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CAPITAL SUPPLIES AND INTEREST RATES

Mally Financial Currents Affect the Borrower of the
Future--Available Money for Development

In estimating the effect of the war on future interest rates
it is essential to state in a clear-cut way precisely what inter-
est rates are meant. If one studîes, for example, the figures
of money rates on the New York market it is found that there
ïs flot one, but a variety, of. ratesquoted on capital, states
Professor W. W. Swanson, discussing future interest rates in
the Journal of the Caniadian Bankers' Association. There will
be found quotations uÏnder the head of "1cali loans" at the
stock exchange and at the banks and trust companies; quota-
tions under the head "finme lëans"; namnelY, 30, '6o, and go-
day, and. 4, 5, 6, and 7-month'; and rates under th&- heading
of "èomrmercial paper"-double naie, choice 6o !to go-days;
and single name, prime 4 ta 6-months, and good 4 to 6-
months. Lt wjll be seen, therefore, that one cannot speak
simply of the iifterest rate, but of interest rates for specific
and definite kinds of loans. Moreover, a distinction must be
drawn between bankers' loans and long-termi investment boans.
It is with these latter that we wÏsh particularly to deal.

The United Kingdom bas< been 'for years the chief in-
vestigating nation in the world. lis foreign loans amounted
to approximately $2o,ooo,ooo,ooo as against $g,oooà,ooo,ooo for
France, and $5,ooo,ooopsxo for Germany. It% annual savings
avaîbable for« investment-aside from, building and other
private enterprises at home-amounted to somne £220"oooooo
annuabby. This huge sum »was invested in the Near and Far
East, ini India, America and, latterby, in Russia. A fortunate
circumstance for Britain, it may be mentioned in passing, is
the fact that comparatively littie of hier capital was placed in
the territories at present controlled by the Teutonic Allies.
Methods et Employing Capiltal.

In the United Kîngdom, before the war at beast, wealth
was increasing at a rate out of proportion to the increase ini
population, constquently, there was always a large fund of
newly created capital booking for favorable investment.

AIl the various methods of employing capital had been
pushed toi the extreme in Europe and in America. Canada in
particular found itself equipped with a productive plant out of
ahl proportion to hier immediate needs. The outbreak of war
put a sudden stop to the borrowing process which would have
corne about, more slowly to be sure, but no bess certairly, in
any event. What is true of Canada, moreover, is generably
applicable tu, most borrowving countries. The productive cquîp-
ment of the wvorld is well able to take care of the immediate
demand for preducts. This in turn must react upon the de-
ma'nd fo'- capital, and hence miust tend to equialîze the de-
mand for capital, notwithstanding the huge losses occasioned
hy the war.

Several of the estinmates of the cost of the war do net take
into account the enormous indirect costs of th~e war, which
cannot be estimnated with any degree of accuracy. There are
also great economic bosses to the nations involved in the de-
struction of able-bcdied producçrs; but these bosses also can-
not be definitely determlned. A future factor that must flot
be overlooked is the fact that not bess than one-thirtieth of
the population of the nations involved is withdrawn frore pro-
ductive enteri>rise. As each soldier on the firing bine must
be supported by three te four men ini reserve, it is possible
that one-sixth of the productive population of the bebligerent
nations is engaged in warfare, and hence withdrawn from the
ordinary fields of production. The indirect costs of the war
cannet be, estimnatedi with any degree of accuracy, but it is
plain that they must bc great.
Inorea8s~ In Rates.

Taldng ail these factors into consideration, Mr. Charles
A. Conant maltes the following predictions:

"lThe fact that such enormous suins tc, pay the costs of
the war are getten almost exdlusively hy means cf govern-
ment boans wjll malte it impossible te, obtain capital for other
purposes, e xcept at a rate of interest considerably higher than
that paid by goxrerniments.

"The- financial disturbances 'which will occur during the
process of distribution cf these governmentl bans te investors,
extending over several years, will involve the sale on the Amn-
enican market of railway and industnial securities, now out-
standing, te an amount which will in itself absorb se. much

of the new capital avaibable in the United States, that it wili
be extremely difficult to obtain any for new enterprises.

