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PREFACE.,

Of all the phenomena that influence the well-being of Society
none are more personal or awake a livelier intevest than those
that affect the value of the circulating medium, especially in
countries where inconvertible paper-meney is employed, and
where the unceasing oscillations of its value from day to day,
and almost from hour to hour, afford a perennial theme for end-
less conjecture and speculation.

No one that has suffered or profited from the alternative
depreciation and appreciation of our circulating medinm could
have failed at some time or ofher to speculate move or less
vaguely on the true causes that give rise to such instabiliby of
value, without, however, generally snceeeding in arviving at any
satisfactory conclusion, and ending msually in aftributing all
such variations to the influence of extraordinavy rather than
natural causes, and of seeking the explanation of the incompre-
hensible by the aid of the supernatural.

T'o such reasons must e attributed the excessive prominence
that is credited to the influence of Speeulation and Politics on
the value of the curreney, whilst the intelligent analysis of the
real eauses that alone can affect it in a permanent manner has
been almost entirely neglected.

A practical acquaintance in the pursuit of my profession with the
unsarpassed natural regources of Brazil not only forced upon my
conviction the ultimate splendid destiny of such a country, but
impressed upon my mind the anomaly presented by the contrast
of its individual prosperity and vesources with the national
economical and financial disorganisation, and oviginated a lively
desire to acquive a positive conception of the causes by which it
has been evolved.

The discussion originated by the Press of Rio Janeiro some
two years agoin velation to the extraordinary depreciation of
the currency afforded little real information on the subject;
whilst the opinions of the different. mevcantile authorities con-
sulted, when not limitéd to considerations of o metaphysical
nature, might be summed up insthe declaration: that exchange
fell because it did not rige. 2.
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An independent investigation appeaved, therefors, indispens-
able if the reason of the why and the wherefore of the unceasing
variations of exchange were to be eversatisfactorily accounted for.

A preliminary investigation quickly convineed me of the abso-
lute necessity of disabusing my :aind of all preconceived ideas
as to the precise and invariable nature of the sequence of
economical phenomena as acquired from an acquaintance with
the rules and methods deduced by Political Economy from the
almost execlusive observation of the phenomena that ecorres-
pond to metallic or convertible currencies; and that an inde-
pendent analysis of the manner and method in which each
separate real cause influences the value of the currency, and is
in turn reacted-upon, was indispensable before any positive
conclusion could be reached.

To this end ifiwas necessary fivst of all to collect the requisite
statistics relative to all the different factors that excercise an
influence on the value of the circulating medium for a period
sufficiently embracing to afford a secure basis on which to
found conclusions.

This alone was no mean task ; especially in a small and remote
place like Rio Grande, where few archives or works of reference
are tio be found; whilst the minute investigation of the few official
statistics available conelusively demonstrated the uselessness of
attempting to make any use of them until they had been
thoroughly revised and corrected, and their values all reduced
to that of an invariable standard.

The period selected for analysis extends from 1860 to 1894,
and embraces the economical movement of thirty-five years.
These thirty-five years resolve themselves into six distinet
periods, during which exchange, or the value of the eurrency,
was almost uniformly rising or falling.

The problem that these six periods present for solution is:—
Given the indisputable fact of the average value that the currency
actually attained during each period, what were the real cawses
that lead to the vespective appreciation or depreciation in each case?

Tf this can he satisfactorily settled it becomes possible to draw
positive deductions on to the influence that similar causes must
actually be exercising, and the determination of the oscillations
of the value of the circulating medium in the immediate future
then becomes a mere matter of caleulation, were its factors
simultaneously detiermined.

Although the latter is impossible, because such factors ¢innot
be precisely determined even for the present, yet the appreciation
of the manner in which the value of the currency is likely to be
affected will generally prove to correspond very closely with
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facts, nniess some important element has been overlooked; and,
inversely, the knowledge of the invariable effects produced by
detiermined causes may assist us to minimize or neuntralize the
influence of causes we cannot wholly control,

The problem iz dual; and before the manmer in which the
ultimate value of the currency has been determined for such
separate period can be recogmized, the value and influence of
each separate factor that exercises an influence on both interna-
tional exchange and on the local value of the eurrency respect-
ively must be determined.

Such an undertaking involves, on the one hand, the determi-
nation of the balance of internationa! payments, or the country’s
annual deiiwo and Passivo, and, on the ofther not only the
gquantity of paper-money in circulation, but its coefficient per
capita for each separate year of the six periods under analysis.

To arrive at the value of the annual credit or Activo it is ne-
cessary to determine that of all values receivable, including
exports, capital imported for permanent employment in the
country whether public or private, and the exportation of bullion,
securities and other values. The first can be determined by
means of the customs returns; but the questionable nature of
the local statistics of foreign trade, admitted by competent
loeal anthorities, made it necessary to compare the results thus
obtained with those of the appraisements of Brazilian trade by
foreign eustoms. The value of capital imported in the shape
of publiec loans, or for public Companies, has been likewise
determined, but that imported privately is undeterminable, as
also the amount of bullion exported for which no reliable
statistics exist.

To constitute the annual debit or Passivo it is necessary to
determine the annual value of the interest and amortization of
public and private foreign debts, the dividends and profits of
foreign public companies, and of all foreign capital employed
in the country, as well as that of private remittances, of the
bullion imported, and last but not least, of all imported mer-
chandize. It is impossible to determine the value of private
remittances, whilst that of bullion imported is also undetermin-
able from lack of proper statisties. The determination of the
other factors is merely a matter of labour and patience.

‘When onee these factors of international payments have been
determined it can he decided whether or no the balance has
been favourable or the reverse, and its influence on the value
of the currency be recognized. The factors that still remain
to be determined in order to appreciate the manmner in which
the local value of the currency has been influenced for each
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period are, then, the quantity of paper money in cireulation
and its coefficient. This has been done by obtaining the quan-
tity of both treasury and bank notes in circulation for each
separate year. The population hag likewise been determined
by allowine an annual unacenmulative inerease of 2% per cent.
since the last ecensus in 1872. Some of the eonclusions to which
the study of the statistics ennumerated inevifably lead are of
the most interesting and often nunexpected character. Apropos,
the deduetions as regards the influence exercised by the depre-
ciation of the currency on the value of merchandize imported
and exported may be pointed out as entively opposed to generally
accepted ideas on the subject.

‘When the analysis of the different factors and their influence
on the value of the eurrency was at length completed, it became
necessary to account for the variations in the value of the
currency by application of the rules deduced to actual facts.
It then became evident that no theory that is actually current
as regards the origin of the value of inconvertible paper-money
could by any ingenuity be brought to invarviably account for
the rise and fall of exchange, and that theve were many oseillations
Jor which no explanation could he given.

It was, therefore, nnavoidable to either attempt to construct
a new theory, or abandon the hope of arviving at a logical ap-
preciation of the causes of the depreciation of the currency.

The investigation of these matters could not be effected
without a simultancous appreciation of the financial equili-
hrium and the causes that have disturbed it.

The conviction with which I started on this investigation,
that 1o misapprehension as to the fnture of so vast and pro-
duetive a country need he entertained, has not been disturbed,
but strengthened and accentuated by the logic of numbers. The
et:mmmica;l and financial disasters of the past are but the con-
sequence of the imperfect comprehension of economic phenomena,
and can he easily vemedied, and fthe country launched perma-
nently on the tide of irvesistible progvess, if Brazilians themselves
will but take the trouble to recognize the true causes of the
economical and financial difficulties that aflict them, and then
resolutely apply the cure.

The almost total absence of statistics in an important and
progressive country is an anomaly and an evil. It has already
led to false deductions and to mistaken practice in the past,
as it must in the future. Few have either the time or fthe
inclination to devote years to collecting the statistics necessary
to substantiate their conclusions, and much labour might haye
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been spared to the aunthor were as much importance attached
to commercial statistics as to other factors of scientific investi-
gation. It may, therefore, be permitted to urge on the attention
if the competent authorities the necessity of realizing this
desideratum; and if fhe work I now have the honor of offering
to the public result merely in some reform in this respect, and
is of some assistance in enabling others to arrive ab positive
conclusions as vegards the causes that have provoked the financial
and economiocal debacle, the labour it has entailed will have been
neither lost nor misappreciated. I feel pleasure in recording
the obligation I am under to the excellent statistics published
by the Jornal do Commercio of Rio de Janeiro in its annual
retrospect, without which it is doubtful if the compilation of
the indispensable statistics would have been possible. These
statistics, of which only a summary or average for each parti-
cular period is given, are too voluminous for publication in
detail. It may be added that it is not pretended that absolute
accuracy has been cobtained; that is probably impossible for
statistics of this character extending back so many years, or at
any rate could only be realized by the labour of many years and
with access to more ample sources of information. oYy

Rio Grande, 1st Mareh 1896,
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BRAZILIAN  EXCHANGE

THE STUDY OF AN INCONVERTIBLE CURRENCY.

INTRODUCTION,

The contradictory opinions and theories current amongst even
the best informed as to the causes that have produced and per-
petnate the extraordinary depreciation of the eurrency, and
still continue to canse violent oseillations in value, ave chiefly
due to the failing to perceive the veally dual nature of exehange,
as quoted in this market, in which the action of two really dis-
tinet factors is almost inextricably confused.

Exchange, as quoted in Brazil, really consists of two distinet
elements, each of which influences the value of the currency in a
digtinctly different mamner. One, the Real or international
exchange, corresponds to the vaviations of international
payments; the other, or Nominal Exchange, varies with the
ratio of the supply to the demand for the cirenlating medivum,

The dual nature of Exchange is better comprehended in
Buenos Aires, where the same confusion does not exist, owing to
the isolation of the two Exchanges, international or real Bx-
change being alone quoted in pence ov francs per gold dollar
(peso), and this sold on ’change for currency, the difference
hetween the nominal value and the price realized being termed

the premium on gold. Thus the par or nominal value of an

Argentine dollar (peso) is 47% pence, and international Ex-
change oscillates between 48.668d. and 46.5682d. a varintion of
2.2 9 above and below par; whilst the premium on gold, or
nominal Kxchange, may be anything from zero upwards, and
has several times reached 300 per cent.!

The fusion of the two different exchanges in a single quo-
tation, usual in Brazil, undoubtedly obscures and confuses the
perception of the frue causes that operate the depreeiation of
the currency and oseillations in its value, rendeving it difficult,
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and often almost impossible, to distingnish what proportion is
due to the variations of International Exchange, and what to
the local depreciation of the eurrency, or Nominal Exchange.

It is, however, absolutely indispensable, in order to form a clear
idea of the phenomena of Brazilian Exchange, to arrive at a
distinet and positive conception of the existence and nature of
these two factors of the value of the currency; as it is evident
that every variation of the market rate of Exchange must be
either the resultant of these distinet forces acting in a similar
or contrary direction; and, consequently, that each factor must
be separately analysed, and its range and method of action
determined, before the combined effect of both, which deter-
mines the current or market rate of Hxchange, ean be properly
considered.

Since the preceding lines were written fhe annual report of
the Minister of Finance (Dr. Rodviguez Alvez), for 1894 has
come to hand, from which the following extract is taken: —

“Those who, like Gooschen, teach that Exchange is a barome-
ter that indieates unerringly the state of the money-market,
the solidity of ervedit, the vate of discount, and the compara-
tive condition of the eurrency in different countries, will find
some difficulty in applying their rales to the markets of this
country. We observe, what is moreover the rule, local quota-
tions of securities well mainfained, and foreign quotations
rising, with fairsales for export, and withal Exchange falling,
and sometimes, as has been lat-aly noticed, the price of eoffee
falling likewise.”

It would be diffieult to find a more intervesting or better illus-
" tration of the misconceptions that result from the custom of
regarding the market quotation of exchange as the equivalent
of the international exchange, to which Goschen refers, and
which is the only exchange uwsual in Earopean countries.

It the necessary distinction be made betiween nominal and real,
or international, exchange, no difficulty will be encountered in
reconciling  the apparent contradictions, that Dr. Rodriguez
Alves discovers, with the oscillations of the market rate of
exchange; and the variations of international exchange may
then,in Brazil, as elsewhere, continue to serve as the “barometer
of its financial and economical condition,” without the chance
of falling into error,as Dr. R. Alves states, in “prefending to
apply to this country the rules observed or followed in Europe ;"
truly a ridiculous presumption !

It cannot be disputed that simultaneons causes may be at
worl, some of which tend tio depreciate, and others to rvaise the
value of the currency and rate of exchange, and that the ulti-
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mate or market rate will depend on the relative importance of
onte and the other, Thus, a favourable halance of iutermtim:taﬂ
payments may be cansing exchange to rise, whilst a new emis-
sion of paper money may he simultaneously provoking a fall; if
the influence of the first were the more powerful ths markeb
rate would rise, and vice versa. j

The improvement of international exchange would react on
foreion credif, which depends not only on the foreign demand
for securities of all kinds, but also on the ability of the debtor
to meet his engagements, which improves with a ri-ing rate of
exchange; consequently, the foreign demand for Brazilian
securities would show a tendency to improve.

The favourable state of international payments, even if it be
the exclusive result of an increased volume of exports, may be
simultaneous with a positive fall in the prices of certain deter-
mined products, and even of the most important staple, coffee,
and in fact has often been so, the fall in price, consequent on
the increased supply, being compensated by the increase of its
aggregate value. e

A rise in international Exchange must tend to improve the
local value of the eurrency, when the supply of the civeulating
medinm would exceed the demand, and exchange would conse-
quently fall again unless this were corrected by the automatic
regulator provided by the inereased demand for, and rise in the
prices of local seeurities, or a fall in the rate of discount, or both.

If, however, the rise in international exchange is, as we have
assumed, aceompanied by a simultaneous and yet greater fall in
nominal exchange, or the loeal value of the eurrency, in conse-
quence of some alteration in either the supply or demand for
the circulating medium, the depreciation from this canse would
exceed the appreciation camsed by the improvement in interna-
tional exchange, and the market rate of exchange would fall.

The fall in the rate of exchange would then be an effect of
the alteration of the relation of supply and demand for the eir-
culating medinm and not a cawuse; consequently, the demand for
local securities and the rate of discount would he unaltered,
sustained or weak as hefore, with a tendency to firmmness if the
fall in exchange were the exclusive resulf of emission of paper
money on a large scale, as the inevitable speculation that would
ensue would raise the prices of all securities, at least temporarily.
Admitting the distinet influence of each of the two exchanges,
there is then no difficulty in conciliating the phenomena of « well
sustained local and foreign quotations of securities and steady
sales for export with a falling rate of exchange, and some
times with falling prices of coffee itself,” nor yet of explain(iwg
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these apparent contradictions “by .the same rules followed
in Furopean markets.”

It cannot be denied that Speculation can, and does, frequently
affect not only the rate of exchange, bhut the relations of supply
anddemard of every deseription. Tts influence, however, onprices,
as on the value of the currency, can only be lasting so long as it
responds to some real or positive cause for an improvement or
the reverse.

Before, therefore, the theory that attributes fo speculation
almost exclusively the present depreciation of the currency, or
a great shave of if, can be acecepted, it is necessary to prove by
something better than mere conjectures that « Kxchange,” as
Dr. Rodriguez Alves clsewhere states, “is not at present the
indicator of our true economical situation, but merely rveflects
the movement of our daily transactions in obedience to wva-
vious perturbing causes,” a statement which appears to be
absolutely self-contradictory.

_ e —
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Real or International Exchange

PART L.

Real or international exchange is determined solely by the
variations of international payments, and depends exclusively on
the pro or confra of the balance between the annunal eredit and
debit account of the country with all other foreign countries
with which it holds relations.

This equilibrium must not, as Goschen points out in his
“Theory of foreign Exchanges,” be confounded with the ex-
ploded theory of the so called balance of trade :—

“The error” says Goschen, “is frequently committed of imag-
ining that international debts arise solely from the impor-
tation of merchandise, and of considering the balance of trade
purely as a matter of importation and exportation. a simple
index of the excess of one over the other.” * Itis necessary,
however, to examine more closely the transactions effected
between two countries before forming an opinion as to their
mutual indebtedness. It will be found, on studying the matter,
that this situation does not result so much from the respec-
tive exchange of products, as from the relation between the
total expenditure of each with the other, be it for the payment
of produets,for the purchaseof sharesor honds, for the settlement
of profits and commissions, or for the expenditure of residents
abroad, or travellers; in awcrd, for all the payments or promises
to pay due in each country. The idea of Debt, in itself, shonld
be lost sight of ; it is the engagement undertaken that we must
consider, and this ewr'lrreuwnt pruduces identical effects what-
ever may be its origin.’

“Payments due from one eountry to another, whatever be
their object, have precisely the same effect as divect payments
tor imports, so that the seciprocal debts of two countries may
nove or less balance, although one has imported much more
merchandise than it has furnished in exchange.”

In a similar spirit Tesserenc du Bord remarks that “La ba-
lance du Commerce, qui n'est pas renfermée dans les chiffres
de douane, se compose d’une foule d’éléments.”

It is then, the see-saw of this eguilibrium between the annual
international Debit (Passivo)and Credit (Activo) which comprises
on the one hand all descriptions of payments due on account of
interest and amortisations of private or public foreign debts, the
guarantee of interest on foreign eapital, dividends and privr'lrtre
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remittances of all kinds, and all bullion and values imported,
when the former i notintended to be permanently employed in
the country as fresh capital, as well as the value of all imported
merchandise, and, on the other hand, all payments receivable on
account of exports of all deseriptions, ineluding merchandise,
bullion, and securities, and the value of all foreign capital im-
ported in the shape of loans, or otherwise, for permanent employ-
ment in the country, that determings the relation of the demand
and supply of bills, and regulates the variations of international
exchange ; which will be at par when they balance, favourable
when the Credit exceeds the Debit, and vice-versa.

Withoat pretending to be able to colleet all the innumerable
datae indispensible to be able to strike a precise balance, and
determine experimentally the oscillations that this equilibritm
must have experienced in the past, it appears possible to approxi-
mately determine the value of the most important factors, ancd
to demonstrate their action in determining the value of the cur-
rency, and, inversely, to determine the real causes that can alone
affect its value in the future.

The oscillations of international exchange ave, then, deter-
mined solely by the supply and demand for bills in the market,
and only transitorily by Speculation, or other influences, that
have no real canse for their basis,

When there is little orno bullion available for export the whole
of the foreign engagements, which constitute the annual Debit
or Passivo, must be met by Exports alone, unless supplemented
by the proceeds of loans or other foreign Capital.

A peneral impression is current, especially in mercantile eir-
cles, that the real cause of the almost chronic depreciation of
the currency is to be fraced to an equally chronic excess of im-
ports over exports; and that this disequilibrium has not only
always existed, but that it is inevitable, because national pro-
duetion is insuflicient to satisfy local consumption and the
demand for indispensable foreign imported commodities as well ;
whilst itiis believed that the real cause of the periodical necessity
of recurrence to foreign credit is to be traced to the necessity of
making good the deficit thus ereated, and the only remedy to he
the reduction of the value of imports, by development of local
manufactures. '

T'his survival of the antiquated theory of the balance of trade
would be scarcely worth contradiction, even if it amounts to a
virtual eoufession of national bankrmptey, were it not that any

- attempt to reduce its principles to practise by still further ex-
aggeration of protective policy is calenlated to render the situa-
tion, already sufficiently critical, still morve dangerous.

TEE T —
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It seems clear, and should be especially so in mercantile cir-
cles, where the balance of trade theory is clung-to with so
much pertinacity,that each year's international operations nuust,
with trifiing exceptions, be annually liguidated, and that, conse-
quently, exports must, with or without the adventiti=ns aid of
foreign capital, suffice to pay not only for all imported goods,
but likewise to satisfy all other foreign engagements, or some
must remain unpaid.

That National resources have to the present sufficed, with the
aid of foreign capital, to satisfy all foreign demands or obliga-
tions is indisputable, as that they must continue to do so were
no assistance from foreign capital to be obtained.

What therefore demands investigation is the origin of the
debt or deficit; whether it ig, as the supporters of the “halance
of trade ™ assert, the effect of an inevitable excess of imports, or
whether it is not. rather the cause of that excess, and the effect
of a distinetly different series of phencmena, the failure to
realize an equilibrium between local expenditure and revenue.

The economical situation may beexcellent whilst the financial
is disorganized; the balance of international payments be
undeniably favourable whilst administrafive deficits make an
appeal to eredif inevitable. The moiety of savings thus seffree,
by the substitution of foreigm credit for taxation, will still
turther increase the demand for imports, which will persist
so long as foreign loans continue to be regarded as legitimate
substifutes for ordinary revenue and taxation.

That there, however, is absolutely no ground for the popular
conviction that the value of imports is chronically in excess of
that of exports is easily proved by reference to the relative
statistics for the last 35 years:

| OFFICIAT VALUATION | OFFICIAL VALUATION BEarro or

PERIOD | O 2 BAvEE
Exrorrs Isipon1s oF IMPORTS
| Gold Gold [T0 EXPoRIS
Rs. Rs. Rs

| 18611864 | 562. 797: 4478 | 459. 108: 0005 | B1. 5 %
| 1865—1869 | 733. 937: 5835 | 723. 646: 000S | 98. 5 %
| 1870—1875 | 1247. 117: 691$ | 931. 208: 0005 | 74 6 %
1876—1885 | 1952, 568: 266§ | 1739. 914: 0005 | 91. 4 %
1886— 1889 | 913. 549: 0295 | 814, 047: 9275 | 89. 1 %
1800 —1892 | 796. 601: 767S | 849. 240: 425% | 106. 6 %

1893 291, 830: 2718 | 271. 564: 4573 | 77. 2 %

649. 452: 054§ | 5788. 728: 8098 | 89. 1 %
fe
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The aggregate value of imports, thevefore, for 35 years is
according to the official valuation, which is the least favourable,
89,1 % of the value of exports for the same period; and proves
that the balance of trade, it limited to these two factors, is
indisputally favourable, and consequently that the mercantile
theory thati attempts to account for the depreciation of the
currency by a sappositious excess of imports over exports, to be
absolutely untenable, and may, therefore, be finally dismissed
as in contradietion to facts.

The question, however, that still remains to be setfled is
whether the balance of 11 % that remained over after paying for
imports, was sufficient; to meet all other descriptions of foreign
expenditure; and if mnot, how best it can be rendered so
without the necessity of periodic recnrrence to foreign credit,
to which there must necessarily be a limit, that sooner or later
must he reached.

Stewart Mill has ably deseribed the mechanical manner in
which international exchange must, when once disturbed, imme-
diately proceed to vight itself, just ns water is said to seek its
own level. =T

“ As soon as the excess of the demand over the supply of for-
eign bills indicates a disturbance of the equilibrium, foreign
exchange falls, and gold is exported to make good the differ-
ence. The export of bullion reduces the home cireulation, and
produces a fall in prices at home, and a corvesponding rise abroad;
in consequence there succeeds an inerease of exports and a
decrease of imports, which will continue until the balance is
again struck, and exchange reburn to par.”

Such is the process by which international exchange inva-
riably readjusts itself in counfries possessing a metallic or con-
vertible currency.

When the eurrency is wholly inconvertible, and little or no
bullion exists for export, the process is different. There then being
no disturbance of the volume of the currency there will be no
alteration of metallic prices at home or abroad on this account.
No gold being available for export to make good the deficit, this
can only be liguidated by payment in commodities, entailing
either an immediate increase of exports, a decrease of imports,
or hoth. This process is, however, necessarily slow, as it is impos-
sible either to spontaneously increase the volume of exports, nor
to suddenly reduce that of imports, which depends on orders
previously given.

Unlegs, then, private accumulations suffice to cover the deficit,
gome debts must remain unpaid until the supply of bills again
balances the demand; and as publi¢c engagements are more
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likely to be respected, regardless of cost, the sufferer from the
scarcity is, nsually, the commereial elass.

‘When once international exchange loses its balance and com-
mences to fall in countries that possess an inconvertible currency
and little or mo gold, nothing can arrest the falltexcept re-
establishment of the equilibrium by means of the decrease of
imports, or increase of exports, or both, or else by the increase
of assets available for liquidation of the deficit, by the employ-
ment of foreign capital, or other arrangements of a palliative
nature, The negotiation of a foreign loan, however, although
it might sevve to stop a gap for awhile, and liquidate out-
sta-ﬁding debts, could not permanently arrest the unfavourable
course of exchange unless the equilibrium between the annual
foreign debit and credit account were also simultaneously and
permanently adjusted. If it were not,as soon as the proceeds
of the loan were exhausted, real exchange must commence to
tall again with increased violence, owing to the accession of
foreign burdens caused by the loan itself.

‘When the currency is wholly inconvertible, and there is little
or mo gold for export, it is clear that the fall of exchange is not
the result of an inerease in the demand for bullion alone, but of
that for exports of all descriptions, of which bullion is merely the
most important and representative item. The demand for exports
increasing and exceeding the supply, (as long as the foreign
demand remain unaltered) their prices must then vise in propor-
tion to the excess, including that of bullion. The rise in the
prices of export and bullion, and the consequent, but not propor-
tional, depreciation of the currency, must, therefore, continue
to aceuwmulate until in some manner an equilibrium is arrived
at between the supply and demand for hills.

By convention, and for convenience, gold has been adopted as
the standard of international exchange, by which the values of
different kinds of exports are correlated: conzequently, the
increased demand for exports, which the disequilibrium of in-
ternational payments creates, is represented by a vise in the
price of bullion, and its influence on the currency by a fall in
the rate of exchange; but it is an error to suppose that the
rise in the prices of exportable commodities is the necessary
consequence of a fall in exchange, when in reality the rise of
prices of both exports and bullion is simultaneous, and obeys
the same causes.

1t may appear to be a matter of little importance whether ex-
ports rise simultaneously for the same reasons that gold rises
in price, or whether they rise later in consequence of the rise in
the price of bullion; but, as will be seen later on, when it hecome

]
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neceggary to treat of nominal exchange and the effect of the
oscillations in fhe value of the currency on prices, a thorough
comprehension of the sequence of the phenomena that result
in a rvise or fall of real exchange, will materially assist in
appreciati g the cause and effect of other phenomena likewise.
Similarly when, on the other hand, the supply of bills exceeds
the demand, the local prices of bullion and exports must fall,
and the value of the cwrrency improve. The depreciation of
the curreney islimited only by zero, whilst the highest value
it can reach is, what is termed, the maximum *“Gold point,”
which is the par value established by law, plus the cost of
importing bullion, and appears to be for Brazil between 274d.
and 28d.

In orvder therefore to raise the value of the currency, when
once depreciated, by the natural methods of inereased produc-
tion, it is not sufficient to arrive at a state of mere equilibrium ;
there must be a positive excess in the supply of hills, and there-
fore of exports, which will only continue to raise the rate of
exchange and improve the value of the currency so long as that
excess persist.

Until therefore either by means of a shrinkage of imports or
other foreign payments, or an increase of exports or other
resources, the equilibrium of international payments be definitely
attained, real exchange must continue unfavourable, with per-
haps oceasional intermittent recoveries due to the adventitious
assistance of foreign capital.

For the facility of systematic analysis the series of 34 years
comprised between 1860 and 1894, has been divided into six
different periods, during which Exchange was alternately rising
and falling.

1st period 1860-64 exchange oscillated between 25d. and 274
2nd <«  1865-69 G fell from  par to 14d.

Jrd  “ 1870-75 “f rose from 14d. to par
fagor i 1876-85 £ fell from  par to 174d.
6th = 1886-89 L rose from 17id to par
6th 1890-94 b fell from  par to 9d.

This period of 35 years is sufficiently comprehensive to afford
the indispensable facts, by which the accuracy of deductions can
alone be verified; and which alone can give to economic theories
the aunthority of indisputable truth, that is not always their
chavacteristic,

The par value of mil reis was in 1854 fixed at 27 pence.
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Movement of EXPORTS from 1861 to 1893

J._

AVERAGE OFFICIAT COEFFICIENT EATIO OF AVERAGE AVERAGE AGGREGATR AVERAGE
23 % planwum, ANNUAL AVERAGE CAPITA EXPORTS ’ OF COFFRE | cowrkn IS EXCHANGE
Rs. gold Rs. gold %  |Sacksof60 k| Rs.gold [ Rs. gold | eunem
8.250:000 1st 1861-1864 140.699:362% 17$817 81.5 | 3 26%
8.940:000 2nd 1865-1869 146.787:516% 165419 98.5 3.065:869 265480 80.918:410% | 21.51 L
10.117:000 3d 1870-1875 207.852:948% 208545 74.6 2.718:495 385130 | 105.594:0145 | 24.30 T
12.125:000 4th 1876-1885 195.256:826% 165103 91.4 3.907:840 255636 99.790:745% | 22.27
13.875:000 5th 1886-1889 228.387:257§ 165460 89.1 2.990:965 335196 00.287:.9745 | 24.25
14.750.000 6th 1890-1892 265.5633:922% 185002 106.6 | 3.054:282 325156 99.213:491% | 17.0
16.300:000 Tth 1893 291.330:271% 195073 | 10.0
1861 158.1056:433% 195519 i
1861-1892 AVERAGE 89.1
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The foregoing table conclusively proves that durving periods
of high or rising exchange the value of exports has always
exceeded that during the successive periods of low or falling
exchange.

During she three periods 1, 3and 5, when exchan re was rising,
the average value of exports was Rs. 185274 gold per capita,
whilst during the periods 2, 4 and 6 of falling exchange, the ave-
nge value of exports did not exceed Rs. 165831,

This unexpected result;, at fivst sight so opposed to the popular
idea that supposes the value of exports to increase invaviably as
exchange falls, without taking into account the origin of the
rise or fall of exchange, is, however, as a little reflexion will
show, correct and logical. A low rate of exchange and a decreas-
ing value of exports may be the effect of low foreign prices of
exports, and may, therefore, be simultaneous with a positive
increase of production and of the volume of exports,if the fall of
foreign prices is compensated by the rise of exchange, and con-
sequent rise of loeal, or paper, prices. In this case there would ha
no reduction in nominal profits and, therefore, no reduetion in the
volume of exports, although there might be one in their value.
Thus during the 4th period, 1875 to 1885, exchange fell from par
to 174 pence, and the value of exports from Rs. 205545 gold per
capita, in the previous period, to Rs. 168103 gold, in consequence
chiefly of the depreciation of 468 % in the foreign price of coffee.
In lien of a shrinkage of coffee shipments, however, we find that
they vose from 2.718.495 sacks, the annual average for the pre-
vious period at the port of Rio, to 3.907.846 saclks,

When foreign prices rise or remain the same, and the fall of
exchange is the exclusive result of alocal depreciation caused, for
example, by excessive emissions of paper-money, real profits will
either be raised, or will not be affected at all, but nominal profits,
that is profits estimated in the depreciated currency, must in-
crease; production, consequently, will receive o great impulse.

Notwithstanding in the 2nd period 1865-1869 the fall of ex-
change was the result of excessive foreign payments, excessive
emissions, and was also affected by a slight fall in the prices of
coffee; the value of exports, however, fell from 175817 gold per
head, in the former period, to 168419, when an increase would
have been expected. If exports did not positively increase in
this period, a sufficient explanation would he probably found in
the influence of the Paraguayan war and taxation on the cost of
production and labour, combined with the fall in the price of
coffee.

The fall of exchange in the 6th period (1890-1892) was the
almost exelusive effect of excessive emissions and foreign expen-
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diture, as the prices for the staple export had fallen only from
335136 gold to 325156 per 60 kilos; eonsequently, production
received a great impulse and both the volume and value of ex-
porta increased rapidly, coffee shipments increasing during this
period from an average of 2.990.965 sacks, to 3.054.282 sacks,
whilst the value of exports rose from 165460 gold per head, during
the previous period, to 183002 per head.

A rise in the rate of exchanga will only affect production nn-
favourably if there is a posifive reduction of nominal profits in
consequence. If, therefore, the improvement in exchange is the
vesult of a reduction of the volume of the currency, or of the
importation of foreion capital, foreign prices of exports remain-
ing the same, nominal profits must be reduced and exports will
fall off. Thus in the 5th period, 1886-1889, exchange rose rapidly
from 174d. to par, or 42%, and the price of coffee, the principal
export, also rose firom 255836 to 335196 gold per 60 kilos, or
29 9/; consequently, the vise of foreign prices, 29 9/, did not com-
pensate for the loss in nominal prices produced by the rise of
exchange, equivalent to 42 9/, profits dropped, and production fell
off, the anmual shipments of coffee at Rio, being only 2.990,965
sacks compared with 3.907.846 during the previous period; and,
in spite of the notable rise in the price of coffee, the value of
exports remained almost stationary.

If, on the contrary, the improvement in exchange is the effect
of high foreign prices of exports there will be not only no re-
duction of nominal prices, but may be considerable rise; conse-
quently, there will be no falling off of profits, the value of imports
will greatly increase, whilst their volume will suffer no reduction.
Thus, in the third period 1870-1875 exchange rose rapidly from
14d. to par, in consequence of high foreign prices of coffee, which
rose from Rs.263480 to Rs.385130 gold per sack; the value
of exports rose, consequently, from 165419 gold per head, during
the previous period, to 205545, whilst shipments of coffee 1‘6~
mained about the same, at 2.718.495, compared with 3.055.000
sacks for the previous period.

The depreciation of the currency, it may be concluded, fa-
vours production and stimulates exports when it does not
reduce mominal profits, and, consequently, the fall of exchange,
that is the vesult of a local depreciation only, is invariably favowr-
able, and acts as an equivalent bonus, or premivm, to production
and exports.

The explanation of the advantage that a depreciation of the
currency will sometimes confer on exports is to be found in the
differential rise of prices that such a fall of exchange creates.

"The prices of exports and bullion rise uniformly and sinmlfn\._-
o
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neously, whilst those of imporfs rise less, and morve slowly, and
the prices of other products of purely local production and con-
sumption, such as certain food staples, as well as loeal expen-
diture on aceount of rent, labour, taxes, ete., which constitute
the major part of the cost of production, rise still less, and still
more slowly; so that the difference between the rise in the price of
exports and that of their cost of production constitufes a positive and
equivalent increase of profits. The reasonand sequence of this
differential rise of prices will be determined later on.

1
i
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The influence of the value of the currency on Imports

The rise and fall of international exchange does not directly
affect the demand for imports as it does that of exports, but
only indirectly, and in consequence of the rise in the nominal
price of bullion, by which a part of the cost of imports is regu-
lated. The prices of imports will therefore rise in consequence

~ of a depreciation of international, or nominal exchange, but not
in the same ratio as those of exports and bullion itself.

In consequence of the rise in the nominal prices of imports it
would be natural to expeet some reduction in the demand to
follow any persistent fall of exchange; but, in realit ¥, this does
not ocenr; and, on the contrary, the value of imports has always
inereased as exchange falls.

The movement of Tmports has heen during each
of these periods as follows:

ANNUAL AVEEAGE ANNUAL AVERAGE BTG o
VALUE OF COEFRICIENT OF || ©oo oo Jar
PERIOD IMPORTH TarpoRTS Saa
OFFIOTAL VALUATION PER CAPITA ro EXpoRTs
GonD GOLD
Rs. Rs. ol
1st | 1861—1864 | 414. 108: 000§ 13. § 912 81.5 %
2nd  1865—186y | 144. 729: 2008 | 16. $ 261 98,5 %
Srd | 1870—1875 | 155. 201: 334 $ 15. § 342 T4.6 %
4th | 18761885 | 173. 991: 4008 14. § 349 914 %
5th | 18861839 203, 511: 9828 14. § 667 89.1 %
6th | 1800—1862 | 283. 080: 142§ 19. § 191 106.6 %
1893 271. 564: 457% 17. § 749 93.0 %
18611893 - Awerage ..ol idaiili: v 851 9%

This table shows conelusively that during the periods of low
exchange, in place of any decrease of the value of imports taking
place, there is a decided tendency to increase the demand, in
spite of the rise in nominal, or paper prices.

During the three periods 1, 3 and 5, when exchange was hig‘-h'
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or rising, the average annual importation per head was Rs.143640
gold, against Rs.165617 gold per head for the three periods of
falling and low exchange, Nos. 2, 4and 6, :

During the tiwo periods Nos. 2, and 6, when exchange fell to
lower rates than in any other, the consumption of imports
reached the highest rates registered, of Rs.165261 and 195191
gold per head.

When the fall of exchange is caused by a veduction in the
value of exports themselves there will be no increase of imports,
as oceurred in the 4th period, 1876-1885, when the foreign prices
of coffee suffered a great depreciation; beecause, not only in this
case do the prices of imported merchandise rise as exchange
falls, but their valueis also raised by the deproeciation of exports,
so that the rise in pricesof imports is simultaneous with a re-
duction of the means of purehase, and, consequently, the demand
mush fall off, as in 1876-1885, when the coefficient of imports tell
from 155342 to 145349,

This stereotyped tendency to increase the consumption of im—
ports precisely when a deerease would be expected and desirable,
is one of the many paradoxes of inconvertible currencies: and,
although at fivst sight, it may seem to be a eause rather thanan
effect of the fall of exchange, a little further analysis proves the
contrary.

At the same time this undeniable tendency demonstrates the
hopelessness of expecting to redress the balance of inter-
nationil payments by means of the reduction of imports, unless
special measures arve taken to securve it; and it undoubtedly
constitutes one, if not the chief difficulty in devising or executing
any policy direeted to the amelioration of the value of the cur-
rency and improvement of exchange.

The rationnle of this paradoxical increase, in liew of decrease,
of imports when exchange falls, isas follows.

