every hundred of human beings in the
country there are 86 head of cattle, of which 45 are
dairy kine, and during the present century the
number of cows has increased over 609, and in 1930
was 1,692,000; the yield of milk increased about
one-third, the butter-fat content being 409,.

Agricultural labourers are engaged on half-yearly
contracts and are paid only twice a year, but
usually, if requested by the wage-earner, monthly
advances are made to him. In 1927 the annual wage
of men was £36 a year plus board and lodging, £31
for women over eighteen, and £24 for girls under
eighteen, the working hours varying from eight
hours from December to February, to ten hours
from April to November.

Some writers emphasize the fact that the Danish
agricultural population is much better educated
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than similar classes in this country, but the success
of agriculture in Denmark must be mainly attri-
buted to the co-operative system. The Danish
farms, both large and small, are now organized on a
co-operative basis for the purchase of the require-
ments of the farms. Co-operative dairies exist for
making the butter and other co-operative units for
marketing it, and this system gives to the small and
medium-sized farmer the same advantage as those
normally enjoyed by the big farms. Modern dairies
require such expensive plant thatit doesnot pay even
the largest farmers to make their own butter. The
co-operative societies were formed on the initiative
of the farmers without State assistance and without
State propaganda. They are organized on a demo-
cratic basis; anybody can join, profits are divided in
proportion to cach member’s turnover, but every
member has an equal voice in the management
irrespective of the size of his farm. The only help
which the co-operative societics receive from the
Government is a grant towards research work and
the provision of remuneration for expert advisers.
Of the farmers, 90%, owning 869, of the cows are
members of co-operative dairies, of which there are
1382 with a membership of 180,000 and a turnover
of about £40,000,000.

Of the quantity of butter exported, 909, is made
in co-operative dairies. There are 11 co-operative
butter exporting societies of which the co-operative
dairies are members. They handle about 409, of the
export of butter. Of the remainder, about 309, is
dealt with by private exporters and another 309,
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is purchased by the British Co-operative Wholesale
Society and the Maypole Dairy Co.

There are four large co-operative societies for the
importation of feeding-stuffs and they deal with
about onc-third of the total quantity imported;
their annual turnover being about £8,000,000. In
1916 there was formed a Danish Co-operative
Manure Purchasing Society which, in 1928, had
1376 local branches, about 57,000 members, and a
turnover of nearly £1,500,000, which was about
409, of the total importation of fertilizers. Seeds
are also purchased and sold co-operatively.

The co-operative societies which we have so far
described are all producers’ socicties, but there
exist also consumers’ co-operative societies whose
chicf business is the supplying of the household
requirements of the farmers.

Co-operative societies in Denmark perform a
uscful function for their members by the collec-
tion of statistics which are circulated and help the
farmers to keep their farms up to date. Workers
in the co-operative dairies are highly trained; they
have constant meetings for discussion and it is said
that no one has cver kept an invention concealed
from his colleagues, and ‘“‘everything that experi-
ment and science could do to help them on the way
forward, has been taken into use”.

Members bind themselves, usually for ten years,
to deliver all the milk produced to the society.
Farmers are paid for the milk by the co-operative
dairies once a week according to the quality as ascer-
tained after testing, and profits are divided half-
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yearly or yearly, each farmer receiving in proportion
to the amount of milk delivered. The farmers origin-
ally subscribed enough money to cover the societies’
first outlays and all the members are jointly and
severally responsible for the liabilities of their own
co-operative dairy. Directly the butter is churned
it is handed over to the co-operative marketing
organization which paysthe dairiesevery week for it,
thus enabling the dairies to pay the farmers weekly.
The co-operative marketing organizations when
sending the butter to the United Kingdom draw
ten-day drafts on the importers which they hand to
their bankers, and thus obtain the funds enabling
them to pay the dairies. When the butter arrives in
England it is sold weekly to the shops on about one
month’s credit.

If the farmer buys his bean-cake from a merchant
and not through a co-operative socicty, he probably
receives one to two months’ credit, while the co-
operative societies which supply him with seeds,
implements, and other necessaries, sometimes give
him credit and sometimes sell to him for cash.

The Danish farmer possibly does not require as
much credit as farmers in other countrics owing to
the system of only paying wages half-yearly, but
the mortgage system by which he obtains the credit
which he neceds, is more developed than in many
other agricultural countries. Farmers in Denmark
often have three mortgages on their farm. With one
exception, the institutions which grant first mort-
gages are also co-operative. They are associations
of farmers who require loans and who are jointly
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and severally responsible for all money borrowed.
This system enables the mortgage society to issue
bonds bearing a low rate of interest, which in 1929
was not more than 4}9,. When the farmer mort-
gages his farm, he receives these bonds in payment
and can sell them on the open market, and before
the Great War they were commonly saleable in
France and England. On the first mortgage the
farmer can obtain an advance of 50 to 609/, of the
value of his farm. The rate of interest charged in
1934 was 3} to 419,; the second mortgage, which
is for 20 to 309, of the value of the property, would
be subject to 4} to 59, interest. This class of mort-
gage is granted by “Hypothec” Societies, but some-
times also by private people. Third mortgages are
practically always in the hands of private pecople
and the money could be borrowed in 1934 at 5 to
69 per annum, the percentage advanced on the
value of the property being a matter of individual
arrangement. The mortgages only cover immovable
property and in all cases a 3%, per annum is added
to the interest payment as part payment of the
capital amount.

In this chapter, we have carried the butter from
Denmark to England, and we have assumed that
it is this commodity which we received in exchange
for the work done in manufacturing the cotton
goods which we sent to China.

In order to complete our circle, we must still
show what America received in exchange for the
raw cotton which she sent to the United Kingdom,
and we will further assume in our story that



vin SHIPMENT OF BUTTER FROM DENMARK 137

America received pigs’ bristles in exchange for her
raw cotton, which bristles came from China to the
United Kingdom and were transhipped thence to
the United States.

Pigs’ bristles are exported mainly from China and
Russia. Chinese farmers are not celebrated for
modern ideas on sanitation, and regard their
pigs as scavengers; this may lead (unless care is
taken) to transmission of disease, particularly
anthrax, through the medium of the bristles.
Sanitary provision is, however, taken against this
danger: exporters treat the bristles before they are
shipped, and, if the shipment is certified by the Port
Health officers, it can be taken that the bristles are
free from contagion. The best quality comes from
Hankow, but in some parts of China special pigs
are raised for their long hair, and Dr. W. H. Bolton,
an authority on Chinese bristles, states that about
70%, are under three inches in length and 309,
over threeinches, while practically the reverse is truc
of Russian bristles. The Chinese are a pork-eating
nation and consequently will not allow their pigs
to grow to full age for the purpose of obtaining
longer bristles. Although the Russian bristle, then,
has an advantage in length, it has the disadvantage
that the bristles have mixed with them a percent-
age of wool, or soft hair which is objectionable and
which is not to be found in Chinese bristles. Bristles
similar to those which come from Russia are
also cxported from Manchuria, but are inferior in
quality. ’

China produces annually about 100,000 piculs
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(1331 1b. equal a picul) of which two-thirds are ex-
ported. Tt is estimated that 909, are black in
colour and come mainly from North China, but
white bristles are produced in the south and south-
western provinces.

Bristles are collected in winter when the hair is
crisp, and the average Chinese hog produces half
a pound of spinal, and a quarter of a pound of side
bristles. Tientsin is the largest collecting centre and
the total value exported is about one million taels
annually.

Some of the large firms have their own purchas-
ing agents in the interior towns, but buyers and
peddlers also go about the country making pur-
chases in small lots, often by payment in kind.
When collected, the bristles are sorted according
to length, colour, and quality, and arc then tied in
bundles, disinfected, and packed according to sizes
in boxes of one picul nett. In this form they are ex-
ported to the United States, where they are mainly
used for making paint-brushes.

