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a thbe form of goods which, appear in the. cuetoms returns
f the exports of the lending cpuntry, and go to avell the
tatistics of exporte for that year, without any correspond-
mg entry of importe in payment therefor. There îe, there-
ore, for the time being an apparent excese of exporta by the.
anding country, and a.corresponding excess of imports by
lie borrowing country. But in subeequent years interest
?il require to b. paid on the loan, and at soîne future date
t mut~ be i-epaid either in a lump sain or by instalmenta
pread over a period of yeare, and thia repayment, viiether
,f intereet or capital, can only b. made in the. form of
ýoûds. . . .Thus the efect upon the borroving country'e
>aance of trade îe te create in the year that the loan je
aieed, an apparent excese of importa vhieh is baianced by
h. invisible export of the debt in the form of the. lan certi-
kcates. But in future yeare the borrowing couutry's exporta
nuet be in excees of ite importe, te an amc>unt suflicient te
neet the interest charges on the debt, which thue becomes
Lni invieible import (of interest coupons> to that amount.
iigain, when the Joan cames to b. repaid, this aiea viii tend
o evell the exporta of the debtor country for that year.' '

Sa far, it will be noted, we have in our study of trade
alances, cansidered but a single factor apart from trade ini
nerchandise--namely, that of capital investinents and psy-
uent of intereet thereon. Were it possible te exelude al
ther influences the balance of trade would b. deter-mined ini
,ccordance with the. foregoing principles. There are, boy-
ver, several, other important factore which muet b. taken
nt&o account and which will be considered ini detail later.
.'le most important of theee, at lest so far as Great Britain
s coneerned, is the service of ocean transport~ rendered by
lice countries paseeeing great fleeta of merchant slips te
boa. which pousa little or no shlpplng. Another class of
ervices is that rendeèred hy marine and other insurance cern-
iaies, commission merchanta and the elaborate financial
ystemn, ail of which facilitate the. handling of forelgn tirade.
ýnother factor, af importance te certain countries, is the

tmte which the term "boarding expensea»' is aptly applied.
.bise incîndea the expenditure of touriste and of othera who
iave occasion te travel or live outslde of their ovi country,
Lmang other influences are the ebb and flow of immigrants,
lie seasonal and temporary migration of vorkers from one
ountry ta another, and remittancea by immigrants or by
there.

Befre attexnpting an analyela of the tirade balance of
zreat i3ritain let ue revert for a turne te a consideration of
lie meaning af the terin "balance of trade.» It hae been stated
tiat cluring the seventeenth century it vas believed generaliy
fiat a cauntry should maintain an excess of merdliaidise
xports over importe, te the. end that its stock of the. preclous
metals ehould be maintained if net augmented. An adverse
ialance, an excees of merchandise importa, vas Iooked upon
vitii apprehension. Tis attitude rested for its explanation
in the importance attaehed te the prectous metals by the
arly mercantilist winters. Tii. extrordinary importance
,ttached te gold aid silver «was perbaps juatified,"1 deelares
11rofessor William Smart, "in turnes viien there ver. no
iankere; when Europe was starving for a aound currency,
id industry hamperedby the want of it. Ail counitries took
trong measurea to attract and retain gold and silver; even
;paln-the depot pf these xietals-.prohibited thefr expert
inder the most drastie penalties. Wh.n in time it vas seen
hiat such measures were ua8less, it vas concelved that there
vas a more natural vay of effetng the same objeet; if
pncouragement ver. given te exporta vhile importa vere
andlcapped, there would tend te b. a 'favorable balaice-

hit ie, the. excese of value would corne i gold and silver;
Lence bounties an exporta aid duties on importa."' Re.
erring te thie action, Adamn Smith stated that "th attention
f geveriment vas turtied away froin guardig againat the.
,xportation of gold and iliver te vatchkoyer the balance of
rade as the only cause vhich could occasion any augmenta-
ioni or diminution of these nietala. Froni ene fruiless cars
t was turn -ed away to another, much more intricate, mucb
nore embarrassing, aid just equally frultless.Y

'Todd, The Mechaniapi of Exchiange, p. 181.
'Smart, Tii. Returi te Protection, p. 16.