"If, therefore, American. railways and industrial enter-
prises are to obtain.any niew capital whatever, durîpg the next
few years, it wibl be necessary to make issues cff securities
very attractive, nat onby in respect to the rate of interest, but
in respect to the evidence that the, interest and dividend pay-
ments are absolutelyý secured by adequate earniings."

Dr. E. E. Pratt, chief of the United States Bureau of
Foreign and Domestic Commerce, stated recentby that-

>"The first ultimate efiect of the war, and one whîch
does not depend upon 'its duration, wilb almost'immediately
be an increase of interest rates in Europe. As ycu are doubt-
Iess aware, the incarne expected and obtained on investinents
in Europe, has been mucli less -than that prevailing or ex-
pected in this country. The war, however. will be succeeded
by a'period of high interest. Lt will be succeeded by a period
of intense demand for capital for reconstruction purposes.,
The raibroads abonn wibl need vast sums. The stock of
capital is being depbeted, and it is more, than likely that
financial exhaustion, rather than mifitary exhaustion, wibl de-
termine the final results."
Spendlng Four Yoars' Savlngs.

Lt is impossible to attempt even to estimate the future in-.
terest rate for investment boans without taking into consider-
ation the annual supply of, and the demand for, capital. One
of the most careful analyses of the annual suppby of capital is
that made by the Belgian 'financial journal, "Le Moniteur des
Interets Materiels."1 lis estîmate shows,that the average an-
nual supply cf capital avaibable for investment is about $4,-
ooo,0oo,ooo. Thus one year's war will consume approximate-
Iy four years' savings. There will, therefore, be ne funds
avaibable, in the immediate. future, for industrial expans:ion,
except sucli as are saved out of earnings. This item, how-
ever, will be materiaby decreased because of the sbackening
of tradethroughout the world, and the decreased need of mal-
ing improvements out cf earnings.

The demand for capital, at the present time, is miainly
for financing the war, After hostilities have come te an end,
the chief need for capital wibb be for reconstruction purpeses.
If we 'assume 'that the war will last two years, it will be
evident, taking as a basis for calculation the figures pre-
sented, that it wibl require eight years' savings te cover the
cost of the war alone. However, the-important fact te keep
in mind is that nene of the nations involved will attempt te
finance the. cost cf the, war in se short a period.
Money for Industrial Roquiroments.

There will be available, in all probability, at beast *,0,
ooo,ooo a year ta take care of industrial enterprises. The
question of the future trend cf Jnterest rates on investinent
boans then resolves itself into a consideration of the needs
of the wvorld in ryintaining, improvîng or eýxpandinîý its in-
dustrial equipment. A suirvey of the presenit situation would
lead us te bebieve that, on the \vhebe, productive equipinent in
several important bines has exceeded immediate needs; and
hence there must be a slackening in the demnand for invest-
ment capital te that extent. lIt is possible that there wibl be
a marking of time in most countries during the next decade
while population and trade are overtaking production, and in
that event it is unlikely that there wilb be any considerable
increase in interest rates; for long-time baons. Mloreover, the
habits of thrift engendered by the war, among the masses,
and the accumubated savixmgs resulting fromn the slo&wting clown
cof industry are bound te increase the boan fund and te,
minimize fluctuations in the interest rate.

I'nterest rates on short-time or 'bankers' loans wibi de-
pend bargeby upen the briskniess of trade, and the demand
or banking accommodation. As bankers' boans are, in generab,
flot investment boans at ail, there need 'bc ne scarcity of
capital, fer, as is wvebl know'n, the banks, threugh credit, coin
the borrewers' future property or incorme into a present nean)s
of paymient. The rate of interest in this field, therefore, wýibI
depend upon the amount of capital attracted te banking, on
the one hand, and the state ef trade on the other. in ail case,,
risk, the quality- of paper offered, and the demand fer banbç-
ing accommodation, wibb be the deternmining factors affecting
discount rates. At present, thiere are ne indications that 'such
interest rate; %vil], in the immediate 'future, be other than
normal lu Canada,

The £20,o0o,o0 lDan Of Aýu-tralia for vvar purposes will
be i8sued at par, and will bear interest at the rate of 4q per'
cent. per annum.
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