As exchange falls the prices of exports rise simultaneously in
a similar ratio, whilst those of imports rise also, but in a less
ratio, The duties on imported merchandise having been estimated
on a gold basis (24d.), but being payable in enrrency af its nomi-
nal value, their real ormetallic value inereases as exchange rises,
and vice-versa. In addition to this very considerable advan-
tage gained by imports, all that part of the exclusively local
cost of imports, such as discharge, storage, commissions and
local profits, which are likewise payable in currency (and ab
a high vate of exchange often constibute the greater parvt of
their local cost) does not rise in the same proportion as the
prices of exports, or that of gold, for reasons that will be
explained later on :
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In consequence, only the initial foreign’ cost of imports de-
livered in a Brazilian port will rise in precisely the same ratio as ex-
ports and bullion, whilst the local cost, which includes all other
expenditure, will have risen much less, if reduced to its real or
equivalent gold value, and the total increase of the cost and
prices of imported merchandise will, therefore, be less than that
of exports, and these will then exchange for a larger quanbity of
imports than previonsly. The demand for imports will, con-
sequently, continue to expand in spite of the rise that would
have occurred in their nominal or currency prices, and of all at-
tempts to maintain the nominal value of duties on a par with
theiv original, or real, value by the imposition of surtaxes, so
long as exchange continue to fall; hecause the rise in the nomi-
nal prices of exports is accompanied by a positive increase of
Valie, and, consequently, the same Exrorms will purchase more
Tareorts than previous to thefall of exchange, and more will be
imported.

In addition to these veal causes the fall of exchanee will affect
consumption in another, and less logical manner. Bven if it be
supposed that the fall of exchange operates no disturbance in
the relative values of imports and exports, and that the prices of
both, as well as of labour and all products of purely local con-
sumption, have risen simultaneously and muniformly, when
there could be no real increase of profits possible, even so the
apparent or fietitious increase of profits, reckoned in paper
money as it always is, will produce precisely the same effect, as
far as consumption is concerned, as a real and positive increment,
and the consumption of both imports and local products will
increase at the expense of profits.

To take an example: A farmer, who atthe cost of Rs. 5:0008
produced exportable merchandise of the value of Rs. 10:000%,
when exchange stood at 20d. would receive for his produce
Rs. 20:0008 if exchange fell to 10d. whilst his expenditure, or
-cost of production, would have risen to Rs. 10:0008. In the
first instance his profit would be Rs. 5:000%, and in the se-
cond Rs. 10:0008; and, although, if reduced to their real or gold
value, the two would be identical, the mominal increase of Rs.
5:0008 acerning in paper-money would produce all the effect
of a true increase, and the farmer would consequently be
inelined to spend, and will spend, a greater proportion of his
Profit than formerly, forgetting or ignoring that the value of
profit has declined in the same proportion as that of the cur-
reney, and that, if he now realizes 10:0005 when he formerly
made only Rs. 5:000%, and spends Rs. 5:0008 when he previously
spent only Rs. 2:0008, the balance of Rs. 5:0005 saved is really l.ef'}f

3
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than the Rs. 3:0005 he formerly allowed to azeumulate when
Exchange was at 20d.

In practice, however, neither the prices of imports, nor of
commodities exclusively produced and consumed in the country
rige precisely in the same ratio asthose of exports and bullion,
so that in addition to the nominal profit due to the deceptive
operation of the eurrency, there is also a real accession of profit
that results from the increased value of exports, both of which
concur to swell the demand for imported goods.

Later on we shall have occasion both to analyze the canse
and sequence of this differential rise in prices, and to corrobo-
rate our deductions by facts.

It seems, then, indisputable that a lower rate of exchange (that
ismeither the result of excessive foreign expenditure nor of a fall
in the foreign demand for and prices of exports) not only fosters
produection and exports, but if a larger consumption of imports
is any test, actually improves the condition of the masses, as is
evidenced in their greater potentiality for purchase and conse-
quent enhanced comfort.

That these advantages are obtained spontaneously, without
any individual loss, is not pretended. The loss, whatever it is,
will fall mostly on profits, which will be greatly reduced it mea-
sured by their metallie or real value, though part will fall on
the holders of public securities, fixed incomes, and creditors
generally.
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The influence of Export duties on Exchange

A duty on Exports, or an increase of duties, must raise
their cost at least by the amount of the duty or increase.
The foreign demand remaining the same, profits must then
suffer, exports and the supply of bills fall off, and, the demand
for bills remaining the same, real Exchange will fall.

The fall in international, or real, Exchange will raise the cost
of imports, but not in the same proportion as the price of
exports had fallen ; the nett result of the duty will consequently
be a shrinkage of both exporfs and imports, and a fall in
Exchange in proportion to the difference between the new ratio
of the supply to the demand for bills, thus determined.

RaTi0 OF DUTIES |COEFFICIENT
TO THE oF EXPORTS
EROD REeArn (conp) VaLue PER lixcmaNge
]ﬂxgﬁm‘a LR 2
1st. | 1861 - 1864 6.7 % BRs. 175817| hich
2nd. 1865—1869 I 6.8 % * 163419| falling
3rd. 1870—1875 7.8 % ¥ 205645 rising
4th. = 1876—1885 | 73 % | » 165103 falling
5th. 1886—1889 T 7026 17 165460| rising

The variations in the percentage of duties recovered on the
real value of Exports has never exceeded 1 %, and are, conse-
quently, too small to affect appreciably either the foreign de-
mand for Exports or the rate of Exchange, neither of which
shows any signs of having been infinenced by the alterations of
duties. L8
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The Influence of Import Duties on real Exchange.

A duty, or the inerease of duties, on imported commodities
will raise their cost by at least the equivalent of the rveal value
of the increase. In consequence the prices of imports will rise,
the demand for imports decrease, and that for bills fall off, The
increased cost of imports, will raise the cost of Exports, but in a
less degree than that of Imports, because only that pavt of the
cost of production will be affected that is atfributable to
the initial foreign cost of the imported commodities employed
in production, the other or purely local expenditure being little
influenced thereby. The increased cost of exports will affect the
foreion demand and redice the supply of bills, buf in a less
ratio than the demand has been simultaneously reduced; con-
sequently, the rate of exchange must improve, but not in a
divect ratio to the reduction of foreign payments created hy
the decrease of imports, [f then, the reduchion of the demand
for bills be represented by 1, and that of the supply by 4, the
improvement in Exchange will be in the ratio of #: 1.

The nett tendency of an increase of dufies on imported com-
modities will, therefore, be to ereate a rise in the rate of Exchange
in proportion to the ratio between the decrease of the demand
for bills to that of the supply, and a simulianeows decrease in
the volume and value of both Imports and Exports.

This result will be similar, but not identical, whether the
currency be metallic or inconvertible. In the former case the
vatio of the increased cost of Exports to that of Tmports will be
constant; and in the latter will vary with the value of the
currenecy, increasing as exchange riges, and vice-versa, because the
nominal value of the purely local cost of Exports, which is also
the greater, neither falls nor rises precisely in an inverse ratio
to the variations of the value of the currency,but in a less ratio.

Ririo ov varnue l('}nnwtcnue-r Rario ow

o o1 VALUE
PERIOD Duries ro Tsirorrs TatEOT o on TMPORTE

REAT NOMINAL | PER CAPITA | 10 HXPORTH

Srare
OF
EXCHAXGE |

| % 7 7
1st 1861—1864| 25.6 25.0 R gold 81.56 % |high
2n(l|18656—1869| 20.6 25.8 135912 98,6 % |falling
3vd [1870—1875| 32.5 371 165261 74.6 7 |rising
4th (1876—1885) 30.2 36.5 155342 914 % |falling
5th (18861889 41.3 46.5 145349 89.1 % |rising

6th |1890—1892| 26.0 44.0 145667 106.6 falling
‘ 1893 30.7 73.0 195190 93 %
| 175749




It will be observed that the ratio of the value of duties to that
of imports is divided into two ecolumns, one termed the
Real, which is the ratio hetween the real or gold value of duties
and that of the imports themselves ; and the other the Nominal,
or ratio between the nominal or currency value of dufies and the
real value of imports, which is that of the official returns.

It is important to notice thiz distinction, as the confusion of
one with the ofher many easily lead to false coneclusions.

During the three periods of high or rising exchange. Nos. 1, 3,
and 5, the average real rate of duties was 33.1°¢/,; and during
the three periods of fallingexchange 2, 4, and 6, was only 25.69/,.
During the first three periods of high duties and high, or rising,
exchange, the consumption of imports was 145640 per head;
and, during those of low duties and falling exchange, 165606
gold per head.

If the consumption of imports be amalyzed in detail, its de-
crease will not be always found to correspond to an inerease
of duties; but it must be horne in mind that there are many other
causes acting simultaneously on real exchange ifself, some fa-
vourably and others unfavourably, and that the market rate is
the resultant of all the different canses that influence hoth real
and nominal exchange, of which duties are but a single item.

The influence that excessive import duties have been shown
to exercise on the volume of and demand for exports, though
little appreciated and generally misapprehended, is unquestion-
ably the cause of the almost invariable failure of attempts to
redress the balance of trade by ultra-protectionist or prohibitory
tarviffs; and explains why the decrease of imports aimed-at is
almost always accompanied by a corresponding, but undesired,
shrinkage of exports.

The excessive taxation of imports not only reduces the foreign
demand for exports by raising their cost, but also positively dim-
inishes the purchasing potentiality of foreign consumers by
limifing the medium by which they effect exchanges.

The deplorable effects of such a policy on trade and pros-
perity have never been more forcibly illustrated than at the
present day in Spain and France, where protectionist doetrines
and practices have been pushed to an extreme limit, only ex-
ceeded in the United States,

In Spain, to quote the © Heonomiste,” under a liberal custom
tariff, inangurated in 1869, the value of imports had rizen unin-
terruptedly from 442,263,313 pesetas to 816.666,901 pesctas in
1882 and 1.018,770 in 1891 ;: whilst exports had increased from
266.552,600 pesetas to 765.376,887 in 1882 and 932.245,001 pesetas
in 1891; so that, in spite of revolutions and “ pronunciamentos,”

| 9
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the steady progress of foreign trade never slackened from 1839,
whilst the eustoms revenue also followed the same ascending
seale, from 40,000,000 pesetas in 1869 to 98.000,000 in 1891,

In the year 1892 the new and ulbra protectionist tariff came
into force, which, according toits partisans, was to “make Spain
more prosperous than ever, preserving for Spain alone her own
markets and those of hev colonies, whilst obliging foreign con-
sumers to contribute to the administrative expenditura of the
counfry by heavy taxation of their goods imported into Spain,
unable as they would be, to discontinue the importation on their
parh of the wines and other indispensable natural products, that
constitute 80 % of the total exports of the country, and confer
a practical monopoly !

The figures of only 18 months experience of the protectionist
policy have painfully demonstrated their mistake, and reveal a
decrease in every class of imports of 21.6 % of their former value,
whilst the decrease in the value of exports has been 21.1 55 or
only 0.57 less than that of imports, being precisely most accen-
tuated in the very industries which were supposed tio constitute a
virtnal monopoly, and the products of which were judged to be
indispensable to foreign consumers, no matter what the imports
might be ; Sherry shewing a decrease of 40 %, and common wine
of 60 % in the value exported.

| | l DECREASE
| 1891 eoRil I dads 0l
Value of im-l Peselas Pecetas Pesetasg
POBHENS (o | 8753.834,000 | 751.724,000 | 684.824,000 | 21.6 %

Value expori's.i 803.815,000 | 663.033,000 | 626.000,000 | 21.1%

Value of ex—
ports of |

Sherry...... 29.279,9835 23.087,880 17.449,680 40 %,

Value of ex—
ports of com-
mon wines...,. 277.038,675 | 117.720,178 90.574,988 60 %

|

If we now turn to France, we find a similary state of things to
exist, The United States Consul in Roubaix, who will not he
suspected of free-trade tendencies, in his annual veport to his
government. in 1894, states that: “The financial crisis (in
Franee ) is contemporary with the new ultra protective tariif,
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and the supporters of this tariff are called wupon to explain
the fact that, from the commencement of the years 1892, which
was the date of the enactment of the new tariff, until the 30th
September of 1894, there was a falling off in exports of more than
699.000,000 francs, taking the year 1891 for comparison. The
Chamber of Commerce of Rheims has sent delegates to the Minis-
ters of Commerce and Foreign Affairs to devise means to
ameliorate the situation of that Department, which suffers from a
diminution in the demand for its champagnes, while its woollen
industries, which are very important, are undergoing an actual
crisis ! DMuch was hoped from the reductions effected in the tarift
of the United States (in 1892,), but up to the present time these
hopes have not been realized, and reports of commercial travel-
lers from the United States are uniformly discouraging. To
add to the chagrin of the Roubaix manufacturers the reports
received from Bradford, their old-time rival, are to the effect
that business with the United States is most encouraging.”

Protection to National industries at the expense of foreign
imports must always be popular, appealing as it does fo the
chauvinistiec sentiment dormant in every nationality, as well
as because its true effects are generally misapprehended. It can
however, be ravely advantageous, because the apparent: advan-
tages, gained by the reduction of imports, are mostly lost again
by the falling off of exports.

The adoption of an nltra-protectionist policy in Brazil could
not, moreover, considerably reduce the volume of any class of
imports, excepbsuch as are not produced at all in the countuy;
and, as regards others, would only succeed in raising their cost,
ag the country is not, and cannot be, in a position to replace the
greater part of the absolutely indispensable foreign imported
commodities by local manufactures or produce, at least for many
years to come. i

Although the virtual monopoly by Brazil of two important
produets, coffee and rubber, may, it is true, minimize the evil
influence that a protective or prohibitive policy as regarde
imports would certainly exercise on exports, it cannot be relied
on to nentralize it; as the experience of Spain with its sherry,
and France with its champagnes has already evidenced.

Nevertheless, the necessity of realizing, by means of increased
duties on imports, the indispensable financial and economical,
equilibrium may make such a policy an unavoidable evil, that
can, however, be considerahly mitigated by taking the necessary
precautions to preventit from deteriorating into an exaggeration
of protectionism, never intended.

The increase of duties on imports, whatever may he its object,
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unless carefully provided against must act as a tax levied on all
consumers for the almost exclusive henefit of local industries,
thus protected from foreign cumpetibidn.

The rise in prices of all such imports as ave likewise pro-
duced in the country, consequent on the increase of dutfies, will
not be confined to the imported goods only, but will extend to
the whole stoclk ; and, thus, a specific tax on imports, originally
intended fo increase the revenue, will raise the cost not only
of the imported, but also of the similar local product: this
latter moiety of the tax, however, will yield no increase of
revenue to the State, but merely add the equivalent of the
duty, or thereabouts, to the profits of that particular favonred
incustry.

To take a concrete example. T'he present duty (1884) on lard is
200 reis per kilo,or 15000 per barrel of 5 kilos. The imports from
the United States are about 8.000,000 kilos, or 1.600,000 cases of
5 kilos. BSupposing the home production to be one half, or 800.000
cases, an increase of 25 7% of the duty would raise its cost to
18250 per case. In consequence, the price of lard would rise by
value of the increase of duties, which would be equivalent to a
tax on consumers of 3.000:000%, of which, however, only 2.000:000%
would go to increase the revenue, the balance of 1.000:0003
going divect and intact into the pockets of the home producers,
thus swelling their profits by an whoelly unearned and unmerited
increment !

The rate of wages and profits will rige in that particular in-
dustry, but at the cost of a proportional loss to all ofhers nof
equally protected; moreover the enhanced rate of profits will
attract capital to that particular industry, and production will
be greatly stimulated, imports fall off, and revenue suffer by
the very measure intended to promote it.

If, however, no other means of raising the necessary revenue
exigt, and the inerease of import duties were determined on as
a purely fisecal measure, and with no ulterior intention of yet
further increasing protection to national industries, the only
means to counteract the partial and inequitable influence of such
a tax would be by the simultaneous imposition of an excise duty
equivalent to the increase of duties on imports,

Such a tax would doubtless produce a considerable revenue
 without inflieting either injustice or injury on any individual
or class, and wounld be similar to the Excise taxes imposed in
England and India on national production in cases where
a duty is recovered on similar imporfed goods, such as wines,
spirvits, and substitutes for coffee.

Let us now suppose for simplicity of round numbers that, in a
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country whose sole export is coffee, and sole import is eloth,
exchange stands at 20d. per 18000, and suddenly falls to 10d.
in consequence of the excess of the demand for bills to the sup-
ply, which we may likewise suppose to be equivalent to 50 9.

In order to restore the equlibrium without any inerease of
exports, 50 % must be deducted from the purchasing power of
exports, and, in consequence, these will now only exchange for,
or cover, one half the former value of imports.

This reduced guantity of imports must, however, re-exchange
for the whole original value of exports, or its equivalent, unless
a loss is to remain on the operation. One half of the coffee ex-
ported would, therefore, be appropriated to the liguidation of
outstanding liabilities, and the other half only will be available
for purchase of imports, and the half sack of coffee will, there-
fore, only realize one half piece of eloth. This half piece of
cloth, must, however, exchange for the equivalent whole of
sack of coffee, and must be sold at that rate.

Gold will,in consequence of thefall of exchange, have risen in
value, so that £1 will now be worth Rs.243000 in lieu of
Rs.125 000, and the price of coffee and of all exports will have
risen in similar manner to Rs.245000 per sack, which must
therefore be the value of half a piece of cloth; so that a whole
piece will have risen from Rs. 125000 to 485000, and will
continue at this price so long as foreign quotations remain
unaltered and the deficit of 50 % in the supply of bills persist.

If the deficit were liquidated by an equivalent increase of
50 % in the value of exports, then the increased supply wonld
cause a fall of prices abroad, to say 18 shillings per sack of coffee,
which would be, minus expenses, the metallic price of cofferin
the exporting country also. In consequence, 1% sacks of coffee
would mnow only realize 27 shillings, from which must be
deducted 10 shillings for liguidation of debts, leaving only 17
shillings for purchase of cloth, that will realize 0.85 of a piece.

This must re-exchange for the equivalent of its original cost,
1% sacks of coffee, or Rs. 36 5000; so that the price of a piece
of cloth will have risen from Rs.125000 to Ks.42 353!

Unless, therefore, every inerease of foreign charges is
accompanied by a positive increase of imports sufficient to com-
pensate to the increased burden of foreign payments, either
some foreign obligations must remain unpaid, or be liquidated
by other means.

If however, in practice we find that the ratio of imports to
exports has inereased from 81.5 to 89.1 *lo, whilst that of other
fixed payments has risen from 10 °fo to 17.8°/,, thus raising
the ratio of the total debit ( passivo ) from 91.5 °/, to 106. °/,
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of the eredit (activo) during the 35 years 1861—1894, the only
conclusion possible is that this has been affected with the aid
of foreion eapital, instead of by the sacrifice of Exports.

This conclusion may appear to be in confradiction to a
previous assertion that the “balance of trade® could not be per-
manently unfavourable, buti is not so in the sense that the term
is generally undervstood, which includes only imports and
exports of merchandise in the equilibrinm.

It cannot bhe denied that, though the “ halance of tiade” has
been almost unitormly favourable, that of international payments
has not been so; the question to be decided is whether such a
state of things cannot be remedied, and the economical equili-
brium permanently realized without the necessity of periodic
appeals to foreign capital for assistance.

Had no foreign capital ever been available all linbilities manst
have been met with purely local resources, and though the bur-
den of foreign indebbedness has been, and is, increaging at an
alarming rate,it is certain that the Country can by a well directed
effort easily place itself in a position to meet not only its actual
engacements, but to provide against any that circumstances
may oblige it to undertake in the futuve, if the fatal system
of velying on loans as substitutes for the taxation necessary to
meet ovdinary expenditure were abandoned, once and for all.

From fhe preceding illustration it might be presumed that
there exists no limit fo the extravaganee of governments, or fo
their ability to contract foreign debts, further than the value of
the whole mass of imports; but far from this being the case a
point is quickly reached when the wvalue of imports would he-
come g0 exaggerated as fo pul astop to imports altogether, or
lead to their manufacture or production in the country itself.

It cannot be too constantly borne in mind that the advantage
of imports, as Stewart Mills has pointed out, depends nol on
their actuwal, but on their comparative cost,

It we suppose one ewt. of colfee, which costs 50 days’ labour in
Brazil, to exchange for 1 bale of cloth,which likewise costs 50 days’
labour in Germany, but would cost 100 days’ labour in Brazil,
there would be a clear profit to Brazil equivalent to the cost of
50 days’ labour in the exchange, leaving ouf of consideration
freight and contingencies. Of this profit, however, only part
wonld be realized by the producers, the remainder being inter-
cepted by the Government in the shape of taxes, for payment of
its foreign engagements.

If then we call Exports or coffee costing 50 days’ labour — I
Imports or cloth £ £ =l
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whilst the Producer’s profits are vepresented by.............. P
then B4 P =1 * P— 8 — E — 50 day’s labour.

i.e. The producer’s profit, when there are no fixed foreign
burdens, wounld be equivalent to 50 days’ labour, or 100 % of eost.

It then a foreicn debt were contracted demanding annual
payments equivalent to 1y, part of the value of Exports, as
the profits on that amount wounld be sacrificed as well as the
value of the exports themselves, then /1, (L+P) = 1[5 I, and the
equation of profits would now he E+P =1 — /w0 [ 5, P =40.

i.e. When foreign fixed payments absorbed on eguivalent of
/1o the value of Exports the profits of producers would be
reduced to 40 days’ labour, or 20 per cent !

Every successive inerease of foreign burdens will cause a Pro-
portional decrease of profits, and the extreme limit would be
reached when foreion, payments absorbed 25% of the value of
exports.

If, then, it were possible to establish the comparative cost of
all exported and imported commodities, it would be likewise pos-
sible to determine mathematically the precise point at which
inereased taxation for liquidation of foreign liabilities, would
canse 1mportation to cease and home production to commence
in each separate insfance.

In the same manner the amount by which imports would have
to be diminished, or exports increased, or both, to meet an
increase of fixed foreign burdens could be determined.

In the suppositious case just cited the increase by 10 % of for-
eign fixed burdens would demand an increase of 20 % of exports,
or a similar decrease of imports, or else a simmultaneous and uni-
form increase of one and decrease of the other by 10% .

If the increase of foreign burdens were equivalent tio 20 7, of
the value of exports, the increase of exports required would be
40.9.1

Every successive inecrease of fixed foreign burdens must,
therefore, inerease the ultimate demand for bills and tend to
lower exchange, and reduce the profits of production and
exports.

1If, as has been asserted, the equilibrinm of annual international
payments has never heen attained, and is impossible except by
the aid of foreign capital, as soon as the proceeds of the loans
plce exhausted the chronic excess of demand over the supply of
bills must recommence, and exchange fall again uninterruptedly,
with no hopeof even a temporary reaction, until a new loan were
negotiated ; as each successive fall of exchange must add to the
deficit, and still further exagoerate the excess of the demand to
the supply of bills, if it were then impossible to ve-establish

e
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the equilibrium in the way asserted by means of fresh loans,
exchange must drop continuounsly until either zero or suspen-
sion of payments were reached!

It is not denied thatl the accession of foreion capital, in any
form, exercises a powerful and often determining influence on the
immediate course of exchange, increasing as it must the supply
of bills, but experience teaches that the gratuitous assertion that
the equilibrium of exchange is absolutely dependent on the pe-
riodic recurrence of loans, and that it hasnot and cannot be rea-
lized without such adventitions resources, to be untrue.

During the eight years, to tale an example, from 1868 to 1874,
only one foreign loan for Rs. 26,667:5005 gold was negotiated,
and the total value of foreign capital imported was Rs. 45.806:
437 §, exchange rising from 17} to 26d.!

It can scarcely he pretended that this insignificant assistance
from foreign capital, equivalent to less than 5%, of the nominal
value of the currency and also of exports, was sufficient to raise
exchange from 17d. to par in the short term of 8 years; but, if
80, how then can it be explained that in 1875 a new loan, for nearly
double the amount, only suceeeded in maintaining exchange at
pax for that year, the rate falling again in 1876 fo 256d., and
in 1877 to 22d.°

The undeniable fact, which the study of the causes of the rise
of exchange during this period, 1868-1875, discloses is that Na-
tional vesonrces, almost unassisted, were sufficient to raise the
rate of exchange from the lowest point it had ever yet reached
to above par, in seven years, and at the close of an exhansting
war, simply by the excess of the value of exports over that of
foreign payments; and points the moral that the only manner
in which a similar stable equilibrium may be attained is by
either increasing the value of exports in the same manner, or by
reducing imports to some similar proportion to exports that
they then represented, 78 %, or both. If then, the financial
history of the country shows that frequent use has been made
of foreign Capital to establish the equilibrinm of international
payments, it cannot be thereby coneluded that this was either
indispensable or advantageous, as, with or without it, the equi-
librium most have been attained, because itiis the consequence of
self-adjusting nature of real or international exchange, when
not arbitrarily interfered with, and which like all phenomena,

obeys precise and unvarying laws of motion and equilibrium,

that, as soon ag its egunilibrium is disturbed by either a rise or
fall above true par value, the whole economical system is at
once sel in motion, at home and abroad, until, by a more orless
rapid rearrangement of its elements, a fresh state of equilibrinm
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is evolved. The passage from one state of equilibrium to the
other can only be comprehended by the action of a pair of forces,
one tending everlastingly to destroy and the other to restore
the balance. This state of equilibrinm must, however, either exist
or be in process of readjustment; and may he likened to averpetnal
see-saw, always seeking but never attaining any buf a tempo-
rary repose, and, like Sisyphus’ stone, only reaching the fop of

A =

the hill to immediately commence fo slip back again. . 22

it



The Influence of Foreign Loans on Exchange

The effect of considerable foreign loans on exchange will vary
in accordance with the method employed and the manner in
which tie proceds of the loan are received.

If the proceeds of the loan are wholly drawn-for, in lieu of being
imported as bullion, the specie wounld remain in the lending
conntry and there might then be no disturbance of the currency
and, consequently, no alteration of prices in that country. Inthe
borrowing country the supply of bills wonld be largely supple-
mented, and real, or international, exchange go to par, if it
had not done so previously.

In countries with a metallic currency exchange would not rise
beyond the maximum gold point, when any proceeds of the loan
that still remained would have to be shipped.

In the case of'a depreciated inconvertible currency this need
not necessarily be the case, as even after the equilibrium between
the supply and demand for bills has raised international ex-
change to par, nominal exchange may continue to rise until it
reaches the real local maximum specie point, equivalent to the
legal par value of the ecurrency, plus the expense of importing
bullion.

The influence that the importation or exportation of bullion
exercises on the value of the currency sfrietly speaking affects
not international, but only neminal exchange, and, consequently
can only be considered when that subject comes to be treated.

In consequence of the rise in exchange, provoked by a foreign
loan, loeal prices (paper) of both imports and exports will fall,
but not in the same degree; those of exports falling simulta-
neously, and in the same proportion as gold, whilst those of
imports will fall less, and more slowly, just as they have been
already shown fo risedifferentially in consequence of animprove-
ment of exchange. Congequently the supply of exports will
guffer a greater reduction than will the demand for imports, and
this inequality will persist until the difference created in the
demand for imports becomes equivalent to the inereased supply
of bills resulting from the loan. When therefore the proceeds
of the loan are exhausted the equilibriuvm of real exchange
being again disturbed, by the excess which the demand for
imports has acquired over the supply of exports, it must fall
again until not only this excess is reduced to a level with the
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original supply of bills, previous to the loan, but also until
either this supply is supplemented by some positive increase
of exports, equivalent at least to the increased cost of the ser-
vice of the foreign debt creafed by the new loan, or until the
demand for imports is still further reduead in a similar ratio, or
both.

The irérease of exports is a matter of tims and labour, and, as
has been shown, the tendency of imports is often to increase as
exchange falls.

Unless, then, some means are adopted to secure the necessary
reduction of imports to ecompensate the inereased burden of
foreign payments, that every fresh foreign loan must originate,
atleast until the desired increase of exports can be realized, inter-
national exchange must remain unfavourable. The only means
to attain this indispensable decrease of imports is by the increase
of duties on imported commodities; but, in order that such a
purely fiseal measure should not exercise a protective influence
that was never intended, it should be accompanied by an eqgui-
valent internal, or excise, tax on similar lozal production.

If, in place of drawing-for, the proceeds of the loan they were
in shipped, the disturbance of the currency that would ensue
would cause a rise in prices and shrinkage of imports in the
lending country. The effects of the importation of alarge amount
of bullion would be, strietly speaking, confined to nominal ex-
change, but as soon as the bullion was thrown on the market,
real exchange, if not previousiy so, would go to par, but not
beyond, as any deficit that might have previously existed
between the supply and demand for bills would then be made
good by ve-exportation of the bullion.

The nett result of a loan, thus applied, would, therefore, be to
cause o greater fall in prices of exports and a less reduction in
those of imports than when drawn-for, until bullion commenced
to return to foreign countries, when the course of real exchange
would be similar to that alreadydescribed in the case of the pro-
ceeds of the loan being drawn-for.

The ultimate result of a foreign loan thus utilized would, there-
fore, be a tendency to lower exchange more than if drawn-for.

If the loan were neither drawn-for, nor its proceeds in-shipped
but applied exclusively to the liguidation of over-due foreign
liabilities, there would be no immediate alteration in either real
onnominal exchange, and the only result would be a negative
one, the avoidance of a probable further fall in hoth. Ultimately,
however, the increased cost of foreign payments caused by the
new loan must disturb the equilibrinm of real exchange and
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provoke a fall, unless compensated by an inerease in the value of
exports, or decrease of thati of imports, or both,

A foreign loan productively employed in the direct increase of
production, or the decrease of ifs cost by construection of useful
public wexlks, such as railways, might easily, after some lapse
of time, produce sufficient advantages to compensate the in-
crease of foreign burdens, and re-establish the equilibrium of
real exchange independently of any increase of exports, or shrinlk-
age of imports; and in this case, if the equilibrium between
the annual international Debit and Credit could he in the mean-
while secured, gold would not leave the country. Otherwise the
drain of gold back again from the borrowing to the lending
country is an inevitable consequence of the mechanical method
in which international Exchangeis readjusted; and explains how
in Brazil, R. Argentina, and other counfries, in spite of the im-
mense sums received in the shape of European loans, that in
Bragzil is certainly not less than £150,000,000, and in R. Argentina
largely exceeds this amount, little gold remaing in the Country.

The unproductive employment of foreign loans in the pay-
ment for example of administrative expenditure, even if iti be
all spent in the country itself, will add nothing to the productive
capital of the country, the money will have been simply spent,
without producing any equivalent, and is lost for ever as far as
capital is concerned.

The immediate effects of a foreien loan must be identical
whether productively or unproductively employed, but the
ulterior results must be, in one case a possible rise, and in the
other a certain fall in the tendency of exchange.

The only possible advantage that could accerue from the un-
productive employment of a foreign loan lies in the eventuality
of having, by means of the economical employment of cheap
foreign capital, avoided the necessily of increasing the taxation
of production, and thus allowed greater opportunity for the de-
velopment of industry and accumulation of individual wealth.
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Foreign Funded Debt:

" AVERAGE

ANNUAT, vatus |AUALYALUE | Sileh | SommrL

FPERIOD OF THE AND VALUE OF PEL
poRataN paus | AUNICIEAL | | Lobogan | camime

Rs. Rs. Rs. Rs.

1st 1860-1864 | 76.124:818% 76.124:8185| 95227
2nd 1865-1869 | 127.243.012%! 127.243:012%| 145223
3rd 1870-1875 | 141 822:366% 141.822:3665 145018
4th 1876-1885 | 162.057:928% 162.057:9283 135368
5th 1886-1889 | 220.827:4275| 3.575.0008| 224.402:427| 168173
6th 1890-1892 | 259.928:286% 10.233:33435| 270.161:653S| 183315
1893 | 261.872:1625| 24.196:0008 286.008:1628| 185693
1894 | 281.877:3023| 25.379:000| 307.256:3023) 195696
1861 | 68.101:6525  NIL | 68.101:6528 85407
1895 | 353.860:423% 25.379:0005} 379.239:4833| 235702

The coefficient of total foreign indebtedness has (allowing for an
annual inerease of population of 2% %, from 8.000:000 in 1860 to
15.600:000 in 1894) risen from Rs. 85407 gold, in 1861, to Rs. 195696
in 1894, or 134 %, including Provincial and Municipal foreign
loans, a truly alarming rate of progression, if not compensated
by the productive employment of the proceeds of the debt !

Annual Seryiee of the Foreign Debt.

. . AvmpaE | o T &
n‘L;gf:i}:n- 5333}1&?81: *K“:‘:;‘J; BERT oo p- “t};‘m
EERIOD U:I'El‘;x PIOTINGIAL AR “eEx | Viuuz
FEDERAL | AND MUNIC.| TULAD CAPITA 03,
[FOREIGN DEBr | FoREIGN BOLEL EXEORUA
e [ pERL | j_li— e
|
Rs. Rs. | Rs, Rs.
1st 1861-1864 | 11.032:079% 11.032:103%| 18377 | 7.8°/,
2nd 1865-1869 8.529:3685 8.529:3685| 03954 | 4.8/,
3rd 18701875 | 10.038:8548| 10.038:8548| 05991 | 4.8,
{ Ry
4th 1876-1885 | 12.925.8448 12.925:8445| 15066 | 6.6/,
1886-1889 | 16.440:3878! 204:350% | 16.645:2375 15199 | 7.27
[ncluding Conversion ) 64.482:6673 0018 106
: 1890-1892% 3 s 65.011,001b‘ 45
Exelusive Gonversion ) 13.508:8508 14.027:2935 08937 | 5.1%,
1893 | 13.336:0333 1170:5278 | 14.500:560% 05947 4.59,
1861 5.122:157$|  ~rIL 5.122:1575| 05597 | 3.27/,
25
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The total nominal value of all Federal foreign loans newo-
tiated from the year 1824 to 1892 amounts to £71.891.300
(R8.639,041:7668), of which however, only 86.6 per cent., equi-
valent to £62,313,050 or Rs. 558.898:5005 gold, have heen
actually received, the balance of £9,578,250 (Rs.85,143:164),
or 13 per cent., having been absorbed by expenses, commissions
and digcounts.

The difference between the nominal value payable of a foraion
loan and the real value received is usually regarded as an abso-
lute equivalent loss to the borrower; but, in point of fact, such
is rarely the case, and a greaf part of the loss is merely apparent.
The terms of most of the foreign loans negotiated with Brazil
stipulate that amortisation shall be effeeted by tender when
the market quotations ave below par, and by drawings when
they are above.

Consequently the lower the market quotation, the greater will
be the advantage to the horrower, who can thus repay his debt
with a less expenditure!

From 1861 to 1894 foreign bounds to the nominal wvalue
of £35,639,441 were amortised with an expenditure of only
£34,452,611. The real value, that is, the original neft value
received for these bonds was £31,050,725, and, consequently, the
loss of £4,588,711, which the amortisation at par must have
enfailed, wag reduced to £3,401,782, or only 10.09 per cent.
of the mominal value of the loan, in lieu of 13 per cent.

In 1890 National foreign credit suffered a severe check, and
the market value of Brazilian bonds fell rapidly to 75 and 80 per
cent. of their nominal value. In consequence from 1890 to 1894
bonds to the nominal value of £1,391,716 have been purchased
for about £930,728. The real value, originally received, of these
bonds was £1,223,605 ; so that, in lien of the loss of £168,200,
which must have accrued had these bonds been redeemed at
par, & nett profit has been realized by Brazil of £292,777,
whilst the total saving effected by the fall in prices mmounts
in 4 years to the considerable sum of Rs. 3,097:634 gold, which
must continue to aceumulate so long as the low quotations of
Brazilian securities persist.

If, therefore, the logs of foreign eredit is for many reasons to he
regretted, and has its decided disadvantages, moral as well as ma-
terial, it is noti an unmitigated evil, but undoubtedly also confers
tangible and positive benetfits by facilitating the liguidation of
foreign liabilities at a cheaper vate; thus materially reducing
the burden of foreign payments, and thereby improving the
prospects of international exchange.

The immediate effect of a foreign loan on the course of ex-
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change must be purely transitory, and any improvement it may
effect can only be rendered permanent by the simultanecus in-.
fluence of other and more persistent causes.

Thus in 1865, when exchange had already commenced to fall,
a considerable foreign loan for Rs.44,445: 0003, not being accom-
panied by any other real cause which would sustain the rate of
exchange attained by the influence of the loan, but, on the con-
trary, being simultaneous with areal cause for depreciation in the
excessive foreign expenditure of the Paraguayan war, was unable
to raise exchange at all, and only to maintain it at about the
same rate, 245d. until 1866, when it recommenced to fall again.

Recapitulating: we conclude that the immediate tendency of
all foreign Toans must be to raize the rate of international ex-
change and the value of the currency, but that unless some
means of inereasing production and exports, or of diminishing
the value of imports has been secured, their ultimate effect must
be to depreciate the value of these exchanges to a lower point
than that front which they had rvisen, and that this depreciation
will be greater when the loan is unproductively employed. 26
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Internal Loans and their effect on Exchange

The effects of an internal loan on infernational exchange
would he generally less diveet but move pernicious than those of
toreign loans. A home loan can rarely be advantageons when a
foreign loan can be obtained on equal terms, except for consi-
dervations of a moral nature.

Internal loans must be derived from either Capital itself, thus
reducing its amount, or else from accumunlations that would
otherwise have found their way into the money marvket and
increased the capital available for production,

The direct or indirect reduction of productive capital must
prejudice produection; so that, in addition to a usually hicher
rate of interest, an internal loan will entail cither a real decrease
in the value of production and exports, or a confraction in the
usual rate of the increase.

If the internal loan were productively employed there would
he no actual decrease of Capital, but merely a transfer; though it
is improbable that any government could employ the proceeds
so advantageously as Industry itself ; and so, even in this case,
there would be a probable lose and tendency to wealken real
exchange.