Our circle is now complete.* We may imagine that
some of the imported Chinese bristles, after being
madeinto paint-brushes, found their way to the store
in Hezekiah’s home town and that Hezekiah, want-
ing to paint his barn, bought one of thesc paint-
brushes which came into the country in payment
of the B.A.Z. cotton which he had raised. If we
stretch our imagination still a little further we can
envisage a coincidence by which the bristles in
Hezekiah’s paint-brush are from a hog slaughtered

1 See Appendix No. 2.
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by little Mrs. Wu’s husband, who, it will be re-
membered, was a pork butcher, and that the profit
which he made by selling the bristles and the
meat which this hog yielded, enabled Mrs. Wu to
buy the poplin shirting which was manufactured
from Hezckiah Godbehere’s B.A.Z. cotton. In that
casec Mr. Wu’s bristles would have paid America
for the cotton in Mr. Wu'’s shirt!



CHAPTER IX

THIEE COMPLETE CHAIN—THE PART PLAYED BY BANK
T.OANS IN MARKETING COMMODITIES

WE have now scen how Hezekiah Godbehere and
John B. Robinson were paid for their cotton out
of the money borrowed by Levine from the local
bank. We have also seen how John B. Robinson
reimbursed the banks for seed and paid the in-
stalment on his mortgage, and how Levinc reim-
bursed the bank when he received payment of the
bill which he had drawn on Silas J. Hocking, to
whom he had sold the cotton. Silas J. Hocking, who
sold the cotton to Birdhead & Co. in Liverpool, was
reimbursed by the New Orleans & Overscas Bank,
to whom he gave the bill against the cotton which
he had drawn on the North-Western Bank, Ltd.,
in Liverpool.

Birdhecad & Co. obtained the money to pay the
North-Western Bank, Ltd., by selling the cotton to
a spinner (The Diamond Spinning Co., Ltd.). This
spinner might have borrowed money from his
bank in order to pay Birdhead & Co., in which
case he could have paid his bank back when he
had sold his yarn to the manufacturer of the
cloth. In his turn the manufacturer (the Blackburn
Weaving Co., Ltd.) might have obtained the funds

which he needed to pay the spinner by borrowing
140



CHAP. 1X THE COMPLETE CHAIN 141

from his bank, in which case he could have paid his
bank back when he received payment from the
merchant (Rathbone Baxter & Co., Ltd.) to whom
he sold the cloth. Rathbone Baxter & Co., Ltd.,
might have borrowed money from their bank in
order to pay the Blackburn Weaving Co., Ltd., in
which case the former could have paid the bank back
out of the proceeds of the bill drawn by them on
G. Townsend, Ltd., in Shanghai, on which they
received an advance from the China Exchange
Bank, Ltd., to whom they gave the bill.

G. Townsend, Iitd., in Shanghai could have paid
the China Exchange Bank, Ltd., in Shanghai out
of the money reccived from Mr. Chang, who prob-
ably borrowed it from a native bank and paid it
back out of the money received from Mr. Keng,
who sold the cotton cloth to Mrs. Wu, who paid for
it out of the profit which Mr. Wu made by selling
pork.

Mr. Fu, the tea merchant, perhaps borrowed
money from his native bank in order to pay Mr.
Li in Hankow and enable the latter to pay the
chahongs who paid the farmers. Mr. Fu would
pay back his native bank out of the money which
he reccived from the modern Chinese bank in
Shanghai for the bill which he had drawn on
Mr. Hsu Chiang in Mukden. The bank in Shang-
hai would send the bill to its branch in Mukden,
and when the bill fell due Mr. Hsu Chiang
could pay the amount to the bank in Mukden out
of the monecy which he received from the sale of
the tea.
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In the same way, the soya-bean farmer might
have been paid by the merchant out of the money
which he borrowed from the exporting firm. The
exporting firm could have borrowed money (on the
railway receipts) from a Manchurian bank, which
it perhaps paid back out of the proceeds of the
bill which it drew on London against shipment of
soya beans to Denmark, which bill it gave to a
bank in Manchuria.

Again in a similar way all the people involved
in the butter transaction in Denmark were paid
in their turn, the farmer by the co-operative
dairies, co-operative dairies by the co-operative
marketing organization, and the latter either by
exporting merchants or by bills drawn on forcign
importers, for which the co-operative marketing
organizations would receive cash from the Danish
banks.

It thus becomes clear how, throughout these
transactions, the people who supplied the commodi-
ties, and the internal local banks which supplied
the money, were all paid. We still have, however,
to describe the means by which the various over-
seas banks were reimbursed; for instance, the New
Orleans & Overscas Bank, which paid Silas J.
Hocking; the China Exchange Bank, Ltd., which
found the money for Rathbone Baxter & Co., Ltd.;
and so on throughout the chain of international
dealings in the various commodities.

In order that we may understand the position,
we must bear in mind that the United Kingdom
bought cotton from America and butter from Den-
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mark. She sold cotton goods to China, the value of
which included the value of the cotton which she
bought from America.

We will assume that the value of the cotton goods
which Rathbone Baxter & Co., Ltd., sold to G.
Townsend, Ltd., in Shanghai (and similar trans-
actions between other firms) was £100,000, and
that the cost of the cotton bought by Birdhead &
Co. from Silas J. Hocking and manufactured into
these goods was £50,000; the other £50,000 repre-
senting the value of the work which had been done
in Lancashire and the cost of transporting the cotton
goods to Shanghai.

Our next assumption is that in exchange for this
£100,000 of cotton goods, Mr. Fu in Shanghai sold
tea, birds’ nests, sharks’ fins, and bamboo shoots
to Mr. Hsu Chiang in Mukden (and others) to the
value of £50,000, and sent £50,000 worth of
bristles to the United Kingdom and that the
bristles were re-exported from the United King-
dom to America. Manchuria sent £50,000 worth of
beans to Denmark, for which she drew bills against
credits opened in London, on London banks.
Finally Denmark sent £50,000 worth of butter to
the United Kingdom and drew bills for that
amount on London.

The position then was, that banks in the United
Kingdom had to pay the following Bills of -Ex-
change:
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(a) Forraw cotton, billsamountingto  £50,000
Drawn from America.

(b) Forsoya beans, billsamounting to 50,000
Drawn from Manchuria (shipped
to Denmark).

(c) For butter, bills amountingto . 50,000
Drawn from Denmark.
(d) For bristles, bills amounting to . 50,000

Drawn from China.

£200,000

The banks in the United Kingdom had to receive:

(¢) From China for the value of

cotton goods . . . £100,000
(/) From America for the value of
bristles . . . . 50,000
(9) From Denmark for the value of
soya beans . . . 50,000
£200,000

The United Kingdom had to receive £100,000
from China for the bills drawn against shipment
of cotton goods, but China drew bills on Lon-
don for £50,000 for bristles which ultimately went
to America, so that Great Britain only had ‘to
receive the balance of £50,000. Shanghai might pay
this £50,000 balance by sending London the bills
for £50,000 which had been drawn on Manchuria
for the tea, or more probably give the bills to a
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European bank in China with its head-office or
branch in London. This would be the same thing
as telling Manchuria to pay to London the money
which it owed to China, and this would cancel
out (a) the £50,000 which Manchuria had drawn on
London against the soya beans; (b) the debt owing
by Manchuria to China; and (c¢) the transactions
for cotton goods and bristles between the United
Kingdom and China.

The United Kingdom owed Denmark £50,000 on
the bills which had been drawn against the ship-
ments of butter, but Denmark owed the United
Kingdom £50,000 for the bills which had been
drawn on London for the soya beans received by
Denmark from Manchuria, so these two transactions
cancelled out and the account was settled between
Denmark and London.

England owed America £50,000 for the bills drawn
for cotton shipped to Liverpool, and America owed
England £50,000 for bristles imported into England
and re-exported to the United States, so that these
two transactions cancelled each other.

