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PREFACE

Tug object of this book is to give a brief account of the
operations of Commerce in its various departments, and
to outline the economic principles on which these
operations are based. While the book'is designed to
serve as a textbook for the examinatiogs of the Society
of Arts and the Union of Lancashyfe and Cheshirc
Institutes in the *“ Theory and Practicé of Commerce "~
being, in fact, the only textbook completely cover"'m‘_g
the syllabus of those examinatibns—it will also -ipe'
found suitable for use in the commercial dopartmeﬁﬁs
of secondary schools. The subject has been treated
in such & way as to cmphasize the broad principles
underlying commercial transactions, rather than so.
supply & mass of detailed information thereon. It
will be useful, therefore, to both teachers and studen'té?
as a general survey, and will serve as a basis for further-
specialized study of any one particular sphere of com-

mercial activity.
V. ABBOTT.

MaNcurstes.
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COMMERCIAL THEORY AND
PRACTICE

INTRODUCTION

AT the prescut time, and in every country of the
world, it is being recognized to how great an extent
the success of the great enterprises of commerce and
industry depend on the knowledge and ability, not
only of those who direst them, but also of their sub-
ordinates. In no business can the management afford
to neglect the continual changing of conditions, the
rise of new problems and new methods, and the neces-
sity for promptly and efficiently coping with these.
With the magnitude of modern business organiza-
tions, the isolation and inaccessibility of their con-
trollers have almost vanished. The mass of detajl
inseparable from large-scale trading has caused many
duties to be delegated to subordinates, which, in
businesses on a more modest scale, would be attended
to by the head himself. This in turn gives greater
scope for the display of exceptional ability on the part
of those who could not hope, by their individual
exertions, to obtain the wide field neccssary for the
exercise of their talents. More and more can the
principles underlying trade and commerce be treated
scientifically, and the man possessed of ability but
with no capital has a better chance than ever before
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of utilizing that ability to his own and also to his
nation’s advantage.

However great such natural ability may be, even
though it amount to genius, there is no question as to
the advantage, even to such a one, of the study of the
principles which he uses almost by instinct. Those
who exercise the control of business, indeed, are unable
to ignore the conditions which nature and social
i.stitutions impose upon them. Rule-of-thumb
methods are no more likely to succeed in commierce
than in industry, and there is 10 room at the top for the
man whose mental horizon has for its boundary the
routine of one section of the counting-house. Not that
the training afforded by this routine should be dis-
paraged; no one protends that a merchant, a manu-
facturer, or a banker can be said to be trained before
he has spent a long time in a counting-house, a factory,
or a bank; such a training is indispensable. But this
alone is no longer sufficient; it needs vitalizing by the
training of the faculties of observation and generaliza-
tion, by clear reasoning and logical thought.

The theory and the practice of commerce should go
hand in hand; the former being tested by reference to
the actual facts, and the soundness of the latter by its
conformity to the former. Commerce is not a thing
of chance; its laws are as plainly written and as un-
alterable in their effects on commercial transactions as
are the well-known physical laws in the operations of
Nature. To tlie young man embarking cn & commer-
cial career, unremiiting study of these laws is impera-
tive. The instinctive tendency of human nature to
tuke the line of least resistance will otherwise cause him
to pursue the mechanical routine of business, and he
will fail to conceive of things otherwise than as he sees
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them, thus becoming the slave of routine when he
ought to be its master. Morecover, the study of the
theory of commerce will enlarge his views, and he will
benefit intellectually therefrom. One can deal with
business details, relatively of the least importance, so
much the better with the assistance of large ideas, and
it is not by modelling one’s actions according to a tra-
ditional routine that such ideas are acquired.

Our most successful trade rivals have recognized
that a scientific training is just as useful for the com-
mercial man as it is for the doctor or the lawyer, and
they have accordingly taken steps to render as acces-
sible as possible the acquisition of such a training.
The result is becoming more and more manifest in the
keenncss of their competition, which, while not wholly
duc to this cause, is undoubtedly to a large extent
accounted for by it. Goods, however high their
quality, do not scll themsclves automatically, and it
behoves us, as the foremost commercial nation of the
world, not to rely too exclusively on the reputation
we already possess, but to seek to fit ourselves by the
extended study of the principles of production, distribu-
tion, and finance, to retain our proud position, and, as
far as we can, to render that position unassailable.



PRODUCTION AND THE AGENTS OF
PRODUCTION

Meaning of Production.—The term TProduction is
usually associated, in the mind of the ordinary indi-
vidual, with the making of things. Production is an
active, not a passive process, and may be exemplified
in the operations by which the shoomaker takes various
pieces of leather and faghions them into a pair of
shoes. But in doing this he has simply taken an
article, leather, which wes already in existence, and by
his efforts has changed it, giving it the form we rccog-
nize as a pair of shoes; if the tanner had refused to
supply the leather, the making of the shoes would have
been impossible. This is the casc in regard to all
material goods; man cannot produce mattcr in the
sense of creating it ; the only thing he can do is to alter
its form or change its position. When the miner digs
out coal from the bowc!s of the earth, he merely changes
its position; and when the weaver turns out his cloth,
that cloth is but an altered form of the yarn supplied
to him. In the world of non-material things man can
certainly create new ideas, but in the world of material
things the only thing he can do is to adapt or readjust
maiter so that it may satisfy his wants or desires more
fully; he can make matter more useful, so that in
reality he only produces utilities.

if the meaning of production be taken as signiing

4



BRITISH CENSUS OF IPRODUCTION 6

the rendering of commodities more capable of satisfy-
ing human wants, we must class as productive activi-
ties all those that are engaged with that object in view.
The farmer who cultivates his crop of wheat, the dealer
who buys the crop and subsequently sells it to the
miller, who in his turn grinds it into flour for the baker,
who turns it into bread ready for immediate consump-
tion—all these may be considercd as engaged in pro-
duction, since thoy are all engaged in rendering things
more useful. For the same reason, the functions of
transport as exercised by the railwayman, the mariner,
or the dock-labourer, are productive, since the aim of
these is to place commodities in a position where they
are capable of being utilized.

Extent of Production.—Up to quite recently it was
impossible to ascertain, with any reasonable degree of
accuracy, the value of the production of British
industry, but the Census of Production, taken in 1908
in respect of the production of 1907, has furnished data
whereby & fairly correct estimate may be made of the
value of the production of the United Kingdom. The
census dealt with thirteen groups of trades—viz., mines
and quarries; iron and steel; other metals; textiles;
clothing; food, drink, and tobacco; chemical; paper
and printing; leather, canvas, and rubber; timber;
building; public wutilitics; and miscellaneous trades,
such as the making of scientific and musical instru-
ments, toys, materials for athletic sports, etc. The
net output of these trades—i.e., the total value added
to the raw materials in the course of manufacture—was
about 712 million pounds, and on this basis the total
vaule of the whole output was estimated as 1,765
million pounds.y If the output of agriculture—210
million pounds—and from fisheries—12 million pounds
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—be added to this, & grand total of 1,987 million pounds
is arrived at as the gross output of agriculture, manu-
factures, and fisheries, according to the Census of
Production. If an allowance is made for the many
producers on & small scale who were exccpted from
the census, there is no doubt that the total output
would be well over 2,000 million pounds. This repre-
sents the total value at the place where production is
completed, and as such does not include the services
rendered in marketing, nor in the transport of tho
goods. The following is a graphic representation of
the not output of the industrics enumerated :

Agriculture 210 1
Iron_and Steel 153 |

|Mines and Quarries U3-5
JYextiles 94-3

JFood, Drimk etc. 89+

-] Building 80-5
‘ Clothing 47-7
Paper 33-8

Chemiecat 21-8
Timber 21-4
Fish 12

Other Mctals 11-9
_lleather 86

DIAGRAM SHOWING THIE RELATIVE NET OUTPUT, IN MILLIONS
or PouNps, OF THE ABOVE INDUSTRIES.

To produce this enormous quantity of goods neces-
sitated the efforts of upwards of 11 million persons—a
fact which should help to emphasize most vividly the
contrast between a highly organized industrial State
such as the United Kingdom and a primitive agri-
cultural community such as our ancestors formed, not
many centuries ago, and such as are at the present
time many of the nations of Asia and Africa. This
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great volume of industrial production is due to many
causes, but the one great fcature which has made it
possible is the application of the principle of the
Division of Labour. By this the productive power
of labour has been increased almost inconceivably;
complicated operations are analyzed, and each part
entrusted to workers according to their individual
capacity, thus increasing each worker’s dexterity in
his particular occupation, and effecting at the same
time great economies in both time and utensils. It
was the adoption of this principle that gave to the
Swiss their pre-eminence in the watchmaking industry.
Each worker confined himself to the construction of
one special part of tho watch, and thus developed a
marvellous dexterity in his branch of the work. How-
ever, when the division of labour has been carried to
such & point that the operations necessary can be
reduced to routine, then the time has arrived when
the work can be successfully taken over by machinery.
This is exactly what has taken place in the making of
watches, and at the present time the cheap Swiss
watches are being ousted by the cheaper American
machine-made watches. This principle of specializa-
sion, having been found effective in increasing the
product of industry, has also been applied to
commerce. Kach of the great staple industries has
its entourage of dealers, brokers, and agents, who
subdivide the different branches of the industry,
each dealing with a certain special range of the
product.

Cause of Production.—The aim of every organizer of
production is to satisfy the wants of those who desire
his commodities—i.e., the consumers. On the other
hand, a person may desire to consume a certain article,
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yet may not posscss the means to render that desire
effective, and until that is done such a desire cannot
be translated into a demand. The penniless street-
arab, who stands gazing longingly at the goods in the
window of the pastry-cook’s shop, certainly possesses
intense desires, but from the standpoint of demand, he
is entirely ineffective. When a person’s means are
sufficient to cnable him to satisfy his desires, he be-
comes & potential buyer. Then the organizers of
production begin to take an interest in him, and to
study the best means of gratifying his wants. When
he actually begins to buy, he becomes the focus of
the attention of the whole world of industry and
commerce.

The demand for a commodity in general is not an
isolated demand. If a demand arises for ink, asso-
ciated with it is the demand for pons and paper. The
brewer wants malt in order to brew his beer, but along
with it he must also have hops. since the one com-
modity without the other would be of little use to him.
Since such commodities are dependent on each other
when they come to be consumed or used, the domand
for the one must powerfully influence the demand for
the other. Another way in which the demand for one
commodity entails the demand for others is seen in the
demand for manufactured articles, such as machinery,
cloth, etc. The demand for these goods causes a
demand for the raw materials from which they are
made; a kind of secondary demand which is derived
from the primary demand for manufactured articles
Secondly, every want of mankind is limited in extent,
and the more of a thing that a porson has, the less does
he desire additional amounts of it, and the less will
be the price that he will be willing to pay for these
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additional amounts; therefore, the greater the amount
of a commodity to be sold, the smaller must be the
price at which it is offered in order to find purchasers.
For example, assuming that the market price of sugar
is 18. a lb., a purchaser may be willing to buy 1 Ib. at
that price ratber than go without it altogother; but
if the market prico be 6d. a lb., ho will buy 2 lbs., and
if the prico be furthor reduced to 3d. a 1b., he will then
buy 4 Ibs. This amount is as much as he wants, and
any further reduction in the pricc would not cause
him to buy more. Thus there is a limit to every
want, and when a certain want is satisfied, it gives
place to the desire for somo other thing. If tho in-
tonsity of the consumeor’s degsire is mecasured by the
price he is willing to givo for cach successive increment
of a commodity, then it is possiblo to ropresent the
above phonomonon by a curve. Suppose that the
commodity in question were fruit, such as apples,
and that tho price measuring tho satisfaction afforded
by the first apple were 1(d., prices for successive apples
boing 6d., 3d., 2d., 14d., thon the following curve,
DD, would represent tho consumers’ curve for applos.
Such a curve is termed a Demand Curve. (Sce diagram
on p. 10).

The desire for any particular commodity is also
influenced by the possibility or otherwise of some
substitute being easily available; for instance, coffeq
may be substituted for tea, margarine for butter,
candles for oil, ete.

Thirdly, the sum of the individual demands for any
article constitutes the total demand, which, from the
producer’s point of view, is the demand to be satisfied.
This total demand finds expression as the demand of
the market. Originally, a market reforred to some

2
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particular place in a village or town where goods were
bought and sold, but the meaning of the term has been
extended in modern times, and when speaking of a
market now we refer to any region in which buyers
and sellers are in free intercoursc with one another, so
that the dealings in any commodity may be easily
carried on. The region may be a town, a county, a
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country, or even the whole of the civilized world, and
such are the facilitics of communication that the general
tendency i8 towards the widening of the market area.
The more perfect the organization of the market is,
the stronger is the tendency for the same price to be
peid for the same commodity at the samne timo in all
parts of the market. This principle is based on the
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assumption that there is perfect competition, and that
all the sources of information concerning the market
and the dealings therein are equally accessible to both
buyors and scllers. Under such conditions, the seller,
who was offering his goods in one part of the market at
a price lower than other sellers were offering theirs,
would incvitably attract the buyers to him, and since
no seller would wish to have any part of his goods left
on his hands, the other sellers would te compelled to
sell at the same price. Competition between the buyers
would, in a similar way, lead to the establishment of
the same price for the samo class of goods throughout
the market.

Organization of Production.—In order to satisfy the
wants of the consumers, who may be scattered all over
the world, the necessity arises for someono to deter-
mine the lines en which production should be carried
on, and where this should be done, to undertake the
assembling of the agents and malcrials of production,
and afterwards to organize these in detail. Such a
porson has to introduce order and discipline into tho
unorganized mob of individual producers, and the
dutics he performs arc of the samo importance in the
army of commerce as thoso of a General in the military
forces of the country. These useful functions are
performed by the employer, who may be either a singlo
individual, as in the casc of a private fivm, or a board
of directors, as in the case of a joint-stock company.
Thus, the employer undertakes the business of supply-
ing the wants of the consumers as thoy arc expressed in
the demand of the market, and for this work ability
of a high order ix necessary. Morcover, this ability
need not be specialized ability- -i.c., it is not necessary
for the successful nndertaking of a Ihieo machine
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making industry that the undertaker should have been
an engineer. An examination of the names in the
lists of dircctors of our railway companies and other
great concerns will provide numerous examples of
this. So long as the employer possesses gencral busi-
ness ability in a high degree, the detailed work of the
business may be left to subordinates, and he is cnabled
to devote himsclf solely to work which is worthy of
him.

His functions are of two types: undertaking and con-
trolling. ~ As an undertaker he must possess the power
of forccasting the broad movements of production and
consumption, of seeing where there is an opportunity
for supplying a new commodity that will meet a real
want, of judging cautiously and undertaking risks
boldly. As a controller, he must, of course, under-
stand the matcrials and machinery of his own business;
he must be a natural lcader of men, and must have the
power of first choosing his assistants wisely and then
trusting them fully. The controlling function may be
further subdivided into the commercial and industrial,
the former being concerned solely with dealing, buying,
and selling; the latter with the management of the
agents of production, including the proportion in
which each has to be employed so as to secure the
maximum of advantage, and the internal arrange-
ments of the business with the same end in view.
Thus, the organizer of industry may be considered as
cngaged in conducting a peaceful campaign, in which
his success depends on the soundness of his strategy
in undertaking, and on his fertility of resource in the
tactics of business management.

Agents of Production.—In the industey of our day,
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production is generally carried on in large units, of
which a big factory may be taken as typical. The day
of the small independent producer, at least in tho
staple industries of tho country, is rapidly nearing its
close, and it is becoming increasingly diflicult for the
“small man ”’ to establish himself or even to maintain
his position in the faco of the competition of these
larger units. Let us examine the various operations
that would be necessary if one of the undertakers of
business previously mentioned were to decide on the
inauguration of a new busincss, to be devoted in this
case to the spinning of cotton yarn. In the first
place, a site for a suitable factory must be acquired,
either by hiring or purchase; this is an indispensable
preliminary, since production would be impossible
without the space whereon to produce, and thercfore
Land may be recognized as ono of the aggnts of pro-
duction. His next work would be to build the factory
and equip i\ with the requisite machinery, motive
power, and other furnishings. These he must buy,
and thus there arises the necessity for the use of
another agent of production—viz., Capital—which
may be either his own, or, as is more general, that of
other individuals from whom he is able to borrow. He
must also have a sufficient amount of capital to pro-
vide the raw cotton which he intends to convert into
yarn. To achieve this object he must next cngage
workmen to tend the machinery and to exert their
labour on the raw material which he has pro-
vided. We seo, therefore, that in the production
of cotton yarn three agents are used—Land, Capital,
and Labour, and to these three may be added
a fourth — Organization — which the employer or
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undertaker himself supplies. This structure of in-

dustry may be simply illustrated by the following
diagram:

Land \
)

Capital %

.n..._j-Orga.nizab'xon i{; Product
O NS —— ~‘
/

An examination of the accounts of any manufacturing
concern will provide further cvidence as 1o the extent
to which the payments made for tho use of land,
labour, and capital bulk in its business transactions.
The Trading account will show, under the heading of
Wages, the amount appropriated to the payment of
the labour exerted in the direct production of the goods.
Other charges for labour will also be found in the
Profit and Loss account as salaries, such payments
being, as a rule, for services rendered indirectly in
production—e.g., officc staff, etc. In this latter ac-
count are also found rent and interest payments, so
that some idea may be formed as to the relative pro-
portions of the three agents of production from a con-
sideration of the payments made for their use.

The proportion in which these agents are employed
varies greatly in dillerent types of business, and the
history of the industrial development of the human
race supplics a striking example of the gradually
diminishing importance of land in production. In
that stage of development when men had to depend
on the chase for their food, vast arcas of land were
necessary Lo supply the nceds of a mere handful of
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people, but in the subsequent stages, the pastoral,
agricultural, and industrial, land became of less and
less importance. In modern times, land is in greatost
domand in the pastoral and agricultural industries.
While labour occupies a prominent pesition in most
trades, thero arc some which are particularly note-
worthy in respect of the amount employed in pro-
portion to the amounts of the other two agents—for
example, labour is the predominant agent in the
mining and quarrying industries, in the excavation of
canals, and in the constructional industrics generally.
Capital is the predominant factor in banking, in the
dealing in stocks and shares, and in most commercial
operations. There is a tendency in an old-established
industry for the proportions of land, labour, and
capital to approximate to a few types—e.g., onc em-
ployer may use more capital, another may use more
labour, and so on. A continual process of substitu-
tion is going on, each agent being used up to a certain
limit beyond which the use of a further quantity would
not be remunerative. Probably there will be several
methods whereby the maximum economies of produc-
tion will be obtained, and it is in the choice and
management of the arrangement adopted that the
business undertaker has the opportunity to exhibit his
peouliar abilities.

Land.—Land is possibly net the best name for this
agent of production, as the usual conception of land is
somewhat too narrow. The broader view is to con-
sider under this head both the materials and the forces
which Nature gives freely for the aid of man, and it
includes not only land in the common acceptance of
the term, but also water and the other free gifts of
Nature, such as the light and heat of the sun, the
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winds and the rain. When we are considering the
productiveness of land, our thoughts naturally turn
first to its agricultural uses, but we must not neglect
its uscs as the groat storehousc of the raw materials
of production other than those of a purely agricultural
nature, neither can we lose sight of the fact that it is
the ultimate source of all material wealth. The
amount of this agent which is considered necessary
varies according to the nature of the production to be
carried on, though in all businesses it is an indispens-
able factor, since the use of a certain area of the earth’s
surface is a primary condition of anything that man
can do. In agriculture it bears an important propor-
tion to the other factors; in manufacturcs it is much
less in oxtont, whilo in trade and commorce it bo-
comes comparatively a negligible factor.

Perhaps the most important feature of land is the
limitation in its extent, particularly in the extent of
what may be termed ‘‘usable land.” Of this, somo
parts will be more fertile, or more conveniently situated
than others, and we may reasonably assume that such
areas will be occupicd and cultivated before the less
fortile and less convenient areas are used. The in-
crease of population and the growing intensity of their
wants will soon more than appropriato the produce
from theso areas in any given neighbourhood, and it
will then be necessary to havo recourse to the land from
which produce will be raised at a disadvantage. While
an increase in the Demand for a manufactured com-
modity would specdily call forth an increased supply of
commodities of equal quality, this is not the case with
land, owing to the limitation of its extent. Therefore,
assuming that there are no improvements in the arts
of production, and that the increase of population is
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maintained, we shall find that the produce is obtained
from land with an ever-increasing degreo of difficulty.
Labour.—Where man lives undev primitive condi-
tions, as in the parts of the world where the hcat of
the sun enables him almost to dispense with clothing,
and where the luxuriant vegetation supplies him with
food in return for the mere exertion of gathering it,
the wholo of tho necessaries of life are freely supplied
by Nature, the amount of labour rendered by man
being practically nogligible. Under ordinary con-
ditions, however, labour must be exerted in an appre-
ciable degree before man can cnjoy even the barest
necessaries for existence. Labour alone is certainly
uscless, but when it is exerted in conjunction with the
other agents of production, or in conjunction with
Land alone, then the result appears in the production
of commodities adapted for the satisfaction of our
wants. Man is the centre of the problem of produec-
tion; on the one side, his wants set the machinery of
production in motion, and, on the other, he guides and
assists in its activities ; everything revolves around him.
There is much exertion undergone for its own sake,
as in the playing of games, but in the ordinary sense of
the word, labour comprises work that is done other-
wise than for pleasure alone. Yor the production of
material goods, only two agents are absolutely neces-
sary—rviz., labour, and something on which to exerciso
that labour—i.e., land. The labour may be exercised
directly, by the application of the physical powers of
man, as in wood-cutting or quarrying; or indirectly,
by tho application of his mental capacities, as in
directing or organizing and inventing, as well as in buy-
ing and selling goods. These two broad classes of lahour
may be still further subdivided. Manual labour may
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be either skilled, partially skilled, or unskilled. accord-
ing to the amount of mental foree which co-operates
with the purcly physical excrtion, and the various
grades of mental labour range from the mechanical
work of the lower clerical grades to the excep-
tional abilitics of the captain of industry. But any
classification of labour is, under existing conditions,
bound to be unsatisfactory, because one grade shades
into another almost imperceptibly, and it is difficult
to draw broad lines of division where Nature has not
done so. The following rough divisions into four grades
is perhaps as suitable a one as any: (1) Automatic
manyal labourers, including common labourers and
machine tenders; (2) responsible manual labourers, in-
cluding those who can be entrusted with some responsi-
bility and self-dircction; (3) automatic brain workers,
such as book-keepers; (4) responsible brain workers,
including the superintendents and directors.*
Capital—This agent of production may be dis-
tinguished from the two former by the fact that, though
many theorists maintain that it is not an absolutely in-
dispensable agent, yet, practically, production as wo
know it would come to a standstill if it were withdrawn.
Even in the most primitive stages of socicty, capital in
some form or other has been in existenco—e.g., tho im-
plements for hunting and fishing, the hords of cattle and
flocks of sheep, etc. Under modern conditions it has
advanced to a position of supreme importance, and
the present tendency is to accentuate this importance
still further. Briefly, capital is wealth which is de-
voted to the production of more wealth, and tho
owner of capital cxpects to derivo revenue therefrom.
Originally, if an individual refrained from consuming

® Marshall, ¢ Principles of conomics.”
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the surptus products of his labour, but used them as a
storo to assist him in further production, he, in this
way, created capital. The fisherman who accumu-
lated a store of food for his subsistence during the time
when he was constructing a net or & canoe, which would
give him a wider range for his fishing operations,
created capital. Thus, it was a necessary ocorollary to
the existence of capital that a surplus of goods, over
and above what was 1equired for consumption, should
be oxistent; hence capital meay be termed * stored-up
labour.”

The existence of capital has resulted in the inter-
dopendence of the agents of production; without
capital, labour is almost useless, and vice versa. It
has also been the means of rendering production on a
large scale possible, and thus has enabled the wants of
mankind to be satisfied more fully and on easicr terms
than would otherwise be possible.

QUESTIONS.

1. In what way does consumption influence the production
of bicycles, butter, petroleum, and bread %

2. Give any reasons for limiting the agents of produotion to
two—viz., Land and Labour,

3. What do you understand by ‘‘ specialization’’ ¥ What is
its effect on the production of commeodities ¢

4. Estimate the proportion of the expenses of production
which are absorbed by the four agents of production
respectively in a shipping business, a coal-mine, and a
flour-mill.

It possible, verify the estimate by an examination of the

accounts of such businesses.



CLASSIFICATION OF OCCUPATIONS

In the sphere of production we have already seen
that in every operation the excrtion of some labour
is essential. Such labour may be exerted in diverso
ways, and its effect on the raw material of industry
may be brought about either directly or indirectly.
Taking the meaning of production in its widest sense,
as the putting of utility into commodities so as to
render them more capable of meeting the desires of
the consumer, we shall find that very little labour can
be styled unproductive; but as the terms * produc-
tive ” and ‘‘ unproductive ”” are exceedingly elusive,
care is necessary when we mako use of them. How-
ever, it may be taken for granted that most people in
receipt of earned incomes are engaged in some form or
other of production.

The occupations of mankind may be classified ob-
jectively under three heads: (1) Those which are con-
cerned directly with the movement of commodities—
e.g., the occupations of mining and transport; (2) those
which are also engaged in the handling of goods, but
with the object of changing their form—e.g., the manu-
facturing and constructional occupations; (3) thosoe
which are only indirectly connccted with the raw
material, and in which it may not be neccssary either
to handle or even to see the goods which form the
subjects of their activitics—e.g., the trading and com-

a0
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mercial occupations. The first and second classes act
directly on the goods in such a way as to promote
cither a change in position or a change in form; the
third acts indirectly, and forms a sort of lubricant for
the occupations of the two former. In addition to
these, there are a number of individuals whose con-
nection with production is even more remote, inas-
much as they are employed in rendering direct ser-
vices to any member of tho other threo classes—e.g.,
the members of the various learned professions.

According to the Report of the Census of 1911 on
Occupations, the total number of people, of the age of
ten ycars and upwards, who were engaged in occupa-
tions of one kind or another, was 16,284,399, These
persons described their occupations in hundreds of
different terms, which were classified in the Census
Report under twenty-two distinet headings. These
twenty-two may be consolidated in five broad groups,
which are specified in the following tablo:

A. Those engaged in oxtractive industries o 2,274,880
B. . v manufactures .o s 5,664,552
C. 5 . trade and transport .. 4,056,500
D. v ” building and construction .. 946,707
E. ' » performing direct services .. 3,341,754

Total .o .. 16,284,399

The same result is graphically rcpresented in the
diagram on p. 22.

Class A includes workers in agriculture, fisheries,
and in mines and quarrics. Class B includes the
workers enumerated in Tables 10 to 22 of the Census
Report, who are makers as distinct from dealers. In
cach of the above tables dealers are enumerated under
their particular industry, as, for example, in the
textile industry, the total number ocoupied is 1,317,568,
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of whom 191,139 arc returncd as dealers, leaving a
balance of 1,126,426 as makers. In the foregoing
classification the total number of dealers enumerated
in Tables 10 to 22 of the Census Report has been
transferred to Class C. In addition, the latter class

————

Manufactures Extractive

Buildin
& Construction

Direct Services

Trade & Transport

comprises those engaged in commerce, and enumerated
under that head in Table 5 of the Report, and also
those engaged in transport work, whether by rail, sca,
road, river, or canal. Class E includes officials of the
Government, central or local, members of the land and
sea forces, domestic servants, clergymen, lawyers,
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coctors, teachers, authors, artists, musicians, and
actors.

Extractive Occupations.—Strictly speaking, only those
industries can be classified as extractive which takeo
away something from a stock which is incapable of
reproduction. This conception would restrict ex-
tractive industry to mining, and would exclude agri-
culture, fishery, etc.; but as the latter industries are
closely analogous to mining, it will be found more con-
venient to include them all in the same group, bearing
in mind this distinction in function. Chronologically
these industries are the most ancient, because they are
most closely connected with the satisfaction of the
most imperative wants of mankind. The Australian
native extracts roots from tho earth to furnish himself
with food, and the farmer, in a more complex manner,
also obtains the means of subsistence for himsclf and
others from the same source. This group of occupa-
tions must be considered as fundamental, since before
any elaboraie schemes of production can be entered
upon, some stock of raw materials has to be acquired,
and these have to be obtained from Nature’s store-
house. These are sometimes termed natural products,
but one is apt to forget that their acquisition entails
the exertion of labour to a considcrable extent. The
farmer has months of hard work before he can coax
the soil to return him the harvest for the seed he has
sown, and the miner has both a difficult and a dan-
gerous task before he succeeds in removing from the
bowels of the earth the coal and other minerals that are
enclosed therein.

In these occupations labour is brought into intimate
contact with land, and while it is true that Nature
plays a great part, yet to secure the maximum return,
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the intelligent co-opcration of mankind is an essential
condition. Although agriculture, mining, quarrying,
fisheries, and forestry are all classed under this head,
groat diversity is found in the size and constitution
of the units in each of the subdivisions. Take the
agriculture as practised on the great bonanza farms
of America, with their complete outfits of the most
modern agricultural machinery, and compare these
with the small holder working his tiny holding largely
with the spade, and then it may be rcalized that
between these extremes there is an enormous field for
the existence of a multitude of intermediate under-
takings. The same conclusion holds when a com-
parison is made between concerns such as the great
mining companies of South Africa and the solitary
prospector, washing his sand for a few tiny specks of
gold. There are also, in these extractive industrics,
subdivisions of the main classes; in agriculture wo
have arable, pastoral, dairy, and fruit farming; in
mining, the extraction of coal or iron and other metals;
in fishing, the sca and tho river fishing, the stcam
trawler and the small fishing smack. Such a variety
of subdivisions also gives scope for the existence of a
varicty of orgamizations, ranging in size from the
syndicate which may control tho whole of onc sub-
division to the individual producer who supplies the
wants of his immediate neighbours.

There is one tendency which is always more or less
strongly in evidence in any extractive industry—viz.,
the tendency towards diminishing returns. Suppose
a farmer cultivates his farm with the assistance of
ten labourers and a certain amount of machinery and
other implements. After the harvest he determines
to engage another ten labourers and also to double his
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expenditure on machinery and tools. As a result of
this, the noxt harvest may show a return in produce
cqual to more than double the amount he had the
previcus harvest. If he repeats the procedure, and
increascs his outlay on labour and capital to the same
extent as before, expecting a return of three times the
original return, he may find that he is disappointed—
the tendency to diminishing returns has asserted
itsclf. If this tendency had not expressed itself at
this stage, it would have manifested itself at some
later stage, since, except under certain circumstances,
the application of increased capital and labour to land
will ultimately add a less than proportionatec amount to
the produce raiscd. In agriculture, if this were not
80, it would be to the interest of the cultivator to
devote his energies to the smallest possible piece of
land. Then the demand for land would be diminished,
and there would be no necessity to have recourse to
lands of inferior fertility if we could obtain a sufficient
increase of product from the lands already under
cultivation. The same tendency is shown in the case
of mines and fisheries, where, in the former, the neces-
sity of working at increased depths and in less acces-
sible places causes the minerals to be harder to win;
and in the latter, the fishing vessels are compelled to
go farther and farther afield in quest of the harvest of
the sea. To some extent this tendency may be
chocked and counteracted by improvements in the
arts of production or by an increase of skill on the
part of the producer. In agriculture, for instance,
the increased use of machinery and artificial manure
may postpone the operation of this tendency, and in
mines the use of coal-cutting machinery may also have
this effect.
3
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Manufuctures end Consiructionsl Operctions.-—This
group of occupations is dependent on the former
group for the opportunity to exercise its particular
powers. The raw matorials, as extracted from the
carth, need the haud of man to transform them.
It does not necessarily follow from this that the pro-
ducts of any one of these industries emerge as com-
pletely fit for the hands of the consumer. The miller
takes the wheat from the farm& and grinds it into
flour; but the flour has to pass through the hands of
the baker and the retailer before it arrives at its
destination as the loaves of the consumer. Here, as
in the extractive industries, one can see and handle
the tangible results of the labour, and consequently
these two groups of occupations arc frequently con-
sidered the productive occupations, to the exclusion
of all others. These occupations also mark a stage in
the divoree of labour from the land, and the closer and
more intimate connection between labour and capital.
The land becomes a much less important factor
as the manufacturing industry becomes more and
more elaborative. The latter needs a smaller
amount of raw materials, but, at the same time,
an increasing amount of assistance from implements
and machinery, which are provided through the
agency of capital.

One of the conspicuous features in our everyday life
is that hardly anyone is engaged in producing the
things he consumes; indeed, the majority of our
workers do not produce the whole of any given article.
'The task of making a commodity is subdivided, and
different parts entrusted to different individuals.
This separation of tasks is termed *‘division of
labour,” but this terin docs not adequately cxpress
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all that is implicd in tho process, sinco tho products of
the division of Ishour must be united before the
process can be completed. Difterent workers con-
struct the various parts of a bicycle, and then these
parts are assembled and fitted together so as to pro-
duce an article that can boe put on tho market. Tho
advantages of the division of labour are obvious. 1t
enables cach workur to devote himself to the work for
which ho is best fitted ; it increases his skill, and consc-
quently his output; it saves the time that would other-
wise be spent in passing from one occupation to an-
othor; it cconomizes in tho wear and tear of tools and
nuachinery, sinco they aro kept continually in use, and
the number of diffcrent tools & worlkiman requires is ro-
duced to 2 minimum. In modorn industry this principle
has been carried to an extraordinary degrco of com-
ploteness, anil the proces.: is continually being ex-
tended. Labour employed in this yroup of oceupations
hecomes moro spoeialized, and a correspondingly in-
croased anount of skill, or at lcast, of oxpedition, is
oxpecbod from labour thus employed.

In one respuct, howover, tive manufacturing industry
may bo likened to tho extractive, each dcvelopmg a
characteristic tendency. These tendencies are oppo-
site in their effects, heing in tho latter group in the
dircctica of d'minishing returas, as we have seen;
while in the formor, increasing returns are mani-
fested. We understand by the term *increasing
returns >’ that, under certain circumstances, the .ul-
ditional amount of product to bo obtasined by a given
oxtension of production would be greater than the
additional expensc entailed. lixamples of increasing
returns are aliorded in manuiactures where each
successive increase of production cheapens the cost of
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producing cach unit of tho article. The following
table shows how the cost of production of coal per ton
falls as the amount of the output increases:

TADLE siowixe CosT oF PrRopucTION OF COAL.™*

Weokly ontput Coat per
in Tons. Ton.
8. d.
2,740 8 3
4,323 . . .. .. 76
5,069 . . .. o702
5,456 .o .. - .. 70
5,653 .. .. . .. 69
6,159 .. o .. .. 6 4
7,018 .. .. .. .. 6 3
8,000 .. . . .. 6 2

This is due to the fact that by enlarging the industry
you increasc the possibilities for greater specialism,
since not only machinery, but also labour, may be
cmployed in the most economical way, and there is no
doubt that the product of the labour of one hundred
people working in combination will be far more than
onc hundred times what the most efficient workman
could produce by himsell. There arise as well oppor-
tunities for the full use of expensive appliances which
otherwise it would be unprofitable to employ, and by
the carcful organization of labour each unit can be
kept fully employed on a narrower range of operations,
and, as a consequence, would perform those operations
in a more efficient manner. The field of manufacture
also provides organizing ability with a wider scope for
the display of its power. But it is important to note
that if production were carried far enough, the ten-
dency to diminishing returns would again come into
operation, the opposite tendency—i.e., increasing re-

* Cunynghame, * Geometrical Political Economy.”
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turns—by no means operating to an unlimited
extent.

Generally speaking, manufacturing and construc-
tional work call for skilled types of labour, though the
distinction between gkilled and unskilled labour is
frequently difficult to draw. Much of the labour that
we class as unskilled would be accounted skilled in
making a comparison between the British people and
the peoples in a lower stage of industrial development.
Even in the ranks of skilled labour there are many
degrees of skill—e.g., in the textile industry it is found
that some workers, while perfectly capable of pro-
ducing the plainer goods, cannot be trusted to produce
the finer quelitics or to weave in two or more colours;
they have not the necessary skill, or perhaps not the
necessary confidence in themselves, and therefore are
classed in the lower grade of skilled workers. In a
highly developed industrial community we are suro
to find a considerable proportion of the higher grade
workers with a sufficient amount of general ability to
enable them to acquire rapidly the necessary special
ability to undertake work in a line of which previously
they have had no special knowledge.

Commercial.—The occupations classed under this
head include those which have for their object the
supply of the goods that the consumer wants in the
place where it is most convenient for him to receive
them. They include those engaged in the great mer-
cantile and financial businesses-—brokers, commission
agents, shippers, and also the vast armies cngaged in
the transport industries. These two great subdivi-
sions are closely interrelated, and the former are tho
true directors of the latter, whoare largely employed
in executing their orders. Since the cardinal object
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of production is to render commodities more nscful,
the commercial and trensport industries may be cer-
tainly classed as productive. The prevailing tondency
of modern times is towards a more than proportionato
increase in tho number of those exercising these func-
tions, and opinions are frequently expressed regarding
the undesirability of multiplying the numbers engaged
in commercial functions. They are stigmatized as
middlemen levying toll on cvery industry, and thus
burdening the consumer with a price largely in excess
of what is assertcd to be the true price.

According to the United States Buoreau of Labour
Statistics, whoat for which tho farmer received 3s. 3d.
per bushel is finally sold to the retailer as flour at
6s. 3d. per bushel, leaving a margin betwcen the
farmer and retailer of about 60 per cent. A certain
part of this margin is duo to tho miller who transforms
the wheat into flour, but the greater part passes into
the hands of the dealers, johbers, and transport workers.
The fact that those intermediarics are employed does
not necessarily show that their work is indispenaable,
and we could probably get on without some of them,
at least; yot. it their numbers are exccssive, the
fault lics in the defeclive organization of distribu-
tion.

The commercial and transport functions have their
highest importance in a highly organized community,
where hardly anyono is engaged in directly supplying
his own wants. When she wants of one scetion are to
be supplied hy the products of another, some con-
necting link is nceded between the two, and such a
pivot is supplied by the mercharts and the traders.
We also often find these specialized in locality, as, for
example, when a district is engaged in tho manufacture
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of some staple commodity, a common centre is fixed
upon, where the trading functions may bo localized—
e.g., Manchester in the cotton industry, and Bradford
in the wool industry.

Direct Services.—A#t first sight the services rendered
by the members of the various professions seem to
possess no similarity whatever to the services rendered
by those engaged in the occupations previously con-
sidered. We can understand how the dealer or the
sailor can assist in the production of wealth, but it is
not equally clear as to the way in which the physician
or the lawyer may contribute to that end. The
individual manufacturer, in his own interests, usually
maintnins a staff of mechanics to keep his machinery
in working order and to execute the neccssary repairs
when a breakdown occurs, and similarly, in the intcrests
of the nation, it is desirable that the human element in
production should be maintained at its fullest efli-
ciency. Here the physician plays his part in produc-
tion. In agriculture, i8 not the work of the engineer,
who has devised elaborate systems of irrigation, and
that of the architect, who has designed buildings,
quite as important as that of the farmier ?

One striking result of the continued progress of
society is seen in the increased value at which leisure
is estimated. The hours of labour tend to become
shorter and shorter everywhere, and one result of
increasod leisure is the development of higher wants,
the satisfaction of which entails a corresponding in-
crease in the numbers of those rendering direct ser-
vices. Statesmen, philosophers, artists, clergymen,
teachers, soldiers, judges, musicians—all render sec-
vices which are demanded, and which generally tend
to incrcase tho results of labour, Such services are
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commodities, and, like other commodities, can bo
bought and sold. We must have defence against
aggression, and freedom and security in following our
avocations, since without these neither manufactures
nor trade would be possible. Increased leisure also
demands the services of those who can minister to our
enjoyment and pleasure, and renders us more suscep-
tible to the refining influences of Art. Further, the
preparation of the raw materials of production cannot
be considered as on a higher plane than the prepara-
tion of the human element, a work which devolvcs on
the teachers of the community.

Wo thus see that the circle of productive workers
extends infinitely, and we are logically unable to stop
until we have embraced practically the whole com-
munity. If an individual renders a wuscful service,
then he may be considered as aiding productien.
Certainly, the givers of direct services do not contribute
their share in the same way nor in the same degree,
but we are forced to the conclusion that, were any ono
of the occupations mentioned to be suppressed, pro-
duction would suficr.

QUESTIONS.

1. Compare the extent to which the principle of division of
labour is carried in agricultural and in mercantile occu-
pations.

2. Classify the following occupations, giving your reasons:
Gamokeoper, dairymaid, licensed victualler, estate agent,
playwright, the llome Secretary.

3. To what extent is it truc to assert that diminishing returns
are characteristic of agriculture and increasing returns
of manufacture %

4 What class of oscupations do you expect to prevail in China,
Holland, Massachuselts, New York, Brighton, Svuth
Wales, Switzerland ¢
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Trade—The distinction between trade and com-
merco is largely an arbitrary one. Reduced to its
simplest possible form, the cssential feature of a
commercial operation is the buying of some com-
modity with a view to selling it again. We may pro-
visionally confine the sphere of trade to those trans-
actions which are limited to a comparatively narrow
arca, and apply the term ‘‘commerco” to those
which require for their fulfilment an arca only limited
by the size of the known world. Production, in the
narrow scnse, changes tho form and the nature of
products, trade and transport change their extornal
relations, and the trader or merchant forms the con-
necting link between those engaged in tho production
of goods and thosc who demand such goods for con-
sumption. Thus, it is his function to supply to the
consumer the quantity and quality of goods that he
requires in the place where and at the time when it is
most convenient for him to receive thom.

1t is unfortunate that the term ‘ middlemen »
should have been applied to traders, who fulfil a most
uscful and necessary role in the economy of socicty.
This term has attracted to itself in the courso of com-
mercial dovelopment ideas that are calculated to
prejudice unthinking persons as to the real functions
of traders, and cause them to be considered as ugelesy

33
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parasites on tho industry of others. So far from this
being the case, the trader performs scrvices that aro
indispensable; ho acts as the voico of the mass of tho
consumers, and, by indicating their demands, assists
tho producers in arranging the manner and amount of
their production. The assuinption of this responsible
function relieves the producer of one part of his anxi-
cties, since he obtains through the trader a good idea
as to the amount of his special product that is de-
manded. He is also relicved of another of his delicate
functions by the trader whon the latter, by purchasing
his goods often before they are actually produced,
himsclf assumes tho risks of finding a market for them.
The tendency of manufacturers to produce more to
order and less to stock, shows that this risk-bearing
function is being taken over by the traders in an ever-
increasing degree.

It is obvious that tho qualities which go to make
the successful trador are not such as can be developed
by a study, however diligent, of one isolated brauch
of production. Ho must bo capable of surveying the
whole ficld of commorce, and of interpreting cvery
movement of tho markets, however insignificant such
may seem, and, in addition, he should be fcarless in
action, rapid in decision, and determined in execution.
The mind of the merchant becomes gradually oquipped
with a store of knowledgo and a faculty almost of
intuition, which can be obtained in no other way than
by the continual application of his best efforts to tho
consideration of a special class of questions. The
prosperity of the country is in his hands to a great
extent, and it is his duty to play tho part of universal
provider of all our wants, If this work is well done,
the results avo scen in the distribution of commaoditios
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with reference to our wants as cheaply and promptly
as is possible.

In the domain of trade, we must also distinguish
between a number of functions, similar in aspect, but
differing in degree. We havo first the merchant who
deals on a large scale, and whose services take the
form of conccntratmg the merchandise in which he
deals in one particular place or market in such quan-
titics as to maintain an equilibrium between demand
and supply. There is even no actual nccessity for
him to possess an intimato knowledge of the produc-
tion or of the detailed qualitics of the various goods
dealt in by him. His work is excellently illustrated
by such types of business men as the Manchester
warchousemen. Thoy study the movements of fashion,
the markets for raw matorials, tho gencral state of
trade, of the money market, and of politics, and all
other causes likely to influence the pricos of different
types of goods during the coming season; then the
contracts for the making of the goods are given out to
the manufacturers. Sccondly, wo have a number of
.]ggo_lgcrs and avmt_s who assist the merchant in his
detailed Lnowledge lacking in him. Tho mcrchant has
control of plentiful supplics of capital and credit, and
possesses the natural ability to enginecr operations on
a large scale. Traders on @ small scale, brokers, com-
nojssion agents, cle.,, have to acquire an intimate
knowledgoe of the grades and qualities of the goods in
which they deal, and in this way they supply some
compensation for the disadvantages under which they
work when compared with the merchant. Thirdly,
wo have the independent retail trader, carrying on his
business on a small scalo, often with meagre capital, and
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existing on profits which frequently only provide him
with the scantiest remuneration for the services he
renders. He has not the time, and frequently has not
the ability, to follow and understand the broad move-
ments of trade, and he depends for his information
regarding the goods he sells largely on the agents and
travellers of the wholesale house from which he buys.
Notwithstanding this, there is one advantage in his
position denied to the merchant and his agent; the
retailer comes into personal contact with the consumer,
the ultimate support of the whole structure of our
trade.

All these handling and distributing agents are repro-
sentative of the two groat forces of Demand and
Supply, which are the main determinants of the prices
of goods. It is from these prices, also, that the trading
agents obtain remuneration for their services in
eflecting the circulation and the exchange of commod-
itics. They maintain tho constant obb and flow of
commoditics which is an cssential feature of a healthy
national trade.

T'ransport.—When the trader purchases merchandise,
he has to make provision for its delivery at some place
convenient for the ultimato consumer, and this neces-
sitates the employment of some form of transport.
He seldom undertakes the transport himself, but, in
accordance with the principle of division of labour,
hands over this work to be done by a special sot of
workers. Both the transport and trading functions
aro essentially productive, sinco they have for their
object the transference of goods from onc place, which
is less suitable, to another, which is more convenient,
to the consumer. The principal mecans of transport
at present arc by seca, river, canal, railway, and road.
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Economical, speedy, and regular transportation faeili-
ties are essential to the development of commerce,
and the more cheaply thesc can be provided, the more
quickly will the development of the country proceed.

The number of people employed in the transport
industries has shown a great increase in recent yoars,
and the prevailing tendency is still in the direction of
an increase in the size of the purely distributive trades.
In the case of railway, shipping, and canal transport
organizations, the preliminary capital outlay is large,
and, generally speaking, such organizations can only
be run with the aid of such amounts of capital as a
single individual would be unable to risk. Railway
and canal transport are the types mainly used in our
internal trade, and in this country there is undoubtedly
plenty of room for an improvement in the organization
of both.