If the loan were unproductively applied, there would be a
real and positive decrease of capital, as the proceeds, even if en-
tirely expended in the country itself, would not compensate the
loss of capital, but, at best, merely replace in some instances a
part of the ecirculating capital that administrative debts had
previously immobilized. The sums spent in payment of salarvies
and wages would be simply consumed in the purchase of com-
modities and payment of debts, and be lost for ever as capital;
only that part, perhaps, which was saved finding its way
ultimately into the money market, and thus compensating in an
insignificant proportion the reduction of Capital caused by the
loan itself.

An internal lom:_, if payable in currency, will not alter the
relations between the supply and demand for bills, and therefore
will not dirvéctly affect international exchamge. Ultimately,
however, the reduction of Capital caused by the loan must affect
production and exports, and exercise a weakening effect on
international exchange,

]
|
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National Loans payable in gold

The first national interral loan payable in gold was emitted
in 1869 for R<.30,000:0005. The value of the inteimal debt
payable in gold, including the loans of 1869 and 1879, and the
part of that of 1889 actually in circulation or belonging to the
banlks, as well as the ¢ Apolices’ of 4 per cent.,, had risen in 1894
to Rs.272.569:5008, an average increase of 32.2 per cent. per
annum.

Theservice of the debt demanded in 1894 the sum of Rs.9,775:327%
gold, equivalent to Bs.26,261: 2523 currency at the current rate of
exchange for that year, exclusive of the service of the bonds of
1889 deposited in the Treasnry in guarantee of the emission of
the Bank of the Republie.

In addition to the general effect on exchange of all internal
loans alveady deseribed, the payment of the service in gold will
affect international exchange directly by the increased demand
for bills that the importation of gold for the service of the loan
must create. Part of the consequent increase in the demand
for bills and of the tendency of real exchange to fall will be
recovered when the bullion is thrown on the marvket afresh,
though some loss is inevitable on account of the expense of
shipment of bullion, and this must always exercise a weakening
effect on the tendency of exchange.

Average Annual Yalue of the Internal Debt Payable in Gold

ANNUAT a [y s
AVERAGE e T s e
= T R | -
VALUE OF = AVERAGE COBT | B e <= dpuruniToN
PERIOD  TTEMN:L GOLD o OF THE | 285 =| awsuvan
BONDS AXD £% & SERVICE OF THE Z o2 S | vrhaen
Apolices in | 2 ST i EIR
crrourATIoN | © S
t |+ |
Rs. zold Rs. ‘ Rs. gold Rs.

1861—1864 ~  Nil _=
1865—1869, 6.667:6675 | 0$671 |  750:0008 | 0S016 | 8.250,000
18701875 288621355 | 28850 | 12.214:1985 | 05201 | 8.940,000
1876—1885 58:186:892$ | 48856 | 42128:7693 | 03355 10.117,000
1886—1889 59.000:275% | 48252 | 27.184.909% | 0$589 I12.13&':,0'00
1890—1892207.012:3028 | 148024 | 75.739:445% | 15703 ' 13.875,000
1893 234.910.0005 | 155353 | 11.948:5775 | 08780 {14.750,000
1894 232.782:000% | 148921 | 9.775:327$ | 03627 115.000,000
1824  272.569:5003 inclusive of loan 1889. 2+
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It is impossible to arrive at a correct estimate of the real
value received on account of internal loans payable in gold
without deducting all the expenditure on account of com-
missions, brokerage and discounts, which are unobtainable.

Tf, howe rer, the general vesults may be judged from those of the
loan of 1889, which was issued under more favourable conditions
and circumstances than the others, this method of raising money
would appeaxr to be much more costly, as well as more incon-
venient than foreign loans. Dr. Ruy Barbosa has shown in
his report for 1891 that the expenditure connected with the
Joan of 1889 amounted to 17.3 per cent. of its nominal value,
compared with a loss of only 10.8 per cent. realized on the
foreign loans negotiated during the same period.

Annual Average Value of the Debt payable in Currency

A\Ar.:l;“::: B AVERAGE
REATL VALUR OF COEFFICIENT ANNUAL COEFFICIENT
PERIOD APOLICES PER ACTUAL VALUE PER
'| Rs. Rs.
Rs. gold | Rs. gold | yrreney currency
1860—1864 | 68.174:0795 | 83348 | 70,536:130$ | B8$549
1865—1869 | 81.655:668% | 98133 |L04.754:8405 | 118717
1870—1875 [223.553:5323 | 228096 [263.976:685% | 245115
1876—1885 (258.454:965% | 215315 |316.257:520§ | 263082
1886—1889 [328.025:4895 | 233657 S570.745:150% | 26$720
18901892 (199.477.6725 | 13$523 304.234:0005 | 205626
1893 117.569:8475 | 73684 266.639:646% | 17§427
1894 97.710:1495 | 163806 262.175:4003 | 165896
1861 64.764:2004% 7$091  64.734:200% 75991
1861—1894 367.238:5008

The internal debt payable in currency has increased 305 per
cent. since 1861. Reduced fo its corresponding currency coef—
ficients per capita it shows an increase of 110.3 per cent., whilst
population has inereased for the same periol, 1861-1894, by 92.5
per cent. If, however, these coefficients be redunced to their
real or gold value at the current rate of exchange for each
year, the results will show a positive decreage in the real value
of the internal federal indebtedness payable in currency equiva-
lent to 19.5 per cent !

Undoubtedly the ease with whieh this debt has been more
than trebled in 29 years, without any serious attempt at amor-
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tisation, is one of the most unsatisfactory features of National
finance, as the elasticity of the debt ifself is its salvation,
adapting, as it does, the burden of debt to the resources of the
debtor. :

The immense advantages to the country of contracsing loans
on a eurrency, in place of a gold basis is indisputable; and it is
much to be regretted that such a wholesome practice was ever
abandoned in favourof National loans payable in gold, the rigidity
of the conditions of which render them unfitted to the oscillating
nature of all values, that the instability of the currency entails.

The injustice and injury inflicted on ereditors in general, and
on ‘apolice’ holders in particular, by the depreciation of the cur-
rency has been greatly exaggerated, and is in reality much less
than it appears, hecause the depreciation in general value, or pur-
chasing-power, is much less than the mere depreciation of real,
or metallic value.

The rise in prices consequent on a fall of exchange is nob
uniform, and, with the exception of exportable products, always
much less than the rise in the price of bullion itself,

At. 27d. par, the real value of an “apolice’ of Rs.1:000 § will
correspond to its nominal value. If, then, exchange fell fo
13}d., and all prices rose uniformly, this ‘apolice’ would then only
suffice to purchase 500§ gold worth of goods, where it formerly
purchased Rs. 1:0005, and the depreciation of the value of
the ‘apolice’ would be equivalent to 50% . All prices, however,
do mnof rise uniformly, as has been already stated and will
presently be proved. If we suppose that commodities and
expenditure have risen on an average 50, in liem of 1009/,
then 1,0008 would purchase 7508 gold worth of goods,
in place of only 5008, and the depreciation of its general value, or
purchasing-power, would be only 25 %, although the depreciation
of its real or gold value would still be 50 %.

Tt must also be borne in mind that even the original purchasers
of ‘apolices,’ if any exist, acquired the greater part of their ‘apo-
lices” at a considerable discount, when exchange was itself below
par; and that, consequently, their repayment, or payment of
their interest only, at any rate in excess of that at which they
were originally emitted must entail an equally positive logs to
one side as an entirely unearned and undeserved increment of
profit to the other. .

During the Paraguayan war alone Rs.173.935:5485 were is-
sued in ‘apolices,” which only realized 81% of their nominal value ;

the loss to the State,if these ‘apolices’ were repaid at par, would
be Rs.26.249: 9768. 29
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The usual method of estimating the indebtedness of countries
where the debt consists of liabilities payable both in gold and
depreciated currency is to value all at their nominal or par
value, and to consider this as representing an equivalent debt
payable in gold. This does nob, however, give a true idea of
the true value of the debt, but omnly of the maximum value
it would assume if exchange stood ut par (27d.), ov if it were
possible for it to go fo par without any reduction in the volume
of the currenecy. On the other hand if the part of the debt
payable in currency is reduced to gold at the cwrrent rate of
exchange, this added to the amount of the debt payable in gold
will give the actual gold value of the total debt for the moment,
but will only represent its true value so long as exchange re-
main unaltered. Any reduction of the volume of the currency
must raise the value not only of the remainder, but alzo of all
securities payable in currency. The veal value of the total
National debt, that is, the gold cost at which it could be paid
off,” the true test of wvalue, will be neither the maximum nor
the actual, but the mean value.

The total Federal Liability ineluding the Funded, Floating
and Seeurity debt was according to the estimate pre-

senfed to Congress in 1895, as follows:

FOREIGN FUNDED DEBT

TLioan of 1883—4, per cent......... £ 3.765:400 Rs.
« «1ggq—4y < o« 5.769:100
A e o R e e 19.122:300
SRS Rl BOZ. Sh) S R 3.710:000
S BORECh W EIGS, 7.442:000

Total foreign funded debt at 27d.| £ 39.808:800 363.860:4238

INTERNAL FUNDED DEBT
Payuble in gold

Apolices 4 per cent gold ......... R 124.655:000
National loan 1868— 64 per cent, 13.541:500
< Sl BTO=C AT s 24.679:000
W EEEU== R 109.694:000 272.569:5008

626.429:9235




Rs.
INTERNAL FUNDED DEBT
Payable in currency
Apolices 4 per cenb.. . .....oooc. 119.600

(13 5 [

=5 sees | 262.118:900
National loan, 1895—-5 7{, veiwe.. | 105.000:000

Rs.
626,429.9235

367.238:500%

Total funded debt, gold and cur-
rency, home and foreign...

NON-FUNDED DERT,

Uninseribed debt.................. | 22:176
Debt inscribed in “grande libro” _ 135:994
E “  in anxiliary books | 148:766

| 306:936

FLOATING DERT.

Orphans’ funds R. 16.271:994
Deposits “Caixa
Economica” 36.768:928
“ “Monte Pio” 1.223:163
Unelaimed inheritances3,919:543
Public deposits 5.969:357 |
Sundry 180.478:692 | 244.628:6T7

SECURITY DEBT.

Cia. Commercial, Rio 5.000:000

State of Sergipe 1.367:500
» Piauhy 526:100| 6.893:500

Total unfunded debt............... | 251.829:113

993.668:4235%

251.829:113%

Total funded and unfunded debb........ cccvuvess

Liability for treasury notes...

' Total Liability including treasury notes........
Liability for notes of the Banco Repiiblica...

Deduct bonds of loan 1889, deposxted in|

guarantee of emission .

Torau LiaBILITY oF THE NaiTroN INCLUDING
THAT FOR ALL NOTES, NOMINAL VALUE .....

1,245.497:5363
337.358:6523%

1,582.856:189%
340.714:3708

1,923.570:658%

91.544:600%

| Rs.1,832.225:9588



Of the whole debt Rs. 540.085:3215 only represent a real value payable in gold, the balance Rs. 1.292.140:637%
being the nominal value of the debt payable in eurrency, which reduced to its gold equivalent at 10d. the
current rate of exchange, gives the following result: —

| >
Maxraruy REAL VALUE Mix. REAL VALUE CURE.

CURRENCY LIABILITY

LIABILITY AT CURKENT

MeAax REan VALUE

t

NOMINAL VALUE, GOLD
LIABILITY REDUCED TO

CLASS oF
Ar 27d. (par) EXCHANGE oF 10d. PAPER AT 10d. EXCHANGE
DEBT

GOLD COEFF GOLD | coeme GOLD COEFF CURRENCY COEFF

Rs. Bs. Rs. Rs. Rs. Rs, Rs. Ry,
s L 993.668:4238 | 628104 | 762.308:1685 | 475644 | 880.483:205$ | 543874 | 1691.360:7925 | 1058710
Funded and Floating.| 1245.492:536% | 774843 | 858.634:9408 | 533664 | 1052.063:2388 | 658750 | 2318.928:4058 | 1448933

Liability i.uclnding)_ : o - Eer . + = L = o A .Q
reacury Notes | | 1582.656:1888 | 985928 | 833.457:6428 | 558216 | 12331569158 | 775072 | 2656.28T:0575 | 1665018
ngl'iﬂl\ifg’t;;l‘ﬂ“dmg} 1832.225:9585 (1143514 | 1018.177:3575 | 635636 | 1425.201:6575 | 895075 | 27503710035 | 1715898
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Analyzing the total liability, we have here four distinct
valnations:—
1st. The maximum real, orgold, valnation at 27d Rs.1,832.225:9588
Znd. The minimum real valuation at the current

rate of exchange 10d.......coeiitiiinmemeiiona, ,» 1,018.177:357%
3rd. The Mean of these two, which is the frue
T T L e R e e ., 1,425.201:657%

4th. The valuation in currency reducing all gold

debts to paper at the current rate of exchange ,, 2,750.371:0033

The first would represent the real or gold liability of the
Nation only if exchange stood at par, or if it rose to par without
any reduction in the quantity of the eurrency, which is im-
possible, at any rate for many years. \

The second represents the real value of the debt at 10d., but
would do so nolonger if exchange rose or fell af all.

The third or meanis the true liability equivalent to Rs.898075
gold per head for all debts and notes, the true cost at which the
whole could be paid off.

The fourth represents the equivalent in paper money of the
whole debf, reducing the gold debt to its equivalent in paper at
10d. the current rate of exchange, but is useless except to convey
an exaggerated and absolutely false idea of the country’s indebt-
adness; o proceeding, which anpatriofic as it may be, appears to

thave been indulged in by some Journals desirous of discrediting
the present regimen at any cost.

Comparison of the National indebtedness with that of
other countries

MAXIMUM | AMTXIMTM
AT 27d, ar 10d. e

Rs. gold{Rs. gold{Rs. gold

Brazil: Federal linbility only pr (.pita 628104 | 478644 | 545874
Funded debt, home and foreign ¢ ¢ | 773843 | 533664 | 533007

Funded, Hoating and security
BB L e “ < | 988928 | 555216 | 658750
Funded, and floating debt and
Treasury notes......... . .. ... “ o« | 973047 | 638636 | 775072
Total debt including all notes. « <« |1048514 | 642649 895075
1

i
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From the “Journal Statistique” for 1888, we obtain the fol-
lowing :
France, per capita......Fes 987.05 equivalent to gold Rs. 3485428
Great Britain and Co-

TODABS oy falzas hvans “  500.00 - T 6 SR 00
IEalyieiaiierie Wi e 079,00 £ R e e sy
Austria-Hungary....... “ 274.00 £€ EERCEEN AR YT S0 D
GETINANY ot e ivietamannay i 21090 0 LU S L S oL 5t )
Rnsaiess s ol nn e 01250 (L S ST S (15
United States............. © 90.00 £ SRS S 1S 1)

From other sonrces we obtain the following:
Australian Colonies.., £ 46.3/. equivalent to gold Rs. 4113560

Republica Argentina. “ 45 & € e 4005000
Republica del Uruguay “ 30 i SESCON €6 2H656T0
Republica de Chile.... ¢ £ i S0 G s TsiTe)

Comparing the interest paying debt of Brasil, which includes
the home and foreign funded and floating debts, with that of
other countries, we find that taking its mean value it is consider-
ably less than that of any European Stafe, being Rs. 655750
per head, compared with Rs. 755112 for Russia, the least indebted
of European oreat powers. If the liability for treasury notes
be included the coefficient will rise to 775072, and is then greater
than either Germany or Russia; whilst if the liability for all
emissions is counted, the total indebtedness is 895075, or more
than Germany and Bussia, and only less than France, G. Britain,
Italy and Austria; but in this case [the liability of these coun-
tries for their depreciated emissions of silver and notes should he
also included.

Compared with the U. States the results are less favourable,
the liability, if limited tothe funded and floating debt, being
more than double that of the United States.

Turning to S. America, we find that the Brazilian debt, execlu-
sive of the Liability for paper money, i812.9% less than that
of Chile, and if all liability for notes is ineluded is 16.3 per cent
more; whilst it is only 22.2 per cent. of that of Argentina, and
33.3 per cent. of Uruguay!

Comparisons with the two last bankrupt states can, however,
serve no purpose except to point a moral to what condition
reckless borrowing and extravagant expenditure can reduce a
prosperous country.

In spite of the similarity between the burden of debt in Chile
and Brazil one enjoys splendid foreign credift, whilst the other
can scarcely obtain money on any terms.

It is, therefore, clear that the credit of a nation does not
depend merely on the amount of its indebtedness, and that if the
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yelative value of the fundeddebt per head were the sole crite-
rion, the credit of Brazil should be second only to that of the
United States itself! This becomes more striking if the eredit
of Brazil, with its modest debt of 833078, be compared with
that of Australia, with the greatest debt in the world, 4115560
per head !

Compared with Australia, a counbry whose economical and
social conditions have more analogy to those of Brazil than
European countries, and where borrowing has been carried to a
far greater extent, the advantage appears at first glance to be
all on the side of Brazil. The fact, however, that neither the
prosperity nor solvency of these colonies has baen affected by
{heir enormons debt, the greatest of any considerable com-
munity, not excepting even the prodigal Argentine Rapublic,
is proof evident that the consideration of mere figures, or the
bare comparvison of coefficients of indebtedness, is of little value
in determining the relative credit or solvency of different
states, unless both the manner and method, in which the value,
that the debt represents has been utilized, is also taken into
account.

In Australia almost the whole of the value of the debt has
been productively employed in public works that yield a posi-
tive return nearly equivalent to the interest due. In railways
alone over 64 per cent. of the whole debt, or £102,388,363, has
been employed, which, whilst lending the most important
services to production and development, yields an annual
average profit of 2.8 per cent., the rate of interest on the debt
being 3 to 3% per cent. Had these immense sums been wasted
on iron-clads and armaments, palaces and follies of every kind,
as in the Argentine, the state of Australia to-day would be
worse than that of the Plate! As it is, the productive
expenditure of the loans enables a small community of less than
4,000,000 souls to support with equanimity and inecreasing
prosperity the burden of a debt that, misapplied, must have
proved crushing to many older nationalities !

The relative solvency of different States must depend more
on the application given to the values the debt represents than
on its mere amount; on whether it has heen usefully and
productively employed, or no; or, in a word, whether Capital
has been perpetuated and multiplied, or wasted and destroyed.

‘What then has Brazil to show for its debt of 1,582,856:0008 ?
that is the question to be answered hefore considering its
credit in the world’s markets. The railway property of the
State consists of 2.658 kilometres, valued at Rs.241,643:1438,
or only 15 per cent. of the funded debt, compared with 64 per

3
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cent. in Australia; for the vest, what is there to show beyond a
few unimportant public works, a successful foreizn war,
depreciated currency, and bankrupt treasury ?

A gloomy pieture truly! Happy the country which like
Australia has no history ?

If we deduet from the total debt the value of the national
railways and the cost of the Paraguayan war, theve still remains
a large balance to be accounted for, which has heen expended
mainly in liguidating perennial deficits, and balancing revenus
with expenditure by reconrse to loans and other still more
irregular substitutes for ordinary revenue, in place of either
reducing expenditure, or resolutely increasing taxation until
local resources sufficed to meet ordinary liabilities.

It is tio this fatal system that can be traced both the necessiby
for periodic borrowing, and the depreciation of the national
currency, aund nof to the deficiency of resources to meet all
engagements, exeepling perhaps the extraordinary expendibure
of the Paraguayan war and for the construction of railways.

If exchange rose to par the maximum, and not the mean, coef-
ficient would then represent the true liability of the State, which
would be then equivalent to 98$928 gold per capita inclu-
ding the emission of treasury notes only, and to Rs. 1148514 gold
per head including all notes. The coefficient of indebtedness,
or liability, would then he very greatly in excess of that of any
European country except France, Great Britain, and Ltaly, and
even come dangerously near to the last. Fortunately this is
practically impossible without a large reduetion in the volume
of the currency.

The real value of the National Debt varies with the value
ol the currency, increasing as exchange rises, and vice-versda ;
consequently, taling solely into consideration ifs influence on
value and liability, a low rate of exchange must fayour debtors,
the chief of which is the State itself, an<d prejudice creditors,
and is, consequently, advantageons to the country at large.

The preceding estimate of actual indebtedness is based on the
report presented to Congress by the Commission of Hstimates as
far as the floating and security debt are concerned, as also
ag veoards the inseribed and uninseribed debts.

As regards the funded debt the estimate of the Commission,
appears incomplete, as the internal loan of 1895 figures for
Ra. 100,000:000% in lieu of 105,000:0008, its nominal value; and
the sum of £3.710,000, the liability for the Oeste de Minas
loan, which Dr. R. Alves in his report confesses should he
included in the estimates of the foreign debt, has been omitted
altogether.
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As the value of the “Sundry” item of the floating debt has not
heen diseriminated, whether in gold or currency, the minimum
O turrency value has been adopted.

This valuation, however, does not appear to be complete
Without a statement of the foreign liability for contracts already
entered into, which are understood to be very considerable, and
to exeeed 200,000:0008 gold ; if this be added to the estimated
Liability it will considerably modify the results, and raise the
coefficient of indebtedness by Rs.12.8500 per capita, when the
aximum would be Rs. 1173000, and the mean Rs. 1018575
gold per capita, approaching still neaver to that of Italy. 33




SERVICE OF THE DEBT—Average Annual cost of the Service of the total Federal Funded Debt

AVERAGE ANNUAL

SErvicE oF THE Torarn DEeT

AVERAGE ANNUAL ANNUATL AVERAGE
SERYICE OF-THE SERVICE OF THE INTERNAL DEBT PATABLE
FOREIGN AND NATIONAL IN CURRENCY; “ APOLICES.”
Gorp DEeT |
LD EnT I/~ DAXIM UM ars AMINIM UM e er J AXDIT
PERIOD 27d. P, CAFITA Fi:“’é; dﬁ E | p, carrra | z;-:.:li:;lt;a P, CAPITL |[ EE—:‘H;;]G_E
Rs. gold |Rs. gold | Rs. currency ‘l{s. arreny | Rs. gold |Rs. gold ! Rs. gold
1861—1864 11.032.004S | 18337 4.246‘5523?. 05524 | 4.098.8205, 03496 | 15.278.6313
1865—1869 8.679.367S | 03970 | 6.264.1125 05706 | 4.875.4805| 03545 & 14.943.479%
1870—1875 12.069.550% | 18192 |14.616.5215 13444 |13.585.574% 13342 | 26.686.071%
1876—1885 17.238.7218 | 18421 |18.959.197S 18547 (15.928.0135 15213 | 36.197.918%
1886—1889 03.236,6055 | 15674 |19.333.5958 15399 (17.196.1533| 18239 | 43.570.506% |
Incluling conversion g 83.609.1245 | 63075 J 10.165.9865 0$689 104.819.370S
1890—1892 15:210.4895| 15031 |
Exelusive conversion E 28.723.3418 | 13945 5 43,933.8308
1893 £7.284.610% | 18652 |13.330.7895| 05871 | 5.688.916% 08375 | 38.615.3943
1894 24.008.5355 | 15539 |13.107.5145| 08840 | 4.855.1928! (0S311 : 37.319,0093
1861 5.132.1575 | 08597 | 3.765.7535 03464 | 3.863.8965 03477 | 8.887.910%

Increase 1861-94 | + 368.7% [157.8 °J, | + 253.4 °/o/1 68.3%% +69.6% | =329, +319 )

COEFF
P. CAPITA

:| Rs. gold

15861
15676
25636
25968
33073
75106

23976
25523
25379
15061
+117%

MINIMUM

EXCHANGE
AT, 10d.
EXCHANGE

COEFF
P, CAFPITA

Ras. gold

15.130.9258
113.554.9475
|25.655.8275%
|33.166,734S
40.432.750%
099.775.0208

38.889.327%

30.908.526%

28.863.631%
8.986.0635
+261 %

Rs. gold

15833
18515
25542
25634
25913
635764

25634
25021
15850
18074
+75.3%
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Whilst the funded debt, internal and foreign, has increased
429 per cent. from 1861 to 1894, the real value of #he annual
service for interest and amortisation has risen only 261 per cent.
This discrepancy is due chiefly to the reduction effected in the
real, or gold value, by the fall of exchange. Had this remained at
par the increase in the cost of the service of the debt would have
been 319 per cent.

The coefficient: of interest and amortisation has, owing to in-
crease of population and the reduction of the rates of interest,
risen only 75.3 per cent., from Rs. 18074 gold per head, in 1861,
to 1850 in 1894.

In addition to the cost of the interest and amortisation of
the funded debt the interest guaranteed by the State on indus-
trial nndertakings must be included in the estimate of the
annual charges.

The guaranteed interest actually paid amounted to about
Rs. 9.350 : 0008 for the year 1893, or Rs. 05611 per capita.

Total Annual Charges for the service of the Federal debt
and Guarantees, 1895.

Foreign debt | Rs. gold
Ser wce of 1883 loan 4% per cpn{: £ 169.443
AL BRI SR A 259.609
« gy x4 « « 764.892
“ 0, Minagb ¢« 185.500
Us 1895 T 372,100
R e AN S s | 1,751.544 15.569.475%
Internal gold loans i —
Apolices 4 per cent. gold.......... 'Rs. 4.986:2008
Internal loan 1868—6% per cent.| 880:197%
e« SR TG = SR 1.110:565%
£ . 1889—4 «© ..& |l 2.793:4808 9.770:432%
Security debt. gold [

Guarantee Assoc. Commercial 5%] 2650.0008 250:0005
Internal debt pa.ya,bte in cury tmcy 25.589:9075
Apo]]r-eq 4 per cent... e 4:7845

5 £ = 13.105:9458
Loan 1895—5 per cent............ 5,250:0008
R.18.360:7923
Interest on floating debtb......... | 12.341:455% 30.702:18485
Guarantees to Railways in 1893......c.ccvreernens 9.350:0008
TOTAL ANNUAL CHARGES.......c.ceovserneenene.| RS, 66.642:0918
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The maximum coefficient per capita, with exchange at par
(27d.), is, therefore, Rs. 45102 gold, and the actual coefficient,
caleulating the value of the service paid in eurrency at 10 pence
is only 25893 gold per head.

Of the total annual charges Rs. 34.939:9078, or 53.3 per cent,
are payable in gold, and Rs. 30.702:1845 or 46.7 per cent. in
currency.

The total Federal charges for interest and guarantees,
compared with charges for the public debts of other
countries. Exchange 10 pence per 15000,

e
Bragil : Federal charges only 1895 Rs Rs. Rs.
gold | gold | gold
Service of the funded debt only 13758 | 15035 | 15396
Service of the funded and non-funded
debts and guarantees 43102 | 25893 | 35498

Aceording to the “Journal Statistique” for 1888 the coefficients
of interest for the following countries are as follows:

France.....civvisineiin o per capita... Francs 33.75 gold Rs, 115913

Ly i s s Osas gy atds e ae wh e e A o 17.50 95177
England'............ 16.25 53736
Austria-Hungary...ccocvee s mmsvnsee saes 13.75 45853
1A b Et ey a  E eaat 10.00 35530
Brazil it e Ak, — 25893
CEETDIATIY rve ovvis ot e b e s s 2 7.50 25647
Thniteds States. s . e, 4.00 15412

The minimum or actual charge for the service of the funded
debt alone, in 1895, was 13035, or less than that of any other
country not excepting the U. States. If, however, the chargs for
interest on the floating debt and Federal guarantees be added
the actual coefficient is raised to 25893, which is more than double
that of the U. States, and little more than that of Germany.

If exchange, in lien of being at 10d., had stood at par the charge
would have been represented by the maximum ecoefficient of
45102, and would then be more than that of Russia, and only little
less than Austria. It will be noticed that the order of precedence
is now changed, whereas the coefficient of indebtedness places
Brazil only below France, England, Ifaly and Austria,its coefficients
of interest has fallen to a place between Russia and Germany.



This change of position is due to the fact that a large part of
the Brazilian debt, Rs.340.714: 3708 of treasury notes, pays no in-
terest whatever. If interest were paid on this part of the debt at
the rata of 41 per cent. per annum, the maximum coeflicient wonld
then be Rs 550608, and the minimum Rs.38247.

The interest on this part of the debt at 4} per cent. would
amount to 15.332: 1463, per annum and the fact that the State has
economized this considerable addition to its annual charges may,
by some, be regarded as an advantage and as sufficient apology
for continuation of the policy of government issues of forced
currency, If the burden of theforcedloan, that every new emission
of paper money really constitutes, fell uniformly on all alike there
would be less objection to this manner of raising money ; but,
as will be presently demonstrated, the burden of such contribu-
tions falls almost exclusively on certain limited classes, which
are in reality defrauded of the annual amount that the State
economizes by not paying interest.

Interest has been estimated on the floating debt at 5 per cent.
per annum. It is improbable thatthis rate is exceeded,if interest
is allowed at all, or that this debt could be funded, as itultimately
must be, at a lower rate.

A rise in the rate of exchange from 10d. to par (allowing such
a thing to be possible without any previous reduction in the
ffuantity of the currency) would raise the real value of the
annual charges from the minimum of Rs.46.299:7165 actually
paid in 1895, to Rs.65 642 :0915 gold, the maximum, or41.7 per
cent.; and although asimultaneous reductionin the nominal value
of the charges from Rs.125.990:8293 to Rs.65.642:071% would
have taken place, equivalent to 92 per cent., it musf nob
be supposed that the increase of real cost is compensated
by the fall in the nominal, or that the former can constitute
anything but a real accession to the burden of annual charges
and of taxation. For payment of these charges taxation must
be levied sufficient to produce the equivalent of the inereased
value; and supposing that taxes were paid in kind, in lien of
paper-money, it is clear that the same amount of produce thaf
originally satisfied the service of the debt when it required
only Rs.46.299:7168 gold will not suffice for payment of
Rs. 65.642:0918, and, consequently, wemay conclude that every
improvement in the rate of ewchange is really equivalent fo a
Tositive increase in the annual charges for the debf, and in the
real value of the tawvation necessary to meel them.

The rige in the rate of exchange, as has been explained, will
not affect all values nniformly and the prices of only bullion and
exports will fall uniformly, and inversely as the value of the



currency, other prices,including importsand all local expenditure,
will fall less, and less quickly. Consequently, the real value of
the charges for the debt, and, therefore, of the burden of taxation
necessary to meet it, will not increase, ag was just assumed, in
the same proportion as exchange has fallen, but in a less ratio,
which will be that of the average fall of all prices.

If, for example, the value employed in exports is repre—
sented by 6, and that in all other products and expenditure
by 15; when exchange rose 100 per cent. the value of exports
wonld be depreciated 50 per cent. to 3; supposing that other
prices only fell to 12 instead of 7%, then the general depreciation
of values would be only 23.8 per cent., in lieu of 50 per cent., as it
would have been if prices had all fallen uniformly, and the
increase in the real value of charges and taxation would be 40
per cent. in lieu of 100.

The coefficient of total foreign indebtedness was Rs. 95227 for
the first period, 1861-64, and rose to Rs. 1858315 gold per head
in the 6th period, 1890 1892. Since that date it has increased
to Rs 198696 gold in 1894.

The annual service of the foreign debt cost Rs. 18377 gold per
head in the first period, and has actually fallen to Rs.05937 gold in
the sixth period! The increase of foreign indebtedness per head
from 1861-64 to 1890-92,was, equivalent to 98.4 per cent., and to
1894 to 113.4 per cent. The cost of the service of the debf in the
period 1890-92 had, however, absolutety diminished in spite of
this considerable inerease of debt, by 46.9 per cent., owing partly
to the reduction of interest effected by the conversion loan of
1889, but chiefly to the economy that low foreign quotations of
Brazilian honds have effected in the cost of their annual amorti-
sation since 1890; one positive advantage, at least, attained from
the loss of foreign Credit !

The cost of the service of the foreign debt was highest in
1860-64, Rs. 18377 gold per head, owing fo extraordinary amor-
tisations, and fell to 05954 in 1865-1869, rising again to 15199 in
1886-1889. The cost of the annual service of the debt repre-
sented 7.8 per cent., of the value of Exports in 1861-64, fell to
4.8 per cent. in 1870-1875, rising again to 7.2 per cent. in 1886-
1889, and finally falling to 5.1 per cent. in 1890-92, and 4.5 per
cent. in 1893-94.

The position of Production and Exports has, therefore, consi-
derably improved, in spite of the increase 0f113.4 per cent. in the
debt itself, if compared with the period 1861-64, the advantage
for profits in 1890-92 being equivalent to 44 per cent. of the
value of Exports, as far as the foreign debt, alone is concerned.

The total debt including Treasury notes, has increased, from
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1861, to 1864, by 535 per cent. whilst the charge for interest and
amortisation has rvisen only 319 per cent. The cause of this
discrepancy is to be found chiefly in the considerable proportion
of the debt constituted by emissions of paper-money, termed
Treasury Notes, which, bearing no interest, do not increase the
cost of the annual charges.

The facility that an inconvertible currency affordsfor loans of
this character, and of borrowing money without interest, and
with no definite obligation of ever repaying, isprobably the chief
cause of its popularity with sucecessive administrations in Brazil,
as in other countries.

If, as the V. de Ouro Preto once sustained ina discussion in the
Chamber, the quantity of paper-money in circulation does not
influence its value, it is difficnlt to understand why he should
have preferved to negotiate loans of the ovdinary kind, and to pay
interest in the old fashioned way; rather than recur to this sim-
plest of all methods of “raising the wind without paying the
piper.” Dr. Ruy Barboso, though sustaining a similar thesis, was
more consistent, and entered on an extensive system of viea-
rious borrowing in consequence. Unfortunately the premises of
both one and the ofher were wrong, and as a consequence we now
enjoy exchange at 10d.

Government issues of paper-money are nothing less than forced
loans in their must insidious and arbitrary form : and constitute
an attack on private rights and private property just as much as
the old fashioned system of extorting loans by forture, cus-
tomary in less refined times before paper-money wasinvented.

The only manner possible, by which a new emission of paper
money when gold has alveady beea driven from ecireulation,
con attain any value at all, is by depreciating what is
already in circulation, The value of paper-money depends on
the relations of demand and supply and the balance of inter-
national payments. The demand is constituted by all the
products or objects, properties and services bought and scld, and
the supply by the quantity of paper-money in circulation. If
therefore the supply is angmented, whilst the demand remains
the same, the value of the paper money must be thereby depre-
ciated.

The depreciation of the paper-money in civculation would be
attended by a similar depreciation of all debts and fixed incomes
and charges, of public securities payable in currency amongst
the rest, which will be the only classes of property and services
thus affected, whilst all other property or services will be raised
In price and value in a similar proportion.

Emissions of paper-money by the State ave nothing less ii];zg,n
£17



forced contributions to which the Capitalist class, that is the
holder of the greater part of both the currency amd public
securities, contributes almost exelusively, and operates as a
forced transfer of part of the property of one class to another,
from Creditors to Debtors.

On moral grounds such a system of raising money cannof
bhe defended, and must be only more unjust and injurious
than the reversal of the operation by any systematic attempt to
raise the value of a curreney that has been long depreciated hy
arfificial measures.

The real value of the annual charges for interest and amorti-
sation of the National debt must vavry like that of the debt itself
with the value of the currency, inereasing as exchange rises, and
wvice-verse, not in the same but in a less ratio! The reduction of
the real value of charges for the service of the debt, consequent on
a fall of exchange, will prove an administrative advantage only
if revenue is not similarly affected, which it will be unless nomi-
nal taxation be proportionately increased; ifts influence on the
international Credit (activo), or resources with which to meet
foreign liabilities, will be inconsiderable, as the greater part of
such payments are fixed charges not subject to alterations in
valne consequent on the osecillations of exchange.
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Foreign Guaranteed Capital.

The gnarantee of interest on industrial undertakings, although
it cannot be classed as a debt, because there is no undertaking
as regards the reimbursement of the prinecipal, constitutes an
obligation that exercises an influence precisely similar, and must
be included with other similar undertakings when estimating
either the international balance of payments or the cost of the
annual charge for interest and amortisation of the debt.

In 1861, the policy of guarantesing interest on forsign capital
employed in public works, which in after years was to take so
great a development, was in its infancy. The nominal eapital
gnaranteed was then only Rs.52.222:2235 gold equivalent to
Rs.65200 gold per capita, whilst the coefficient of interest
gunaranteed was Rs. 05433 gold.

In 1893 the nominal value of foreign guaranteed capital had
risen to Rs. 158.381:867% gold, or Rs. 105150 gold per hLead,
whilst the corresponding coefficient of interest guaranteed had
advanced, even more rapidly than population, to Rs.05 653 gold
per head.

The only guaranteed railways in actual fraffic in 1861 were
those from Bahia and Recife to the River S. Francisco, that of
Santos to 8. Paulo being then in construction. Up to that date
these two lines had given a uniform deficiti on their working
expenses, and in 1861 alone, for many years previous and
subsequent, showed an aggregate excess of receipts over expen-
diture, of Rs.8:6595 gold, or 0.46 per cent of the interest
guaranteed, which amounted to Rs. 1.866:6673 per annum.

Starting from 1865, when the Sanfos Railway commenced its
traffic, it will be observed that the velation of Expenditure to
Receipts has been always in inverse ratio to the rate of exchange,
increasing as it fell, and wice wverse, with the exception
of the period 1886 to 1889, when, in spite of exchange rising
rapidly to par, the ratio of expendituve to revenue inecreased
instead of diminishing, owing to the extraordinary growth of
expenditure exceeding by 91.6 per cent. that of the previous
Period and also the simultaneous inerease of revenue by 35.4
ber cent. !