All the international banks concerned were thus
paid. If the bill on America for bristles were held
by the China Exchange Bank, Ltd., in London, all
that would be necessary would be for the North-
Western Bank, Litd., in Liverpool, which had to pay
the bill for the cotton, to pay the amount to the
office of the China Exchange Bank, Ltd., in Lon-
don (which had to receive £50,000 for the bills
drawn on the New York bank against the shipment

of bristles). To regulate the position in America,
L
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the New Orleans & Overseas Bank, which had to
receive £50,000 for the bills drawn for cotton, could
be paid this sum by the bank in New York on which
the bills for the bristles had been drawn. All the
banks would thus have been paid and no money
would have passed internationally. The result of all
these transactions as far as the United Kingdom was
concerned would have been that she received butter
in exchange for the work she had done in manu-
facturing the cotton goods.

Of course in practice things do not always work
out as exactly as this. There may still remain a
balance owing when all transactions for the ex-
change of goods, and services for freight, insurance,
bank commissions, interest on investments, and
money spent by travellers, money remitted home by
emigrants, film rights, and sale of such stocks and
shares as are internationally marketable, have been
set off against each other. Tf the debit balance has
arisen through the importation of such things as rail-
way materials or materials for harbours and docks,
repayment will probably not be due except very
gradually over a long series of years. The bills
drawn against the materials for the railways and
docks will of course have to be paid, but as far as
the international banks are affected, these will be
cancelled out by loans raised in the exporting
country or other countries in order to find the
means of building the railways and docks in the
importing country.

It must not be supposed that an account of inter-
national transactions is drawn up at particular
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times and the balance then settled; transactions are
going on continually, and balances still owing (after
all the items which we have enumerated have had
their effect), are reflected in the rate of exchange
ruling between the different countries. If at any
time England owes more money to America than
America owes to England on balance (that is after
all possible cancelling out has been done), then
there will be a demand for dollars on the part of the
people who have to pay money in dollars, which,
however, will not be offset by any corresponding
demand for sterling from America. The increased
demand for dollars will send up their value, we shall
have to pay more pounds sterling for the dollars,
or, in other words, the rate of exchange will be
against us.

Any balance which is unsettled may remain
owing until it is rectified by a change in the visible
and/or invisible imports and exports. The mal-
adjustment in the trade between any two countries
will, by affecting the rates of exchange, act as a
warning to bankers and others. Credit in the
country which owes the balance, and whose ex-
change will fall, will become restricted, prices will fall
and imports will be discouraged and exports cn-
couraged not only of goods but also of those Stock
Exchange securities which are dealt in inter-
nationally, and in this way the balance may be
rectified. If it is not, it may be settled by the
transfer of balances held abroad by the different
banks. Central Banks and banks engaged in inter-
national trade hold balances in banks in foreign
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countries in the currency of those foreign countries.
If for instance we have a balance owing to France
which is not settled by any of the aforesaid means,
then it may be adjusted by our banks transferring
to French banks, out of their balances held in Paris,
as many francs as may be nccessary to readjust
matters. In the last resort, and if all these other
means are exhausted, the balance will be settled
(under Gold Standard conditions) by the transfer-
ence of gold from the debtor country to the creditor
country, but even in this case it need not be a
physical transfer. If the balance is against England
and in favour of France, gold necd not actually be
shipped from England to France, but it will suffice if
gold belonging to the Bank of England is transferred
or, as we say, ‘‘carmarked” for the Bank of France.
Gold in this case would still remain in the vaults of
the Bank of England, but the ownership would have
passed from the Bank of England to the Bank of
France, and the Bank of England would then
merely hold it as a warehouse-keeper or agent for
the Bank of France.



CHAPTER X

BORROWERS AND LENDERS

HAving seen how all the banks were paid back for
the credit which they gave, we may now enquire
whence they obtained the money which they lent.

The amount of credit given by banks far exceeds
the amount of capital owned by them. They are
really only channels through which credit can be
obtained, and the funds for providing this credit
emanate from the savings of the people, including
the undistributed profits of business concerns if
invested outside the businesses. These savings are
deposited with the banks and lent by them to the
borrowers, or the savings are lent by the savers for a
term of years in the form of mortgages, debentures,
or bonds. Just as Employment Exchanges function
as intermediaries between those seekingemployment
and those having employment to give, so the banks
function as intermediaries between those seeking to
borrow and those who arc willing to lend.

Not all trade is carried on by means of credit,
although a very large part is transacted by this
method. If a customer buys a motor-car and pays
cash for it, no credit is involved, but if the motor-
car manufacturer sells him a motor-car on the
understanding that he will pay for it after a lapse

of time, then the motor-car is obtained on what is
149
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called ‘““trader’s credit’’, and if the motor-car manu-
facturer’s capital is sufficient to allow him to give
his customers such credit, then no bank credit is
involved in the transaction. But the motor-car
when bought, although not yet paid for, belongs to
the customer, and the motor-car manufacturer has
no security for the debt owing to him. Most cars,
however, are sold on the deferred-payment system.
This is a different form of trader’s credit, for the
manufacturer owns the motor-car until it is paid
for, or, in other words, he is really lending it, and
it is only finally sold when all the instalments have
been paid. In transactions of this nature in the motor
and other trades, bank credit is also involved. The
motor-car manufacturer insures with a company
against the risk that his customer will not pay all
the instalments, and gives this insurance policy to
some bank or financial institution which advances
him money, thus enabling him to deliver the car
against deferred payments by his customers.

We may now turn to an examination of what it is
that the lender actually lends and for what purposes
it is borrowed.

What is it that the borrower desires to borrow?
We have seen that all credit is obtained from the
banks in exchange for credit instruments, ware-
house receipts, Bills of Exchange, and similar docu-
ments, but while it is said that man cannot live by
bread alone, it is equally true that he cannot live
on bits of paper. Of what, then, does credit really
consist? Let uslook at the chain once morein order to
see what it is that the people have borrowed. What is
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actually borrowed is purchasing power which enables
the borrowers to acquire the commodities which they
need in order to produce, or to satisfy their wants. In
-a community in which money did not exist it would
be the commodities themselves which would be
borrowed, but in a modern community it is pur-
chasing power which is borrowed, the borrower him-
self, by means of money, acquiring the commodities
which he needs. John B. Robinson acquired his
farm. Hezckiah Godbehere rented part of the
farm from Robinson and acquired the cotton seed
on credit. Levine, the f.o.b. man, bought cotton
from Robinson with money advanced from his
bank; virtually the bank lent the purchasing power
to Levine, Levine acquired the cotton, and later
some other bank again lent purchasing power to
Silas J. Hocking in New Orleans in order that he
might acquire the cotton from Levine, and still
another bank lent purchasing power to Birdhead &
Co. in Liverpool in order that they (Birdhead & Co.)
might acquire the cotton from Silas J. Hocking.
Throughout the transactions it was the actual
bales of cotton which the purchasers desired to
acquire on credit. The spinner who bought the
cotton mortgaged his mill by a floating charge, that
is, he really acquired his machinery, building, or
possibly cotton and other commodities, by means
of the purchasing power which he borrowed from
the bank. The manufacturer who wove the cloth
wanted yarn and obtained credit which was for the
purpose of acquiring yarn, while the merchant
borrowed purchasing power to enable him to
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acquire the cloth and hold it during the period
when it was being bleached, printed, and shipped
to China; and the firms in China also acquired it
by means of credit until little Mrs. Wu, who
bought it on credit, finally paid for it out of her
savings. The tea was acquired by somebody in
China on credit until it was actually paid for by
Mukden; the soya beans and the fertilizers for
growing them were acquired on credit, while the
Danes, in order to produce the butter, obtained
fertilizers on credit from the co-operative societies,
and purchasing power from the Mortgage Associa-
tions (which they used to acquire their farms), and
finally the English shopkeeper acquired the Danish
butter and remained indebted for it until he had
sold it over the counter.