Railways.—The railway system of the United King-
dom, as a necessary conscquence of the mode of its
construction, has been developed on no systomatic
plan, and it is marvellous that any order at all has
been produced from such chaotic conditions. A com-
parison of a railway map of the United Kingdom with
a similar map of France shows a striking contrast
between the two systoms. The system of the latter
country is the antithesis of ours, for its dominant
characteristic is the scientific way in which it has been
laid down. In the United Kingdom, with its 217
railway companies, there must be an enormous amount
of overlapping, and duplication of officials, railway
stations, rolling stock, etc., which is quite unnecessary.
Some parts of the country are served by competing
lines, but in others one line has the monopoly of all the
traffic, and naturally the company looks to the latter
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to recoup the losscs or the low gains of the former.
For these and other reasons, the opinion is widely held
that the railways of the country might be organized
so as to afford much more assistance to its commercial
activities than they do at present.

The railway cortainly provides the quickest and
most punctual means of transport, and every lino of
railway does something more than connect two points-
it attracts the commercial movements of the arca lyh:g
hetween those two points. No place in the United
Kingdom is more than a few miles from a railway line,
and tho total mileage of lines in the whole country is
283,447, or, in terms of track mileage, including sidings,
54,909 miles. Theso railways for the year ending
December 31, 1913, carried 1,228 millions of passengors,
and 371 million tons of merchandise. Tho total
capital of tho various companies on the above date
amounted to 1,343 million pounds, of which amount
tho London zmd North-Western accounted for 128
million pounds, and the Great Western 105 million
pounds.

Shipping.—From our insular position we naturally
expect that our shipping should attain considorable
proportions, but the cnormous volume of our overscas
trade has caused the concentration of a larger propor-
tion of shipping in the hands of one country than has
ever before been known in the history of the world.
According to Lloyd’s Register, 1913-14, the total
tonnage of British shipping was 20,431,543 tons, out of
a grand total for the world of 46,970,113 tons, so that,
roughly speaking, Britain possesses almost half the
merchant service of the world. These totals include
both steam and sailing vessels, and when we remember
that our steam tonnage is many times in excess of our
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sailing tonnage, the preponderance indicated by the
above figures is scen to be even greater than ab first
sight appears. It is estimated, also, that the efficiency
of one ton of steam tonnage is equal to that of three
tons of sailing tonnage, because of the independence
of the winds and currents of the ocean, and the consc-
quent regularity in the sailings and the duration of
. the voyages of the steamer.
" The shipping of the country may be divided into
three classcs. 'Chere arc the fast mail and passenger
steamers, which fulfil immensely uscful functions by
giving regular and expeditious communication be-
tween the various parts of the world for business men
and for their letters. As far as the carriage of goods
is concerned, these steamers are of little importance.
Then there are tho vessels which sail more or lcss
regularly between certain fixed points, which do part
of the occan trado, moving the manufactured articles,
and bringing in the raw produce to supply the {actories
and the food-stuffs for the sustenance of the people;
both the foregoing clusses of ships may be included
under the general term ‘‘liners.” 'Thirdly, we have
the swarms of vessels that sail from the Tyne, Cardiff,
Glasgow, ete., thut go everywhere, cut into any trade,
and pick up cargoos in all the out-of-the-way corners
of the world. These are the ‘‘ tramp >’ steamers, the
most important but least advortised branch of our
mercantile marine, in numbers at lcast six times as
many as our vaunted liners.

In ono sense, our ingular position has a disadvantage,
since all our extenal trade must be maritime. Thus,
when trade is carried on with an inland foreign country
transhipment is neccssary, and every transhipment ana
¢ breaking of bulk ” adds to the cost of transport, and
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consequently raises the price of the commorlitics.
But if our external trade must be maritime, our natural
position enables us to conduct a part of our internal
trade by sea. Goods sent from Northumberland to
T.ondon necd not bear the heavy railway charges, but
may be sent coastwisc from the Tyne to the Thames,
and many lines of coasting steamers ply regularly
from every port on the coast. Two nccessary con-
ditions of our maritime trade are security and the
provision of calling places. The first is supplied by
the Navy, and the second by the provision, in every
quarter of the world, of British possessions which
serve as coaling stations, harbours of refuge, store
depots, and repairing yards. We find these stations
at intervals along all the trade routes of the world,
and, without them, the difficulties of our maritime trade
would be immensely greater.

Canals and Rivers.—A country with a good system
of internal waterways, in addition to roads and rail-
ways, is in a better position than one with roads and
railways alone, for every facility for transit acts as a
stimulus to exchange, and its cffect is reflected in the
trade of tho country. Water transport by river or canal
is suitable for goods that are bulky and comparativoly
non-perishable. The rivers of England of any size
are all navigable—e.g., the Ouse is navigable for
barges throughout its length; the Trent, for small
sca-going vessels as high as Gainsborough; but in the
continental countries generally, the rivers are much
more important as a means of internal communication
than those of England. The canal system of this
country, while of high importance at the time of con-
struction, has considerably diminished in value since
the introduction of railways. In 1905 there were 4,673



INLAND WATER TRANSPORY 41

miles of canals in the United Kingdom, and of this
total 1,363 milos were owned or controlled by the
railwvay companies. When we see that Germany
posscsses only 1,500 miles of inland canals and 1,600
milos of ship canals, this country seems to be in an
advantageous position in this respect. A comparison
based on such milcage is quite misleading, since tho
canals of Germany are largor and deoper, and will
accommodate heavier traffic than ours.

The advantages of canal transport—cheapness, im-
munity from risk of damage by shunting, etc.—need
no demonstration, and when time is not of great im-
portance this mode of transport may be used with
advantage. The possibility of using an alternative
means of transport in places prevents the growth of
the monopoly of the railway, and materially influences
railway charges. The low cost of mere haulage at a
slow rate on canals secms to provide an irresistible
argument for their extensive use. It is estimated that
on a good road one horse-power will drag about
3,000 lbs. at a rate of 3 feet per second; on a railway,
about 30,000 lbs. at the same rate; in water, up to as
much as 200,000 Ibs. But it should be borne in mind
that (1) the cost of increasing the rate of speed is
greater in water; (2) the average rate of progress is
reduced by delays at locks; (3) that there is a lack
of through communication, which involves * break of
bulk”’; (4) there are differences in gauge, in the capacity
of locks, and in the depths. Notwithstanding the
disadvantages under which our canal system suffers,
it carries annually upwards of 40,000,000 tons of
goods. By the development of our canal facilities, it
is possible that all bulky goods could be conveyed by
them at a lower working cost than by the railways, and

4
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this would relieve the railways of that part of their
traffic which is loast remunerative, and would also tend
to promote the trade of tho districts concerned.

Roads.—Up to quite recent years the commercial
importance of the roads of the country was almost
negligible. Their chief use was to act as feeders to
the railway, and to a great extent this is cven now their
main function. With the advent of motor-driven
vehicles and the greatly increased capacity of thoso
for undertaking long journeys, the carriage of goods
by road has increased in eoxtent during the last
fow years. This method of carringe offers to the trader
freedom from the risks and delay involved in the
different changes necessary during the transit of goods
by rail or canal, and its adoption has been stimulated
by the dissatisfaction of busines: men with their treat-
ment at the hands of the railway companies. In
England and Wales there are upwards of 140,000 miles
of highways maintained at the public expense. Of
these, 27,000 miles are on what are called main roads.
A Road Board has also been formed under the De-
velopment and Road Improvement Funds Act, 1909,
for the purpose of assisting local anthorities in the pro-
vision, improvement, and maintenance of the high-
ways. Such things as this must naturally lead to the
utilization of the roads as a means of transport to a
greater degroe than in the past.

Banking and Finance.—The importance of the posi-
tion assigned to the financial and banking functions
in commerce can hardly be exaggerated. No trading
transaction is possible undess there is complete confi-
dence on the part of all concerned that the obligations
entered into will be carried out, and the surest guarantee
of their fulfilment is the possession of credit at the
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bank to the extent of those obligations. The banker
is relied upon to provide the means whereby the pro-
duction and the distribution of goods may be smoothly
and economically carried out. When a business man
i8 in need of capital, it is convenient for him to know
where to go to procure it, and for tho investor it is
similarly convenient that he should have some place
where he can deposit his money with a sense of security
and an cxpectation of profit, until he desires to make
uso of it himself.

It is only possible to develop a banking system to any
extent in a country where the people are accustomed,
as a nalural thing, to allow their money out of their
possession. In Krance, for example, the peasantry
largely keep their money hoarded in their homes: they
aro unwilling to trust it to the banks, and hence the
banking system of France is inferior to that of England,
whore the idea of ‘‘ idle money ”’ is repugnant to most
people. Tho Eunglishman puts his savings in a bank,
and the thousands of small amounts thus depositee
in banks, when collected under the control of a single
organization, can be more safely and more efficiently
employed than when they exist in a multitude of tiny
hoards. The banking system has entailed the appear-
ance of a small, highly specialized class of men, whose
solo business is to manage the financial resources of the
country. They very largely decide in what direction
capital shall flow, which industries offer a profitablo
field for investment, to whom credit may safely be
granted, from whom it must be withheld, and where it
is desirable to assist temporarily an industry which
may be passing through a period of depression. Since
financial control must carry along with it prepondera-
ting influenco, the banking function, more than any
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other function of commerce, acts as the ultimate arbiter
of the nation’s activities. Without the assistance of
finance, labour, manufacturers, traders, and merchants,
are reduced to impotence.

In international commerce financial organization
plays an even greater part than it does in internal
trade. The magnitude of the operations calls for the
employment of corresponding amounts of capital, and
the delicacy of the adjustment of international trade is
emphasized by the narrow margin of profit; even a
slight movement in the level of prices may convert a
gain into & loss. The interdependence of the markets
of the world is another factor calling for efficiency of
financial organization. The facilities of communica-
tion cause any movement in the London market to
be immediately rcflected on the exchanges of Berlin,
Paris, and New York. The main object of the organi-
zation of finance is the desire to economize the use of
standard money and to replace this by a mass of
credit documents. This tendency is clearly exemplified
in the use of the cheque in settling obligations in internal
trade transactions, while in international trade, trans-
actions amounting to hundrcds of millions of pounds
are carried out by means of bills of exchange and other
instruments of credit, only an insignificant amount of
the precious metals passing from one country to an-
other.

Insurance—The element of uncertainty bulks very
largely in all branches of trade and commerce. The
trader may have his stock destroyed by fire, the ship-
owner may suffer loss through wrecks, and the ordinary
individual has always the possibility of sickness, acci-
dent, or death before him. _Since one cannot foresee
any of these events, it is the duty of everyone to make
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provision as completely as possible for the minimizing
of these risks. This may be effocted by insurance;
there is scarcely any contingency which entails a
monetary loss which cannot be provided for in this
way, and someone can always be found who, for a
consideration, will assume the liability for any loss
whatever. Moreover, the principle is one the scope
of which is ever widening, and possibilities of adapt-
ability and extension are continually being evolved.
The principle, first applicd to marine risks, now covers
fire, lifo, bad debts, accidents, burglary, plate-glass,
claims under tho Workmen’s Compensation Acts, and
many other contingencies.

Originally in business all risks were borne by the
individual trader, but now, recognizing that the un-
foreseen cannot be eliminated, he seeks to make tho
offects less burdensome to himself. He arranges
with others to share the evil effects of certain untoward
events, and in this way to make them less individually
overwhelming. Insurance does not prevent these
occurrences, but by it the insured is indemnified
against any financial loss which may result from them.
So far he secures that tranquillity and poace of mind
which is an asset of the first importance in any man’s
work. Through insurance, he adds to his security, and
the prico paid for this boon is relatively insignificant.
One may look upon insuranco premiuins as so many
small losses incurred with the object of spreading the
liabilities of business over a wider area. There is no
question of philanthropy on the part of the persons
who are willing to undcertake the liability for the risks
enumerated in an insurance policy. They calculatc
the chances of shipwreck, fire, accidents, etc., from
statistioal tahles. and regulate their premiums ac
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cordingly, depending on the principle that what may
be irregular in the individuval is stable in the mass—
e.g., the proportion of accidents per 100 men insurcd
can be approximately ascertained, but of course it is
impossible to say whether any particular individual
will suffer. Thus, the element of gambling in insuranco
is reduced to a minimum by the collection and rapid
dissemination of accurate information, and by the
increasing reliability and completeness of our statisti-
cal knowledge.

QUESTIONS.

1. In what way would the abolition of insurance atfect com-
merecial dealings ¢

2. A consignment of oranges comes to Birminghsm from
$pain. Show how the four departments of commerce
perform their functions in connection therewith.

3. “'I'he pivot of commeroe is the organization of finwnce.”
Cowment on this vlatecent,
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Business generally may be taken to include all
provision for the wants of others, which is made
in expectation of payment, dircct or indirect, from
those who are bencfited. No one can take a broad
survey of the courve of business without noticing
the striking manner in which the work of distribution
has been scparated from that of production. This
crystallization, so to speak, of tho trading functions
has been necessitated by the extent and complexity
of those functions, with the result that they have been
assumed by a specialized class, to the great advantage
of their economic organization. The advantage has
been by no means onc-sided, since the producer, having
been relieved of the worry and anxiety incidental to
the finding of markets for his goods, is now I[ree to
devole his undivided attertion to the orcanization of
the business of production. The trader estimates the
probable demand for any given line of goods, transmits
his orders, based on this ostimate, to the manufacturer,
and thus brings about an approvimate co-ordination
between demand and supply.

1f the trader’s estimates are at fault, then the losses
will be borne by him, thus relioving the manufacturer
of the risks connected with the sale of his goods.
Much of tho trader’s business is nothing more nor less
than the bearing of the vrade visks on the producer’s

A7
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bohalf. The wholesale dealor may certainly pass on
these risks to some extent to the retailer, but even
then they are assumed by another trading functionary.
The trading functions are excrcised in different ways;
trading may be carried on between individual traders,
between individual traders and the general public,
between traders in business in the same country, or
between traders in different countries. Whatever
form the trading assumes, the obligation of risk-bearing
is predominant. We may now examine the character-
istic featurcs of each typo of trade, at the same time
noting that one business may undertake one or more
types at the same time, though it is customary, if a
firm undertakes, for example, wholesale and retail
dealing, to organize cach as a separate department.
Wholesale Trade.—This type is cerried on by the
merchant or large proprietor who distributes the
commodities in which he deals to the retailer. Some-
times, however, the wholesale merchant deals with
other wholesale merchants either directly or indi-
rectly by means of brokers or other agents. Generally
speaking, whon' dealings are transacted with the re-
tailer, the wholesale doaler holds large quantities of
stock in his warehouse, from which he can cxccute
delivery promptly. When business is transacted be-
tween two or more wholesale dcalers, thero is no
necessity for any of them to carry a large amount of
stock. Samples are sufficient for their purpose, and
business centres itself more on the exchange then in
the warehouse. The task of such dcaleis is to guar-
antee regular supplies of the goods dealt in on the
markot, and he neither needs to see them nor to possess
any particular dotailed knowledge concerning them.
Usually, the wholesale dealer traflies in large quan-
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titics, honce his name; but this is not a neccecssary
accompaniment of this type of trade. A retailer may
require small amounts of a particular commodity, and
these small parcels the large dealer is quite willing to
supply. Purchases by the wholesale dealer, however,
are made in large quantities. In the case of any
parooels of goods, large or small, which are supplied to
tho retailer, they are furnished to him on such terms
as to give him an advantage over the general public
in similar dealings, or, in other words, he buys at the
wholesale rate. This advantage is obtained because he
buys to sell again, and the wholesale dcaler can only
carry on profitably when it is to tho interest of the
retailer to trade with him rather than the grower or
the manufacturer.

It is not invariably that we get the specialization of
producer and trader, since in very meny instances the
producer undertakes the distribution of his goods as
well as their manufacture. This is effected usually by
the establishment of a department specially devoted
to the distributive side of the business, so that, although
there is unity in appearance, there oxists at the samo
time specialization of function. A striking example
of this is the boot and shoe trade, which has to some
extent passed into tho hands of the manufacturers of
Leicester and Northampton. Owing to the recent de-
volopmont of capitalism, this tendency will probably
continue to extend.

The rapid increase in the production of material
weoalth has been accompuniod by a more than pro-
portionate increase in the number of people who carn
their living by its distribution. For cxample, during
the last forty years, while the total number of occupied
persons has only increased by a little more than one-
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half, the number of * cominercial ” persons has in-
croased threefold. The actual number of those en-
gaged in the work of trading is much greater than this,
sinco that part of the census returns referring to com-
mercial occupations is chiefly confined to wholcsale
trade, and leaves out large classes of shopkeepers.
It shows, however, that an cnormously increasing
number of merchants, agents, business clerks, etc., aro
engaged in trying to eflect wholesalo dealings.

ZLletail Trade—The retail trader forms the iinal link
in tho chain of operations which has for its object tho
placing of goods in the hands of the consumor. He
recoives the goods in a suitable form from the manu-
facturer or the wholesale decaler, and transfers them to
the persons who intend to make use of them. It is
seldom that ho changes their cssential form; what he
does is to prepare them for handing over to his cus-
tomer in the form most suited to the latter’s conveni-
ence. 'This generally implies their subdivision into
parcels containing quantitics sufficient to meet the
immediate needs of tho buyers.

This type of trading, especially in large centres of
population, is specialized to a high degree, and it is
only in sparscly populated districts that wo find the
- general > shop, which sells all sorts of things, from
a reel of cotton to a suite of furniture. With the advent
of improved means of communication, the parcel post,
and shopping by telephone, even the village store finds
itself subject to the competition of the shops of the
town. There is also a gradual decay of the intimate
relationship formerly existing between the proprietors
of the shop and his customer, and this has been hastened
by the establishment of the huge department stores,
which are a leading feature of every large shopping
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centre. Thero is a gradual weakening of the personal
nexus, and the sentimental idea of shopping at a par-
ticular establishment for generations tends to become
steadily weaker.

All this does not necessarily imply the extinction of
the small retail trader. He will continue to hold his
own in trade whero the reputation for the fincst articles
is of valuo, and in the sale of goods in the sclection or
final preparation of which personal skill, attention, or
knowledge is required on the part of the shopkeeper.
Wealthy people who are indifferent as to the price of
an article, particularly if it bo one for personal con-
sumption, prefor to deal with a shopkeeper who will
personally ussist them to satisfy their individual
tagtes. Businesses dealing in perishablo goods, such
a8 fruit or fish, which are unsuited to the economics
of largo capital and company management, will also
hold their own. Another type which survives the
competition of the larger shops is tho tiny little shop
dealing mainly in necessaries, which is found in the
poorer quarters of our large towns. These maintain
their position because of their proximity to their
customers, who prefer to pay a higher price for the
goods to making a journcy to obtain a cheaper and a
better article. Probably & more potent cause of the
survival of such shops is the undesirable fact that credit
is casily obtained there, and, considering tho class of
their custom, although the gains are precarious and
the trado is expensive to the community, under present
conditions they wil! continuo to carry on business.

Any remarks on the retail trade of the country
would be obvicusly incomplete without some reference
to the huge amount of trading of the retail co-operative
societies, which in 1913 sold goods to the amount of
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over 83 million pounds, at a profit of almost 13 million
pounds, a great part of such profit being distributed
among the members as dividend. The larger societies
undertake all branches of retail trade, but their prin-
cipal importance lies in thedistributionof thenecessaries
of life and of such other commodities as are in constant
demand among the members of the working classes.
Thus, we find them dealing in groceries, drapery, boots
and shoes, coal, clothes, meat, furniture, and hardwarc.
Besides being the means of providing a better quality
of goods than is generally sold at the same price in
rotail shops usually patronized by the working class,
they also offer facilities for the investment of the
savings of the less wealthy members of the com-
munity.

Home Trade.—In addition to the separation of trade,
according to the mode in which it is carried on, into
wholesale and retail, two other categories may be
instituted—viz., home and forcign. In the case of
the United Kingdom, of course, our forcign trade is
all overseas. Along with our foreign trade must also be
included tho trade with the other parts of the Empire,
which is of the same type and is conducted on the same
principles. In the continental countries much of the
foreign trade is overland, and the question of sea
transport does not enter into it. The distinction
between these two types of trade is not very clearly
marked, and, indeed, any causes affecting the foreign
trade would speedily affect the home trade, and wice
versa.

There is no doubt whatever that the volume of our
home trade is very much greater than the volume of
our foreign trade. Statistics of occupations tell us
that the tendenoy is for the distributive and transport
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trades to absorb an ever-increasing proportion of the
national energy, while of the workers engaged in the
production of material forms of wealth, more and more
are employod in the final processes of adapting goods
to the special tastes of particular sections of con-
sumers. These elaborated commodities are found
in the home market, and it secms likely that the
importance of the work of supplying this home market
will continue to increaso, and thercfore so much less of
the nation’s wealth will be available for the purpose
of foreign trade. With the general increase of the
wealth of the community, and the accompanying
diversity and enlargement of its wants, will arise a
demand for the more highly finished products of
industry. There will also arise, as a consequence of
this, a demand for the services of those who distribute
and transport them, so that in a progressive society
there should be a progressive extension of the home
trade.

The home market has many advantages from the
trader’s point of view; buyers and sellers are in close
proximity, and can communicate their wishes to one
another speedily and with certainty; goods are only
subjected to the risks of land transport, the special
dangers of the sea voyage being eliminated; and,
finally, traders are members of the same community,
having the same laws, language, manners, and customs.
The advantage of tho proximity of buyers and sellers,
while to some extent modified by the increased facility
of communication, nevertheless remains a very real
one. The wholesale traders meet together on the
Exchange and transact their business while in persona
touch with one another, and the retailer comes into
personal contact with the wholesale dealer and hie
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agents in the warchouse which he visits for the selee-
tion and purchase of his goods. The personal super-
vision of the buyecr of the goods may thus be exercised
both when they are purchased and when they are
delivered.

In the homo trado, too, owing to the closer inter-
course, the terms on which business is done permit of
relaxation, and may be readily adapted to tho par-
ticular circumstances of the time and of the locality.
The knowledge that both parties to the transaction
are subject to, and presumably cognizant of, the laws
and customs common to both tends to greator elas-
ticity, and materially influences the seller in granting
longer credit, ctc. Another point which tends to
facilitate business is the use of a single system of
weights and measures, and the expression of prices in
terms of the same currency.

A continual movement is going on in business, signs
of which are evidenced in the slackness of some branches
and the activity of others. Owing to economic pres-
sure, some firms disappcar and new ones arigse; some
conduct a highly profitable business, others secure a
very narrow margin of profit, and still others may be
temporarily carried on at a loss. In general, businesses
must make good their claim for a continued existence
on the ground of efficiency in their conduct, and the
lack of efficiency incurs the penalty of failure. When
any branch of business is prosperous, we find no lack
of capital ready for investment in it. One of the tests
of efficient commercial organization is the ease and
readiness with which capital will move into those
branches whore attractive returns are probable, and
desert those businesses where the prospects are bad.

The average man with capital to inves$ prefers in-
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vestment in the home trade, and as a rule will
only invest abroad when thero is an appreciable differ-
ence in the returns. Tor one thing, he fecls that his
capital is invested where he can watch it easily, and
this gives him a fecling of greater security, which he
foels is worth the sacrifice of the larger return he may
possibly obtain from a foreign investment. The
mobility of capital in the home trade is comparatively
great, but with the spread of knowledge and of in-
creased facilities for communication, capital will flow
just as readily to any part of the world as it does now
from industry to industry in the same country.

The other essential agent of production—viz.,
labour—does not move so readily. It is of great con-
sequenco to & workor whethor he works under congenial
or uncongenial conditions; and he will not readily
move from one end of the country to the other.
Familiar associations, the expense of removal, the
probablo permanence of his stay, and many other
personal reasons, prevent his movement taking place
with tho same ease as that of capital. How much
more, then, would this movement be hindered when it
was a question of the transference of himself and family
to another country ? The movement of capital from
one trade to another in the same country may be easy
and rapid, and although the disinclination to move
on the part of labour is gradually being weakened, yot
it cannot be said that labour is mobile in the sensc
that capital is. There is much greater mobility of
both these agents in home trade than in the foreign
trade. The result of this is that capital tends to
receive the same return in all undertakings where therc
is the same degree of risk. Assuming that labour
was perfectly mobile, then workers of the same



56 DIVISIONS OF TRADE

efficiency would receive the same rate of wages. This
is only approximately true under the present con-
ditions of imperfect mobility. The result of perfect
mobility of labour and capital would be that the costs
of production due to intercst and wages would in the
long-run tend to become stable, and would not vary
much from trade to trade in the same grade. In turn
this would render the work of the dealers easier, since
{luctuations in price would be much less frequent in
the case of the commodities dealt with in the home
trade.

Foreign Trade.—This subdivision of trade is often
spoken of as though it were separated by a sort of
water-tight compartment from all the rest of our com-
mercial activities. Possibly the wide attention given
during recent years to tariff questions has had the effect
of directing a disproportionate amount of the attention
of the public generally to this department. Foreign
trade certainly forms an important section of our total
trade, but as it is estimated that only one-fifth to one-
sixth of the labour engaged in production in the
country is devoted to the supply of goods for foreign
trade, it is not entitled to the dominant place it seems
to hold in the minds of men. The principles on which
foreign trade is carried on are exactly the same as
those governing any other branch of trade. Trade is
an exchange of the goods we have in excess of our
needs for the goods another individual has in excess
of his nceds. Nations, as nations, do not trade with
each other; it is the firm in the one nation who
trades with the firm in another, and it i8 im-
portant to remember that there is no more antagonism
or opposition of interests in foreign trade than there
is in the home trade.
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The rise of foreign trade is really due to the extension
of the principle of the division of labour. Just as it
is most economical to employ one set of workers in
cultivating the soil and another set in making ma-
chinery, so it is found to be economical to produco
textile manufactures in one country and winc in
another. Indecd, it is an impossibility for a singlo
country, however large, to produce everything to
satisfy all the wants of its inhabitants within its own
borders. XFor climatic reasons, Britain cannot produce
tea, coffee, sugar, cotton, and a host of other articles
of everyday use, and therefore we are bound to obtain
these from other countries. To pay for such com-
modities, wo send to these countries in return manu-
factured cotton, woollen, and iron goods. In this way
the consumer is enabled to enjoy the usc of many
articles which ho would never even sec were it not for
the agency of foreign trade. But there are articles
which it would be quite possible to produce in this
country, and yet we import them from abroad. The
fact that we do this shows that tho foreign goods are
cheaper, probably because the foreigner possesses somo
advantage in their production—e.g., he may bo ablo
to acquire the raw material casily. Tt is therefore to
our advantage to buy such commoditics rather than
to attempt their production in the face of our disad-
vautages, natural or otherwisc. This is one way of
utilizing tho total productive power of the world tc
its best advantage, as would be done if all the natura
divisions of the world devoted themsclves to the pro
duction of those commoditics for which they are ths
best fitted.

To a great oxtent at the present time our foreign
tradoe is an elaborate machinery for the supply of food-

6
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stuffs and raw materials, and up to the last decades of
the nineteenth century the world might have beon
roughly divided into two sections, the one comprising
new countries which were producing food and raw
materials, and tho other old countries which were
manufacturing them. This arrangement could not
continue, since it was only natural that the new
countries should develop a tendency to institute manu-
factures, and so render themselves independent. Thus,
foreign trade cannot keep pace with the growth of the
wealth of a nation, but must diminish as the more
backward nations advance.

Tho main advantages of foreign trade are the acqui-
sition of articles which it i8 irapossible to produce at
home, and of articles in the production of which we are
at some disadvantage, natural or artificial. England,
for instance, produces wheat, and we might, with an
immense expenditure of Jabour and capital, possibly
produce sufficient for our needs. But it i cheaper for
us to produce other things and exchange these for the
wheat of lands which can grow it more cheaply. In
actual practice, of course, wo scll the things we produce,
and with the proceeds purchase the wheat from others.
Since our wheat supplies are drawn from many different
quarters of the world, a failure of the harvest in
Russia may he compensated by abundant supplies
from Canada or the Argentine. Thus, the extension of
the market tends to steady the supply of the total
amount, and, consequontly, to render the price fairly
stable frosn year to year. Another advantage of
foreign trade, which, from an ethical point of view, is
perhaps the greatest, is the powerful influence it exerts
on tho peace of tho world.  Any disturbance speedily
makes ity influence {elt on trade, and the interruption
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in dealings caused by warlike operations aflects a wide
circle of those employed in earrying on the trado of
the world. The continuance of peace is necessary for
the profitable conduct of foreign trado, and acts as a
powerful incentivo for the merchants to secure peaceful
conditions. Constant intercourse between the mem-
bers of difierent nationalities also tends to remove
those misunderstandings which are so fruitful a source
of international troublcs.

It is possible, however, that foreign trado may be
in somo respects disadvantageous. A country, by reck-
lessly oxploiting its limited natural resources, and by
oxporting continuously large quantitics of raw produce,
may find that it has sacrificed the future in the intercsts
of the present. In asense,the cxportof theraw materials
is an export of tho qualities of the land itself, and by
the exhaustion of these qualities it becomes more and
more expensive to produce further amounts of the raw
material, so that a fow years of chcapness may be
followed by many years’ dearncss. The consumer, also,
is not always the best judge of his own inferests, and
it is possible that the chcap foreign product is less
advantageous than the dearer home product, tho
attractive cheapncss boing balanced by the inferiority
of the article. Thore are also disadvantages from tho
producer’s point of view. A country which imports
most of its food-supply finds that the natural exchange
between the manufacturers of the towns and the agri-
cultural produce of the country is limited, and a decay
of agriculture follows. This may result in the de-
population of the countryside and the influx of the
labourers into the towns, with its accompaniment of
overcrowding and gencral diminution of the efficiency
of labour. 'The continuai changing of trade conditions,
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such as the opening up of new routes, may cause hard-
ships to one country as a result of advantages acquired
by another.*

Nature of British Foreign T'rade—The total value
of the merchandise imported and exported by the
United Kingdom exceeds that of any other nation,
amounting in 1913 to 1,403 million pounds. This
amount is made up of imports (including re-exports),
768 million pounds, and exports 635 million pounds.
If these figures are analyzed, we find that about 38 per
cent. of our imports are articles of food ; raw materials
and articles mainly unmanufactured account for a
slightly less proportion, leaving about 25 per cent. of
our imports as wholly or mainly manufactured articles.
Our domestic exports—that is, exclusive of goods
which have not been previously imported, as might be
expected, are largely composed of manufactures, these
comprising approximately three-quarters of the total.

It is satisfactory to observe that a steadily increasing
proportion of our foreign trade is being carried on with
our Empire oversea, the total amount of trade with
them in 1913 approaching half that carricd on with
foreign countries. Our best customers in 1912 were
the United States, India, Germany, Australia, and
France; while the countries from whom we made the
largest purchases were the United States, Germany,
India, and Argentina. The table on p. 61 shows the
forcign trade of the three principal commercial nations
of the world. The figures are given in millions of
pounds. »

The imports quoted below for the United Kingdom
and Germany refer to imports for home consumption
only and exports of home produce of the United King-

® Nicholson, ** Political Econoiny."
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dom. Although this is not the case for the United
States, her re-exports are comparatively small, and tho
threo sots of statistics may therefore be used as a fairly

reliable comparison of the foreign trade of the countries
named.

ImpoRTS.
United Kingdom. Qermany. United Btates,
1913 .. .. 659-4 525-8 3733
1912 .. . 6329 525-6 3787
ExpoRrTs.
United Kingdom, Germany. United Btates,
1913 .. . 52556 495-6 517-5
1012 .. - 4872 4404 499-8
QUESTIONS.

1. Would it bo postible to eliminate the wholesale dealer
in the home trade What organization, if any, would
you substitute for him ¢

2. Account for the disparity between the imports and the
exports of the United Kingdom.

3. Give the advantages and disadvantages of direct dealings
between the retailer and producer.

4. In what way is foreign trade affccted by (1) reduotions in
oost of transport, (2) mobility of labour.



INFLUENCE OF GEOGRAPHICAL
CONDITIONS AND INVENTIONS
ON COMMERCE

Tuwx operations of commerce are essentially dealing
opcrations; they may consist in tho buying and sclling
of commodities or in their transport. Thus, if the
meaning of the term Commerco is limited to this con-
teption, the work of tho farmer, tho miner, and the
manufacturcr, is not commercial. When picces of
cotton cloth leave the gates of the Lancashire factory,
they pass from the control of the manufacturer to be
dealt with by some one or other of the functionaries of
commerce—an agent, a broker, a shipper, a carrier, a
wholesale or a retail dealer. It is seldom that any onc
of theso changes the form or the nature of the goods
that pass through his hands; the picce of cotton cloth
is in exactly the same condition in the hands of the
retail trader as it was when it left: the factory. 1Inlike
manner, tho grain of the farmer and the coal of the
miner undergo no change at the hands of the com-
mercial intermediarics who arrange for their final
dclivery to the consumer.

Whon the individual members of & community only
produce sufficient goods to satisfy their own wants,
there is little need for the activities of tho man of
commerce, and hence in such a community commerce
exists only in a very rudimentary state. But when a

1o
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surplus of goods over the actual wants of the com-
munity is produced, the disposal of this surplus, usually
in exchangoe for the surplus products of another com-
munity, creates the necessity for commercial oporations,
and when the exchanges are on a sufficiently large scale,
canses the emergenco of a specialized body of com-
mercial men, whose sole function is to carry out these
oxchange operations. The increzsed power of pro-
duction which is & conscquence of the progress of
society naturslly increases the surplus of products, and
hence the work of commeorco increasos and becomes of
greator importance.

Crowth of Commerce—Tho economic history of
England afiords a good example of the development
of an organized commercinl State {rom u small solf-
sufficing community. Down to the beginning of the
sixteenth century, the structure of the social organiza-
tion and the disturbhances due to periodical wars were
rot conducive to the poaceful pursuits of trade.
Yoreign trade was mainly concerned in the export of
wool and the import of luxuries, such as Lastorn
stuffs, silks, spices, and furs. Internal trade was
carried on at the staple towns, tLe market towns, and
the great fairs. During the latter part of tho Middle
Ages the foreiyn trado of Europe centred in Venico
and Genoa, which wero the grcat emporiums for
Eastern goods; and the Hanse towns, which controlled
the trade of Northern Europe. The discovery of
America and the sea route to India by the Cape trans-
ferred the importance of the two trading ropublics of
the Moditerranocan to Spain and Portugal, and Xng-
land’s struggle with tho former i-ower led to this
country embarking in comurcercial ventures hitherto
undrenmst of.  Celonies were planted in Ancerica, and
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factories established in India, thus laying the founda-
tion of an enduring trade in both hemispheres. The
soventoonth contury saw the beginning of the docline of
the Spanish dominion in America, and the rise in com-
mercial importance in Holland, short-lived as this
proved to bo. The statesmen of the time wore domi-
nated by the solo-market theory, and in order to gain
a monopoly of trado the Dutch had to be crushed, a
policy which Cromwell carried out by his Navigation
Acts and the war which followed their cnactment.
From this period dates the prosperity and develop-
mont of modern English commerce, as we now I'mow
it. By the wars and colonization of the eighteenth
century we acquired a great colonial empire, held
almost undisputed sway over the seas, and at the same
time our trade increasod by leaps and bounds. Our
export trade, which amounted to about 2 million
pounds per annum at the beginning of the seventeenth
century, rose to 64 million pounds per annum in 1703,
and in 1760 reached 14} million pounds. After this
time, the Napoleonic wars, which kept the Continent
in a ferment, and the Industrial Rovolution in this
country, strengthened our position still further, bec-
cause we were able to supply the markets of the world
with manufactured goods that no other country could
then produce. For three-quartors of the nineteenth
century, English trade has bencfited largely from the
quarrels of our potential competitors, and, at the
same timo, has taken full advantage of the multitude
of discoveries which have affected the efficiency of
trade. Sinco 1873 the competition of the European
nations—especially Germany—and the United States
has had to be reckoned with; but notwithstanding
this, our export trade in 1913 amounted to the stu-
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pendous total of almost 634 million pounds. Somo
idea of the enormous advance in a period of two hun-
dred years is obtained when the modest total of
6 million pounds for 1700 is compared with this
amount.

GQeographical Conditions.—The causce determining
the rise and development of commerce are many and
varied. Onc of the most potent is undoubtedly the
geographical conditions prevailing. This factor cntors
largely into the determination of the naturo of the
products of any country, and, what is of equal im-
portance to the trading community, settles the modes
of transport and the routes along which the commod-
ities of commerce shall pass. Under the head of geo-
graphical conditions are included situation, nature and
configuration of the soil, character of the agricultural
and mineral resources, the climatic conditions, and
also the way in which man has changed or modified his
physical surroundings.

A survey of the commercial conditions of the world
shows forcibly the fact that different parts yield
widely different products. This is due to differences
of soil and climate, the abundance or scarcity of natural
resources, or the ability of man to utilize those re-
sources to the best advantage. This inequality in the
distribution of the gifts of Nature needs rectifying, and
it is the business of commerco to supply a remedy by
acting as an equalizing agent of the conditions of lifc
in all parts of the world. The surplus products of the
Ceylon tea-gardens and the Lancashiro cotton industry
are disposed of through the agency of commerce, and
the same agency supplies the wants of the more back-
ward races of the world for the elaborated products of
the great industrial peoples.
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Tho strength of the tendency to the development
of the commercial activities varies directly as tho pro-
gross of civilization. The geographical environment
of moankind exerts & powerful influence on his gencral
characteristics, and where the environment is most
favourable, the development of tiic human race is
found to be most advanced. Thus, the Austrclian
native, with no domestic animals and no plants useful
for food, exists in a stato of degradation but little
removed from the animal, and, on the other hand, the
nations of Western Europe, with abundant supplics
of agricultural and mineral wealth, and with excellent
facilities for intercommunication, have attained an
unparalleled stage of development. The rapid multi-
plication and expansion of new wants in such commu-
nities as the latter has caused every part of the world
to be laid under contribution to provide for their satis-
faction. To take one instance: the ordinary British
labourer may get his bread from Canada, his micat
from New Zealand, his tobacco from the United States,
hides for his shoe-leather from South America, his toa
from India, and his cofice from Brazil, the numerous
agencies by which provision for these necessary wants
is made being grouped under the generic name of
Commerco.

The situation of a country is of supreme importance
in its trade rolations; no other purely geographic factor
oexorcises the same influence, as the history of commerco
clearly shows. The commercial republics of Venico
and Genoa owed their importance to their ccntral
position on the great commercial highway of the
Meditorranean. 'The towns of the Hanscatic League
were tho natural outlets for the products of tho Baltic
lands, and the position of Holland at the mouth of tho
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Rhine contributed to her commercial supremacy in
the sixteenth and seventcenth centuries. The most
striking example of the influence of situation is seen in
tho case of the United Kingdom. Situated within
easy distence of the wealthy Xuropean nations, yet at
the same time separated from them by the sea, and
thus kept peaceful and free from the cfiects of war and
dynastic struggles, she brought to & convenient focus
the intorcourse between the Old World and the newly
discovered regions across the Atlantic. The concen-
tration of trade routes in tho Atlantic, partly a cause
and partly an effect of British commerce, strengthened
her commorcial position, and, for the present at least,
Britain may lay claim to the commercial supremacy
of the world.

Beforo exchanges can bo effected, there must be
intorcommunication of tho parties thereto; hence the
question of transport facilitics is of primo importance.
Obviously, geographical conditions will excrciso great
influence here. In the carly days of commerce, tho
bulk of the commoditics was transported by land, and
the numerous physical obstacles, such as high mountain
ranges, denre forests, marshes and arid deserts, ren-
dered this a difficult and costly task. As a conse-
quence, early commerce was confined to articles of
luxury, which, from their value, could bear the heavy
transport charges. The improvement of the trade
routes on land forms a most striking testimony to
man’s power in overcoming physical obstacles. Ho
has tunneclled mountains, bridged rivers, drained
marshes, constructed networks of railways, canals, and
roads, and in these ways has sought to modify the
influence of adverse geographical conditions.

Notwithstanding the manellous engiteering {eats
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whicn have facilitated the carriage of goods by land,
tho sea now is tho great highway of commerce. Its
waters are free to all, and, in contrast to the heavy
expenditure incurred in constructing and maintaining
Jand routes, Nature here supplies and maintains the
track, leaving to man simply the provision of the
vehicles. Thus, the distribution of the land and water
arcas of tho globe exercises great influence on the
nature of sea transport. Occans, which were formerly
barriers to communication, have now become connect-
ing links between the different parts of the world.
Well-defined trade routes, or ‘‘steamer lanes,” such
as the North Atlantic, Suez Canal, South African, and
River Plate, are now found in all the oceans. Tho
increased range of navigation has also tended to en-
hance the valuc of distant countries, and it is fre-
quently of greater advantage to deal with a far-off
land which is accessible by sca than to deal with a
nearer land where it is neccssary to employ land
carriage.

As the concentration of men in towns is one of tho
conditions of the development of commorce, it is
interesting to inquire into the influence of geographical
conditions on the rise and development of such centres
of population. Where conditions facilitating intor-
course exist, towns naturally arise. Towns, like
Lyons, situated at the confluence of two rivers, and
others, like Milan, standing between two regions dis-
similar in products, are favourably situated for trade.
The position in the middle of a plain, allowing easy
communication in all directions by rail, account for the
importance of such towns as Berlin and Moscow. The
great development of occan transport, the increased
tonnage of vessels, led to the concentration of trade in
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ports with deep harbours, good dock accommodation,
and easily accessible hinterlands, such as ILiverpool
and New York.

Effects of Discovery—Tho extent of commerce is
limited by the extent of the markets, and as every parl
of the world is a potential market, the progress of dis-
covery has played a striking part in the advance of
commerce. Any increase in our knowledge of the
carth’s surface has led to a corresponding increase in
the arca of the world market, and therefore to an in-
crease of trade. Karly trade was mainly carried on
in the circumscribed Mediterranean area, and not
until tho sixtcenth century was commerce on a large
scalo possible. Then the discovery of America, and
the opening up of the Cape route to India, considerably
cnlarged the sphere of commercial activity. It took
about two hundred years, however, before the effects
of these discoveries exercised much infiuence on trade.
In utilizing these discoveries, the policy of this country
was to establish permanent settlements, as was done
in North America and India, and, at a later date, in
Australia, the Cape, and New Zealand. This policy
led to conflict with other colonizing powers, and, in the
competition for colonial expansion which marked the
cighteenth century, the Spanish, Dutch, and French
wero all obliged to give way to Britain. The impor-
tance of this success is shown by the faet that till
after the Napcleonic wars the bulk of our foreign
trade was with our colonies, or, as they were then
termed, ‘“the Plantalions.” During the ninetcenth
century cnormous advances have been made in the
dircction of extending the arca of the world market.
The countrics of the Amcrican continent have been
developed, the interior of Africa hes been explored, the
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exclusivenoss of the great Eastern empire of China has
been broken down, while its small but powerful neigh-
bour, Japan, after adopting Western ideas and methods,
has now become a formidable competitor of the older
European commercial nations.

Inventions.—Closely allied to tho discovery of new
areas is the discovery of new, and tho improvement of
old, methods of production. The period of the great
inventions dates from the middle of tho ocightoenth
century, thoso relating to the textile industry—practi-
cally rovolutionizing it—taking place between 1770
and 1792. The expansion of the trade arca of the
world, the enterprise of tho Xnglish men of business,
and the disturbed state of the continent of Kurope,
provided a powerful stimulus to the discovery of im-
proved methods of production. The insular position
of this country, by frocing us from the devastation of
war, gave to us an exceptionally favourable oppor-
tunity for trade in all parts of the world outsido
Europe. Increased production was urgently necessary,
and ‘‘ Necessity, the mother of invention,” produced
that crop of epoch-making inventions associated with
the industrial revolution in this country. These ap-
poared in threo distinet directions: first, tho industrial
inventions of [Targrcaves, Arkwright, Crompton, and
Cartwright, in the textile trades; second, the evolution
of the application of steam as a motive power; third,
the ovolution of steam locomotion. The two lattor
were the nabtural consequence of tho first; a more
powerful motive force than wina or water was needed,
hence tho development of the steam-engine took place,
while the transport of the increased volume of pro-
duction led to the application of stcam to transport
both on land and sca. These advances, it should be
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noted, were rendered possible by the onormous stores
of iron and coal possessed by this country, and by
inventions which contributed to the more economical
extraction of the former mineral from its ores. Tho
combined effects of theso three groups of discoveries
was to make England, during the first half of the
nineteenth century, the workshop of the world.

The effect of inventions on production is strikingly
illustrated in the progress of our two greatest manu-
facturing industries, cotton and iron. The following
diagram shows the close connection betwoen the mag-
nitude of the industry and the inventions applied to
its developmont.

17387 6 Kay's fly shuttle 1173¢
#arfreaved spinning Jennyl1760

17644 3-8 Arkw t’s pgki?::ay 1768

art}a-v

7Bt 4» o Crompton’s mule 1779

ViB6 fm 152 Cartwright’s power loom 1785

1792 Joram $4°9 Whitney's saw gin 41792

4830 261-2  Spinning warp by throstle}1830
4832 287-8 . ~Roberis salf-acting mule]1832
4841 4899

CotroN IMporTs IN MILLIONS OF Lbs.

Since 1841, while there has been practically no great
invention in the cotton industry comparable to the
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ones enumerated above, a continuous improvement in
the details of the machinery employed has been taking
place, and in 1911 the British consumption of raw
cotton amounted to 1,916 million Ibs. The progress of
the iron industry in relation to invention may be seen
from the following table:

Britisit PropucTioN oy P1¢ IRow.

Tons.
1740 17,000 || 1756 | Smelting by coal.

1788 68,000 || 1784 | Cort’s puddling and rolling in-
ventions.

1830 677,000 || 1828 | Neilson’s hot-blast furnace.
1862 | 3,900,000 || 1856 | Besgsewmer steel process.

1870 | 6,000,000 || 1864 | Siemens-Martin process.

1890 | 7,900,000 || 1879 | Thomas’s basic process.

During this time, when the efforts of tho inventor
wore directed towards the sccuring of an ever-increasing
amount of production, other inventors were bringing
about a revolution in the modes of transport. In
land transport, railways and canals were displacing
horse-drawn vehicles. The Bridgewater Canal, for the
carriage of coal from Worsley to Manchester, was
opencd in 1761, and the Liverpool and Manchester
Railway in 1830. From that time to the present there
has been a continual stream of inventions relating to
steam locomotion, and some idca of the progress made
may be gathered from a comparison of Stephenson’s
locomotive, the * Rocket,” which hauled a load of
91 tons at the rate of 13 miles an hour, with the power-
ful cxpress engines of to-day, drawing loads of 300 to
350 tons at the rate of 50 to 60 miles an hour. The
novor-ceasing scarch for improvements in transport
has also led to the displacement of steam as a motive
power in favour of elcetrically propelled vehicles,
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though only to a limited extent. The invention of the
internal combustion engine, using petrol as a motive
power, has provided another competitor of the railways.
During the ycar 1913 the largest group of inventions
for which patents were applied related to tho trans-
port industry. This clearly shows the direction in
which inventors are exercising their energies, and a
further significant fact is that, of these inventions, the
most important related to the improvement of motor
vohicles.