‘With this exception, the statistics prove that with a low rate
of exchange, as would be expected, the expenditure is relatively
greater than with a high rate. During the different periods of
low exchange, since 1865, the ratio of expenditure to receipts has
averaged 61.7 o/, and during those of high exchange 53.4 %.3%
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The increased ratio of expenditure will tend fo diminish the
surplus of revenue on those lines only that previously gave a
working profit, and to inerease the deficit of those that did not,
which latter represent 41 per cent. of the whole guaranteed
capital. The decrease of the surplus will alone augment the
burden of guaranteed interest, but even this will be compensated
indirectly by the diminished cost of freight on the goods carried,
and consequently of the cost of production and exports; whilst
the loss resulting from the angmented deficits an the other
class will fall entirvely on the profits of foreign capital, and
represent so much capital retained in the counfry, that would
otherwise have been exported, and distributed abroad in the
form of dividends.

Consequently, a low rafe of exchange is from this point of view
an administrative and financial, and not an economical disad—
vantage, the loss o the exchequer produced by the increase in
the amount of guaranteed interest payable, being more than
compensated in other indivect ways.

The only means of redressing the disequilibrium is to either
decrease the cost of working expenses, or increase the revenue
of the railways. As itis probable that the first cannot stand
any serious reduction, the only alternative would be to raise the
tariffs, which, however, would inerease the cost of production and
discourage exports. :

Other considerations of a moral nature might, however, ren-
der it advisable to revise the tariffs in expeectation of a more
or less permanent depreciation of the curreney; in that case it
would he advisable to revise tariffs in such a manner as to
ensure greater advantages for produce and exports.

With regard to the average annual receipts a continuous
increase is noticeable in the coefficient, which has risen from
05220 in 1865-1869 to Rs.1.5098 in the period 1890-1893, an ave-
rage of 14 per cent. per head, per annum. During the periods
of low exchange the average annual receipts per head were
Rs. 0.8629, and during those of high exchange Rs.0.5640., the
difference not amounting to 2 per centi, but being precisely the
reverse of what would be anticipated, seeing that the increased
quantity of produce exported in periods of low exchange should
be evidenced in a corresponding activity in their carriage.

If, however, the comparative annual percentage of the in-
crease of receipts is examined the discrepancy becomes more
marked; that during the periods of a low rate of exchange ave-
raging only 34.7 per cent., whilst with high exchange it has
reached 66.6 per cent.

Little importance can, however, be attached to these seeming
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The results are now somewhat dissimilar. | The average annual
receipts per head durving the three periods of low or falling
exchange arve Rs.0.§409 per capita, and exceed by 4 per cent.
the average, Rs.05394 per head for the two periods of riging ex-
change, thus confirming the previous conclusicn that, during a
low rate of exchange, exports and imporfs, and consequently
traffic, will hoth increase in volume.

It will be noticed that the annual rate of increase of receipts
has in this case shown a considerable falling-off for the period
1890-1893, from an increase of 37 per cent. for the previous
period to 20.4 per cent., a reduction which would be inexplicable
if the effect of the reduction in the tariff, which took place on
renunciation of the guarantee, were ignored; that, by reducing

-the average receipts for that period, also considerably re-
duced the excess that the aggregate receipts during the three
periods of falling exchange would have otherwise exhibited in
respect to expendifure; and corroborates the statement that
no correet conclusions can be drawn in this respect from the
mere statistics of receipts and expenditure of the different rail-
ways without ample information as to the different modifica-
tions which have been effected in the tariffs, &e. If, however, the
average annual quantity of goods carried per mile were com-
pared for each period it is probable that the results would
conform to our deduetions.

From the data available, it is certain that the shrinkage of
the annual rate of increase of receipts on the Santos line, during
the period 1890-1893, is not attributable to any falling off in
the volume of the fraffic, as the total weight of goods carried
has risen from 418,843 tons in 1889 to 607,309 in 1890, falling
again to 428,034 tons in 1891, 419,046 tons in 1892, and rising
finally to 568,694 in 1893.

The proportion of expenditure to receipts, ghows, both in the ge-
neral results for all the gnaranteed lines and in that of the Santos
and S. Paulo Ry, in particular, a similar remarkable inecrease,
in the case of the Santos Ry.from 50.5 to 61.2 per centi. precisely
when exchange was rising most rapidly, and when a con-
giderable reduction would, therefore, have been looked-for. That
this abnormal increase in the ratio of expenditure to receipts,
of more than 20 per cent., was not due to any falling off in the
traffic itself is proved by the fact that receipts had simulta-
neously risen 56.1 per cent. if compared with the previous period,
1876-1885; and it can, consequently, be attributed only to some
powerful local dislurbance independent of the wvalue of the
currency, such as a violent rise in the price of labour, or ex-
traordinary expenditure on repairs and maintenance; but
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the phenomenon is sufficiently interesting to merit special
enquiry into its causes:

The total foreign capital actually employed in 1894 with
guarantee of interest, national and provincial, amounts to
Rs.158.351 : 867$, that guaranteed by be Nation alone to
Rs.166.562:298%, including both the Ceard Harbour Co. and
the Santos and S. Paulo Railway and also the whole guarantee
on the Bahia and Recife to 8. Irancisco Railways. The total
interest guaranteed amounts to Rs.10.782: 6935 gold, and that
guaranteed by the Nation only to Rs.10.286:1308. In 1893, of the
total interest guaranteed Rs.2.054:0798 gold weve earned by the
different vailways (equivalent to 4.822:9125 currency), balance
of Rs.8,728:614% having bheen made good by the State.

In 1889 the amount actually paid by the Nation on ae-
count of guarantees was, according to the official balance sheet,
Rs. 6.625,983, which added to the surplns on working expenses for
that year Rs. 5,671:187 gold, gives a total of Rs. 12,197,1708
considerably in excess of the total interest guaranteed. It
ig, however, possible that the guarantees are not regularly
liquidated, but accounts sometimes carried forward from one
Yyear to another, so that the amount of guarantee actually paid
will not, and in fact does not, often correspond with that an-
nually due.

The nominal realized capital of the foreign guaranteed
companies 1s about Rs. 159,000:0005 or Rs. 1.300:0008 more
than that actually guaranfeed by the State.

The average rate of profite’ wag, including capital expediture
on improvement, ete., from 1861 to 1893, 6 per cent. per annum
including the SantosRy. and 5.8 percent. exclusive of that
line. The dividends actually distributed would, however, be
somewhat less.

The actual market value of all foreign guaranteed capital is
Rs. 141,15?:9448 and, consequently, the depreciation is equi-
valent to Rs.18,581:263$ or only 13 per cent. (1895);

Execlusive of the Santos and 8. Paulo Ry. the realized capital
is. Rs.128,260:1845 and its actual market value Rs.100,122:5868,
the depreciation, therefore, reaching, Rs.28,142:6018 or 229!

The actual market value of the stock and debentures of the
8. Paulo Railway amount to 41,045:354$ a premium of 53.9 per
cent. on its realized capital of Rs.26,667:0008.

As has been alveady pointed out the profits actually earned
by the guaranteed companies, exclusive of the Santos and
5. Paulo Ry., were in 1893 equivalent to only 0.31 percent. on
the corresponding guaranteed capital, the rest of the interest
having heen made good by the State. In consequence ’E\hg



market quotations of these shares,in spite of the regular receipts
of dividends, which in 1893 averaged for the thirfeen guaranteed
companies 3.86 9. per annum actually distributed, must depend
almost entirely on the state of the National eredit; if this suf-
fers, the value of the stock must fall, and wice versa. The guage
of the eredit of a country is to be found in the market quotations
of its debt; and when Brazilian 4 per cent. bonds are quoted at
less than 80, it is to be expected that stoeks, that depend almost
entirely on guarantees for a dividend, should be even more depre-
ciated, and, indeed, it is surprising that the debenture sfoek and
bonds have not been affected in a greater degree, and in some
cases stand at a considerable premium, when any failure on the
part of the State to satisfy the guarantee must equally affect
the probability of the payment of interest on these securities
as on the shares themselves.

Bahia and 8 Franeiseo......| 63 | 6 | 63 |58 |6 | 5% |5
Do. Ramal Timbé...| 2& | 2% | 2§ | 3 33 |3k | 3 g
Brazil Gt. Southern| 2 | N]l 1 |Nil | Njl | Nil | Nil
Bahia Central.......| 61 | 6 |6 |4} 4y |6 |6 |61% |95
CGonde D'Ew .. ... 4% Nil|5 |4 431 | 4% | 4% | 10 | 94
D. T. Christina ....| Nil | Nil |Nil |2 (2 |2 [2 [4% |81
Western Brazilian.| 5% | 64 | b4 | 5% | 6 6 6 15% 123
Minas and Rio ,.... 7 {7 |7 |7 |6x|7 ['7 |17 105
P, Alegro and N, Mamburgo,| 2% | 2% | 2% | 2% | 2% |24 |25 | & | 80
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Alagoas........coeeeees| 54 | 65 |6 | 6 B | Nil| 5 13% | 77

Recifo and 8, Pranciseo ..... 5 ‘ 5 |5 HESI RG] b — | 924
Southern Bragilian,| 5 [4 | & B | e S ST ()
NatalandNovaCruz| 08 | 2% | 2% | 8% 4% |6 | b |8 95

Average......... 4.26 |3‘59 4.19 13.36 | 3.43 3.86!4.30

The average dividend distributed by the thirteen guaranteed
companies was in 1868 with exchange at par, at the rate of
4.26 per cent. per annum; it fell to the lowest average in 1891,
and rose again to 4.30 per cent. in 1894 although exchange had
fallen to 10 pence! The average dividend for 1894 is, therefore,
positively greater than that for 1888, and the fall in the prices




of these securities can, therefore, have no positive origin fur-
ther than the general want of confidence that has affected
Brazilian securities in the foreign markets.

In 1893 the aggregate surplus of all foreign guaranteed un-
dertakings, exclusive of Sugar Faectories and the Ceard Harhour,
but including the Santos and 8. Paulo Railway, amounted to
Rs. 4.850:5425 currency, and, reduced to gold at the average
rafe of exchange current for that year, 10id, was equivalent to
Rs. 2.065:8458 gold, or 1.30 per cent. on the total capital gna-
ranteed. Exclusive of the Santos and 8. Paulo Railway the
surplus wase quivalent to only 0.31 per cent. on the balance
of capital guaranteed.

The interest guaranteed by the State on the nominal capital
of Rs. 158.351:867% amounted to Rs. 10.782:6935 gold, or an
average of 6.8 per cent. per annum. Consequently there re-
mained in 1893 a nett loss to the Exchequer ofi Rs. 8.466:6423
gold, equivalent to 5.5 per cent: !

Movemenis of Receipts and Expenditave of all the foreign
Guaranteed Railways from 1861 to 1893.
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Summing up the sundry advantages and disadvantages that
the system of guarantee of interest to foreign industrial capital
confers, we find that although the failure of railway receipts to

Meet expenditure has entailed considerable expenditure on the
4o
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State, and thus inereased the burden of its annual foreign
payments, it has not really increased the aggregate of foreign
payments to be made by the Nafion, but, on the confrary,
positively reduced them.

‘Whether the interest guaranteed is paid wholly out of
working profits, or is paid directly by state subventions, so long
as the value remain the same it must equally be met out of
national resources. In other words the fact of the payment of
interest being effected by the State does not increase the annual
international Debit (passivo); on the contrary, when the
necessity for such payment is cansed by the depreciation of the
currency, and not by a shrinkage of the volume of exports,
a positive decrease of the annual international debit will
result.

Such a conclusion leads, evidently, to the deduction that the
greater the deficits of the guaranteed railways, the greater will be
the advantage to the country; which, though it appears para-
doxical, is true so long as the deficits are due to the reduction in
the cost of freights at the cost of foreign capital, and providing
they entail no corresponding deficit in the national finances.

If, however, it is indisputable that low freights favour produc-
tion and exports, it is equally so that the failure of the receipts
of guaranteed nundertakings to satisfy expenditure must tend to
increase still more the perennial deficits of national finance, that
have, both directly and indirectly, exercised so fatal an influence
on the real value of the cmrrency and national economy in
general |

The urgent necessily of re-establishing the national financial
equilibrium on a stable basis is indisputable, and must entail
some attempt to redress the balance hetween the receipts and
expenditure of the guaranteed railways.

The whole sum expended in guarantees from 1861 to 1833
appears to amount to about Rs. 130.594:0728 gold ; to this must
be added Rs. 69.783:801% gold earned by the different railways,
resulting in the total of Rs. 200.377:8723 as profits, part of which,
however, has remained to be reinvested in improvements and
extensions.

The official value of exports for the same period was Rs.
6.498.402:0548 gold ; so that the profits of the foreign guaranteed
railways represented a tax equivalent to 3 per cent. on their
value, of which the part paid by the State is equivalent to 2
per cent., and that paid directly, in the form of working profits
derived from freights, to only 1 per cent.

Undoubtedly Production has realized great advantages from
the fall in the value of the cwrrency, and the consequent
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reduction of the real costof exports, in which the reduction
of freights has certainly not been the least important factor.

Any attempt to redress the national financial equilibrium
muct necessarily include the consideration of expenditure on
account of guarantees, and lead to the creation of resources to
meet this item of national expenditure. This can be realized in
two ways, either directly by raising tariffs, or indirectly by
taxation.

Taxation has the advantage of falling on all producers alike.
The increase of tariffs is impossible without still further
exaggerating the natural advantages that situation confers
on land nearer to the centres of consumption and ship-
ment of its produce. Any considerable increase of the cost of
transport would inevitably raise the cost of production of
the more distant districts in a proportion increasing with the
distance, until a point would be guickly reached when produc-
tion must become unprofitable and would cease, whilst the
increased cost in more favoured districts would he unap-
Preciable.

Forthese reasons any considerable increase of freight must
tend, if not to decrease production, at least to circumscribe its
extension to a still more limited area than at present.

It is, however, probable that all, except perhaps the most
distant districts, counld suffer a not inconsiderable increase of
freights without evidencing any appreciable reduction in
quantity although profits must inevitably suffer.

Direct taxation, such as an increase of freights, has the
advantage of quickly showing if it were so excessive as to
injure production, and thus allow of reduction; but it would be
difficult, and almost imposgible, to devise a tariff that would talke
into sufficient account the advantages conferred by situation
and locality, or not affect the production of exports, which is,
after all, the main point to be kept in view when dealing with
any scheme for realizing a permanent equilibrium of the
National finances.

It may, then, be safely ecncluded that so long as the increased
burden that revenue will have to meet to satisfy the falling
off in the receipts of foreign guaranteed undertakings can he
met by other means, and without creating or increasing defieits,
the fall of exchange, in so far as it affects guarantees, is mnot
diﬂ&d?&nt&genua except to the foreign Capital employed.

The value of foreign Capital employed in public works, with
the exception of that part expended in the foreign country in
COmmissions, discounts, and other expenses of a purely local
Character, will be imported in some shape or other, either as

Qi
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material, as bullion, or else will be drawn for and must, therefore,
be placed to the Credit side of international payments (activo),
the material imported already figuring as imports to be
paid for.

Making a liberal allowance of 50 percent. of the nominal
subscribed Capital for cost of incorporation, commissions, dis-
conunts and contractors” profits, the balance will go to inerease
the aetivo or annual international credit.

Guaranteed capital imported since 1865 is as follows:

o
PERIOD NOMINAL TMPORTED CORFFICIENT
CAPITAT 50 BER GENT. PER CAPITA
OF NOMINAL

Rs. gold Rs. gold Rs. gold

1 1861—1864 13.200:000 6.600:000 05377
2 1865—1869 7.947:000 5.975:500 05132
3 1870—1875 3.680:547 1.840:273 03444
4 1876—1885 94.121:614 47.060:807 08576
5 1886—1889 6.678:460 3.339:230 05091
6 1890—1892 1.110:240 555:120 0$037
1893 3.746:591 1.873:196 08122

Withthe exception of the fourth period, 1876-1885, the impor-
tation of foreign guaranteed capital was insignificant, and could
exercise but little influence on the ultimate course of exchange.
The average annual importation of eapital, estimated at 50 per
cent. for the whole period 1861-1892 was at the rate of Rs.
3.039:0008 gold per annum; in 1875-1886 it averaged Rs.4.706:0805
per annum,



Independent Foreign Industrial Capital

The next factor of international payments to which attention
must be paid is the Counfry’s liability as regards the profits on
foreign capital employed without special State guarantees in
industrial undertakings, whether by public companies or private
individuals.

This like the guaranteed capital does nof constitute a debt
except indirectly, nor even an obligation; but, no less than
the interest on the funded debt and guaranteed undertakings,
increases by the equivalent of the annnal profits realized by the
international obligations of the Country.

With regard to the more important section of this class of
capital, invested in public companies the amount of foreign
capital, exclusively English at that time, employed in Brazil
in 1861, was insignificant, and did not much exceed £948.000,
or Rs.8,426:772 gold, which was divided amongst the following
companies: London and Brazilian Bank, £500.000, Bahia
Gag Co. £150.000, 8. Joao del Rey £298.000. In addition to these
there existed the Catta Braneca Mining Co., and probably
some ofher unimportant undertakings, which have since ceased
to exist, and the details of which it has been impossible to obtain.

Of all the forms in which foreign capital has been employed
in this country none have lent greater services to the cause of
Brazilian civilization and progress, or to the development of the
resources of the country.

The fotal nominal value of the foreign eapital invested in
ungunaranteed undertakings from 1861 to 1894 isabout £21.597.5611
equivalent to Rs. 191.980:2755 gold, and, deducting 50 per cent.
for foreion local expenses, gives a minimum nett value of
Rs.90.623:653 gold actually imported, or an average of R,2.832:000
Per annum,

Of this large amount £1.970.313 have either been entirely
lost or, hayving given no dividends for many years, have no
market value, and may bhe written off as lost; in addition the
sum of Rs. 6.113.970 (£688.938) has been liquidated and with-
drawn from the Country, leaving a balance, in 1894, of about
£19.538.799, or Rs. 173.680 340%, employed in the country and
actually earning dividends of some kind.

The only period for which complete returns of the dividends
actually paid have been obtained is that from 1876 to 1883 when
they avernged 7.3 per cent. per annum, a rate that was largely
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ange rises, and

Estimating the average rate of dividends at 7 per cent. for 1860
to 1875, 6 per cent. for 1884 to 1891, and 4 per cent. from 1892 to
date, we obtain the following vesults for the six different periods

due to the splendid profits that the 8. Joao del Rey mines were
into which we have divided the 34 years from 1860 to 1895,

then yielding, which have since fallen to zero.
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eaging as the rate of exch

Contrary to what would be generally anticipated, the amount
currency, 1mer

of foreign capital employed for industrial purposes and without
State guarantees has always varied divectly as the value of the
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To an undeveloped country of vast natural resources like
Brazil, that requires to make constant use of foreign capital, it
is of the utmost importance that the rate of exchange, or value of
the currency, which affects directly and powerfully the profits of
this class of capital, should vary as little as possible, as its
stability is undoubtedly the principal factor in determining the
investment of fresh foreign capital in this form.

The annual average additions to capital rose from Rs.05254
gold per head, in the period 1860-1864, to Rs.05760 in that of
1890-1894. The considerable accession in the rate of increase of
this last period is in reality only apparent, and corresponds pro-
perly to the former period, having been negotiated, in great part,
in 1889, and ought rightly to be included in that year’s operations.

The lack of sufficient statistics regarding the profits of foreign
industrial capital, except for the short period 1876 to 1883,
malkes it impossible to draw positive conclusions as to the com-
parative profits of different periods or to arrive at a precise esti-
mate of the sums required to be added to the Debit of inter-
national payments (passivo) on this account.

Allowing that the estimated rates of interest are approximately
correct the coefficient of interest has risen from Rs.0§119 per
annum in 1860 to Rs.08543 in 1894, or 339 per cent. The value of
interest was highest in 1890-91, when it reached the sum of
Rs 9441:3628, since that date is has decreased, in spite of the
increase of invested ecapital, to about 8,000:0005% owing to the
decreased real value of dividends in some cases,and to the
suspension or reduction of its payment in others.

The low rate of exchange, therefore, in so far as it has affected
the profits of foreign capital, although disadvantageous because
it discourages its increase and thus retards the progress of the
country, is not wholly so, as it also reduces considerably the
value of foreign payments, and tends to preserve capital in the
country, which would be otherwise exported, by the reinvest-
ment of profits, in place of distribution in the shape of dividends.

The nominal value of the capital of unguaranteed foreign
companies was in 1894 Rs.173,680:340, and its market value
Rs.154,356:3208, thus showing a depreciation after deducting
bad debts, of Rs.19.324:020 gold, equivalent to 11.1 per cent, that
compares favourably with the rate of depreciation of guaranteed
undertakings, 13 per cent.

The market quotations of this kind of capital are little influ-
enced by the state of the National foreign credit, that so power-
fully affects other classes, and depend almost exclusively on the
Drofits realized, the comparative value of which, in turn,are
brincipally determined by the value of the eurrency at the time.
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The average market value of this class of security has been
greatly influenced hy the highly profitable nature of some ten
out of the 44 foreign companies, amongst which are the London
and Brazilian Bank, London and R. Plate and British Banks,
Rio Gas Co., Cantareira Co., Submarine Telegraph, Mogyana, and
West. 5. Panlo debentures, and the Rio Claro Ry, Amazon Steam
Nav. Co., and 8. Joao del Rey Mining company, which on an
agpregate nominal capital of £5,839,237 show an appreciation of
£2,608,576 in their market value, or 44.6 per cent.

These flourishing concerns compensate to a considerable ex-
tent the comparative failure of others such as the Rio City Tm-
provements, Pard Gas, Brazilian Street Tramways, Recife Drain-
age, various Sugar Factories, and the debentures of the Leopol-
dina Railway and its annexes, some of which have given no
dividends at all for years, whilst that of others has been greatly
reduced.

Lk
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Foreign Capital employed in Commerce

The amount of foreign capital invested in purely national
undertakings and in commercial operations is difficult, if not
impossible, to estimate, but must be very considerable, and no
doubt the annnal profits when remitted abroad will add ap-
preciably to the burden of foreign payments, though hoth their
value and imporfance have been greatly exageerated.

It must be borne in mind that investments so employed by
foreign residents are usefully engaged as productive capital in
some form or other, and that whatever profits may rvesult from
such employment a quid-pro-quo has been rendered in the in-
creased value or diminished cost of production and exports.
Consequently, though the withdrawal of such profits may retard
the rate of accumulation of capital and national wealth, it
cannot diminish it, nor enhance the proportion of liability to
resources to meet foreign engagements;and cannot, therefore, bhe
a cause of the diseguilibrinm of real exchange and depreciation
of the currency, though it may tend to perpetuate, or exag-
gerate it,

Undoubtedly, were it possible to avoid any transfer at all of
profits to foreigners or residents abroad, the burden of foreign
payments would be relieved, both capital and naftional wealth
would increase more rapidly, and international exchange would
improve, just as it would if the payment of interest on the
foreign funded debt or guarantees were suspended or repudiated ;
but though the suspension might ereate a temporary relief and
miprove the proportion of theinternational crediti(passivo), the
original excess of foreign payments could never have originated
in this deseription of profits.

In regard to the commercial profits realized by foreigners a
still greater confusicn of ideas is prevalent, that extends to
even the most intelligent critics of Brazilian economy. Thus
we find Dr. Ruy Bavboso in the report of the Ministry of finance
for 1890 state that “the balamce (of trade) favourable to the
country is drained away to foreign countries, thanks to a
tet little appreciated but of the greatest importance in the
consideration of the anomalies of our exchange. No one
ignores that our commerce, and especially its wholesale branches,
is almost wholly in the hands of foreigners. These accumu-
lators of wealth reserve it chiefly for their own countries,
where their aspirations are concentrated, and whither they return
Wwith the capital or its interest, that up to the present lmslsjnot
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been eonveniently taxed in benefit of the country at whose ex-
pense it has been acquired. This tendency constitutes a per-
manent factor of national impoverishment, inverting the other-
wise really favourable balance of international payments! ”

In this astonishing statement Dr. Ruy Barboso does not show
his usual perspicacity nor his accustomed intelligent appre-
ciation of economical phenomena, and appears to have allowed
the chauvinistic element to get the befter of his judgment;
this is the more alarming in aperson of his attainments and
abilities when be proceeds to insinuate the necessity of limiting
the compensation of the industry of the foreign section of the
population by special and odious taxation !

It appears to have completely escaped the attention of guasi
reformers of the finanecial and economical equilibrium that the
accumulation of wealth in the pursuit of commeree, ag in in-
dustrial occupations, demands either labour or capital, or hoth,
and that it is not gained at the espense of the country, but in
the development of its resources, to which Commerce contri-
butes none the less becaunse its votaries do not absolutely follow
the plough, nor till the soil with their own hands.

No one, it would be imagined, would seriously maintain that
a colonist, to take an example, who realizes a fortune out of
agriculture by his own unassisted labour, has made it at the
expense of the counfry in which he happens to labour, or that
if he lives on the profits, or even carries the whole of his accu-
mulations away with him to a foreign counfry, that he has
therefore impoverished that country and abused its hospitality !

He hag, on the contrary, introduced at least one, and perhaps,
two mew factors of National wealth and prosperity, his own
Tabour or capital, or both, with which he renders productive
what had not been so previously, and would have continued un-
productive without him.

All that he produces must, therefore, be so much pure gain to
the country; and even if after deducting a part for payment of
his own consumption and of the States’ taxation something
remaing over which he accumulates and finally takes with him
to other countries, be will not thereby have impoverished that
country, but really have enriched it by at least the difference
between the gross and nett value of hislabour during the whole
time of his residence.

Had this ‘aceumulator of wealth’ never entered the country, it
must have been the poorer; and though there could then, it is
true, he no drain of gold to satisfy the profits he may eventually
spend abroad, there would likewise be so much less inerease of
production and exports with which to meet them.
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When finally this ‘aceumulator of wealth’ returned to the
fatherland, on which he had ‘concentrated his aspirations® he
could not take with him even an equivalent of the labour and
capital be had expended; part of it must remain behind. At
most what he took would be egunivalent to the surplus atter
having paid for his own consumption and taxation like
every one else. The wealth his labour and economy created he
could not take away; and this, in the form of new lands brought
into cultivation and new railways constructed, or his individual
fractional share in their m‘efugion, must remain behind, and
continue to be productive even after be had left, and to satisfy
the interest on which he lives abroad, if the capital is left behind,

To attempt to impose special taxes on profits of this descrip-
tion would involve the gross injustice of re-faxing differentially
and partially what had alveady paid its quantum suf to fiscal
exigency !

In a manner precisely similar, thongh less direct, those occupied
in Commeree, of whatever kind, whether import or export, whole-
sale or retail, cooperatein the general development and progress
and contribute to the productibility of the country by the
division and economy of labour; and, though it maybe regretted
that in Brazil, as in every other country, the rewards of labour
are not more equitably distributed, it does not appear that to
unfairly tax that reward is likely to redress the inequality, nor,
in faet, to do any thing except discourage both industry and the
importation of foreign labour and capital, so essential to national
development.

The moment that the ‘acenmulator of wealth’ commenced to
mobilize his accumulations and took himself off fo foreign lands
there must ensue a reduction in the volume of capital and con-
sequent proportional decrease of production, unless the realiza-
tion were effected with the intervention of foreign capital. At
the same time the transfer of his accumulations would cause an
increased demand for bills and disturb the equilibrium of inter-
national exchange; and, if such a practice were general and
continuouns - the balance of international payments might be
seriously affected, and exchange he rendered permanently
unfavourable,

It is not, however, true that the accumulated profits of either
industry or commerce ave as a rule transforred en masse to
foreign countries, on the contrary, usually both the original
capital and the accumulations are left in the country, either as
investments or to serve as working capital for the continuation
of the same business, and only the interest, and often only a
part of that, is nltimately exported. ”‘15
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T'he transfer of interest or annual profits alone will cause no
change in the relations of capital which will continue tio produce
the same quantity of exports as previously, and the only
difference will be that the equivalent part of the value of exports
that formerly went to increase the savings of the ‘accumulator’
and the community, will now he payable abroad.

The fact that aceumulations had been effected entails, beyond
the necessary labour, hoth economy and self denial. Had the
‘accumulator,’ in place of saving, expended the whole in super-
flnities, he would thereby not only have increased the demand
for imported commodities, but also have prevented the increase
of capital and production that his economy otherwise created.

Consequently, the equilibrium of foreign payments would have
been eimilarly affected as by the ulterior bodily transfer of it
abroad, whilst the country itself must have heen the poorer for
capital having remained stationary, instead of increasing.

Produetion remaining unaltered, the equivalent of that excess
of exports, that must have corresponded to the annual profit
realized, will then be payable abroad, instead of at home, and
thus increase the demand for bills; but no disequilibrium of inter-
national payments will thereby he created unless other foreign
expenditure has meanwhile encroached unduly on the moiety
of exports that properly corresponded to these profits, or savings.
It would then be but a poor recompense for thrift and self
denial that its fruits should be unfairly taxed to pay for others’
extravagance.

Sr. Manuel Rabello, the then Brazilian Consul in Porto, in a
letter dated 1885 addressed to Rodriguez de Freitas, hits the
right nail on the head in laying the blame of the fall in
exchange, that had then taken place, not on the drain to satisfy
the investments in Brazil of residents abroad, which he admits to
be considerable, but on the extravagance of those that instead
of accumulating, spend all they earn in luxuries or superfluities,

He states that — “The fruits of economy and the product of
capital employed in Brazil, in place of being usefully employed
in the ereation or development of its industries, is not thus
applied and emigrates to other lands. By emigrating I mean
that this sum is employed in the acquisition of costly goods, thus
exhausting our markets of what we require to satisfy our own
necessities.”

If, then, it were even true that resources were insufficient to
satisfy foreign liabilities, the origin of this want of equilibrium
cannot be attributed to the annual withdrawal of the profits result-
ing from the investment of the economies of industry and thrift,
but rather to the excessive expenditure of that other section that




= e

refuses to follow their example, and to the foreign expenditure
for admini:trative purposes, which together absorb not only
their own share of the value of exports, but also encroach on
that which rightly corresponds to private eapital productively
employed by foreigners or residents abroad.

Any attempt to tax unfairly or differentially the profits of
foreign eapital can only result in the withdrawal of both capital
and lahour when a favourable opportunity presents itself.

The foreigner, unless he be able to satisfy the aspiration he
has concentrated, as Dr. Ruy Barboso states, in ultimately
spending the produet of his labour and self demnial in his own
counfry,would refuse to labour or economize unless such con-
ditions were guaranteed, or seek more liberal treatment in
other countries.

In consequence of a fall in the rate of exchange a part of the
interest or profits that acerue to foreign capital will remain to
be re-invested in the country, or be deposited in banks awaiting
a higher rate, and thus increase the volume of capital available
for production and commerce.

This well recognized phenomenon, that is repeated every time
any serious fall of exchange oceurs, gave rise to a discussion in
the Portuguese journals in 1886,in which some novel and startling
theories were originated. A certain Mr. Kendall of Porto sus-
tained the cause of the fall of exchange “to be the abun-
dance of capital retained in Brazil awaiting a favourable
exchange to emigrate. In consequence the banks, replete with
cheap capital, not only refuse to draw, but are directly interested
in impeding others from drawing in order not to be deprived of
such profitable resources.”

Mr, Kendall has thus confounded cause with effect, or as Sr.
Rodriguez de Freitas terms it, made out the agglomeration of
capital in the banks to be both the cause and effect of the fall
in exchange, or ““its own father.”

The tendency to reinvest profits, if even for a limited period,
whenever exchange falls considerably must meanwhile reduce
the normal demand for bills, and will prove a real advantage by
retaining eapital in the country, for a time at least. He
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Total value of Foreign Capital employed in Loans,
Guaranteed, and Independent Industrial Under-
takings

The total value of foreign capital thus employed, including
provineial and municipal loans, has risen from Rs. 111.306:211%
gold, or 133741 gold per capita in 1861, to Rs. 639.240:426 gold
or 405912 per capita in 1894,

The most considerable increase of foreign capital was in the
period 1865-1869 during the Paraguayan wav, when it rose 58
per cent., principally in consequence of the large foreign loans
then negotiated.

The importation of foreign capital has been greatest during
the periods of low exchange, when it increased on an average
47 per cent. ; whilst during those of high exchange the increase
was only 24 per cent.; a vesult is due chiefly to the negotia-
tion of foreign loans, as the importation of private capital
for mnguaranteed undertakings shows contrary results.

The fotal nominal value of foreign capital invested in Brazil
from 1824 fo 1894 amounts to Rs. 1015.203:5245 gold, of which,
however, only Rs. 639.240: 4268 is actually in cirenlation or pro-
ductively employed, the balance having been amortised, with-
drawn, or lost, The amount of foreign capital of this deseription
believed to be employed in Brazil has been greatly exag-
gerated, and did notmuch exceed £72.000.000 in 1894.

The figures of the preceding table conclusively show that
foreign capital, in whatever shape it may be imported, iz powerless
either to arest the fall or to raise the rate of exchange except
temporarily when not in cooperation with other more powerful,
and less artificial causes.

Thus in 1865-1869 in spite of the increase of 59 per cent. the
largestion record, foreign capital could not arrest the fall from
27d. to 14d.

In the next period the comparatively insignificant assistance,
equivalent to an increase of only 17 per cent. in foreign capital,
cooperating with increased production and high foreign prices of
exports, raised exchange to par in the short period of 5 years!

An increase of 10 per cent. during the succeeding period
1875-1886, but accompanied by low foreign prices for exports,
could not arrvest a fall from par to 171d ; whilst a similar increase
in 1886-1889, cooperating with improved prices and out-put;, ml%d
exchange to par again in four years!
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Of the different forms in which foreign capital is employed
the increase of that of ungnaranteed industrial capital has been
greatest, 1.647 per cent., whilst that employed in loans increased
313 per cent., and guaranteed capital 377 per cent. The capital
invested in unguaranteed industrial undertakings was in 1893
Ras. 173.681:3405 gold or little more than half that invested in
government loans and guaranteed railways, which amounted
to Rs. 340.170:086 gold.

Of the whole increase of foreign capital since 1861, by far the
greater part, if we include government expenditure on rail-
ways, has been employed in such a manner that, if not actually
and directly productive, must ultimately become so, and thus
relieve revenue of a part of the burden of foreign payments,
though it will not diminish their value.

In point of fact this is already in process of realization, although
it is scarcely evidenced by any reduction in the value of gua-
vanteed interest payable by,the State; but, none the less, a decided
advantage has been conferred on production and exports hy
reducing their cost, and that, to a considerable extent, at the ex-
pense of profifs of foreign capital, a result due chiefly to the
depreciation of the currency.
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From 1861 to 1893 the coefficient of the annual profits of
foreign capital has risen from Rs. 03857 gold to Rs. 28146 per
head, or 150 per cent.

It is clear that in the absence of a metallic currency all
foreign liabilities must be liquidated by means of exports. Con-
sequently, the increase of the profits of foreign capital must
demand 150 per cent. more of the exports per head to be
appropriated for their payment abroad than formerly, and,
unless exports themselves have likewise increased in the same
ratio as foreign liabilities, the balance to receive must be
reduced proportionately.

Foreign payments would not, of course, he effected divectly
in commodities but in their equivalent of hills, for which there
would be an inerease of 150 per cent. in the demand, from this
cause alone. Unless, therefore, the supply was equal to the in-
creased call upon it real exchange must have fallen.

The appropriation of a moiety of bills for the liquidation of
foreign charges is precisely similar to an equivalent tax on
production and exports; and its incidence may be estimated by
the comparison of the respective coefficients of exports and
foreign charges per head.

In 1861 foreign charges demanded only 4.3 per cent. of the
real value of export for their liguidation, whilst in 1893 the
proportion had risen to 11.2 per cent.; unless, therefore, the
growth of charges per head has been accompanied by a simul-
taneouns growth of production, profits must have been reduced.

In 1861 the value of exports per head was... Rs. 1750056 gold

and foreign charges amounted to............... Rs. 0§857 *

leaving a balance to receive, per head, of...... Rs. 165148 gold

In 1893 the value of exports rose, per head to Rs. 195083 gold
and foreign charges to.........ccoviciiniiiiiin... Re. 28146 °7

leaving a balance, per head, to receive of...... Rs. 165937 gold

In spite, therefore, of the increase of 150 per cent. in the burden
of foreign charges, the profits of production have actually in-
creased 4 per cent. since 1861, as far as these charges alone are
concerned.

Comparing these results with 1889, when exchange was at par,
the advantage is still more striking.

In the period 1886-1889 the ]_Jrodw:.tion of exports per head

W S vssxeyTabs ceseen reanssnenss B8, 168460 gold

a.ndforexgnchmges&mounmdto o o o e e il ay e

leaving a balance of.......... cosersninasnses B8, 14,305 gold
or Rs 28632, per head 1ess tlmn in 1893
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The value of foreign charges per head has, it will be noticed,
diminished slightly since 1886-1889, in spite of the considerable
increasc_ of indebtedness. This is due to the combined effectof the
reduction of interest cansed by the conversion loan of 1889-90,
and of the depreciating influence of the fall of exchange on the
real value of dividends of foreign industrial capital, and on that
of the amortisation of the foreign funded debt.

T'he increase in the profits of production since 1886-89 shows
that in Brazil industrial prosperity is largely independent of the
finameial situation, and that it may be often simultaneous with
finamcial disorgamnisation as is alsothe case in the R. Argentina.

The actual situation may be summed up and compared with
that of 1886-1889 in few words: Since 1886-1889 the value of
foreign capital invested has increased 30 per cent., whilst the
charge for interst and profits has remained almost stationary.
Brazil, therefore, hag borrowed morve, but pays the same interest

" as before, and, moreover, has more exports in 1893 than in

1886-1889 with which to do it. The condition of the country
must therefore have vastly improved!

This, it is true, is due in part to the reduction of interest
effected by the comversion of 1889; buf this alone would have
been insuflicient to prevent a positive inerease in the value of
foreign charges except in cooperation with other causes. 9
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Exports and Imports of Merchandise

The next factor of international payments to be considered,
and by far the most important, is the value of imported and
exported merchandise; the first constituting a debt payable by
Brazil, and the latter a value receivable.