When purchasing power is borrowed, it is always
in order to acquire commodities; that is, commod-
ities in the widest sense including farms, factories,
ships, railways, and the commodities which are
necessary to maintain the labour used in producing
goods. It is obvious then, that the limit of credit
which is available at any time for new production
is measured by the amount of purchasing power
which people are able and willing to lend, and which
other people are able and willing to borrow in order
to acquire the commodities which they want. But
the quantity which the borrower can acquire of
these commodities at any given time is limited by
the quantity of actual stock which the holders are
able and willing to sell. On the one hand, the willing-
ness of banks or other people to lend purchasing
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power will not increase production unless there are
borrowers able and willing to borrow it in order to
acquire the commodities. On the other hand, an
alteration in the amount of purchasing power which
people are able and willing to lend and other people
able and willing to borrow will (unless a corre-
sponding alteration takes place in the amount of
commodities which people are able and willing to
sell and other people are able and willing to buy),
only alter the price of the available stock of com-
modities, but cannot increase or decrease the actual
stock available at any moment. An alteration in
the available amount of purchasing power, how-
ever, may cncourage or discourage future produc-
tion, or it may increase or decrease the willingness
of holders of stock to sell, and the willingness of
buyers to buy.

[t must be remembered that this is not a theo-
retical book on Capital and Credit, but a descrip-
tion of how credit actually enters into and is used
in commercial transactions. Let us take an example.
We will suppose the stock of American cotton exist-
ing in the world and available for sale on June 1st
is 6 million bales. We will further supposc that this
cotton has been bought by the present holders
at a price of £10 a bale by means of purchasing
power borrowed from the banks; that is, the holders
have borrowed £60,000,000. We will assume that the
demand for cotton on the part of cotton merchants
and speculators increases. This will send the price
up perhaps to £11 a bale, and as cotton is parted
with by the original holders and passes into the
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hands of the new buyers, they will require to borrow
purchasing power at the rate of £11 a bale. The total
amount of purchasing powerrequired to be borrowed
in order to hold the 6 million bales will be increased,
while the stock of the actual cotton will remain the
same until the next year when new cotton can be
grown or until the present stock passes into actual
consumption.

The rise in the price of cotton, made possible by
the increase in purchasing power which has beenlent,
may induce farmers to grow more cotton in the next
year, just as a fall in price might induce them to grow
less. But the increased credit obtained to market
the existing stock of cotton at £11 instead of £10 a
bale does not increase the quantity of that stock,
nor will it directly help any more cotton to be raised
in the next crop. It will induce a cotton farmer
to try to raise more cotton, but he will only succeed
in doing this if he can find a lender able and willing to
lend him the purchasing power which he will require
in order to buy the necessary increased supply of
seed and fertilizers. In the same way, if the farmer
grows more cotton, having obtained the necessary
increase in purchasing power, no more cotton yarn
will be produced, if the spinners (possibly because
their credit is bad and they have no more security
to offer to the banks) are unable to borrow the
increased purchasing power necessary to absorb the
greater quantity of cotton.

During the cotton famine of 1864 there was
plenty of cotton in America which the Americans
were willing to sell and the Lancashire spinners
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anxious to buy, but (owing to the blockade of the
southern ports), although they were willing, they
were not able to sell it because it could not be
transported to Lancashire. There was, however,
plenty of purchasing power which people were
willing and able to lend, and others willing and able
to borrow in order to acquire the cotton. The con-
sequence of this was that the price of cotton soared
to four or five times the pre-famine price, while
the Lancashire mills were standing idle for lack of
the raw material. We had an example of the reverse
position in 1933 when again there was plenty of
purchasing power available to be lent or to be
borrowed in order to acquire the cotton, and large
stocks of raw cotton which the holders were very
anxious to sell. But Lancashire mills again stood
idle, and the price of cotton fell to abnormal
depths because the spinners, owing to the existing
trade depression, were unwilling to borrow the
purchasing power (even if they could), as they did
not wish to acquire the cotton, fearing that they
would be unable to sell the yarn at a profitable price.

We may now ask who lends the purchasing
power used to acquire all these commodities? As a
rule, obviously not the people who produce them.
Hezekiah cannot afford to sell his cotton and wait
for payment until the Lancashire spinner has
bought it. The spinner cannot afford to sell his
yarn on long credit; he already owes money to his
bank for his mill and machinery. The farmers in
China and in Manchuria cannot afford to sell the
tea and the soya beans and wait for payment; they
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are probably already in the hands of money-
lenders.

The amount of money which the banks lend far
exceeds their own capital. Somebody, or rather
many people, save up money, and it is by means of
these savings that Hezckiah’s cotton is acquired by
Levine. These people who save, do not themselves
buy the cotton from Hezekiah and then lend it to
Levine, but they deposit their savings in the banks
and allow the banks to lend them to the Levines
who wish to buy the cotton from the Hezekiahs.
Although the banks lend their customers’ money,
they guarantec the savers the safety of their deposits
and it is the banks which take the risk of lending
the money to the borrowers.

If Hezekiah himself sells the cotton on credit, he
can only do so if he has saved up enough other
things (or cnough money to purchase other things)
to subsist until he receives payment for the cotton.
He can only sell the cotton on credit if he has
accumulated capital. When the banks lend money
it is also capital, but the capital of someone else,
which they are lending.

There may be at any given time, and there
generally is at all times in some commodities, a
stock of things which people are not willing to sell
at that particular time because they think that by
withholding the stocks from the buyers they will,
at some future date, obtain a higher price for them.
On the other hand, therc are times when buyers are
not prepared to buy the stocks, because they think
that by withholding their purchase they will ac-
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quire them later on at a cheaper price. There are
also times when the banks and other lenders of
purchasing power are not prepared to lend freely,
either because they lack confidence in the ability of
the borrowers to pay them back, or because they
think that later on they will get a higher rate of
interest for their money. Similarly, there are times
when borrowers are not prepared to borrow, either
because they lack the necessary confidence to under-
take new enterprises or expand their present under-
takings, or because they think that by delaying
their borrowing, they will obtain the money later
on at a lower rate of interest.

We have scen that the money which people are
able and willing to lend affects the price of the
stock of things which the borrowers arc able and
willing to acquire. If the money which is being lent
at any given time is greater than the amount of
money lent at some previous time and no alteration
in the meantime has taken place in the stock of
commodities available for selling, then the effect
of the increased money credit is only to increasc the
price of these commodities but does not increase
the existing stock. The reverse is equally true if the
amount of money which people are willing to lend
in relationship to the commodities has decreased
instead of increased, and it is also true if an altera-
tion has taken place in the amount of commodities
availableforsale, without a correspondingalteration
in the money available for loans. But an alteration
in the price of commodities may induce the holders
to expedite or retard their sale, and consequently
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their passing into the hands of people able and
willing to use them, and in this way may affect
future lending and production. On the other hand,
an alteration in the price of commodities may have
an effect in stimulating or retarding enterprise and
thus increase or diminish the willingness of borrowers
to borrow.

Realization of the fact that all credit is founded
on somebody’s savings should help us to understand
why it is that in the chain of international trans-
actions which we have described, America and the
United Kingdom are the last of the countries in-
volved to receive payment in commodities for the
goods which they have exported. The reason is that
the people of these two countries save a large
amount annually, and it is they who either own a
large part of the surplus stocks of the world, or own
the means of purchasing them, and who are able
and willing to lend these stocks to people in other
countries. The stocks themselves may, of course,
not be in the United Kingdom or America, but in
other countries. The English people, for example,
have invested a considerable amount of their sav-
ings in China in railways, docks, and similar under-
takings, and on these savings receive interest. If
they are willing to lend this interest to foreigners
they may possibly deposit it with the China &
Exchange Bank, Ltd., in Shanghai, which bank
could, in its turn, lend it to Mr. Li, who could lend
it to Mr. Fu in Hankow, who could lend it to the
chahong who bought the tea from the Chinese
farmer. Thus someone in the United Kingdom would
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have given the credit necessary to buy the tea in
China. It may happen, and it does, of course, hap-
pen very often, that the Englishman who is entitled
to receive interest on his investment in a Chinese
railway for instance, needs the money to spend in
England and does not want to reinvest it in China,
but as long as there are other Englishmen who have
savings which they are willing to investin China, the
investment will still take place; the first Englishman
will sell, directly or indirectly, the interest which he
isentitled toreceivein China to the other Englishman
who is willing to lend it in China, the latter paying
the amount to the former in England.