It is interesting to note that tho application of steam
as a motive force took place in connection with water
carriage before it was applied to land transport. The
Comet was the first commercially successful steamer
in Great Britain. It was run on the Clydo by Henry
Bell in 1812. Since that time there has been one long
record of inventions and improvements in both the
structure and the means of propulsion of ocean steam-
ships. The growth in volume of our sca-borne com-
merce has also provided a wide ficld of experience for
our enginecrs and inventors, without which they
probably would not have been so successful. Tho
improvements in steamships during the ninetcenth
cenbury f=ll into five groups. The first was marked by
the building of wooden vessels propelled by paddles;
the second, by the substitution of iron for wood in the
construction of tho hulls of vessels, tho Persia, in 1856
being tho first Cunard iron paddle-steamer. Then
paddles wore superscded by the scrow as a means of
propulsion, and steel displaced iron in the building of
vossels, the first ocean steamer so built being tho
Rotomohana in 1879. Twin screws were first used in
1888, and the introduction of double, triple, and quad-

zuple cxpansion engines has led to great economies in
6
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fuel consumption, while the invention of steam steer-
ing-gear has rendcred the management of vessels easy,
and enabled the size to be increased.

During the present century the inventions afiecting
ocean transport deal with the modes of propulsion.
The steam turbine and the Dicsel oil-engine both intro-
duce new, and, it is claimed, more economical, pro-
pelling forces. The former has evidently a superiority
over the old reciprocating engines, at least where high
speed is required, since our biggest liner, the Maure-
tanta, is fitted with turbines of about 70,000 horse-
power. The use of oil-engines for the propulsion of
ships is a very recent development. The {irst oil-driven
ships built for regular passenger and cargo service are
the Selandia and Jutlandie, and the results of the
voyages of the former have produced a very favourable
impression. The invention of the method of dis-
charging cargoes of wheat by means of suction-pumyy;,
and the use of hydraulic machinery on the docks and
wharves, have conduced to the more efiicient handling
of cargoes, while cargoes of a special nature arc trans-
ported by specially constructed vessels, such as the
tank-steamers for petroleum and the ““whole-Laele™
for grain.

Closely allied with tho transport of g¢ s in the
transmission of news, and in this sphere inventions
have been made of incstimable value to commerce.
Wheatstone’s electric telegraph was patented in 1837,
and came into practical use about 1846; the first por-
manently successful submarine cable was laid across
the Atlantic in 1866; the tclephone, in its present form,
first became known in 1856; and wireless telegraphic
mcssages were first sent across the Atlantic in 1907.
These facilitics for communication render the great
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task of the commercial man—viz., the co-ordination
of supply and demand--~much casicr, and the accumu-
lation of large stores of goods is no longer necessary,
since messages can pass to the region of supply, even
if it be at the other end of the earth, in a few hours.

Thus, the inventive faculty of mankind is scen to
have influenced in the past both the production and
the distribution of the commodities of commerce.
Production on a wider scale has been made possible,
and improved methods of transport and communica-
tion have naturally followed so as to deal with tho
increased volume of products. Industry, commerce,
and invention go hand in hand, and together will lead
men to attain a still higher condition of civilization
than exists even at present.

QUERSTINNS.

1. Givo a few instances of c¢ases whero physical obstacles
have been overcome by pan.
2. What alicrations in trade routes will probably be capsed
by the Panama Canal ¢
3. ITow has the progress of invention facilitated commereial
transactions in recent tirues ¢
Expiain why the British have become the “ carriers > for
tho world.

r"



CAPITAL

Nature of Capilal—Capital is onc of the indis-
pensablo agents in modern production; in hardly any
of the common articles of everyday use is it possible to
carry out production without the preliminary outlay
of an amount, either great or small, of capital. The
prevailing tondency, indeed, is in the dircction of this
agent of production assuming an even greater im-
portance in the domain of commerce and industry
than it occupics at present. In occupations of every
grade capital is demanded: the farmer needs it in
the shape of implements, machinery, buildings, and
manures ; the manufacturer as raw materials, plant, and
machinery; the dealer as a reserve on which is reared
the huge fabric of credit which facilitates his trading
operations; the transport industry requires ships,
vohicles, permanent way, etc.; and in no occupation
can the amount of capital be reckoned as negligible.

While the capital of a country consists, broadly
speaking, of the whole of its material wealth—i.e., of
the raw materials, finished goods, and the implements
which aid man in production—the business man con-
siders capital from the money point of view. He
calculates the capital invested in industry not as so
many factories, machines, etc., but rather as the value
of these expressed in money. This is still more true
in the world of commerce, since here the business man

76



MONEY AND CAPITAL 77

uses a relatively small proportion of the implemonts
of production in his work. When he refers to his
capital, he has in mind either a certain amount of hard
cash, or a balance at his bank, or a number of claims
on other business men, all of which are represented by
moncy.

Notwithstanding this, tho fact should be clearly
grasped that capital is not money, and certainly not
coin. When the merchant imports a cargo of wheat,
he is laying out his capital, but that does not mean
that ho sends sovereigns to Russia or to any other
country from which he receives the wheat, in order
to pay for it. The Russian exporter prefers to bo paid
by means of other commodities, such as woollen cloth
or machinery, and by means of the organization of
exchange, this is what he finally docs receive in pay-
ment. Money, which consists cither of pieces of
paper or metal, would be of little use were it not that
it gives to its possessor tho power of acquiring goods
which will be of rcal uso to him. Money, solely as
money, is of very little importance in production,
since man can neither uso it to support life nor in the
production of other articles. It is only as a means of
procuring other things that we desire to possess this
commodity ; we desire, not money, but money’s worth.
Tho capital of a business, however, is the estimatcd
cash valuo of everything possessed by the busincss—
its land, buildings, machinery, stock, goodwill, book-
debts, and so on.

As an agent of production, capital assists labour; it
makes the product of a given amount of human ox-
ertion greater than it otherwise would be. It is ob-
vious that a seamstress, with the aid of a sewing-
machine, can make moroe shirts in a given time than
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she could if she were compelled to sew each one by
hand. The sewing-machine is capital; by its aid tho
product of labour is increased. Another way in which
capital assists the productivity of labour is by enabling
industry to be continuous. If the woollen weaver had
to shear and clean the wool and afterwards spin it into
yarn, he would find little time for weaving. But
capital gives him a continuous supply of yarn, and thus
time is economized and the weaving industry kept
going. By the help of capital, methods of production
may be adopted which entail an cnormous initial
cxpense, but which ultimately cause tho output to
become much greater in return for a given amount of
labour. A great shoe factory, which has|been equipped
with costly machinery and which employs a thousaznd
workers, will turn out many times the number of
shoes that a thousand similar workers could make,
cach working in his own shop.

Source of Capital—In the early stages of society
capital was undoubtedly provided from some store of
wealth which had been accumulated previously. Such
a store of wealth would consist of the products of
former labour. The accumulation of this wealth pre-
supposes some deprivation, and hence arose the idea
that capital was the result of abstinence—i.e., the re-
fraining from consumption in the present with a view
to a greater reward in the future. In these early
times we should not expect to find any widespread
cvidence of the balancing of present enjoyments
against future benefits, and thercfore we find that the
accumulation of capital took place on a modest scale.
With the phenomenal increase of production during
the last two centuries, the surplus of production over
consumption rapidly increased, and there was very
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little abstinence necessary on the part of the fortunato
holders of this surplus to secure the saving of a con-
siderable part of it.  As applied to modern conditions,
then, the idea of abstinence, which implies some depri-
vation as the source of the accumulation of capital,
is crroncous. The desire of accumulation has also
leen stimulated by the advance of education and the
general progress of society, which have tended to bring
about a juster balance between the relative advantages
of the present and the future. At the same time, tho
advance in the arts of production and the constax
increase of tho surplus over what was necessiary for
corsumption have enhanced the power to save.

When an individual, stimulated, possibly, by the
desire to make provision for the future for himsclf or
for those dependent on him, has been led to accumulate
wealth, he scldom does this in the manner of the miscr.
Hoarded wealth is useless to everyone but the immeo-
diate possessor, and to him only as a means of gratifying
his debased nature. Moreover, the hoarding of wealth
iinplies its isolation, and when wealth is in the possession
of numbers of isolated individuals, it very seldom is
capablc of assuming its true function—t.e., to assist
production in the form of capital. For this purpose
the individual stores must be collected at some central
point which is well known to everyone, and from this
central aggregated fund it must be distributed and
allowed to drain away by suitable channels into the
great occan of production. This function of the col-
lection and distribution of the savings of the com-
munity is effected by means of our banking organiza-
tion. The private individual nowadays, as a matter
of coutse, entrusts his savings to the custody of a bank,
and the degree of confidence which is reposed in these
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institutions may bo taken as a measure of the com-
mercial morality of a nation. This confidence is cer-
tainly somotimes misplaced, and institutions arro-
gating to themselves the title of * bank,” but which,
perhaps, do not limit their activities to purely banking
functions, may fail to mect their liabilities, and to somo
extent shake the trust of the investing public. Gener-
ally speaking, however, in this country confidence in
the banking system is fully justified.

There is no doubt that the pre-eminent financial
position of the Unitcd Kingdom among the nations
of ¢he world is in a large measure duc to the relations
of confidence oxisting between the banks and their
custoniers. Tn less highly civilized communities
mutual suspicion prevents the establishment of such
relations, and we find in such places that wealth is
hoardéd either in the form of gold or silver ornaments
or of coin. The presenco or absence of a sccure and
stable form of government has also a considerable
influence in the development of the quality of trust
in one’s fellows which is essential to the growth of the
haniting habit.

T'ypes of Capital—While we have previously laid
stress on the consideration of capital as an agent of
production, we must not lose sight of two other atiri-
butess possessed by capital—viz., that of yiclding a
revenuo and of providing a means of satisfying wants
directly. 'T'he manufacturer’s machinery may be
classed under the first head, his investments in Consols
under the second, and his house under the third. The
root idea underlying ali three is expressed in the defi-
nition of capital as wealth set aside for the satisfaction
—-~directly orindirectly-—of future necds. An individual
may obtain this satisfaction by investing his capital
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in a joint-stock company, in which caso it is both em-
ployed in production and also returns a revenue, or
by purchasing a house for his own use, thus satisfying
directly his desire for house-room.

Producer’s Capital.—In business life a man’s capital
is commonly regarded as that part of his wealth which
he devotes to the acquiring of an income, generally
by means of trade; and on this account it is sometimes
convenient to speak of it as trade capital. Any form
of hoarded wealth is barren—that is, unless it is actively
employed in the production of more wealth, it will
bring forth no increase. This conception has im-
pressed itsell so forcibly on the ideas of men of business
that capital is ofton considered as synonymous with
producer’s capital, to the exclusion of the other types.
Producer’s capital may be further subdivided into two
classes, according to the use to which it is put.

Fized Capital.—In some businesscs, such as steel
works, textile factories, and railways, an enormous
outlay must bo mado before any fraction of the produce
can be turned out; whereas in others, such as agricul-
turc on a small scale, or the business of an agent or a
broker, very little preliminary outlay is needed. The
outlay which is necessary for the provision of such a
thing as the permanent way of a railroad is an outlay
that does not occur periodically, since, when once this
is provided, it may be utilized for a considerable timo
before a renowal is necessary. This proportion of tho
capital of a business is called “fixed,” since it exists
in a durable shape, and can be used over a considerablo
period of time. During the period within which it is
employed, naturally a revenue is obtained from it, and
tho aim of the controller of the business is to extend
this period to the farthest limit possible. To attain
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this object, the fixed capital must be kept in repair,
parts which show weakress must be renewed, and there
is also the contingency, not to be overlooked, that it
may be rendered useless by new inventions or improved
methods. If such fixed capital is very durable, there
is the risk of its becoming obsolcte; thercfore it is not
its actual durability, but its duration of utility, which
cuneerns us.

Circulating Capitul.—In the foundation of a business,
when the outlay necessary for the fixed capital has been
made and cverything is prepared for the inauguration
of production, furthur calls on the proprietor’s capital
are made. Raw materials are needed, and also labour,
to utilize the fixed capital in the transformation of the
raw material into tho finished product. Both of these
must be paid for as a rule before a single penny is re-
ceived for the product; but when this is disposed of,
this part of the capital outlay should bo returned to
the employer, together with a surplus—that is, if his
organization and conduct of the work has been sue-
cossful. Another point that should be noticed regard-
ing this outlay is that, once it is made, the capital is
consumed; the raw material puichased disappears as
raw material, and the labour, as labour, also dis-
appears, though both appear in the value of the re-
sulting product. This is the distinctive feature of
this type of capital, which is called ‘circulating
capital,”” because it fulfils the whole of the work in
which it is engaged by a single usc.

The proportion of fixed and circulating capital will
vary considerably in dificrent industries, and we
usually find the greatest proportion of fixed capital
used in those industries which produce goods suitable
for routine production, and where the amount of
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fpecial organizing ability is small. Tho greater the
amount of circulaling capital employed, the greater
will be the demand for those qualitics of organization,
prediction, and ability to gauge the forces of the
market, which are the marks of the successful business
man. The circulating capital needs replacing after
its single use from some source or other; the fixed
capital does not, though even here we cannot assumec
that indestructibility is a characteristic of fixed capital,
and provision must be made for its depreciation.

Revenue Capital—When the possessor of capital
hands over the control of it to another, the idea which
actustes him is to secure some return for the loan.
Such capital may be termed “revenue capital.”
Revenue capital presupposes such existing social and
cconomic conditions that wealth can be lent at in-
terest to employ others in production. The lender
thus uses his wealth for the purpose of procuring
revenue, without its being necessary, at the same time,
for him to exercise his labour. It is immaterial to
him whether it is used to finance a mining or manu-
facturing concern, and so assisting production, or in
the provision of warships to be immediately employed
in the destruction of wealth. He lends it to an in-
dustrial undertaking or to a warlike Government with
the utmost indifference. In the latter instance tho
revenue derived from his capital must come out of the
pockets of the taxpayers, who in the main are the pro-
ducers of the national wealth. This charge on the
national production not only docs not directly aid pro-
duction, but may be an actual hindrance to it, and his
capital, by giving him the right to claim a portion of
the national prodrection, makes him, as it wore, a
mortgagee of industry.
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Consumption Capital.—It is obviously true that all
capital is consumed, in the sense that nothing lasts
for ever; but tho reason for distinguishing this type
of capital from the others lies in the manner of con-
sumption. Consumption capital consists of goods in
a form to satisfy wants directly, more particularly of
goods which afford a direct sustenance to the workers,
such as food, clothing, etc. This consumption may
tako place over various periods of time—e.g., a leg of
mutton may be consumed almost immediately, whereas
a picco of furniture may satisfy the direct wants of
tho owners for soveral generations. No sharp lines of
demarcation can be drawn between the different types
of capital, and goods may be considered as belonging,
now to one class and at other times to another, accord-
ing to the point of view taken—e.g., the food of tho
labourer, since it satisfies his wants directly, may be con-
sumption capital ; but it assists him also in his work, and
might, in that sense, be considered producer’s capital.

The Capital of a Business.—The question of financo
in connection with a business is perhaps the most im-
portant one in the consideration of the promoters.
Their aim is always to secure such an amount of capital
as is deemed adequate for the economical conduct of
tho business, and it is quite as dangerous to attempt
to carry on a business with insufficient capital as it is
wasteful to have any unnecessary capital in the con-
cern. One of the most frequent reasons given for
failures in business is * insufficiency of capital.” Lack
of capital, while a drawback, may be remedied to some
extent by carcful organization and judicious manago-
ment. On the other hand, unnecessary capital mcans
a diminution in the rate of dividend, and, further, may
act as an incentive to extravaganco.
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The term “‘ capital ’ is used in business with refer-
ence to the wealth invosted by a person or number of
persons therein, and represents the amount by which
the assets of the busincss exceed the liabilities. Such
investments are mado with a view to obtaining a return
in the shape of interest or dividend, the probable rate of
which, gencrally speaking, varies directly as tho risks
of the undertaking. Capital invested in a speculative
business, such as the opening of a now gold-mine,
oxpects a much higher remuneration than capital in-
vested in less adventurous undertakings. This busi-
ness capital is drawn from widely diverse sources, and
in very few cascs is a modern business carried on solely
with the capital of the proprietor.

When the capital has been collected a part is devoted
to the full equipment of the business, to the acquisi-
tion of premisos, stocks of materials, plant and ma-
chinery, furniture, fittings. This outlay, of course, by
no mcans exhausts the capital; in addition, there
should be a rcasonable amount of working capital
which has not been expended in the cquipment or pur-
chase of the business. Such working capital ought to
be sufficient to provide and hold an adequate stock,
and to support a rcasonable amount of book-debts. In
addition, a sufficient balance should be maintained at
the bank to enable creditors’ claims to be promptly
scttled, and also to take advantage of any combination
of favourable circumstances in the way of securing
uncxpected bargains for prompt cash.

From the accountant’s point of view the capital of
a business can be ascertained by an examination of
the balance-sheet. Suppose that a firm held in cash
£600, stock £900, goodwill £200, and that certain
persons owed them £500. These items represent their
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assets, and against these they have liabilities to the
cxtent of £100. 'The balance-sheot then would be as
follows:

LIAGILITIES, ASSETS.
€ £
Sundry ereditors .. 400 | Cash .. .. 600
Capital .. .. 1,800 | Sundry debtors .. 500
Stock .. . .. 900
Goodwill .. .. .200
£2,200 £2,200

Thus, the difference between the amount of the assets
and the liabilities—viz., £1,800—represents the capital
of the business.

Capital of a Company.—In the case of a joint-stock
company the capital is the properly of a number of
sharcholders, cach being entitled to a portion of the
company’s profits, corresponding to the number of
shares he holds. Since it is impossible for an army of
sharcholders individually to take part in the manage-
ment of the business, this duty is delegated to a limited
number, who constitute the board of directors, and who
are clected by the general body of sharcholders. As a
compensation for risking their capital without retaining
their personal control of it, the liability of the sharc-
holders is usually limited to the amount of their sharcs,
not, as was formerly the case, to the extent of their
personal wealth outside the business.

The constitution of a joint-stock company secures
the advantages of a large accumulation of capital by
attracting the stores of numbers of small savings, and
in this way it is enabled to embark on production on a
large scale, with its incident economies. The death
or withdrawal of onc sharcholder has seldom any effect
on the continuity of policy of the concern, as would



SHARE CAPITAL OF A COMPANY 87

be the case in a private partnership. ‘There is also a
division betwcen the bearing of the risks of business
and the undertaking function, tho former being
assumed by the sharcholdors, the latier by the directors
and ralaricd officials.

The capital of a joint-stock company falls into two
classes—nominal and issued. The nominal or regis-
tercd capital is the total amount stated in the memor-
andum of association of the company, and it is not
necessary that the whole of this amount should bo
issued at once, thouzh stamp duty is payable thercon
upon registration. The amount offeved for subscrip-
tion is termed the ¢ issued capital,” and of this amount
even the whole may not be required to be paid up -
i.e., demanded and received in cash from the sharo-
holders. Thus it is possible for a company to hold in
reserve, as uncalled capital, a considerable amount of
financial strength, which may bo drawn upon in casc of
necessity.

The shares of a company arc not all of the sare type,
but are divided into classes, so as to appeal to all sce-
iions of the investing public. Thoso who are willing
to undertake the full risks of the working are catcred
for by tho issuc of ordinary shares. These are entitled
to a share in the profits after all prior charges have been
paid, and such share will be greater or smaller accord-
ing to the success of the business. For investors who
wish for a greater measure of security, preference shares
arc attractive. Theso shares reccive a certain fixed
dividend out of tho profifs before the ordinary share-
holdors reccive anything, but beyond this they receive
no further share. Founder’s shares, which are not
now usually found in companies conducted on tho
soundest fmancial liws, are as a mle fow in number,
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and are taken generally by the promoters. Anothor
way in which a limited liability company can raise
capital is by the issue of debentures. In the case of
these the investor incurs the minimum of risk, and the
return to them may be considered as pure interest on
capital. They aro really securities for loans granted
to tho company in the terms set out in the bond or trust
deed acknowledging the debt. The extent of the
business done by joint-stock companics is shown by
the fact that in April, 1913, tho number of such com-
panies was 60,754, with a capital of over 2,425 million
pounds,

QUESTIONS.

1. “Insufficionoy of capitalis a frequent cause of bankruptey.”
Give any reasons you know why this should be true.

2. Namo the different categories of capital employed in joint-
stock undertakings, and enumeorate the special leatures
of each type.

3. In what way does the oconomioc concoption of eapital differ
from that of the business man §



BUSINESS MANAGEMENT

Crganization of Business—Wo have already scen
that the agents of production are four in number—
viz., land, labour, capital, and organization. It is
with the last that wo arc more immediately concerned
in this chapter. Tho rise in importanco of this agent
is duc to the preponderating part that division of
labour plays in the industrial and commercial world
of to-day. As a nccessary corollary of the division of
labour, thero is the combination of labour. In tho
making of a bicycle, for example, each part of th»
machine may he made by scparato workmen, but their
labour must be combined so as to produce the com-
plete machine. It is po use having too many cranks
and at the same time to be short of whecls; hence the
need to organizo tho work so that there is a perfect
balance of parts produced. In most modern industrics
this organization is indispensable, and efficiency of
organization is tho test whereby the success or failure
of a business may be determined. The planning of
business operations and the effective superintendence
to ensure the carrying out of thoso plans is the main
work of a business organizer.

The force stimulating the business organizer to do
his best is the force of competition, whether exerted
by other business men at home or by his trade rivals
abroad. In very few cases can therc be much secrecy

89 1



20 BUSINESS MANAGEMENT

about business methods at the present time; the
tendency appears to be all in the other direction.
Secrets may be stolen, but the driving force underlying
the business is something inherent in the organizer, and
as such cannot be stolen. Accompanying the increase
of publicity is the continual change in business methods;
now ideas are being adopted and trarsformed with
astonishing rapidity, and the successful business man
must keep abreast of all these. Although important
in all businesses, the faculty of organization is a greater
necessity in a commercial than in an industrial under-
taking, since the former type of business is less eagily
reduced to routine than the latter.

The business organizer forms the hub of the wheels
of commerce and industry. Each in his own par-
ticular sphere combines all the activities of the various
departients, and ensures the smooth working of the
whole, at the same time causing each scction to retain
its individual responsibility. So difficult is this con-
trol of commerce and industry that in all industrially
advanced communities a distinct class of individuals
is called into being to undertake this function. This
class is known as the class of business undcrtakers, or
employers, or, to adopt their French name, the
entrepreneurs.

Functions of the Entrepreneur.—The serviees ren-
dered to socicty by this class are of the utmost value,
and the capable entreprencur should be able to com-
mand his own prico almost. At least, judging by
recent cvents in the railway world, there scems to be a
doarth of men capable of fulfilling these high functions
in this country. There are two main functions which
such a man should exercisc—viz.. the controlling func-
tion and the power of dealing with economic questions
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final settlement. The advent of the parccl post has
minimized this advantage of the small trader, since
goods may be ordered by letter, wire, or telephone
from some great central stores, and delivery made
both expeditiously and to suit the customer’s con-
venicnce. But while shopping by post has enlarged
tho clicntéle of the enterprising trader, it has at the
same time entailed heavier expenses on advertising,
the preparation of catalogues, price lists, ctc., and
incidentally it has provided an excellent opportunity
for fraud on the part of unscrupulous traders, who rely
on the complete severance of the personal link between
customer and shopkeeper for the success of their dis-
honest transactions.

It is this personal link which, after all, furnishes the
strongest reason for the continued existonce of the
small trader. He must cultivate the good-will of his
customer, since his aim is to induce any person, who
perhaps only entors the shop for a casual purchase, to
come again. Personal attention, courtesy, readiness
to oblige—all these must be impressed unobtrusively
on the customer’s mind; but, before all, the trader
must be willing to supply a good commodity at a
moderate profit. In many cases the small man has
an advantage over the Jarger concern in being able to
work certain lines on a lower percentage on the turn-
over. He is also in constant touch with his assistants,
and can personally take steps to check waste, and detect
idleness, or, on the other hand, he can encourage and
reward enterprise and diligence.

The smaller retail shopkeepers frequently, for the
sake of retaining their independent position, have to
struggle on in the face of great disadvantages. Often
conservative in ideas and methods, they cannot buy
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on equal terms with their more enterprising com-
petitors, neither can they even scll so successfully,
since they cannot afford to spend money on the
effective display of their goods, even if they had the
desire to do so. The necessity of granting credit to
their poorer customers, and the conscquent bad debts,
make their positions so precarious that such shop-
keepers are glad to accept subordinate positions
under a *‘stores ”’ or a multiple-shop firm in order to
escape from the harassing life of the small retailer.

Purchase of Goods—The activities of the retail
dealer fall naturally into two divisions—the purchasc
and the sale of commoditics; and of the two, the
former undoubtedly demands abilities of a higher
order than the latter. “Sound buying is necessary
for sound selling ” is & maxim nowhere more true than
in retail trade. The business of buying is the business
of experts, and nceds skill, prudence, foresight, re-
straint, and a thorough knowledge of the kinds and
qualities of the commodities dealt in. Such qualifi-
cations can only be obtained by years of preliminary
training and assiduous study.

In making his purchases the retailer has to gauge
the demand of the public and of his own clientéle in
particular, and buy accordingly. The character of
his stock will depend largely on the size of the popu-
lation he is catering for. If his shop is in a small
town, he needs a greater stock in proportion to his
turnover than he would if he were in a large town.
Fresh and clean stock is essential to the enterprising
dealer, and he is always on the look-out for attractive
lines with which he may add variety to his own goods.
New productions are continually being introduced, and
his policy is to buy small quantitics, but to buy fre-
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quently, thus kecping a smaller amount of idle stock
and securing a quicker turnover. The old custom of
buying heavily two or three times a year is now obso-
lete, and clover traders now buy from hand to mouth.
weekly or even daily. When credit facilities are so
extensive, the great danger is in buying too much, par-
ticularly whon prices are low, since even then it is
advisable rather to err on the side of caution. The
incautious trader, too, may be tempted, by the offcr
of attractive discounts, to overload his stock. When
buying is of a seasonal character—e.g., in the dried-
fruit trado—there are frequently inducements to over-
stock, and this may have serious consequences in the
case of goods which are liable to deterioration. A
keen buyer will also spread his purchases over a wide
field, and thereby reap the full advantage of the sellers’
competition. This he can do so long as he retains his
financial independence, but when he rashly accepts
extended credit from any one firm, and afterwards
finds it difficult to discharge the whole of his obligations
to them, his sphere of buying is restricted. He is
unable to buy in the open market so long as he is under
a financial obligation to one firm, and he is bound to
act in practice simply as their rctail agent. This
state of affairs is frequently roevealed in the bankruptcy
court, when the major part of the debtor’s liabilitics
are to a * principal > creditor. Whenever there is a
principal creditor, “ tied * trading of the above naturc
is generally found to be a corollary.

The buying of the retail dealer may be carried out
cither through the wholesale trader or directly from
the manufacturer. The smaller concerns mainly buy
through the wholesale house, though the tendency to
buy direct from the maker is on the increase even here,
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while the larger retail concerns generally deal directly
with the maker. The object of this direct dealing is
to climinato the middleman, and, as a consequence, to
sccuro his share of tho profit. It is doubtful, however,
whether this object is completely achieved by dealing
with the manufacturer, since it will entail the setting
up by the latter of a mechanism for selling as a separato
department of his busincss. The expenses of such a
department must be taken into consideration when
the rclative advantages of the two methods of dealing
are being compared. There are, besides, several minor
drawbacks in direct buying from the manufacturcr.
He does not as a rule supply more than one or two
lines of goods; ncither docs he specialize to suit local
tastes; and, further, he is rarcly an expert in selling.
These drawbacks are no disadvantage in the case of
goods which are standardized, but obviously there are
many classes of goods possessing slight diflerences of
quality which will continue to require the services of
the wholesale dcaler for their disposal. Nevertheless,
the increasing tendency towards this type of dealing
seems to point to the fact that the cconomies gained
must outweigh its drawbacks.

The wholesale trader is an expert in buying and sell-
ing; he buys in bulk from the maker, and sclls in con-
venient parcels to suit the retailer. Ho maintains a
large, well-assorted stock of goods at some convenicnt
transport centre, to which the retail trader can resort
and where he can rely on secing a wide selection of his
special lines of goods. He is not only an expert in
buying and selling, but possesses also excellent facilities
for packing and forwarding goods, and therefore can
be relicd upon to deliver promptly misccllaneous
assortments of parcels. His stock is representative
of the products of many manufacturers, and by the
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concentration of these goods in his warchouse, he en-
ables the retailer to carry a smaller and better assorted
stock in his shop. In the case of breakages, defects,
and shortages, the maker certainly has the advantage
in his superior ability to rcctify them, but tho wholesale
doaler has the power of assisting his customers in
many ways which are impossible to his rival. Ie
can, and does, give valuable advico to him in making
his purchases. His position in the commercial world
enables him to take a wide survey of the trade; he
notes the movements of the markets, changes in custom
or in fashions, and his expert knowledgo is always at the
servico of his customers. By granting them facilitics
for making small purchases, he helps them to lessen
the risks of business, and thus contributes to the
maintenance of the gencral stabilily of the trade.

The shopkcoper may make his purchases cither por-
sonally or through tho commorcial travellers sent out
by tho wholosale merchants and the manufacturers.
Tho latter method will be pursued by tho retailors of
tho more isolatod towns and villages, but owing to
tho facilitios for communication, most shopkeepers pro-
curo their goods through both channels. There aro
fow towns in England which aro not within casy dis-
tance of some great distributing centre. Horo aro
warehouses where the shopkeepor may sco a wido solec-
tion of his linos of goods, and oxamine what he buys.
He also comes into contact with tho warohouso buyers
and salesmen—men with their fingors on the pulso of
tho trado—and from them may obtain valuable guid-
anco in the carrying on of his own little business. The
commercial traveller performs tho same office for such
retail dealers as only visit the distributing centre in-
frequontly. This body of men has reduced tho selling

of goods to a fine art. The procedure following a call
9
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of the traveller is as follows: The order having been
booked, & copy is sent to the firm the same day, and
the goods then despatched in due course. Generally
speaking, travellers’ orders are executed with prompti-
tude, though cases are known where orders have been
sent to firms by post direct rather than through the
firm’s traveller, because experience had shown that
the order by lettor was dealt with more promptly.
Such a method of dealing was, of course, distinctly
unfair to the traveller. On the other hand, & pushing
traveller, with & view to increasing his own commission,
might persuade & customer to place orders for goods
largely in excess of the requirements of his business.
Purchases may also be made verbally either from a
traveller or his principal on the Exchange, and when
an article is required at short notice the order can be
transmitted by telegram or telephone.

Often enough purchases must be made when it is
neither possible to visit the wholesale warehouse per-
sonally nor to wait for the next call of the manu-
facturer’s traveller. Then recourse must be had to
the catalogues and price lists of the firms supplying
the goods required, for information regarding qualities
and prices. A price list is a statement issued by a
manufacturer or dealer which contains particulars of
the goods sold and the prices at which the issuer is
prepared to sell. A constant study of all the recent
trade, price lists is tho best way of becoming thoroughly
conversant with the details of any retail business.
These lists must not be confused with other lists which
are issued by large dealers or published in the press,
and which are known as * prices current.” A “ prices
current ’ is & statement showing the market prices of
& particular range of commoditics, and is issued peri-
odically. It shows the current market prices, and, of
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courso, implies no obligation on the part of the merchant
to sell at those prices. If a retailer sends an inquiry
to a wholesale doaler rogarding the terms of supply of
a specified article, tho latter may send a quotation—
i.e., a statement of the price and conditions under
which such article can be supplied—or he may simply
send a price list containing the necessary information,
which is tantamount to a quotation. The dealer may
also go further and make the shopkeecper a firm offer
of tho articles in question. By this the dealer gives
him the option of buying the goods at a certain price
if he accepts within a stated time. During that time
the dealer is precluded from offering the same goods
to anyone else unless the offer is refusod before the
cxpiry of the period.

The following points may be instanced as essential
to all transactions relating to the purchase of goods:
(1) A written memorandum of the particulars of each
transaction should be made; this may not be legally
necessary, but the extra trouble is repaid by the
security afforded. (2) Correct specification of the
quality and description of the goods; if they arc
“best ” or “guaranteed,” this should be inserted in
the contract. (3) Correct particulars of the quantities
ordered. Vague terms, such as “fifty packages,”
should be avoided when actual weights or quantitios
can be given. (4) Time and route of delivery should
be preciscly mentioned. If nothing is said on this
point, immediate delivery is understood. (5) Full
particulars as to price and terms should be furnishod;
any discrepancy should be notified at once, and a
written acknowledgment of the same obtained.

Regarding the quantity of goods purchased, each
shopkeeper must perforce be guided by his exporience.
Purchases based on the ordinary requirements of the
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business are genorally safe onough, and anything in
the nature of speculative buying is out of place in
retail trade, and is bound to have disastrous conse-
quences in the long-run. As we have seen, the ten-
dency at present is to buy small parcels, but to buy
often, and even when high discounts are offered as
bait, the temptation to heavy buying should be re-
sisted. Orders given to travellers should be definite
in quantity, not a vague ‘‘ about the same as last time,”’
and a written copy of the order should be obtained
from the traveller himself. A knowledge of the units
of the commodities purchased, peculiar to any business,
will, of course, be part of the shopkeeper’s stock-in-
trade—e.g., in the grocery trade tea is sold in half-
chests, about 50 lbs. each; oggs by the long hundred,
i.e., 120—and also of any allowances made to com-
ponsate for leakages—e.g., 2 Ibs. per bag in coffee.
Since in the majority of commodities it is impossible
to purchaso from the bulk after inspection, some means
must be devised for providing intending purchasers
with satisfactory ovidence of the nature and quality
of the goods. This is done by means of samples—i.e.,
small portions of the commodity drawn from the bulk,
and corresponding with it in quality. The bulk of the
purchases made from travellers are on this basis, and
‘in general few complaints of non-correspondence with
the bulk are heard, while, on the other hand, business
is tremendously facilitated by their aid. In some com-
modities it may not be convenient to provide a sample
—as, for example, in the case of the current year’s crop
of wheat. In such & case transactions are according
to “ type.” A type is a standard sample, taken usually
from the previous year’s produce, and when the bulk
is found to be inferior to tho type, an allowance, de-
tormined by arbitration, is made. Such goods as
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Canadian wheat, tobacco, sugar, etc., are sold in this
way. Sometimes goods may be purchased quito
safoly without the intervention of cither sample or
type. Such goods and their qualities aro so well
known, they aro so easily identified by special brands
or trade-marks, that any further proofs of their char-
acter aro unnecossary, and they can bo sold by descrip-
tion only. It is an implied condition that goods sold
by description shall correspond with tho description—
c.g., if Harris tweed or Wiltshiro bacon is purchased,
the buyer can refuse to accept delivery of Donogal
tweod or Irish bacon. Under whichever of these threo
conditions the retailer makes his purchases, ho is bound
to rely in a large measure on his own experionce and
judgment whon forming an opinion as to the nature
and quality of the goods he buys.

Delivery of Goods.—When goods have boen pur-
chased, although the seller i3 not bound to doliver
them at tho buyer’s place of business, yot, as a matter
of convenienco, especially in the caso of large parcels,
tho packing and carriage is genorally undertaken by
the dealer or maker from whom tho retailer buys. In
wholesalo warehouses a special department is entrusted
with the packing of parcels. At the same time as thu
despatch of the goods an invoice is sent by post giving
particulars of date, purchaser, goods, quantity, and
any incidental charges. Many types of goods requiroe
packing in cases, bags, or chests, and a deduction,
known as ‘“ tare,” is made from tho gross weight of
the package in rcspect of the weight of the articlo in
which the goods are packed. In dealing with the
return of empty cases thero is no uniform method;
some firms allow their rcturn within a certain period,
and others charge for tho cases on the invoice.

Goods may bu sold for delivery immediately--i.c.,
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prompt delivery—or they muy be sold on the under-
standing that they shall be dclivered on a specified
day—+the prompt day—in which caso the sale is termed
a “ prompt sale.” They may also be sold for forward
dolivery, in which case thoy may either be delivered
in one lot at some future date, or delivered by instal-
ments sproad over a given period of time.

Tho method of delivery depeuds on several circum-
stances—the nature of the goods, the situation of the
buyer’s place of business, the urgoncy of the demand,
otc. If the goods are not very bulky, and the distance
is within easy reach of the warehouse, the delivery is
exccuted by the wholesale firm’s own messenger. On
delivery, the messenger presents a delivery note,
which the receiver signs as evidence that the goods
have been receivod satisfactorily. Where goods havo to
be sent longer distances, cither a local carrier, the parcel
post, a parcel company, or the railway, is employed.

The local carriers are mainly found in the rural areas,
and frequently traverse areas which are not served by
railway. He carries cheaply, and usually delivers
within the same day, though his rounds probably only
permit him to visit & given place once or twice weekly.
The parcel post can only be used for parcels within
cortain limits of size and weight, though the charges
are uniform for any distance. The bulk of the delivery
of goods is effocted by means of the parcels delivery
companies and tho railways. Such companies as
Sutton and Co. and Pickford’s, are specialists in this
form of transport. They collect parcels in one town,
concentrato them at their recciving offico, classify and
assomble thom in bulk, consign them in large parcels
by rzil, and then deliver them at their destination.
Thuy thus take over much of the more detailod work of
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the railway companies, with whom they can contract
on favourable terms, and therefore they can carry
these small parcels on cheaper terms than the railway
companies themselves. Many firms who are continually
recoiving and sending parcels contract with these com-
panies to do all their carrying. 'The best and most
rapid method of delivery is, however, by rail, and tho
bulk of the retail dcaler’s deliveries are made through
this agency. If tho saving of time is a consideration,
he may have his goods sent by passenger train; but,
if cost of carriage has to be considered, the goods may
be sent by goods train at little more than half the
cost of carriage by passenger train. A consideration of
the question of railway rates and charges, however, must
be left to the soction dealing with transport by rail.

Price and Terms of Payment.—The most important
factor in the purchase of goods is undoubtedly tho
conditions with reference to the price and the terms
of payment. With regard to the former, goods may
be bought at “ loco price ’—i.e., the price of the goods
wherever they happen to be at the time of sale. This
includes no oharges for removal or carriage. The price
“ at station * includes the carting from the warehouse,
but no loading charges nor carriage. ““ Free on rail
covers cost of cartage from warehouse and loading
charges, but not cost of carriage.

The terms of payment are also varied. In the case
of a transaction with a firm with whom there have been
no previous dealings it is not unreasonable that cash
should be required with the order. If cash with ordes
is not required, then payment may be required before
the goods are handed over; such a transaction would
be on the basis of cash on dclivery, or C.0.D. Thirdly,
dealings may be for prompt cash. This is a somewhat
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clastic term, though if the account bo paid within
fifleen days of the receipt of the invoice the transaction
may be considered as one for prompt cash. These
payments imply not cash without discount, but gener-
ally a limited range of discount is allowed, and the
terms are usually stated on the invoice. For oxample,
pricos may bo quoted at 2% per cont. discount for cash,
or a similar rate of discount may be allowed on all
accounts paid within a specified period of timo.

The discount referred to in tho preceding paragraph
is cash discount. This is allowed as an inducement to
the purchaser to sottle his accounts as promptly as
possible. Another type of discount, known as “ trado
discount,” is an allowance made by the wholesals
dealors to tho rotailer in his purchases from the prices
as quoted in their lists. Those allowances vary
according to the customs of the trade, and rango from
24 por cont. up to 75 per cent. off the list pricos. Theso
discounts are poculiarly uscful in those trades in which
the raw material is liablo to sudden fluctuations in
prico. If the price of the raw material advances, tho
manufacturer simply revises his scale of trade dis-
counts, and thus obviatcs tho necessity of rovising tho
prices of every commodity into which the said raw
material ontors. Such trade discounts aro always
deducted from the prices before the latter are entored
in the books of the firm.

It is a most valuable asset to the retail tradoer to havo
a roputation for prompt payment. Ho often receives
special terms and discounts, and frequently has oppor-
tunitios afforded of acquiring good lines of goods which
are denied to his colleagues who are less punctual in
mooting their obligations. It is also an advantage to
his own Dbusiness, since his books are moro casily
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kept; there is less likelihood of disputos arising, and it
stimulaics care in buying. The temptation to accept
long crodit, however, is & very real one, and more par-
ticularly so when combined with the custom of dating
forward. Thus, goods bought in January may be
dated forward to April, and, with the three months’
credit allowed, need not be paid for until Juno, thus
giving practically five months’ crodit. This system
provides a loophole for the carcless buyer, but it is
bad for trade, sinco extra dating and discount must be
mado up in price, and in this way is productive of
trouble to wholesale and retail dealors alike.

Goodwill. — Whon an cnterprising shop-assistant
wishos to cmbark in business on his own account, two
courses aro open to him. flo may either establish a
now busincss in somo selected locality, or he may
purchaso an already oxisting business. In the lattcr
caso the price of tho business will probably bo ad-
mittedly more than tho total value of tho fixtures,
stock-in-trade, ete., such excoss being accounted for
as payment for the goodwill. Tho goodwill of a
business may bo defined as the berefit arising from con-
nection and roputation. In most busincsses thero
exists an amount of trade duc to tho dealings of regular
customers, who have bLeen induced to deal regularly
through the offorts of the persons who have carried on
the business, and this business connoction is the foun-
dation of goodwill. Therefore tho purchaser of tho
business pays for the likelihood that theso customersy
will continue to dcal in the same way, and also for tho
opportunity afforded him of inducing them to incroaso
their dealings.

The value of the goodwill of a going concern is tho
excess of the value of the business over and above tho
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value of its saleable assets, such as lands, houses,
stock, ete. It has a cash value only on the occasion
of the sale of the business or the admission of a partnor
or othor similar occasions ; but otherwise it is reckoned
an intangible asset—i.e., it is of no uso in discharging
the ordinary liabilities. It is very diflicult to estimato
the value of the goodwill,and it is & common mistake
to calculate it largely in excess of what it really is
worth. The value is usually based on the annual net
profits, and may be from one to five years’ purchase
of these, varying according to the nature and con-
ditions of the business. For oxample, in a retail
business conducted largely on a credit basis the goodwill
would be worth less than that of a similar business
where the dealings were exclusively cash. Whatover
be the estimated value in a businoss of any sizo, tho
value of the goodwill should cither be gradually ox-
tinguished by depreciation or by the accumulation of
a reserve equal to it in amount.

QUESTIONS.

1. Explain the exaot position of the retail trader in the scheme
of distribution.

2. Distinguish between a price list and prices current, invoice
and statement, oash discount and trade discount.

3. Compare the conditions of retail trade in perishable goods
with the trade in dry goods, illustrating your answer by
reference to specifio businesses.

4. What are the advantages in dealing with a wholesale ware-
house in preference to dealing directly with a manu-
faoturer ¥

6. To what extent is the independent retail trader being driven
out of business ¥ Examine this question from the point
of view of the consumer.

6. What do you mean by the ‘goodwill” of a business?
On what basis is its value determined 1



METHODS OF PAYMENT

Ix transactions between the small retail trader and
his customers, payments in coin are the rule, though
of course banknotes may be used, and cheques also are
employed to an increasing extent. When the retail
trader makes payments to the wholesale dealer or
manufacturer for goods supplicd, he may also pay in
coin or notes. If he settles the account through the
post, however, he would never think of remitting coin,
and he would seldom remit notes; practically the whole
of these payments are made through the medium of
a bank. At one time only firms of some standing kept
an account at a bank; but nowadays the practice is
universal, and the status of a trader who does not pay
his accounts with his own cheques is considered in-
different. In settling business accounts the bank is
invariably employed, and private persons to a great
extent settle their household accounts, etc., by means
of cheques drawn on some bank or other. We may
now examine broadly the procedure whereby this is
done, deforring a more detailed investigation of banking
organization to a later period.

The Banking Account.—To some particularly sensi-
tive persons the general appearance of the bank
premises, and the air of opulence prevading the fittings
and furniture, act as a deterreut to the opening of an

account. KEspecially may the nervousness of the man
131
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who is just commencing business be excused when he
finds that certain precautions are necessary before the
bank will undertake to transact his business. How-
ever, the production of satisfactory references speedily
clears away any obstacles, and the competition for
business between the banks themselves causes the way
to bo smoothed. Monoy can be deposited in the bank
in the shape of either a deposit account or a current
account. A deposit account is one in which tho money
is loft in the banker’s hands, generally for a fixed period,
though arrangements may bo made for its withdrawal
on demand, but as a rule a certain stipulated notico
must be given before its withdrawal. Such deposits
aro rcally loans to the banker, and he allows interest
on them. A current or drawing account is one into
which the customer pays monocy, and from which ho
can draw moncy on demand. Interest may or may
not bo allowed on this type of account; in London tho
custom is to allow no intercst except on largo
balances, but in the provinces interest is generally
allowed on smaller balances, though a minimum is
often fixed. The banker acts as financial agent for
the customer, making his payments and safeguarding
his receipts.

The current account is the type used by the trader,
and, before opening his account he interviews the bank
manager, satisfies him that he is in a position to open
such an account, and arranges terms generally. Then
ho is requested to sign the autograph book, making use
of tho signature ho intends to use in the signing of
cheques. On making his first deposit he receives a
pass book, a cheque book, and a book of credit slips.
The pass book is for the purpose of recording all tho
receipts and payments made, and should be taken to



PAYMENT BY CHEQUE 133

the bank at frequent intervals to have such amounts
entered. A credit slip is simply a slip of paper upon
which is entored the amount of the sums paid in, differ-
entiated as coin, notes, cheques, or bills. A number of
them are frequently bound together for convenience, and
attached to each is a counterfoil on which the customer
may enter particulars for his own reference. A chequo
book contains a number of cheque forms, numbered
consocutively, with a counterfoil attached to each.