It is not disputed, or should not be so, that exports must pay
for imports ; the only guestion to be decided is whether they
have likewise sufficed to liguidate, in econjunction with other
resources, all obher international liabilities.

What, then, is the true value of imports or the trne liability
for this factor, and what the nett or chaneelling value of exports,
becomes a matter of great importance to decide, without which
no positive conclusions as to the causes of the depreciation of
the enrrency are possible, or batfer than merve conjectures,

That the utmost confusion reigns relative to the real value of
imports and exporfs is evident in the conflicting opinions and
assertions of even the most competent critics, as also, that little
confidence is reposed in loeal official valuations.

Thus we find Dr. Ruy Barboso, in his report as Minister of
Finance in 1890, stating that the value of imports for the year
1886 to 1887, with the additional half year, amounted to Rs.
162:000:0005, whilst he estimates the value of exports at only
Rs. 151.000:000%, leaving a balance of Rs. 11,000:0005 against
exports. From thishe proceeds to draw deductions as to the caunses
of the depreciation of the currency, which, however, he appears to
have reconsidered, as in a posterior document dated 10th May
1891, he states that :—

“In 1887 exports exceeded imports by Rs. 54.741.935%, but
“ exchange continued weak between 21 * /5 pence and 23 6y, . The
“next year, on the contrary, during which imports exceeded
“ exports by Rs. 48.406.8873, exchange rose from 24 1fj;d. in
« January to 27 1/j; d. in December. On the other hand the official
“ yeturns for 1886 to 1887, comprising 18 months, give the value
“of imports as Rs. 310.850:2773, and those of exporbs at Ra.
¢ 305.502:152%, leaving an 'Lp]_}'l.leni‘ balance in favour of exports
¢ of Rs. 54.741.9355”

This result is, however, purvely fictitious, as without the indis-
pensable corrections the official valuafions of exports and
imports are not only worthless for comparative purposes, but are
bound to mislead the unwary, just as they misled Dr. Ruy
Barboso and many others.

The official estimates of exports represent merely their
nominal market value in Brazil, that is their market price in
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Paper-money, which is appraised according to a sliding
official scale of prices termed the pauta.

To this valuation must be added all local expenses from date
of purchase to that of delivery of exports on board in a Bragzilian
Port, which includes commission, duties, brokerage, storage,
Packing and loading, as also the merchants’ profits, in order to
obtain the value F.0.B. which, when reduced to oold at the
current rate of exchange, represents the real value of exports for
Wwhich Brazil is creditor to foreign purchasers. Freights, heing
Payable to foreign bottoms, must not be included;or, if included,
must be debited again to the internafional debit or passivo,
as a liability.

Unless these corrections are previously made official valua-
tions are meaningless, and represent nothing move than the local
market value of exports expressed in paper-money, and not in
any manner the international value for which Brazil is ereditor.

The average rate of exchange for 1886-1887 was about 221d.,
and at this rate Rs. 305.502:1525 the estimated official value of
exports for 18 months will be reduced to Rs. 273.118:9545 gold.
The official valuation of imports, on the other hand represents
their real, and not their nominal value, when the official seale of
prices is based on the par value of exchange 27d.; when, however,
they have heen appraised at the rate of 24d., the real value of
imports will be 11.1 per cent. less than their gold or par value.

Any attempt therefore, to compare the official value of exports
estimated in paper-money with those of imports, which represent
approximately their real, or gold, value, without taking all these
circumstances info due consideration, is certain to lead to errvor
and misconceptions.

Allowing 15 per cent. of their nominal value for expenses from
date of purchase to delivery on hoard, the relative real values of
exports and imports for 1886-1887 will be as follows : —
Nominal value of exports Rs.305.502.1523

at 22d., exchange is equivalent to............ Rs 273.118:954% gold
Local expenditure from time of purchase to

delivery on board, estimated at 1569/,...... “ 40.967.707§
Real value of export F.O.B. for 1886-1887,

T ) o o e e P i e e Rs. 314.086:661% gold
Nominal value of imports, official valuation Rs 310.850:2778 gold
Less 11 per cent. difference between 24d.

o (0 6 TR L e e ol e “ 34.193:530% st
Real value of imports on board in port... Rs.276.656:7473 gold
i i Export— 5 £ ¢ 314.086:6615

Balance in favoar of exports for 18 months Rs, 37.429:914$ gold
Bouivalont for....coooetieeeniiins 12 G « 24.949:2768 ﬂ“
f."_l -
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In a similar manner the foreign wvaluations of exports and
imports thati Dr. Ruy Barboso presents for comparison, must be
reduced to their real value on board in a Brazilian port, before
they can be of use.

The foreign valnations of exportsto Brazil (imports by Brazil)
represent usnally their value on hoard in a foreign port. To this
must be added all expenditure for freights insurance, ete., up to
delivery in a port in Brazil, ealeulated at 20 per cent. of their
foreign valuation, in order to obtain the real value for which
Brazil is debtior on this account.

The foreign valuations of goods imported from Brazil, on the
contrary, rvepresent, with the exception of the U. States, the
total value delivered on board in a foreign port, including
freights and expenses; from fhis must be deducted 15 per cent.
for such chavges such as freights, payable mostly abroad, in
order to arrive at the real value of exports for which Brazil is
creditor. s

The custom in the U. States is to value imports at their
market prices in the country of origin ; consequently, no dedue-
tion should be made for exports for this destination, on ftho
contrary, the value of expenses up to delivery on board should
be added.

Even whenthesedeductions have been made the foreign valua-
tions of imports from Brazil willrvarely correspond with the official
local valuations of exports, because the standards for valuation
are not the same, and in the case of foreign valuations are based
usually on official prices, which have often little resemblance to
their real market value.

Foreign valuations 1886-1887 according to Dr. R. Barboso’s
Report of the Ministry of Finance, 1890 : —

ImeoRrTs

Exrorr
From Brazin HEOREY
Rs. R,

United Statag.......ia. AR s ' 90.000:000% 14.000: 0003
GEIIIANT. et esiianieia T, I 45.000:0008 8.000:0008
Engh‘m o e s L B A Ve | 39.000: 0008 52.000: 0008
Frmlcf,‘ ..................................... 17.000:0005 2.000:0003
Au.sf.;_rlu .................................... 20.000: 0003 1.000: 0005
Belgium... o T O e 8.000:0008% 5.000:000%
R. Arvgentina. 4.000: 000S 5.000: 0003
1 e P e L s e e R 4.000: 000S 9.00: 0003
e ey R e s 3.000: 000% 5.000: 0003
Chiled S lEOun N snilualnrran it ae 1.000: 0008

Botal i eee e e R.231.000: 0003 119.000:000%
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B passant it may be remarked that there is evidently some
mistake as regards the value of imports thus estimated by Dr.
Ruy Barboso, as the sum of the values for different countries
amounts to 101.000 contos and not 119.000 as stated ; probably
a printer’s error.

Dr. Ruy Barboso writes “the source from which I obtained
these notes leads me to see in these figures at least an ap-
Proximation to the truth, if the absolute truth, to which they
do not pretend, is impossible in a matter of this kind. It
matters were thus we must coneclude that our exports exceed
our imports considerably in value, establishing between them
the ratio of 231:119.

However 1t may be, these elements should warn us from trust-
ing in the hypothesis, that is more or less aceepted amongst
us, that the value of foreigm imported merchandise exceeds
considerably and constantly that of national products absorbed
by foreign countries.”

Thus we obhserve D. Ruy Ba.rboso in the course of a few
months, sustaining first that the value of imports, was chronic-
ally less than that of exports, and afterwards a diametrically
opposite opinion that, however, would be of little importance
did he not proceed to draw therefrom the most serious conelu-
sions, and to put his deductiens into practice.

The year selected by Dr. Ruy Barboso, 1886-1887, is par-
ticularly inconvenient for comparative purposes, the official
valuations including 18 months for that particular year, and en-
tail the necessity of reduction to the equivalent for 12 months
in order to serve for comparison with the v.r'[ua.’cmna of the
foreign customs.

Duly corrected the real or international wvalue of exports, as
presented in Dr. Ruy Barboso’s foreign valuations, for 12
months only of 1886-87, will be as follows:

Dr. R. Barboso’s estimate of value of im-
poris by Bragal. s d S s gold Rs. 119.000:000%

({3

plus freights and expenses 20 per cent. ..... 23.800:000%

Real value of imp.orts for which Brazil is debtor Rs. 142.800:0005

Dr, Ruy Barboso’s foreign estimate of exports gives-for the
U. States Rs. 90.000:0C0% eold, and for all other countries Rs.
141.000:0008, total Rs. 231.000:0008 gold.

With the necessary corrections for freight, ete., this gives :—

Value of Brazilian exports to all countries

SECAPE UL SUATER. o sy ot ot e gold Rs. 141.000:0005
Deduet freight and expenses 20 per cent.... 28.200:0005
Rs. 112.800:000%

[ 4
>




Add value of exports to U, States............ gold Rs. 90.000:0003

Real, or international, vaiue of Brazilian
exporte. ..l L L L B eeld. Ris,202:200:000%
Deduct value of imports........o... oo 142.800:0005

Excess of exports overimports ...............gold Rs. 59,400:0005
In lieu, therefore, of a balance in favour of exports of
Rs. 112.000:0003, which Dr. Ruy Barboso supposed to be the
approximate expression of international trade with Brazil, the
real excess of exports, is reduced to Rs. 59.400:0005, and though
this corresponds much more approximately with the excess for the
same period of local official valuations, when duly corrected, of
24.949:276%, gold the difference between one and the other is
still so considerable as to exact a special enquiry as to which
is the more correct; since any attempt to found deductions on
unreliable statistics must inevitably destroy all their value.

In estimating the real value of Brazilian iwports and exports
by the assistance of valuations of foreign Customs, itiis necessary
to take into consideration the methods by which these valuations
are eifected in each case; as it is chiefly due to the neglect of this
important preliminary that the estimates of values of one country
ravely correspond with those of another.

s



Merchandise Imported by Brazil from Great Britain

The statistics obtained from British Customs’ valuations of the
importation by Brazil of British products ave complete from
the year 1865 to 1893, wilh the exception of the years 1869,
1870 and 1879, for which averages have been struck.

The system of valuation adopted in England is as follows :—
The valuation of hoth imports and exports of the United King-
dom is according fo the bills of entry and the shipping bills ;
false declarations being punishable by fine. In the case of imports
the control of the customs’ administration is a guarantee of the
accuracy of the returns, but as regards exports merchants arve
only required to furnish their declarations within a period of
six days after the sailing of the vessel; and the proof of accuracy,
if proof he needed where no duties are paid and there is no
advantage to he gained by misrepresentations, lies in the inspec-
tion of the hills of lading. The valuation of exports and imports
is checked by the statistical office of the customs, where the of-
ficials possess a knowledge of current values, and market reports
and prices current are available to check any departures from
accuracy in this respect. The important difference between the
U. Kingdoms’ and other systems is that the former shows the
values at the time of import and export, whilst in most other
countries the values are computed at the prices of a year, or more,
before.

For goods imported the practice adopted is to take the value
at the port of entry including all incidental expenses up to land-
ing on the quay. For goods consigned tothe English market
for sale, the market value in the country is what is sought to be
known and included in the returns, this is ascertained from the
declarations made by importers, and is checked by expert know-
ledge, price lists and market reports.

For the exports, the value at the port of shipment is taken.
Imports from England by Brazil should correspond to the exports
from that country, and their real value, that is, the sum payable
by Brazil to England on account of imported goods, will be the
valuation at the port of shipment in England plus the cost of
delivery aboard in a Brazilian port,which includes freight, loading
insurance, and commissions. Port char, ges and all other expenses
after arrival in a Brazilian port, being payable in Brazil, do not
form part of foreign liabilities. Sel
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In order to arvive at the maximum rather than the minimum
cost of delivery, and in accordance with information collected
from various importinghouses of different kinds, the average cost
of 20 per cent. of the KEuropean valuationhas been adopted for all
charges from the port of shipment to a Brazilian port. No doubt
the average is high, especially for English goods, which being
mostly of little bulk pay a low rate of freight; but, taking one
country with another, this may be taken as a rate that is not
likely to be exceeded, and the resulting valuation of imports as
the maximum; so that any modifications that might be in-
troduced on a more careful study, are more likely to be
favourable to the international eredit (activo) than otherwise.

The imports from Great Britain are by far more important
than those from any other country, and have for many years
maintained great regularity.

The Annual average value of Tmports from Gt. Britain;
on (uay in English port: —

Incurise | MovEMENT
PERIOD YALUE on or
Decnease | EXCHANGE

From 1865 to 1868 | gold Rs. 51.858:442& falling
S| B BiH 7 “ 66.085:487% | +21.4°/, | rising
« 1876 « 1885 | *  « 57.524:371$ | —14.97), | falling
1886 1889 4 * 54.430:6773 | — 5.6°) | rising
1889 * 1893 0 “ T1067:2795 | +30.5°). | falling

The great increase that has taken place since 1889 is especially
noteworthy, equivalent to 30 per cent. on the previous period,
when exchange rose to par, because it will be found that this, or
a similar incerease, 18 noti peculiar to British imports alone, but
extends to those from almost all other countries for this period.
Nor yet isit the effect of a spasmodic demand such aswas ereated
by the speculation of 1889-90, but of a continued and steady
demand that in spite of exchange having fallen to the lowest rate
it has ever reached, and of the consequent tremendous rise of
the eurrency prices of all imported commodities, has been main-
tained for 4 years without any indication, so far, of a reduction.

The foreign valuation, of exports and, it is to be presumed,
the official valuation of imports also, covers every description,
whether for government or private account, and will, therefore



inelude all the foreign expenditure of the State for purchase of
war or construction material, and official foreign purchases of
every description; these items, therefore, must be excluded
from the government expenditure abroad when estimating the
ftotal value of international payments (passivo), as otherwise
they would be eounted twice over.

Brazilian Exports to Great Britain: —

]- AVERAGE ANNUAL RATIO TO INCREASE ‘ MD\"E)TEN'I'
PERIOD I VALUE IMPORTS ok oF
i GOLD DECKEASE EXCHANGE
| Y ot
I Rs.
1865—1868 | 60.798:563§ | 117.2¢/, falling
18711875 | 67.493:6308 | 10217/, | +100¢/, | rising
1876—1885 | 54.279:0878 | 94.3°/s | —10.6%, | falling
1886—1889 | 42434.4898 | 799°, | —22.8°/ | rising
1890--1892 | 37.665:6238 | 5309/, | —11.2°/, | falling

The value of exports to G. Britain was greatest in 1871-75,
and since that period hasregularly declined. Theaverage annnal
value in 1890-1893 shews a shrinkage of 44.1 per cent. com-
paved with 1871-75, in spite of the reduction of English duties
on coffee and sugar, and of an increase of the population of
the United Kingdom, by more than 29 per cent.!

The duty on coffee in the U. Kingdon is 14/ per ewt. or 1id.
per 1b., equivalent to about 23 per cent. on the market value in
Brazil for 1894, taking “I* Boa and I* ordinaria” as the average
quality.

This excessive taxation is undoubtedly the cause of the
comparatively insignificant consumption of this product in
the U. Kingdom, which is less than that of any other European
country, heing only #Ib. per head per annum, compared with
2% 1bs. per head in France, 8 1bs. per head in the U. States, 134
Ibs. in Belgium, 14 Ibs. in Denmark, and 21 lbs. per head in
Holland!

In compensation the consumption of sugar, which in England
pPays no duty at all, is far greater than in any other country,
being 73.68 Ihs. per head per annum compared with only 28.81

53
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Ibs. in Germany, and still less in France and Italy, all these
sugar producing countries.

It is probable that a reduction of the exaggerated duty on
coffee, which, has for years formed part of the English pro-
gramme of a “free breakfast table,” would result in a very consi-
derable inerease of consumption, and develope a new and very
important market for this popular Brazilian product, at present
regarded as a luxury, and virtually excluded from the market
by the influence of the duty.

The negotiation of a commercial treaty with G. Britain with
concessions as regards the duty on coffee wonld be highly
advantageous to this country, and, if met with similar conces-
sions on this side might not, in view of the declared intention
to ultimately abolish all duty on coffee and cocoa, encounter any
insuperable difficulty.

The excessive duty on coffee, if it accounts to a certain extent
for the absence of any positive increase of exports to Great
Britain, does not explain the absolute and continuous decrease
that has taken place since 1875, which must be due to other
and independent causes, and can only be properly analysed
with a full knowledge of all the eircumstances. In all proba-
bility, the explanation will be found o lie in the fact that
apartfrom the shrinkage in the exportation of sugar, owing to the
competition of beetroot, a considerable part of the decreaseis due
to the growth of the direct importation of Brasilian products by
other countries, especially Germany and Austria, that formerly
received a great part in the shape of English re-exportations.

Comparison of the British valuation of Brazilian exports
with docal current prices proves that these valuations, if they
err, do o by rather under rating than over rating the value of
exports, as will be seen from the following table,

EoreE BRITISH VALUATION MARKEL

2 VALUE

EXPOLRTED TO * 1% Rio
GREAT BRIZAIN PEILL :

Rs. 10 K1L08 10“”‘ .

KILOS £ gold [Rscomn KILOY

| GOLD

1866 9.309:040 493.463 | 4.336:3625] 45712 45171
1887 | 15.314:283 1.096.369 | 9.692.291%| 6$329 05761
1888 12.921:174 492.555 | 4.369.7008| 35381 43901
1889 19.480;931 1.481.031 (13.164.3855| 65758 65297
1890 11.236:699 862.168 | 7.574.8328| 68741 63270
Avernge...| 55580 | 58680
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These figures, obtained from a report of the Brazilian Consul
in -Liverpool published in the ‘Diario official,” show that the
average English valuation of coffee was actually less than the
market prices at Rio for “1* boa and 1* ordinaria’ brands, which
may be considered as an average quality, for the same period,
even leaving out of consideration the cost of freight, duties, ete.

It may, therefore, be safely concluded that British valuations of
Brazilian exports to England in general represent the minimum
and not the maximum value due to Brazil on their account,
from which have to he deducted the cost of freights and expenses
estimated at the rate of 15 per cent. of the European valuations,
in order to obtain a fair estimate of this factor of the annnal
international Credit (activo). EL|
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imports and Exports of Merchandise: France

InrrorTs ¥ROM FrANcE. — The data obtained relative to
imports from and exports to France ave complete, with the
exception of the years 1868, 1875, 1876 and 1880, for which
averages derived from five previous years in each case have
bheen struclk.

The French Customs divide exports and imports into
“Special” and “General”. “Special” exports ave those of purely
loeal production, whilst the “General” include also re-exportation
of all kinds. In the same way “Special” imports are those for
local consumption, and “General” include those intended to be
re-exported. It is with the “General” imports and exports that
we have to deal.

The system of valuation in France and in Belgium is gimilar,
and is thus described by the “Moniteur du Commerce™: —

“ A distinetion is made between the arvticles subject to ad
valorem duties and other goods imported or exported. For
“ articles comprised within the former category the statistics
are compiled according to the values which have served as a
basis for the calculation of the duties. For other articles
a commission fixes the average wvalues without reference
to places of origin or destination. The official values com-
prise the initial price of the goods as well as the transport
and other charges to the frontier, but exclude customs® and

b

excise duties,

“ For the exports the prices are those at the place of produe-
tion increased by all charges up to the point of shipment. *
In consequence of this system of a more or less fixed scale of
values, which often remains unaltered for years, the real prices
of exports and imports will often not correspond with their
official valuation, as will be geen from the table showing the
ofticial value of coffee imported by France from 1881-1890.

Imports from France : French Valuation on Quay in France

AVERAGE ANKUAL AVERAGE ANNUATL MOVEMENT
VALUE or
RS GO INCREASE | AR R
18656—1867 25.945 : 500 falling
1869—1875 24,232 : 660 + 1.2 rising
1877—1885 27.493 : 750 +13.4 7/, falling
1886—1889 27,991 : 429 AR rising
1890—1893 36.991 : 500 +37.9 s falling




The importation of French produets by Brazil has been most
uniform, with the exception of the period 1890-1893 during
which the value of imports from France took a great bound,
increasing at the rate of 37.9 per cent., compared with the pre-
vious period, a rate even greater than that of the increase of
imports from G, Britain for the same period, which was 30 per
cent !

The regularity of the demand for French goods, compared with
those of other origin, is due to their different character and ap-
plication. Whilst the imports from France represent a regular
demand by the mass of consumers for articles which have
become almost indispensable, such as wines, a great part of the
value of British imports into Brazil consists of material for con-
struetion of railways, etc., the demand for which is capricious,
and depends greatly on the development of enterprise, always
more or less spasmodic.

Exports to France, French valuation on hoard at a
French port

]
H AVERAGE INCREASE
| onr
LI DECREARE
Rs. gold

1865—1867 18,250 : 100
1869—1875 19.393 : 820 0 6.2

1877—1885 30.324 : 819 + 758
1880—1885 39.264 : 076 + 27.8
1886—1889 39.109 : 747 — (k.
1890—1893 47.241 : 7150 + 20.8

The figures relating to exports are not reliable except from
1880 forwards, as there appears to be some doubt as to whether
the statistics for previous years, from which they have been
derived, represent the special or general values. The leap of 75-8
per cent. in the period 1877-1885 would seem to indicate that
this is the fact.

Limiting, for this reason, our observation to the period sub-
sequent to 1880, for which trustworthy data have been available,
it will be observed that a notable increase in the value of exports
to France by Brazil has oceurred, equivalent to an increase of

20.8 per cent. on the average annual value of the preceding ten
25
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years 1880-1889, an increase which is common to mnearly all
other countries exeept G. Britain and the Argentine Republie,
and accounts to a large extent for the simultaneous increase in
the general value of imports.

CGomparision of French Valuation of Exports with
Market Prices in Rio: —

COFFEE FRENCH VALUATIUS MARKET
’ Ty T = VALUE IN
I\Kl‘ﬂ]ll'hl) ro o ‘ HIEY il N o
FRANCE o EQUIVALENT 10 x1rnos ! 10 KILos
Kilos. Rs. Gold. |Rs.gold | Rs. gold

1881 | 58.266.625 | 87.982.604 | 31.057 : 859 538330 | 33798
1882 | 40.192.871 | 65.918.447 | 23.269:211 58789 | 23945
1883 | 61.297.871 | 89.373.195 | 31.649:737 58002 | 33321
1884 | 57.029.549 | 69.565.070 | 24.556 : 469 43341 | 43073
1885 | 58.739.040 |. 68.724.677 | 24.259:81L£ 45254 | 23930
1886 | 40.392.049 | 60.993.000 | 21.530:529 53340 | 45171
1887 | 39.494.000 | 81.752.578 | 28.858 : 660 7$307 | 63761
1888 | 34.326.000 | 68.531.933 | 24.190:772 635838 | 45901
1889 | 50.336.512 | 111.813.657 | 39.470:220 75836 | 63297
1890 | 42.316.170 | 97.097.191 | 34.275:208 83099 | 17746

Avemge_,......['_ﬁsoﬂ 43704

The average annual French valuation of imported coffee for
the ten years, 1881-1890, is Rs.65013 per 10 kilos, whilst the
average market price in Rio for the same period does not exceed
45704, gold per 10 kilos ; deducting 15 per cent. from the French
valuations for Brazilian export duties, freight and expenses,
the valuation will be reduced to 55112,which is still 15.1 per cent.
higher than the corresponding market value at Rio.

It may therefore be concluded that the French valuation of
Brazilian exports is generally excessive, and does not represent
the real value receivable by Brazil, and, therefore, that some
deduction should be made in order to arrive at a correct esti-
mate of the annual assets (activo) of the country.




Brazilian Imports and Exports: Germany

Of all the statisties collected none are so unsatisfactory as
those relating to trade with Germany, except for the period
posterior to 1886.

No reliable information has been obtainable relative to the
frade between Brazil and German ports other than Hambure.
Consequently, this analysis is incomplete, and has been ne-
cessarily confined to the examination of the value of exports
and imports for that port alone.

The statistics relating to imports from Hamburg by Brazil
are complete from the year 1886 forward, but previous to that
date the data presented have been caleulated by comparison of
the ratio of the value of imports to that of exports in subsequent
years, aud by comparison of their relative weights. -

The German official statistics published relative to imports by
Brazil and other 5. American eountries from Hamburg previous
to 1886 give only the weight of the goods shipped and not the
value; by comparison of the relative weights of the exports and
imports of the period previous to 1886 with thoseof the later
periods an approximate -estimate may be gathered of their real
value.

The estimates of value of imports from Hamburg may be con-
sidered as correct from 1886 to date.

Asregards exports from Brazil to Germany the data obfain-
able are more satisfactory, no use having heen made of averages,
for the years previous to 1872.

The absence of satistactory and sufficient statistics undoubt-
edly favours the Debit side of Brazilian international engage-
ments, as were they precise the excess of the value of Brazilian
produce exported to Germany over that received, or imported
from that country,wounld be still greater; and, consequently, the
tendency of any corrections or enlargements of these statistics
that may result from fuller and better information, can only be
to fayour more the already favourable balance of trade between
Brazil and Germany, and, consequently, also the general Credit
aceount (activo) of the country in its international relations.

In respect to the system in vogue for valuation of imports and
exports in Germany M. Picard states in the “Moniteur officiel
du Commerce” (1893) that:—

“It is in Germany that statistics appear to be compiled upon
the most veliahle basis of valuation. For each article in the cus-

N
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toms classification the average value is fixed annually under the

direction of the Tmperial Statistical Office by a commission of

experts in touch with Chambers of Commerce, leading merchants, -
ete. The valuation of imports and exports are distinet, and the

prices fixed are those of the goods the moment they cross the

frontier. In the case of imports neither the customs duties nor

expenses of transport, assurance, ete. paid to German commission

agents from the frontier to destination are included.

In the case of exports account is taken of all expenses up to
the poinf of shipment, but export duties are excluded as well as
drawbacks or bounties on exportation.”

This system has the drawback of not taking into sufficient
account the oscillation of prices between the annual fixing of the
standard valnes, as also oceurs in France and other countries,
with the exception of G. Britain, U. States and Portugal.

Official German valaation of Brazilian Trade: —

EXPORTE BY ANNUAL IVEORTE BY
Huazin ro AVERAGE Brazin riodr | INOREASE
Hampuke INCREASE Hanpure

1876— 1885 27.380:042 AR2ars
1886—1889 35.123:040 282 9/,
1890—1893 54.458:220 ‘ 55.0 ¢/,

20.394:017
32.830:627 | 609 %

|

——

1870—1875 26.067:600 5 1.2 9/q I
| |

The inerease of exports during the period 1890-1893, compared
with the previous period, has been at the rate of 55 per cont.,
exceeding either that of G. Britain or France for the same
period, whilst that of exports has also increased 60.9 per cent.,
or in an almost identical ratio. The ratio of the value of imports
from Hamburg to that of exports by Brazil to Hamburg was
58 per cent. in the period 1886-1889, and rose only to 60.2 per
cent in 1890-1893, the average annual balance of trade with
Hamburg during this period yielding Rs. 21.627;693% in favour
of Brazil, and would be still greater were the whole particulars
of the trade included for Bremen and other ports.

The figures relative to Brazilian trade with Germany may,
therefore, be accepted as the least favourable estimate of the
balanece over in favour of Brazil between the two countries,



Comparison of German valuations with Rio prices: —

WEIGHT OF COFFEE VALUATION VALUATION MARKET
EXPORTED Hayupuneg rrioE Hio
T0 HAMBURG PER 10 KILOS 10 x1L08
kilos Rs. gold Rs. gold | Rs. gold
1889 79.042.300 48.067:346 63000 65297
1890 51.422.700 39.208:308 78620 65746
1891 69.249,900 46.207.268 635673 58171
1892 102.111,900 54.388:734 55326 45161
1893 88.275.900 52.666:895 53965

The German valuation is 114.4 per cent. of the market value
in Rio, and deducting 15 per cent. for freight, duties, and

expenses, corresponds very nearly with the latter. 53
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Belgium

The data obtainable relative to imports from and exports to
Belgium are, previous to 1879, very defective, and a too liberal
use has been made of averages to make the result of any great
value for basing conclusions. From 1873 to- 1879 fhe annual
returns are likewise unsatisfactory, and appear to give the
«Special” valuations only, and not the “general”. From 1887 to
1891 the statisties are complete, and from them averages have
been obtained for the computation of the years 1892-1893.

The only periods for which positive deductions ean, therefore,
be drawn are those comprised between 1887 to 1889 and 1890
to 1891.

The system of valuation is similar to that employed in
France.

Belgian Valuation of Brazilian Trade:—

ANNUAL AVEHAGE = ANNUAL AVERAGE
PHRIOD EXPORIS INCREASE li3poRTS BY BRAZIL| INCREASE
T0 HELGIUM FROM BELGILUM
Rs. gold Rs. gold
1886— 1889 | 10.948.6483 15.227:213%
1890 —1891 14.402:0078 | 32.4 °/, 23,132.1408 | 51.9 o/,

In this, as in the preceding cases, a considerable increase of
both exports and imports has oceurred in 1890-91 compared
with the three previous years, but the inerease of imports is
19.5 per cent. more than that of exports from Brazil to Belgium,

Comparison of Belgian valuations with Brazilian prices:—

COFFEE ‘;’;ﬁiﬁ :T
EXPORTED TO VALUE EQUIVALENT |PER 10 KILOS| 1 Ryo PER
Brrnarun 10 KIWH‘

Iilos franes \ Rs. gold | Rs. gold

1888 ' 21.851.000 | 34.101.000 12.037.653 53633 43901
1889 | 19.955.000 | 37.919.009 |13.365.407 63707 65297
1861 | 20.292.500 | 39.002.209 |13-767.779 65784 55171

198124 | 16369



e

The average Belg'an valuation of coffee imported from Brazil
is, therefore, for the years 1888, 89, 91 at the rate of Rs. 65875
gold per 10 kilos, whilst the average market price is Rs. 55456
for the same period ; deducting 15 per cent. from the official
valuation for freight and expenses the balance Rs. 5§410 will
Tepresent the equivalent of the Belgian valuation of exports from
Brazil abrard in a Brazilian port, and corresponds very closely
with the market price.

Consequently Belgian estimates of the value of imports and
exports may be vegarded as fairly representing their true

. o0
chancelling value. =6
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Portugal

The exports and imports to and from Portugal have exhibited
more regularity and less oscillations than any other.

The system of valuation is similar to that employed in
England. The statistics relative to the imports from and
exports to Porfugal are complete from 1867 to 1890 with the
exception of the years 1883 and 1884, for which averages have
been struck, as also for 1891 to 1893.

Portuguese valuation of Brazilian Trade : —

ANNUAL AVERAGE INCREASE ANNUAL AVERAGE | INCREASE
IMPORIS FROM AND | EXPORTE TO AND
Porrvean DECREASE PoRTUGATL | DECREABE
|
PORTUGUESE PIRTUGUESE
Rs. gold Rs. gold
1867—1869 5.827:7793 5.844:007%
1870—1875 7.221:8195 | 1239 -/, 5.622:6508 |— 3.7°/,
1876—1885 8.904:9485 | 1219 °/, 4.391:3605% —21.9 °/
1886—1889 | 8.526:831% | — 42 °[ | 3982:684% |— 9.3/,
1890 10.830:0068 | +27.0 °/a |  3.937:8435 |— 0.1/,
1890—1892 | 12.093:.6388 | +41.8 3.993:355% |+ 0.3 "/o
1893 15.200:419%

The importation of Portuguese products has increased 46.3
per cent. from the period 1867-1869 to that of 18856-1889. This
increase, with the exception of one period of three years
(1886-1889) when there was a decrease of 4.2 per cent., being
extremely regular, corresponding to the regular demand of
an increasing population. The greatest increase is that of the
year 1890, imports from Portugal having increased 27 per cent.
in that year, in common with all others, compared with the
average value of the three previous years.

The situation as regards the exportation of Brazilian produce
to Portugal is not so satisfactory, and reveals a steady decrease
equivalent to 31.8 per cent. since 1867, and no increase even in
the year 1890, but merely a diminished rate of decrease, although
this year marks an increase of exports to nearly every other
country, except G. Britain.
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To such a result, undoubtedly, the differential duties in
fayour of colonial produce contribute. The total consumption of
coffee in Portugal in the year 1890 was 2.340.912 kilos of which
only 38453 kilos were imported direct from Brazil; of the
balance 2.284.124 kilos proceeded from the Portuguese colonies,
and the rest from various other countries.

The duty recovered on foreign coffeeis Rs 05150 (Portuguese)
per kilo, and that on the colonial product only Rs 05080, or little
more than half, and accounts for its greater consumption.

The consumption of coffce in Portugal dees not exceed § 1h.
per head per annum, and appears, according to the customs’
returns for 1889, to be even less than in England and in
view of the colonial competition,is scarcely worth any special
attention. o9

e et
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Austria

Stlatistics relative to the value of exports and imports to and
from Austria are very incomplete and can only be regarded as
comparative previous to the year 1833. From that date forward
the data are complete to 1893.

Austrian Valuation of Brazilian Trade

IMPORTS BY BRAZIL
ANNUAL AVERAGE

EXFORTS T0 BRAZIL
ANNUAL AVERAGHE

Rs. gold Rs. gold
1882 —1885 1.210:526 17.016:091
1886—1889 2.989:809 19.037:749
1890—1893 2.468:864 24.038:369

The value of imports from Austria has always been insignifi-
cant but shows a considerable increase in 1886.1889, chiefly
in bread-stuffs. Tf this was not continued in 1890-1893 it was
due to the reciprocal treaty with the U. States, that gave a
great impulse to the importation of American flour, at the cost of
that of other countries.

The value of the average annual exports of Brazilian produce
to Austria has increased, since 1883-1885, 40.3 per cent.

The figures relative te the export of Brazilian produce
previous to 1893 have been compiled from returns of the port of
Trieste only, and, therefore, if made use of at all, must he
taken to represent a minimum value subject to corrections,
that could only be favourable to the balance of Brazilian
trade.
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Republica del Uruguay

The statistics relative to the trade between Brazil and the
Uruguayan Republic are complete from 1879 to 1894, with the
exception of the single year 1876.

Urnguayan Valuation of Brazilian trade 1872-1894

ANNUAL

OF PRODUCE ‘ f X | AVERAGE

DaporTED By | AVERAGE FROM l(.:n.xz(r. INCREASE

BRAZIL FROM | 1NCREASE X oR
URUGUAY UruGuay DECREASE

Rs. gold [per cent.| Rs. gold per cent.

18721875 | 3.049:770% 3.556:134%

1877—1885 | 6.583:0255+| 105.8 4.114:1443 + 16.30

1886—1889 | 7.456:1035-+ 32.0 3.890:482% BeRE

1890—1894 | 9.847:193%+ 32.0 3.419:473% SutoN
1872 2.?56:5425‘{ 1450.0 3.512:9785 1 A
1894 15.196:076% ) 1 3.676:1045 | ) %

The development of the consumption by Brazil of Uruguayan
produce has been uninterrupted, the annual average value rising
from Rs. 3.049,770§ in 1872 to Rs. 15.196:0765 in 1894, an
increase of 450 per cent!

On the other hand, the inerease in the consumption by Uru-
guay of Brazilian produce has been almost inappreciable, having
risen only 4.6 per cent., from Rs. 3.556:1348 in 1872 to Rs;
3.676:104% in 1894, and, with the exeeption of the increase of 16.3
per cent. in the period 1877 to 1885, always in a diminishing
ratio.

This want of reciprocity in the interchange of mutual pro-
ducts must be the result of one of two alternatives; either the
consumption of Brazilian produce satisfies the maximum demand
for goods of their class, or the competition of similar products
imported from other countries intercepts a part of the trade that
should, on reciprocal grounds, rightly correspond to Brazil. On
the ofher hand the River Plate countries themselves command
a disproportionate share in this market for their own produce,
a share that the natural advantages of locality and proximity, as
well as of liberal tariffs fransform into virtual monopolies, 60



BRAZILIAN TRADE WITH URUGUAY IN 1892

1892 1898
RATIO OF THE RATIO OF THE
VALUE OF TOTAT EXPORTS YALUE OF OF B o] TOTAL EXPORTS VALUE OF
EXPORTS TO OF TRUGUAY EXPORTE TO BRAZIL OF URUGUAY EXPORTS T0 BRAZIL
BRAZIL TO ALL BRAZIL TO FHU‘“ TO ALL TO TOI'AL EXPORTS
FROM ULUGUAY COUNTRIER TOTAL EXPORTE OF "R'IJGI:'LY COUNTRIES | oF
TURUGUAY L | URUGUAY
LIVE BTOCK 3 gold S gold 5 gold 3 pold
Cattle.. 997.318 997.604 007,644 588,034
Sheep 17.935 61.902 16,403 18,926
Horses 2 14,964 17.134 108,390 105.005
Mules il 27,534 37.014 9,120 17,224
Swine % 1.283 1,283 987 1,114
$ 1,050,034 § 1.114:037 04,9 % |'S 697,544 710.303 98.2 %
——n — 2 Rty
BALADERO PRODUCTS | o
Ol St 1.165 1.690 | 1,188 1,188 100 %
Dried Meat (Tasajo) ... 3,121,534 4.071:176 76.06 | 8,610:179 4,826,318 748
§ 4.181.738 3 5,187:603 80.6 % | § 4,308:011 S 5,537,810 80.0 %
| |
OEREATH AND PRODUCE |
Macaroni (fideos) ......... 2,357 2,357 100 % Eljx{;?? E’E!ijﬂo 100 %
Hay (alfalfa) ..., 5,100 5,778 i'-"'": -32 :.‘[,D“iﬂ
Flour (harina) . 264 9,204 100 -;z,ga Haig:g
Corn (maiz) .. 15.713 lB,lE:S h,agé é}i.d.-,.
TFodder (pasto) . 7,340 328,273 | ,Ual 20,304
Wheat (trigo).. i 13.208 17.324 | 31,843 114, 6541
| s 53088 S 82,148 646 % || S 530,802 640,390 838 %
Total of 3 classes...| S 4.234:891 $ 5,260,841 82.0 % | 84,845,713 6,178,200 810 %
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Analysing these returns we find that three of the most
important bramches of Urnguayan exports arve absolutely
dependent on Brazilian markets fora sale of their products;
which absorbed, in 1892, 82.9 per cent., and in 1893 81.0 per
cent, of the whole value exported, a great part of which would
not have found a market elsewhere!