The United Kingdom is the country in which the
technique of lending money abroad is most fully
developed, and for this reason London is the
greatest money market in the world. She has the
longest experience and the best organization for
foreign lending. It is only comparatively recently
that America has become an important inter-
national lender, and during the nineteenth century
she was indeed an international borrower. France
and, to a lesser degree, Holland are also important
lenders to foreigners, but this type of business is
nowhere as fully developed as it is in England.



CHAPTER XI

THE BREAKING OF A LINK, AND ITS CONSEQUENCES

Our chain is now complete. We have seen how the
cotton brought from America has been exchanged
for bristles imported from China into England, and
exported thence to the United States. Lancashire
exported cotton goods to China; part of the value
of these goods represented the valuc of the raw
cotton used in their manufacture, and we may con-
sider that this part was exchanged for the bristles,
and for the remainder (that is for the work done on
the cotton), the United Kingdom reccived Danish
butter. China gave in exchange for the cotton goods,
partly bristles, exported to the United Kingdom
and thence to the United States, and partly tea,
birds’ nests, sharks’ fins, and bamboo shoots, which
were exported to Manchuria. In exchange for these
Manchuria sent soya beans to Denmark, and in pay-
ment for the soya beans Denmark sent butter to
the United Kingdom.

We have mentioned a few of the people, firms,
and banks involved in these transactions, but there
were, of course, many people and business concerns
indirectly involved; for instance, those concerned in
making the agricultural implements used by the
various farmers whose dealings in produce we have

described. There were also the railways and ships,
160
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which carried the produce, and all the pcople who
helped in maintaining the railways, running the
ships, and mining the coal which was used for
these purposes.

It is apparent that in all these transactions many
different interests werc involved, and that many
complex considerations might arise. The breaking
of a link in our chain might cause dislocations hav-
ing consequences, some of which it would be very
difficult to foresee. The effect of these consequences
might be so widespread that it is worth while de-
scribing some of the possible reactions which might
result, in order that the reader may understand how
dislocations in commerce and industry sometimes
arise. We must remember, however, that all the
time new chains of transactions are coming into
existence which may minimise the consequences of
the breaking of some links in the old.

We can classify the principal causes of the
breaking of the chain under the following headings:

(1) Failure, or alteration in consumptive demand.

(2) Failure of production, or alteration in the

nature of production.

(3) FKailure to release or acquire stocks of com-

modities.

(4) Failure to lend or to borrow the money to

finance the moving of stocks of commodities.

(5) Government interference with the normal

flow of trade through the imposition of tariffs,
exchange restrictions, quotas, subsidies, and
other hindrances to trade.

All these have one common feature; they all
M
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cause dislocation in the exchange of commodities
which results in dislocation in industry and com-
merce, and dislocation means unemployment for
somebody. We will consider these causes in the
order which we have mentioned them. First, failure
or alteration in consumptive demand.

It will be remembered that little Mrs. Wu
married a pork butcher who lives in Shan-si. We
will assume that one year the province is inundated
by terrible floods (which frequently occur in China).
Crops are destroyed, people generally impoverished,
demand reduced, and Mr. Wu’s trade suffers equally
with that of his neighbours. Consequently Mrs. Wu
cannot afford to buy the “Nine Dragon Chop” of
shirting for her husband’s shirts, so that she decides
to buy a lower quality, that is one which is cheaper
in price. We may also assume, and the assumption
is quite probable, that the motives which induce
Mrs. Wu to economize induce, at the same time,
thousands of other women who are accustomed to
buy the “Nine Dragon Chop” or similar qualities,
to satisfy themselves with cheaper cloths. If Mrs.
Wu substitutes another English quality for the
“Nine Dragon Chop”’, she may either choose a cloth
which contains a smaller quantity of cotton, or she
may choose one which is made from a cheaper
quality of cotton. In the former case, the demand
for Hezekiah’s quality of cotton, the B.A.Z. mark,
will decline and, in order to get rid of his crop,
Hezekiah may be forced to lower his price some-
what. But if Mrs. Wu’s new purchase is made from
a different quality of cotton, then the demand for
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the B.A.Z. mark for the purposes of the ‘“Nine
Dragon Chop” will be entirely lacking, and
Hezekiah may have to lower his price considerably
in order to sell all his cotton. This will reduce
Hezekiah’s income and Robinson’s income; their
general purchasing power will decline, and they
will have greater difficulty than before in mecting
the interest payments on the money which they
have borrowed. The decline in Hezckiah’s pur-
chasing power will tend to cause a certain amount
of unemployment among those people who have
been manufacturing commodities, such as farming
implements, clothing, and other necessities, to meet
his requirements. If instead of the B.A.Z. mark
other American cotton is used, the increased de-
mand for such cotton will tend to increase the
purchasing power of the growers thereof and stimu-
late their demand for the commodities which they
require. But they may be different commodities, or
those farms may be situated in a different State in
America, and the improvement of the demand in
that State will not prevent the dislocation and
consequent unemployment in Hezekiah’s State.

It is possible also that the new quality of shirt-
ing is not manufactured from American cotton at
all, but perhaps from cotton grown in some other
country, in which case prosperity in that country
might be increased at the cost of unemployment in
the United States. Let us suppose, however, that
Mrs. Wu decides to buy a cloth which is manu-
factured in Japan and made half from American
and half from Indian cotton. A different set of
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reactions would arise. Imports of American and
Indian cotton into Japan would increase, giving
more employment to the ships that carried the
cotton from India. On the other hand, as America
would only be supplying half the amount of cotton
to Japan for Mrs. Wu’s shirts that she had supplied
to England, the demand for ships carrying cotton
from America would decline. Levine, the f.o.b.
man, would have less business to handle; the
American ginners, less cotton to gin; the rail-
ways, less cotton to carry; and the warchouses, less
to warchouse; the loans demanded from the banks
would decline; and Silas JJ. Hocking would lose part
of his business. Hezekiah, not having been in-
formed, however, by Mrs. Wu that she had ceased
to buy shirts made from his cotton, would possibly
think that the decline in the demand for his quality
of cotton was purely temporary and, therefore,
plant his usual quantity of seed for next scason’s
crop instead of some other crop, and thus prolong
the period of his loss of purchasing power. The
cumulative effect of all this would be unemploy-
ment in America.

The Liverpool warchouses would have less cotton
to warehouse; Birdhead & Co. would lose part of
their business; the railways would carry less cotton
to the Diamond Spinning Co., Ltd., in Oldham,
who would have less cotton to spin and to send to
the Blackburn Weaving Co., Ltd., in Blackburn,
who in their turn would have less cloth to weave
and to send by motor lorry to the bleachers in
Droylsden, who would have less cloth to bleach. The
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Manchester packers would have less goods to pack,
causing a decline in the demand for paper, timber
for cases, terne plates, and nails. Rathbone Baxter
& Co., Ltd., would lose part of their business; the
shipowners who carry goods from Birkenhead to
Shanghai would lose part of their freight. All
along the line unemployment would be caused in
the United Kingdom because Mrs. Wu in Shang-
hai and her thousands of countrywomen had
decided to buy Japanese cloth as it was cheaper
than the English “Nine Dragon Chop”.