Money can only be withdrawn from the bank by
means of a cheque, and the trader usually withdraws
it to make a payment. If this payment has to bo
made to another customer of the same bank, he hands
the cheque to him, and this second individual pays it
in to his account. Suppose the amount in question
is £20: what has happened is that the first trader’s
account at the bank is diminished by £20, and the
second trader’s account increased by the same amount.
Further, the payment has becn made without the use
of coin at all, by the transfer of credit from the onc to
tho other. The principle is exactly the samo when
two or more banks are involved. This cconomy in
the use of coin has been rendered necessary, since the
total amount of metallic money in the world is quite
inadequate to carry out even a fraction of the trading
transactions. It is an advantage to the banker also,
since he is not compelled to keop a large proportion of
his resources lying idle in the form of coin, but is able
to employ them profitably in loans and advances to
business men gencrally. Thus the banker distributes
credit throughout the business world, and in ordinary
times he only retains sufficient coin for his daily
rcquirements.

Cheques.—The legal definition of a chequo is: “ A
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cheque is a bill of exchange drawn on a banker payable
on demand ”—i.e., it is an order written and signed by
one person, the drawer, directing a banker, the drawee,
to pay a certain sum of money to a specified person,
the payee, or to the bearer, on demand. Cheques may
be made payable to bearer or to order. The latter
type is the most common, and the payee of such a
chequo may order any other person to receive the
money. He docs this by endorsement—that is, he
signs his name on the back of the cheque. A cheque
payable to bearer will be paid to anyone presenting it
at the bank, and of course needs no endorsement.
Such cheques are convenient in cases where it is
desirable that the cheque shall be negotiable without
endorsement.

While the order cheque is a safor mode of making a
payment than the bearer cheque, still both are made
payable in coin. Therefore, in order to obviate the
risks of theft more satisfactorily, the chcque may be
made not payable in coin. This may be done by
crossing, the effect of this being that coin cannot bo
obtained for it at the bank upon which it is drawn.
The cheque must be paid to a banker, who collects the
amount from the bank on which it is drawn, and credits
the payeoc’s account with it. A crossed cheque is
one which has two parallel lines drawn across its face.
Examples of common crossings are given on p. 135.

1 and 2 are gencral crossings; 3 and 4 are special
crossings. The holder of a cheque crossed generally
cannot obtain payment except through a banker, and
the holder of a cheque crossed specially can only
obtain payment through the bank named. It is
always advisable to cross cheques sent through the
post in settlement of an account. If a person who has
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no banking account reccives a crossed chequo, he may
either geot a bank to collect tho amount for him, for
which they will charge a small commission, or he may
hand it over to someone who has a banking account,
and obtain cash from him.

The chief function of the banker is that he holds
himself liable for the payment of a sum equal to the
amount doposited by the customer, and agrees to cash
any orders for payment which he may rcceive from
him, to the extent of tho amount paid in. In addition
to the services the banker renders in this way, there
are many other advantages to the trader in having a
banking account. There is no necessity to incur tho
risk and inconvenience of keeping a store of cash at
tho trader’s house or place of business, when the banker
is ready to take charge of it, and, morcover, will pay
interest on it, if the cash is entrusted to him as a
deposit account. The trouble and expenso of cash
payments are avoided in making payments by cheque,
with the further advantage that a correct record of
such payments is made by the bank. If a trader
finds himself temporarily in necd of a littlo extra
capital, the banker will allow him to overdraw his
account, providing that he gives sufficient security to
cover the overdraft. The bank is also the most con-
venient place to get bills of exchange discounted. A
banker is also referred to when any inquiries are mado
regarding the stability of any trader or firm, and on
his report depends to a largo extent tho credit which
such a firm may be allowed. Such information is
usually given in general terms, so as not to impair the
relations of confidenco which ought to exist between
banker and customer. The bank also will take chargo
of any deeds, valuable documents, or other property
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which it may not be desirable or safe to retain in one’s
own possession. Finally, all kinds of information
regarding trade and industry, such as the dealing in
stocks and shares, the state of the money market, ete.,
may be readily obtained from the banker, who is in-
variably ready to advise and assist his customers in any
financial transaction.

Money Orders and Postal Orders.—Payment by
chequo is subject to the disadvantage that cheques
are not legal tender as are Bank of Iingland notes and
gold coin, and, with certain limitations, silver and
copper coins. But it is very seldom that business men
make payments of any great amount by mcans of
notes or coin. A person who has no banking account
will not send remittances through the post in the form
of notes or coin. The necds of such persons have been
met by the introduction, by the Post-Office, of postal
orders and moncy orders, which are orders by ono post-
office on another for tho payment of certain specified
sums. No person, whether he has a banking account
or not, should experience any difficulty in remitting
any rcasonable sum with perfect easo and safety.
The growth of shopping by post, and the extension of
the mail order business, have led to an increasing use of
these means of remittance.

A money order is made by one post-offico on another
specified office for the payment of any sum not excecd-
ing £40 to a particular person. Application is made
at the post-office on a form provided for the purpose,
and each order is made out in duplicate, one being
given to the remitter, and the other forwarded to the
office on which the order is made. A small charge,
called * poundage,” varying according to the amount

of the order, is made on cach. When it is necessary
. 10
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to make an urgent remittance, a telegraphic money
order may be used. The charges for these include,
in addition to the ordinary poundage, a charge for the
telegram of advice to the officc of payment, and a
supplementary fee of 2d. per order.

A postal order is distinguished from a money order
in that it is an order made by one post-office to any
other post-office for the payment of any one of certain
sums ranging from 6d. to 21s. In both cases tho
vemitter, of course, deposits the sum to be remitted
with the issuing office, and in the case of postal orders
pays poundage, which varies from 4d. to 14d., accord-
ing to the amount. Attached to cach postal order is
& counterfoil, which must be presented when making
any claim for loss in transmission. The extent to
which these two means of remittance are employed is
ghown in the report of the Postmaster-General for the
year 1912-13, wherein it is stated that during that
period the number of money and postal orders paid in
the United Kingdom was 14,274,000, representing an
amount of £52,992,000, the poundage paid on postal
orders alone amounting to £544,591.

On many occasions, when payment is made through
the post-office in the above manner, the remitter is
requested to cross the order, thus making it payable
only through a banker. Thus the banking organiza-
tion is brought into intimate contact with the post-
office in dealing with these. When the receiver gets a
batch of postal orders crossed as he requested, he
hands them to his banker for collection. In the first
case the latter must enter them in lists on the official
forms supplied, and, if stamps have been affixed in the
case of broken amounts, these must be listed separately.
The banker then may obtain payment in coin or notes
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from the local post-office. The procedure in London
and the larger towns is slightly different. There they
are sent to the head post-office, and payment is then
made by cheque. In London, the General Post-Office
setitles daily with the leading London banks by issuing
to cach a transfer on the Bank of England for the total
of the lists of postal orders remitted.

QUESTIONS.

1. Enumerate the various services that the banker renders to
the business community.

2. A shopkeoper receives a money order, a blank postal order,
and a crossed cheque, in payment of an account. Ex-
plain the procedure for converting them into cash.

3. “Bankers convert money here into money somawhere clse.”
Lxplain this. Isit also true of the Post-Office

t



THE COMMERCIAL CONTRACT

ONE of the greatest assets of British commerce is the
character of the British business man for integrity and
honesty of purpose. This reputation is the growth of
generations, and, in dealings with the more backward
nations, is of the utmost value. Implicit reliance is
placed on the word of a British merchant. In the
carly days of trade, when the statesmen of the period
considered commercial transactions too unimportant
for their attention, the mercantile community were
compelled to adopt certain trading customs for their
own protection. This mass of custom ecrystallized
finally into law, the enforcement of which was no
longer left to the guilds and other mercantile asso-
ciations, but was undertaken by the State. In modern
times the business man is certain to come into contact
with legal matters sooner or later. Though he may
not need & wide knowledge of the law relating to trade,
yet there are occasions when he may be called upon to
decido some question promptly, and it behoves him to
have some acquaintance with the fundamental prin-
ciples of the law relating to trade, and more particu-
larly to that subdivision which deals with the law
regarding contracts.

Nature of a Coniract.—Anson defines a contract as
*“ An agreement enforceable at law, made between
two or more persons, by which rights are acquired by

140
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one or more to acts or forbearances on the part of the
other or others.”” Thus, in the first place, a contract
is an agreement between two parties at least. E.g.,
A says, “I will sell you this machine for £25,”” and B
replies, ““ I will buy.”” Here there is a promiso by A to
sell, a promise by B to buy, and therefore a contract
between the two. Such an agreement requires three
conditions—(1) an offer, (2) an acceptance of the offer,
(3) legal recognition of the binding character of such
offer and acceptance. The last condition implies the
creation of an obligation between the parties to the
agreement, and in this respect a contract differs from
many agreements which are not legally binding.

Regarding the acceptance of an offer, consent is the
essential quality. Such consent may be expressed
either verbally, in writing, or by conduct. The first
two methods of acceptance are obvious, but the ex-
pression of consent by conduct is perhaps not so clear.
In this case there is an offer of goods or services which
may be accepted by doing a certain act. Thus, a
public omnibus plying along a certain routo is an offer
of services upon certain terms; the offer is accepted by
getting on the omnibus, and thereby agreeing to pay
the fare when duly demanded.

An offer need not be made to any particular person,
it may be addressed to the public at large; but no con-
tract can arise until it is accepted by someone. The
offer, by advertisement, of a reward for the recovery
of any missing property becomes a contract when any
individual returns the property; there is no obligation
to pay the reward before this has been done. The
acceptance must correspond, in all essential points,
with the terms of the offer, and must not introduce
terms not comprised in the offer. If A offers to sell B
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£100 worth of goods, and B replies that he will accept
if A will undertake to deliver them freo of charge,
there is no acceptance, because B has introduced a new
clement. Until an offer is accepted, neither party is
bound, and the offer may be revoked by giving duo
notice to the party to whom the offer is made. After
the offer has been accepted, it is necessarily irrevocable,
though an offer may be revoked at any time beforc
acceptance. Thus A, writing from Cardiff on October 1,
made an offer to B in New York asking for a reply by
cable. B reccived the offer on the 11th, and at once
accepted in the manner requested. On the 8th A had
posted a letter withdrawing his offer. In this case
there was a true acceptance, which was complete as
soon as B had replied, since the letter posted by A on
tho 8th was not brought to B’s knowledge before he
accepted, and therefore was useless as a withdrawal of
the offer. As the majority of offers and acceptances
are communicated through the post, it is of importance
to know what are the effects of this transmission on the
validity or otherwise of a contract. An offer made by
post takes effect as soon as the letter containing it is
reccived by the person to whom it is addressed. If, in
reply, a letter of acceptance is posted within the time
mentioned in the offeror’s letter, or, if no such time is
mentioned, within a reasonable time, the acceptance is
complete assoon as theletterisposted. What isareason-
able time depends on the circumstances of each casc.
Contracts are of two types—(1) Contracts by deeds;
(2) simple contracts. Generally speaking, the former
Gype is binding upon any person who enters into it,
but the latter is not binding unless some valuable
return for the promise is to be made by the person to
whom the promise is made. Such a return is called
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‘ consideration.” Consideration, in the legal sense
thercfore, may consist in some bencfit or profit aceruing
to one party, or some forbcarance or loss suffered by
tho other. When an employer engages a workman,
and promises to pay him a certain rate of wages, the
consideration for his promise is the benefit to him of
the workman’s excrtions. On tho other hand, the
workman sells his labour, and the consideration to
him is his wages. A valuablo consideration is usually
either money or money’s worth. As to whother the
amount is adequate or not is a question into which the
law does not inquire, and, unless it werc so slight as to
amount to fraud, a court of law would not refuse to
declare a contract binding on that account. The con-
sideration, however, must be something which the
person giving it is not already bound to give; e.g., the
payment of a smaller sum in satisfaction of a larger
is not a good discharge of a debt. Such a payment is
no more than a man is already bound to make, and is no
consideration for a promise to forego the remainder
of the debt. This question of valuable consideration
furnishes an important distinction between contracts
under seal—i.e., in deeds—and simple contracts.
Valuable consideration is necessary before a promise
in the latter can be binding, whereas it is unnecessary
in the former.

Contracts in Writing.—It is desirable that all con-
tracts of any importance should be in writing, not
because they would not otherwise be binding, but
because an agreement not in writing is often difficult
of proof. There are certain agreements which, in
order to be binding, must be expressed in writing.
Such are—Dbills of exchange, promissory notes, cheques,
contracts for the sale of copyright, for marine in-
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surance, and contracts for the sale of goods of £10 and
upwards in value. The Statute of Frauds also enu-
merates five contracts which are not enforceable against
any party unless thero is an agrecment or some memor-
andum in writing signed by that party or by someone
authorized by him.

The three most important of these are—contract of
guarantee, contract relating to land, and contract not
to be carried out within the space of one year from
the making. The first-named may be always reduced
to some such form as the following: “ Deal with X,
and if he does not pay you, I will.”” Thus, three
persons are necessary in a contract of this type—a
debtor, a creditor, and a guarantor or surety. The
principal debtor continues to be liable to pay the debt,
but the liability of the guarantor is conditional on the
failure of the debtor to discharge the debt. The
second type includes all contracts by which an interest
in land is given; land, moreover, includes houses, trees,
or minerals. A contract referring to growing trees
would be such a contract; but when the trees have been
cut, a contract concerning them ceases to be a contract
relating to land. The third type refers to all contracts
which cannot be entirely carried out within the year.
Contracts for employment for the space of one year
are the commonest examples of this type. An agrec-
ment for service for the term of one year from Janu-
ary 1, made on December 25 preceding, would only be
binding against anyone provided it were in writing
and signed by him.

Sale of Goods.—Probably the commonest type of
contract from the business man’s point of view is the
contract for the sale of goods. The law relating to the
sale of goods is almost entirely contained in the Sale
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of Goods Act, 1893, in a codified form, and this Act, as
is fitting, bears the reputation of being the best drafted
Act on the Statute Book. A contract for the sale of
goods is one whereby the seller transfers, or agrees to
transfer, the property in goods to the buyer for a moncy
consideration, called the price. A transference of
goods without any money consideration is a gift, and
where the consideration consists not of money, but of
other goods, the contract is not a contract of sale, but
a contract of exchange or barter. It is also important
to distinguish a sale and an agreement to sell. In the
former the goods are transferred from the seller to
the buyer, but in the latter the transfer is to take place
at some future time, or is subject to some condition to
be fulfilled before the transfer of the goods takes place.

As in the case of an ordinary contract, contracts for
the sale of goods may be made verbally or in writing,
or may be implied by conduct. Goods sent on ap-
proval, to be returned within a specified time, or
within a reasonable time if no period is mentioned,
may be considered as acccepted by conduct if the
recipient fails to return them within such times. A
contract for the sale of goods of the value of £10 or
upwards is not enforceable without some note or
memorandum in writing of the contract being made
and signed by the party to be charged or by his agent
on his behalf unless (1) the buyer shall accept part of
the goods so sold, and actually receive the same, or
(2) give something in earnest to bind the contract.
As an illustration of this, a certain person verbally
agrees to buy some furniture, and arranges that £1,
which had been overpaid by him on a previous trans-
action, shall be applied to the payment of the account
for the furniture. This was not considered a part
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payment within tho mecaning of the Act. Again,
where a buyer verbally agrees to buy goods by sample,
and on delivery he inspects and samples them, he is
considered to have accepted the goods by the act of
taking such sample. Legal acceptance may be taken
as meaning any dealing with the goods which recog-
nizes the fact that there has becn a contract.

It has been disputed as to whether this particular
section of the Act has done more good than harm.
It has defcated many an honest claim, but it may
have prevented many a dishonest one being put for-
ward. The difference betwcen this contract and the
contracts dealt with in the Statute of Frauds should be
noted. The latter contracts are not enforceable unless
they are in writing, whercas the contracts for the sale
of goods of £10 or upwards are rendered enforceablo
either by acceptance or by part payment. Therefore no
written contract is necessary where either of these last-
named conditions can be proved. Moreover, the con-
tract itself is not required to be in writing, but only a
memorandum of its terms; the actual bargain may bo
made by word of mouth. It is, however, advisable
that any contract for the salo of goods to any con-
siderable amount should be in writing.

When a written contract is employed, all the par-
ticulars necessary to prove the contract should be
inserted therein. It should contain the names, or
a sufficicnt description of the parties concerned, the
description of goods, the price, and the sigha-
ture of the party to be charged. These particulars
need not bo contained in a single document, but may
be in several connected documents. Such notes
relating to the salo of any goods do not neced to be
stamped.
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In transactions relating to the sale of goods, it is of
great importance that the exact time when the owner-
ship of the goods passes to the buyer should be known.
The rules determining this arc laid down in the Act as
follows: (1) When the contract is for the sale of specific
goods (¢.e., goods identified and agreed upon at the
time the contract is made) which can be immediately
delivered, the property passes when the contract is
made; (2) when the seller has to do something to the
goods before they are ready for delivery, the property
passes when that has been done and the buyer noti-
fied; (3) if the goods require to be weighed or tested,
or to be treated in some other way for the purpose of
ascertaining the price, then such acts must be donc
and tho buyer notificd before the property passes;
(4) when goods arc sent on approval, they become tho
property of the buyer when he has signified his accept-
anco of them; (5) when the contract is for the sale of
unascertained goods, including goods to be acquirel
or made by the seller after the formation of the con-
tract, and goods of that description are set aside for
the contract, with the consent of both buyer and seller,
the property thercupon passes to the buyer. The
general principle is that the ownership of the goods
shall bo transferred to the buyer at such time as the
parties to tho contract intend it to be transferred.

Tho question as to whether or not the property in
goods sold has passed to the buyer is of importance,
because, as a general rule, the goods are at the risk of
the person who, at any time, is then the owner. If
there is no agreement to the contrary, the goods
remain at the seller’s risk until the ownership has been
transferred to the buyer, but when once that has been
done, the goods are at tho buyer’s risk, It is gencrally
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immaterial whether delivery has been made or not.
However, when the delivery of the goods has been
delayed through the fault of either buyer or seller,
the goods are at the risk of the party in fault as regards
any loss which might not have occurred but for such
fault.

Frequently, in contracts for the sale of goods,
certain conditions are inserted affecting either one or
both of the parties. A condition is an essential term
of the contract, and if either party fails to observe
such condition, the other party is entitled to repudiate
the contract, and usually he can sue the party in fault
for breach of contract. If a butcher bought South-
down mutton and the seller delivered New Zealand
mutton, he would be entitled to reject it and sue the
geller for damages for breach of contract. As an
inducement to a customer to buy, a seller may guaran-
teo his goods to possess a certain quality—i.e., he gives
a warranty. A warranty thus is an agreement with
reference to goods which are the subject of a contract
of sale, but are not part of the main purpose of tho
contract. A breach of warranty by the seller gives
rise to a claim for damages, but not to a right to reject
the goods and treat the contract as repudiated. If
A sells a horse to B and warrants it sound, and after-
wards B finds it is unsound, B has no right to return
the horse, but he has a right to damages against A for
breach of warranty. The difference between a con-
dition and a warranty, therefore, is that in the case of
a breach, the contract may be repudiated in the former
case, but in the latter it may not.

Under the common law it is understood that the
buyer must take care of himself, and before pur-
chasing must satisfly himself that the goods are suit-
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able. It is not possible, however, for the buyer to do
this in every case. When he makes known to the
seller the particular purpose for which the goods are
required, so as to show that he relies on the seller’s
skill and judgment, and the goods are of a kind which
it is the seller’s business to supply, there is an implied
condition that the goods shall be reasonably fit for
such purpose. If a person buys a typewriter at an
auction sale, there is no implied condition or warranty
that it is in satisfactory working order, as would be the
case if he purchased one from Remington’s. When
goods are sold by description by a dealer in such goods,
there is an implied condition that the goods are of
saleable quality, and the buyer may resell the goods
under the same description. On many occasions it
is impossible for the buyer to inspect the goods he
buys in bulk, and consequently he makes his purchases
by sample. In the case of a contract of sale by
sample, there are implied conditions (1) that the bulk
shall correspond with the sample in quality; (2) that
the buyer shall have a reasonable opportunity of com-
paring the bulk with the sample; (3) that the goods
shall be free from any decfect, rendering them unsale-
able, which would not be apparent on reasonable ex-
amination of the sample.

When a contract of any type is broken, one of the
parties thereto invariably suffers some injury from the
breach, and he naturally seeks whatever remedies are
afforded. Such remedies are of two kinds: he may
seek to obtain damages for the loss he has suffered, or
he may seek to obtain a decree for specific perform-
ance—t.e., a direction that the contract should be
carried out according to its terms. KEvery breach of
contract entitles the injured party to damages, but it
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ig only in certain contracts and under certain circum-
stances that the second remedy can be obtained.
Regarding the amount of damages to be obtained for
a breach of contract, the general rule is that the party
sustaining a loss shall be placed in the same position,
go far as money can do it, as if the contract had been
performed. Damages for breach of contract are
awarded as compensation, not as punishment, and the
logses taken into account are ordinary losses; excep-
tional losses should be a matter of special terms in tho
contract. In the caso of remedy by spocific perform-
ance, this will not be granted where damages are an
adequate rcmedy, but it is applied in cases where
damages would not be an adequato compensation for
breach of contract. In the case of a contract for the
sale of land, damages would not be a sufficient remedy
for its breach, since tho intending purchaser may have
been influenced by conditions of hoalth, convenience,
or neighbourhood. Another case is that of a singer
who contracts to sing at a certain theatre, and during
a cortain period to sing nowhere clse. Afterwards she
contracted to sing at another place, but the court
decided that the negative promisc she had given must
be adhered to.

QUESTIONS.

1. Distinguish botween *“ condition ™ and * warranty >’ in con-
tracts for tho salo of goods.

. What is the meaning of the words “ on approval,” as useil
in a contract of sale ¥ If the goods are satisfactory in
quality, may the recipient rcject them ¢

3. Enumerate the types of contract which must be in writing.

to



PROFITS

Gross and Net Profits.—The question of the profits of
a business may be considered from two points of view—
that of the business man, and that of the cconomist.
All business men are in business for profit, and tho
amount of profit obtained determines whether they
remain in business or not. Here is provided the uni-
versal test of tho success or failure of the trader, and
the vital importance of the question of profits to the
business man supplics an adequate reason for devoting
a chapter to its consideration.

When examining the question from the business
man’s point of view, the most obvious way of ascer-
taining the amount of profits is to deduct from the
total sales the total cost of the goods sold, the differ-
ence between these two amounts constituting the profits
of the business. This i3 the total or gross profit. But
out of this gross profit payments must be made for
rent, rates, taxes, lighting, wages of clerks or assistants,
advertising and similar expcnses, which are incurred
in the working of the business. Provision must also
be made for depreciation, wear and tear of stock, bad
dcbts, and interest on borrowed capital. All these
charges and working expenses are defraycd out of the
gross profit, which is therchy materially diminished.
The amount remaining is termed the net profit of the
business, and this the trader retains as the reward of
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his labour, or, if the business is carried on by a
limited company, then it is available for distribution
among the shareholders as dividend.

The following example of a profit and loss account
of a business will show the relation between the gross
and net profit:

PROFIT AND L0SS ACCOUNT FOR YEAR ENDING DECEMBER 31,

1913.
Dr. ! Cr.
e |

To Rent . .. 650 | By gross profit from
,, Tates and taxes .. 96 trading account .. 7,365
,, office expenses .. 84
,, lnsurance .. .. 2
,, Balaries .. .. 1,500
,, deprociation .. 5RO
,, interest on capital 320
,,» balance: net profit 4,153

£7,365 £7,365

Profits on Turnover.—In all busincsses of the same
type there exists a certain rate of profit which is looked
upon as the normal or customary rate for that par-
ticular type of business. But the term *rato of
profit ” implies some comparison between the amount
of the profits and some other item of the business.
The most suitable itcm for use in this comparison is
the amount of the sales effected—i.e., the turnover—
since without sales there can be no profit, and the best
way of expressing this comparison is by stating the
profit as a percentage of the turnover. One advantage
of this is that it is applicable to businesses of any magni-
tude and to periods of any duration. Thus, the profit
for a whole year may be compared with the profit for
three months or any other period. The fluctuations
of the profit form the barometer of the business. and
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these may be traced better by the method of per-
centages than by statements of the amount of profit,
which are apt to be misleading.

Closely related to the question of profits, also, is the
amount of working expenses, since an increaso in these
must lead to a diminution of the net profit. For pur-
poses of comparison, therefore, these must bo also
brought into relationship with the turnover. Tor
example, let us suppose that the trading of a singlo
department has to be compared with the trading of the
firm as a whole, according to the following particulars:

Wholo Firm. Dopartment.
£ Iy
Turnover .o .o . 1,600 480
Giross profit .. .o . 400 120
Exponses .. .. .. 240 72
Net profit .. .. .. 160 48

In each case the gross profit is 25 per cent. of the
turnover, the working expenses 15 per cent., and the
net profit 10 per cent., thus showing that the depart-
ment in question is exactly as profitable in its trading
as the firm taken as a whole. When considering theso
results for different periods, if the percentage of net
profit decreases while the percentage of gross profit
remains the same, it is evident that the working ex-
penses have increased, and steps may be taken to
remedy this. If the percentage of working expenses
remains constant and the percentage of gross profit
decreases, then the fault must lie either in the cost
being too high or the selling price too low. Thus, the
importance of the rate of profit on the turnover is
obvious to every business man who desires to keep his
finger on the pulse of his business.

11
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Profits on Capital.—Many individuals, however, are
interested in business in a more passive manner; such
are those who have invested capital in various typcs
of joint-stock enterprises. These are not interested in
the profits on the turnover so much as in the rate of
profits on the capital invested. In the cast of a busi-
ness which, by reason of the expensive plant required,
needs proportionately a large amount of capital, a
high rate of profits on the returns may not imply a
correspondingly high rate of profits on the amount of
invested capital, and it is the latter rate which the
investors wish to see at a high level. Of course, it
must be assumed that the total net profits are divided
amongst the holders of the capital of the business.
The rate of profits on the capital is usually expressed
as a percentage thereon, and is understood to cover a
period of onc year; thus, “ profits per annum * is syn-
onymous with ““profits on capital.”

So as to show the connection between profits on
capital and profits on turnover, it is advisable to be
quite sure of the meaning attached to the term * turn-
over.” The term is gonerally used as synonymous
with “returns ”—that is, the total sales eflected during
a yoar or any other given period. This we may call
the total turnover during this poriod. Much depends
in some businesses, however, upon the frequency with
which the total capital used in the business is turned
over—that is, upon ‘‘the rapidity of the turnover ”’;
and this rapidity may always be indicated for any
given period by x, where z=the total turnover divided
by tho capital employed. It is obvious that where
the capital can be turned over more rapidly, a corre-
spondingly lower rate of profit on turnover will yield
& given percontage of profit on capital employed.
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Thus, if the capital of a dealer be turned over four
times a year, his profits need be at only one-quarter
tho rate of another who can only turn over his
capital onco during the yocar. In this way, wholcsale
dealers, dealing in large quantitics in most trans-
actions, can be content with very small profits on
these transactions, because they turn over their capital
very rapidly. As might be expected, the rapidity of
the turnover varies from trade to trade, and even from
one depattment to another in the samo trade. As
extreme cases of the variation from trade to trade, wo
may take the shipbuilder and the stockbroker; and the
variation between departments is illustrated in the
drapery trades, where in goods such as millinery the
capital may be turned over six times a year, whercas
the household linen department may only turn over
its capital three times in the same period.

Closely connected with the question of turnover is
the amount of working expenses incurred in doing a
certain amount of business, the percentage of this item
being kept as low as is compatible without loss of
cificiency. Tho working expenses vary according to
the nature of the business, and there is found a great
daversity of opinion in most trades as to the percentage
of the returns which can be devoted to working ex-
penses. When fixing the selling price of any articlo,
a certain percentage of that price must be appro-
priated to working expcnses, for if not, a doaler may be
receiving as gross profits a smaller amount than the
working expenses; in other words, he is selling at a
loss. The nature of the business done has also an
influence on the amount of working expenses, theso
being greater when the business is mainly on a credit
basis than when the basis is partly credit ahd partly
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cash, and the proportion is still lower when the basis is
wholly cash. In departmental businesses, also, low
working cxpenses in some sections compensate high
working expenses in others. It is impossible to fix a
rate which may be applied to all, even in businesses of
similar type, but experience enables each business
man to form a fairly accurate estimate of the expenses
which may be reasonably incurred in carrying on his
individual business.

Economic Profit—The economist uses the term
“ profits ” in a much narrower sense than does the
man of business. The latter considers as his profits
the sum of money that remains to him for his personal
use, after he has carried on his business for a year and
met all his working expenses, provided for deprecia-
tion of his stock, and put something to a reserve fund
to be drawn on in bad times. He does not go into a
detailed analysis of this sum, yet if it were suggested
to him that his profits were of a composite nature—
t.c., that they formed the remuneration for several
distinct services—he would probably acknowledge this
truth. This is what the economist must do; he
must analyze and investigate the true nature of this
amount to which the business man applics the term
 profits.”

In the first place, most business men have a certain
amount of their own capital invested in their own
businesses. As a matter of theory, the entreprencur,
or business undertaker, need possess no capital of his
own, but, generally speaking, some amount is neces-
sary, even though it may be almost negligible when
compared with the capital of the business controlled
by him., But it is immaterial, for the purpose of this
analysis, whether the business man does invest his own
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capital in the business, or whether outside sharcholders
supply it; the capital is in the business, and a portion
of the profits of the business must be set aside as
interest on this capital. From the economist’s point
of view, therefore, this part of the gross profits should
not be classed as profits at all, but as the interest on
capital. A certain percentage of this interest even
may be separated as a distinct payment for insurance
against the risk of the loss of his capital. Whether
pure interest or insurance, however, this part cannot
be considered as profits.

In small businecsses, more especially, much of the
work which is ordinarily done by the head of the busi-
ness would be delegated to salaried managers or other
officials in businesses of larger size. The head of a
small business thus receives payment, which he calls
¢ profits,” for the work which in a larger business is
paid for in the shape of wages, and therefore is not
reckoned as profits at all. This obviously makes it
difficult to institute any comparison between the
profits of large businesses and of small businesses;
much that is usually counted as profits in the latter
caso ought to be classed under the head of wages.

In recent times cconomists have devoted much
attention to the distinctive function of the profit-
receiver—that is, to the undertaking and controlling
of the business. The elements of gross profits pre-
viously mentioned have been separated from that
part which is destined to provide the remuneration
for this undertaking and controlling function, and the
economist considers profits solely as that amount
which is devoted to the payment for this function.
Thus, supposing that a capitalist employer makes
£2,000 per annum profit. Out of this he reccives
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£500 as intcrest on his capital. If he does not employ
a salaried manager to supervise the details of the busi-
ness, but does this work himself, then his remuneration
for management may be ascertained by comparison
with similar businesses which do employ a salaried
manager. If the salary of such a manager is £800, the
remainder of the profits, £700, would be the remunera-
tion of the employer in his capacity as undertaker of
the business. This last payment, thus scparated, is
the profit from the economist’s point of view. In a
scnse, this payment is analogous to the payment of
wages, since the amount of the payment in each caso
is determined by the same forces, though they excrt
their influence in different ways.

If it could be assumed that economic forces work
without friction, then it might be asscrted that the
profits of all business undertakers tend to an equality.
A rise in tho rate of profits of any business would causc
an influx of business men into that particular business,
and by competition this would bring down the profits
to such a point that the business in question would
possess no advantage of gain over other businesses.
A fall in the rate of profits would, of course, on the
above assumption, havo the opposite effect. But this
cannot be the casc unless it is assumed that the amount
of organizing ability necessary is the same in all busi-
nesses, and this assumption is contrary to facts.
Different businesses vary enormously in the amount
of undertaking and controlling work to be done, and
where such work is heavy in proportion to the capital
invested, the rate of profit per annum must be corre-
spondingly high, whereas in a business where the pro-
ceduroe is largely a matter of routine, the rate of profit
is low.
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When a business employs a large amount of durable
plant, nceding but little attention when it has once
been laid down—e.g., water-works, canals, or docks—
the rate of profit is low relative to tho capital. Of
course, such businesses as these are peculiarly suitable
for joint-stock management. On the other hand,
businesses in which there is a large element of risk,
and businesses of a speculative nature, must show a
high rate of profit in order to tempt men with ability
of the highest order to enter them, and such businesses
as a general rulo do not call for the investment of large
amounts of capital. In short, the business man’s
work is dependent more on the amount of circulating
capital than on the amount of fixed capital, and the rate
of profit will vary with the amount of such work to be
done. We may conclude, therefore, that, subject to
the foregoing considerations, the rate of profit per
annum on the capital invested in a business should not
vary to any very great extent in businesses of the same
type.

It is impossible to come to the same conclusion with
regard to profits on tho turnover, since this depends
on the rapidity and the amount of work required.
Articles of dress, perishable goods, etc., must stand a
high rate of profit on the turnover to remunerate the
seller for the risk of loss due to the commodities be-
coming unsaleable either through change of fashion or
deterioration through keceping. This rate of profit
varies widely from business to business, and no general
tendency to equality can be distinguished. In each
particular business, however, there is a more or less
fixed rate of profit on the turnover, which is con-
sidered a * fair ” rate, and though this changes from
time to time, through changes in trade methods, this
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customary rate is of great practical use to those
engaged in the business.

In conclusion, another point of view in the considera-
tion of profits might be noted—rviz., the legal point of
view. The lawyer is concerned with this subject from
the standpoint of the limited liability company, and is
governed in his views by the various legal enactments
regulating these concerns. Such questions as the cor-
rect ascertainment of profits, how and when they are
divided, and remedies for the improper declaration of
profits come within his purview. He neither attempts
to deal with the scientific organization of a profitable
business, nor with the economic theory of profits as a
share in the distribution of wealth.

QUESTIONS.

. “Small profits, quick returns.” Estimate the value of
Lhis as a maximn of business.

. A draper sells an article for 5., of which the cost was
4s. 2d. XLxplain how he would arrive at the percentage
of profit.

3. Whatis tho difference betsveen gross and net profits? IHow
do working expenses and turnover influence the rate of
profit ¢

4. Into what eloments can the profits of a mill-owner who
owns and manages his own mill be resolved?

5. Capital in ono branch of a business is “turned over” four

times in a year; in another branch, five times. If the

rate of profit on turnover in the first branch is ten
per cent., what must it be in the second il the earnings in
both branches are to be at the same rate per annummn?

(=

9
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Large versus Small Relail Dusinesses.—One of the
most striking tendencios exhibited in the sphere of
retail trade during the last few decades has been in the
direction of increasing concentration. Large sections
of business have been absorbed by a comparatively
small number of big firms, and in many branches of
trade it has become increasingly difficult for the man
of small mcans to establish an independent business
with any great prospect of success. This is a phe-
nomenon of great import to the small shopkeeper
already established, as the keenness of these powerful
competitors has intensificd the struggle for existence on
the part of the small traders. The economies of large-
scale production have long been appreciated in the busi-
ness of manufacture, and the application of the principle
to the business of distribution simply marks another
stage in the general evolution of trade and commerce.

A large retail establishment or store has many ad-
vantages when competing with the small trader.
economies are possible to tho former which are not
within the reach of the latter. In the first place, the
large establishment can buy in larger quantities, and
consequently on better terms; it can get the goods
bought carricd more cheaply; it can stock a wider
varicty of goods and so mec* the tastes of a more
extended circle of customers. Economies of internal
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organization are also possible in such businesscs. The
small shopkeeper must inevitably spend much of his
time in mere routine work, that requires little ability;
such work, in the large concerns, is delegated to
juniors or other subordinate officials, the heads of de-
partments being enabled to devote the whole of their
time to work which is worthy of their ability—e.g.,
buyers specialize in one narrow range of goods. The
heads of departments, together with their chief as-
sistants, constitute a wvaluable reservoir of business
experience, which is periodically drawn upon by
means of meetings, conferences, etc. The buying of
stock is concentrated under one central authority,
and there is less risk of the accumulation oflarge
quantities of stock, rendered unsalcable by some
sudden change of fashion.

In addition to the advantages due to the large-scalo
type of business, there are certain influences at work
which have assisted the riso and progress of the great
retail concerns. The habit of credit-buying is slowly
decaying, and the practice of the stores and similar
retail businesses encourages the growth of ready-money
payments, and consequently accelerates this decay, a
most desirable consummation, since in retail trade the
credit system is an evil both to shopkeeper and cus-
tomer. The increased transport facilities have also
materially helped the large shops. Everywhere are
tramways, motor omnibuses, or local trains, which
carry poople easily and cheaply to the large and
attractive shops of the nearest town. People, too,
nowadays are less disposed to spend much time in
shopping; they prefer to order from the price list of a
large store, and this method is possible through the
development of the parcel post and parcel delivery
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companics. The disappearance of the sentimental
bond between tradesman and customer, and its rc-
placement by a pure business relationship, has also
told heavily in favour of the large concerns. In the
clothing and furniture trades, too, the growth of the
custom of purchasing ready-made things in place of
having them made to order, has led to the growth of
some of our largest retail busincsses.

While the large-scale business benefits itself by its
superior organization, its supporters assert that, at
the same time, it is a benefit to the community in
general. This is very probably the case in many
instances. The large shopkeeper is seldom content
to deal with manufacturers through the medium of
dealers, but usually makes it his business to establish
direct relations between his business and the producer.
By thus eliminating the middlemen, he brings the con-
sumer and the producer into closer contact, and is
cnabled to sell his goods to the consumer at a cheaper
rate. Under the large concerns, generally, the con-
ditions of labour of their employés, in respect both of
wages and hours, have been improved, and in many
establishments a progressive and enlightened policy has
given the employés an interest in the concern, and con-
tributed to its harmonious working. Very frequently
a shopkeeper, struggling on in his independence, hard-
working and harassed, has accepted service under a
large retail concern, and has found it both more profit-
able and less exacting than his former position. The
large firm, also, with many branches, will often change
the character of the trade of a district. When such
trade has been shared between a number of small shops,
informal agrcements regarding prices can be arranged,
and competition is more apparent than real. With
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the advent of a branch of a large, up-to-date organiza-
tion, competition begins in earnest, with resultant
benefit to the consumer.

The supersession of the small man, howevcr, is to be
regretted for several reasons. In the smaller towns the
small independent shopkceper has been the backbone
of the public life of the town. His prosperity has been
bound up closely with the prosperity of the community,
whereas the manager of a branch of an outside organi-
zation is solely concerned with his own business, and
does not feel called upon to sacrifice his time or ability
in promoting the intercsts of the general public.
Further, the small tradesman as a rulc spends his
profits in the place where they are made, but the profits
of these large retail companies are paid to sharcholders
with no interest whatever in the fortunes of the place
where they are made. The huge scale, also, on which
some of these firms carry on business has led to the
expression of the fcar that they will ultimately monopo-
lize the whole of the distribution of a particular line of
goods. The vitality of the small shop and its suitability
to certain localities and certain trades, however, show
that this fear is quite illusory.

There is no doubt that the small trader feels the
pinch of the competition of the large retail houses, but
the success of the latter is solcly due to the fact that
they have the support of the public. People will
patronize the shops where they can get the best return
for their outlay. If the shopkeeper will not change
his old methods and customs, obviously he will lose
ground in competition with the wecll-organized and
well-managed shops of a large retail concern, and he
can only hope to retain his position by adopting up-to-
date and energetic methods.
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Department Stores.—One of the forms in which retail
trading on a large scale is carricd on is through the
medium of the departmental store. The growth of
the great dcpartment store is in harmony with the
demands of modcrn life, and is essential to its fullest
development. Its handsome and convenient struc-
ture, with ample spaces for the display of its goods,
provide a resort where one goes as much for the purpose
of inspection as for shopping. Many of them have
arisen from comparatively humble beginnings; indeed,
the evolution of the store from the single shop is a
good example of the natural course of business de-
velopment to be expected in a large centre of popula-
tion. The pioneer of this type of retail trading was
probably the Bon Marché, which was established in
Paris in 1852, Since that time the progress of such
institutions has been steadily maintained, and the
magnitude of their dealings is strikingly shown by the
trading results of four of the leading stores in London
for the year 1913-14, which show a combined total
profit of £698,479.

It is a remarkable fact that many of the great stores
have had their beginnings as retail drapery establish-
ments, adding other branches from time to time. As
now organized, they form a collection of different
businesses, under one management, and generally con-
centrated in one huge building. They possess all the
advantages of large-scale trading, combined with the
control of ample capital and an extensive and highly
specialized organization, and, in consequence, have
swept out of existence hundreds of small shopkeepers.
In most of our large towns the bulk of the trade in
certain staple lines, such as drapery, furniture, etc.,
is passing into the hands of a few large stores. Every
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improvement in the means of communication, render-
ing the large town more accessible as a shopping centre,
tends to strengthen their hold on the consuming public
still further.

Frequently the great store owes its inception and
progress to the impelling force of one commanding
personality, as in the case of Maple’s and Whitcley’s.
The reward of their success is certainly great, bub
not greater than their organizing genius deserves. To
ensure the harmonious working of different businesses,
such as drapery, furniture, china and glass, provisions,
cte., requires ability of a superlative order. When
once well established, the management should be casy,
and the head of the concern should only be called upon
to deal with the broader questions of trade policy, all
the work of buying and selling and general super-
intendence being delegated to subordinates.

Organization.—The modern store, as its full titlo
implies, is highly departmentalized. Each depart-
tient is run as a separate business, and is under the
control of an expert, usually the buyer for that depart-
ment. Under him is a staff of competent salesmen or
saleswomen, as the case may be, though the control of
the selling staff within the store may bo delegated to
the shopwalker, or “floor superintendent.” In this
case, the work of the buyer is confined to the buying
and keeping stock. Keen rivalry exists between the
different departments, each departmental head striving
to produce better results than his rivals. The buyer
is allowed a certain credit on which to run his depart-
ment, ahd is not expected to exceed this amount unless
under exceptional circumstances. This entails very
careful buying and constant attention to the propor-
tion of stock to the turnover. He fixes the prices of



COURSE OF BUSINESS IN A STORE 167

the goods sold, and consequently the rate of profit,
and though he might be terapted, through a desire to
make a good show for his department, to sell at a prico
to yield substantial profits, yet he must obey the
general policy of the stores and increase the turnover
by taking small profits rather than diminish the turn-
over by taking greater profits. To combat this tempta-
tion, the rules of some stores fix a maximum limit of
profit. However, the departmental head has one ad-
vantage in that lie is not troubled with financial busi-
ness, neither is he ooncerned with the packing and
delivery of goods. All payments are made through
the counting-house, and the forwarding of purchases
is the business of a special department, acting for all
the various sections of the store.

When the store deals in goods which are reccived in
a saleable condition, requiring no further process of
manufacture, such goods on arrival are sent to be un-
packed to a special department, often on the top floor
of the building. The top floor is selected for this
purpose because floor space on the lower floors is too
valuable to be used in this way, and also because it id
easier to transfer the goods to their respective depart-
ments from above. In each department, the goods
are displayed to the best advantage by the window-
dressers, another specialized class of assistants, and
disposed of to customers by the salesmen. All sales
are entered on cash slips, and the daily total of these
should correspond with the cash in the hands of the
cashier. Purchases requiring delivery are sent, with
particulars, to the delivery room, where they are
packed, labelled, and classified, according to area.
The store will deliver all purchases free of charge within
a certain area; which may be of considerable extent in



168 LARGE-SCALE RETAIL TRADE

the case of the larger orders, and for this purpose
possesses a small fleet of vans and motors.

The control of a modern store is usually vested in the
hands of a manager, assisted by a small executive
committee. Their special department is the counting-
houso, which forms the hub of the whole business.
Daily reports of sales are received by the manager, and
all statistical information is readily accessible to him.
The importance of the financial department may be
realized from the fact that frequently the net profits
of the stores do not exceed the discounts saved by
prompt payment. When the turnover is equal to four
or five times the capital employed, however, it is
possible, even under these conditions, to declare a
fairly high rate of dividend.

The manager and his executive are also concerned
with the general organization. The position and the
amount of floor space allotted to each department is a
matter for their decision. The share of window-space
has also to be apportioned by them, and the amounts
to be debited to the several departments for rent of
the floor and windows occupied is another duty of the
central executive. Many other matters, such as the
desirability of a change of location of a department
with a stationary or diminishing turnover, the organiza-
tion of periodical sales, the feasibility of taking up
new lines, etc., keep both the time and energies of the
manager and his executive fully occupied.

Everything seems to point to the tendency of the
stores to increase rather than diminish their hold on
the public. The variety of their stock and the con-
tinual exhibition of fresh novelties tempt the casual
purchaser, who may be attracted to the store through
curiosity. By the provision of lifts, lounges, refresh-
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ment-rooms, writing-rooms, etc., the great store has
studied in every possible way the comfort of its cus-
tomers, and has reaped a deserved reward. Some
idea of the magnitude of the store’s business may be
gathercd from the following figures, taken from the
Report of Harrod’s for the year ending January 31,
1914. For that year this firm made a net profit of
£295,181 6s. 6d., declaring a dividend of 20 per cent.
per annum on the ordinary shares, which constitute
£600,000 out of a total capital of £1,101,400. In
addition, a reserve fund of almost a million and a half
has been accumulated, and it is interesting to note
that the value of their principal business premises,
according to the balance-sheet, is considerably in
excess of a million pounds.

It is difficult to forecast the future developments of
these organizations, but the prevailing trend seems to
be in the direction of amalgamation. Exigencies of
space and the cost of land in large urban contres
appear to indicate that the limit of the economies of
concentration of business has almost been reached.
Obviously, therefore, the only way of extension now
is to absorb other undertakings. Noteworthy ex-
amples of this have occurred in recent times, such as
the amalgamation of Gamage’s and Benetfink’s, Self-
ridge’s and T. Lloyd and Co., Harrod’s and Dickins
and Jones’s.

Multiple-Shop Businesses.—The other form of retail
trading on a large scale is that carried on by the
“ multiple-shop ” concerns. By this term is under-
stood the retail branches of a large private concern or
of a limited liability company. Most of these have
sprung into existence within the last thirty years. As
previously mentioned, the departmental store usually

12
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draws the bulk of its custom from a limited area, but
the large multiple-shop concerns may cover the whole
of the country. The magnitude of these undertakings
varies considerably, ranging from those with perhaps
half a dozen branches to the mammoth organizations
with more than a thousand branches scattered over
the whole of the United Kingdom. In general, it is
only to businesses of the latter type to which the term
is properly applied.