Separating the different classes we find that Brazil took
nearly the whole of the live stock exported, 94.9 per cent., in
1892, and 98.2 per cent in 1893; of the Xarque (dried meat)
exported Brazil took 76.6 per cent.in 1892, and 74.8 per cent.
in 1893, which would have bheen otherwise unsaleable. Of
the cereals and their products the Brazilian consumption
represented 64.6 per cent. of the exports in 1892, and 83.8 per
cent. in 1893.

Part, at least, of this excessive importation might have been
ensily avoided and substituted by the products of National
industry, which only requires sufficient protection to ecompen-
sate the greater natural advantages enjoyed by the R. Plate in
order to successfully compete with their old-time rivalsin the
production of as much Xarque as the markets now consume.

The departure, in this instance, from the general policy of
protection to National industries, in fayvour of the products of
countries that take little in exchange, is peculiarly prejudicial
to the interests of the whole important State of Rio Grande;
and thongh intelligible as an indication of a wholesome conversion
tio free-trade principles, constitute an irritating anomaly under
the existing system !

The dried meat or Xarque industry is of vital importance to
the State of Rio Grande ; on ifs continuation depends not only
the prosperity of the industry itself, but that of the whole
State! The abandonment of thisindustry, which seems not impos-
sible, would be followed by its transfer to the River Plate, which
would then have no competitor. Rio Grande cattle, consequently,
failing to find a local market, must be sold at whatever price
they could obtain in the already over supplied markets of
Urnguay. The increased supply of cattle in the Urnguayan
markets would lower prices, and possibly the price of Xarque also,
though this is not 8o certain, as the R. Plate producers would
then command a monopoly, and by intercombinations could fix
the rate of prices as they pleased. Any advantage therefore,
that Brazil at large might secure by such a fall in the price of
Xarque would be attained only at the cost of an integral part
of the country, and of the sacrifice of the State of R. Grande for
the henefit of foreigners.

The absolute dependence of the prosperity of the Stn.’m{ of

Gl
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Rio Grande on its pastoral industry, and the degree to which it
must be affected by a failure or suspension of the Xarqueadas
may be guaged by the following table showing the annual
movement of exports for four years.

Total Value of Exports from the State of Rio Grande

1883-1884 | 1885-1886 | 1887-1888 | 1888-1899

Rs. Rs. Rs. Rs.
Ox: Hidesiis..o: 6.422:3265| 7.309:9488| 6.446:530%| 5.733:8393%
Dried meat, Xarque] 5.531:1028| 5.018:9483| 4.917:7728| 8.297:837S
Grease.......cvesns 597:206% 610:8118 516:8455| 461:073%
IRAH oW et B837:9033 908:2413% 729:4915 629:3443
THOITIE e b2 bl 8.8908 93:4755% 89:965% 94.0735
Hide cuttings... 39:927% 51:4385% 27:3965 24:5763
Tongues........... 127:2675 91:8453 89:0965| 106.544%
Neats foot oil... 13:596% 17:4285% 19:1928% 12:8605
Bones: ..o mn 16:3075 20:865% 40:720% 49:24038
Tanned hides.... 115:320% 120:216% | 169:772% 195:5193
Bone ash.......... 164:0115 211:881% | 179:754%| 115:878%

“Saladero Exports”....| 13.873:8558| 14.454:5838| 1.3226:503$/15.720:783%
Other Exports| 4172:7635| 3.896:421§| 5.036:8428| 3.812:523%

Total Exports...| 16.046:6185| 18.351:0043| 18.263:3458]19.635:3063
Naladera  Exports 76:8.% i 7887 l 73.4 % 81.3¢/,

The total value of all exports from the State of Rio Grande
including those to other parts of Brazil, for the four years
1883 to 1889 amounnted to Rs.74.194:2733, of which Rs. 57,275:724%
consisted of the products of the Xarqueada industry, equivalent
to 77.1 per cent. of the whole.

What, then, would be the prospects of this important State if,
by reason of the excessive competition of other more favoured
countries this industry, the prop and mainstay of its trade,
were to fail ?

The continuation and prosperity of the Xarqueadainteresthas
also a deep national and political significance, and may be relied
on, when other interests fail, to attach or secure the return of
this somewhat arrogant State to the Union. Where, the separa-
tists, if any exist, will explain, is Rio Grande to find a market for
its Xarque and cereals, which with their by products constitute
77.1 per cent, of the whole value of exports, except in Brazil?
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And how can it expect, or hope, to compete with its inveterate
rivals of the River Plate when separation would only still further
agoravate the existing difficulties of competition, by destroying
the only advantage it yet preserves—the exemption of its pro-
ducts from import duties —so long only as it continues to form
an integral part the Republic ?

The actual (1894) duty imposed on Xarque imported from the
River Plate is only Rs. 08060 per kilo, and cannot be regarded as
sufficient eompensation for the matural advantages of hetter
ports and communications, as well as cheaper freights enjoyed
by ite rivals of the River Plate.

Any inerease of the duty on Xarque would only imply a
corresponding rise in price, if by that means the demand largely
exceeded the gquantity that could be supplied by Rio Grande
alone, and if the River Plate supply were sensibly affected
thereby.

The price of cattle in the R. del Urncuay must fall by the
equivalent of the duty, and consequently would realize bebter
prices and be sold in Rio Grande in preference. The Rio
Grande Xarqueadas, in consequence, wonld require to ad-
vance prices only sufficient, to compensate the advantages of
freights, ete., enjoyed by their competitors, whilst local com-
petition and the production of the River Plate, always in excess of
the demand, would be suflicient guarantee against an exorbitant
rise of prices.

In this case it appears possible that an increase of duties
would wreally result in the desideratum of taxing foreign
imports with an inappreciable loss to consumers, whilst the
advantages gained would be considerable. - In addition to the
impulse to an important national indusftry and the retention
of its profits in the country, a considerable gain would he
realized by the economy of freights, as the Xarque would be
mostly carried in national bottoms, whilst if imported the equi-
valent would he paid to foreigners.

It is,however, probable that the River Plate would not consent
to lose such an important and indispensable market for the
products of one of its most important industries without some
effort, and would be inclined to make great concessions to pre-
serve if.

It, therefore, a greater degree of reciprocity could be secured
by raising the duties on foreign Xarque, and the market for
Brazilian exports be thus extended, nothing but benefit can result
from the experiment:; as, if it fails to secure the object in view, the
loss, whatever it may be, will fall much more heavily on the
foreign producer than on the home consumer ! B
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Extract from the Anuario Estatistico of Urngnay relative
to the chief articles imported from Brazil.

1892 1893
a Sa o2 it E]
= L] - = o= =]
SE maw |98 eol B a2 b |eg
= 2ok [ECGEl o B EdE |E5az
=i o 9 Be = 2 g o= = of
c & asS (Hoa=l oM B o Siep
20 g ([E AR Sl
P Hgs i) = Res [Eged
w M mx |BEEB| = °8 |m8=5
By e C Hio Ol .. H.4 |le=od
S A RSl [rdiniai St (eha
5 e a0 Sie R e s TR
§ gold S gold | 8 gold S gold zold & 4
Bpirits of wine...... 2,206 | 136.680 | 1.6 % 2,000 206,607
Farinha mandicea., 1.172 1172 | 100 % 1.058 1,068 | 100 %
P nubs oy oivcnrranens] | 2,076 2.076 | 100 %
COBOR: 5e8 e vavariviaasa 0 135781 6,811 | 646 % 3,248 0.605 | 40,8 %
Ooffea.:......vioi hoees| 184,200 180,008 | 07.4%% 206.641 210504 | 941 %
108,474 | 334,743 213,043 | 433,674
Prepared yerba
mate.liln| T708.917 720.684 | 98.3% || 782.4256 707.827 | 98.2%
Unpreparved do....| 8.887 3,837 [ 100 % 119 119 | 100 %
72254 | 724021 |08.2% | 782,644 | 7v7.046 |98.0 %
CHEATER T o 3 10,126 | 0.02% 4 11,600 | 0.03 %
Tobacco pichud ......] 11.171 11171 | 100 % || 18.074 14.045
BHUE. TR SRR 42 2-870 14% 3.257
Tobaceo in leaf ......| 51.081 | 104,670 | 256 % 41,602 | 150,219
Prapaved tobacco... 276 7.061 3.0% 58 10,160
Do black tobaceo ... 121 21 | 100 % 122 122 | 100 %
Black tobaceo inleaf] 104.604 | 104.664 | 100 % 78.770 72,082
Totnl tobaoco .........| 187.348 330.562 | 50.0% 185.737 | 270.8756
Bnrer 185 31,110 0.6 % 30 20,274
BUugar .......cocoinieeenea] 08,813 11,253,400 4.6.% 46,437 | 1.284.715 | 4.6 %
Motal,....cooieiiiein.. . |11.203,667 | 2.873.856 | 42.2 % i 1.177.701 | 2.815.884 | 41.9 %
The articles that appear to Lave almost reached their maxi-
mum development are farinha de mandioca, of which the whole

amount imported proceeds from Brazil, as also oil of the amen-
doim, herva-matte, 98 per cent. of which is of Brazilian origin,
as also is 94 to 97 per cent of the coffee consumed. It is therefore
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useless to expect any great development in the consumption
of these products, except such as will result from the gradual
increase of population, and attention should be concentrated
on securing befter terms for the following, all of which are
largely consumed :

1st. Sugar, the total consumption of which amounts to
$ 1.253.400 per annum, of which large sum Brazil only secures
43 per cent., the principal sources of supply being England,
France, Italy and Germany.

2nd. Tobacco and its products, of which the Brazilian share
is only 50.6 per cent.

3rd. Almidon or Starch, Brazilian exports being 0.5 per cent.

4ch. Cocon, Brazilian exports 49.8 to 54.6 per cent.

By means of a commercial treaty or of an increase of the
dubies on Xarque, undoubtedly, the market for these four Bra-
zilian exports might be considerably extended, both in the
Uruguay and in Argentina, where precisely the same condi-
tions obfain; but where any concession relative to a reduction
of the duty on Sugar is more likely to encounter opposition,
on account of protection to the loeal industry.

The total value of the Brazilian share of all the above
ennumerated products, for the years 1882-1883, does not exceed
42 per cent. of the total comsumption.

The same notable inerease of imports by Brazil during the
period 1890-1894 is observable in relation to Uruguay as to all
the previous countries. a3
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- Republica Argentina

The statistics relative to Brazilian trade are complete from
1879, with the exception of the years 1882 and 1894,

Argentine valuation of Brazilian trade: —

ANNUAL AVERAGE

ANNUAL AVERAGE

IMPONTSE FROM ANNUAL EXPORTS TO ANNUAL
Buazin INCIREAKE Brazin DECREASE
BY ARGERTINA BY ARGERTINA
Rs. gold % Rs. gold %
1879—1885 3.351:4845 4.414:417%
1886—1889 5.444:881% 4 62.4 4.308:984% — 24
1890—1894 | 15.634:4438 | 1187.0 3.578:7148 | —169
1879 6.012:8305 | 4.083:546 |
; - 1.5
1654 Hi2B06 ) dabivdl Vo RO

19.642:9425 §

Precisely the same causes that have produced the lack of
reciprocity in the R. del Uruguay likewise operate in Argentina;
and the same remedies indicated to redress this want of equili-
brium in Uruguay would, in all probahility, produce here still
more beneficial results, as the Argentine market is much the

more important and can
Brazilian produce. To open out these markets should, therefore,
be an objeet of solicitude to the government.

absorb far greater

quantities

of
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Comparison between Argentine trade with Brazil in 1889 and 1894.

ARGENTINE PRODUCE EXPORTED TO BRAZIL,

N Rt e b v vy
Dried meat (tasajo).............
Live stock head.,..c..ooiuveieiine.
Blour: b S v et
Corn(IBin) il e v seiers s iise)
Hay (alfalfa) ...............
ABV T T e S e e e i
PRl oM e s s

Bubber i, . 2., oo, e

1889 1894 Ingrease 1889 1894

kilos kilos o5 $ gold § gold
4.209.000 | 475.113.000 | + 11.188 294.685 | 7.992.099
21.797.000 | 22.271.000 | — 2 || 3.204.162 | 2.387.983
4,152 70,747 | + 1604 71.356 | 1.191.437
678.212 | 32.582.000 | + 4705 103.088 | 815.116
99.987.000 | 31.358.000 | — 68 (| 2999.025 | 632.298
17.560.000 | 39.425.000 | — 127 495.686 365.771
826.100 7.958.000 | + 863 47.088 227.007
214.231 469.000 | + 119 38.562 51.543
4,126 16.754 | + 306 1.618 5.026
367.565 151,146

7.522.838 |13.869.406

Inrease

"%

-+ 2612
— 25
+ 1569
+ 681

+ 489

+ 210

+ 84.3

= [T =
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Argentine produce is greater than that of any other country tor

the same period.
Let us now see what Argentina takes in return,

Brazilian produce imported by Argentina: —

1859 1894 15889 1894 | lnerense

KILOS KI1,08 8 GoLp & goLp o/o

Yerba mate (P, tea)| 10.812,920 | 9.536.304 1,031,292 1.111.455 |-+ 7.7

Boffee i arinissianis 1.690.770 | 2.172.213 490.508 616.723 |+ 264
Tobacco. 1.252.088 | 565757 481,532 79,907 (— 833
BAT . eressssnrnen 2,186,311 NIL 364,080 NiL +100°%s
Mnnim!lnur(i‘:\riﬁu)! £01,437 144.705 || (1800) 40.072 ; 7.234 [— 78,

216,379 | 186,320 |— 227

2,014,302 1,980,408 |— 26 */,

|

There has heen a regular decline in every class of import,
whether estimated by quantity or value with the exception of
Yerba which increased 7.7°/, in value consumed, and of Coffee,
25.4 °/,. The consumption of Brazilian sugar fell from 2.185.311
kilos in 1889 to nil in 1894, and that of tobacco from 1.252.688 kilos
to only 265.7567. The cause of the shrinkage in Brazilian imports
_is unquestionably the result of protective and prohibitory dufies.

To combat this tendency of the Argentine and Oriental Re-
publics Brazil should preserve absolute independence of action
as regards its fiscal policy; as it is quite possible that, without
raising the prices of articles of prime necessity such as consti-
tute the greater part of Argentine export to Brazl, a renewal
of the reciprocity policy with the U. States or some other
produce exporting country might induce these Republics to
comprehend that Brazil is their best and most advantageous
customer, whose good graces it is a vital matter to conciliate.

In 1880 Argentine exports to Brazil represented 3.4 o, of the
total to all countries; 6.1 ¢/, in 1889 and 13.7 °/, in 1884, heing
now the third in rank and only less than those of G. Britain
and France.

Imports from Brazil represented 5.4 9/, of total imports in
1880, 1.6 °/, in 1889, and 2.1 % in 1894.

Argentine duties on the importation of Brawilian produce
averages 48.8 [, whilst on general imports it is only 28. ¢/, .
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United States of America

The United States is the best of all customers for Bragilian
produce, faking 60 per cent. of the whole exports, whilst sup-
Plying comparatively little in exchange.

The statistics velative to this trade are complete fram 1883,
with the exception of the years 1869, 1873, 1775 and 1878.

No system of valuation of exports and imports could well bhe
worse than that employed in the U.States, but especially for im-
ports, or more caleulated o mislead and deceive the incautious,

So defective, indeed, have these valuations become of late
years, sinee the adoption of the M’Kinley tariff and reciprocity,
as to completely destroy their value except for experts that
possess the special knowledge necessary to detect errors, and
sufficient information to corvect them ! A

The annual report of the Burean of Statistics for 1890 states
that—* The values of imported articles in this report are those

[l

which they bore in the markets of the foreign countries from
which they were imported. The act of March 1883, excluded
from the dutiable value the following cost and charges,
which prior to that aet had formed a paxt of the dutiable
value on which valuations are based.

“The cost of transportation, shipmenut and tranghipment with
all the expenses included from the place of growth, production
or manufacture, whether by land or water, to the vessel in
which shipment is made to the U. States; the value of the
usual and necessary sacks, crates, boxes, and covering of any
kind in which the merchandise is contained: commission at
the usual rates, but in no case less than 2% of,, and brokerage,
“ export duty and all other actual or usual charges for putting
up, preparing, and packing for transportation or shipment.”
“ Under this system of valuationt he value of imported comi-
modities landed on our wharves is less than their actual cost
to the importer by the amount of the above costs and charges
and the cost of freight on the goods from the last foreign port
whence they were shipped to the U. States. The item of freight
from the last foreign port of shipment to the U. States, how-
ever, has never been included in the dutiable value.

“The difference in the methods of valuation of imports should
be considered in any comparison made between the official
values of imports of merchandise for the years prior to July
1883, and for the years subsequent to that date. The values
shown in the statements both of general and special imports
are mainly wvalues of the commodities prior to appraisement;
that is, the values as shown by the invoices prior to liquidation
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“ of entries. 'The foreign export values or those of re-exports is
“ the value they bore in the foreign markets, in other words,
 their import value. The value of exports of domestic mer-
“ chandise (speciale) is their market value at the time of
« exportation in the ports of the U. States, whence they are
“ exported to foreign countries.”

In consequence of this peculiar system official valuations do
not vepresent either the true amount payable by the United
States to foreign countries on account of imports, which is less
than what is really due by the cost of freights, and subsequently
to 1883 also by the cost of the charges already enumerated;
nor yet the real value receivable by the U. States from other
countries on account of exporbation of domestic produects, which
is also less than the true value by the difference between the
market values and total cost in the port of shipment, including
commissions, brokerage, packing, and shipment expenditure, but
not freight, to the foreign counfry.

Consequently, the discrepancy is greater in the valuation of
imported merchandise. Such valuations can be of little value
in estimating the excess of exports or imports without first
taking these diserepancies into consideration, and making the
necessary corrections and additions to the relative values, which
would then sensibly modify the favonurable balance that exports
have exhibited in the United States, especially since 1890.

Mr. Bateman, the representative of the British Board of Trade,
at the meeting of the International Statistical Institution at
Chicago in 1893 reports that:—*The American system of valuing
imports at the port where the goods were shipped, and thus
excluding freights, was severely criticized as giving a wrong
impression of the value of the imports and thus vitiating the so-
called “balance of trade.” Another serious error in the U. States
trade accounts has lately been discovered by Mr. Ford, manager
of trade statistics ab Washington.

“ It appears that free imports such as coffee, sugar, ete., from
Brazil have been valued at the par value of their currency,
although this has been much depreciated. By this arrangement;
the trade with Brazil since the M'Kinley act (and reciprocity)
appeais nearly double what it actually is!”

Statistics compiled in such a fashion must undergo a severe
serutiny before they can be of any practical value,

The following table shows the corrections necessary to redunce
the nominal value of the official American valuations of Brazilian
exports for 1891-1892 to their real gold equivalent.

According to the returns for 1890 (the last to hand) the impor-
tation of Brazilian products in the U. Statessubject to duties was
3 % of the whole. Three per cent. of Brazilian exports to the
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U. States must, therefore, be estimated at its nominal value, which
corresponds with the real, and the balance of 97 per cent. reduced
to gold at the average current rate of exchange; this, added to
the 3 per cent. value of dutiable exports, will then give the real
value of the U, States valuation of Brazilianexports. To this must
be added 12 per cent., to cover charges from date of purchase to
delivery on hoard, and the total will represent the real interna-
tional value of Brazilian exports to U. States for 1891 and 1892,
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For the two years 1891, 1892 the real or nett value of Brazilian
exports to U. States, 221.2562:119§ represents, therefore, only 60
Per cent. of the nominal valuation 368.805:6018 of the U. States
department.

The notable decrease in the official valuations of Brazilian
exports for 1893, which have fallen from Rs. 216.743:3958 in the

ae
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previous year to Rs. 145.208:4515%, as also the reduetion in the
official valuation of coffee from 20 cents to 14 cents per 1b., would
appear to indiecate a return to more correct methods.

The enormous discrepancy, 60 per cent., between the real value
and the U. States official valuation of Brazilian imports for these
two years shows how little such valuations cam be trusted to
represent their true international value unless the methods of
valuation in each country arve thoroughly analyzed, and allow-
ance made for exaggerations, or the reverse!

In estimating the value of imports from the U. States account
has been taken of the mode of valuation, and 20 per cent. added
to their value, as to that of all other countries, 10 cover all sorts
of charges and freights to a port in Brazil.

The United States Valuation of Brazilian trade
from 1866 to 15894 with reduction of the valuations
for 1891 and 1892 to a gold basis.

i~ E AVERAGE
= - -
T AVERAGE 3 8 AVERAGE g5 :;-{:;iéul;: q
R EAGUAL SR o AN & L s G s Az AR
VALUATION | % & (VALUATION OF| g7 Exronts | % %
oF 5 BRAZILIAN N e B
AMEOIELE 3 i ¥sBLalas 2% 129 ivorEAsE] & 8
FIROM < lamentoan B ittt
U. Srares E § | vannarron | B g mﬁuﬁ?;:“" )
4l f |AND CHARGES
e IR BRSO | '
Rs. gold ofo Re. gold ofo Re, gold | ofo
1866— 1865 0.630:4305 36.061:0455 306.061:0453
1871—1872 | 12.755:0238| - 32. 65.033:9075 | -72.8 65.933:9073 +02.8
1879—1885 | 16.028:6375| -+ 22, 88.066:9815 | -} 34.9 24.701:60135 =340
1886—1889 | 14,137:3075| — 0.5 05.850:22563 | + 0.9 | 100.954:8973 +-12.9
1800 =1803 | 24.504:2738| -} 73.3 | 155.658:2255 | 4-52.6 | 120.134:6773 -+16.0
1860 0.482.74038 30.818:3355 30.818:33558 'l
+17L.8 -4-961.6
1803 | 20.000:0008 )

‘ 145.308: 1513 162,745.4 655

From the period 1866 01893 the importation of American mer-
chandise by Brazil has increased 171.8 per cent., there having
been a regular increase with the exception of the period 1886-89.
In 1866 imports represented 26.7 per cent. of exports, and in 1893
16.0 per cent.

The increase of imports from 1891 to 1893 was equivalent to
73.3 per cent. compared with the former period, and is usually
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attributed wholly to the influence of the treaty of reciprocity
that came into operation in 1890. Part, however, of thisincrease
would haye probably acerued to the trade with the U. States in
any case, in common with that of almost all other countries for
this period, the export trade of some of which shows an even
greater impulse than that of the U. States itself.

Thus, frem 1890 to 1893 the expert frade of Great Britain to Brazil inereased 30.0 ¢/,

5 5 i A he T e e s e g BT:905
7 5 . (B2 10 1y e R S e e
s 1 i Rep. @riental.. .. li 32.0 ,,
£, b 1 R. Argentinac...................187.0 ,,
1) & 5 s S LB St s s s e bl T O

Without the assistance of any treaty the export trade of the
R. Argentina increaced in the same period ina still greater ratio
than that of the U. States.

No doubt the reciprocity treaty did, actually, give a decided im-
pulse to American exports to Brazil, that would probably
have been greater had befter communications and banking
facilities existed; but it is an error to attribute the whole of the
improvement to this cause.

The American valuations of Brazilian exports to the U. States
can be of little value for comparative purposes without the
indispensable corrections for the miscaleulations of 1891 and
1892, and allowing for the alteration in the method of valuation
in 1883.

Bven after making the necessary allowance for the miscaleu-
lation of 1891 and 1892 and reducing the U. States valuation to
its gold equivalent this does not represent the true value; this
must he still increased by 12 per cent. to allow for charges of
delivery on board, including Brazilian export duties.

Previous to 1883 the system of valuation of imports observed
in the U. States was different, and included these charges; con-
sequently, the inereaseof 12 per cent. in the American valuations
is necessary only for the years subsequent to this date.

Analyzing the figures in the column termed ‘real average
annual increase of exports,” it will be seen that there has been a
total increase in 27 years of 428 per cent. from Rs.30.818:3358,
in 1866, to Rs.162.705:465% gold in 1893; whilst the proportion of
Brazilian imports to exports has declined from 26.7 per cent. to
only 16.0 per cent.

A considerable increase of exports to the U, States is observable
in the years 1871-1873, equivalent to 92.8 % and a still further
advance in the periods 1879-1885, and 1886 to 1889, whilst the
increase in 1890-93, with the reciprocity treaty, was only 16 0fail

b3



Comparison of U. States Cnstoms’ valuation of coffee’with the Rio Janeiro quotations

for ¢“1* Boa to 1* ordinaria (uality.”

| ' | : ! | |
1879 ‘ 1880 i 1881 ; 1882 | 1833 | 1884 | 1885 | 1886 i 1887 | 1888 | 1889 | 1890 J 1891 | 1892 | 1893
| [ '

American valua- | |

tion per lb. $... | 0.13 | 0.14 | 0.13 | 0.10 0.08 | 0.09 | 0.08 | 0.08 | 0.11 | 0:14 | 0.13 | 0.13 | 0:19 | 0.20 | 0.14
Equivalent per 10 | | | | ;

kilos in Rs.gold | 53230 | 53830 55230 | 45020 3§210 | 33660 | 35210 3$210|4$420 | 53830 | 55230 | 53 230| 75653 | 85056
RioQuotationsper | | |

10 kilosRs. gold | 53461 ! 45470 | 35798 | 23945 33321 | 43073 | 23930 48171 | 65761 | 45901 | 63297 | 65746 [ 55171 | 45161
Ratio. American | [ | |

valuation to ? 1879 to1882 =127 | 5°/.; 1883—1890=I86.T" [.; 1890—1893=1130°/,; 1891 &|1892—| 1682/, |

market prices.. | |
Consumption per | | ‘

head “1ba:... 5L, 7.42 | 8.78 | 8.25 | 8.30 | 8.91 | 9.26 | 9.60 : 9.36 | 8.53 | 6.81 | 9.16 | 7.83 | 7.99 | 9.61 | 8.24

For the years 1879 fo 1882, previous fo the alteration in the method of vaiuation American valuations exceeded the

market price in reis by 27.5 per cent., and from 1883 to 1890 were 13.3 per cent. less.

deducted for charges F.0.B., when the excess will be reduced to 15.5 per cent. for the first period.
The difference nohcea,ble in 1883 to 1890 is probably due to differences in qualities, but in any case shows that the ap-
praised value of Brazilian exports to the U. States for that period is not excessive.
The American valuations for the period 1890-1893 are 30 per cent. in excess of the Rio quotations, and for the years 1891,
1892, are 68 per cent. in excess, owing to errors in calculation alveady noticed. The excess of 68 per cent. corresponds very
closely with the reduction of 60 per cent. that has been allowed on the value of all exports to the U. States for there two years.

From the first 12 per cent. should bhe

=Gl
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The ratio of the imports from the U. States to the exports
from Brazil to that country, 16 per cent. in 1893, displays a great
lack of reciprocity in the trade relations of the two count ies,
which, however, the late treaty didlitfletoimprove, because the
principal American produets in demand in Brazil arve, with few
exceptions, produced more cheaply by other countries that
successfully compete with the U. States, not only in the foreign
but in their own domestic markets, in spite of hostile tariffs and
reciprocity treaties.

The only remedy for such a state of things is patience. No
doubt as soon as Brazil can without injury take a larger quan-
tity of the domestic products of the U. States, ibs best customer,
it will be willing and delighted to de so, but not otherwise, 5




Exrorts FrROM Rio T0O 1860-61 1864-65 1865-66 1866-67 1879-80
Rs. Rs. Rs. Ras. Rs.
G. Britain, France, U.
States, Germany, Bel- |
ginm, Portugal, Aus- ' |
tria River Phte, and
Channel .. oee.o| 118.252:723 | 122.300:600 — 121.100:000 =
All other Countues veee.s|  9.039:876 | 18.717:800 — 34.900:000 =
Total.. 5 .| 227.292:599 | 141.068:400 ‘ .- 156.000:000 —
Pementa.oe of "AJl other
Countries ”............... 4/ 13/s | —_ 22l =,
General a.vem.ge for 3
years .. % 16-3°/- = — — -
Imports :Lt Rlo fmml
Great Britain, ance‘ | ]
ete.. St 113.778:017 | 127.272:701 i 135.172-500 = 092.362:916
All other Countries ...... | 5.528:304 4.321:300 2.917:500 ] — 2.659:766
Total......cooaviviinniannnn...| 119.326:321 | 131.594:000 | 131.090:000 i — 95.021:682
Percentage of “all other|
Countries ¥ oy | 46/ 3-3°/, 2.1%/o ‘ — 2-78°/,
General average f01‘....| 4 years 3.2° | —= j = =
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With the object in view of obtaining a maximum estimate of
the international debit, or passivo, of the country, and a mini-
mum, rather than maximum estimate of its Credit or Activo,
the average annual value of imports from “all other countries”
has been raised to 5 °fs in place of 3.2 °/,, and that of Exports
reduced from 16.3 to 10 per cent., which, it is br_heved, w111
give a fair estimate of their relative values. 69
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Summary of the Foreign Valuations of Brazilian Trade

It has proved impossible in Rio Grande fo collect complete
statistics relative to the foreign valuations of Brazilian imports
and exports for each separate year of the whole thirty-five com-
priged between 1860 and 1893. Whenever, therefore, the returns
for any particular year for any country were wanting an average
hag heen struck from the five preceeding and two successive years.

A considerable use has thus heen made of averages previous
to 1879 owing to the paucity of available statistics; and this
fact, taken in combination with the uncertainty as to whether,
the statistics for that period represent in certain cases ( France
and Belgium) the special or general trade with Brazil, inspires
but little confidence in the results, that can only be regarded
as useful for comparative purposes.

From 1879 to 1893, however, the statistics of Brazilian trade
are almost complete, and very little use has been made of avera-
ges. As regards imports by Brazil the following averages have
been made use of from 1879-1883: —

G Britain......... 1 average for the year 1879
Erance.....coee 1 5 i 1880
Belgiam............ 3 = SRS 1884, 1892, 1893.
Hamburg..... ... T x¢ LT 1879, 1886.

. States..c....i.. none “ A

Portugal............ 4 £ R 1883-84, 1891, 1893
Nustris.. .o, none for

R.. Oriental... .... none “ ok =L

R. Argentina...... 1 £ Szt 1882

The only country of first rank, for which it has been necessary
to make a somewhat free use of averages, is Germany (Hamburg),
owing to the separate destination by countries of German ex-
ports to 8. America not having been discriminated prior to the
year 1887.

The different foreign valuations and averages have then been
added together, including 5 per cent, for unsgpecified countries,
and the aggregate value thus obtained augmented by 20 per
cent for freights, charges, and foreign profits from the foreigm
port to delivery on board in Brazil. This gives the total real
value of imports from foreign countries for which, according to
valuations of foreign eustoms, Brazil is debtor. The percentage
adopted, 20 per cent., may he considered the maximum,
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As regards Exports from Brazil the use of averages has been
much less, and includes none for Germany, because, although
the value of German exports to Brazil have not heen discrim-
inated prior to 1887, those of German imports of Brazilian produce
have always been so.

The averages made use of are as follows:—

Great Britain......... 1 for 1879
Prancorsimsis s 1 € 11880

Hamburgh it nil

Belgium....coovncvnianis 3 « 1881, 1884
Amatriays i resinil

1Hpis P hy e omre S nil

Arvgenting......cccuuee 4 1889, 1882, 1889-90
Portugal ... cengreaiiiL

% States . s nil

TOTAL ....ov.v... 19, in 126 valuations.

The few averages made use of and carefully caleulated cannot,
therefore, serionsly prejudice the valuations of Brazilian exports,
which may be considered to fairly represent their aggregate
foreign valuation.

From the sum of all the different foreign valuations of Bra-
zilian exports, including the 10 per cent. to unspecified countries,
and with the exception of the United States, 15 per cenf. has
been deducted as the equivalent of freights and charges from a
Brazilian to a foreign port. In this way the original foreign
valuations are reduced to the real nett value due by foreign
countries to Brazil on account of exports; freights and charges
being deducted becanse, being almost entirely payable to for-
eigners resident abroad, they do not constitute part of the
real national eredit or activo, or of the nett value receivable,
althongh they figure in the foreign valuations as value payable.

T'o the value thus obtained is finally added the United States
valuation of imports from Brazil, for which no deduction is made
for freights or expenses, because these valuations, unlike others,
are based on fthe market value in Brazil, and not that on board
in the United States.

The resultant grand total represents the real nett wvalue
receivable by Braszil on account of its exports. +0
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Local Official Valuations of Imports and Exports

In order to compare local official with foreign valuations hoth
must be reduced to the same standard of value.

Consequently the official valuations in currency have been
reduced to their real or gold value at the average rate of ex-
change for each year. To obtain the real value of exports for
which Brazil is ereditor the official value reduced to gold has
been increased 15 per cent. to cover all expenditure from date of
purchage to delivery on board, including duties, storage, packing
and loading, but not freights.

With regard to imports the official valuation represeuts their
gold value at the rate of 24d. per mil reis. Consequently, 11.1 per
cent. should be deducted from the nominal value to obtain the
true gold value of imports. This deduction has not, however, been
made because the official valuations are found to correspond
very nearly with the foreign, and likewise because no account
has been taken of contraband importation, and fraudulent val-
uations, which, as every one acquainted with the mode of
despatching goods in the Brazilian custom houses will admit,
must be very considerable.

The official valuations of exports, thus corrected, may then he
considered to be a minimwm, and those of imports a mavimum
valnation, on board in the port of arrival and of shipment,
respectively.

Before attempting to compare official Brazilian valuations of
exports and imports with foreign valuations it may be of service
to transeribe the following remarks of a most competent author-
ity, taken from an article on the ¢ Comparability of trade Stat-
igtics > published in the British Board of Trade Journal for 1893.

“It will be seen, therefore, that there is no uniformity of
practice in the compilation of the trade statistics of the various
countries, where the greatest divergence exists in the systems
in force both of valuing imports and exports, as well as of the
determination of the quantities and indication of the places of
origin and destination. In some cases tbe valuation of the
goods is based on the customs’ declarations, which are more or
less subject to serutiny by the authorities, in others upon the
production of invoices, and frequently according to official
tables of prices. These latter tables indicate either the average
prices for each article enumerated in the tariff without
distinetion of origin or destination, the different prices for the
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article and for the country of production or origin, or the legal
value fixed in connexion with the assessment of duty. Again
there are differences in the various methods of calculating
prices; certain values are absolutely out of date, and it appears
to be almost a general rule in the valuation of the goods to take
the price they are worth at the frontier, although in some
countries the value is taken at the port of shipment.

The determination of the quantities has for a basis, in some
cases and some countries, the declarations made to the customs,
in others the production of the invoices and bills of lading, or
an examination of the goods by the fiscal anthorities. It is
more particularly in the exports that confusion reigns, with
few exceptions the customs ave satisfied with declarations
which are sometimes widely at variance with the truth. At
first sight it would seem that exporters could have very little
interest in deceiving the authorities, but that they do so there
can be no question ; and this is more particularly the case in
Germany, Ausbria and Italy. An arrangement has lately been
come to between these countries to assist one another by
checking the declarations of the importers by those of the
exporters. In the methods of registering imports and exports by
country of origin or destination there-is an absolute divergence
of practice, and in this lies the chief want of agreement between
the frade statistics of the various countries,

In many counfries only tables showing the general trade are
compiled and those that indicate the share of the special trade
do not all include the same elements. The classifications, again
differ essentially ; and this not only venders any attempt at
comparison almost impossible, but it is also the cause, where
the practice of establishing a valuation on the basis of average
prices is in force, of many inaccuracies, the dangers of which
arve inereaged when the subdivision of the goods is smallest.

The examples quoted of the divergencies in the practice of
recording the import and export statistics on the part of the
various countries arve suflicient to show how impossible it is
to institute any comparison between such statistics. To realize
this it is only mnecessary to take the trade volume of any
country and try to veconcile the exports to a given country, as
therein recorded, with the import returns of the latter, as shown
in their own trade volume. It will be seen at once what
enormous diserepancies exist between the export returns of
goods of one country with the import returns of the other, not
only in quantities but in the value !

At a meeting of the International Statistical Institute af
Chieago in 1893, the following resolutions were adopted with
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the hope of introducing some method into the existing chaotic
condition of comparative trade statistics.

(4) That imports should be valued as they lie at the port of
arrival, including freights ; and exports at the port of ship-
ment.

(B) That the abstract classification proposed for the British
Empirve is advantageous, and be recommended for adoption.

(C) That uniform lists of the principal articles of import and
export in each country, to the number of about 50, be prepared
and recommended for adoption, so as to admit of international
comparison as to their quantity and value.

The local official valuations of Brazilian imports from 1886 to
1888, the latest obtainable, appear fo have undergone son.e
metamorphosis . Previous to that date official valuations
appear to have corresponded fairly well with foreign valuations,
being 96 per cent. of the latter for the period 1865 to 1886,
whilst for the years 1886—1888 they show a sudden and inex-
plicable increase, 20 per cent. in excess of foreign valuations.