The reactions would go further than this. Man-
churia would still require tea from China, and
Denmark soya beans from Manchuria, but Japan
would now import something in exchange for her
shirting cloth, and Tndia something in exchange for
her cotton. America, on the other hand, would only
have to receive half the former amount of bristles
because she had sent half of the amount of cotton
to Japan which she formerly sent to the United
Kingdom. Her diminished export of cotton would
lessen the purchasing power of her people and
she might find her demand for bristles reduced;
if not, she would have to export some other
article to replace the cotton or reduce other
imports. The United Kingdom would have to
receive nothing from China in exchange for the
cotton goods which she had ceased to export,
but she would still want Danish butter (perhaps
in a somewhat reduced quantity owing to un-
employment); she would have to find some new
export to pay for the Danish butter, or reduce
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some other import, or lend less money to foreign
countries as she would have a smaller surplus.

In Japan and India the reverse would happen
to that which would happen in the United Kingdom
and America. There would tend to be more em-
ployment in the former countries; and greater
employment would lead to a greater demand. For
instance, Japan’s increased prosperity might lead
to a greater demand for wool from Australia with
which to clothe her people, and in turn, Australia
might buy perhaps more agricultural implements
from the United Kingdom and improve the de-
mand for labour in that industry, but the disloca-
tion would still exist because the increased demand
for labour in the agricultural implement industry
would not absorb labour trained to spin yarn and
weave cloth, which labour would consequently
tend to remain unemployed. India having ex-
perienced a greater demand for her raw cotton,
might increase her demand for machinery, Ford
tractors, or for machinery from America, causing
more employment in those trades but not helping
Hezekiah, Robinson, Levine, the cotton ginneries,
warehouses, and all others employed directly
or indirectly in the export of cotton from
America.

If Mrs. Wu decided to buy cotton cloth made in
China from Chinese cotton, the same dislocation
and loss of business would occur in the United
Kingdom and America as if she had bought the
cotton cloth in Japan. China, owing to the exten-
sion of her cotton industry, would want more
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machinery. We should send her machinery instead
of cotton cloth, and this would mean more employ-
ment for our mechanical engineers, but would not
help the spinners and weavers who had been thrown
out of work, except possibly to the slight extent
that the increase in the machinery trade might
stimulate employment in the home demand for
cotton goods. China, on the other hand, might buy
the machinery from Germany. The circle would
then be widened and the dislocation extended,
but in the end if Germany’s exports increased,
her imports would also increase.

The action of Mrs. Wu might set up changes in
prices other than in the price of cotton cloth; for
instance, the demand for Chinese cotton would be
increased and for American cotton diminished,
consequently the price of Chinese cotton would
tend to rise and that of American cotton would
tend to fall which, in its turn, might cause some
goods formerly made of Chinese cotton now to be
made from American cotton. If this took place to
a sufficient extent, the equilibrium between the
prices would, in time, be restored. Or again, if un-
employment in the cotton trade in this country
reduced the demand for Danish butter, it might
incrcase the demand for margarine, causing a
larger demand for the soya bean oil in order to make
margarine, but a decreased demand for the by-
product, namely, the bean-cake which is used to
feed the cattle which give the milk which makes the
butter.

Mrs. Wu’s change (and all the other Mrs. Wuy’
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changes) in the purchase of the quality of shirt-
ing which she buys might also cause considerable
financial disturbance because, if the dislocation
in the United Kingdom and America led to un-
employment and reduced the purchasing power
of the people, that might (and probably would)
affect the total valuc of goods imported into the
United Kingdom and America, possibly from
countries outside our chain. On the other hand,
exports of cotton from America to us (that is
our imports) and our cotton cloth exported to
China would be reduced. If our imports were re-
duced, the amount of Bills of Exchange drawn on
London would also be reduced, and the rate of ex-
change between the exporting countries and England
would consequently be altered. America would
have a less amount of bills to draw on us, which
would affect the rate of exchange between America
and England, and Manchester would have fewer
bills to draw on Shanghai, which would affect the
rate of exchange between England and China. In
time, other forces operating would readjust the
position, but in the meantime a certain amount of
dislocation in the foreign exchanges might have
been caused.

Mrs. Wu’s action would also have an effect on the
London Discount Market. As fewer bills would be
drawn on London, there would be a smaller amount
offering in the market for discount; discount brokers
would, therefore, be more eager to acquire the bills
and consequently would charge a lower rate of
interest for discounting. (The rate of interest charged
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for discounting a bill is the price which discount
brokers charge for lending their money). It is not
the purpose of this book to discuss all the reper-
cussions of an alteration in the discount rate, but
any reader intercsted in pursuing this further,
should refer to a text-book on moncy.

So much for Mrs. Wu. Although we have de-
scribed some of the reactions caused by the decline
in her purchasing power, these are only the first
ripples caused in the pond by the stone which she
has thrown; the effects which result from her action
continue in ever-widening circles.

We have now to consider the reactions set up
by failure of production or alteration in the nature
of production. What about our friecnd Hezekiah
Godbehere?

Hezckiah might decide to plant maize instead
of cotton. This might be due to the fact that the
price of his cotton had fallen considerably and he
hoped to make more money by growing maize; or
his reason might be that the last crop of cotton suf-
fered seriously from the ravages of the boll-weevil
of which trouble he feared a recurrence. But—what-
ever his rcason—by his failure to re-plant cotton
he would cause various kinds of dislocation sim-
ilar to those which we have described, although
perhaps different people might suffer in different
ways and in different countries. If other planters
who produced the same quality of cotton as Heze-
kiah also curtailed their production, then the price
of this particular quality of cotton would become
dear relatively to the price of other qualities. Mrs.
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Wu might consequently have to pay more for her
“Nine Dragon Chop”, and might decide to do so
even if that necessitated the postponing of the pur-
chase of the new silk jacket which she had promised
herself for the coming New Year’s festivals.

The demand for Chinese silk would then be re-
duced. The price of cocoons would fall to the detri-
ment of the farmers who depend to some extent on
sericulture, and unemployment would be caused in
the silk filatures in Shanghai, until Mrs. Wu and all
the other women who had had to abjure their new
silk garments owing to rise in price of cotton cloth,
had saved sufficient money to resume their pur-
chases of silk goods. But a more serious reaction
on the silk market might take place. Mrs. Wu, in-
stead of foregoing her new coat, might buy one made
of artificial silk. She might be so pleased with this
that she would continue to buy artificial silk goods
instead of real silk goods, and the demand for real
silk would permanently decline while that for arti-
ficial silk would be increased.

Another reaction to Hezekiah’s reduction of pro-
duction would affect an entirely different trade. Tf
less cotton were produced there would be a smaller
supply of cotton seed. Cotton seed, relatively to
other seeds used for oil pressing, would tend to
become dear. In some cases soya beans might be
used in place of the cotton seed; the demand for
soya beans would increase, bringing prosperity to
Manchuria and a greater demand (among other
things) for sharks’ fins for wedding feasts, thus
stimulating the export from Newfoundland, whence
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these delicacies emanate. On the other hand, the
unforeseen demand for soya beans would tend to
increase the price; the raw material for margarine
would become dearer and the English shopkeeper
would have to pay a higher price to the Danish pro-
ducers. Higher prices might also be asked for bean-
cake which is used as a fertilizer, and some farmers
who had hesitated between the use of bean-cake and
chemical manures might be induced to turn to the
latter, and if they found them more satisfactory,
adhere to that form of fertilizer and cause a per-
manently increased demand for the products of
the chemical works in England, Germany, and
other countries in which they are manufactured.
We have assumed that Hezekiah and many other
cotton-growers turned over for the time being from
cotton to maize. Perhaps the growers of maize in the
Argentine might not know that this had occurred
and would continue to plant their accustomed
acreage of that cereal. This might lead to excessive
world stocks of maize, the price of which, if lowered,
would drag down with it the prices of competing
feeding stuffs, reduce the purchasing power of the
farmers, and consequently the demand for the
manufactured goods of the industrial countries of
the world. All these dislocations would, if suffi-
ciently widespread, cause bad trade, losses, un-
employment, business failures, and in the end
create a feeling of want of confidence, with the
consequent disinclination on the part of the pro-
ducers, on the one hand, to undertake new enter-
prises, and on the other hand, on the part of people
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who lend money, to encourage the undertaking of
new enterprises.