Whatever may be the opinion concerning this
development of retail trade, it is undoubtedly the
case that there is an increasing tendency for the dis-
tribution of certain classes of commodities to be
offected through the medium of the multiple shop
rather than through a large number of independent
small traders. These concerns are capable of inflicting
much greater injury on the small private shopkeeper
than are the departmental stores, since they take
their goods to the doors of their customers by establish-
ing branches in the same districts and under the same
conditions as the single-shop retailer. The establish-
ment of a chain of shops is both a safer and an easier
operation than the founding of a great store, particularly
if the operation is carried out gradually. Every addi-
tional shop, as it reaches the remunerative stage, adds
to the stability, increases the purchasing power, and re-
duces the proportion of working expenses of the parent
company. The private trader feels the competition of
the multiple shop keenly, because it is apt to cut prices
in districts where it is attempting to securc a foothold.
This can easily be done, since, owing to the great
financial resources of these companies, it may pay
to run some branches at a loss, making up their defi-
ciencies from the gains of the successful branches.
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Organization.—The management of the multiple-
shop company is controlled from the central office,
where the gencral policy is decided upon, where all
purchascs are made, and from which detailed instruc-
tions are issued to the managers of the different
branches. From the central office goods are forwarded
to the branch shops as requisitioned, and the necessity
for stocking a large amount at any branch is thus
obviated. In making their purchases, these concerns,
by buying in large quantities, sccure very favourable
terms, and can demand conditions that would never be
granted to the small man. For instance, contracts
are mado with the wholesalo dealer or the manufacturer,
stipulating for delivery by instalments or as required,
and in this way less capital is locked up in stock, tho
manufacturer or the wholesale dealer carrying their
stocks for them. There are many minor economies
possiblo to this system of trading, among which may
be mentioned the diffusion throughout the branches
of any improvements in the display or handling of
stock, the introduction of labour-saving machinery,
impossible to the ordinary shopkecper because of the
cost, and the possibility of dispensing with the middle-
man by undertaking the growing or manufacturo of
the commodities dealt in.

Iiach branch shop is under the charge of a manager,
and the prime factor in the success of a multiple-shop
business is good organization combined with good
managers. 'I'he local manager has no voice in the
buying of tho goods he handles; his concern is solely
in the sclling of them. He reccives his instructions
from tho central office, and is required to furnish
reports, daily or weekly, regarding turnover, stock,
or any other matters partineat to the business. His
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stock musit be kept as low as is compatible with safety,
any line which has run low being immediately re-
plenished from the head office. The stock is often
invoiced to the branches at the selling prices, so that
the branch manager is ignorant of the profits or losses
made. As a rule the takings are paid into the bank
daily, and the local man has no authority to withdraw
money from the branch account. The branch ex-
penses may be paid directly by the head office, or by
the use of the ‘imprest > system, whereby a round
sum is advanced to the branch, and then, at the end of
the month the disbursements are refunded by the head
office, thus keeping a permanent balance at the branch.
A staff of inspectors is employed, whose duty it is to
visit the different branches, confer with the managers,
and make reports to the central office.

The manager of a branch shop is stimulated to put
his whole energies into the business by bonuses given
on increased turnover, and by the prospect of pro-
motion to & more important branch or to the head
office. The many branches of a multiple-shop com-
pany naturally vary in size and importance, and this
allows of the grading of their men, according to
capacity. Each manager compotes with his fellow-
managers in producing the best results, and the fittest,
from the company’s point of view, survives.

The type of trade which the multiple shop caters
for is the middle-class and the better working-class
trade; hence they are found mainly in the indus-
trial centres of population. Their business is mainly
on a cash basis, and is confined to a limited range of
commodities. Trades which are devoted to the supply
of the primary needs of the community, such as the
provision trade, the clothing, and boot and shoe trade,
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provide the multiple shop with its most successfulsphere
of operations. Some idea of the extent to which theso
great companies have invaded the trade in food and
drugs may be obtained from the following table,
showing particulars of the capital of five of the largest

concerns: Oapltal

[
Lipton’s .. . e 2,250,000

Home and ColoniuZI Stm:e.s .. 1,275,000
Maypole Dairy Co. .e .. 1,000,000
Eastman’s .e .e .. 1,215,000

Boots’ .. .e . . 2,250,000

These five businesses control hetween thom nearly
four thousand branches in all parts of the kingdom,
employing a capital of almost £8,000,000.

Many of the multiple-shop companies are not simply
distributing agents, but are also engaged in production
as well; Lipton’s has its own tea plantations, the
Maypole Dairy Co. has factories for the making of
margarine, while in the boot and shoe trade the multiplo
shop is in many instances mercly the selling agency
for the large manufacturer. Another type of retail
trading closely allied to the multiple-shop type is
carried on in busincsses acting as agencies, and often
“ tied ** to some great firm. The best-known instance
of this type is the *tied > houso in the licensed vic-
tualler’s trade, where a brewery controls a chain of
public-houses devoted solely to the sale of its products.
To a certain extent tho same custom exists in the
tobacco and jowellery business. In the latter busincss
particularly, the stock of the jeweller is all supplicd
on credit, and though ostensibly the business is
independent, in reality such independence is entircly
fictitious, and he is simply a salesman on commission.
Such shopkeepers lcad a precarious life; with no
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capital they succumb to the first wave of depression
in trade, their stock is usually of the cheap and flashy
type, and they do more harm than good to the bona-fide
retail trade of their neighbourhood.

Co-operative Stores.—Still another type of large-scalo
retail trading is furnished by tho co-operative stores.
These are organizations of consumers who co-operato
in order to secure for themselves the profits of dis-
tribution. They compete in almost every branch of
rotail trade with the independent shopkeeper, and in
many places, particularly in the industrial districts
of the North of England, control a large part of the
retail trade. The members of a co-operative society
are under no obligation to decal at their stores, but it
is to their own interest to do so as far as possible.
The profits are distributed among the members in pro-
portion to their purchases, and hence the greater the
amount of their purchases, the greater the profits, and
consequently each member’s share, will be.

The wholo of the retail dealers’ gross profit can hardly
be secured by the members; a portion of it must be de-
voted to the payment of a salaried manager. The
risks of the business, also, are borne by the whole body
of members. These risks are somewhat smaller than
they are in the case of a private shopkeeper, since
individual members often purchase things which do
not exactly fit their needs in order to avoid any loss,
though there is the loss in satisfaction, which may be
equal to the loss in money. On the other hand, these
socicties afford an opportunity of securing a training
in business management which the members would
otherwise never obtain.

The returns furnished to the Board of Trade show
the extent of the operations of these societies. At the
end of 1913 there were in existence in the United
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Kingdom 1,382 co-operative retail distributive so-
cieties, with sales totalling £83,607,043, of which
almost 13 million pounds was profit. The greater part
of this was distributed as dividend on purchases to the
members, the average rate for tho United Kingdom
being 2s. 5%d. in the pound.

Advertising.—One of the most striking features of
modern retail trado, whother on a large or a small
scale, is the extensive use of advertising. This is
especially the case in the large departmental stores,
and in the mail order business the publicity depart-
ment forms the backbone of the whole concern. Ad-
vertising appropriations frequently run to tens of
thousands of pounds, talented writers and artists
being employed under the direction of enterprising
specialist organizers. That this onormous oxpendituro
is profitable is proved by the increasing use of the
means of publicity afforded by advertising. The aims
of the advertiser are to draw the attention of the publio
to the existence of his business, and, having done this,
to demonstrate forcibly the advantages of his warcs
and his methods of dealing. His success in the attain-
ment of these objects will depend on his capacity for
organization, on his choice of correct methods of appcal,
and the use of the most appropriate media, and, what is
most important, on the quality of the goods advertised.

The characteristics of a good advertisement may be
enumerated as (1) the power to strike the eye of the
average person; (2) to secure his attention and impress
his mind; (3) the statements should be honest and
truthful; (4) the advertisement should do its work
with a maximum of efficiency at a minimum of ex-
pense. The attention may be arrested by means of
repetition, originality, or artistic exccllence, but this
is of no use if the impression produced is only
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momentary; it must be of sufficient duration to in-
fluence the subsequent actions of the person who has
been attracted by the special feature of the advertise-
ment in the first instance. ‘L'o retain the prospective
customer’s interest, which is the object of the adver-
tiser, his advertising campaign must be carefully
thought out, systematically planned, and carried out
on a scale as lavishly as he can afford. Small firms
find it safer not to rely on themselves, hut to employ a
regular advertising agent, a specialist in advertising,
who can usually obtain better terms and betler posi-
tions. This is a matter of importance, since the
buying of newspaper space is by no means a simplo
operation, and, if necessary, such an agent will also
draw up the announcements.

Types of Advertisement.—The nowspaper advertise-
ment is the predominant type of publicity dovice, and
here caroful consideration of the relative advantages
of the different organs of the press from the adver-
tiser’s point of view is necessary. Hec must compare
the merits of the cheap press and the higher-priced
papers, the magazines and the newspapers, the dailies
and the wecklies, and the metropolitan and the pro-
vincial press. It is obvious that the goods advertised
should be of a nature which will appeal to the readers
of the paper chosen. Even when the medium is
sclected, further attention must be given to the type
of the announcement. If it is pictorial, a magazine
or an illustrated weckly may be selccted, since the
paper used is suitable for pictorial representations.
Advertisements placed near the general reading matter
are very eflective, but those disguised as ordinary
reading matter often produce an effect on the mind of
the reader quite opposite to the cfiect the advertiser
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wishes to produce. The form of the advertisement
is also of importance. Generally speaking, in retail
advertising frequent changes in the appearance are
essential, but in the case of goods such as proprictary
articles, where it is necessary to create an impression
by repctition, similarity in form must be adopted.
Therc is no advantage nowadays in the provincial
newspapers, with one or two exceptions, over the
metropolitan papers, particularly the cheaper press.
The latter circulate throughout the whole kingdom,
and frequently enjoy a larger circnlation in many
districts than the local paper itself. The local press,
also, as distinguished from the papers of the larger
provincial towns, is slow to adopt an cnterprising
advertising policy, the announcements therein being
characlerized by an unvarying monotony.

In conjunction with newspaper advertising the dis-
tribution of frec samples of goods, by coupon or other-
wise, may be employcd. This generally gives betler
results than are obtained by the distribution of
similar samples by hand, and the hand-distribution
of circulars, booklets, etc., is also inefficient, much of
it being sheer waste. Apart from the press, the num-
ber of publicity devices is considerable, and is continu-
ally growing. There are the posters, generally of con-
siderable artistic merit, on the hoardings and railway
stations, the electric signs on buildings, and trans-
parencies in tramcars, while the retailer advertiscs
from his shop by advertisements on his packages, by
price lists packed along with the goods in parcels, by
tasteful and novel window-dressing, making use in
this connection of various mechanical contrivances,
and at times demonstrating the use of some one of his
special lines of goods publicly as a window attraction.
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Many different methods have been employed by
advertisers to tess the results both of the various
types of announcements and the different media.
Advertisers who sell direct to the public in response
to their announcements, as is the case in the mail order
business, do not find much difficulty in this. A dis-
tinctive number for replies is given to each type, and
in this way the remunerative advertisements are dis-
covered and the unprofitable ones weeded out. It is
not always possible, however, to ‘“‘key > advertisements,
and the request to mention the newspaper when replying
is generally ignored. Some firms add ‘‘ Department
A, ete.,” “Box 2, ete.,” to their address, each letter
or number representing some particular advertisement
or medium; others adopt the coupon system, which is
useful, but is objected to by some purchasers who do
not wish to mutilate their magazines or papers. It
will be scen, therefore, that the gauging of results in
advertising cannot attain a high degree of accuracy.

Economic Value of Advertising.—At the first glance,
advertising seems to be an addition to the cost of the
distribution of commodities, which would mean higher
prices unless compensated by some other means. Bub
advocates of advertising claim that it is the simplest,
cheapest, and most efficient method of selling, and
assert that the services thus rendered far exceed the
cost incurred. By the dissemination of information,
it enlarges the market, not for luxuries, but for useful
articles, as it is estimated that 90 per cent. of adver-
tising is concerned with the latter class of goods.
Assuming that the advertising is efficiently managed,
the producer who employs this method of selling ex-
periences an increased demand for his product. The
result of increased production, according to the law
of increasing returns, is a diminution in the cost of
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each unit of product, and, as a consequence, a lowering
in price. This benefits the buyecr, while the producer
rcaps his reward in increased salcs. But the non-
advertising firms, not participating in the increased
demand due to advertising, carry on their production
at a disadvantage, and, as a consequence, cannot sell
at the prices of their advertising competitors; and
thus the cost of advertising is borno indirectly by them.
It is both cumbrous and costly to have dead stock, and
the cfficient circulation of commoditics is a mark of
the economic well-being of business; thus, the cost of
advertising is an economic outlay when it brings to the
notice of purchasers goods which otherwise would havo
remained unknown and unsold. The effects of advor-
tising, also, are widespread, since spccial efforts devoted
to the advertisement of one articlo exercise beneficial
effects on others. In fact, an enterprising advertising
campaign on tho part of one firm may considerably
bencfit the whole district in which such firm is located,
as was the case with a well-known West Tind firm,
whose cnlightened policy conferred matorial benefit on
many other firms in the same thoroughfaro.

QUESTIONS.

1. Trace the dovelopment of a department store from an
original drapery business.

2. What do you understand by a distributive co-operatiie
society ¥ Account for the progress of such socictics in
the North of England.

3. Show to what extent the operations of retail trade on a
large scale obey the law of increasing returns.

4. Why are such trades as ironmongery and greecngrocery
comparatively free from the competition of the storcs
and the multiple-shop concerns %

5. “The cost of advertising appears in the higher prices paid
by the consumer.” I3 this true %



MONEY AND EXCHANGE

Excepr among the most backward races of the world,
it is impossible to find a person who produces all that
he needs for his personal consuraption. Man produces
what he is best able to produce, and this is determined
either by his ability or by any other advantage he
may possess. He looks to others to supply most of
his personal wants. The vine-dresser, aided by climate
and soil, produces much more wine than he can con-
sume, just as the weaver produces more cloth than
he can wear, and each of these devotes himself to the
production of the article which he can produce to the
best advantage. Thus, by this division of labour, we
may expect to obtain the maximum production of
wine and cloth. But it would be impossible to arrange
production in this way if there were no means of
cxchanging the surplus product of the one for the
surplus product of the other. Thus, the need for
exchange arises from the division of labour; if one
man digs coal, another raises cattle, another wheat,
the products of the one will soon begin to be exchanged
for the products of the others. Each will be willing
to give up that part of his product which he does not
want for his own consumption for a corresponding part
of the product of the other; there will be an exchange
of tho less useful for the more useful. Each party to
an economic exchange should be a gainer, since each
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gives up something for which his desire is wcak for
another thing for which his desire is stronger. If a
deaf man were to exchange his ear-trumpet for the
crutches of a cripple, both parties would lose, and it
would be a thoroughly bad bargain. The great ad-
vantages of exchange are‘ (1) It permits the division
of labour to be carriecd out to a greater extent; (2) it
cnables each producer to be engaged in producing
that for which he is best fitted; (3) it maximizes the
utility of goods and services.

When goods are directly exchanged for goods, the
transaction is one of barter. Such exchanges were
common cnough in earlier times, but they would be
cumbrous and unwieldy in modern society. If a
carpenter has made a table and wants bread, he must
first find a baker who wants a table, and even if he
were successful, his table would be worth so many loaves
that most of them would be useless before he could eat
them. But if some article were selected which every-
body would agree to take in exchange for whatever
they had to dispose of, the carpenter would find no
difficulty either in disposing of his table or obtaining
bread. Such a third commodity, universally accept-
able, would be money, and the carpenter exchanges
his table for money which he knows the baker will
accept for his bread; in other words, he sells his table
and buys bread. Immediately producers and con-
sumers are brought together, the need of this agent
becomes evident. Anyone with money at his disposal
can procure whatever he wants, because monecy repre-
sents general purchasing power. What is chosen
as money is immaterial, but generally it is a common
article and one in frequent use. At different periods
different articles have been used as money. Among
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the ancient peoples of the world we find cattle, slaves,
or corn fulfilling this function, and at other times
skins, tobacco, dried fish, shells, tea, and salt have been
used. The substitution of moncy exchange for ex-
change by barter is one of the greatest agencics in
civilization, and the modern development of industry
has been only rendered possible by the corresponding
development of money.

Functions of Money.—The definition of money given
by Professor Walker, “ Money is, that money docs,”
suggests that an examination of the functions of moncy
will be more calculated to convey an accurate meaning
of the term than would be given by a preliminary defini-
tion. The primary function of money, as has already
been seen, is that of a medium of exchange. In the
passage of commodities from prodncer to consumer we
sec tho intervention of money at overy stage. Goods
pass from the grower to the transporter, the manu-
facturer, the dealer, and finally to the consumer, the
rmovement between all these agents being affected by
moans of monoy. Thus, at the same time, a continuous
stream of money is flowing in the reverse way to the
goods —from the consumer to the grower. In all these
transactions money acts as the intermediary; it is not
wanted for its own sake, but as a means of procuring
goods, and in facilitating movement it acts in exactly
the same way as a vehicle. Since we cannot eat,
drink, or wear money, its function as a medium of
exchango has sometimes been disparaged; it has been
asserted that money is useless, that we could dispense
with it, and that commerce could go on very well
without it. This view loses sight of the fact that in ex-
changes the intervention of money is not accidental,
but is the essential tact, and that exchange by means
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of money is widely different from exchange by barter.
If money were not an cssential agent, it would bo
impossible for money disturbances to affect trade and
industry, and though the effects of the use of moncy
in trade are complex and obscure, there is no doubt
about their existence.

When it is said that money is essential as a medium
of cxchange, it is not implied that the money exists
in the form of coin. Suppose Jones, a silk merchant
in London, sold a motor-car worth £500 to Dubois in
Paris, and the latter in return sent £500 worth of
silks to Jones. The transaction would then be closed,
and it appears to be one of pure barter, sinco there
is no need for any money to pass from one to tho
other. There has been no intervention of coin or of
substitutes for coin. Nevertheless money has inter-
vened in the exchange, since tho value of the goods
exchanged was expressed in terms of money. When
value is thus expressed in terms of money, such an
expression is called the price. In this casoc each knows
tho value of what he receives because it is measured
by the money price. The motor-car and silks are
reduced to a common denominator, just as in arith-
motic two-thirds and three-fifths may be compared
when they are converted into fifteenths. This is the
second function of money—it is a measure of valye.
The use of money furnishes a moans of ready com-
parison of the relative values of commodities. In the
former example, by the use of money the carpenter
knows how much bread, meat, clothes, etc., he can
obtain for his table, and the exchange value of any
commodity is known when all are measured in terms of
the same thing.

In the above two functions it is assumed that ex-
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changes are effected immediately, and the eloment of
time is left out. It is this element which gives rise
to the third function of money—a standard of value,
or a standard of deferred payments. A great propor-
tion of business transactions now are credit transac-
tions, and, of course, the terms are expressed in money.
This makes a new requirement of the money article—
viz., that it shall be reasonably stable in value. When
goods are sold, at the moment of sale the moncy is
presumably worth the goods, otherwise no sale could
take place; but at the time of paymcent the money
may be worth more or less than the goods. If a man
borrows £1,000, to bo repaid after twenty years, it will
be a serious matter for him if the value of £1, in rela-
tion to commodities generally, has in the meantime
risen 50 per cent., as, when he comes to repay the loan,
he must, in effect, pay £1,600. It is necessary therefore
to select as the money substence some commodity
whose value is fairly stable over long periods of time.

Closely connected with this is the fourth function—
that of a store of value. No one desires to accumulate
a store of moncy which he knows will deteriorate by
keeping. When a man desires to provide for old age,
he wishes to do so by storing a commodity which will
remain fairly stable in value. In countrics where
hoarding is customary, either ornaments made of
the precious metals or the coins current in the
country is the form the store usually takes. In an
organized business community a store of wealth would
be accumulated in the form of moncy, and invariably
as a deposit at a bank or in some other form of realizable
investment. The depositor does not insist on the
actual money deposited being returned to him when
he desires to withdraw his store, yet in depositing
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money he has been guided by the knowledge that he
will be able to withdraw something of the same value
as that which he had deposited.

Properties of Money.—It is now necessary to consider
the commodities which have been generally adopted
as money. A variety of articles have been employed
at one time or another for this purpose, but economic
forces havo gradually determined the materials most
suitable as exchange media, and the development of
trade has finally selected two—viz., gold and silver.
Throughout the commercial world values are cxpressed
in terms of these two standards. While not attaining
perfection, these two metals are the most suitable for
fulfilling the primary function of money—that of a
medium of exchange. They possess, in a wider degreo
than any other commodity, the qualities which it is
desirable that a perfect money matcrial should possess.

We may now enumerate the attributes of a good
money matericl, and can judge to what oxtent the
precious metals have these qualifications. Firstly, the
money should be gencrally acceptable. This accept-
ability may be enforced by law, though if an unsuitable
commodity were sclected the law could be evaded by
discontinuing its use and resorting to barter. It
should also be convenient to carry about; it should
not deteriorate by keeping, and should not be liable to
rapid wear and tear by use. Theso conditions are ful-
filled by the precious metals, and, in particular, by
gold.

Again, the money material should be uniform in
quality and capable of casy division. Hitherto jewels
would have satisfied the conditions required—i.e.,
acceptability, durability, and portability — but it
would be impossible to secure uniformity of quality, or

13
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to divide them without destroying their value, The
most important attribute—stability of value—is the
most difficult of attainment, and all we can do is to
accept the material which most ncarly approaches
perfect stability. It is impossible to deny that gold
fluctuates in value, yet, considered relatively to other
articles, the value of gold is stable. This is due fo tho
fact that demand and supply in relation to gold are
fairly constant. Although the annual supply may
appear large (the total gold production of the world in
1913 amounted to 92} million pounds), yct, on account
of its great durability, this supply is small in relation
to the enormous stock in existence, and it would need
a great addition to the annual output to exert any
considerable effect on the total stock. The demand
for gold also remains stable, because it is a substance
highly prized for other than currency purposes.

The fact that gold possesses the above qualities in a
greater degree than any other commodity led the
British Government in 1816 to adopt a gold standard
of coinage, though even when the best metal is selected,
it is a matter of difficulty to maintain the coinage, 8o to
speak, in good repair. There is a certain amount of
unavoidable loss through ordinary wear and tear. The
Mint report for 1912 showed that 870,000 soveroigns
were received from the Bank of England, and through
deficiency in weight they were worth only £862,390—a
loss of £7,610, or 2-09d. per picce. Besides ordinary
wear and tear, gold coins are easily “sweated ” by
those fraudulently inclined, with profit to themselves,
but with loss to the State. A loss of weight excceding
3 grains from the standard weight, in the case of a
sovereign, is primd facie evidence that the coin hag
been illegally dealt with.



GRESHAM’S LAW 187

Gresham’s Law.—For depreciation due to the fore-
going causes provision may bo made, but the history
of the money system of any country prvides instances
of cases where issues of new coins have been mado,
and, within a short poriod, these new coins have almost
entirely vanished from circulation. This phenomenon
is exprossed in the principle known as Gresham’s law.
In its briefest and most common form, this law states
that “bad moncy drives out good money, but good
money will never drive out bad money.” This state-
ment, while it seems somewhat paradoxical, is to a
large extent true. The essential feature of a coinage
is that it is meant to be circulated, and the majority
of people receive coins without considering whether
each is perfect in weight and appearance. It is suffi-
cient for them to be assured that others, in turn, will
be quite willing to take the coins from them. On tho
other hand, dealers in money, such as bankers and
bullion brokers, carefully scrutinize tho coins they
receive in payment. They are aware of the alternative
uses for the metal, and know that while light or worn
coins will circulate for a long time as currency, yet they
are of less value for the alternative purposes than new,
full-weight coins. The alternative uses are mainly for
export and for use in the arts; for the former purpose
full-weight coins are selected, since in making inter-
national payments currency always goes by weight,
and if light coins are tendered, the exporter must
himself bear the loss. When gold is required for the
arts, as in the making of gold jewellery and plate, an
easy method of procuring the metal is to melt down
coins. For this purpose, full-weight coins are naturally
selected, and thus the work of the currency is mainly
performed by the light coins which are rejected for
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the above purposes. As recently as 1869, Jovons esti-
mated that, in the United Kingdom, 31} per cent. of
the sovereigns, and 50 per cent. of the half-sovereigns,
wero below the legal limit of weight, and consequently
the law was in operation then.

Many influences, however, may be at work to counter-
act the operation of the law. One of these is the force
of habit; people are accustomed to passing the coins,
whether light or heavy, and never take the trouble to
consider the quality of the money they receive and pay.
This is particularly the case with the working classes;
and the shopkecpers with whom they deal cannot
aflord to grumble at the quality of the coins with which
they are paid. ‘The law may be also modified by taking
precautions to limit the number of coins issued. To
conduct the internal trade of the country, a certain
quantity of currency is requisite, and if this quantity is
not exceeded there is no reason why light-weight coins
should not circulate in the same way as any other coin.

Types of Metallic Currency.—Metallic currency con-
sists of stamped pieces of metal, such stamp certifying
the weight and fineness. The metals chiefly used are
gold, silver, and bronze. At one time or another many
systems of issuing these metals as currency have been
adopted. The earliest form of metallic currency was
currency by weight. Under this system the metals
circulated in exactly the same way as other commodi-
ties, and this method is used at the present time in
settling international payments. In early English
times the single legal tonder system prevailed in this
country. Silver was the only metal coined, and the
silver penny was the only coin. The modern English
systemisknown as the‘‘composite legal tender system,”
which we shall examine below. The only other system
of practical importance is that known as the ‘“bimetallic
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system,” in which both gold and silver are made un-
limited legal tender, and the ratio at which they are
to circulate is fixed by the State.

English Metallic Currency.—As we have mentioned,
our currency is regulated on a system of composite
legal tender. Any form of money is said to be legal
tender which may be lawfully offered in payment of a
debt. According to the above system, ono metal only
is coined and used as legal tender to any amount, but
for the sake of convenicnce other metals are also coined
and made legal tender, but only for limited amounts.
If two metals were coined and made unlimited legal
tender, aud caused to circulate at a fixed ratio, it
would be a matter of great difficulty to keep both
in circulation together, as bimetallic countrics havo
found in actual practice. To obviate this difficulty,
therefore, England adopted the compromiso of tho
composite legal tender. Under this system gold alono
is coined freely and is full legal tender, and thus our
system is sometimes known as a monometallic systom.
It is a system which has been more or less closely copied
by nearly all the commercial nations of the world.

Gold is the only unlimited legal tender in this country,
and is consequently tho sole standard of valye.
Other metals which are coined possess their valuo
because they are exchangeable for a certain quantity
of gold. Silver is legal tender in amounts not exceed-
ing forty shillings, and bronze in amounts not exceeding
one shilling. Bank of England notes are also full
legal tender in lingland except by the Bank and its
branches. Besides being limited as legal tender, silver
and bronze coins are also reduced to the rank of mero
tokens. A token coin is one the nominal or face
value of which is greater than the metallic vilue. Oneo
might expect, therefore, that Gresham’s law would

kb
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operate when these coins were circulated. This would
probably be the case if the Government did not rigidly
limit their issuo and their capacity as legal tender, and
at the same time prevent their issue by private indi-
viduals. Since gold is too valuable to be used in small
payments, token coins are necessary for the purposc
of supplying small change, and by limiting their legal
tender no one is ever called upon to receive token coins
in payment of large sums.

The gold coinage in this country is free, and is carried
on at the Mint in London. Any person may tako gold
bullion to the Mint and demand sovereigns for it ab
the rate of £3 17s. 101d. an ounce, or 1,869 sovoreigns
for 480 ounces of gold. In actual practice no one ever
does this, and the Mint receives its gold for currency
purposes from the Bank of England, which only pays
£3 17s. 9d. por ounce for gold. But, at the Mint, 2
few days would elapse beforc soveroigns were received
for tho gold offcred, whereas the Bank would pay
out sovercigns immediately. The difference of 14d.
in the two prices rcpresents the interest for this
pericd of waiting. The coins themselves are of
standard gold, which is an alloy containing eleven
parts pure gold and one part alloy, the latter being
copper. Standard gold thus is eleven-twelfths, or
twenty-two carats fine, whereas most of the conti-
nental nations use a standard gold nine-tenths fine—a
distinction of importance in international transactions.
The weight of a sovereign should be 123-27 grains troy,
but they are considored legal tender so long as they do
not fall below 122-5 grains troy. As the State now
assumes the rosponsibility for the loss in the coinage
due to wear and tear, the condition of our gold coinage
furnishes littlo cause for complaint. The activitics of
the Mint mey be gauged from the fact that during 1912
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the amount of gold coins issued totalled over 30 millions
in sovereigns, and over 3 millions in half-sovercigns.

The coinage of silver is regulated by tho Act of 1816,
which still forms the basis of our coinage system. It
was cnacted therein that silver, then worth about 5s.
an ounce, should be coined at the rate of 5s. 6d. an
ounce. At the present price of silver, therefore—about
2s. 3d. an ounce—this will leave to the Mint a profit
of about 100 per cent., after allowing for expenses of
coinage. As a matter of fact, the average price paid
for silver bullion in 1912 by the Mint was 274§d. per
ounce. Our bronze coins are also token coins, and are
issued under similar conditions to the silver coins.
These coins at onc time were made of copper, hence
their designation of *“coppers”; but since 1860 an
alloy of copper, tin, and zinc has been employed. A
striking featuro of our bronze coinage has been the
enormous demand which has been shown for this type
of coin during the last fow ycars. More than 77 million
bronzo coins were struck at the Mint during 1912.
The increased demand is probably due to the necessity
of making very small payments, such as tram and bus
fares, penny-in-the-slot gas-meters,automatic machines,
etc. In many countries bronze is not employed in the
coinage, its placo being taken by nickel coins, which
are, in somo cases, perforated so that they are not
likely to be confused with the silver currency.

QUESTIONS.

1. Define bimetallism, token coin, legal tender.

2. The Bank of England pays £3 17s. 9d. per ounce for gold,
and the Mint price is £3 17s. 104d. Account for this
disparity.

3. What do you think would be the effect on business generally
of a large increase in the output of gold 1



BANKING ORGANIZATION

Substitutes for Money.—Gibbon likened the dis-
covery of money to the discovery of letters, the former
exprossing our wants and our property, the latter
cxpressing our idcas. Hitherto we have confined our
attention to metallic money, and our currency system
has been designated one of gold monometallism.
This is not strictly correct, since both silver and bronzo
are usod, as we have seen, as token coins. And
also, in normal times, an enormous number of trans-
actions are carried out without the intervention of
metallic money at all, paper substitutes being used.
If a manufacturer sells 1,000 yards of cloth at 5s. a
yard, he would prefer to reccive as payment bank-notes
to the value of £250, which he can keep casily in his
pocket, rather than 250 sovereigns, which would bo
troublesome to carry because of their bulk and weight.
With the development of trade, the adoption of paper
substitutes has been a necessity, since the whole of
the stock of metallic currency would be insufficient to
transact more than a fraction of the business of the
country. Trade would speedily como to a standstill if
business men were restricted to the use of metallic
money. Paper money must perforce be employed.
Soveral types are in existence, suitable for all kinds of
payments, from the sixpenny postal order to the cheque
for a million pounds.

Paper moncy is a convenient kind of currency for

102



PAPER MONEY 193

several reasons. It is casy to carry about, and to
transport from one place to another; a £500 note is
no heavier than one for £5. It can be sent through
the post in a letter, and therefore does not need tho
carcful packing, insurance, etc., that is necessary in
the case of metallic money. Then, thero is greater
security against loss; one coin is just like another,
and, when lost, there is small chance of its recovery,
whereas payment of a lost bank-noto can be stopped.
The greatest advantage of the use of paper is the
cconomy in the use of gold, sinco experience shows
that tho amount of gold which it is necessary to have
in hand is much less than the amount of notes issued.
The holders of the notes might possibly present them
for payment all at the same time, but this is highly
improbable.

Although the major portion of the currency is com-
posed of paper, still it is quite correct to state that gold
is the standard of value. 'f'he papor rcpresents a mass
of obligations and promiscs to pay gold either on
demand or at some future time, and the rcady accept-
ance of tho paper implies confidence that the promises
can be carried out. In addition to the risk that too
many demands for payment may be made at the same
time, there is also the danger, in the case of Govern-
ment notes, of over-issue. If this takes place, its in-
fluence is seen in the enhanced prices of commodities,
and therefore the regulation of a note issue calls for
the unrelaxing vigilanco of the issuer. For the pay-
ment of the balance of international indebtedness,
also, paper money is of no use; such payments must
ultimately be made in gold or goods.

Credit.—Credit, considered in tho abstract, is tho
disposition of one man to trust another; considered in
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relation to money, it is a right given in the present to
tho future possession of money. When an individual
buys goods on credit, the seller gives the buyer the
goods on condition that he receives the right to their
cost in the future. The buyer on his part accepts tho
obligation to discharge his debt at some future date.
Thus the act of exchange is incomplete; credit inter-
poses an interval of time before its completion. As it
is advisable that all obligations and rights should be in
writing, the various forms of paper money are used as
evidences of these obligations and as a means of trans-
ferring these rights. Nevertheless, the receiver of
cither a bank-note, a cheque, or a bill, only accepts
them because ho is fairly sure that he will be able to
exchange them for gold whenever it may be necessary.
Thus, the immense volume of our credit transactions is
superimposed on a gold foundation.

Credit transactions are of two main types: sales for
payment at some future date, or a loan direct. The
thing sold or lent is sold or lent for the purpose of con-
sumption. A miller buys corn, and pays for it by
means of a bill payable at some future date. During
the time that bill has to run the seller is running a
risk that he may not receive payment, and before
agrecing to accept payment in this way he will take
into consideration the purchaser’s character for
honesty, the amount of his wealth, and the efficiency
of the law in enforcing payments. On the other hand,
the buyer or borrower must provide for payment
when his term of credit expires; hence he must employ
the material or cash in some productive way. By the
creation of credit, the basis of trading, which in its
absence would be restricted to the amount of money in
circulation, is widened considerably. Giving credit is
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equivalent to increasing the amount of money in circu-
lation. This is still further increased by the transfer of
credits—e.g., the retailer pays the wholesale dealer for
his goods by cheque, the amount of which goes to the
credit of the latter at his bank; he, in turn, pays the
manufacturer in the same way, thus transferring the
amount credited to him to the credit of the manufac-
turer, the whole operation being carried out without the
intervention of money at all. This economy of currency
is rendered possible through the medium of the banking
organization, which arranges the distribution of credit.
Credit, moreover, though not a fixed quantity, is not
unlimited in extent; indeed, in times of financial stress
it becomes very difficult to obtain even a limited
amount of credit. As has been stated, every credit
transaction rests on the bolief that, if necessary, tho
obligations incurred will be liquidated in gold. The
amount of gold available for this purpose is a factor of
the utmost importance, and when a suspicion ariscs
that this amount is insufficient for the nceds of trade,
credit immediately contracts, and the danger of a
trado crisis looms unpleasantly near.

The various documents that can be used for the pur-
pose of creating and transferring credit—instruments
of credit, as they are called—may be divided into
two groups. The first consists of instruments which
only circulate for short periods, such as cheques, bills
of exchange, promissory notes, etc. The second is
composed of bank-notes and Government notcs, which
are payable to bearer and frecly circulate for any
period of time.

Banks of Issue and Notes—Under modern conditions
we are 8o apb to consider the banker’s function as an
intermecciiury in the loan of capital that we sometimes
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forget what was once considered the most important
of his duties—viz., the issue of notes. By the issue
of notes the banker creates currency; by the exercise
of his other functions he deals in crodit. If a
banker can induce his customers to take his notes in
satisfaction of their debts, he can economize his store
of metallic money to the extent of the notes he puts
into circulation. When theso notes are freely cir-
culated, the influence of custom is so strong that
people do not inquire whether the banker issuing them
is in a position to fulfil his obligations or not. There
are several reasons why these notes should form a
convenicnt means of circulation when compared with
other credit instruments such as bills, etc. They aro
transferable, payable to the bearer at sight, they are
subject to neither discount nor interest, and are usually
issued for round sums. When they aro issued by a
well-known bank, such as the Bank of England, they
do in actual practice take the place of standard money
in the circulation.

It has often been a matter of debate as to whether
it is better to leave the issue of notes to the discretion
of the bankers or for the Government either to under-
take the management of the issue ifsc! or to delegate
this management to others under stringent regula-
tions. If the notes are to be regarded purely as cur-
rency, the balance of advantage is secured from Govern-
ment control. Uniformity of issue will be secured,
and the issue as far as convertibility is concorned will
rest on tho credit of the whole nation. Further, the
Government should not seek to make a profit on its
notes, and hence a larger reserve can be kept, and in
most cases the successful issue of notes involves a
degree of monopoly, and monopolics in gencral should
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be controlled by the State. The conditions under
which the notes are issued is another question of grave
importance. Are the notes to be payable in gold on
demand, or are they to be issued without any such pro-
viso ? While an issue of inconvertible notes may supply
the monetary needs of business and perform all the
functions of money so long as the amount issued is re-
stricted, there is always the danger that a Government,
driven by financial necessity, will escape from its
difficulties by abusing the power of issuing notes.
This lessens the value of the currency and destroys
the stability of the standard of value, since if the
notos are issued in excess of the needs of the circula-
tion, a larger amount of notes would be needed to
purchase a given quantity of goods—i.e., prices would
rise, and consequently the value of the currency fall.
The amount of notes issued would also depend entirely
on the will of the issuing authority, and assuming that
they are in excess of the needs of business, each fresh
issue would affect prices, and commodity values in
torms of the paper currency would be subject to con-
tinual fluctuations. The most prudent course to adopt
in the management of a note issue is to ensure perfect
convertibility on demand.

The question which then arises is as to the method
whereby this convertibility is to be ensured. It is not
a matter of the ultimate solvency of the issuer, but of
immediate ability to redecem its notes on demand.
There are several ways of doing this, of which the
most obvious is the most certain—that is, to deposit
gold to the same amount as the notes issued. If the
issue amounts to any great sum, this means that an
equivalent amount of gold is to be kept aside, useless,
and this is a method far too wasteful for modern
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business. The method of providing a backing for a
note issue which is most general is the partial deposit
system. Undor this system a limited amount of notes
is issued without the doposit of gold, and any excess
above this amount must be provided for by an equiva-
lent amount of gold. This is the method adopted
under tho Bank Charter Act by the Bank of England
in the regulation of the English bank-note issue. Tho
German method is very similar, tho only difference
being that the limit to which notcs may be issued
without a corresponding deposit of gold may be cx-
ceeded under certain conditions, whereas under tho
English system the limit is strictly fixed. Another
device is to require a cash reserve to be kept, equal at
all times to a certain proportion of the amount of tho
issue. This method has the objection that the legal
minimum proportion tends to become a practical
maximum, and while in normal times no stringency
is felt, in times of disturbance it results in an oxcep-
tional contraction of credit.

The issue of bank-notes in England is regulated by
the Bank Charter Act of 1844. According to that Act,
the Bank of England was to be divided into two
distinct dopartments, one of which, the Issue Depart-
ment, was to be entrusted with thec management of
the note issue. Notes might be issued against securi-
ties to the extont of 14 million pounds, but all notes
issued beyond this amount were to be secured by the
deposit of gold. The Bank, further, was given the
power, after obtaining an Order-in-Council, to increase
the issue of notes against securities to the extent of
two-thirds of the issues of other note-issuing banks,
which through any reason had been allowed to lapse.
They have taken advantage of this on ten occasions
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since 1844, and on Juno 10, 1914, the issue against
securities, termed the ‘fiduciary issue,” stood at
£18,450,000. The Bank of England has the solo
right of issuing notes in the City of London. and its
notes are exempt from stamp duty.

The Act also provides that no person other than a
banker could issue bank-notes in the United Kingdom,
and only such bankers as were issuing their own notes
on May 6, 1844, could continue their issues. If from
any cause such a banker were to ccaso to issuc notos,
he could not afterwards resume tho issuc. A limit
was also fixed as to the amount of notes which these
banks could issuo—viz., the average amount in cir-
culation for the twelve weeks preceding April 27, 1844,
Since tho Bank of England has a monopoly of the
noto issuc in London, it follows that, when an English
country bank of issuo opens an offlice in London, or
amalgamates with a London bank, the issue of its own
notes automatically lapses. 'Thus, regarding the banks
of issue outside the Bank of England, their numbers
were limited, no new ones could arise, and the amount
of their issues was strictly curtailed. In Juno, 1913,
tho London, City and Midland Bank absorbed the
business of the Lincoln and Lindsey Banking Company,
Ltd., with an authorized issue of £51,620, and of tho
Sheffield and IHallamshire Bank, Ltd., with an author-
ized issue of £23,524, both of which issues have naturally
disappeared.

At the passing of the Bank Charter Act of 1844
there were 72 joint-stock banks of issue and 207
private banks of issue; in 1914 thore are, cxcluding
the Bank of England, five of the former and eight of
the latter. The total authorized issucs of the whole
thirtcen only amounts to £505,202. For the week
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cnding June 3, 1914, tho note circulation of the Bank
of Iingland was £52,729,065. A comparison of these
figurcs illustrates forcibly the commanding position
held by the latter bank. In Scotland there are cight
joint-stock banks, with an issue of £2,676,350, and in
Ireland there are six, with issues of £6,354,494,

The Bank of Kngland is not authorized to issue
notes less than £5 in value, and the issue against
securitics cannot be increcased oxcept by tho sus-
pension of the Bank Act. In August, 1914, the out-
break of war caused a serious drain on the curroncy,
and tho Government provided an emergoncy currency
in the shape of Troasury notes for £1 and 10s. These
notes were made lcgal tender, and they were issued
through the Bank of Iingland, where they were con-
vertible into gold, though there is no compulsory gold
backing, as in tho case of Bank of lngland notes.
They were in the first instance issued to provide a
temporary currency for the banks, though the amount
they were allowed to tako was limited to 20 per cent.
of their liabilities on current and deposit accounts.

It is highly probable that these notes will constitute
part of our paper circulation whoen the circumstances
leading to their introduction have passcd away. Ior
some time past the £5 notes, which form tho lowest
denomination, have been falling into disuso in the
circulation. Business men prefer to use cheques, and
the amount is too large for the poorer classes. It is
among the latter class of the community that the new
notes will be most extensively used. They have the
advantages of being cheaper and more portable than
metallic coins, they save the wear and tear of the gold
coins, and their use will enable the circulation of
commodities to be carried on by the use of a reduced
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amount of gold. The objections to the issue of notes
of small denominations are: (1) They are more liable
to be issued in excess than tho notes for larger amounts;
(2) they displace gold which would otherwise form a
part of the ultimato national reserve; (3) in times of
panic they would constitute the most dangerous part
of tho circulation. The amount of these notes origin-
ally issued in August, 1914, was £16,697,266, which
had rison to £43,519,019 in May, 1915. Against the
latter amount gold was deposited to tho amount of
£28,500,000, or in tho proportion of 65} per cent. of
the amount issued. It is interesting also to note that
postal orders were made legal tendcr pending tho
printing of these currency notes.

Banking Organization.—The Bank of England forms
the centre of the banking organization of the country.
Its enormous capital, and the prestige which.attaches to
the management of the account of the State, are the
two factors which are the main contributors to this
result. At the time of its establishment it was quite
as much a political as a financial organization. The
Bank of England also was practically invested with a
monopoly of joint-stock banking, since any other bank
consisting of more than six persons was forbiddon to
issue notes, a function which was then considered of
primary importance. This monopoly was somewhat
modified in 1826, the Bank being granted the reduced
privilege of being the only joint-stock bank of issue
within a radius of sixty-five miles of St. Paul’s.

In 1833 a clause was inserted in the Bank Charter
Act of that year, authorizing the establishment of
joint-stock banks in London, such banks not to have
the right of issuing notes. The result of this Act was

seen in the ostablishment of the London and West-
14
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minster Bank in 1834, and soon afterwards of the
London Joint Stock Bank, the Union DBank, etc.
With the right of note issue forbidden, these banks
devoted their attention to the development of deposit
banking, and by offering to pay interest on deposits—
a practice which the Bank of England had never
countenanced—rapidly attracted to themselves cnor-
mous funds. At the present time many of them, in
the amount of their deposits and the magnitude of
their transactions, are on an equality with the Bank of
England itself, and in a few cases even exceed it in
theso respects.

The early joint-stock banking companies had not
the advantage of limited liability. Each shareholder
was liable in full for the debts of the company. Even
in 1855, when trading companies, under certain con-
ditions, were allowed to register themselves as limited
liability companies, the banks were made an exception.
It was believed that there should be ample securily
for the debts of the bank, in consideration of their
peculiar relations with the public. However, a fow
ycars later the privilege of limited liability was also
extended to barks; but in the case of banks issuing
notes an exception was made concerning the note issue,
for which the shareholders of the issuing banks arc
fully liable. Since 1834 joint-stock banking has
advanced with marvellous rapidity, and though they
are not numerous, numbering forty-four in England
and Wales, nine in Scotland, and nine in Ireland, the
tabio on p. 203, taken from the Kcornomist of May 23,
1914, will illustrate their financial magnitude.

Under modern conditions hardly anyone keeps much
of his own money; it is much more convenient to hand
it over to a banker, from whom it may be dravwn as
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insurance, etc. There are two ways whereby bills are
utilized for the purpose of making foreign payments;
such payments may be mado either by accepting or by
remitting bills. Whon an English merchant imports
goods from abroad, he instructs his foreign creditor
to draw a bill on him in payment. When he has
accepted this bill it may be sold to another foreign
merchant who wishes to pay for goods he has received
from England. The latter then remits the bill to his
English creditor, who presents it for payment to the
English merchant who imported goods from abroad in
tho first instance. In this way the two sots of trans-
actions may be settled by the creation of one sct of
bills. Of course, an English merchant, who has to
make foreign payments, may buy a foreign bill and
remit it to his creditor abroad, but this practice is not
so common as the one outlined above. Usually the
foreigner prefers to remit sterling bills on London
rather than for us to draw upon him, since bills payable
in London are accepted in all parts of the world, and
they form a kind of international currency.