Had such an increase of imports really oceurred foreign
valuations would certainly have shown some indication of a simi-
lar increase ; and if to this discrepancy be added the inconve-
nience of a fiscal year of 18 months in 1886—1887, it will be
comprehended why the foreign valuations for the period 1886-89
have been preferrved, and, reduced to the equivalent of official
valuations by an addition to their value of 6 per centi. (the excess
of local valuation of imports over the foreign valuation for the
period 1879-1888) have been then included amongst official valua-
tions. For the period 1865-1875, during which foreign valua-
tions are admittedly only approximate, official valuations duly
corrected were 97 per cent. of those of the foreign valuations as
regards exports, and 98 per cent. as regards imports. Official
valuations may, therefore, be regarded as sufficiently correct for
that period.

During the period 1879 to 1888 official valuations of exports
represented 88 per cent. of the foreign valuations, and those
of imports 106.5 per cent.

Consequently the official valuation of exports for that period
may be regarded as a minimum, and that of imports as a
mazimum, the difference being, however, unimportant.

No increase has, therefore, been made in the valuations of
exports, as there is everyreason to suppose the local official valua-
tion with the mecessary additions to be the more correct. The
statistics relative to the official valuations of imports from Brazil
by the United States show how easily the foreign valuation, often
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Comparison of Official and Foreign Valuations of Brazilian Trade: —
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For these reasons the official valuations have been retained
without any addition.

The official valuation of imports ha,s likewise been adopted
without any reduction for reasons already given. The diffe-
rence between it and the foreign valuations is only 6 per cent.;
poeeibly a fuller and more careful examination might prove the
official valuation of imports to he excessive.

1866 to 1886

ForE1IGN VALUATIONS OFFI0IAL VALUATIONS
UNCORRECTED| CORRECIED |UNCORRECTED | CORRECTED
Exports.,.| 4.558.652:889%/4.269.207:4295% 4.074.742:0008 | 3.933.625:0005
]mporta... 2.882.395:678%( 3.437.657:7905 | 3.389.808:000% | 3.389.808:0008
Balance in
favor of
Fxports...| - 676.167:2115 |- 831 549:6398 |- 684.934:0003 | -I-543.817:0008

The difference between the corrected and uncorrected foreign
customs’ valuations of Brazilian exports is 6 per cent., and that
for imports 48 per cent. The difference between the uncorrected
and corrected local valuations of exports being 4 per cent.,

The indispensable corrections of foreign valuations have
increased the balance presented by the valuations of foreign
customs in favor of exports by 23 per cent., whilst those made
in the official local valuation have diminished the nominal balance
that they presented by 22 per cent.

It is clear, therefore, that no coneclusions based on either
foreign or local official valuations of Brazilian frade can be of
any great value unless they have undergone a previous and
thorough revision and correction; and even then will only
approximately represent the true values of exports and imports.

Recapitualating, we find that the differences between foreign
and official valuations of Brazilian trade are not sgo considerable
as is generally believed, and that these differences are usually
explaiuable and favour the accuracy of the official valuations,
when duly corrected, rather than the foreign valuations.

The difference of 12 per cent. between the foreign and local va-
Iuations of exports is the most important, and merits a thorough
investigation, in orvder to determine their exact value more
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precisely than has been possible with the meagre materials
available in Rio Grande.

The difference, in spite of all corrections, between the local and
foreion valuations of Brazilian trade is, however, so considerable
as to vitiate the value of any deducfions drawn thervefrom until
the question of the greater accuracy of one or the other is posi-
tively settled : and although there are solid reasons for preferring
the loeal valuations, the possibility of error most inevitably
produce a feeling of distrust in the conclusions arrived at, and
greatly prejudice their value,

The great desideratum of every student of national inance and
economy must be a thorough and trustworthy esmpilation of the
respective statistics, that, embracing a long period, will afford a
safe basis on which to found deduetions, without which all con-
clusions arve little better than mere speculations.

That ample material exists for realizing this desideratum 1is
certain, and proved by the fact that it has been possible to collect
sufficient data for a period extending over 35 years in a small
and remote town like Rio Grande, where few records exist for
reference, and which, if not absolutely correct, are at least suffi-
ciently 8o to guard against gross error, and may undoubtedly be
rendered perfectly trustworthy by further patient and metho-
dical study and by the organisation of the large mass of official
and private records available both in the Capital and abroad, 3

P
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Importation and Expuftation of Bullion

The importation of bullion or specie owes its origin to three
canses. It must be the result either of payments on account of
merchandise exported, of the investment of foreign capital, or
be derived from the funds of travellers or immigrants.

If derived from the sale of exports, the proceeds of foreign
loans, or from the capital of the already specified guaranteed and
independent foreign companies, its equivalent value has been al-
ready taken into account and placed to the international eredit
(activo), so that if the importation of bullion is to be reckoned
with as a factor of international payments, all such imports
must be placed to the debit or passivo.

On the other hand, all that part imported by travellers and
immigrants is not repayable, and, therefore, will not increase
the debit (passivo); and all eapital imported for non-specified
undertakings and for investment will only increase the debit
by the difference between the amount imported and its annual
interest and amortisation,

All bullion and securities exported will proportionately in-
crease the eredit (activo), excepting the sums carried away by
emigrants or travellers.

It has proved impossible to obtain safisfactory statistics re-
lative to the importation aud exportation of bullion, specie, or
securities ; and for this reason it has been decided to exclude
these entirely from the calculation of the international debit
and credit. Itis certain, however, that could complete statistics
e obtained the result would favour the international credit
(activo). J

In addition to the factors already consideved, private remit-
tances on the one side, and private importation of fresh capital
on the other, must add greatly to the annual debit and credit of
international payments respectively. These are factors the value
of which it is impossible to estimate; and they could only be ap-
proximately appreciated by a careful comparison of the value of
those other factors easily determined with that of bills of ex-
change drawn for the same period.

Although the aggregate amount annually remiftted for private
purposes must be very considerable, that imported must be so
also, especially if foreign credits for business purposes ave
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included. Such credits, not being immediately liquidated
but carried forward from one year to another, represent a
virtual increase of the ‘international credit (activo) and
thongh they increase the ultimate liability of the conntry
in regard to foreign creditors, so long as the credits per-
sist (and they are ever being renewed) they practically
constitute an advance that is never liguidatfed, and which is
ever increasing in value and importance.

These factors, like the imporfation and exportation of
bullion, are undeterminable and, consequently, have been also

entively left out of the ecalculation of international payments.
Ty
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Government Expenditure Abroad

The expenditure of the Government abroad varies consi
derably in the aggregate, but the part purely administrative
spent in Europe without any tangible return is insignificant
and nearly constant,

The expenditure on account of purchases of all deserip-
tions including arms, ammunition, and even ships, as well as
every class of material for construction, coal, and stores,
must figure largely amongst the exports of foreign countries
to Brazil, and, it is to be presumed, will equally figure as
imports in the Brazilian valuation of foreign trade, and
consequently must not be taken into consideration a second
time. :

The Naticnal Balance Sheets for 1889 and 1891 show the
following expend ture payable in London, excluding the interest
amortisation and expenses of the foreign debt, which have been
alrea ly taken into account :

1889 1891
Rs. Ras.
Ministry of Interior...........cccceeeaiiann. 79:0685% 566:259%
g R e e e et s 19:3995 26:723%
£F 1Lt G e 660:6495 | 1.064:6905
£ L TR b R e o) 532:9708 1.936:656%
( AW o Rl b 911:323% 422:2895
s N ANCE, . e seeesarres s 397:430% 533:726%
i Agriculture............ . ......| 2.753:750§ | 6.126:278§

5.354:589% | 10.686:616%

Deduet expenditure to be included as
T D ORI R Tt e et s iy wa v s i 4.654:241% | 9,566:558%

Balance of National foreign expendi-
ture exclusive of imported objects
and service of loans................cco.en. 700:348% | 1.120:0583

Service of internal loans, 1868, 1879,
1889. payable in London................. | 3.868:1463 6.446:508%

Total payable in London...................| 4.568:4945 | 7.566:656%



=G

The foreign administrative expenditure for 1889 was,
therefore, 700:3485, and for 1891 1,120:088%; if, then, the
average annual expenditure be estimated at 1,000:0005 for
the years prior to 1889, and at the 1,120:000% for subsequent
years, this may be considered to fairly represent the expenditure
of the Government, abroad, on this account.

The payment of interest and amortisation of national or
internal gold loans will only affect international exchange,
except in the manner already described, when payment of the
service is effected abroad.

For 1890 the payments in London on account of the ser-
vice of National Gold Loans were as follows:

National Gold Loan, 1879, Interest

and Amortisation................ Re. 2.876:4868 gold
National Gold Loan, 1889, Interest

and Amortisation..... .......... 3.629:5788 ,,
(€ O I IR O X1 F e N s 40:5345 ,,

Rs. 6.446:5988 gold

As it was impossible in Rio Grande, to obtain precise in-
formation as to the payments on {his account for each
separate year. since 186Y, the expenditure has been estimated
at an annual average of Rs 2.876:486% for the years previous
to 1890, and at 6.446:5983, +5

3
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Total Annual International Debit and Credit

(ACTIVO AND PASSIVO.)

To determine the annual international credit (activo) and debit
(passivo) it is now only necessary to combine the value of the
different factors already determined, which may be recapitulated
as follows: The Debit or Pagsivo is composed of :—

1st. The real value of all imported commodities and merchan-
dise on board at the port of arrival.

2nd. All foreign charges, including the interest and amortisa-
tion of all foreign loans, whether federal, pro-
vincial, or municipal; the interest and dividends
of guaranteed and other foreign industrial
undertakings, and government administrative
expenditure abroad, including the interest anc
amortisation of the National internal loans held
in Europe.

drd. The profits of foreign capital employed in commercial
operations, when remitted abroad, and private
remittances of all kinds.

4th. The value of all bullion imported otherwise than for in-
vestment or by immigrants and travellers.

The Credit or Activo on the other hand comprises :

1st. The real value of all exports on hoard at the port of
shipment.

2nd. The real value of all foreign capital imported or invested.
Srd. All bullion, securifies and values of other kinds exported.

As it has proved impossible to obfain even approximate esti-
mates of the value of commerecial and private remittances and
of the importation of private capital, as also of the importation
and exportation of bullion and securities, these items have been
excluded altogether, and the analysis of the causes that affect
the value of the currency limited to the other recognized
factors, whose action has been already determined.

In these factors of the debit, or passivo, may be added the ex-
traordinary foreign expenditure from 1860 to 1870 on account
of the Paragnayan war that has been estimated at Rs. 180,000:000
gold, or about 60% of the total cost of the war, and has been
distributed equally over five years.
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When the international eredit, or activo, exceeds the debit or
passivo the supply of bills must be greater than the demand, and
vice versa, and international exchange is affected in the follow-
ing manner :

When the supply of bills is greater than the demand, gold
must: be imported to make good the difference, exchange will,
therefore, rise by the amount necessary to pay the expense of
importation to what is called the maximum gold or specie point,
at which gold commences to enter the country. In a similar
manner when the demand exceeds the supply international ex-
change falls to the minimum specie point.

The maximum and minimum specie points represent, there-
fore, the maximum appreciation and depreciation of the currency
that can originate from the oscillations of international or real
exchange. Any further appreciation or depreciation that the
currency may suffer is the result of variations, not of interna-
tional, but exclusively of mominal exchange or the local value
of the currency, and must be considered when that subject
eomes to be discussed.

In Buenos Aires the expense of shipment of bullion is about
2d. per gold dollar of 47§d. par value, or 0.87% , and the maximum
and minimum gold points, irrespective of the rate of discount, is
consequently about 48.42d. and 46.82d. respectively. At
48.42d. gold commences to enter the country, and at 46.82d.
to leave it.

In Portugal the par value of the milreis is 583d. at
the rate of 40 lbs. troy of gold per 1869 sovereigns of 22
carats, equivalent to Rs. 45500, "The expense of shipment and
charges amount to 12 per mil, so that the minimum specie
point at which gold commences to leave the country is 5211
pence, and the maximum at which it commences to return 53 % d.

In France the par value of £1 is 25.221 francs. At 25.340
francs, the maximum gold point inclusive of charges, gold enters
the country, and leaves at 25.125 francs.

Although in Bravil the two exchanges arve not distinguighed,
but fused in one single quotation, international exchange must
be aftected in a precisely similar manner; and, caleulating the
charges for shipment at the same rate as in the River Plate
0.80 9, the maximum specie point will be about 27.21d. irre-
spective of the rate of discount, and the minimum 26.79 vence.

The appreciation or depreciation due to this cause should,
therefore, be subtracted from the market rate, whatever it
may be, in order to obtain the local appreciation or deprecia-
tion of the currency when international exchange is rising, and
added when it is falling, 16
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If the balance of foreign payments resulting from the 'Official
local valuation of imports and exports be compared with that
obtained by the use of foreign valuations the results are widely
different.

Comparing the course of exchange since 1865, with the ba-
lance of international payments when computed with reference
to the local and to the foreign customs’ valuations of Brazilian
trade, great discrepancies are noticeable between one and the
other for every one of the five periods for which they have been
determined.

In the case of the balances that correspond to the valuations
computed from local statistics, duly corrected, it will be found
that the course that international exchange must have followed
corresponds fairly well in each case with the favourable or nun-
favourable nature of the balances, exchange rising when they
have heen indisputably favourable, and vice-versu.

On the other hand, the course actually taken by exchange only
corresponds with the balances computed from the valuations of
foreign customs in four out of five periods ; whilst the favourable
balance that isshown of 217.725.325% for the 4th period is ab-
solutely incompatible with the fall in exchangefrom par to 17d.
in that period.

In both cases, however, the balances are absolutely unfavour-
able for the period subsequent to 1890, leaving no manner of
doubt that, for this period at least, a great part of the depre-
ciation of the currency and fall of exchange must be attributed
to this cause.

The impossibility of reconciling the international balances ob-
tained by use of the foreign customs’ valuations of imports and
exports with the course of exchange is an additional and powerful
reason for giving a decided preference to the local statistics; but,
although good reasons may exist for so doing, it eannot be denied
that no certainty at all is inspired as to their aceurracy, nor can
there be any until the precise value of both imports and ex-
ports are determined in a regular and methodical manner by the
proper authorities. Ample resources exist for the organization
of a statistical department, that with time and labour could
reduce the mass of diffused data to order, and thus secure to
the student of the national financial and economiecal situation
trustworthy information and material for scientific investiration.

Adopting, therefore, the balance of international payments ob-
tained from the nse of the local valuation of imports and exports,
it will be seen that for the first period, 1861-1864, international
exchange must have been uniformly favourable, the balance of
payments in favour of the conntry having been 86.328:589_2? If;or
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the whole period, and the market rate of exchange have been
maintained at a rate about par. During the second period, 1865-
1869, the balance, which turned against the country, amounted
to 155.555:4058 the effect in great part of the Paragnayan war;
international exchange fell, and the value of the currency
declined from par to 14d. In the third period, 1870-1875, the
fayourable balance amounted to 254.995:7785 and the market
rate of exchange rose rapidly to par again. In the fourth
period, 1879-1885, the balance of international payments was
barely favourable, only 5.105:675% ; this favourable balance was
so exiguous that any trifling addition to the annual debit on
account of private vemittances or some extraordinary expen-
diture, .of which account has not been taken, might have been
sufficient to turn it against the country; but, in any case,
the origin of the great fall of the market rate of exchange
in this period, from par to 17id, must be attributed to the
local depreciation of the currency, or nominal exchange, and
not to the influence of internmational payments, that could
not have been very unfavourable. In the fifth period 1886-1889
the balance of payments became again decidedly favourable,
and the value of the currency rose 174d. to par. In 1890 the ba-
lance turned definitely against the country, international ex-
change became permanently unfavourable, and this, cooperating
with other causes that powerfully depreciated the loeal value of
the eurrency, reduced the market rate from par to10id. in 1892,
In 1893 a partial improvement seems to have taken place by
which the unfavourable balance is reduced from an annual
average of 62.350:6995 in 1890-92 to 22.464:4508, but is still un-
favourable and must, therefore, be exercising a depreciating
influence on the value of the currency.

For the periods 1861-1864, 1870-1875, and 1886-1889 during
which international exchange must have been generally, if not
uniformly, favourable the appreciation of 0d. 21 must be sub-
tracted from the market sight rate of exchange and added for
the periods 1865-1869 and 1890 to 1894 to obtain the local de-
preciation of the currency due to nominal exchange. In the pe
riod 1876-1885 no subtraction nor addition will be necessary.

+:3f
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PART II.

Nominal Exchange or the Local Depreciation
of the Currency

In order to arvive at a clear conception of the phenomena of
nominal exchange it will be well to call to mind some of the
principles of Political Economy that are most divectly concerned
with the value of money and currencies.

Stewart Mill remarks that ©there cannot be intrinsically a
more insignificant thing in the economy of Society than Money.
It is a machine for doing quickly and commodiously what would
be done, though less quickly and commodiously, without it; and
like other machines it only exerts a distinet and independent
influence of its own when it gets out of order.”

Money is but a circulating medium for the interchange of
commodities, and its value, like that of all other commodities, is
determined by its cost of production and eonsiderations of supply
and demand. :

On this account the value of even metallic money oscillates
like that of all other commodities, bub as gold and silver are
the substances that best combine the necessary conditions of
durability, bull, divisibility, and portability, and whose distri-
bution and cost of production have at the same time preserved
the greatest degree of uniformity, these two metals have main-
tained from time immemorial an universal preference for use as
the best circulating medium yet invented, noting, however, a
decided tendeney to abandon the use of silver as money, in con-
sequence of its greatly increased production and the consequent
variationsin its value. Metallic money, being acommodity subject
to precisely the same laws as any other as regavds its produe-
tion, must clearly equally obey the laws that regulate the price
and value of all other commodities. As Mill says it derives its
power as money from a mere convention, and convention alone,
therefore, is sufficient to confer this power on any substance,”
be it bits of stamped metal, or printed paper termed notes, or
even sea shells such as constitute the circulating medium in
parts of Africa.

Some Eeonomists have maintained that whatever adds to in-
dividual wealth must similarly inerease the National, but t]}_Jis is
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not a necessary consequence, or otherwise the simplest method of
augmenting National wealth would he to increase the internal
debt.

If, however, bank notes or paper-money of any description
cannot inerease the wealth of a country, being mere promises to
pay, or vight to exact an equivalent share of that wealth, they
are certainly money so long as they continue to exercise all its
funetions ; and, when the cirenlating-mediuvm of any country is
wholly confined to this class of money, he it convertible or no,
it must exercise precisely the same functions, and be ruled by
precisely the same laws as those that determine the value of the
circulating medium that is wholly metallic. Stewart Mill states
that : “ The great difficulty, so far, with regard to paper-money
has proved to determine its value; that is the general power it
possesges for the purchase of commodities,” but this difficulty
seems to be more the result of the misconception of its true
funetions, than to any alteration of the nature of money that the
fact of its being representative of value, instead of a value itself,
introduces,

The circulating medium, whatever may be its nature, is regu-
lated by precisely the same laws of cost of production supply and
demand ; and there is no reason to believe that becanse this
medinm consist of ineconvertible paper-money, instead of gold or
silver, that these laws then cease to defermine its value, or that it
does not continue to be the exclusive standard of local values of
every kind.

50 long as paper-money is convertible at gight, and the eredit
of the emitting anthorities is unimpaired, its value will correspond
to that of the metallic money in which it is payable; and its
guantity in cireulation be controlled by the demand, and can
never become excessive, as the moment the supply exceeded the
demand it must return on the emittor’s hands.

Stewart Mill has shown how a curreney originally convertible
may by neglect or ignorance, drift into inconvertibility. “Sup-
pose,” he says, “that in a country where the issue is wholly
metallic an emission of paper-money is made by the Government
to the amount of half the metallic currency and in payment of
galaries or debts. The circulation being thus increased by one half,

. prices will in that country rise in proportion, including that of
bullion itself. It will then be profitable to melt coin into bullion
to compensate the unfavourable exchange that the rise in prices
must have caused, The bullion would be then exported and dif-
fused over all the countries, with which the supposed country
carried on trade until the equilibrium batween imports and ex-
ports were restored, which, however, could only oceur when hy
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exportation an amount equivalent to the emission of paper-money
had been withdrawn from the circulation, or prices fallen in con-
sequence in that country and risen in others until they again
reached the same ratio in all. The only differeace, as far as the
supposed conntry is concerned, would be superseded by another
half metallic and half paper.”’

Practically this would not be the true proportion, as a part of
the very metallic currency, that must be diffused amongst the
co-trading countries to reestablish the ratio of prices, would corres-
pond to, and remain in the emitting country itself, and inerease
its circulation by so much. There would, therefore, be in addition
to amy local effect, & fractional and general rise in all prices.
“ Buppose” Mill continues, “ that a new emission of paper-money
take place; the same series of phenomena would recur, and so on
consecutively until the whole metallie enrrency had been driven
out of the country.”

When, however, the metallic currency had been entirvely su-
perseded by an equal amount of paper-money, and the former
nlmost entively driven from the country, and prices returned to
their original ratio in all countries, the situation though dan-
gerous would be not nntenable so long as foreign exchanges con-
tinned favourable, and no demand for bullion for export arose,
whilst the eredit of the emitting authority also remained unim-
paired.

If, however, at this juncture foreign exchanges turned against
the country an immediate demand for gold must arise,with which
to satisfy the international balance due abroad, that it would be
impossible to satisfy. There being no gold, this deficit must be
made good by the exportation of commodities, and the demand
for exports exceeding the supply their prices must rise in that
country, but not abroad, simultaneously and equally with that
of bullion itself, and would be followed by those of imports and
other commodities though in a less degree, and more slowly ;
and thus the paper-money previously nominally convertible
might become de facto inconvertible without any addition at all
having been made to the original volume of the currency.

The failure to recognize the influence thatinternational ex-
change, orthe character of the balance of international payments,
exercises on the value of the currency has lead to the gravest
errors of both appreciation and practice since Law first evolved
his scheme of enrviching Humanity by unlimited emissions of
paper-money.

In the “Manual de Economia Politica” of Dr. P. A. Albu-
querque, professor of the faculty of law in the University of Per-
nambuco, will be found the following typical illustration: 7
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“As it is in the power of the Government, whilst preserving
the same number of metallic monetary units, to reduce the weight
of its gold and silver coinage, without this debased money lowering
its original value, so long as the meonetary units of the debased
coinage correspond to the necessities of the eiveulation, it can
likewise substitute copper or paper-money for that of gold or
gilver, so longas the same number of monetary units ave preserved.
Paper-money is an artificial money, the value of which is derived
exclusively from its utility as an instrnment of exchange and
from the limitation of its quantity, which depends on the will of
the Government, since it alone possesses the right of emission.
This explains why paper, the intrinsic value of which is vastly
inferior to that of the precious metals, can, when converted into
money attain the same value as gold or silver, and exercise the
same functions as these metals as regards the exchange of com-
modities, being even preferable. Paper-money, even when incon-
vertible, so long as its quantity is in proportion o the necessities
of commerce, will maintain its nominal value and only by excess
of emission can become completely depreciated.”

With Dr. Alburquerque’s conclusion we perfectly agree, but
not with the reasoning by which he arrives at it.

The rigidity of the circulation entailed by a regimen of incon-
vartible curreney is precisely the reason of the oscillations of its
value. Were the supply always precisely proportioned to the
demand by the withdrawal of part from circulation whenever
it gave signs of being excessive, as is done in France, no deprecia-
tion, further than might be operated by the transitory influence
of speculation or similar causes, would be possible; buf it is
beyond the power of any government or emitting authority
whatsoever to maintain at an uniform value a fixed quantity of
inconvertible paper-money, or what Dr. Albnguerque terms * the
same number of monetary units,” irrespective of the alterations
in the demand that variations in the volume of local and the
balance of international payments determines.

In a country in which development of every kind had already
attained its maximum, and where there was 1o foreign commerce
whatever, or where international payments were exactly balanced
the equilibrivan of the demand and supply of the eirculating me-
dinm thus realized might maintain an inconvertible currency of
invariable quantity at a fixed value. Such conditions are, however,
impossible, and, otherwise, directly the balance of international
payments became unfavourable, and could not be liquidated by
the exportation of merchandice, the nominal value conferred on
the debased currency, that Sr. Albuquerque supposes to have
been issued, must disappear. To make good the international
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deficit, gold must be exported at its real, and not its nominal
value. Consequently, the price of bullion must rise and affect
those of other commodities, and the conventional value of the
debased metallic gold currency be altered although mo change
hasoceurred in its quantity or in the number of the monetary
units in circulation.

Most, if not all emissions of paper money were originally either
actually convertible into specie at sight, or, at least, were first
issued with some intention or prefence of conversion at some
future date.

Abuse of this self assumed function of government has been
invariably the cause that has led to inconvertibility, and nof
any pretended advantage or preference for depreciated or de-
based eurrencies; whilst the origin of this intolerable nuisance is
to be traced to the ignorance, neglect or contempt of constituted
authority for those natural laws that regulate the social relations
of men. The investigation of these laws is the proper function
of Political Heonomy in common with the other social seiences,
and some knowledge of their action should, it would be thought,
surely be made at least one of the indispensable qualifications of
any one aspiring to the title of Statesman, or to direct the desti-
nies of a Nation.

A very elementary acquaintance with the trueprinciples of Po-
litical Economy would have saved much trouble and confusion,
and have prevented the species of * transmutation of metals,” that
Sr. Albuguerque considers possible, from ever passing from the
realms of theory to those of practice.

Whether the debased currency be metallic or paper the in-
fluence exercised on it by an adverse balance of trade will be
precisely similar. The only difference will be that in the first
case the enrrency itself will be exported as bullion, and thus dim-
inish its volume, whilst in the second, the volume of the paper-
money in cireulation will remain unaltered.

The exportation of part of the debased coinage will raise the
value of the remainder until this increase may compensate the
rise in the price of bullion and the depreciation due to this caunse.
If, then, exchange remain unfavourable the value of the currency
will not correspond with the price of gold; that is, gold would
exchange for a greater quantity of debased currency than for
the commodities that could be purchased therewith, a reductio
a dabswrdwm, from which we can only conclude that the value of
the ecurrency is not: determined by the price of gold, as generally
supposed, but by the ratio between the general demand for the
circulating medium and its supply.

When as has been already shown, the currency consists W]El\(’l'_l\l}'
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of inconvertible paper-money and there is no gold for export
merchandise must take its place. So long, then, as the demand
for exports (in which bullion is included) exceeds the supply their
price must continue to rise. This will not, however, determine
the value or general purchasing power of the eurrency, but only
the price of exports estimated in paper-money, the only local
standard. Tts value must he defermined by the proportion of
the general demand for the ecirculating medinm, that is the
aggregate value of all operations of exchange, to its supply or
quantity in circulation.

Neither the rise in the price of a single commodity, such as
gold, although it be the medium of foreign exchange, nor even
that of all exportable commodities can affect the value of the eur-
rency in the exact proportion of the depreciation as regards that
particular commodity, but only in that of the aggregate deprecia-
tion of all values. Thus,if for illustration, we suppose that all
operations of exchange or marketable values are represented by
100, of which gold and exports comprise 50, then, if the unfa-
vourable balance of foreign payments determine a rise in the
price of gold and exports equivalent to 100 per cent., whilst the
other values remain constant at 50, the same quantity of cur-
rency will only suffice to purchase 25 of Gold and Exports. The
general depreciation of the currency, however, will not be in
the ratio of 50: 25 which is only its depreciation with regard to
those particular commodities, but in the ratio of 100:25.

If the prices of all commodities, services and values rise
equally and simultaneously with those of gold and exports the
general depreciation of the ecurrency would coincide always with
the depreciation in relation to gold and exports; butit has been
shown, and indeed requires no demonstration, that prices do not
rise uniformly, some indeed never rising at all, in consequence
of the appreciation of gold and other exports.

The value of the curvency, therefore, depends on the ratio of
the general demand for the cireulating medium to the supply,
whilst the price of gold and other exports is determined, like
that, of all commodities, by the cost of production, supply, and
demand.

If, as is generally believed the value of the currency were
determined solely by the proportion of the stock of gold to the
paper-money in circulation, as long as international exchange
were favourable and, therefore, gold was being imported and its
stock inereased, the wvalue of the currency ought to improve
uninterruptedly, the contrary being the ease when international
exchange fell. .

Such, however, is not the cage, as the record of the course of

N
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exchange and the premium on gold in Buenos Aires plainly indi-
cates. During the year 1895 the oscillations of oneand the other
were as follows:

INTERNATIONAT | PREMIUM OX VALUE OF TIE

EXCHANGE GOLD CURRENCY

pence pence

January...............| 48% to 48§ | 2560 to 260 % | 16} to 15
February.,. .. [ 48 — 48% I 245 — 260 “ 51 5%
March....... oo | 483 — 48 247 — 255 < | 143 — 15}
April.......cc.........| 48 — 48} | 253 — 275 ¢ | 153 — 154
T L 473 — a7h | 248 — 278 “ | 15 — 15}
JUNC...cverrrreenen,| 4T3 — 473 | 240 — 254 < | 153 — 14}
July..oooiviveiiiniennn| 47 — 47% | 240 — 252 « | 143 — 143
Augusb..........oee. 48y — 48} |232 — 239 «| 14 — 13}
September............| 48 — 48} | 214 — 230 « | 13} — 133
October.......... ... 48 — 48} | 219 — 234 « | 133 — 143
November............| 48 — 48} |229 — 238 <[ 15 — 14}
December............| 483 — 48% | 229 — 235 « | 14% — 143

The par value of a peso (dollar) gold is 473 d.

With the exception of the single month of May, foreign inter-
national exchange was uniformly favourable, but, notwith-
standing, the value of the cwrreney fell from 163 to 14} pence, or
more than 12 per cent., the fall being, precisely, most marked
when international exchange was most favourable!

Similar discrepancies to those noticed in Buenos Aires between
the tendency of international exchange and the market value of
the currency will be observed to have taken place in Italy under
similar conditions. The following tables and criticismare obtained
from a brochure by Sr. Rodriguez de Freitas:—

*“This Nation (Italy)lived for many years under a paper-money
regime, let us see, therefore, how it purchased money in Paris.
The following table, which we have compiled from mm_:rl‘z:'onﬂ

ol
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market quotations of exchange, will show, It is well to know
that the Italian money is the lira, and is equivalent to a franec.
The quotations between France and Italy ave, therefore, in per-
centages. There were, however, two prices quoted; one if the
bills were payable in gold, the other if payable in paper. In
gome of the following quotations the letters p and @ indicate
respectively profit or loss :

(QUOTATIONS

In paper In gold

31st December 1874............ 9t to 98 % to %
1st April 1875 o iesaarans 8t — 7173 % — %
Jrd June LU R o 6k —6F 4 — ¢
25rd December “ .......... 8 —T3 & — 3%
30th December “ ......... 73 — 8 3§ — 3
30th March 1876 ........... gL clnzean il
Tth September « ... .. T4 — 7 § — &
28th October 1880........... 9% — 9% 1 — par
4th November *° ............ 73— 7 W — iy
2nd December * .......... 3 — 2§ {1 — &p
23rd December “ .......... 2 —2F i — 3p
19th Jannary 1882 ........... 3 — 35 par — %l
26th January g 5 — 5% 3 — &
17th April ks 25 — 28 par — %p

‘We here observe clearly the difference between the paper
and metallic currencies, Exchange in gold vavied between the
most narrow limits, whilst exchange in paper varied from 2 fo
neavly 10 % . Besides this, during November and December of
1880 the quotation of gold exchange did not vary, whilst that in
paper varied 5per cent. The greater the prospect of the Treasury
redeeming a large quantity of its paper money, the more the fwo
species of prices tended to assimilate. ™

All the confusion of ideas that envelopes the subject of the
value of inconvertible currencies appears to originate in the
initial error of refusing to paper money, fhe same functions
exercised by any other kind of currency.

The cirenlating medium of any country, whatever it be,
whether gold, silver, or wampum, must, so long as it exercises
the functions of money to the exelusion of other descriptions, be
the wole standard of value in that country. By this standard
all prices must he correlated, whether of gold, exports, or other
values, and not by an imaginary gold standard, and must
be determined in each particular case by the demand and supply,
and cost of production of each one.
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If then it be admitted that the loeal circulating medium is
the true standard, and that the price of gold must be deter-
mined in terms of thatstandard, likethat of any other commodity,
and the local value of the currency thus reduced to its interna-
tional equivalent, what advantage can there be in attempting
to impose a second standard of value by which to measure the
local standard, or to pretend that, contrary to experience, the
value of inconvertible currencies is controlled by the price of
gold in place of the ordinary factors of supply and demand that
rule others.

Moreover, it is impossible to explain in any other manner
many of the paradoxes of inconvertible currency, notably that
of the differential rise of prices,that is recognized to confer such
indisputable advantages on production in silver-using countries,
and constitutes the main argument in favour of Bimetalism. &1
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Theory of Exchange

The whole theory of the equilibrium of exchange or of the
value of the currency is, in fact, comprised in the single rule
that the Varur or ras Currnyoy 18 THE RATIO oF THE DEMAND
to the SvprLy: ;

If then V and o' vepresent the value of the currency at dif-
ferent dates.
8 and &' represent the supply, or amount in circu-
lation.
D and d' represent the demand.
then »° = Vd'S.
Dsg’

To obtain the market value of exchange, or the nett value
of the eurrency, the appreciation or depreciation, whichever the
case may he, created by international exchange must be sub-
tracted or added respectively from the values V and v’, thus de-
termined.

Stuart Mill, in his manual of Political Ecomomy states that
the value of the cmrrency is in inverse ratio to its quantity.
This, however, is only true when the demand itself remains
constant; and is, consequently inapplicable for the determina-
tion of values for dates separated by considerable intervals
during which the demand has had time to undergo congiderable
changes, as it is clear that the same amount of currency that at
one time may be ample o meet all demands, may at another
be excessive or insufficient, owing for example to a simple in-
crease or decrease of population., Why and how the local value
of eurrencies, whether metallic or otherwise, must vary in
inverse ratio to the supply, so long as the demand remain
congtant, will be best understood by an illustration.

Supposing that in a counftry with absolutely no foreign trade
or communications of any kind the currency were suddenly
doublad by a Government issue, no change having taken place
meanwhile in either consumption, production, or population.
The demand for currency with which to effect the usual operations
of loeal exchange will (if we neglect the purely transitory effects
of speculation that such an increase of the circulating medinm
must give rise to) have remained unaltered, whilst the supply of
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money, the medium by which one satisfies the ofher, has been
doubled. The same operations must, therefore, continue to be
effected as formerly, but with double the amount of money; and,
congequently, a general rige in prices must occur in proportion to
the increase of the currency. By suddenly increasing the volume
of the eurrency, the supply has been doubled, whilst the demand
has remained the same; consequently, either more money must
be paid for the same objects than formerly, or part of the
currency must remain idle and return on the hands of the emit-
ting authorities.

For this reason an emission of convertible notes can never he
excessive, because the moment it tends to become so they are
presented for conversion, and disappear from cireulation.

So long, therefore, as the issue of paper-money corvespond
exnctly to the demand there can be no depreciation. The diffi-
culty is to recognize what the precise value of the demand
amounts to, and thereby regulate the supply.

The demand for the cireulating medium is not, as is offten
imagined, a normal gquantity that varies only with the increase
or decrease of population, butis likewise powerfully influenced
by two other factors, the variations in the volume of local and
of foreign exchanges or trade.

To the failure to recognize the direct intluence on the demand
exercised by the variations of infernational payments is to be
attributed the grave error, already referred to, that assumes
the depreciation of the currency to be impossible so long as its
¢uantity i proportioned to the increase of population.

The demand for the civeulating medium is, moreover, largely
dependent on the state of purely local business, and may be
active and vigorous whilst the demand determined by the
balance of international payments is simultaneously weak or
falling. This purely local demand is an ever varying guantity,
influenced by changes in the population, of habits and customs,
and by speculation, and the animation of local husiness. That
the changes of this purely local demand for money exercise a
great influence on the value of the enrrency is well illustrated by
a phenomenon of regular oceurrence in Buenos Aives. At certain
periods of the year, during the wool crop and harvest, there is
a greatly increased demand for money, discounts rise, the hanks
arve depleted, and the premium on gold is observed to drop.
Sometimes foreign exchanges are simultaneously favourable and
sometimes unfavourable, but, however they may be, the price of
gold almost invariably falls, and the value of the currency in-
creases. Unless this were the effect of the increased demand

on a constant supply the preminm on gold must have fallen
23
&3
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when the foreign exchanges were favourable, and vice verse.
‘When the harvest is over and money begins to flow into the
banks again the premium on gold shows an invariable tendency
to rise again. Of course there may be other simultaneous in-
fluences at work to interfere with this process, but such is the
general tendency observed for a sufficiently long period to
warrant conelusions.

This phenomenon has usually been attributed to the periodic
importation of gold for purchase of produce with the object of
creating a fall, and thus buying in a cheaper paper market; but
this could be of no advantage to buyers of produce, as what
they gained by buying at a lower paper rate they would lose by
selling their gold for less paper. As, also, the gold imported
must be paid for, if its quantity corresponded to the value of
the produce purchased the supply of bills would be greatly
reduced and international exchange fall off, or else bullion be
re-shipped in large quantities. Neither in fact takes place; and
both in 1894 and 1895 foreign exchange has remained almost
uniformly favourable, whilst the shipments of bullion have
never been extraordinary.

In countries that possess a metallic currency its value is
likewise regulated by the variations of local demand, or would
be were not an automatic method of adjustment provided in
the comparative rates of discounts, which secure the exportation
of any excess in the supply to other countries where it is in-
sufficient. When the currency consists wholly of inconvertible
paper this is impossible, and an excessive demand, so long as
the supply remain the same, can only affect it by raising its
value.

The demand for currency has been described as constituted
by the total volume of exchanges effected. This may for con-
venience be separated into three categories.