This brings us to our third point, which is the
failure to release or acquire stocks of commodities.
Hezekiah and John B. Robinson, if they realised
that the low prices which they received for the
B.A.Z. cotton was duc to an over-supply of their
quality of cotton in the world, would be discouraged
from planting and consequently would need less
cotton seed than before. Robinson would still
require, however, some fertilizers and some farm
implements, but the man who had these in stock,
knowing that Robinson had had continued severe
losses over a series of years, might be disinclined to
sell them to him on credit. Silas J. Hocking in
New Orleans, and Birdhead & Co. in Liverpool,
would be equally nervous, and would reduce to a
minimum the amount of stock held by them and
necessary to satisfy their customers’ requirements;
Silas J. Hocking, possibly because he was nervous of
Birdhead’s position, perhaps might not wish to ship
him too much cotton, for which, after all, he would
have to give credit by means of the ninety days
bill which he would draw. Birdhead & Co., in their
turn, might be uneasy about the position in Lanca-
shire and consequently not wish to buy the cotton
from Silas J. Hocking, even on credit, not desiring
to be overloaded with stock which they might have
difficulty in selling. If the lack of confidence con-
tinued for sufficiently long, then fewer warehouses
would be required to store the diminished quantity
of cotton, fewer ships to carry it, less machinery
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to manufacture it; consequently new enterprise in
the provision of these would be discouraged. As a
result, the stocks of commodities available for use
in such new enterprises would remain in the hands
of their owners who would be afraid to release them,
while producers would be unwilling to acquire them
fearing that they could not be turned to a profitable
use.

The same motive would underlie our fourth cause
of dislocation, which is the failure to lend or to
borrow the money necessary to finance the moving
of stocks of commodities. Bankers, owing to the
general lack of confidence, might become chary of
lending the money necessary to enable the posses-
sion of stocks of commodities to pass from the owners
into the hands of those whose ordinary business it
is to buy them. The banks might be willing to afford
the necessary financial facilities only to people whose
soundness was beyond question. But those people
would probably be of a very careful and con-
servative nature and not only would not want
to borrow fresh money (because they would be
frightened of undertaking new ventures), but might
indeed actually pay back to the banks money
which they had previously borrowed, and thus
pilc up uninvested savings in the hands of the
banks. If the banks were frightened of lending
money, they would ask a high rate of intercst
in order to deter borrowers from borrowing. As,
however, the unused money continued to lic idle in
the banks, their policy would gradually change, and
they would become willing to take a very low rate
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of interest to encourage sound borrowers to seize
the opportunity of cheap money in order to start
new enterprises. But this provision of cheap moncy
might last a considerable time before the con-
fidence of sound borrowers was restored.

The last of the causes of dislocation in our chain,
namely: government interference with the normal
flow of trade through the imposition of tariffs, ex-
change restrictions, quotas, and subsidies, is the
most serious of them all. For, while all the other dis-
locations might right themselves within a compara-
tively short time, when restrictions on trade are
once imposed by one country they tend to spread to
many other countries, and it may take years before
they are removed. Mrs. Wu might, as we have seen,
have caused a reduction in the exports from some
countries and a dislocation in the rate of exchange
of their currency. Such countries would have an
increasingly unfavourable balance of trade and in an
endeavour to reduce it, might restrict imports by
the imposition of tariffs and quotas, which restric-
tions their statesmen would advocate as a means of
absorbing the labour which had become unem-
ployed as a result of a reduction in the exports.
Reduction of imports in one country means re-
duction of exports from some other country. This
loss of exports may, in some countries, make it
more difficult to obtain the foreign currency requi-
site to pay interest on loans which had been raised
in other countries. This would lead the govern-
ment of the borrowing country to impose exchange
restrictions on operations which might otherwise
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result in a still further depreciation of their rate of
exchange. The imposition of tariffs, quotas, and ex-
change restrictions, in the various countries of the
world might also lead to political repercussions, the
discussion of which lie outside the scope of this
book.

If Mrs. Wu knew what she had done, she would
have been unable to sleep at night.



CHAPTER XI1

CONCLUSION

WE have described in the previous chapter some of
the consequences of a reduction in the production
of Hezekiah’s cotton or an alteration in the con-
sumption of cotton goods by Mrs. Wu. We have used
cotton as an illustration, because the production of
cotton, and the manufacturing and distribution of
cotton goods, covers a large field of industrial
and commercial activity. Cotton illustrates the pro-
duction and marketing of a raw material and it
affords an example,—the greatest example—of
America’s export trade, while at the same time
it shows how an important commodity is handled
when entering the United Kingdom. It goes through
many processes in the course of manufacture in
Lancashire, and, owing to the horizontal structure
of the industry, these processes are carried out by
several different manufacturing units. It exemplifies
the export of manufactured goods from one country,
and the import of these goods into another, as well
as demonstrating how this is carried out, and how
the goods are marketed in the importing country
from the time of entry until they are finally bought
over the shop’s counter by the consumer.

Perhaps another reason for choosing cotton is

that the author is more conversant with this trade
176
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than with any other; although he has handled com-
mercially all the other commodities described in
this book, with the exception of birds’ nests, sharks’
fins, and bamboo shoots, which he has only handled
comestibly.

Cotton forms a useful illustration in another way,
because the length of time elapsing from the plant-
ing of the seed until the consumption of the finished
article is so great. The object of credit is to cover the
period between production and consumption and
the longer this period is, the longer is the time for
which credit is required. The more complex and
numerous the processes of production, manufactur-
ing, and distribution are, the more complex arc the
kinds of credit required and the greater the variation
in the types of credit instruments used. This fact is
clearly demonstrated in this book because at least
909, of the credit instruments which have been re-
produced appertain to the cotton industry, although
most of them arc equally applicable in aiding the
movement of the other commodities described. Not
only in America but in all civilized countries means
are provided by which a farmer who is short of
money owing to bad times, can obtain credit by
mortgaging his farm and avoiding the necessity of
selling it directly the bad times come upon him. In
the same way in most agricultural countries, means
are provided, if necessary, for supplying the farmer
with seed and his other requirements in aid of pro-
duction on credit until he is able to pay after having
harvested his crop.

Methods of “hedging” in the cotton industry
N
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have been described at length because in dealings
in other kinds of produce ‘“hedging” has also been
created in order that risks may be minimized and
the giving of credit facilitated. At one time banks
regarded “hedging” as a type of speculation, but
have now come to see that by this means their
interests are safeguarded, and in many cases now
will only grant credit if the produce is “hedged”.
In order to obtain credit when required, all owners
of factories (not only cotton factories), issue de-
bentures or pledge their fixed and often their float-
ing assets. The custom of granting overdrafts to
merchants exists in many other trades besides
the cotton trade. The system by which Silas J.
Hocking in New Orleans, obtained credit for the
cotton which he shipped to Birdhead & Co. in
Liverpool, by drawing Bills of Exchange on the
latter firm and obtaining from banks advances
against them in cash, is common to all international
transactions in commodities.