The number of bills drawn on London is very much
greater than tho number drawn by London on places
abroad, because London has been selected as the most
convenient centre for the scttlement of tho debts of the
commeroial countries of the world. It is cstimate’
that the total amount of bills on London during 1912
amounted to 1,805 million pounds, and, according to tho
report of the German Reichsbank at the end of 1913,
41.7 per cent. of its foreign bills were English. The
reasons for London’s predominance in this respect are
as follows: (1) It is the most important commercial
capital and distributing centre, and banking tends to
follow commerce. (2) British merchants have acquired
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a character for integrity and honesty, and British
bankers are known to be highly skilled, cautious, and
competent. (3) London is a free market for gold, and
tho foreigner knows he can always obtain payment in
gold for a sterling biil. (4) Its immunity from invasion
has caused it to become the world’s * strong-box,” and
therefore it serves as the world’s clearing house, where
international debts are settled. Owing to the fact that
London draws comparatively few bills on foreign
countries, it is obvious that the foreign exchanges will
be of much greater interest to foreigners than to the
English merchant. The latter sclls his goods for
sterling money, and requires payment in bills on London
which also are drawn in terms of pounds, shillings, and
pence.

To the foreigner sterling bills are foreign bills, and
the rate of exchangc—i.e., the price at which bills on
one country are sold in another—is of great importanco
to him, because upon it depends the cost of the bill.
It is perhaps difficult to see why the claim to receive
a certain sum of money in another country should
sometimes be worth more and sometimes be worth
less than the face value. The value of a bill of exchange
is determined in exactly the same way &s the value of
any commodity. If there are more bills on a par-
ticular centre offered for sale than there are buyers, the
price will naturally fall, but if more are wanted than
are offered for sale, the price will riso. Another diffi-
culty occurs in the mode of expressing the price of a
bill—e.g., the price of a bill for £100 is not expressed
as £101 or £99, according as it is higher or lower. The
prices are fixed by means of alterations in the rates at
which the currencies are converted. Supposing a
trader in London wishes to remit £100 to Paris. His
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hundred sovereigns, according to the Mint par, are
equivalent to 2,522 francs, but as the demand for bills
on Paris is, at the time, slight, he is able to purchase
2,628 francs in Paris with his £100. The rate of
exchange would be 25-28, and bills on Paris are cheap
in London. But if there was an active demand for
such bills in London, and the supply was limited, the
ratoc might be 25-16—i.e., ho could only purchase
2,616 francs with his £100, and consequently the bill
would be more expensive. Therefore, in the case of
Paris, a high ratoe is said to be favourable, and a low
rate unfavourablo, to us.

Under ordinary circumstances, if the rate of exchange
in London on Paris falls to 25-12, it will be immaterial
whether a bill is bought or payment is made by remit-
ting gold. In the latter case, we have alrcady seen that
a deduction of 10 francs would have to be made for
the expenses of shipping £100 or 2,522 francs’ worth of
gold; hence in Paris £100 sterling would be equivalent
to 2,612 francs. If a bill were bought at the current
rate of exchange, £100 would have to be paid in London
for tho right to receive 2,512 francs in Paris; exactly the
same result as would be obtained by shipping gold.
On the other hand, if the rate rose to 25.-32, then
2,532 francs would have to be paid in Paris for the
right to reccive £100 sterling in London, and here also
the additional 10 francs is the charge for shipping gold.
Thus, we see that tho Mint par is the pivot around
which the rates of exchange revolve, and the extent
of the movements on either side is limited by the cost of
transferring gold. These two limits are known as the
“ gpecie points,” and when the price of bills touches
eithor of these points, under ordinary circumstances a
movement of gold will follow. Spocie points, unlike

16
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the Mint par, cannot be exactly fixed, sinco so much
depends an the charges for shipping, ete., which vary;
for example, although specie points in New York are
4.82 to 4-89, between 5 and 6 dollars to the pound
sterling wero paid at the beginning of the war in 1914,

All business in foreign bills in this couniry is con-
ducted on the Royal Exchange in London. Thevo are
no provincial exchanges for this business, as thero are
for Stock Exchange operations. Buyers and sellers of
bills mect at tho Royal Tixchange twice a week, on
Tuesdays and Thursdays, and as a resuli of their {rans-
actions lists of rates are issued and published in the
following morning’s papers, under the heading “Course
of Exchange,” of which the following is a typo:

COURSE OF EXCHANGE, LONDON, JUNE 18, 1914.

Paris, Cheques .e oo 26:17% 25-20 {rancs and con-
times for £1.
3 months oo .. 2536t 25-41} francs and ceun-

times for £1.
Berlin, 3 months .. . 20-66  20-70 marks and pfon-

nigs for £1.
Brussels and Antwerp, 25-65 25-60 francs and cen-
3 months times for £1.
Austria, 3 nonths .. oo 24-41 24-45 crowns and hel-
lers for £1.
Amsterdam, Cheque .. .. 1223 12.2% flovins and sti-
vers for £1.
3 months .o .. 12.4% 125} florins and sti-
vers for £1.
Coponhagen, 3 months .. 18-49 18-53 cliowxési and Ore
or £1.
Switzerland, 3 months .. 25-41} 25-46} francs and cen-
times for £1.
Petrograd, 3 months . 24% 2413 pence for 1
rouble,
Madrid, 3 months ., oo A4} 44F pence for 1 peso.
Lisbon, 3 months ., e 453} 45} ponce for 1 mil-
reis.

New York, 60 days .. v 48%% 431} pelnco for 1 dol-
ar.
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Tho abovoe are the rates quoted in London for hills
payable at the places named. The Courso of Exchange
should not be confused with the table of Foreign
Exchange rates, which are cabled from the foreign
centres and aro published daily.

On referring to the above table, we find that tho
rates quoted fall into two groups. In the one group,
including Paris, Berlin, etc., quotations aro mado in
terms of the foreign currency, and in tho other, in-
cluding Petrograd and Madrid, quotations are given
in sterling money. This fact lecads to a modification
in the axiom, ‘ High rates are for us, and low rates
against us,” which is only true in the caso of places
‘quoted by London in their own currency. In the carc
of Petrograd, which is quoted in pence to tho rouble,
a high rate would be in their {favour, and a low rate
favourable to London. Another point to bo noticed
is that two rates are quoted for each placoe. Ono of
these rates is for ordinary commercial bills, while tho
other, which is the higher, is in respect of bank bills.
The group quoting in foreign currency to tho pound
sterling, quote a lower rato for hank bills and tho higher
rate for commercial bills-—i.c., bank bills are dearcr
than commercial bills. If a mercantile bill is purchased
and remitted to Berlin, the recipient, wishing to realizo
the proceeds, will probably oficr it to his bankeor for
discount, and he will naturally charge a higher rato of
discount on such a bill than he would on a bank bill to
cover tho increased risk; for this reason, trado bills do
not command so good a price as tho others in London.

Sight Rate and Long Rate.—Up to now, we havo dis-
regarded the elemont of time as a factor in exchange
operations, and a transaction has beon considered
as a payment in ono country in order to reccive the
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immediate equivalent in another. In actual practice,
the majority of bill transactions are in bills of three
months’ currency, yct although the ““ sight * or cheque
rate is only quoted in the Course of Exchange in respect
of one or two places, that does not mean that cheques
on other countries are not to be obtained in London.
The “sight” or “short’ rates referred to in the
money columns of the press are not the London rates,
but the rates current abroad. It should also be noted
that whero a country quotes in terms of its own
currency, tho long rate is lower than the sight rate,
but whon a country quotes in tho currency of another,
tho opposito is the case—e.g., sight rate on Paris is
25-173, but the long rate is 26-36%, because we quote in
French currency.

There is a close connection between these two rates,
tho long rate being based on the sight rate, rising and
falling with it. The long rate is the rate at which
a bill of a certain amount can be bought so as to realize
tho same amount as a cheque bought at the sight rate,
after allowanco has been made for discount and stamp
charges. In fixing the long rate, the principal con-
sideration is tho rate of discount or interest in the
place where tho bill is payable, since it is not payable
until a certain time, generally three months, after the
dato of purchase. ThLus, while demand and supply
aro the main factors in determining the sight rate, in
detormining tho long rate the forcign rate of interest
must be considered in addition. Another element of
the long rate is the cost of the bill stamp, and there
is also the question of risk to be taken into account.
Before the three months have expired, both drawer and
acceptor may have become bankrupt, and something
must be allowed for such a ocontingency. Con-
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sidering the quality of the billa usually dealt in, the
eloment of risk is only slight, though if the state of
credit at any particular contre be disturbed, this last
element must receive careful consideration. Owing
to the foregoing considerations, it may be readily scen
that the long rate may move indepoendently of the short
rate, but the short rate cannot move indopendently of
the long rate.

The long rate is fixed so that the ultimate cash value
of a draft at the sight rate and at the long rate is tho
same. Supposing a London merchant wishes to remit
£100 to Paris, he has the choice between remitting a
cheque at the rate of 25-20 or a three months’ bill
quoted at 25-41. If he buys a choque, ho obtains one
for 2,520 francs, and his creditor presents it to tho bank
in Paris and receives 2,520 francs. If ho buys a bill,
he pays 2,541 francs for it, and remits it to Paris. This
is taken to the bank in Paris for discount, and assuming
that the rate there is 3 per cent. per annum, or } por
cent. for three months, a deduction of about 19 francs
is made, and the cost of bill stamps may account
for another 2 francs. Thus, the bill realizos (2,541 — 21)
francs—that is, exactly the samo amount as tho
cheque. Generally speaking, the two modes of re-
mittance amount to practically the same thing, and
any difference would be only very slight. Some bills
are dealt in which are neither sight bills nor three
months’ bills, but have perhaps thirty days to run.
The rate on these is termed a ““ t.q.,” or “ tel quel ”
rate, and it is deduced from the long rate in proportion
to the term they have to run.

Influences affecting Rates of Exchange.—From the
long rate alone, it would be difficult to say whother
tho exchanges were rising or falling, owing to the fact
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that other influences might be at work which would
tend to obscuro the causcs of tho rise or fall. The most
potent of these influences is the rate of discount pre-
vailing in the placo where the bill is payable. A
rising oxchange is favourable to us, because it signifies
a probable influx of gold, and consequently cheaper
money, while a falling exchange signifies, ultimately,
doarer monoy. Further, the domand for foreign bills
arises from tho need of making remittances to foroign
countries. If our obligations to a foreign country are
groator than theirs to us, tho price of foreign bills
in London will be high, and the rate of exchange un-
favourable to us, and in favour of the foreign country
which has monoy to rececivo from us. In order to turn
tho oxchange in our favour, it is noccssary to create
an increased demand for bills on London in the foreign
cortred. This is done by raising the Bank rate hore.
As we havo seen bofore, the market rate would follow,
and the rate for discounting bills in London would
rise above the corrosponding rates abroad. As a
rosult, Continental capitalists and bankers will invest
in London bills, to take advantage of the rates ruling
there, and thus the exchanges may turn in our favour.

Bankers’ investments in bills form another factor in
determining the price of bills. London bankers hold
veory few foreign bills, but continental bankers always
have a good proportion of bills on other contres. Thus,
if the rate of interest in London rises, a demand for
bills on London atises at the same time in the various
Continental centres. On these he may make a profit,
either by keoping thom till they mature and then
sclling at sight rate, or, if the rate of interest falls,
by selling them at once. For example, if tho sight
rato of Patis on London were 25-20 and the market
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rate of discount in London 6 per cent., wo may assume
that tho long rato would bo about 24-88. Thon, if a
banker in Paris buys a three months’ bill on London
for £100, holds it till maturity, and then sells it at
sight rate, which is thon tho samo---viz., 25-20—ho
makos & profit of about 5 per cont.

Cost of bill == 2,488 {rancs,

Procecds of sale =2,620 ,,

Profit .. = 82 ,, or 51 per cent. onr his
outlay.

Assuming that sight rate on London is 25-20, but that
the discount rate falls to 4 por cent., tho long rato
would rise.

Sight rate .o .. 2520
Threo months’ mterest at 4 por oent .. 00-25
Long rato .o .o .o . .. 21 95

Thus, if tho bankor sold his bill at this rato, he
would mako an immediato profit of (2,495 f. 2,483 £.)
7 francs. It is very unlikely, howover, that tho
sight rate would remain unchanged, and any change
in this would aflect tho long rate, and consoquently tho
profit of tho operation.

Another way in which the oxchangos are influonced
is by what are termed ‘‘ arbitrage >’ oporations. Thoso
aro transactions by which advantage 18 taken of the
difference botwecn the rato of exchange at ono place
and the corresponding rato at amdother. Cortain
bankers, etc., are connected with foreign houses or
ngents, and a mutual understanding exists that cach
can draw upon, or be drawn upon by, the other.
Profits can be made in this way by buying bills in
ono centro and selling them in another when there is
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sufficient difference in the rates ruling in these centros.
As far as sight rates are concerned, arbitrage opera-
tions in these are not often possible, since the move-
ments on each side are practically simultaneous and
identical; if there should happen to be a difference, it
is seized upon, and arbitrage operations speedily cause
it to disappear. :

In actual practice, arbitrage operations are very
complicated, and contain a large element of puro
speculation. A thorough knowledge of the working of
the foreign exchanges, of the constantly varying rates
of discount, and of the different amounts of stamp
duty in different countries, is necessary. Very often
a dealer wishing to remit to one country may find it
more profitable to remit bills on another place, in place
of buying a bill on the former country; thus, a dealer
in London, wishing to send & remittance to Paris,
does not buy a draft on Paris, but remits bills on
Brussels instead, or he may remit a draft on Denmark
to Berlin in the same way.

The following examples of arbitrage operations will
illustrate their nature:

(1) Siiht rate of London on Paris is 25:23, of Paris on
ondon, 25-19.

A in London buys a draft on Paris for
£1,000, forwards it to his Paris agent,
who colleots .e 25,230 franocs.

Paris agent buys a draft on London for
£1,000, sends it to A, who collects it.

Cost of draft in Paris .. . . 25,190

Profit .. .e .e .. 40

”

Such an example as the above would hardly occur in
practice, the sight rates between the above places being
usually the same.
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(2) Suppose exchange on London in Vienna is 23-97 kronen.
» ,» London in Brussels is 25-23%
franes.
. ,» Vienna in Brussels is 1056 francs
for 100 kronen.
Then £1=25-23% {rancs= %5_2%(}); 100 kronen in Vienna.

£1=24'03 kronen in Vienna.

Thus, London may buy direct exchange on Vienna
at 23.97, whereas indirect exchango through Brussels
may be obtained at 24-03.

QUESTIONS.

1 Show by ealculation the econnection between tho following,
making allowance for stamp, eto.:

Paris, chequo .. - 2515
Paris, 3 months .. .. 25325
Paris, market discount .. 2} per cent.

2. What are the causes of the fluctuations in tho foreign ox
changes ¢ How are they dealt with ?

3. IHow are inland bills of exchange used in the cancelling of
indebtedness ¥ What aro accommodation bills ¢

4. Explain: “Course of exchange,” ** Mint par,” “arbitrage,”
¢¢ promissory note.”



THE WHOLESALE TRADE

Character and Ezxient.—It is a matter of considerable
difficulty to draw an accurate distinction between
wholesale and retail dealings. No rigid line of de-
marcation, separating the one from the other, exists.
Neithor the magnitude of the dealings nor the naturo
of the terms of dealing can be accepted as a certain
test, since the wholosalo dcaler frequently solls in small
quantities, and on both cash and credit terms. How-
over, trade may be classed as wholesale when the
majority of the transactions rofer to considerable
amounts, are on & credit basis, and are not carriod on
with the ultimate consumer.

With the rapid increaso of the production of matorial
wealth thore has of neccssity arisen a greater amount
of work to be done in the distribution of this wealth,
and a corresponding increase in the number of persons
who got their livelihood by engaging in *‘ commorcial
occupations. The occupation returns of the Census
Roeport do not give the most satisfuctory statistics
regarding such occupations. In these the commercial
classes are placed in the fifth order of occupations.
They comprise merchants, salesmen and buyers,
brokers, agents, factors, commercial travellers, ac-
countants, auctioneers, commercial clerks, bankers,
finance agents, bill discounters, and insurance officials.

Merchants, salosmen, and Dbuyers are only classed
242
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under this order when it is impossible to class thom
according to the commodity dealt in, so that the
numbers under these heads are quite unreliable. The
classes of makers and dealers also are so much inter-
mixed that it was found impossible to get & soparate
classification which would be even fairly reliablo. The
following table gives an idea of tho growth of numbers
of tho commercial classes in the Census Group V.,
and the growth of the numbers of commercial clerks
according to the returns of the last four consusos.

1881. 1801. 1901. | 1011,

Commercial occupations |316,865|416,365 590,629'700,163
Commercial clerks .. | 181,457 | 247,229 363,673 |477.535

Qualifications of the Wholesale T'rader.—At first sight
the ideal mode of distributing commodities appoars to
be tho direct transfer of goods from tho producer to
the consumer, or, at loast, to the ultimate distributor—
i.c., tho retailer. The wholcsale merchant scems to bo
& middleman whose functions might be easily dispensocd
with. This view is not confirmed by tho actual prac-
tico of business, but, except in certain cases,* oxperionco
shows that the functions of the wholesale doaler aro
increasingly necessary under modorn conditions.

The qualitics and training of the merchant are quite
different from those of the producer. His genoral
functions include: the enlargement of the market and
tho discovery of new cnes; the study of the require-
monts and tastes of the consumer; the balancing of his
powers of purchase and of payment; and a knowledge
of the ever-changing circumstances influencing demand.
Ho must, as far as the charactor of his supplies permits,

* [.g.,direct selling by the manufacturer.
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enticipate demand, and weigh carefully considerations
both of time and space in spreading those supplies;
in brief, the skilful merchant must be the personifica-
tion of intelligent anticipation. The more production
becomes spocialized in methods and in diversity of
product, the wider is the field of distribution.

The idea that the wholesale business is simply a
kind of clearing house for the producer and the rotailer
is quite fallacious. The merchant’s work includes
something more than the mechanical routine of sending
orders to the manufacturer, followed by the receiving
of the goods, their display, their despatch to the
retailer, and the collection of hie accounts. He re-
quires & higher degree of ability than would be needed
for such comparatively simple operations. Tho esson-
tial qualities for a successful merchant may be summed
up as follows: financial ability; judgment of qualitios,
both of goods and men; knowledge of existing business
conditions, both general and local; faculty of forecast-
ing tho future; and a talent for organization.

As a financier, the wholesale dealer should conduct
the largest business his means will permit, at the same
time maintaining his credit at the highest point. His
buying should be regulated by & careful calculation of
his ability to meet his bills when they fall dus. But
perhaps his financial capacity will be most severely
taxed in his management of the terms of dealing with
his customers, whose loyalty he desires to retain
whilst not granting too long & time for payment nor
too large an amount of credit. As the functionary for
the co-ordination of the demand and supply of goods,
the merchant is guided by the wants of his own cus-
tomers. The manufacturer does not usually carry a
stock, but as a rulo depends on the wholesale dealer
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to organize his markot for him. Hence the latter
must havo some knowledge of the qualities of the
goods dealt in, their woights, dimensions, otc., what
new inventions or what now designs will prove sale-
able, and whether the manufacturer’s capacity for
production is cqual to the probable demand. In addi-
tion, thero must be facilitios for the conveniont delivory
of the goods ordered, tho times of delivory being fixed
go as to onsure a full stock at tho timo required.
Bosides these qualitios, thoe wholosalo morchant is
oxpected to organize his business machinery so as to
securo the maximum promptness and accuracy with
the least unnocessary oxponditure of enorgy or money.
In particular must he chock all waste of time, since
punctuality is becoming to a groater oxtont than ever
the essential featuroe in a business transaction.

The incrcasing comploxity of businoss has imposed
another economic function on the wholosale doaler.
The retailor relies on him to a cortain oxtent for infor-
mation and advice concerning goneral business move-
meonts, and, owing to his natural dosire to oblige a
customor, this confidence is seldom misplaced. The
wholesale doaler is bound to tako a broad view of
trade; ho has accoss to recont and reliablo information,
and is usually a man of superior education and training.
These advantagos are placed at tho servico of tho
rotailor, who finds the opinions of the man from whom
he buys very valuable. A moro stroll through a whole-
sale warchouse will supply information to an intelligent
shopkecper. As he walks along, new styles and
novelties are brought to his notice, all of which he
appraises with an eye to their selling possibilitics in
his own district. An intclligent examination of the
trade journals, which dcal largely with topics concorn-
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ing wholesalo dealings, will also supply many sug-
gestions to the small trader.

The granting of credit facilitics is one of the most
dolicate tasks of the wholosale trader. He is compelled
from the nature of his businoss to employ a greator
amount of capital and to hold a greator quantity of
stock than the retailer. As he thereby runs a groater
risk of loss, it behoves him to grant credit facilitics
with the utmost care, even though greater liberality
in that direction would produco an increased volume
of business. Every new customer raises this problem
afresh, and if it has to be satisfactorily solved, tho
wholesale trader must add accurate judgment of
human nature to his other qualifications. A customer
of unimpeachable integrity, who is trading with ade-
quate capital and according to strict business methods,
constitutes an ideal risk. But few satisfy these con-
ditions, and where any doubt exists, the question of
granting credit calls for serious consideration. To
assist the dealer to a decision, information is obtained
from many and varied sources, such as references from
bankers or othor business men, reports of commercial
agencics, investigations of travellers, a signed statement
of the customer, or a personal interview.

Notwithstanding all this information, it is always
difficult to fix the amount of a retailer’s credit, and
even when fixed, it is frequently impossible to adhero
to it rigidly, because of the pressuro of competition.
The prompter the payment, the better the discount,
but even under these conditions it has been observed,
in a typical wholesale house, that only a comparatively
insignificant percentage of the accounts were paid so
promptly as to secure the best discount, while 25 per
cont. of them were not entitled to any discount at all,
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though the majority of the latter class wero quito
solvent, and could bo considered as certain to be paid.
Generally speaking, the wholesale dealer is much more
accommodating in the matter of credit than the manu-
facturer; he is willing to risk retailer’s credits that the
latter would refuse. This is & very strong point in
tavour of the rotention of the wholesale man in com-
mecrcial dealings ; by guaranteeing the retailer’s accounts
tho wholesale dealor has often cnough kept him in
business in a period of depression when otherwise his
only prospect was bankruptcy. Such favours, however,
have had the undesirable effect of placing the rotailer
under the control of tho wholesale dealer, and in this
way, in a degree, nullifying the effect of free competition.

Organization of Wholesale Business.—While the func-
tions of giving credit and supplying information aro
important parts of the wholesalo trador’s busincss, his
vital functions aro tho collection and distribution of
commodities. Ho is tho pivot of large-scale domand
and supply, and the wholcsale markots constitute a
kind of trading focus. The seclling organizations of
the wholesale and the rctail trade are much the samo
in principle, the main difference being that in the latter
many functions are performed by o singlo individual
which in the former aro distributod between many.
Theo scale of wholesale business makes a subdivision of
functions necessary, though here simplicity should be
striven for, as tho objoct is to handle orders rapidly and
efficiently, and it is doubtful whether a highly elaborate
method produces this result.

Wholesale business is largely specialized, such
specialization being determined by the natural grouping
of commodities—e.g., hardware, textiles, agricultural
produce. It is thereiore esseniielly a ‘‘one-line ”
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business—s.e., & house dealing in textiles will seldom
add hardware as another line. When this is done, the
wholesale house loses its special character and becomes
a ‘“general ” house. The ‘“special >’ business obtains
the mastery of the principles of distribution in one line,
and thus gets the advantages duo to the concentration
of both capital and energy. It is always possible,
howevor, to add side lines in goods of a similar nature
to tho spocial line, in order to accommodate customers
and incidentally to increase business—e.g., & drapery
warchouse may add a department for millinery.
Wholesale busincsses are concentrated at somo large
central distributing point, and tho dealer reaches his
customers by means of travellers, catalogues and lists
sent by post, or by the visits of the retailer himself to
the warehouse.

In the organization of a wholesale warehouse, the
two main features are tho subdivision of functions and
responsibility, and central financial control. Such a
warchouse is divided into departments, and at tho head
of each is eithor a partnor in the busincss or a confi-
dontial employé, who in many cases has risen to this
important position, step by step, after many years of
sorvice with the firm. The size and number of the
departments vary in different warehouses, though in all
aro buying and selling, forwarding and packing, and
financial departments. The buying and sclling depart-
ment is further subdivided according to the different
types of goods dealt in—e.g., in & Manchestcr warehouse
there will be a lace department, a dress-goods depart-
ment, etc. The financial department may also include,
in addition to the counting-house, the managing
department, occupied by the heads of the firm.

The heads of the buying and selling depaiiments are
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styled * buyers,” and it is largely on their ability that
the success of the business depends. Each is oxpectod
to havo special qualifications for his particular part of
the business, and to show a cortain profit on tho
working. Ho must keep in touch with all noveltics,
must be readily accessible to customers, be willing ta
listen to suggestions from travellers, and maintain-a
constant watch on the stock of his department. Undor
him is a staff of salesmon, each of whom should con-
sider himself a potential buyer, and his department as
the training-ground for the higher position. Thoso
departments occupy tho greator part of the warchouse,
the space being devoted to the display of the goods
dealt in.

All packing and forwarding is dono as a rulo in tho
basement of the warchouse, since this situation offers
tho best facilities for tho rapid and casy transfor of
goods, and it is usually connccted by ecithor lifts or
pnoumatic tubes with the other departments. Tho
financial side of the business is controlled from tho
counting-house, to which the buyers send all particulars
of the purchases made and where the sales orders aro
first ‘dealt with before being passed on to the salcsmen
for execution. This side of the business may also bo
subdivided into tho cashier’s departmont, where all
payments aro made and sums roceived according to
order, records of these being kept, and the accountant’s
dopartment, where all the other books of the firm are
kept. The offices of the heads of the firm are also
located in the counting-house.

Dealing with Orders.—The sole aim of the organiza-
tion outlined above is naturally the expeditious and
economical handling of the orders rocoived. These
may have been obtaincd either through the medium

17
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of the travellers sent out by the firm, or through the
circuletion of catalogues and prico lists, or directly
from the buyor, after a porsonal visit of inspection and
scloction in tho warehouse. The system of dealing
with orders varies in detail from warchouse to waro-
house, though the general features are the same. Ior
cxample, in a large cstablishment, tho customers’
accounts aro classified, either geographically or in some
other way, to enable each class to be rapidly dealt with
by specially assigned clerks.

When the orders are reccived thoy are sorted accord-
ing to the customer’s ledger account. If tho account is
unsatisfactory tho order is retained for the considera-
tion of the manager, who has to decide whether it shall
be executed or not. If tho customer’s account is satis-
factory, the order is entered, and the checking of this
entry with each invoice beforo being sent out will
prevent any order from being accidentally omitted.
"The order is then put into intellizent shape regarding
numbers, qualities, ete., of the goods, if nccessary, after
which it may ho dissected, and copics made of it {for
the convenienco of tho different ¢epartments. Theso
are sent on to the salesmen, who proceed to exccute
their particular sections of the order. This part of tho
operation is carried out in different ways. A separato
slip may be sent to each department, containing only
the particulars referring to that department; or tho
order may be sent to one department, where a copy of
that section referring to them is taken, and after
initialling it is passed on to the noxt department,
where a similar procedure is gone through, and so on
until it is returned to the office, after having made the
tour of the departments concerned.

Finally the goods are all assembled and are sent to
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the packing-room. WHere the packer, who has pre-
viously received a packing-sheet, which, in addition to
particulars of the goods, ought to contain instructions
as regards the method of packing, if necessary, takes
charge of them. His first business is to check tho
goods from his sheet. This checking is of importance,
as it is done by parties who have had no sharo in the
sclection of the goods. When the goods have been
packed, and the invoice preparcd, tho prices on the
latter are examined, and the transaction is completed
by tho forwarding of the invoico to tho customer.

Methods of Purchase.— While the methods and
organization of the wholesale trador in respect of tho
sale of goods is of undoubted importance, novertholess,
tho purchase of his wares is the basic operation. Tho
more favourable the conditions of purchase, the bettor
aro the terms on which he can sell. Broadly speaking,
there are two methods of purchase in the wholesalo
trade—directly from tho manufacturer or producer, or
indirectly through tho medium of a merchant or other
third party. Further, considering tho wholesale dealor
as ono who buys to sell again to the rotail dealer, his
operations are chicfly confined to the purchase and
sale of food-stufls and manufactured goods. Tho whole-
sale dealer in raw materials enters tho schemo of dis-
tribution at an earlier stage than his colleague who
deals in manufactured goods. Most of our food-stuffs
and raw materials are imported from abroad, and henco
the organization of the dealings in these commodities
may be better treated under the Import Trade.

Raw Materiols and Food-Sinfl=—Coal is practically
the only raw material produced in this country in
which tho market is made up of producers, wholesale
dealers, and retail dealers, and, moreover, this organi-
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zation is only found in dealings in houschold varioties.
For steam coal, furnace coal, shipping coal, or coal for
manufacturing purposes, the system of direct selling is
predominant. Contracts are entered into, covering
periods of varying duration, between the users and tho
colliery owners, who dispose of the greater part of their
output in this way. The agents of the collierics also
attend the various coal exchanges, where much of tho
buying and selling of household coal is carried on,
though the retailer frequently buys direct from the
colliery. The seasonal nature of the demand for coal
gives the wholesale dealer an advantage if he has got
accommodation for storage, since he is in a position to
mako advantagcous contracts with the colliery for his
supply, which he can store and subsequently dispose of
to the retailer when the demand increases.

The business of dealing in food-stuffs is particularly
the grocer’s business. Both in organization and scope,
the wholesale side of this business is of a most intricato
nature. This is due to the fact that it includes so
many diflerent articles, and so many brands and
varieties of the samo article. The wholesale grocery
business of this country is centred in London, where all
the big firms are to be found in Mincing Lane and
Eastcheap. Sales are held periodically at the Com-
mercial Salo-Rooms of such imported commodities as
sugar, coffeo, cocoa, tea, spices, etc. These are public
wholesale auctions, open to everyone, but in reality
only representatives of the wholesale houses and recog-
nized brokers and agents take part in them. If any
outside individual wishes to purchase any quantity of
goods he would find it best to employ a broker, while for
small amounts the independent buyer can do better by
dealing with a large wholesalo house than by bidding
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at the public auction at the sale-rooms. In the pro-
vision trade the Home and Foreign P roduce Echange
is the chief centre for the transactions betweon the
wholesale traders and the importers. Produce ex-
changes with similar functions are also found in
Liverpool, Manchester, and other provincial centros.

Besides his functions as a pure distributing agent,
the wholesale dealer in grocoriocs sometimos exerts
an influence on the supply. He may do this by con-
trolling the output—e.g., of a jam factory—and causing
the product to be delivered in packages bearing his
particular trade-mark. Some wholesale grocers also
lay down expensive plant for tho preparation of com-
modities for the market, such as the roasting of
coffee.

Manufactured Goods.—The moethods of purchase of
food-stuffs and raw materials on a wholesale scale are
generally different from those in vogue in dealings in
manufactured goods. The underlying principle in the
former is that of competitive bidding, confined to an
exclusive class of traders, whereas in the latter the
market is free and open to everyone, and the methods
of dealing are based on personal inspection and bar-
gaining. In dealing in manufactured goods there is
thus not the same need for an exchange as a central
distributing point, and consequently there are no rules
for the regulation of buying and selling. The absence
of fixed standards leaves an opportunity for deception
and for price fluctuations, though the latter are confined
within narrow limits in all businesses which have any
degree of organization.

The two main branches of the wholesale trade in
manufactures are those dealing with textile fabrics and
hardware. The infinite varicty of the former makes
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the grading of them impossible, and herein lies the
distinction between fabrics and raw materials, tho
latter reacdily lending themsclves to grading. As
regards cotton fabrics, the distribution is largely in the
hands of tho home trading houses, which stand between
the manufacturer and tho retailer. In this pa.rticular
trade there is a central distributing point, dealings in
cotton cloth taking placo on the Manchester Royal
Exchange, though the methods employed are those
of personal inspection and individual bargaining.
Some merchants, however, purchase the cotton cloth
in the ““groy  state, subscquently sending it to other
firms to be bleached, printcd, and finished. The cloth
in its finished stato is then disposed of cither to tho
wholesale dealer or, if the merchant has a wholesale
warchouse, to the retailer.

In the woollen industry, the rise of the ready-made
clothing trade has provided a rogular outlet for the
products of the manufacturcr in his own district.
There is consequently not a wide scopo for the special
middleman in this industry. Retailers, also, prefer
to deal with a wholesale warchouse which stocks
cotton, silk, and linen goods as well as woollens. Tho
commercial side of the industry, as represonted by the
picco morchants, al30 undertakes someo of the functions
of tho producer; they suggest the type of fabric, and
order the dyeing to suit their market. These merchants
in tho home trade then sell to the wholesalo warchouse.
While the greater part of this trado is contred in
Yorkshire, much of the large-scale homeo trade in the
fincst suitings gravitates to London.*

In the hardware trade, the wholesale dealer or
*“ factor ” occupies a relatively strong position. This

® “\Woollen Industry,” Clapham,
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is mainly due to the fact that he buys his goods from a
number of different factories. Ho thus has facilities
for the colloction and distribution of the innumerable
little things which form a large part of the iron-
mongor’s stock-in-trade. If these separate items
were ordercd from the manufacturer by {io veiailer,
delivery could not be expectod with the samo prompti-
tudo as froia tho factor, who is in a position to collect
the difierent items from his warehouse and forward
the whole in ono parcel at the samo time.

The Marufacturer and Wholesale Trade.—~The usual
machinery for transferring commodities from the pro-
ducer to the consumer consists of doalors, wholesalo
and retail, assisted by an army of agents, commercial
und financial. But conditions are rapidly changing,
and the manufaciurer is attempting to establish him-
self in the rctail trade, by sales cuencies and othor
mothods. Tho increasing intensity of competition
has narrowed the margin of profit, another factor tond-
ing to tho climination of the wholcsale dealer. On
tho other hand, the manufacturer aims at securing a
steadily increasing rate of output for his factory, and
this he can most easily altain by the orders of the
wholesale dealcr, so long as he continues to placo them
with the same manufacturer, which he is not bound
to do. But there are very many factories which,
however eager they may be to dispense with the whole-
salo dealer, cannot support an extensive sales depari-
ment in a market often scattered throughout a whole
country. Such establishments are bound to rely on
the wholesale man for the disposal of the produce,
and frequently a large wholesale house will market
the produce of many factorics.

Another factor which tonds to lessen the dependence
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of the manufacturer on the wholesale dealer or job-
ber ” is the growth of the large retail stores and mul-
tiple - shop organizations. Their buying capacity is
oqual to that of the wholesale house, and as they can
buy in sufficiently large quantitics, the terms on which
they purchase will be the same as the terms given to
the wholesale house. From the manufacturer’s stand-
point, the risks of business are less when he trades
with a few wholesale dealers than when he does business
with a great number of retailers.

The wholesale dealer has, however, by no means lost
his hold on trade. In trade with the large retailer and
in certain branches of high-class trade his position is
throatened, but it is estimated that the big retail
stores buy from 20 to 25 per cent. of their stock from
the wholesale houses, and the smaller retail shops from
40 to 50 per cent. It is also often worth the while of
the retailer to purchase from the wholesale dealer, on
account of the convenience afforded. Naturally the
latter is justified in adding a slight charge to the cost
prico for these advantages, such charges varying from
24 to 10 per cent. of the goods handled. This also
includes a share in the general expenses of the business,
and the accounts of the Co-operative Whclesale Society
show that the expenses of a wholesale business range
from 1} per cent. on purchases in the case of grocery
to 5 to 8 per cent. in the case of other goods.

It is highly probable that the wholesale dealer will
retain his hold on the small man’s trade for a long time
to come. Even if the retailer deals with the manu-
facturer directly, ho always tends to buy with caution,
and therefore he frequently buys in insufficient quan-
tities. When he wishes to roplenish his stock tem-
porarily, he goes to the wholcsale warehouse for the
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purpose. These extra orders amount in the
aggregate to quite a considerable sum, often constitut-
ing as much as 30 per cent. of the total business of the
year. Since the wholesale dealer and the retailer
are both engaged in purely commercial transactions,
there is a close bond of sympathy between them.
The retailer expects, and usually receives, greater
consideration at the hands of the wholesale dealer
than from the manufacturer. The latter is more ex-
acting in the collection of his accounts, and is more
prone to procced to extrcme moasures and force the
small man into bankruptcy than the wholesale doaler.
This is undoubtedly due to the recognition of the in-
terdependence of the wholesale and retail trades on
the part of the dealer. Novertheless, tho tondency at
present is in the direction of the gradual, the very
gradual, elimination of the wholesale dcaler as such,
and the assumption of his functions, wherever possible,
by the sclling departments of manufacturing busi-
nesses.

QUESTIONS.

1. What are the functions of the wholesale trader ! Illus-
trate your answer by reference to any branch of this
trade.

2. Trace the course of a package of goods from its entry into
the wholesale warehouse to its despatch to the retail
shop.

3. Name some commodities dealtin in the home trade, and give
particulars of the methods of dealing in the caso of one
of them.

4. Correct or justify tho statemont that the whelesale dcaler
is a *‘ parasite on industry.”



COMMERCIAL SIDE OF A MANUFAC-
TURING BUSINLESS

IN ovory manufacturing concorn thore is always
more or lcss scope for the exerciso of commorcial
functions. In some businosses overy oporation from
start to finish is carried through without the intor-
vention of any outside agent. The purchase of tho
raw matorials, their manufacture, the sale of tho
finished product—all these functions are fulfilled by
gome branch of the firm. But evory firm, even if its
buying and selling is done by intermediaries, must
organize a parb of its staff to ascertain correctly the
cost of production of its goods and to record its financial
transactions. The circumstances of each particular
business will decide the scope of tho commercial side.
Yor a small business, manufacturing somo staple line,
it will probably be found oconomical to employ a
morchant or othor agent in the sale of the product,
and even in businesses of considerablo size it may be
doubtful economy to dispense with the scrvice of such
intermediarios. Tho reason for this is that the train-
ing, qualifications, and methods of the efficient mer-
chant are altogether difierent from those of tho manu-
facturer. Thoe latter nceds primarily a good knowledge
of the technique of manufacture, a knowledge which
is distinctly specialized, in contradistinction to the
knowlodge of the merchant, whioh {8 non-specialized.

PR
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General Organization.—When the manufacturing and
the buying and sclling organizations are run togothor,
the whole concern should be undor one control, in tho
person of a manager who is familiar with Loth tho
technical and tho commorcial sides of the businoss.
o solects efficiont subordinates to control tho soparate
dopartmonts, and from those ho reccives roports
onabling him to keep in touch with the goneral dotails
of the whole busincss. Such a type of organization
rondors possiblo the fixing and enforcing of responsi-
bility, and at thoe same timo securcs administrative
clficiency. Tho size of the business dotermincs tho
number of tho departmonts and also their location.
If sovoral factories are under the control of one busi-
noss, the central control may be cstablished at ono
point, with subsidiary cffico organizations for cach
factory. Such a central point it would bo both con-
veniocnt and economical to locate at somo largo businoss
contro, for tho purpose of markoting tho product oasily.

Tho commercial functions are non-spocializod; the
underlying principles are more or less the samo in all
branches of manutacturo, and as a consoquence thoy
are moro elastic. It is dosirablo to establish somo
of tho departmonts near to the factory, though othors
may bo at some point at a distanco from tho factory.
Tho lattor comprise the purcly commercial depart-
ments—e.g., the buying, selling, and publicity depart-
monts; the foru.or will include the storos and ostimating
dopartments. The diagram on p. 260 will indicate the
chiof departmonts recessary to the commercial side of
a manufacturing business.

The unity of tiio business is secured in the central
office of the firm. All questions affecting the genoral
poliry of the business are doealt with bore by the
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directing officors of the concern, and in this section is
located the sole financial control. The department
exercising this control is the cashier’s department,
through which all receipts pass and by which all pay-
ments are made and records of tho same kept. This
work entails a considerable amount of trust and
responsibility, but it is often of a merely routine
nature, because the payments are made according to
the order of one or another of the moro responsiblo
officers of the business. Closcly connected with this
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department is the accountant’s department. Tho
accountant is responsible for the organization and
development of the system of book-keeping so as to
accord with the nature of the business. But he should
be something more than a mere book-keeper; he must
also be an authority on the financial aspect of all tho
business transactions of the firm. In the largor
businesses thoro may also be an audit department to
check all businoss oporations and to discover all mis-
takes, leakages, and losses. If there is & credit depart-
ment, the head must be familiar with the financial
standing of all firns likely to desire crodit. As it is
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imperative that his judgmont should be correct, the
collection and tabulation of tho information nocessary
would be the task of this dopartment. The correspon-
dence may bo dealt with in the soparate dopartments,
communications of special importance being referred
for the porsonal consideration of the general managor.

Purchases Department—The purchasing department
performs ono of the two purcly commercial functions
of a business. The importance of this departmont
can hardly be over-estimated, sinco errors in buying
aro difficult to rectify in subsequont operations. Bad
buying handicaps manufacturing costs, and conse-
quontly reacts on tho final salos. The functions of
the purchasing department vary according to the
nature of the commodity. In & large stocl works
tho policy is to control tho sources of the supply
of iron ore, in which case buying is & matter
of routine; in businesses engagod in the working up
of raw materials, such as wool, otc., they are bought
indircetly through brokors; and in other cases tho
systom of direct buying is followod. In tho lattor
instances the buyer should have at his disposal a com-
prehensive and up-to-date collection of catalogues and
price lists, arranged systematically, so as to keep in
touch with the sources and conditions of supply. An
acquaintance with the legal principles governing the
relations botween buyer and seller is of use to an
cfficiont buyer. He must also havo a knowledge of
the factory output if the co-ordination between its
demand and the sup;!y of materials is to be satisfac-
torily attained. When certain lines of goods aro
regularly consumed, buying can be effected in large
quantities, and hence does not present much difficulty.
By inviting tenders the firm obtains a competitive
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prico, and can arrango torms of dolivery to suit its
own convenienco. All such contracts should be rati-
fied in writing on official order forms.

Tho buying is doue mainly in responso to the requisi-
tions of the factory, although at the same time the
manager of the factory should take into account the
financial aspect of every transaction, end endoavour to
strike the mean botween undue economy in quantity
and extravaganco in price. The commodities bought
will be chicfly raw materials and equipment, and all
the knowlodgo concerning thesoe is concentrated in this
department. Besides information regarding sources
of supply and prices, there should be records of past
requiroments, former quotations, the market prices of
standard raw materials and their variations, and
estimates of future requirements.

Stores Dcpartment.—When goods have beon pur-
chased, particulars of the order aro handod to tho
stores department, so that whon dolivery is mado the
quantities and qualities of the goods may bo checked.
The working of this department should be governed
by definite rules, and should bo kept, as far as possiblo,
apart from the purchasing department. Tho store-
keoper’s rosponsibility is limited to the roceipt of
goods, their subsequent issue in responso to orders
from some responsible official of the works, and tho
maintenanco of an adoquato stock in all lincs. Tho
internal arrangoment of & stores department necessarily
varies in different types of works, but tho essontial
eloment is ordoerliness. Attention to this will save
both time and damage to goods.

Estimeting.—With the intornal organization of the
works tho commercial side of the husiness has only a
slight connection, yet hefore the finished product is



ESTIMATES 263

jssued from the factory for salo, there is at loast ono
commorecial dopartment which is concoerned with it.
This is tho estimating department. Whatover modo
of sale be employed, tho cost of production of the goods
sold must be estimated, and in works whore tho groater
part of the output is sold undor contract, tho work of
this department is of the utmost value. Tho making
of cstimates is one of the most difficult probloms the
manufacturer has to faco, but it is an essontial tasl,
sinco it indicatos to tho salos departmoent the minimum
prico that can be acceptod, and enables the latter to
fix the selling price beforchand.

Formorly, and to some extont now,  rulo-of-thumb ”
methods wero considered sufficient; but no business of
any standing can afford to risk theso at prosent, and
an elaborato and often intricate systom of estimating
cost of production is employed. The stress of com-
potition has killed guesswork, and substituted sys-
tematic and accurato calculation. If the samo work
has been exccuted before, tho costa proviously ascer-
tainod gonerally form a safo basis to work upon,
though the undecrlying idea should bo to ascortain, not
what it cost before, but what it can be mado to cost
now. It is obvious that to attain this objoct both
tochnical knowlodge and accurato records are indis-
ponsablo, and estimates of cost should be got out, not
only for outsido contracts, but also for any articles
manufactured by the firm for stock.

The basis of tho work of the estimating department
is some system of cost accounts. Such systoms should
be as cloar as is compatiblo with accuracy and com-
pletencss, and thoy will naturally vary according to
the typo of business. The essential factors of cost
of production are the valuo of tho raw materials used,
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the cost of the labour involved, and the proportion of
cstablishment oxpenses incurred. The first two items
aro known as the ““ prime cost,”” the last as * oncost
or “ ovorhead charges.” The prime cost can generally
be estimatod with considerable accuracy, but in the
caso of materials, the quantity and quality required
call for careful consideration. The oncost includes
a proportion of the general expenses incurred by the
business as a whole—e.g., advertising, office staffs,
rates, depreciation, etc. Tho practice of dealing with
this varies; sometimes it is calculated by the addition
of a percentage, ascertained by provious experionce,
to the total cost of materials and labour. Since the
elements of expenditure included under this head have
to be incurred, irrespective of the amount of output,
then every increase in the amount of work turned
out automatically reduces this percentage. Another
method is to add a fixed percentage to the cost of labour
employed in manufacture. This is the simplest mothod,
and is satisfactory enough in a business manufacturing
only a few standard types of goods. Whatever system
of estimating cost be adopted, it should be borne in
mind that in addition to information concerning the
cost of production, it should furnish a basis for future
estimates and indicate directions in which it is possible
to effect economies.

Tenders.—On the work of the estimating department
the preparation of the tenders sent out by the firm is
based. A tender is either an offer to supply certain
materials or to perform certain services. Before
tendering, the general conditions of the specifications
should be carefully examined, as in the case of non-
adherence the firm may be penalized or, in an extreme
instance, the contract may be cancelled. A tender
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should be drafted in clear and concise language,
accompanicd by full dotails, and, when necessary,
neatly executed drawings. Kssential clauses of the
tender are thoso containing conditions designed to
protoct the firm tendoring from losses arising from
causes over which thoy have no control, though theso
should not be so numerous as to damage the chances
of acceptance. If, whon a tender has been accopted,
a contract has to bo signed, the representative of tho
firm ought to seo that it corresponds in its terms to
tho original specification.

Publicity. — A business manufacturing goods for
direct salo to the consumer must also organizo a pub-
licity departmont, which naturally will be conducted
in closo co-operation with tho sales department. The
determination of tho advertising policy is the work of
this dopartment, whether such policy is carried out in-
dependently or in conjunction with one of tho rogular
advertising agencics. Evon if the latter method be
adopted, the advertising matter will be proparcd by
this department. The advertising medium seloctod,
tho goneral type of tho announcoment, and similar
details, come within its purview, whilo somo systom
for the checking and the comparison of results should
be dovised by this branch of the business.