The. mercantîiiet view of the. balance of trade has been
discarded because of the graduai recognition of certain fuid-
amental prinicîpies. In the firet place, we look upon gold as
something not ta be consumned, but rather as a thing or iii-
etrumnent for fac-ilitatingý tirade. No longer do we think of
associating the. prospierity of a country with the. par capita
amnounit of gold pn.'sessec hy that country. In the second
place, it je, novw recognized that l'every importation viien it
takes the. formi of a regular carrent, îecessarily provokes and
determines a corresp)onding exportation, and conversely."d
This law off the balance off tirade operates aid exerte its
influence in the. first instance throagh the. variation in the
rate of foreign exehaiige and in the long run through Îts
effect on general pices. WVe have here trwo auteniatie checks,
in the rate of exchange and generai prices, which viii pue-
vent a permanent or excessive flow off geld either inte or
out of a country. As a conisequence, w. have corne te Bee,
in the third place, that total exporte and total importe ef
every country muet approximately balance eacii other, The
ternis "total exporte" and "total îmports" are ueed adviaediy.
The maost casueil examination off the actual customa returns
off exporte and( imiports orf any country Nvill reveal the fart
tInt they dIo not apeuto hear out this 1ev at ail. The ap)-
parent d iscuepancy grows out of the practice off including
znong exporte and imiporte only mierchandise goods, and, at

tunes, specie and bullion alec. In the. ordinary statement
off foreign tirade, no accourit is taken cf the. expert and lm-
port of services, of capital, interest, boarding expenees, etc.
In the interest of clearnees, therefore, let us refer te, thee
itemns as invisible exporte and imiporte, as Sur Robert Gifen
firet called theni. The. terni -visible- niay quite naturally b.
applied te merchandise exporte and importe. Nov although
mierchandise, or visible, exporte and importe; are not likeiy
te balance for any country, we mnaY none the. lees reet assured
off an approximiate equivalent between the total (itncluding
both visible aid invisible) exporta and total (both visible and
invisible) imports. Under normal conditions this must in-
evitably b. the case on acceunit ef the oporatien cf the. auto-
matic checks mentioned abeve.

In attemptîng te apply thia principle te the foreign tirade
of the United Kingdorn we are struck at once by the. vide
disparity between the value off nierchandise exporta and im-
porta- During the six yeara precediig the vair the. average
annual excese of importa over exporta, in the. Uniteid King-
dom, exclusive of bullion and specle, amounted te approxi-
mately $73O,f00,000.' It is at once evident that sudh enor-
meus balances could neyer b. paid la gold. It le the, more
signific&nt when one recalls that this general condition 0t
excessive importa las prevalled for decades. Thus, as we
may note froni the follovlng eummary, the excesa cf importa
over exporta steadily increased durlng the haIt-century prier
te 1910.

Year.
1855-60
1861-70
1871-80
1881-90
1891-00
1901-10
1911-13

TRADE OF Trw UNIrTED KINQDOM'

(Gold and silver included>
Average yearly eXCesS Of importa,

million £
....... 84,2 ($171,00,000)

.... ... ... .. 6.1

.... ..1.... .... 97.8
..,. . . . . . . . 150,5
..........161.8 ($808,000,00)>
........ 141.8 ($709,000,000)

Save in the. case of a country like Southi Africa, vhioh
produces gold, it la imnpassible fer a country te b. always
liportlng moe than it experts aid paying for the. exess
in grold. W. are led te anticipate therefore that in the. case
ot the Ujnited Klagdorn tiiere must b. a large exces of
invisibl, exporta or credits ever invisible importe Or debits.

Todd, Tii. Mechanism cf Exchange, p. 132.
'Compiled from the Statieticai Abstract for the. United

Kingdem [Cd. 91871, p. 75.
Pulaford, Commerce aid the. Empire, Appendix 1.
T hIe British figures of tirade have been coîverted at the

rate of 85.00 te the. £1.
(Co-atinud on page 18)

,cernber 12, 1919.