Of course, the credit instruments which have been
reproduced here are only samples. Kach bank, each
trade, each district, each State, and each country
use credit instruments which, although similar in
principle, vary in detail. We have mentioned in this
book only a very few of the commoditieswhich enter
into international trade. His Majesty’s Customs has
scheduled over four thousand items of different com-
modities imported into this country,and the variety
alone in types of raw cotton, in types of cotton
yarn and cotton cloth, and the uses to which they
are put, would run into many hundreds.
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Quite apart from the commerce in imports and
exports, there is a trade carried on which forms part
of our invisible imports and exports. Our ships not
only carry goods to and from this country, but also
goods which neither reach nor leave our shores, but
which are borne between different ports all over the
world. The profit which is earned by British insur-
ance companics in insuring them, and the profit
earned by our banks and financial houses in financ-
ing them (for they are mostly carried on credit by
means of bills on London), all form part of our
invisible exports, and the fact that these boats are
largely consuming English coal increases our exports
of this commodity.

In order to exemplify the varied and widespread
voyages of these boats, the actual itineraries of
three tramp steamers, which may be taken as
typical, are given in Appendix 1.

Only the credit necessary to move the raw cotton,
the manufactured cotton shirting, the tea, soya
beans, butter, and bristles has been described, but
the production and distribution of these commodi-
ties involved the use of a great volume of other
credit. Credit was required for mining the iron used
in making the ploughs for all the Hezekiahs;
credit was required by the chemical trades manu-
facturing the fertilizers, and the insecticide for
killing the boll-weevil. Credit was required for ob-
taining the timber to build the railway trucks and
for building the railways themselves, and credit to
build the ships which carried the goods, and the
warehouses which warehoused them, and for the
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coal mines which produced the coal for the ships’
bunkers. Credit was required for the sizing material
for sizing the yarn, for the bleaching powder for
bleaching the goods, for mining in the Straits
Settlements and transporting the tin for the pack-
ing-cases in which the goods were packed, for
felling the trees in Scandinavia, and for preparing
the pulp from which the paper was made in which
the goods were wrapped. Credit was required for
mining and transporting the lead used in China
for the lining of the tea-chests, and credit was
also required for producing jute in Bengal in order
to make and transport to Manchuria the gunnies
in which the beans were packed, and so on ad
infinitum, because all these things required other
things to help in their production, and all those
other things required the aid of credit in order that
they could be produced and marketed.

Finally, it must be remembered that trade is not
carried on between nations, but between individuals.
Hezekiah Godbehere and little Mrs. Wu have been
created merely as an illustration of millions of other
Hezekiahs and Mrs. Wus in the world,—counting
their children they number about two thousand
millions—all of whom are busy exchanging com-
modities between themselves. It is this urge to
exchange commodities, in order to satisfy human
wants, that increases the wealth of the world, and
it is only by using the world’s savings in the form
of credit that these commodities can be produced
and exchanged.



APPENDIX No. 1
VOYAGE ITINERARIES

From Barry in May 1933 for Port Said with .
Thence Aden to Chittagong with
,»  Burmah to Hamburg with
. Danzig to Albany, U.S.A., with
,»  Cuba to Marseilles with
Will load grain in South Australia for home.
Due about June 1934.

Tyne/Trinidad, Port Royal, West Indies

then
Galveston, Houston or New Orleans/Japan and
(‘hina vie Panama

then
Philippine Islands, Manila. Ho. Ilo/Galveston,
New Orleans, Baltimore, Philadelphia, New
York or Boston via Panama

then
Newport News for bunkers
Cuba, San Domingo, Jamaica, Trinidad or
Barbados/Montreal
Montreal/United Kingdom

+

coals.
salt.
rice.
rye.
sugar.

North Pacific to Sydney, N.S.W., w1th lumber.

coul

colton

sugar

sugar
grain

The following is a typical example of a tramp steamer,
the voyage occupying a total of 435 days: The vessel loaded
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a cargo of coal Dunston (Newcastle-on-Tyne) to Servola
(Ttaly); she then proceeded in ballast to Casablanca
(Morocco), and loaded a cargo of phosphate for Japan, pro-
ceeding via the Panama Canal. After discharging phosphate
in Japan she proceeded to Occan Island (one of the Gilbert
Islands in the Pacific-British) in ballast and there loaded
a cargo of phosphate which she discharged at Bunbury
(W. Australia) and Freemantle (W. Australia). She then
proceeded to New Caledonia in ballast and loaded at
Paagoumene (New Caledonia in the Pacific-French) a part
cargo of nickel ore, completing her loading at the Solomon
and Fiji Islands (Pacific-British) with copra, which she
discharged at Marseilles, Valencia (Spain) and, Passages
(Spain), afterwards procecding to New York to discharge
the balance of her nickel ore. From New York she pro-
ceeded to St. John, N.B., in ballast and there loaded a
cargo of bulk grain, discharging this at Oneglia (Ttaly),
(lenoa, Naples, and Milazzo (Sicily), proceeding thence to
the Tyne in ballast for dry docking and overhaul.



APPENDIX No. 2
CHAIN OF TRANSACTIONS

Raw Cotton

Hezekiah Godbehere in Vicksburg, Miss., sent cotton to
ginner: The Mississippi Ginning Company (for ginning).

From ginner to Hezckiah.

From Hezekiah to Marcus B. Levine in Vicksburg through
John B. Robinson.

From Levine to Silas J. Hocking in New Orleans.

From Silas J. Hocking to Birdhead & Co. in Liverpool.

From Birdhead & Co. to the Diamond Spinning Co., Ltd.,
in Oldham (to be spun into yarn).

Cotton Yarn

From Diamond Spinning Co., Ltd., to the Blackburn
Weaving Co., Ltd., Blackburn (to be woven into
cloth).

Cotton Cloth **in the grey state”

From the Blackburn Weaving Co., Ltd., to Rathbone
Baxter & Co., Ltd., in Manchester (for examination).

From Rathbone Baxter & Co., Ltd., to the Quicksilver
Bleaching, Dyeing, & Finishing Co., Litd., in Droylsden
(for bleaching).

Cotton Cloth “‘in the bleached state”

From the Quicksilver Bleaching, Dyeing, & Finishing Co.,
Ltd., to Rathbone Baxter & Co., Ltd., in Manchester
(for packing).
183
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From Rathbone Baxter & Co., Ltd., to Birkenhead for
shipment to G. Townsend, Ltd., in Shanghai.

From G. Townsend, Ltd., to Mr. Chang in Shanghai.

From Mr. Chang to Mr. Feng in Fuen-Choo (province of
Shan-si).

From Mr. Feng to Mrs. Wu also in Fuen-Choo (to be made
into shirts for Mr. Wu).

Tea

From Chinese farmer to the chahong (buyer’s intermediary).

From chahong to Mr. Li in Hankow (for final preparation).

From Mr. Li to Mr. Fu in Shanghai.

From Mr. Fu to Mr. Hsu Chiang in Mukden, Manchuria
(for sale to consumers).

Birds’-Nests and Bamboo Shoots
From Mr. Fu in Shanghai to Mr. Hsu Chiang in Mukden.

Sharks’ Fins

From Newfoundland to Mr. Fu in Shanghai.
From Mr. Fu to Mr. Hsu Chiang in Mukden.

Soya Beans

From Manchurian farmer to wholesale merchant.

From wholesale merchant to railway warehouse or barge.

From railway warchouse or barge to exporter in Dairen.

From Dairen to oil mills in Copenhagen (for extraction of
oil).

From oil mills in Copenhagen (as soya oil) to margarine
factories.

From oil mills in Copenhagen (as soya bean-cake) to
farmers as fodder for milch cows and other cattle.
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Butter

Milk from cows to co-operative dairy (to be made into
butter).

From co-operative dairies to co-operative marketing
organization.

From co-operative marketing organization to Manchester
butter importers.

From Manchester butter importers to shops in Lancashire
(who sell the butter to cotton spinning, and weaving
operatives).

Pigs’ Bristles

From the backs of Mr. Wu’s pigs in Fuen-Choo to Shanghai.

From Shanghai to London.

From London to New York.

From New York to Vicksburg (in the form of paint-
brushes).

From Vicksburg to Hezckiah Godbehere (who used the
brushes to paint his barn where he stored his cotton).
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