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T lias long been recognizeti by students of world com-
mnerce that there le a close relation between foreign

ade and foreign invostmnents of capital. With the close of
e world war, however, this relationship lias corne to enjoy
wider recognition. Many have becomie persuadeti of the.

utth of this principle when confronted by the. prospect of
tered conditions in the foreign trade of their own country,
e changes coniing in large part as a resuit of the vast lenti-
g and borrowing operations of the. war. W. are beginning
see, as perhaps neyer before, tiiet the forelgu investment
capital brings lu its wake many trade consequences. The

,pular notion that "trade follows the. flag," may b. para-
iraseti t. fit the. case more accurately by saying that trade
llows the dollar.

This important principle, tliat finance le a pioneer of
EAe, may b. supporteti by evidence drawii f rom thie experi-
ce of Great Britain. Alth>ugh l'or pre-eminence la iter-
Ltional trade has been powerfuUly furthereti, it is true, by
r merchant marine and extensive colonial empire, yet, in
e final analysis, w. shail id the. principal key to lier coin-
ercial supremacy in the vastness of lier overseas inveat-
ents. Britisht capital lnvested absoat bas been variously
tlmated as amountlng in 1914 te $15,000,000,000 te $20,-
ý0,000,000. Wbule functionlng as a great aillnt factor, la
ine the less has serveti effectively te insure bot importe of
w material for lier industries andi foreign marketsa for lier
:ports. Commenting on thia general prineiple, Sir George
ih declareti, in 1909, that «"tii investment in the. last alxty
tars of about £9,500,000,000 of Britishi capital lias occurreti
oiultaneously with a vast growtii of Britishi trade andi pros-
,lty, and in iny opinion titis growth of our trade andi
-osperity is largely the resuIt of our investaxent of capital
otiier countries.Y

Botli the. volume of a nation's forelgn trade andi te
iture of its trade balance are alike affecteti by thie inter-
ttional flow of capital. Generally speaking, the trade bal-
tee refleets tii. net position of a country as a lender of
,ptal for overseas investment or as a berrower of forelgn
,pltal for domestic invetment. Titis priacîple appliles
lually to countries wlth an exçeçs 0f imports, sucli as the
aiteti Kingdorn, Franc, anti Germany, anti to those with an
cçess of exporte, suci as the. Unitedi States anti India.
oreover, as le at once obvious, a natlon's trade balance mnay

time undergo a transition to conforni to changea whieli
ay appear it its position as a lenti.r or a borrower of
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enables a country to import supplies of the. preclous metals,
or the. reverse condition, which necessitates the exportation
of the. sanie.

Titrougli the. modern developaxent of commerce andi in-
ternational banking we have learneti ta recognize the. fallacy
inherent la the. "Mercantile Doctrine" so wid.ly accepteti dur-
ing the sixteenth, sevnteenth and eigiiteenth centuries. It
wae tiien believeti that a country must secure a favorable
balance of trade,, balance, thitt is to say, of merchandise
exporte over imports, if it would escape the. ruinous conse-
quence of llaving its stock of the. precious metals totally
draineti away. To the. statesinen and financiers of that finie
it was accordlngly a matter of supreme concert to attain
anti retain a balance of exporta over importe. Mucit leglela-
tion therefore was passeti for the. purpose of restrictirig im-
ports andi stimulatlng exporte.

In modern times we have corne to see, as Sir George
Palst lias pointeti out: "Tint a nation coulti under certain
circuniatancea purcliase gootis of a greater aggregate value
than it exporteti, wltliout sustainlng any drain upon Ifs stock
0f the. preclous metals or suffering any inconvenience wiiat-
soever;, anti in recent time no one bas paiti any great amount
of attention t te question of te trade balance, other than
for t.e purpose of aacertaining the. factors wici caused the.
imports of certain countries largely to exceeti their exports,
or of dlscovering t.e reason for te exporte of certain count-
tries largely exceedlng teir inmports." It le now recogniizeti
fiat a natlon's foreigni trade will adjuit itself miore or les
qulckly t t.e needs 0f tiiat country, anti titat under normal
conditions the effect of sonie disturbing factor wiicii may
reduce tenxporarily its exportiar ability may b. counter-
acteti by financial operations in t.e international xnoney
markcets. Thus, env. under te stress of some abnortnal in-
fluence on thie scale of the European war, no apprehensioii
neeti b. felt tint an excessive drain cari occur of the. precioue
metale.

Yet evidence still abounde that the. dictuni of Sir Robert
(liffen that "tire 'balance of trade' anti 'tii. excess of Iiporte
over exporte' are pitfalls for the amateur and uniwary," lias
lest littie of its pertinency. Recognizlng aliko the. plausibllty
anti wldespread popular acceptance of t.e "favorable bal-
ance" doctrine anti its relation to conditions of tratie, let us
couuider tiret t.e general underlying principles. Latex', for
the. purpose of illustration, we shall tara to the trade bal-
ances of the Unitedi Kingdoni anti t.e Unitedi States.

Generally speaking:, tiose countries of te world whlci
have an excees of mercliandise importe over inerchandise ex-
porta are the. capital-lending countries, wiiereas tiose whose
exporta exceeti importa are te borrowlng counitries. This
is so, because t.e lentiing country must secure payaient, la
the. guise o! importa, not only for ifs merciiendise exporte,
but also for the. intereet upon its capital invested abroat in
earlier yeara. Sitallarly, if we exclutie otiier factors f rom
considerat ion, t.e capital-borrowing country muet export
more gooda flian it imports la order to offset te merchanidise