Sales Department.—The sales department of a manu-
facturing business is the most purely commercial,
in the usual accoptation of the term. The purpose
of this department is to creato a system whereby the
product of the factory may be put into the hands of tho
consumor as oconomically and officiently as possiblo.
But it is a matter for serious consideration whethor
it would be advisable or not to graft on to an existing

manufacturing business such a department. The
18
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managoment of a flourishing manufacturing businoss
may not be capable of running a sales business with
cqual success, owing to tho differonco in tho qualifica-
tions required in tho latter. The business of distribution
is distinet from tho business of manufacturing both in
organization and functions. Systomatic organization is
moro necessary loro ceven than in the purchasing
dopartment.

Howover, an intimate connection must be main-
tained botween the tochnical and commorcial
sides of tho busincss. Tho tost of faclory efficiency
is the amount of output in a given timo, but the
speeding-up of tho factory would bo uscless, if it wero
impossible to dispose of tho product. The demand
of tho market regulates the output of the factory, and
thorofore production will be ruled by the department
which is in close touch with the market. As a conse-
quence, tho provailing tendency is for tho manufacturer
to cngage, to a greater extent than formerly, in the
purcly commercial functions. Business conditions
generally have compellod him to give increasing atten-
tion to the problem of creating a demand for his pro-
ducts, where formerly he rested content whon ho had
produced a reliable article at a roasonable price.

There are threo distinct methods of disposing of
tho product opoen to the manufacturer. He may dcal
with tho wholesale dealer or jobber, or with tho rotail
dealer, or ho may eliminato these and deal directly with
tho consumer. In the first case, the manufacturor
is relioved of all the trouble and anxiety of solling his
goods, and in such a busincss a sales department
is superfluious. Tho wholesalo dealer organizos his
market and bears his responsibility so far as the sale of
the goods is concerned. Large doalers in commodities
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produced by the staplo industrios ovon assume somc
of tho functions of tho manufacturer, as, for instance,
tho woollen merchants whon thoy select the pattorns,
colours, etec., for the piece goods they order from the
makor. The manufacturer, too, naturally wishes to
disposo of his product in considerablo quantities, and
ho can effect this through the medium of the jobber.
In the hardwaro trado, a manufacturer may be supply-
ing a singlo line of goods and form ono of a large number
of makers all supplying wholesalo doalers in general
hardware. Wholesale dealors,also,gonorally carry a fair
amount of stock, which the manufacturer scldom docs.

Sales Agencies.—When the manufacturer docides to
discard the wholesale dealer and deal dircctly with
the retailor, a carcfully organized sales dopartment
of the business is nocessary. Such a dopartment takos
over and exorcises tho functions of the wholesale trader.
With his disappearance, the profits hitherto taken by
him may fall to tho manufacturor, or bo shared betwoou
the manufacturer and retailer, or even pass in part to
the consumer in lower prices, though this rosult of tho
climinating procoss frequently romains unfulfillod.
A busincss may either organize its sales departmont
independently, or, in conjunction with othor manu-
facturing businesses, establish a common sales agoncy.
In tho lattor caso, all marketing of the product is carriod
out by a central agency through which tho rotailer
must make his purchases and by which pricos are fixed.
For tho porfect execution of the last function, the
members of tho agency must comprise all the manu-
facturers in a particular lino. Tho Gorman kartoell
supplies the best typo of such an organization. Tho
only sales agency which has como into prominonce
in this country is the Contral Thread Agency, which
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markots the sowing-cottons of J. and P. Coats, Ltd., and
which formerly sold the goods of Messrs. Coats, Chad-
wick, Clarke, and Brooks, before their amalgamation.

Another mothod of eliminating the wholesalo
doaler is by the establishment of exclusive and limited
agencies. Undor this systom the manufacturer ap-
points rotail agents in tho districts whore he intends
to soll his product, a singlo agent to each district, and
cach agent is given the sole right of sale in his own dis-
trict. Tor the protection of tho agent, the manu-
facturer ensures that there will be no compeotition in
the territory covered by him. Theso agents may bo
paid cither by salary or commission, or by both. Even
on business going direct to the firm, but not passing
through his hands, the agent would expect a commis-
sion, provided that such orders camo from his area.
The manufacturer, on his part, should support and
oncourage his agonts; ho should endeavour, by liboral
advortising, to make his commodities widely known,
and at tho same time, by careful supervision of the
processes of mannfacturoe, to build up a reputation for
quality of output. One great advantage of tho agency
system to tho manufacturer is that he is enabled to
control the sale of his output without tho cxpense of
maintaining a separato establishment. Minor points
in tho organization of agencies aro: Tho arcas allotted
to tho different agents should be of manageable size,
the boundarios should be clearly delimited, and the
agency agrcement should bo carcfully drawn up so as
not to cause disputes and friction.

Sales under T'rade Mark.—Perhaps the best example
of the progressive officioncy of the manufacturer in
his appeal to tho consumer is afforded by tho enormous
sales of ‘ branded ” goods. These are goods sold
under some distinctive mark or trade-name, such as
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Quaker Oats, Monkey Brand Soap, etc. The practice
of making up goods into convenicnt closed packages
under a special trade-mark at the factory has numerous
advantages. Besides protecting the manufacturer
by the sale of his goods under his own label, this
package systom facilitates tho handling of the goods
by all concerned. Tho packages, also, being of uni-
form weight and price, considorably lessen the possi-
bilities of fraud, and in this way tho interests of the
consumer arc protected. It has also materially
lightoned the work of tho rctailer, by rendering un-
necessary the numorous weighings and measurings of
commodities from tho bulk.

The essential feature of tho marketing of a branded
commodity is to familiarizo the public with its appoar-
ance, and to causo thom to identify tho particular
brand as a guarantee of good quality. A constant
appeal must be made to the consumer by means of
extensive advertising. The advertising valuo of
the packages in which the goods are sold is no mecan
asset in this respect. Since the trade-mark is intended
to indicate tho quality of tho goods, the greatcst caro
should be exercised in its selection. It should be
chosen after consultation with an oxport, whoso know-
ledgo will also be useful in obtaining legal protection
against infringement, and the more original and simplo
the distinctive mark is, the more cflcctive will it be.
For all goods sold in this way, the manufacturer must
assume responsibility for quality and condition, and
it is to his interest to allow no soiled nor damaged
goods to get into the hands of the consumer. Should
this unfortunately happen, it is the wisest plan for the
manufacturer to replace such goods freely and promptly,
sinco any doubt cast on the reputation of the quality of
his goods is certain to have a damaging effect on the salcs.
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Another system of sclling, which may include both
manufacturer, wholesale dealer, and retailer, is known
as the contract system. Under this system an agree-
ment is entered into by the parties concerned for tho
sale of goods at fixed retail prices. Penaltics ato im-
posed for breaches of the ay~cement, whilo advantages
aro offered as a reward for adherence to it. Owing to
the practice of cutting prices by tho retailor, a systom
of pricc protection has been established, whereby
further supplies are refused to any retailer guilty of
sclling below a certain fixed minimum price. By this
moans the Proprictary Articles Trade Association in
the drug trade has practically stopped the practico of
selling patent goods at or below cost as leading lines.
On the other hand, when tho retailer can show that
prices have been maintained, the manufacturer may
allow him a rebate in addition to the ordinary trade
discount. The tendency of this method of sclling is
to make the retailer quite subordinato to tho manu-
facturer and to increase tho power of the latter in kecp-
ing up prices.

At the present time the consumer occupies a more
important position in the scheme of distribution than
he formerly did, and it becomes increasingly necessary
for the manufacturer to rcach him directly. To do
this, the manufacturer must become a retailer, and the
factory organization must undertake the distribution
of its own products. This entails a correspondingly
detailed sales organization, which may be established
on the lines of a number of distributing points or shops,
or by the employment of a corps of canvassers, who
call on the consumers. An example of this is furnished
by the selling organization of a brewery, which uses
the public-houses under its control for the sale of tho
product. Many retail boot shops also aro purely dis-
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tributing dopartments of tho boot factories of Leicestor
and Northampton.

Mail-Order System.—If tho output of the factory
can be sent through the post, tho manufacturer can
use the post-officc as his distributing medium. This
method is known as the mail-order system. As a con-
venient means of rcaching the consumer, it is moro
generally employcd in the United States than in this
country. Probably the immense distances soparating
many of the consumors from the nearest great shopping
centre account for its prevalence in America. Yet
this, tho most recent method of direct selling, is gradu-
ally coming more into vogue in this country. Such
goods as dress materials are frequently sold direct
* from tho factory to the wearer > in England.

In selling by the mail-order system, the market of
the manufacturer is only limited by the extont of the
postal area. This area may be cultivated cither by
means of advertising or by the distribution of cata-
logues, lists, and booklets. The process is undoubtedly
cxpensive, and the expenses of selling increase with
the price of the article. Whatover system of publicity
is employed, a large proportion of the inquiries in
response produce no further result in the shapo of
definite orders, about 10 per cent. being considered a
satisfactory proportion of orders to inquiries. In
order to deal with such a large number of inquirers—
cach a potential customer—it is obvious that some
type of card-index system must form the basis of any
method of mail-order dealing. An enterprising adver-
tising policy is an essential factor in a successful busi-
ness of this type, and perfect confidence in the fair
dealing of the firm must be cultivated in the mind of the
customer. This may be done either by being always
ready to forward goods on approval or by a guarantee
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that the money will be returned if the goods are found
to be unsatisfactory. A manufacturer’s mail-order
business will be generally confined to the marketing of
a single line, and this has the great disadvantage that
when once the customer has been supplied, further
orders cannot be expected for the time being.

The fundamental problem for the sales department
of a manufacturing business is to devise the most
eflective means whereby the manufacturer may secure
a more independent position in the market, and be
less bound to depend on intermediaries. This depart-
ment has to consider whether to be content with de-
veloping a greater measure of control over prices and
the mode of selling, or to extend the sales organization
and become an active competitor with the existing
members of the wholesale and retail markets. The
selling policy and the factory policy must be closely
connected; the latter is based on the results of the
former, and this will be the more successful in propor-
tion as it creates a constant demand for the products
of the factory, which is the ideal aimed at by the manu-
facturer. Finally, it need not follow, as a consequence
of direct selling by the manufacturer, that the consumer
will benefit to any oxtent, since the consumer’s interests
aro not always respected under such a system.

QUESTIONS.

1. What are the conditions, favourable or otherwise, under
which a manufacturing business may undertake com-
mercial functions ¢

2. Compare the relative advantages of the mail-order, sales-
agency, and multiple-shop systems in disposing of the
products of the factory.

8. If the wholesale dealer were dispensed with, what would
be the probable effect on (1) prices, (2) the organization
of industry %
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A systEM of inland transport is a necessary factor
in the distribution of the commodities produced in any
country. The home trade, both wholesale and retail,
and to a large extent the foreign trade, are both
dependent on economical, speedy, and regular trans-
port facilities. Such facilities assist in the multiplica-~
tion of the wealth of a country, by virtue of the powor
of controlling movement which they put into the hands
of man. The methods of inland transport which are
at present employed are many and varied, though in a
modern commercial State goods are carried either by
rail, river, canal, or road. As regards the inland
transport facilities of the United Kingdom, the rail-
ways hold the predominant position, the other three
methods occupying an entirely subsidiary place.

Ratlways.—The nature of the railway business is
most peculiar. It exhibits a mixture of competition,
monopoly, and regulation. The purchase and sale of
transport, considered as a commodity, is influenced by
many considerations which do not affect the purchase
and sale of other commodities. Railways receive
special privileges, and, as a consequence, incur special
obligations.

The nature of the railway business renders com.
petition difficult. If two parallel lines of railway were

constructed between any two points, for the purpose
273
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of supplying a competitivo service, the waste of capital
involved would considerably outweigh any advantage
which might accrue from the competition. To a
limited extent, however, competition does take place,
directly and indirectly. Direct competition may
come into operation botween two points, connceted
by two different railway lines, which pass through dif-
ferent districts. Traffic betwcen either of these ter-
minal points and any intermediate place would be on
a non-compotitive basis. There may bo indirect com-
petition when different districts, served by diflerent
railways, compete for tho supply of tho same market.
Each railway must then grant facilities to the consignors
of goods in its own district, equally as good as thoso
granted by its rivals, in order to put the locality it
serves on level terms with competitors in the common
market. Indirect competition with other means of
transport, ospecially transport by sea, materially
modifies the monopoly of railway transport. It has
been estimated that sea compctition probably afiects
threo-fifths of the railway stations in the United King-
dom, directly or indirectly.

Railway Monopoly.—Between a great many points
in the country there is only one line of railway, and
this line, being tho only scller of transport between
such points, is naturally ‘n possession of a monopoly
of tho business. If the rail way company only provided
the track and allowed indepcendent carriers to use it,
supplying their own motivo power and waggons, the
business might be conducted on competitive lines;
but such a procedure would be both unsafe and un-
economical. The fact that the company undertakes
the whole of tho business of carriage, howover, further
strengthens its position as a monopolist.
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the whole of tho shipments over a certain period.
Such a policy is issued for a lump sum, and the value
of each separate shipment is declared when it is made
and the amount entered on the policy.

Since the essence of marine insurance is the guaranteo
against loss, it is important to inquire how such loss
may be caused. A loss may be such as to affect the
interests of ownmer, shipper, and charterer, or it may
be of such a character as to affect only some of
the parties. In connection with such losscs, in marine
insurance the term ‘‘average ’ is employed, but hero
it has a special technical meaning. It may either
refer to a contribution towards losses which have been
incurred for the benefit of all parties concerned, or to a
payment in respect of a partial loss of the thing insured.
The reference in the first case is known as ‘ general
average >’ and in the latter as * particular average.”

The simplest form of general average is exemplified
in the case where a captain of a ship is compelled to
throw overboard (i.e., jottison) a part of the cargo or
a part of the ship itself, in order to avoid danger to the
whole of the ship and cargo. It is clearly unfair that
tho owner of the goods sacrificed should suffer tho
entiro loss, especially if the sacrifice results in the safety
of the remainder. Hence, when a general average loss
is incurred, the owners of the ship and the cargo, in-
cluding the owner of that part thrown overboard, are
liable to make & pro rata contribution to cover the
loss sustained. But the sacrifice must be intentional,
reasonable, and necessary, and result in tho safety of
the property that was in danger. General average
is usually calculated according to a set of rules drawn
up by the representatives of various countries, and
known as the York-Antwerp Rules.
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A particular average loss is a partial loss of the
thing insured, where such loss is not incurred for the
general benefit—i.c., is not a general average loss.
This falls exclusively on the owner, or if insured against,
on the underwriter, and there is no right of contribu-
tion against other persons. For example, if part of
the cargo were damaged by the sea breaking into the
hold in bad weather, the loss must be borne by the
owner of the damaged goods. Most marine insurance
policies cover general average, and when it is desired to
cover particular average as well, an ““ all risks * (A.R.)
or a “ with average ” (W.A.) policy is taken out. A
policy covering only general average (G.A.), which will
be issued at a lower rate of premium than an ‘“all
risks >’ policy, is sometimes termed ‘‘ free of particular
average’ (I.P.A.). The preparation of the statement
of claims in respect of losses incurred as above, known
as the ‘‘ average statement,” is a technical and difficult
business. This work is in the hands of experts known
as ‘“‘average adjusters,” who apportion the contribu-
tions under general average and adjust all the claims
on the underwriters.

Lloyd’s—The centre of the shipping interests of
tho world is Lloyd’s. This institution originated in
a coffee-house kept by a Mr. Lloyd about the end of
the seventeenth century. This particular house was
largely frequented by persons interested in shipping,
and a large amount of marine insurance business was
transacted there. In 1770 the brokers and under-
writers of Lloyd’s formed an Underwriters’ Associa-
tion and left the coffee-house for the Royal Exchange.
After a period of a hundred years of gradual develop-
ment and improvement, the Association was incor-
porated by Act of Parliament, 1871.
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Lloyd’s to-day is the headquarters of two separato
and distinct interests; it is an insurance centre and
a centre for shipping news. In connection with marine
insurance, Lloyd’s does not, in its corporate capacity,
transact such business. This is left to the individual
members who undertake this business, and who aro
personally responsible for the risks thoy accept. The
committee of Lloyd’s, so far as is in their power, guaran-
tee the reliability of the members, since they requirc
from each new member a deposit of securities of from
£5,000 to £7,000 in value, which is held as security
in the event of default or failure. These securities
are held against marine risks only, though the under-
writers undertake insurance against all kinds of risks,
many of which have not the slightest connection with
marine insurance.

As a centre for the collection and distribution ot
shipping news, the organization of Lloyd’s is un-
rivalled. Their agents are found in every seaport in
the world, and the duty of these agents is to transmit
information of all sailings, arrivals, and casualties to
the head office in London. A “Daily List ” and a
“Weekly Index ” of shipping is published by Lloyd’s,
and the extensive information at their disposal enables
any member to trace the history of almost every singlo
merchant ship in the world. A further important duty
of their agents is the protection of wrecks and salvago
opcerations.

QUESTIONS.

1. Enumerate the main features of the two types of freight
contracts,

2. Show how improvements in the means of communication
have affected (1) liner, (2) tramp traffic.

3. What is the meaning of ‘‘average’’ in connection with
marine insurance ¢ What is a ‘“ floating ”* policy 1
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Tug foreign trade of the United Kingdom embraces
all the commercial transactions between the inhabi-
tants of the British Isles and the inhabitants of all
countries lying outside our borders, thus including
the trade with the British colonies and dependencices.
There are two main subdivisions of foreign trade: the
import trade and the export trade. The former
includes all trade in goods brought here from abroad;
the latter, all trade in goods sent by us to foreign
countries. These may be further subdivided either on
a geographical basis—e.g., the South American trade,
the China trade, etc.—or according to the commodities
dealt in—e.g., the cotton trade, the corn trade, ete.

The amount of our foreign trade may be accounted
for partly by our geographical position and partly by
our lack of adequate natural resources, with the excep-
tion of one or two commodities such as coal and iron.
Our insular position and the possession of excellent
harbours supply an adequate, cheap, and efficient sea
transport, but climatic econsiderations oblige us to rely
on other countries for a supply of raw materials for our
manufactures and food-stuffs for our population. A
perfectly self-sufficing eountry has no need for foreign
trade, but the idea of a self-sufficing United Kingdom
is chimerical under present-day conditions. A plenti-
ful supply of coal forms tho basis of our foreiga trade.
Besides supplying the material for bulky export cargoes,

this mineral is the foundation of our icon and textile
302
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industries, the products of which form the greater
part of our exports. The shipbuilding and shipping
industries also depend for thoir prosperity on cheap
fuel, and the possession of this enabled us in the past
to build up a foreign trade to an extent hitherto un-
heard of. One result of this has been to cause the
financial operations of commerce to be concentrated
in this country, and London forms a clearing-house for
all important international transactions. The progress
of civilization has, in more recent times, caused other
nations to enter into compctition with us, and our
long-continued supremacy in the trade of the world
has been challenged from many sides. From tho
point of view of self-preservation, therefore, it behoves
us to study the principles underlying our world com-
merce, and to acquire a knowledge of the methods
adopted and the machinery employed therein.

Extent of Foreign Trade—Tho following table shows
the value of the principal articles exported from and
imported into the United Kingdom during the year
1913. The classification adopted is that of the Board
of Trade, and the year 1913 was solocted owing to the
abnormal conditions prevailing in the latter half of
1914. The values are given to the nearest hundred
thousand pounds, hence thore may be a trifling dis-
crepancy between the class totals and the sum of the
soparate values. The exports also refer only to the
produce of the United Kingdom and amount to 525-2
million pounds, but the imports include 1096 million
pounds of foreign and colonial produce, which was
re-exported, thus making a grand total of cxports of
634:8 million pounds. further, 1913 was the best
year known for British trade, our exports for that
year constituting a record.
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Cowmmoditios. Imports. Exports.
Million £. | Million £. | Mallion £.| Milhon €,
I. Food, drink, and tobacco 290-2 0326
Grain and flour .. | 85-60 003-5
Meat, including animals| 56-70 001-2
Other food:
(a) Non-dutiable .. | 81-20 } 024-4
(b) Dutiable .. | 6870
Tobacco .- .. | 03-00 003-3
I1I. Raw and mainly un-
manufacturedgoods 281-8 070-0
Coal, coke, ete. .. | 0003 053-6
Iron ore, scrap iron,
and steel .. .. | 07-40 000-4
Other metallic ores .. | 10-20 000-1
Timber .o .. | 33-80 000-3
Cotton .a e | 70-60 —
‘Wool .. 37-70 004-6
Other textile ma.tenals 19-80 000-4
0il seeds, nuts, oil .. | 41-60 004-4
Hides .. 15-00 001-8
Paper - makmg ma-
terials .. .. | 05-80 000-9
Miscellaneous .. | 39-80 003-0
III. Articleswhollyor mainly
manufactured .. 193-6 411-3
Iron and steel .. | 15°20 054-3
Other metals. . .. | 32-10 013-2
Hardware and cutlery | 07-40 008-0
Electrical goods .. | 01-60 005-4
Machinery .. .. | 07-30 037-0
Ships (new) .. .. | 00-03 011-0
Woodwork .. .. | 03-60 002-0
Yarns and textile
fabrics .. .. | 46-90 181-8
Wearing apparel .. | 06-00 016-4
Chemicals .. 13-00 022-0
Loather manufactures | 13-40 005-6
Glass, earthenware .. | 04:50 005-2
Paper.. 07-60 003-6
lewa.y and motor-
cars. . .. .. | 0830 011-3
Miscellaneous manu-
factures .. 26-39 034-2
IV. Misccllaneous, mcludmg
Parcel ost .o 003-1 011-3
Total .. .. 7687 62562
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The following table shows our chicf sources of supply
and also our best customers, the values being given in
the samoe way as in the foregoing tablo:

Sources of Supply. Imports. Our Customners. Exports.
M.lhon £. Million 5:.
1. United States ..| 144-5 || 1. India .. .. 71-6
2. South and Central 2. Germany .. ..| 805
America. . ..] 0726 || 3. United States ..| 59-4

3. France .. ..| 0553 || 4. South and Central
4. Holland .. ..| 0511 America .. ..| 685
6. Germany .. ..| 050-9 || 5. Australia .. .| 49°6
6. India .e ..| 048-4 || 6. France .. ..| 41-6

Note.—The above are tho figurea for 1918.

It is also interesting to noto the proportion of trade
carried on with foreign countries and other parts of
the Empire respectively. The values of each type aro
shown below:

Imports. Exports.

Millwon £, Million £,

1. Toreign countries .. .o 5678-6 427-6
2. Colonial and British possessmns . 190-1 207-2
Total .o .o 7637 634-8

The Export Trade.—This branch of foreign trado
may bo carried on by any one of the four following: The
manufacturer or wholesale merchant, the commission
agent, the packing and forwarding agent, or a branch
of the foreign importing house located in this country.
Tho cases where the manufacturer exports his own
products are comparatively rare, and most of the
oxport trado is in tho hands of one or anothor of the
othor classes, who, having specialized in the business,
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can conduct it more economically. The busincsses
engaged in this trade are organized on geographical
lines, and this form of differcutiation appears likely
to remain permanont, differont houscs dealing with
different parts of the world, no mercantile houso carry-
ing on business with all foreign markets. But, both in
respect of commodities and of markots, the wholesalo
morchant is generally quite willing to enlarge the scope
of his operations if ho believes it to be profitable to do
80. Many Manchestcr homeo-trade firms do much
colonial businoss as well, and a firm shipping chiefly
cotton pieco-goods will also do business in other textilos
at the same time. A merchant who has the organiza-
tion for dealing in one type of goods, can readily adapt
it for dealing in other varieties. Such firms possess
valuable knowledge of the country and the market with
which they trade regularly, which information could
be readily utilized in introducing any fresh commodity.

Commission agents and packing and forwarding
agents perform quite subsidiary functions in the export
trade, and incur neither tho same risks nor the samo
responsibilitios as the merchant shipper. Some ship-
ping houses undertake only one branch of trade, such
as the Birmingham hardware houses; othors, such as
the London houses, will export innumerable varictios
of goods. The risks of the merchant are considerable,
bocause he has a direct interest in tho goods in which
he trades. He reccives thom from tho maker and
accepts responsibility for payment. The commission
agent has not the same dircct intorocst in the goods;
his duty is to procure them, sce that thoy are safely
loaded, and that all the requirements incidental to a
shipping transaction are complicd with. For small
shipments it is most economical to employ a forward-
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ing agent, because of the intricacy of the business.
Ho can pack small parcels along with other goods,
and thus save on freight charges, but he has no interest
either in the sale or the purchase of the goods.

A large wholesalo shipping house dealing in several
ranges of goods or with a number of different markets
must be divided into departmonts. This rofers only
to the organization of the warehouse, since, in addition,
a house of considorable size will possess a packing
dopartment and counting-house. As in tho case of a
wholesale home-trade warehouse, each department of
a shipping warehouse is under the control of a buyoer.
His business is to know the market thoroughly, and so
to conduct his dopartment as to show a profit. Undor
him are warehousemen whose duty is to check all
goods coming in, and to examine them before they are
passed on to the packers. The location of the ware-
house is & matter of importance, a conveniont situation
moeaning considerable saving both of time and expense.
Small shippers often hire accommodation on tho
premises of some large packing-house, but where this
is not the case, a building as near as possible to the
docks, railway stations, and banks should be selected.

Ezport Orders—Tho general tendency towards
specialization of function has made the merchant
system of trading strongor in this country than any-
whero else in the world. The export merchant obtains
his orders in much tho same way as his colleaguo in
the home trade, with the exception that the areas
covered by the representatives of the former are much
larger than those covered by the ropresentatives of
the latter. Export houses may be ropresented by
commercial travellers, or agents, or they may cstablish
a branch office abroad in connection with the contral
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warohouse of the firm at home. If commercial travel-
lers are employed, strict compliance with the regula-
tions of the country in which they work regarding
licences, samples, and passports should be insisted
upon. In the case of agents it is no easy matter to
select suitable individuals or firms, and it is necessary
to oxercise constant supervision over them. The es-
tablishment of a branch house can only be justified
when the volume of trade is considerable. Whichever
type of representation is employed, information
regarding the goods of the exporter has to be fur-
nished. This is done by means of patterns, samplos,
catalogues, price lists, etc., and these must be prepared
with care. Food-stuffs, such as grain, are sold by
sample; manufactured articles, such as piece-goods,
by pattern. In making up patterns, the particular
styles in favour in the market in question should be
studied, and the sets made up as tastefully as possible,
80 a8 to arouse the buyer’s interest. When catalogues
and price lists are sent, it is useless to send them out
indiscriminately; a better method is to forward them
to the agent in bulk for him to distributo at his dis-
cretion. Catalogues also should be printed in the lan-
guage of the country for which they are intended, with
prices, weights, and measuros according to the system
in use there.

An “indent ” is an order from a buyer abroad to
a merchant in this country. Such orders nocessarily
contain many more particulars than home-trade orders.
The indent generally states the quantity and nature
of the goods ordered, mode of packing, marks of
packages, date of shipment or arrival, method of
payment, and sometimes the price and the firm or
firms from which tho goods must be procured. An
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“ open ”’ indent contains no instructions as to tho firms
supplying the goods, a *‘ closed ”” indent specifies the
firm or firms.

On the receipt of an indent from a firm with which
the merchant does not regularly do business, the first
thing to doisto make strict inquiries regarding thefirm’s
financial status. Should these prove satisfactory, the
indent is then dissected, and if a closed indent, the
orders transmitted to the firms named therein. If it
is an open indent, the merchant, who usually has a
regular list of manufacturers, asks for quotations bofore
apportioning the different items among them. As a
result of this, it is frequently necessary for the mer-
chant’s buyer to interview the manufacturer personally
and bargain for favourable torms. When agreement
is arrived at, the merchant gives full instructions to
the manufacturer regarding the date, time, and mode
of delivery. This mode of dealing causes the manu-
facturer to bo largely dependent on the merchant,
who is in closer touch with the real customer; but,
on the other hand, tho manufacturer escapes all the
shipping formalities, and runs no risk of non-payment,
since he receives his money from the merchant imme-
diately he has finished his share of the contract.

The making up and packing of the goods may be
done either in the merchant’s warchouse or by ono of
the largo packing-houses. This is an operation calling
for the greatest care, and all instructions, even to the
minutest dotails, should be rigidly adhered to. In
the case of piece-goods, a careful examination of thom
should bo made as thoy are received from the manu-
facturer, and the making-up department then folds,
stitches, and stamps them, making them ready for
delivery to the customer. If the customer is a retailer,
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the goods where possible should be made up in neat
boxes, properly labelled, rather than in tied parcels,
with the object of giving the salesman the minimum
amount of exertion in his actual sales. The chief
points to be considered in packing goods for export
are: The type of the goods, the method of levying
Customs duties at the port of destination,and the mode
in which they are likely to be handled on arrival.
Goods are usually packed either in bales, cases, or
crates, the customary method varying from trade to
trade, and according to the market to which they arc
shipped. Balo packing is done by means of steam or
hydraulic presses, and, whilo in the press, the bales are
secured by means of iron hoops. The material used
is either single or double canvas, linen, oilcloth, or
tarpaulin. This method is quite suitable for dry-goods
such as textile fabrics, and is preferred in countries
where the Customs duties are charged on the gross
weight of the package; but if the finer qualities of goods
are packed in bales, thoy aro liable to be crushed in the
press, and may present a damaged appearance when
unpacked. Such articles are more fittingly packed in
cases—a more expensive method, but one giving greater
protection to the goods, and keoping them in better
condition. In the case of more valuable goods, such
as silks, furs, plate, wooden cases lined with tin or
zine, and secured with iron bands, are used. The tin
lining is also soldered, making the case air-tight, and
effectively protecting the goods from damage. Crates
are used for machinery, bicycles, etc.; while fragile
articles, such as glass and earthenware, are packed in
straw in casks. Whichever mode of packing be
adopted, all hoavy goods should be securely fastened,
80 that there is no risk of movoment during transit,
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and all goods liable to deterioration from dampness
or rust should be enclosed in special packing matorial.
Spaco should be economized as far as possible, owing
to the method of calculating freight on the measure-
ment ton, which sometimes leads to freight being paid
on empty spaces. Packages must not be too bulky,
and the weight por package should not be more than
5 to 10 cwt., owing to the difficulty in handling and
transporting heavy packages in many foreign coun-
trics. The exact size of the package should be ascer-
tained by measuring the goods before packing, in the
cxact position they will occupy when packed.

The marking and numbering of the cases is done by
means of stencils. The customeor’s instructions should
be carefully adhered to so as to facilitate his identifica-
tion of the goods. Usually there is a distinctive
mark, such as a diamond or circle, the firm’s initials,
the indent number, and the port of destination. The
measurement, gross and not weights, are also frequently
shown on the outside of each package.

Shepment of Goods.—The goods having been packed
and made ready for shipment, notification thereof is
sent to the export merchant, who may oither attend
to tho business of shipping himself or employ a shipping
agent, who, for a small commission, will see to tho
loading and forwarding of the goods to their destina-
tion. Whoever does the work must know the steam-
ship lines plying to the country to which the goods are
consigned, so a8 to be able to arrange for space to be
reserved. A shipping advice note is sent to the
shipping agent or steamship company, giving full
details of the marks and numbers of the packages, and
a full description of the same. It also indicates the
stocamer on which the shipper wishes the goods to be
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embarked, and the firm or person to whom they have
to be delivered. From the information thus furnished
the steamship company is enabled to make out the
bill of lading. A shipping note is also sent either to the
superintendent of the docks or to the commanding
officer of the vessel. This is simply an instruction to
receive and place the goods on board a certain ship,
and attached to it in each instance is a receipt, known
either as a ‘“mate’s receipt,” or a “dock officer’s
receipt.”” The former is the usual type in the case of
goods received by water—e.g., in London, from lighters
and barges—the latter, for goods which have arrived
by rail or other land transport. When any remarks
as to damaged goods are inscrted in these receipts,
they are termed *‘ foul,” otherwisc they are ¢ clean.”
Having got tho goods shipped on board tho steamer,
bills of lading are now prepared. These are drawn up
in sets of three, one of which is sent to the consignce
by mail, a second is frequently sent by the ship carrying
the goods, and tho third is retained by the merchant.
Each requires a sixpenny impressed stamp before
being signed, and, in addition, a fourth copy, un-
stamped, is made out for the captain. The bills of
lading, with the mate’s receipt or dock receipt attached,
are then taken to tho shipowner, who checks them by
the cargo list, and causes them to bo signed by the
captain or other officer of the shipping company. The
amount of the froight is then paid, when the shipping
company gives a freight note and returns the signed
bills of lading. When a mate’s receipt is ““ foul,” it is
customary for tho shipper to give a *‘letter of in-
demnity,” so as to sccuro a “clcan ” bill of lading.
In such a document the shipper undertakes to indem-
nify the captain against any claims made in respcct of
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damaged goods, in consideration of his signing a
“clean ” bill of lading. Such a letter is attached to
the *‘ captain’s copy ”’ of the bill of lading.

The freight is the chargo made for the convoyance
of the goods from tho port of shipment to the port of
dostination. It is generally calculated on the total
cubical contents of each shipment, calculating 40 cubic
fecet=1 ton by steamer, and 50 cubic feet=1 ton by
sailing vessel. For heavy goods such as machinery,
tho basis of calculation is tho ton of 20 cwt. There
is also a chargo of from 5 to 10 per cent. added for
primage. Primage was originally a charge made by
the captain for his services in connection with loading,
but it is now considered as part of the freight.

When the freight charges have been paid, bills of
lading obtained, and tho marino insurance policy has
been taken out, the total of shipping formalities is
even yot incomplete. It is necessary, within six days
of the final clearance of the vessel, to fill in the Customs
“ specification * and doliver it to the Customs officials
at the port of shipment. There are two forms—ono,
on white paper, for goods of British or Irish origin; the
other, on pink paper, for goods of foreign origin. This
specification gives details of the namo of tho ship, the
port to which the goods are consigned, and their quan-
tity, nature, and value. Our export statistics are
compiled by the Board of Trade from the particulars
furnished in these documents. For some countries,
such as Canada, Australia, Bulgaria, Turkey, and
Japan, certificates of origin are roquired for goods
shipped thereto. The form of theso certificates is pre-
scribed by the country concerned, and they certify the
country in which the goods have been produced or

manufactured. In the United XKingdom thoy are
21
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issued by tho Chamber oi Comnmerce of the town where
the goods are produced, bearing the seal of the Cham-
ber, and must be signed by the shipper or his represen-
tative. They are sent to show that the goods arc of
British manufacture—a point of importance inacountry
where a preference in import duty is given on British
manufactures.

Shipping Invoices.—After the despatch of the goods
three copies of the invoice are prepared. Shipping
invoices differ in several ways from those uscd in the
home trade. More details have to be supplied, and
it is essential that they should be exact in every par-
ticular. The typo of invoice depends primarily on the
terms of sale, of which the more common are the
following: (1) Loco: this comprises the actual cost of
the goods as delivered at the warehouse or port of
shipment. The charges for packing, carting, shipping,
ete., are stated separately, and added to the invoico.
Prices quoted on a loco basis are easily calculated,
but this type of invoice is now almost entirely out of
date. (2) Free on board, or f.o.b.: this includes all
expensos until the goods are placed on board ship at
some stipulated port, all further charges, once the
goods are safely on board, being borne by the con-
signee. This type of invoice is boecoming less common,
the firms using it consisting of those old-established
houses whose customers seek them, not they tho
customers. (3) Cost and freight, or ¢. and f.: The
price in this case is the f.0.b. price with freight charges
added. (4) Cost, insurance, and freight, or c.i.f.:
Under these terms the goods are delivered free to
forcign countries. This is the commonest form of
export invoice, but it involves the most careful calcu-
lation so that no part of the charges incurred is over-
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looked. Goods sold on these terms also are gencrally
invoiced in the currcncy of tho country to which they
are shipped. (5) Free delivered, or ‘ franco,” which
indicates that all charges, including duty, are covered
by the price. A “‘franco domicile > invoice is now very
popular, since it saves the purchaser all risks and trouble.

Other terms on which goods are sold are ¢ f,0.r.”
(freo on rail), “f.a.s.” (free alongsido steamer), “ex
quay,” “ex warehouse,” ‘‘ex ship,” “ex bond,” the
latter meaning that the buyer has to take delivery
from the quay, the warchouse, tho ship, or out of bond.
Another type of invoice which some shipping firms
have frequently to deal with is the consular invoice.*
These are made out on forms prescribed by the
Customs authorities of the country to which the goods
are exported. A declaration, the form of which is
printed on the back of the invoice, must be made that
all the particulars are accurate before the Consul of tho
district from which the goods are exported. Usually
three forms are required, and they may be obtained
from the respective Consuls for a small fee. The first
is retained by the Consul, the second is handed to the
shipper, and the third is forwarded to the Custom
House at the port of entry. Consular invoices are
mainly required for the Central and South American
countries, but not for the Argentine nor Uruguay; they
are also required for the United States.

Payments for Exports.—The payment of export
invoices is a matter of arrangement between the partics
concerned. ‘“Open” or ‘remittance ” terms allow
the customer to remit the amount of the invoice when
it suits him during a given period. Sometimes the
remittance is due on receipt by the importer of the bill
of lading (cash against documents). Another arrange-

* Somntimes callod ‘‘ consular certific te.’”
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ment is for the shipper to draw on the customer for the
smount in question; this implies that tho customer
pays all bank charges in connection with such drawings.
By drawing a bill of exchange the exporter can retain
control of his goods until thoy have becn paid for,
and the foreign merchant is not obliged to part with
his money a month or two beforo he receives the goods.

A “draft” or “bill of exchange > against goods
sold on c.i.f. terms is usually drawn at sixty or ninety
days’ sight, and if drawn on an importer in a distant
country it will be, like bills of lading, in triplicate.
'To the first draft is attached tho invoice, the bill of
lading, and the policy of insurance; to the second and
third are attached thoe remaining copies of the invoice
and bill of lading; then the bill is termed a * docu-
mentary > bill, or p/a (documents attached), to dis-
tinguish it from a “ clean ” bill, which is drawn without
attaching these documents. The export merchant
notifics his customer when he has drawn on him, and
then ho can hand the bill with the documents attached
to a bank for collection, the bank advancing him from
€0 to 80 per cent., or any other agroed percentage of
the amount. Such bank will have a branch in the
placoe where the importer carries on business, or agent,
wnd to this branch the bill is forwarded for presentation
to the drawee for his acceptance. When the bill matures
und is paid, the branch bank hands over the documents
to the drawee, and the English bank pays the balance
of the amount due to the exporter. When the drawee
happens to be a firm of good standing, arrangements
may be made for the surrender of the documents as
soon as the bill is accepted (p/a). In case of the
tonsignee refusing to accept the draft, or failing to
pay it at maturity, it is customary to give the bank a
** letter of hypothecation.”” This contains particulars
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of the bills and the goods against which they are
drawn, and authorizes the bank, if the bill is dis-
honoured, to sell the goods, the cost of such sale
and any loss therefrom to be borne by the drawer.
Exports may also be paid for by the remittance by the
customer of bills payable in London, or by drawing a
bill upon him, and sending it through the post for his
accoptance and return, whon it may be discounted here.

The Import Trade—The amount of this branch of
our foreign trade is greater than that of the export
trade, as is seen in the official statistical roturns. 'This
may be partly accounted for by the fact that export
values aro f.0.b. values, whereas the values of imported
goods are c.i.f. values, which include the charges for
marine insurance and freight in addition to the cost.
But a discrepancy would still be found if the values of
imports and exports were calculated on the same basis.
This is due to the payments made for the serviccs
rendered to other countries by British ships, and to the
interest payments on British capital invested abroad.
Such items as these obviously cannot appear in our ex-
port statistics, hence they are styled ‘““invisible ocxports.”

The greater part of British imports consists of raw
materials and food-stuffs, which are drawn from every
part of the world. In most of the overseas ports it
will be found that special lines of cargo are shipped
from each one, in sharp distinction to London, whero
cargoes of every conceivable character are regularly
dealt with. The operations of importers are naturally
complementary to those that are found in existence
in the export trade. Most of tho staple lines of goods
arrive here through the agency of merchants, and in
many cases in response to direct orders. The greater
part of our imports, particularly of raw materials, is
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(3

sent here on ‘‘ consignment >—that is, the goods are
sent by the owner abroad for sale on his own account.
Herein lics one of the differences between the import
and tho export trade, since in the latter it was seen
that the usualprocedure was to export goods in response
to orders received, and not to export on consignment.

When goods are imported on consignment the mer-
chant importer takes charge of them on arrival, con-
ducts the sale, and remits the proceeds, less his own
commission and expenses, to the consignor. Before
their arrival, the latter will have forwarded an invoice
and bill of lading to the merchant, enabling him to
obtain possession of the goods when they arrive. On
the arrival of the vessel, the merchant, or consignee,
presents the bill of lading to the agents of the shipping
company. Then, presuming the freight and other
charges have been paid, he receives a delivery order
for the goods, after which steps can be taken to obtain
delivery. 1If the goods are landed immediately, and
before the application for a delivery order, then the
dock or warehouse company hold them until they
receive & freight release. Even then the consignee
may not remove the goods until certain Custom House
formalities have been complied with.

Customs Regulations.—Since there are no export
duties in the tariff of the United Kingdom, the Custom
House regulations are not of so much consequence in
that branch of our foreign trade as in the import.
Imports may be either dutiable or non-dutiable, the
procedure in the case of the latter type being much
loss rigid and strict than in the case of the former.
Certain formalitics are common to all imported goods,
whether dutiablo or not. Within twenty-four hours
of arrival it is the duty of the ship’s master or his
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representative to furnish a ‘“ship’s roport ” to the
Custom House officials. This contains, among other
particulars, a full list of the cargo, the number of
packages, and their marks and the names of tho
consignees. It is made out in duplicate, one copy
boing given to the officer at tho dock wherc tlo vessel
discharges her cargo, the other being retained at the
Custom House. No part of the cargo can be landed
before this entry has been deposited, but as soon as the
ship has been reported, the cargo is landed on the dock
or wharf until claimoed by the consignee.

Before removing the goods the owner must make out
the Customs ‘‘entry.” For duty-free goods, this is
simply a statement of the quantity, marks, numbers,
description, and value. Two copies are required, ono
for the use of the examining officer on board the ship
(the warrant), and the other (the bill) for the statistical
department of the Custom House. The consignee then
receives a “landing order,” signed by the Customs
official, and if this document and the entry are found
to bo correct, he can remove his goods when he wishes.
If tho consignee is unable to give definite particulars
in his entry, he may fill up a “bill of sight,”” which
indicates the particulars he is unable to furnish. Under
this he is permitted to land the goods, but he must,
within three days, make out a correct entry by adding
the particulars previously omitted to the bill of sight.

In the clearance of dutiable goods a much stricter
supervision is exercised, and all the operations arc
carried out under the cye of the Customs officials.
The mode of entry is similar to that for free goods, but
in many cases the dutiable goods are intended to be
stored in a bonded warchouse, and then the entry is
termed o *‘ warehousing entry.” When the consignee
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wishes to remove the goods direct from the ship, he
makes, in addition to the above entry, an entry for
home use, on which is indicated the total amount of
duty payable. Neither in the latter case, nor in tho
caso where the goods are warehoused, can they be
removed until the duty is paid.

The system of warehousing, whether of free or
dutiable goods, is very convenient for importers. The
treatment of goods is facilitated, in the way of sorting,
bulking, and sampling, and the warehouse forms a
convenient place for the inspection of goods by intend-
ing purchasers. For a short period, goods may be
warehoused free, but if the period is overrun, rent is
charged, and as the dock company is not responsible
for losses caused by fire, it is advisable to tako out a
short-period policy of fire insurance. Bonded ware-
houses are provided for dutiable goods which are not
immediately to be delivered. Those are under the
closest supervision of the Customs officials, one of
whom must be present when any operations on the
goods stored therein are in progress.

When goods are warehoused in the dock authority’s
warehouse, the owner rcccives in return a document
which is called a “dock warrant.”” This contains a
description of. the goods, an acknowledgment of tho
receipt of them, and a statement that they are deliver-
able to the owner or to his order. A warehousing
company will give a similar document, called a * ware-
house-keeper’s certificate,” in return for goods lodged
with them. Both these documents are documents
ot title to the goods specified therein—i.e., they
represent proof of the possession of the goods in ques-
tion, and the holder may transfcr his right to tho goods
by endorsing the document and handing it over to
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another porson. The owners of the warehouse are
bound to give up possession of the goods on the presen-
tation of such a document properly endorsed. These
documents of title refer to the possession of goods aftor
landing, and the bill of lading is a document of title to
the goods while they are in transit. Bills of lading
may be transforred by endorsement in exactly the
same way as a dock warrant, and the holder is dcomed
the owner of the goods. Thus, by the transfer of tho
bill of lading, a cargo may change hands soveral times
during the course of a voyage.

Payments for Imports—Tho financing of the import
trade varies according to the nature of the transactions.
If the imports are against orders, the importing
merchant may arrange to accept the seller’s draft on
himself, or instruct a bank to accept it on his behalf.
The latter procedure is termed * opening a credit.”
A credit may be opened by obtaining a “letter of
credit ” signed by the bank, authorizing the forcign
firm to draw on them up to a certain limit; this is an
““open”’ credit, since thore is no necessity to produce
the documents against which the bills are drawn.
A “documentary 7 credit would state that the docu-
ments against which the bills are drawn must be
attached to them when presented.

When foreign or colonial produce is shipped to this
country, for sale on commission, the consignor usually
obtains financial assistance when he ships the goods.
He may do this by drawing on the consignee and obtain-
ing an advance on the bill of cxchange from a local bank
which has an office in this country. The draft, bill
of lading, and marine insurance policy are deposited
with the bank as sccurity for tho advance, and these
documents are forwarded here for presentation to the
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consigneo. The latter, having accepted the draft,
sells the produce and hands the net proceeds to the
bank here, receiving a draft on their foreign branch,
which he forwards to the consignor. Thus, in the im-
port trade, cash is paid out by the branch bank or
agency abroad and received by tho bank in this country,
the operation in its nature heing the reverse of the
practice in the export trade, where cash is paid out
here and received in the branch abroad.

Sale of Imports—When the consignee has cleared
his consignment, he may either take delivery at once
or allow tho goods to lie in the dock warehouse or
a warchouse company’s warehouse. Dried fruit is
often cleared from the ship’s side by paying the duty
and having it delivered into vansimmediately. Though
some rectailers import directly, there is nevertheless an
enormous amount of warehousing. If the goods aro
warchoused, they are generally weighed and sampled
at the warehouse before sale, this part of the business
being carried out by brokers, who work on a commission
basis. Before the sale by public auction, intending
purchasers may visit the warehouse to inspect the
goods, either in bulk or in samples. They are gener-
ally sold in certain recognized places—e.g., in London,
at the Wool Exchange, in Coleman Street; the Com-
mercial Sale-Rooms, Mincing Lane; and accord-
ing to the customs of each particular trade. The
general regulations of such sales, the terms, require-
ments regarding deposits, date of prompt (delivery), lot
money to be paid to broker, are under the control of an
agsociation of brokers in the trade, ard a breach of these
regulations may mean the cancollation of the contract.

Catalogues of the lots to be offered are preparcd by
tho brokers, and buying takes placoe by compotitive
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bidding. When a sale has been effected, and the buyer
has made payment, he rcceives the dock warrant or
a delivery order from the broker to enable him to take
possession of the goods. The broker then makes out
an “account sales ” showing particulars of the goods
sold, tho prices realized, and the net proceeds after
deducting the various expenses of the sale and his
own commission.

Market Organization—It is in connection with tho
sale of imported produce that the organization of the
market has been brought to the present stage of
development. Imported produce is either sold through
the medium of the exchange or, as has been previously
noted, at sales by public auction. Commodities such
as grain and cotton are sold by the former method,
wool and colonial produce by the latter. The reason
for this differentiation lies in the possibility or other-
wiso of grading the commodity dealt in by the members
of the exchange, so that sales may boe eflected without
tho examination of the whole of any specified lot.
This is possible in the case of grain and cotton, though
the grades for grain are not so uniform as the grades
for cotton, owing to the markets for cotton being com-
paratively few in number. The object of the grading
authority is to discover the particular characteristics
which give different parcels of the same commodity
varying values, and goods are graded on the basis of
soundness, colour, freedom from impurity, and suit-
ability for the purpose for which they are destined
to be used. There are peculiar difficulties in the way
of grading many commodities with the same facility
as grain or cotton. In the case of goods such as
wool, dried fruits, tobacco, etec., special parcels may
have an individual value, which would be lost by
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mixing with other lots in the warehouse. Such goods
are usually sold by public auction.

Exchange dealings are carried out by alert and expert
traders, whose profits are the result of a small per-
contage on a large and rapid volume of trade. 'The
distinctive advantages of such dealings are: (1) They
conduce to the establishment of stable prices. (2)
They distribute the trading risks among a specially
expert commercial class. (3) They relieve the producer
and the consumer from the trouble and risk of carrying
a large stock. (4) They furnish a ready means of
payment to the producer and a regular supply to the
consumer. The traders concerned may be merchants,
commission agents, or brokers, though this distinction
is not always strictly maintained, as many merchants
frequently sell on commission.

When the marketing functions are conducted by a
special class of buyers and sellers, whose business is
to deal with one another, then the market is said to
be developed. Owing to the risks of marketing on a
large scale, theso dealers are grouped in specially
exclusive organizations for their mutual aid and pro-
tection. Such bodies draw up rules and regulations
governing the purchase and sale of particular com-
modities, manage the market generally, and possess
the necessary authority for disciplining their own
members. As a necessary conscquence of these
functions the management of the doaling centre—i.e.,
the exchange—is vested in theso organizations.

The membership of every exchange includes both
merchants, commission agents, and brokers. When
the merchant acts as dealer, he undertakes all the
risks incidental to the purchase and sale of goods. He
thus has a direct interest in the whole series of trans-
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actions when dealing on his own account. Since
he selects and purchases his goods on his own respon-
sibility, a thorough knowledge of the over-changing
conditions of the market is necessary; and as he gener-
ally undertakes also the collection of his accounts
abroad, he must be acquainted with the terms of ex-
change and tho conditions of credit in the country with
which he deals. When acting as agent, buying or sell-
ing on commission for a client abroad, his responsi-
bility is considerably less. The indent will contain
full instructions concerning the purchase and ship-
ment of the goods, and his function is to carry out theso
instructions—to buy, pack, and ship on behalf of his
client, in the case of exports, and to sell and forward
the proceeds of tho sale to his client, in the case of
imports. The function of the broker is simply to buy
or sell on behalf of his client, who may be either a mer-
chant, commission agent, or the actual importer of
the goods. His responsibility is at an end when he has
bought or sold on the best terms possible.

The time is yet far distant when the business world
will be able to dispense with agents of some type. The
tendency is rather towards the increase in the volume
of commercial transactions, and therefore towards the
increase in the demand for the services of these inter-
mediaries. In the produce market they are indis-
pensable; they study the crop reports, watch cargoos,
take samples, collect statistics, and furnish market
reports. The duties, too, of the agent are of an exact-
ing nature, demanding a quick judgment, strong will,
and a talent for negotiation. He must be familiar
with the routine of the office and the sale-rooms, and
be able to win the confidence of his clients. All theso
special qualifications are at the service of his employers,
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and the transactions cffected through the medium of
the agent are probably more economical than would
be the case if each of his clients wore to buy and sell
independently. On the other hand, the employment
of agents tends to keep the buyer out of touch with the
soller, and it is sometimes asserted that the agents
work the market with a view to their own advantage
rather than that of their clients, and in this way en-
courage speculative dealings.

Typical Markets—Cereals.—Cereals, of which wheat
is the most important, are dealt in at most of our ports.
In London, which is the chief market, they are bought
and sold on the Baltic, which is the exchange for grain,
oil, timber, and shipping, and on the Corn Exchange,
Mark Lane. Cargoes may be sold several times before
they arrive here, the quotations including cost, in-
surance, and freight, the latter often being quoted the
same for any British port. The broker occupies a
much less prominent position in this market than in
others, such as the wool market, the transactions
taking place between the merchants or their private
agents. Consignments of North American wheat aro
sold by standards, which are indicated by the certifi-
cates given by the Canadian or United States Govern-
ment officials at the port of shipment. Nevertheloss,
the buyer is not precluded from taking samples of a
consignment, & privilege of which he generally avails
himself. Australian and Indian wheat are also sold
by standards, though in the latter case the standards
are fixed here. Russian wheat i8 sold according to
actual sample, and Argentine wheat through the
branches or agents of the foreign merchants according
to the average quality of the shipment. There is also
a considerable amount of home-grown grain, which is
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marketed periodically at the various local markets,
being purchased by the large wholesale dealers or their
agents. The finer quelities of English barley, used in
brewing and distilling, are usually bought direct from
the farmer by the agents of the brewers and distillers.
At each importing centre the regulation of the trade is
in the hands of the local Corn Trado Association.

Iron and Steel.—In the iron trade the sale of the
manufactured article is largely in the hands of mer-
chants and agents, and it is the prevailing custom to
regard the distributing functions as totally distinct
from the manufacturing. The imported iron oro is
usually bought direct from the mines on c.i.f. terms,
and delivered to the smelters. Pig iron for foundry
purposes is graded under numbers 1, 2, 3, 4, but the
bulk of the production is in No. 3 quality, and the
greater part of tho trade is in Cleveland iron. The
business is in the hands of Glasgow and Middles-
brough merchants, and the sales may be either of
special brands or of G.M.B. (good merchantable
brand), where no particular brand is specified. The
terms of business are stringent, being practically cash
on delivery, so that the merchants must have consider-
able funds at their disposal.

The stcel trade is a dircet trade, and the merchant
is dispensed with. Steel rails are sold direct to the
railway companies, plates to the shipbuilder, and
girders to tho builder and contractor. The trade in
other metals, such as copper, lead, tin, is centred in
London. The London Metal Exchange fixes the
world-prices of these metals. As the home production
is insignificant, the transactions deal with imported
motals mainly. These on arrival are warehoused, and
subsequontly sold by brokers on the Metal Exchangs.
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The sclling brokers sell the lots by ‘‘calls ”—that
is, when a certain metal is called, the transactions
are confined solely to that metal until they are ex-
haustecd, when another is called. The sales are by
auction, and the dealings arc generally carried out by
brokers.

Cotton.—Most of the cotton imported into this
country arrives either at Liverpool or Manchester,
whero it is sold on the Liverpool Cotton Exchange or
the Manchester Royal Exchange. Noarly all the
cotton coming to Manchester arrives in response to
direct orders, and Liverpool still remains the only
“futurcs ’ market. When the Liverpool merchant
receives the cotton which has previously been bought
by his agent in the United States, he hands it over to
a selling broker for sale. Ho takes samples and sub-
mits them to a buying broker, who acts as the repre-
sentative of tho spinner. To obviate the expense of
double brokerage entailed by this system, the spinner
now frequently buys direct on c.i.f. terms, and some
selling brokers also import on their own account.

Wool.—Almost all the colonial wool imported into
England is sold by auction at the Wool Exchange,
Coleman Street, London, though the present tendency
is towards the elimination of London by holding sales
in Australia, and it is estimated that 75 per cent. of
the total produce is now sold in that country. In
London the wool sales take place six times yearly.
Tho selling brokers warehouse the wool on arrival, take
samples of the consignments, and circulate catalogues
in which the wool is divided into lots, while most of the
bidding at the sales is done by the buying brokers, who
have previously received the catalogues and inspected
the wool either in sample or in bulk. Since fully two-
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thirds of the wool comes hore ‘“ in the grease,” contain-
ing from 20 to 76 per cent. of impurity, the buying
broker arranges to buy on the ¢ yield ”—that is, the
amount of wool when cleansed from all foreign mattor.
His principal usually fixes a ‘‘ limit,” or a price for the
wool delivered clean at his works. There is also a
certain amount of British wool sold at local auctions
at Bradford, Leicester, etc., and some is bought direct
from the farmer by private treaty. Since wool is a
product which varies in value from flecce to fleoce,
and even in different parts of the same fleece, the possi-
bilities of grading it in the same way as cotton, grain,
and iron are very limited.

Dealings in ‘‘ Futures.”—In the transactions con-
sideredin the foregoing paragraphs only one type of con-
tract has been takon into account—viz., the contract
for immediate delivery. This is the simplest form of
dealing, and it is employed where specific lots are pur-
chased, or where the inspection of samples is necessary.
Where uniformity of grading is possible, contracts
may be made for the delivery of the goods at a spocified
future date. Such contracts are technically callod
* futures,” and may be defined as * contracts for the
future delivery of some commodity, without reference
to specific lots, made under the rules of some com-
mercial body, in a set form in which the conditions
regarding the unit, quality, and time of delivery are
stereotyped, and only the determination of the total
amount and the price are left open to the contracting
parties.”

In this country ‘ future” contracts form a large
proportion of the dealings in the Liverpool cotton
market. Apart from their purely speculative possi-
bilities, they provide insurance against the risks of price

a)
-
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fluctuations. For example, if the merchant has im-
ported cotton, he sells futures to insure himself against
any loss he may suffer through a fall in price before
the arrival of his cargo, since what he loses on the
cotton imported he will gain on the futures. Similarly,
a manufacture r who has purchased yarn for future
delivery at a time when raw cotton is dear, instructs
his broker to sell futures to cover himself, in the antici-
pation of a fall in price. Thus, in cases such as these,
futures will minimize the speculative element involved
in the purchases. Contracts in futures in cotton are
expressed in multiples of 160 bales, and refer to a
standard grade—middling, in the case of American,
fully good fair, in Egyptian. The prices are quoted in
hundredths of a penny, and apply for two months—
e.g., in March, 1915, the quotations were: June—July,
511d.; July—August, 5:17d.; October—November,
5:.32d., for futures in American cotton.

Futures in grain are dealt with much more exten-
sively in the United States than here. This is due to
the development of the use of elevator receipts as
warrants, thus enabling the ownership of the grain to
be readily transferred, without a transfer of the grain
itsclf. In grain, however, there is still a lack of uni-
formity in the grading, and therefore either the con-
tract grade or the grade above constitutes a satisfactory
delivery. The contracts are made in fixed units of
amount—e.g., 5,000 bushels—and the date of delivery
is generally within one month. Such contracts natur-
ally make speculative dealings possible, by enabling
dealers to sell “short ®—i.e., to sell goods which are
not in their possession at the time of sale, in the ex-
pectation of making delivery by buying at a lower
price. Similar dealings take place in the pig-iron
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trade in this country, under the regulation of the
Scotch Pig-Iron Association. They have been mado
possible by the establishment of the warrant store of
Messrs. Connal and Co. at Middlesbrough, and their
warrants are dealt in in the same manner as has been
outlined above in the case of grain dealings. These
warrants are made out for units of 500 tons of Cleve-
land No. 3, and they are bought and sold daily in the
market in Glasgow, and also on the London Metal
Exchange.

QUESTIONS.

1. What are the funotions of a broker¥ Explain the differ-
ence between the business of a cotton broker and that of
a wool broker.

2. To what extent is it true that our foreign trade depends
on our coal-supply 1 What factors will affect its develop
ment in the future ?

3. Explain the following: ‘‘ Consular invoice,” ‘‘forwarding
ageut,” ‘‘letter of hypothccation,” °‘ warrants,”
“G.M.B.

4. Give examples of two transactions in cotton ‘‘futures,”
one of which is speculatlive, the other legitimate. Is
there any di(ference botween the two 1

5. In what way are imports of tea and timber dealt with on
arrival in this country ?

8 Show how the importer in India pays for a cargo of cotton
piece-goods shipped to Bombay.



THE STOCK EXCHANGE

Market Conditions.—The Stock Exchange is the best
example of a modern highly organized market, and tho
nature of the commodities dealt with therein has been
responsible for its attaining the present pitoh of per-
fection. Stocks and shares, particularly Government
stock and the shares of the very large public companies,
are dealt in in every quarter of the globe, and the
London Stock Exchange is only one section of what
is practically a world-wide market. The extent of
the market for any article is mainly governed by the
degreo in which that article possesses certain qualities,
and those articles for which there is a wide market
must, in the first instance, be things in universal
demand. For certain securities, such as the shares
in small manufacturing or mining companies, the
market will be purely a local one; for others, such as
the shares of a prominent British railway company,
the whole of the United Kingdom will constitute the
market; while for Govornment securitios, Suez Canal
shares, and similar “international ” securities, the ex-
tent of the market comprises the whole world.

Another necessary qualification for & wide market
is that the article should be capable of being easily and
accurately described, so that the different types may
be readily graded. To a certain extent this may be
done with grain, iron, and cotton, but stocks and shares

332
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are by nature perfectly graded. Each share in a com-
pany is exactly the same as any other share of the same
issue, and it can make no difference to a purchaser
which he reccives. A third quality which should be pos-
sessed by any commodity for which there is to be a wide
market is that of portability; it should be able to bear
a long carrisge, and its valuc should be considerable
in proportion to the bulk. It ic obvious that securities,
more than any other article that is bought and sold, fulfi,
this third condition. Hence the markets for any goods
which satisfy {hese conditions, to a greater or less ox-
tent, are organized on the modol of the Stock Exchange.

The more porfectly ovganized the market is, the
stronger is the tendency for the same price to be paid
for the same thing at the same time in that market.
This is clearly scen in the case of the better-known
stocks and shares. All the Stock Exchanges are con-
nected by telegraph, and the rise or fall in price of any
security at onc centre is immediately made known in
the others. 1f the news of a rise in one place does not
at once affect the prico in the others, telegraphic
orders to soll are transmitted immediately to that place,
with the result that the price speedily tends towards
the same level as in the other markets. A dealer on the
Stock Exchange in ordinary times will sell well-known
shares even though he has not got any himself. He
knows that such sharcs are always coming into tho
market, and he has no doubt that he will be able to
purchase sufficient to execute his contract when it is
necessary. Not only is there a continual movement of
commodities in a wide market, there is also a continuous
movement of prices, though this as a rule is small, and
the wider the market, the smaller are the fluctuations
of price. Gonerally speaking, all the securitics which
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give approximately equal yields, and whose risks are
about the same, command the samo price.

London Stock Eazchange—The London Stock Ex-
change is not an institution of great antiquity, but
owes its existence to the development of industry on
a large scale, and more particularly to the enormous
growth of joint-stock enterprises. Before 1802, when
the Stock Exchange was opened, transactions in shares
were carried on in the various coffee-houses. The in-
convenience of this led to the formation of a company
having for its object the provision of accommodation
for the business of dealing in stocks and shares. The
whole concorn was inauguvated, and is carried on, as a
private enterprise, and the conditions of admission to
membership are stringent. The management is in
the hands of a committee, thirty in number, who hold
office for one year, and are elected by the general
body of members. They have large disciplinary
powers, and may either suspend or expel a member.
No one is allowed to do business on the Stock Exchange
unless he is a member, or the authorized clerk of a
member, and the general public arenot admitted even as
spectators. As in the medical and legal professions, no
member is allowed to advertise, and the issue of
circulars to anyone other than clients is also prohibited.

The members of the Stock Exchange, familiarly
known as the * House,”’ are divided into two classes—
jobbers or dealers, and brokers, the former being in
tho majority. The jobber is the great peculiarity of
the London Stock Exchange; there is no one on any
other Exchange who performs functions correspond-
ing exactly to his. He forms the pivot of the market,
because he is the central price-maker. The forces of
demand snd supply work through him, and he quotes
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tho resultant prices. In his own sphere (and each jobber
only deals in a distinct range of shares—c.g., Home
Rails) he is a specialist, and it is his business to quote
prices and to buy or sell securities even though he does
not see any immediate opportunity of selling elsewhere
what he has bought, or of buying elsewhere so that he
he may deliver what he has sold. The broker acts
as agent of the general public, and as the intermediary
between the investor or speculator and the jobber,
the latter never comiug directly into contact with the
public. All orders to buy or to sell securities go to
the brokor, and are transmitted by him to the jobbor.
Another class of dealers are the ‘* outside brokers,”
who, as the name implies, are not under the control of
the Stock Exchange. They do business either through
a member of the House or carry out transactions
without making use of the Stock Exchango at all.
Method of Dealtng.—If a person wishes to purchase
stock or shares, he first instructs his broker as to the
amount and perhaps the price, and the latter will then
go into the House and seek out a jobber in that par-
ticular section of the market concerned with the re-
quired securities. Without mentioning whether he
wishes to buy or to sell, the broker asks the jobber at
what price he will do business in the sccurity named.
The jobber thereupon quotes two prices, e.g., 140—1403%,
the higher price being the one at which he is willing
to sell, and the lower, the one at which he is prepared
to buy. If the broker is satisfied, he mentions the
amount he wishes to buy or sell, and the bargain is
entered and the transaction complete. A contract
note is then forwarded by the broker to hig client,
showing the price at which the business has been done.
the broker’s commission, and any other expenses,
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The stockbroker makes his profits by charging a
commission to his clients, and not by the fluctuation
in the stocks and shares. The jobber makes his
profits by quoting a double price in all his dealings,
and the difference botween the two prices is known
as ‘“the jobber’s turn.” The amount of the turn
varios according to the volume of the transactions;
in the caso of very small quantities it would not pay
him to quote the ordinary turn, and therefore he quotes
a higher turn. Ho may also do this when the quantity
is a large one, if there happens to be a considerable
clement of risk, or when the amount of stock likely
to come on the market is not large. When the jobber
has quoted a price, however, he is bound to do business
at that prico up to a roasonable amount, which varies
according to the nature of the stock or shares.

Sccurities may be bought and sold on the Stock
Exchange either for cash or for *“ the account.” In the
former case they are paid for and dolivered at once; in
the latter case the transactions are completed at the
noxt Stock Exchange settlement. For the goneral
mass of sccurities there are two settloments in the
month, and the period between one settling day and
the next is known as ‘‘ tho account.” ¥or Consols,
the settling days are once a month, and these are fixed
by the Committee of the Stock Exchange.* For ordin-
ary securities three days are devoted to the fortnightly
settloment, but for mining shares one day in addition
is allotted, being tho day before tho three days of the
ordinary sctilement. Tho first of the three settling
days is known as the ‘‘ carrying over ” or * contango
day; tho second, the  tickot ” day; the third, the
“pay ” day.

* This rule may be applied to vue new \var Loan.
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On contango day, it has {o be decided whether
the bargain has to be completed, or whether arrange-
ments are to be made to continue it to another settle-
ment. "The latter course may bhe desirable when a
buyer of securitics believes that they will rise in price
in the course of a few days, and therefore he does not
wish to take delivery of thom, in the expectation that
he can shortly sell and profit to the exient of such rise
in prico. For the privilege of carrying over the Stock
to the next account, a charge is made which is called a
“ contango.” A contango is, in fact, two separate
transactions: in the first, the buyer sells back his
stock at the price fixod at twelve noon on contango
day, such price being known as the ‘‘ making-up ”
price; in the second, ho buys back the stock at that
price for tho ensuing account. If he has bought
£1,000 stock at 99 and the making-up price is 98, he
pays the diffcrence of £1¢ on the £1,000 stock, and
postpones the payment of the romaining £980 to the
next account. Ho has also to pay interest for this
fortnight at a rate known as ‘ contango rate.” Simi-
larly, the delivery of securities which have been sold
though they may not bo in the seller’s possession, can
be postponed, the consideration paid in this case being
termed a “ backwardation.”

On the second or ¢ ticket > day, the broker who has
made the purchase of stock issues a ticket stating the
amount of stock purchased, the prico, and the full
name and other particulars of the buyer. The name
of the broker is also at the bottom of the ticket, imply-
ing that ho is responsible for the paymcent of the amount
stated, whenover the transfer is delivered to him.
This operation is carried out on the last day of the
settloment, the * pay ’’ day, when the buyer receives
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his securities and pays the money involved. In many
Stock Exchange transactions there is no intention that
there should be any transfer of securities; they are
purely speculative. Consequently, in such transac-
tions, dependent, as they are, on the rise and fall ox
prices, only the differences are paid and received
These differences are paid by means of crossed cheques
on a clearing banker, and hence we notice an inflation
in the amounts dealt with by the clearing-house on
Stock Exchange settling days.

As the right of entry to the Stock Exchange is for-
bidden to the general public, an official list of the more
important securities dealt in, and their prices, is pub-
lished daily. When a bargain is concluded between a
broker and a jobber, either may have it ‘ marked,”
and the price is posted publicly. These prices are
furnished to the principal morning and evening news-
papers by the Exchange Telograph Company, and arc
termed ‘‘ tape prices.” This name is derived from the
strips of paper used in the self-recording instruments
of the Telegraph Company, on which are printed the
prices and the times at which they have been recorded.
The official list consists of two sections-—one recording
“ business dome,” the other, ‘ closing prices.” The
former consists of the actual bargains  marked >
during the day; the latter, the price of the last bargain
made. If no dealings have taken place in any par-
ticular security, the closing price is of little value, as
it is simply a calculation of what the price is likely to
be. It should also be noted that the right of inclu-
sion in the official list is only granted to companies
which comply with certain regulations.

Types of Securities—The kinds of securities whick
aro dealt in on tho Stock Exchange may be divided
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into three classes—stocks, shares, and bonds. Stock
consists of the amounts of money representing the
capital of a trading company, or the loans issued by
a Government or municipal corporation. These are
dealt in on the Stock Exchange in amounts of any
magnitude, according to the convenience of the pur-
chaser. Consols are bought and sold in any sum, pro-
vided that fractions of a penny do not occur, while other
stocks are dealt in in multiples of a pound or of five
pounds, etc. ‘ Guaranteed ’ stocks are those upon
which the intorest is guaranteed, usually by the issuer,
though on the stocks of railways in India and in
France the interost is guarantced by the respective
Governments.

“ Inscribed >’ stock is that for which no certificato
is issued, but the holdor’s name and the amount of
stock he holds is entered or inscribed in a register.
Thus, British Governmoent stock is inseribed in the
books of the Bank of England.¥ Such stock can only
be transferred by personal attendance at the Bank of
England of the proprietor or of his representative by
“ power of attorney.” In other cases a stock certifi-
cate is issued, and this must be produced whenever the
stock is transferred. The stocks dcalt in on the Stock
Exchange consist of those of the Home, Foreign, and
Colonial Governments, of municipalities, and of the
world’s leading railways, and English stocks are always
quoted per £100 of stock.

When the capital of a company is divided into a
number of fixed portions, usually equal in value, each
portion is called & share. Sharcs caunot be further
gubdivided, differing in this respect from stock. As we

* The new War Loan, however, is also is.ued in the forws of
Bouds to Buarer.
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have seen before, shares are of different types, even in
the same undertaking, and all types are bought and
sold on the Stock Exchange, from the semi speculative
ordinary and preference shares of the more prosperous
industrial and commercial undertakings to the purely
speculative oil, rubber, and mining shares.

Bonds are promises to p.y a certain sum of money
with interest, and they are often given by Governments
and corporations as socurity for loans. They are
generally redeemable, either at some fixed time or else
when they are drawn publicly by lot, though in some
cases thoy are irrcdoecmable. Ono advantaye of bonds
is that they are usually pwyable to the bearcr, and there-
fore can be passed from hand to hand in the same way
as a bank-note. Most of the international securitics
are issued in the form of bonds payable to bearer, and
thus they can be readily transferred from one country
to another. Coupons are generally attached which
have to be surrendered in exchange for the interost
payments as they fall due. If the coupons are ex-
hausted before the time for redeceming the bond arrives,
application must be made for a fresh supply.

The main difference between this type of security and
stocks or shares is that the holders of the latter usually
have no right to the return of thoir capital except in
the event of liquidation, whereas the bondholder re-
ceives his capital when the time for which the bonds
were issued expires, or when the number of his bond is
drawn in one of the periodical drawings. The numbers
of the bonds which have been drawn are advertised in
the leading newspapers, and it is nocessary that these
lists should be carefully examined, since, in some cases,
when the next coupon from a drawn bond is presented,
the amount is paid and tLen deducted from the total



INVESTMENTS 341

amount of the bond. In this way the bondholder is
receiving his capital back by instalments, while he
imagines the payments are the interest on the bond.
If a banker has custody of the bonds, he will usually
inform his customer if one of them happens to be
drawn, although he is under no obligation to do so.

Investment and Speculative Dealings—All Stock Ex-
change transactions fall into one or the other of two
main classes—transactions which have for their object
the investment of capital, and those which are of &
speculative nature. The former type provides the
backbone of the Stock Exchange business, since it is
conducted on a sound financial basis. The investor
buys securities and pays for them at the following
settlement, or sells securities which he actually holds
because he requires the cash that will be realized. The
choice of investments is largely a matter of the tem-
perament of the investor, some being prepared to take
a higher degree of risk than others, and expecting,
naturally, a higher return for the increased risk. “ The
greater the yield, the greater the risk,” is invariably
true, though there are very few investments which do
not involve some element of speculation. The enor-
mous number of securities supplies a selection suffi-
ciently varied in quality to suit the tastes of every con-
ceivable type of investor, from the most conservative
to the boldest and most enterprising.

The speculative business of the Stock Exchange is
carried on by the regular operators, who buy stocks
they don’t want and sell stocks they never intend to
deliver. These are the notorious * bulls ’’ and * bears.”’
A “bull ” is a speculator who buys securities which he
does not intend to take up and pay for, in the expecta-
tion of selling them at a higher price and making a
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profit by the difference of the prices. A “bear ” is
the opposite to a * bull ”’; he operates for the fall. He
is a speculator who solls securities which he does not
possess, with the expectation of buying them back at
a lower price, the difference in the prices representing
his profits. If bull operations have been in the
majority during the course of an account, it is said to
be a bull account, while a predominance of bear opera-
tions causes a bear acccount.

Another form of speculative operation is known as
“ option ”” dealing. An option is the right to buy or
to sell certain socuritics at an agreed price during a
given period. For this privilege & fee is paid, and the
right may be exercised at any time during the stated
period, which may range from a fortnig!:t to three
months. Options ave of three types—when they confer
the right to buy they are ‘ call ” options; when they
give the right to sell thoy ave known as ““ put ” options;
and a combination of the two, whereby the purchaser
of the option may either buy or sell, is called a ““ put
and call ’ or a *“ double ”” option. In the last case the
price paid for the option ig considerably higher than
in the others.

The professional operators enjoy their most profit-
able times when there is an active participation in
Stock Exchange business on the part of the outside
public. Many of the sensational rumours concerning
Stock Exchange affairs are circulated with the object
of inducing the gemeral public to enter the market.
When large numkbers of people can be induced to
launch into speculative transactions and try their
fortunes in the stock market, all the essential condi-
tions for a market “boom > are present. On such
occasions the great gains obtained by a few individuals,
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and the rumours of still greater gains, arouse in the
public the desire for participation in them-—a
desire which is seldom fulfilled. When the general
public cannot be induced to speculate to any great
extent, the business on the Stock Exchange contracts
so considerably that the conditions become quite
unremunerative for those who are regularly engaged
thereon.

Speculation.—It is impossible to say how much of
the business of the Stock Exchange is of a speculative
nature, but competent authoritios estimate it as at
least 80 per cent. It has been ofton urged that such
transactions should be subject to regulation or taxa-
tion, on the ground that they are mevely gambling,
and have little reference to actual trade. This is not
invariably true.

When a person makes a bet that & certain card lies
at the top of a paclk, or that a moving ball will come
to rest opposite a certain number, it is quite a matter
of chance as to whether he wins the bet or nod. This
would be unquestionably a gambling transaction. But
when a bet is made on the result of a race, and the
person making the bet has a good knowledge of the
capabilities of the competitors, enabling him to form
an opinion as to the probable result, such a bet is
not & purely gambling transaction. The element of
chance, supreme in the first case, is of less influence
in the second, though in both cases the one party to
the bet gains just what the other loses. In specula-
tion, the actions of the speculator, when he buys or
sells securities or produce, are guided largely by his
knowledge and experience, and thus the element of
chance is reduced to a minimum. Further, he buys
or sells goods which in any case are valuable, and he



344 THE STOCK EXCHANGHE

is ready to assume the economic tisks of changes in
their value.

Stocks and shares are suitable media for speculation,
since they are perfectly graded, all shares of tho same
type are alike, and they aro subject to fluctuations in
price. Their prices vary according to the fluctuations
of demand and supply, and naturally tho shares of a
concern paying a high rate of dividend will command
a correspondingly high price in tho market.

Speculation in produce is a necessary consequence
of the increased volume of trade. When exchange
became world-wido, merchants wore unwilling to
assume the risks of the continual changes in the value
of goods, and this risk-bearing function was assumed
by the speculator. He is ready to tako or deliver goods
at different times, and on his ability to forecast future
conditions depends his success.

If he expects & partial failure of tho wheat crop, he
will commence buying wheat in view of the probable
shortage of supply. Other speculators will also enter
the market as buyers, and undor the influonce of this
increased demand the prico of wheat will gradually
rise. With incrcased prices consumption will be
curtoiled, and thus the shortage of the supply will be
anticipated. In this way speculation tends to sproad
the effects of a rise in prices over a long period,
prevents prices from rising rapidly to a great height
through panic, and enables the consumer to adjust his
demand to the available supply. The accuracy of the
forecasts of the speculator may be shown by the
correspondence between future speculative prices and
future cash prices—e.g., the future quotation for May
wheat in March is little difforent irom the actual cash

price in May.
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The speculator must have a perfect knowledge of
all the influences affecting prices in his own market,
and the publicity of market transactions gives tho
public early information as to changes in valucs. The
extensive knowledge and experience necded for suc.
cessful speculation also ensures expert managemont of
such dealings. Any unusual development is speedily
made known, and immediately affects business. In
this way slight changes in the relations between demand
and supply exert a greater influence on prices than
formerly, whereas great changes are often allowed for
beforehand, and influence prices to a less oxtent. On
the Stock Exchange prices are made by the professional
speculator, who serves as a guide to the investor, and,
by conducting an active business in certain ranges of
securities, causes such securities to be easily realizable
in an emergency.

The evils of speculation are mainly responsible for
the hostility towards this form of dealing. As is well
known, speculation requires a continual movement
in prices, hence attempts are made to manipulate
the market. To do this honestly is difficult, and re-
quires immense capital, courage, and skill, and there-
fore recourse is had to dishonest methods, such as the
spread of false information, salos at prearranged
prices, bribery of the financial press. Such methods
aro rendered more successful through the participation
of the outside public, who have no real knowledge of
speculative operations, and have no adequate means
of forming an opinion on prices. When such peoplo
speculate, thoir operations are purely gambling trans-
actions.

War and the Stock Exchange—For the first time in
its history the Stock Exchange found itself unable to

0y
o



346 THE STOCK EXCHANGE

continue business, and closed its doors on July 31, 1914,
The provincial stock exchanges followed suit imme-
diately, as did the New York Stock Exchange. This
was due to the large amount of securities which would
be offered for sale on the outbreak of war, and the
opportunity for unscrupulous spoculators who could
sell in the hope of buying at a lower price before de-
livery—a.e., they would carry through a * bear”
operation. The flooding of the market would inevitably
cause a ‘‘slump ” in prices—a proceeding which would
mean ruin to the people who had speculated for a rise,
on account of the probable enormous differences in
prices. To prevent this the Exchange was closed.
Besides stopping all business in securities, a serious
position was created for the banks, who use a part of
their deposits as loans against stock in ordinary times.
At the time the Stock Exchange owed about 81 million
pounds, mainly to the banks, who held as security
stocks it would be impossible to sell at once for
more than a fraction of such an amount. To meet this
difficulty the Government arranged that the Bank of
England should advance up to 60 per cent. of the value,
on July 29, of the securities held.

From July 31, 1914, to January 4, 1915, the London
Stock Exchange was closed, and on the latter date it
was reopened on the order of the Treasury. This is
gignificant, as hitherto the Stock Exchange had never
been subject to Governmental interference in any
form. Further, Stock Exchange business was to be
conducted according to regulations laid down by the
Government. Every bargain must be ‘‘ marked ” in
the daily official list, in the higher class of securities
dealings below a certain minimum price are forbidden,
and the distinguishing numbers of any shares sold must
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be specified, in order to prevent as far as possible
“bear ”’ sales. These and other regulations seem to
point to the probability that, even after the war, the
Stock Exchange will not entirely revert to its former
position as a purely private institution.

QUESTIONS.

1. In what respects does the Stock FExchange differ from a
produce exchange in organization and methods of
dealing ¢

2. What is meant by “ contango,” “inscribed stock,” * ao-
count,” ‘‘ double option,” *jobber %

3. A porson holds American railway stock which he intends to
gell three months hence. What can he do to protect
himself against its dopreciation in the meantime ¢

4. When is a speculative transaction legitimate, and when is
it a gamble 1
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ABSTINENOR theory of capital, 79

Acceptance of an offer, 141; of
bills, 225

Account sales, 223

Accounts, doposit and current, 132

Active pariner, 102

Advertisements, usocs 175;
types, 176

Advertising, 175-179, 265; results
of, 178

Advice note, shipping, 311

Agents, commission, 306, 325;
forwarding, 307; foreign, 30S;
shipping, 311

Agents of production, 12

Agency, oxclusiyve and limited, 268

Agrcement to sell, 145

Arbitrage, 239-240

Asscts of banker, 222-223

Averago adjuster, 00

Averago, general and particular,
299; statement, 300

Backwardation, 337
Bazlgnco-sheet. of joint.stock bank,
1

Baltic, 326

Bank Chartor Act, 198; objects of.
208

Bank of England, 198.199; history
of, 207-209; its note issuc, 208;
businoss of, 209; the bauk
return, 210.211; banking de-
partment, 211.213; Lank rate,
218; relation to the moncy
market, 213-216, 220

Banker and customcr, 136; busi-
ness of, 204

Banking, 42; conditions of develop-
ment, 43; banking account, 131

Banks of iesvo, 195-201; number in
United Kingdom, 199

Banks, rise of joint-stock, £202;
tablo of capilal and reserves,
203; gold reserves, 204; bank
pass-book, 132

Barter, 18]

Rill-brokers, 214, 216

3illof Exehangn, 224 228 unes, 224,
inland bitly, 2205296 aceeptance,
O25; foreipn hilly, 226-228; price
of, 23.2; documentary bill, 316

Bill of lading, 294; of sight, 319

of,

Bimetallism, 189

Board of 'I'rade, 276

Bonds, 340

Poom, 342

Branded goods. 263-269

Brokers, 324, 326; stock and sharo,
335; outside, 335

“ Pulls” and * Lears,” 341-342

Buriness, choico of subordinatos
in, 98

Canal, transport by, 40-41
Canals, 284:87; Royal Commis-

sion on, 285; tablo of rates, 288
C'ancollation of indebtedness, 205
Capital, as agent of production,

18; moliiity of, 54; and monoy,

77; of a business, 77, 84; defini-

tion of, 80; functions of, 0-81;

from accountant’s point of view,

85; of a company, 86
Carrier, delivery by, 126
Cash on delivery, 127
Census of production, 5
Consus floport, 1911, 21
Centrai Thread Agency, 267
Cercals, markets for, 326
Certilicato of origin, 313
Charter-pavty, 293; standardiza-

tion of, 297
Cheque-book, 133
Cheque, payment by, 133: dofini-

tion of, 134; to order, 154; to

Learer, 134; crossings, 134
Circulating enpital, 82
Clearing house, 203-206
Cloveland iron, 327
Coal, market organiration, 251 .2
Coinaze, Act of 1816, 191; of silver

and bronze, 191
Co;sl;inatione, 107; shipping, 296-
Commercial occupations, 30, 243
C'ommercial sale rooms, 252, 322
Companics, joint-stock, 94; direc-

tors, 95; shareholders, 95
Composito legal tender, 188
Consideration, legal, 143
Cuonsigmoent, 318
Cotaioln, 336, 339
Consuler invoiee, 315
Consumption capital, 84
+ Conbungo, 337
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Contract, definition, 140; simple,
142; by deed, 142; in writing,
143; for sale of goods, 145; con-
dition in, 148; breach of, 149-150

Contract system of selling, 270

Co-operative associations, 96, 107

Co-operative stores, retail, 174

Cost accounts, 263-264; prime cost,
on cost, 264

Cost, insurance, freight, c.i.f., 314

Cost of haulage, 41

Cost of production of coal, table
of, 28

Cotton market, 328; cotton in-
dustry and inventions, 71

Credit, facilities in retail trade,
119; transactions, 194; instru-
ments of, 195; credit slip, 133

Customs regulations, 318

Dating forward, 129

Debentures, 88

Delivery of retail purchases, 126

Demand, for goods, 8; curve of, 9

Department storcs, growth, 165;
organization, 165; buyers, 166;
management, 168; amalgama-
tions, 169

Deposit rate of interest, 219

Diminishing returns, 25

Direct servicos, 31

Discount, cash and trade, 128

Distribution, business of, 47

Division of labour, 7, 26; advan-
tagos of, 27

Dock officer’s receipt, 312

Dock warrant, 320

Early English commerce, 63

Elevator receipts, 330

Employer, functions of, 12; pri-
vate, 93

Entrepreneur, work of, 90.91;
qualifications of, 91

Entry, Customs, 319; warchousing,

Estimates, 263

Exchange, advantages of,
dealings, 324

Exchange, rates of, 233; courso of,
234; sight rate, 236; long rate,
236-237; ““ tel quel *’ rate, 237

Export trade, in eighteenth cen-
tury, 64; in modern times, 305-
317; orders, 307

Extractive industries, 23

181;

INDEX

Factors, 251

Firm, 102

Fixed capital, 81

*“ Flat "’ rate (railway), 278

‘“ Floating,”” money, 215; marine
insurance policy, 298

Food-stuffs, dealings in, 252

Foreign trade, 56, 300-331: division

abour and, 57; advantages

and disadvantages, 68-59; value
of, 60; table, 304 ; distribution of,
305

Foreign exchange ratoes, 236

Founder’s shares, 87

Franco, 316

Frece, on board, 314; on rail, 127;
alongside steamer, 315

Freight, rates of, 202.295; calcula-
tion of, 313

Futures, 329; in cotton, 330; in
grain, 330

Geographical conditions affecting
commeorce, 65

Goographical environment, influ.
enco of, 66-67

Gift, 145

Gold, production in 1913, 186;
alternative uses of, 187; mint
price of, 190

Goodwill, 129; valuation of, 130

Grading, 323

Grosham's law, 187

Grocery trado, wholesale, 2562

Hardware, wholesale trade in, 2564

Harrod’s Stores, Report of, 169

Historical outline of English com-
merce, 63-64

Home trade, 62; advantages of, 53

‘“ House,”’ the, 334

Import trade, 317-323

‘¢ Imprest ”’ system, 172

Increasing returns, 27

Indent, 308; closed and open, 309

Insufficiency of capital, 84

Insurgnce, 44

Infernational finance, 44

Inventions of the eighteenth cen.
tury, 70; cffects of, 71

Investment, 341

Invisible exports, 317

Invoice, shipping, 314

Iron and steel markets, 327

Iron industry and inventions, 72
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Issue department of Bank of Eng-
land, 198, 211
Issued capital, 87

Jettison, 299

Jevons, 188

Jobbers, 256; stock, 334-335

Jobber’s turn, 336

Joint demand, 8

Joint-stock business, 94

Joint-stock companies, public, 104;
private, 105

Kartell, 108-109, 267

Labour, as an agent of production,
17; types of, 18; skilled and un-
skilled, 29; mobility of, 55

Land, as an agent of production, 15

Landing order, 319

Legal tender, 189

Letter, of indemnity, 312; of hypo-
thecation, 316; of credit, 321

Limited Partnership Act, 103

Liner and *‘ tramp *’ traffic, 295-296

Liners, 291

Lloyd’s, 300-301; Daily List, 301;
Weekly Index, 301

Loco price, 127, 314

London, and money market, 231;
metal exchange, 327

Mail.order system, 271

Manufactures, commercial func-
tions of, 258.-267; occupation
statistics, 26; wholesale markets
for, 253-265

Marine insurance, 297-300; policy,
298; types of policy, 298

Market rate of interest, 219

Markets, 10; growth of, 69; for
foreign produce, 323; conditions
for wide market, 332-333

Marking of packages, 311

Mate’s receipt, 312

Maximum Rates Clause, 276

Measure of value, 183

Medium of exchange, 182

H;r;‘ihant shipper, 306; as dealer,

Metallic currency, 188

Middleman, 33

Mint par of exchange, 228-230

Mint Report, 1912, 186, 190

Money, definition of, 182; funec-
u& ,' 182-185; propertios, 185-
1
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Money order, 137; telegraphic, 138

Monopoly revenue, 275

Motor transport, 287; uses, 259

Multiple-shop business, 169; extent,
170, 173; organization, 171-172

‘“ Navigations,”” 285

Newspaper advertising, 177

Nominal, capital, 87; partner, 102

Note_issues, 196; inconvertible,
197; regulation of, 198

Occupations, classification, 20;
statistics of, 22

Offer, and acceptance, 141; revo-
cation of, 142

Options, 342

Orders, travellers, 122

Ordinary shares, 87

Output of industry, 6

Overhead charges, 264

Ownership of goods, 147

Packing for export, 309-316

Paper money, 193

Parcel, post, 126; delivery com-
pany, 126

Partnership, 94, 102; limited, 102;
management, 103

Partnership Act, 102

Postal order, 138; crossed, 138

Poundage, 137

Preferenco sharo, 87

Price list, 122, 308

Prices current, 122

Primage, 313

Produce exchange, 253

Producer’s capital, 81

Production, meaning of, 4

Profits, gross, 151; net, 151; on
turnover, 152, 159; on capital,
153; economic, 156-169; rate of,
15

Promissory note, 224

Prompt (delivery, day, sale), 126;
cash, 127

Public undertakings, 95

Purchases, retail, 118-119; essen-
tial points of, 123

Quotation, 123

Railway and Canal Traffic Act, 277

Railway Commission, 277

Railway ratcs, 277-284; table, 2580;
classification, 280-281; special
rates, 281-282; owner’s :.6.., 284
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Railway transport, 37, 273-284;
statistics, 38

Railways, competition on, 273;
monopoly of, 274; oxponses,
general and special, 282-283

Remittance, 316

Reserve, Bank of Tngland, 216-
218; proportion of, 217

Retail Co-operative Socioties, 51

Retail trade, 50, 112; types of
shop, 113; characteristics of, 115;
advantagos of large-scale, 161-
162

Revenue capital, 83

Road Improvoment Funds Act, 42

Road transport, 42, 287

Sale, by sample, 149; on approval,
145

Sale of Goods Act, 145

Sales agency, 267

Salesmen, 121

Samples, 124

Scotch Pig Iron Association, 331

Shares of joint-stock company, 87,
339

Shipping, tonnage, 38; types of,
39, 290; rings, 296; rebates, 206

Ship’s report, 319

Shopkeepers, number of, 114

Shopping by post, 117

* Short ’’ sales, 330

Single legal tender, 188

Sleeping partner, 102

Spesie points, 220

Specification, Customs, 313

Speculation, 343; in stocks and
shares, 344; in produce, 344;
ovils of, 346

Standard, of value, 184; of deferrod
payments, 184

Standard gold, 190

Statute of Frauds, 144

Stock, 339; 'gua.mnteed, 339;
inscribed, 336

Stock Exchange, London, 332;
management of, 334; scttlement,
336; the account, 336; and the
war, 346; closing oi, 346

“ Sweated *’ coins, 186

INDEX

Tapo prices, 338

‘“ L'apering ”’ rate, 278

Tare, 125

Tenders, 264-265

Terminal services, 279

Tevtiles, markets for, 2564

““Tied *’ houscs, 173

Tokon coins, 189

"T'owns, rise of, 68

Trade, and commerce, 33; routes,
67; capital, 81; trade-marks, 269

Trader, tunctions of, 34; qualifica-
tions of, 3.; types of, 356

Trading classcs, growth of, 115

'I'ramp stcamers, 201-292

Transmigsion of nows, 74

I'vansport, 36

I'ravellers, commercial, 121, 308

Treasury notes, 200-201

Trastys, 100-111

Turnover, 1534-155

Type, sale by, 124

Undorwriters, 298
Underwriters’ Association, 300

Warehonse-keeper’s certificate, 320

Warchouse, wholesale, 121; organi-
zation, 248-249; buyers, 249;
orders, 249.251; shipping, 307;
honded, 320

Warrants, pig-iron, 331

Warranty, 148

Water transport, inventions in,
73-74; economies of, 235-286;
speed of, 286

Wheat markot, 326

Wholesale Co-operative
107

Wholesale dealer, 120, 121; func
tions of, 243; relations with re-
tailer, 245-217, 256; relations
with manufacturer, 255-256

Wholcsale trade, 48, 247; special
and genoral, 248; purchases of,

251
Wool market, 328-329
Working expenses, 153, 1565, 266
York-Antwerp rules, 299
Zone rate (railway), 278

Society,
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