1st. The local “normal demand” dependent on the variation
of population.

2nd. The local “business demand” that varies with the volume
of business payments, Z

Frd. The “international demand” that is determined by the
nature of international balances.

Allowing for the maximum and minimum appreciation caused
by the state of international exchange, already described, no-
minal exchange will be at par when the sum of these three
demands precisely balances the supply, at a discount when they
are less, and vice-versa.

The first or “normal® local demand, supposing the average
individual volume of exchanges to remain the same, as also the
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supply of currency, must evidently increaze in the ratio of the
growth of population to the quantity of currency in cirenlation,
and the value of the currency be proportionately raised.

The second class of demand depends on the volume of local
business, exclusive of that necessary to satisfy the ordinary
necessities of the population, and is controlled by a multitude
of indeterminable factors and influenced very powerfully by
speculation amongst others. The third and last is determined
by the favourable or unfavourable nature of international
exchange. When it is favourable more is imported than ex-
ported (including bullion and securities, ete.), the demand for
the eireulating medium increases, and the value of the currency
rises, and vice-versa.

The local demand for currency for business purposes varies
extremely in the same place at different periods, and even on
different days. It is the variation in this demand that deter-
mines the quantity of money required in each country, which
ig influenced by the habits and customs, state of credit, and
methods of transacting business in each, and maintains a
constant circulation of money between different countries.

The following table compiled by the Director of the U. States
Mint shows the quantity of money current in various countries.

France...... franes 202 — Rs. 715306 gold per capita

Cuba......o.. w166 = % B4ETIH Ly
Holland .... * 143 = * 46$949 U
Belgium.... < 127 = * 453831 * 5
U. States... ¢ 122 —' “ 433066 <
England.... ¢ 6l = *“ 2356561 3
RUSBIR e ADE=— PS5 5 te b

The extraordinary variations in the quantity of money requi-
site for each country, France for example, with an almost similar
population and far smaller volume of business, requiring three
times as much as England, show that it depends more on the
idiosyncracies of each than on any fixed general principle. |

How the quantity of money (legal-tender) requisite may vary
at different times, even in the same country, and be modified by
custom is shown by the insignificant coefficient that corresponds
to England since the almost universal substitution of payment
by cheque, which has reduced the necessity of the actual
transfer of money to a minimum. The Bankers' Clearing House
in London, for example, liguidated in one year payments to the
amount of £6.478.013.000 without the use of any money at all,

To attempt to determine whether the amount of currency in
cirenlation in Brazil is, suficient or no, by comparizson with that

<]
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of other countries is, consequently, useless; this can only be
recognized by observation and comparison of the effects of the
demand upon the supply. If insufficient it will quickly prove
itself so by a rvise in value.

So long as the rate of exchange is below par value (27d.), as
the supply and demand must necessarily be in equilibrinm, the
supply will be represented by the amount of paper money in
cireulation, and the demand by its real or metallic value, or by
their coefficients respectively, allowing for the appreciation or
depreciation due to international exchange.

When exchange is above par, as in 1889, allowing in a similar
manner for the effect of international exchange, the real value
of the currency will no longer necessarily coincide with and
represent the demand, because when par is reached the demand,
although it may go on inereasing, cannot raise the value of the
currency proportionately, as its maximum is fixed by that of
gold coin, also a legal tender.

To determine the total demand at any moment is, therefore, a
sinple matter; the diffienlty is to diseriminate exactly the pro-
portion that corresponds fo each of the three factors, popu-
lation, which determines the “normal demand,” business
transactions, and international payments. The first and last
are possible to caleulate, but the demand that originates in
business transactions and speculation, etc., is quite undetermin-
able except by subt-ra.cting from the total demand the sum of
the first two.

During the first period, 1861-1864, the amount of currency
actually in eirculation was Rs. 108344 per capita, and international
exchange being favourable its nominal and real values coincided.
As it is unaveidable to start without some asswmption, it may be
fairly presumed tbat the minimum demand for the eireulating
medinum was certainly not less than Rs. 113000 per capita during
that period, because when exchange reaches par its real value
1o longer represents the true demand, but is somewhat less.

Starting, therefore, with the assumption that the demand for
currency was 115000 per head in 1861-64 with exchange at par,
it is possible, presuming the demand to have remained constant,
to determine the depreciation of the local value of the currency
tor different periods, by application of the rule that the value of
the cuirency is in inverse ratio to its coefficients per capita.

Thus for the second period the equation would be, when the
quantity in cireulation was 145419 per head : —

27d : v :: 145419 : 115000 — 20.59 pence

and the depreciation corresponding o excessive emission 6d4.41
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or 24 per cent. The coefficient of the real value of the enrrency,
or of the total demand, was, however, 21d. 31., equivalent to de-
preciation of only 5d. 69 or 21 per cent., and, consequently, the
demand must have exceeded 115000 per capita, either on account
of an increase produced by a favourable balance of international
payments, or by a positive increase in the local demand itself.

The balance of foreign payments was, however, not only not
favourable, but so unfavourable as to actually reduce the demand
by the equivalent of Rs. 35704 per capita, the coefficient of the
unfavourable balance; so thaf the theoretical demand of 115000
must have been thereby reduced to 75296, unless the difference
hetween this and the total demand of 115057 had been compen-
sated by & positive increase in ofher local demand equivalent to
Rs. 38761 ; the tofal local demand, consequently, would then be
represented by Rs. 145761, in lieun of 115000.

To find the value of the coeflicient of the total local demand, the
value of the ‘international’ demand, orthat consequent on the
bhalance of international payments, must be added to the coefii-
cient of real value, or total demand, when the balance of inter-
national payments is favourable, and deducted when it is unfa-
vourable.

Thus for the period 1865-1869, the coefficient of real value, or
total demand, was 115057, and that of ‘international’ demand
33704 against the credit or activo, then:—

115057 4 35704=145761 or local demand per capita.

In the same manner the ‘local® and ‘international’ demands
for the currency may be determined for other periods with the
results shown in the following table.

With sufficient and correct statistics it wonld be possible to
determine the value of both the “normal” demand, that depends
on population, and of the “international ” demand that results
from the variations of foreign payments. The third factor or
“husiness” demand, however, is practically nndeterminable, and
varies from day to day. The only means of arrviving at an appre-
ciation of the manner in which the variations of this factor of the
total demand have affected the value of the currency is by com-
parison of the demand constituted by the first two factors with
the total demand, that is represented by the real or gold value
of the eurrency.

In a similar manner the only method of vecognizing the
varviations that arve actually taking place in this demand and its
influence on the currency is by carveful observation of the other
two, and of the accumulations of deposits in the Banks and fhe
comparative rate of discounts. ' g3~
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If, for example, it is found that international exchange is
indisputably favourable, the banks replete with deposits, and
dizcounts low, whilst exchange eontinues to fall, it can only be
concluded that this is the result of a falling off in the *business ™
demand, that may originate in a multitude of causes. The ap-
proximate defermination or resolution of the total demand for
the circulating medium in this manner ean be of little practical
value, and is useful merely to show how the variations of the
most oscillating factor of the loeal demand, that for business
transactions which is generally neglected altogether, has exer-
cised, and must continue to exercise, a dominating inflnence on
the value of the currency.

Analyzing the table on page 135 it is evident that,even without
taking into account the demand for bills for private remittances,
the balance of international payments must have been absolutely
unfavourable for two periods at least of the three during which
exchange was falling, Nos. 2 and 6 ; whilst the favourable balance
of the period 1876-1885 was so exiguous that the slightest de-
mand an the part of private remittances must have turned it
against the country.

It is, therefore, unnecessary to search for extraordinary causes
to explain the origin of the fall of exchange for these periods,
that was clearly the result of excessive imports and foreign
charges, and must have oceurred even had no private remittances
been made at all; though, of conrse, it would not in this case have
been so violent.

Starting with the theoretical demand for Rs. 115000 per capita
in 1861-1864 it will be found from the respective column in the
table on fthe preceeding page that the local demand must have
inereased considerably durving the next period, as, otherwise, in
view of a simultaneous depreciation of 6.4 pence in the nominal
value of the currency, and of 6.9 pence due to the unfavourable
balance of international payments, the value of the ecurrency
must have fallen to an average of 13d, in place of 21-31d., even
without taking into account private remittances. The balance
of the “business ” demand must, therefore, have been equivalent
to 35761 per capita, and sufficient to raise the total demand to
142761 per head.

This increase in the “ business demand” may be explained in
two manners; either because the “normal” or theoretical demand
adopted of 112000 per capita was insufficient, and did not repre-
sent the frue coefficient of this factor in 1861, or because it was
the result of a real increase in the demand for the circulating
medium created by the impulse communicated to business and
payments by the Paraguayan war. 84
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During the next period, 1870-1875, the local demand sank to
Rs. 135487; but, as has been alveady pointed out, as exchange
during this period rose to above par this coefficient did not then
represent, except approximately, the true demand for currency.

During the fourth period, 1876-1885, the local demand ve-
mained almost stationary at 135987, and continued at about this
rate during the siceeeding period 1886-1889. In 1888 the rate
of exchange rose to above par, and, consequently, the coeflicient
of the real value of the total demand for currency no longer
represented the precise value of the total demand for currency,
which must have been supplemented at least by the amount
necessary to raise exchange to the excess it attained over specie
point. The supply in 1889 was Rs. 135969, and the demand
necessary to raise exchange to 274d would be equivalent to
145260.

Taking the supply at a round number, 145000 in lien of 135967,
the situation at the close of 1889 was as follows:—

Supply of eurrency Rs. 145000; Demand, Rs. 145260; in 1890-
1892, the Supply had increased to Rs. 345387 per head and the
“international” demand, consequent on adverse balance of
foreign payments, had fallen by Rs. 43095, reducing the demand
to Rs. 105165.

Had, therefore, no loeal cirenmstances intervened to raise the
demand for currency, this must have suffered a proportionate
depreciation, which can be determined by applying the formula
that the value of the currency is in the ratio of the demand to

14.260 . 34.987
the supply; then, 27d : x:: 14.00 - 10166

The inevitable consequence, therefore, of the simultaneous
unprecedented increase of emission and of the fall of international
exchange must have been to depreciate the rate of market ex-
change during the period 1890-1892, to 7d. 86, and if the rate
wag actnally maintained at an average of 17d. during this period
it could only have been in consequence of some very considerable
increase in the local demand, seeing that the balance of bullion
exports and imports as well as of private remittances was also
unquestionably nnfavourable.

The rate of the loeal demand sufficient to maintain exchange
at 17d. must, thervefore, have exceeded 115322 per capita, in order
to raice its value from 105165 to that of the average real value
of the currency, or nett demand, 215487.

Suech an unprecedented inflation of the local demand was the
simultaneous result of both a real and a tranmsitory cause; the
real cause was the animation noficeable in every class of business
or industry since 1888, which still continues, and the transitory

7d. 86,
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canse the reckless speculation which in 1889-1892, absorbed such
immense gquantities of money as to find an inerease of even 135
per cent, of the currency insufficient to satisfy its voracity.

The real cause persisting after the transitory demand created
by speculation has ceased succeeded in 1893 in maintaining the
demand at Rs. 185009 per capita and the rate of exchange at
10d., when, in consequence of still further emissions, it would
otherwise have fallen to 7.56d.

Although the demand due fo the element of speculation has
not been entirely eliminated, the collapse in 1892 of the specula-
tive epidemiec, termed in Rio the “ensilhamento,” must have
caused a considerable redunction in the demand for the circulat-
ing medium, so that any improvement that may be noticeable
can, in view of the unfavourahle state of international exchange,
be only attributed to a real increase of the demand for legiti-
mate business purposes. ;

It is certain that the value of the currency depends on the
relations of supply and demand. Were the demand greater
than the supply, whatever might be its origin, depreciation
would be impossible.

It is equally certain that the demand can be largely influenced
by speculation of every kind, and that as soon as the exfra-
ordinary demand it originates ceases, the value of the currency
must suffer proportionately, unless the reduction of the demand
i compensated in other ways.

Thus in 1890-92, the combined influence of speculation and a
real increase in the local demand for currency due to the
growth of legitimate business succeeded in maintaining the
value of the currency 116 per cent. above the value it would have
attained if the same rate of demand had been maintained as in
1889.

In 1893, although the natural increase of the demand due to
the growth of population continued, and the reduction of the
‘infernational” demand showed less shrinkage than in 1890-92,
if compared with 1889, the collapse of speculation so reduced

loeal business that the demand was quite unable to maintain the
market exchange at a rate more than 32 per cent. above the
value that otherwise corresponded to the quantify incirculation,

If, then, the operations of speculation tend to raise the value
of the currency, the irresistible conclusion appears to be that
speculation should be encouraged !

It must, however, be borne in mind that speculation operates
by raising or lowering prices artificially, and often without real
cause; such alterations of value can, however, persist only so
long as the speculation itself is maintained; and when it ﬁnza%ly
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collapses, as it must (unless supplemented by real causes, when
it ceases to be speculation) and prices fall or rise again, the
demand most likewise return to the statw gquo-antes, with the
aggravation of the transfer of a portion of the wealth of the

country to foreigners, that is the invariable result of such
speculative mania.

e
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The Currency

The history of the Brazilian currency, like that of the Argen-
tine, is that of almost uninterrupted depreciation; its value
having fallen 85 per cent., from 67% pence in 1883 fo 10d., its
present value. Eyen this tremendous depreciation is, however,
less than that which the Argentine cwrrency has experienced,
that is more than 98 per cent. since the first emission of
paper-money was made by the Province of Buenos Aires!

The “Rio News” thus describes the manner in which the
depreciation has been brought about, and the successive reduc-
tions of the standard value of the currency effected.

“ During the colonial periods the remittances from Brazil to
Portugal were made in gold ingots, or in “Johannes,” a gold
coin valued at 65400 reis or £1 16s., the pa» of exchange being
5s. Thd. per milreis.

“This par of exchange was not changed until 1833.

“In 1808 the arrival of Don Joao VI. effected a radical change
in the secial, political and commercial life of the country. The
ports of Brazil were then, for the first time, opened to foreign
commerce, and many foreign merchants became resident here.

“The King and his Court were poor and greedy, and the
revenues of the colony were far from sufficient for their demands.
Recourse was first had to the coinage of silver, which yielded a
profit of 20 per cent. To facilitate this, the Spanish dollars
brought from Peru by the homeward bound treasure ships, were
largely bought up at 800 reis “fortes * each, and then stamped
960 reis, the Spaniards accepting drafts on London, or gold, in
payment.

“These transactions and the rapidly inereasing import trade
of the eolony, drained the market of drafts and gold, and the
rate of exchange soon ranged at 6s. 8d. to Ts., going even to 8s.
2d. in 1812-13.

It soon happened, however, that the © wealk’ (fraca) silver
coin exceeded local requirements, and, as gold was no longer
current, it practically became legal tender, and was used in the
purchase of exchange on foreign countries. The rate then began
to fall until gold passed its par valuation and was quoted at a
premium, the rate being ahout 4s. 7d.

“The merchants then remitted gold in preference to bills, and
this soon exhausted the supply of gold coin which remained
in the country. Y6
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“The Portuguese Court then had recourse to another expe-
dient-——the issue of paper currency—which in 1819 beecame
redundant, and depreciated to such an extent that it was neces-
sary to declare it a legal tender by law.

“This caused a furbther fall in exchange, which stood at 4s, at
the time of Don Joao’s departure from Brazil.

“ During the first Empire the situation became even worse,
owing to unwise bank legislation and the ereation of a foreign
debt. In 1823 exchange had fallen to 3s. 11d. A foreign loan was
then secured and the rate improved, the guotations ranging
from 4s. 4d. to 4s. 8d. at the end of 1825 and the beginning of
1826. 'The rate then declined again under the influence of
foreign and domestic troubles until in 1830 it reached the
alarmingly low quotation of 1s. 6d. to 1s. 7d. 'This was a much
greater fall than anything we have since experienced.

‘“Under the Regency many reforms were instituted for the im-
provement of the national finances, among which was the
liguidation of the bankrupt bank of issue and the substifution
of its depreciated notes by others issued by the Treasury. In
1833 the coinage wuas revised, and the ‘par of exchange’ was
fixed at 3s. Thd. per milreis. The current rates improved rapidly
for a time, but failed to reach the par established.

“TIn 1846 another change was made in the monetary values of
the country, and the present par rate of 2s. 3d. per milreis was
established. Under this standard the lowest point reached,
previous to the present crisis, was 1s. 2d. in 1868."

The increase of the paper money in circulation has followed no
regular course, but has been emitted indifferently during high or
low exchange in obedience to the caprice or necessities of the
emitting authorities. The amount of currency in circulation
during the three periods, 1, 3 and 5 of high or rising exchange,
did not exceed Rs.183050, per head and during the three periods
of low exchange 2, 4 and 6 rose to an average of Rs. 265852.

The quantity of paper money in circulation depends on the
caprice of the emitting authorities and cannot, therefore, be an
effect but a cause of its depreciation.

Although the emitting authorities can arbitrarily interferve
with the value of the currency, they cannot fix its value, which
depends on circumstances beyond their control; nor yet can
they force into circulation a larger guantity of paper-money
than that for which a pesifive demand exist, except by depre-
ciating the value of what is already in cireulation. The quan-
tity of even metallic currency is vegulated by considerations of
supply and demand, and when the mechanical method of-adjust-
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MOVEMENT OF THE CIRCULATING MEDIUM SINCE 1860.

ToraL PAPER-Money N Circu-
LATION INcLupiNGg

ANNUAL

AVERAGE | DEPRECIA-
TeEEASURY AND BaAnK NoTes o ——r
oot T EQUIVALENT IN eXomix6E| op mpyrg
CURRENCY @o:.n;; ;‘;‘I&RME B P———
HXCHANGE EIGRY
Rs. Rs. Pence %
1860 95.873:0985 91.883:8183 25 % 4.161
1861 78.816:591% 76.812:2885 PhHete 2.543
1862 79.063:7445 69.916:8603 26 3.479
1863 90.723:2468 90.723:246% 27 % NIL
1864 99.743:755% 99.745:7555 | 27 L NIL
1865 100.649:035% 92.730:9755 | 24 % 7.867
1866 112.864:0808 101.368:873% 24 3 10.185
1867 117.160:259% 83.301:160% 222 17.823
1868 124.686:2093 89.662:0185 17 4 36.110
1869 183.224:7675 123.092:4345 | 18 % | 30.09
1870 192.526:8733 152.870:183% 21 75 20.598
1871 191.805:611% 171.836:728% 24 & 10.411
1872 183.806:7403 174.823:7135 25 7.406
1873 185.010:7825 177.132:4578 | 251 3.934
1874 183.094:7565 176.311 0958 26 3.705
1875 181.868:699% 181.868:6998 | 27 & NIL
1876 179.421:8255 168.218:726% 25 +5 6.244
1877 179.347:859% 169.558:281% | 25 % 6.016
1878 208.933:5073 171.697:2883 22 % 17.823
1879 216.912:8043 187.304:1973 23 13.657
1880 215.677:8185 177,729:2485 22 1 17.595
1881 212.284:6053 172.975:8643 | 22 18.517
1882 212.280:0233 165.595:4008 | 21+ | 21.992
1883 210.996:9375 167.535:8273 AL 20.598
1884 202.625:961% 162.079:5003 20 22.684
1885 207.861:4503 140.979:951% 18 5% | 32178
1886 213.582:5883 163.162:148% 20 ¢ 23.607
1887 202.291:6608 167.657:1978 | 22 § 17.126
1888 205.271:3023 191.069:7218% 25 % 6.430
1889 198.815:5623 197.528:7208 27+ NIL
1890 336.730:4625 032.566:6573 | 22§ | 16204
1891 513.827:3573 310.454:4905 16 45 39.530
1892 555.825:9643 245.775:1243 111s | 55.782
1893 645.9]_.'.'117503 275.541-6T73 11 & 57.407
1894 703.823:9608 262.303:8088 10 {5 62.731
739,4564:0963 = — —

1895

PREMIUM
ON

GOLD

——

%
4.342
2.619
13.034
NI
NIL
8.539
11.349
21.680
56.520
43.042
25.042
11.621
7.998
4.095
3.847
NIL
6.660
6.401
21.680
15.817
21.352
22724
28.192
25.942
29.340
47.440
30.903
20.666
6.930
NIL
“19.338
65.508
126.167
134 784
163,320

1

{

PareEr-MONEY

1IN CIRCULATION HUERLAS

PER CAPITA o
Currency Gold

Rs. Rs. Millions
115984 | 113485 8.00
93730 03483 8.10
03642 88526 8.20
108930 | 108930 | &30
115874 | 118874 8.40
113703 | 108782 8.60
128825 | 118519 8.80
135164 95360 8.90
135701 98853 9.10
195701 | 138773 9.30
205266 | 163092 9.50
198774 | 178715 9,70
183830 | 175482 | 1000
188050 | 173340 | 1025
175437 | 165220 | 1050
163918 | 165318 10.75
163311 | 158292 | 1109
155941 145952 | 1155
185167 | 148930 | 1150
185451 155940 11.75
178973 | 148810 | 1200
178329 | 143479 | 1395
168982 | 135247 | 1259
163548 | 135140 | 1275
168125 | 128467 | 13.00
153698 | 108640 | 1325
155809 | 125086 | 1350
148712 | 123186 | 1375
145662 | 13640 14.00
135009 | 138209 14.25
233223 ‘ 198329 | 1450
343830 | 213725 14.75
373214 | 165385 15.00
428282 | 183009 | 1520
458116 | 163814 | 15.60
495316 ‘ — 15.00
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ment that it follows is interfered with, the inevitable result can
be only attained by the depreciation or appreciation of what is
already in circulation.
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That the actual depreciation of the currency is the effect prin-
cipally of excessive issues of paper money since 1889 is generally
admitted, but great difficulty is encountered in attempting to
reconecile this theory with the fact that, whatever the guantity
may be, it seems to be never sufficient to satisfy the demand for
the eirculating medium. From this it has been argued taat the
supply cannot be excessive, or that, if formerly so, it is not any
longer; because the demand has grown in a similar ratio.

This confusion of ideas arvises from failing to distinguish
hetween eause and effect. The depreciation of the currencqy‘is

%

12
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the effect, and not the cause of an excessive supply. The de-
mand for the civeulating medinm is a demand for a sufficient;
amount of money with which to effect the usual operations of
exchange; if, then, the supply is increased so that it exceeds
the necessities of these operations it must be either rednced in
quantity or depreciated, and its depreciation continue until the
supply and demand again balance.

If, therefore, exchange is falling, it may he safely concluded
that the supply is still excessive, as otherwise it could not fall
any further.

If exchange rises it is a proof that the supply has diminished or
the demand increased. When the quantity of paper money is
invariable the rise of exchange raises its value and thus again
balances the supply with the demand. An inconvertible and
depreciated mu'rlency can never be excessive because immediately
it tended to become so a new depreciation must again reduce its
value, and thus re-establish the equilibrium of the supply and
demand.

It may, however, become insufficient, as in 1889 when exchange
rose to 28d., and paper money to a preminm ; because when the
increasing demand has raised its value to par, the maximum
arbitrarily established by law, it can go no faurther, except for a
short time sufficient to admit of bullion being imported. If
after raising the value of the currency to par the demand con-
tinued increasing whilst the supply remained unaltered, the
amount in circulation would be then insufficient, but would be
remedied by the importation of bullion if international exchange
continued sufficiently favourable. Unless the circulation could
be thus supplemented the emission of paper money must be
either increased or the supply remain insuflicient.

The diagram fronting page 160, represents the curve that
the variations in the real value of the currency havefollowedsince
1861, and that of the variation that corresponds to a constant
local demand of 115000, per capita,the coefficient of the actual cir-
culation in 1881. The first is represented by a red, and the latter
by a blueline. The variations of the second have been determined

by the equation of value v’ _ V'S

Ds’,
When V. = 27d par
y D — d' = 113000

§ & s’ = the average annual
quantity in circulation.

In spite of the differences between one eurve and the other,
due to the demand being a varying and not a constant guantity
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as is generally imagined, the general resemblance and tendency
of each is so similar that it becomes difficult to understand how
it can possibly be disputed that the variations in supply, or
quantity of currency in cirenlation, must be a powerful factor in
determining its value !

Nevertheless it is constantly disputed; and two eminent states-
men, V. de Ouro Preto and Dr. Ruy Barboso, are both agreed
that the guantity of paper-money does not affect the value of
the currency; a theory that they have apparently evolved
from their inner consciousness and from their belief in the en-
joyment of exceptional privileges by their country. Why Brazil

- ghould be regarded as an exception to the economical laws that
rule other countries is not explained. What this dangerous ten-
dency, to regard Brazil as an exceptionally favoured community
to which ordinary rules do not apply, very clearly indicates is
that Political Economy is either very little understood in this
country, or that it is not regarded even by the most advanced
thinkers as an exact science, or thought to have yet emersed
from the empiriec and speculative stage.

Dr. Ruy Barboso in the report of the Ministry of Finance for
1891 states that:

“TIt has been the habit amongst those that conseiously or
unconsciously continue under the Republic to promote certain
imposing speculative interests, that have been left as a legacy
by the precocious senility of the monarchy, to stimulate the
prejudice that observes in the excess of the circulating medium
and exuberant emissions of paper money the origin of the
oscillation in the rate of onr exchanges. To this fallacy Sr. Affonso
Celso (Vizeonde de Ouro Preto) replied not long ago in a speech
in the chamber of Deputies, 18th May, 1879. ‘The proof,” he then
said, ©that the clunntilsy of paper-money in eirculation can have
no power in this market to depreciate the rate of exchange is fur-
nished by three highly significative facts. The years 1859 and 1860
mark the period of the greatest expansion of local credit, when
the emission of paper-money also suffered its most rapid and
considerable increase. Metallic money disappeared from the
circulation and new emissions were made by the Treasury, by
several banks, and by their branches. The 50.000:0005 that were
then in ecirenlation were rapidly increased to 90.000:000%, but
exchange did not fall, but positively rose to 27d. Fifteén years
later exchange stood between 23 and 25 pence, when a financial
crisis broke out ; the banks were threatened, and the Government
believing it to be its duty to assist them authorised a new emis-
" sion of 25.000:0008. What then happened? Exchange far %*%m
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falling rose, as it was gradually emitted, to 28d. and even higher,
to 288d; and, on the contrary, when the Government later on
attempted to call in the fresh emission exchange fell to 24
pence. Even now, on the occasion of the deeree promulgated by
my predecessor, (authorizing an emission of 40.000 000%) no fall
of exchange oceurred, on the contrary, it rose. It ean, therefore,
only be concluded that the quantity of paper-money in circulation
exercises no influence on the rate of exchange.” The experience
of the Republican period (1889-1891),” adds Dr. Ruy Barboso,
“ignot opposed to, but corrohorates this conclusion !

Both the V. de Ouro Preto and Dr. RuyBarboso single ont
one only of the multitudinons factors that influence the course
of exchange for observation, and because the market rate of
exchange, or ultimate value of the eurrency, which is the resul-
tant of all the different causes that react upon it, has not suf-
ferad, rashly eonclude that the action of that particular factor
could noti only never have been prejudicial but was absolutely
beneficial, without having previously decomposed the resultant
into its elements or primary factors, and then determined the
independent action of each!

It has been already pointed out how the emission of paper-
money merely in substitution of the metallic eurrency wonld
produce a purely transitory depreciationso long as international
exchange remained favourable. This is precisely what occurred
in 1859-60. The paper-money in circulation was increased by
40.000:0008 and raised the coefficient to about 113000.

This emission drove abroad its equivalent in gold, so that in
reality no increase of the eurrency had oceurrved, but merely a
subgtitution. When gold had emigrated to the value of the
increased emission prices returned again to their normal level,
and exchange to par, international exchange having been mean-
while uniformly favourable, whilst the foreign loans of 1858,
1859 and 1860, undoubtedly, powerfully influenced the final
result. [t was, therefore, perfectly practicable in 1850 to increase
the amount of paper money in circulation without any apparent
depreciation.

Fifteen years later, the V. de Ouro Preto states, the emis-
sion of 25,000:0004 failad to depress exchange, which rose, on the
contrary, to 28d., but forgets to take into consideration the
simultaneous influence on exchange of'a foreign loan negotiated
in 1875, the sama year, for £5.000,000.

Tf, again, exchange did not fall in 1879 in consequence of the
issue of 40,000:000% it may be certainly concluded that it was
beeause the very large importation of foreign eapital that took
placeat that date for construction of Railways, ete., or thefavour-
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able balance of international trade prevented it from doing so,
and mnot because the sequence of the phenomena that must con-
trol such matters had been modified by some special Providence
for the occasion.

It is a dangerous and mischievous practice, certain to lead to
deception, to attempt to found general deductions on the obser-
vation of isolated phenomena withounttaking into sufficient con-
sideration the collateral effect of all the rest.

To be able to determine the real cause of any rise or fall in
exchange, or to state positively that a specific cause has affected
the value of the currency in a specific manner, it is indispens-
able to weigh the pros, and cons. of all the different factors
that exercise an influence on the course of both international
and nominal exchange; in which must be included the increase
of foreign capital, the movement of imports and exports of mer-
chandise and bullion, the increase or decrease of foreign pay-
ments and a multitude of elements besides the mere increase
or decrease of the cireulating medium !

Of all the social sciences none has yet attained the same
relative degree of positivism as Political Economy. Fifty
years ago M. Leon Say in his treatise of Political Economy
wrote : —

“Les valeurs et les quantités dont elle s'ocenpe, étant suscep-
tibles de plus et de moins, sembleraient devoir entrer damns le
domaine des mathématiques, mais elles sont enméme temps sou-
mises i Pinfluence des facultés,des besoins, des volontés des hom-
mes; or on peut bien savoir dans quel sens agissent ces actions
diverses, mais on ne peut pas apprecier rigourensement leur
influence, de la limpossibilité d’y trouver les données suffisam-
ment exactes pour en faire la base d'un ealenl.”

Since that was written both Economic Seience and the colla-
teral and methodical study of Stafistics have taken great strides
and warrant thebelief that not only will the inevitable sequence
of economical phenomena be ultimately determined by laws as
mathematically precise as those that regard the movements of
the planetary system, bubt that even the purely moral
influence that the variations in such elements as will introduce,
will finally be also reduced to its mathematical equivalent.

‘What Hume and Comte term the *invariable antecedent, if
searched for in explanation of the appavent inconsistencies of
economical phenomena, will be found to be always reducible to
a positive quantity, and the variations that other factors of an
abstract character, such as speculation or polities, to which weare
all go dispoced to attribute the variations of exchange, to be

ap
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purely tramsitory, the real and final course of things being as
little affected thereby as that of the sun or of the everlasting
stars themselves.

With such a vast and promising field for investigation and
veform it is surprising that the numerous school of Brazilian
Positivists shonld have confined their attention almost exclu-
sively to other branches of Sociology, which, being less advanced,
are less likely to yield immediate results of a practical nature.

The general rise in prices, that must result from either an
inerease in the volume of the currency beyond the normal de-
mand, or of a fall in international exchange, will nltimately affect
all commodities alike, unless arbitrarily interfered with, but
will not do so simultaneonsly nor uniformly.

Some prices rise simultaneously and in the same ratio as that
of bullion, as has been already demonstrated, whilst others only
rige slowly and at long intervals.

The influence that this differential rise in prices exercises
on the cost of production and exports is most important, and
has never been properly analysed or appreciated, though, in a
general way it is now admitted that the depreciation of silver
has in some manner served as a stimulus to production in
countries that use a purely silver currency, such as India and
Japan, and that the depreciation of other eurrencies, such as
that of the Argentina, has operated in a precisely similar
manner, and placed those countries in a position to compete
with ofthers which employ gold currencies on more advantageous
terms.

The first commodities to rise in price on account of a local
depreciation of the currency must be exports and bullion, that
will rise simultaneously and uniformly so long as the foreign
demand remain the same.

This will be followed by a rise in the prices of imports, but in
a less ratio, for reagons already explained. The prices of labour,
and of local products not likewise imported or exported will
follow more slowly and with small additions at long intervals ;
and finally the rise will affect even official fixed salaries.

The only values that will not rise at all will be those of public
securities and fixed charges, and of debts payable in eurrency ;
these must, consequently, suffer a depreciation equivalent, not
to the _ise in the price of bullion, but to the average rise of ail
prices

There is always a considerable interval between the rise in
the price of bullion and exports and that of labour and local
values, such as rent, food staples, &e; and it is, unquestionably,
this differential rise of prices that conferssuch great and positive
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advantages on production and exports, by reducing their real
cost and raising profits, as, although if the depreciation con-
tinue long all prices must nltimately reach the same ratio from
which they started, in the meantime the advantages secured
are positive and would have communicated a great impulse to
production.

The great dangerlies in the improvement of exchange, that
is liable to destroy the advantages thus attained; as, when
exchange once commences to rise again, the prices of exports
must fall immediately, whilst those of imports and local values
will fall less and more slowly, and, consequently, the cost of
production likewise, just as they had risen tardily previously,
and thus reduce profits and discourage enterprise.

To take an example we find that the price of labour in the
factories of the Co. Union Fabril of Rio Grande has risen from
the year 1889 to 1823 from 18500 to Rs. 28368, equivalent to
53.1 per cent. ; whilst the prices of exports and bullion have
risen 151 per cent.

There is, however, no reason why wages should rise precisely
in the same ratio as exports and bullion ; on the contrary, there
are solid reasons why they should rise less, which consequently
they will do; because, even if all labour were to rise precisely
in the same ratio as exports and bullion, there would still be
some other prices, especially those of imports, which, in con—
sequence of the action of the customs’ tariff, wonld have risen
less, and so wages, although in this case they would have
only preserved their normal price, would have surpassed their
normal value.

Tivery successive increase of wages will, however, diminish the
difference between the prices of local values and those of
exports, until the point will be reached when the difference will
correspond merdly to that between the rise in the prices of
imports and that of exports, due to the influence of the customs’
tariff. If, however, this advantage were destroyed by the
recovery of duties on a gold basis, ultimately wages, and conse-
quently all prices, wonld have risen alike, and no attempt of
capital to prevent it will then succeed in keeping wages below
their proper price so long as the demand for labour is in excess
of the supply.

The rige in the prices of different local values and of labour is
neither capricious nor arbitrary, as is generally supposed, but
must obey definite and precise laws both as to the manner,
sequence and rate of increase.

Ashasbeen already shown, if even there were no foreign t-;;a.ﬂe
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at all a sudden increase of emission would raise prives; but in
this case the rise would be uniform and affect everything alike,
so that there would be no alteration of values.

In point of fact, when exchange falls, whatever may ba the
cause, the prices of exports and of imports must rise, the
former in the same ratio as gold and the latter in a somewhat
less ratio, and, consequently, a disburbance of all values will
ensue.

The fall of exchange would have been brought about by the
demand for exportable products exceeding the supply : the
price of exports and of bullion, therefore, would have risen in
proportion to the excess of the demand to the supply, by which
the rate of exchange is regulated, and those of imports would
have algo risen by their increased cost of production, but not in
the same ratio, in faet much less. There being no increasein
the demand for products of purely local consumption (such
as black beans farinha, house rent, labour, ete.,) their prices
would not be directly affected by the fall of exchange except
so far as their cost of production was affected by the rise of
imports and, consequently, would not rise on this account.

To take an example, beans and farinba will confinue to
exchange in precisely the same proportions as before the fall of
exchange, but their values in relation to exports and imports
will have undergone a change, and the same quantity of farinha
and beans which originally exchanged for a cerfain quantiby
of coffee and all three for the same number of milreis, will do
80 no longer; more farinha and beans will be necessary to
purchage the coffee and their values must be readjusted until
they suffice to exchange for the same quantity as before. If
then two sacks of beans sufticed originally to purchase one sack
of coffee and one of farinha, when each were worth 58000, if coffee
rose to 103000 the price of one sack of beans must be advanced
until it still continues to exchange for the same amount of fa-
rinha and of coffee as previously to Rs. 75500 and not to Rs.
105000 as would appear.

o .y 1 Coffee — 105000
2 Sack of Beans will — N e 58000

155000
1 Sack therefore = 78500 _
Theprice of farinha will, therefore, have risen asthat of beans,
but their value in relation to exports (coffee) and imports
will have been reduced; they will continue to exchange for
each other as before, but for less quantities of imported and
exportable commodities.
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Even this rise will not be immediate, and in the meantime,
more beans must be given for the same quantity of farinha and
coftve, or less bought. Ultimately, however, if the fall of exchange
persist, the rise in the price of exports and imports must affect
the price of labour, so that less beans will be produced for
58000, and their price must rise until it becomes equivalent to
the rige in labour and to that of the exportable products amd
imported commodities consumed in their production.

In the same way the price of labour must rise. If a labourer,
who earned Rs.303000 a month and was accustomed to spend
Rs. 208000 in farinha, beans, meat and other inexportable local
products and Rs. 105000 in clothes, colfee, and other imported
and exportable commodities, found that on acconnt of therise
in prices, consequent on the fall of exchange, he would now
vequire to spend 158000 on these last, he must either curtail
his logal expenditure or go without some of the coffee and
clothes, or else raise the price of his labour. At first he would
probably have to sacrifice his expenditure, but, ultimately, the
demand for labour being greater than the supply, wages would
advance from $30 to 835, increasing 17 per cent., whilst
exports and imports had risen 50 per cent. The rise in the price
of wages would then react as in the amount of his other local
expenditure, which would also rise, and so his wages would be
again insufficient, and must be again inereased until, finally,
the prices of exports, imports, and labour, and of unexportable
products for local comsumption not likewise imported had
all atbained the same level, equivalent to the rise in the price
of bullion. When this occured, wages could rise no further,
because, if they did, the local prices of exports and local
manufactures would be in excess of the foreion prices, the
demand would fall off, and prices fall again; in the case of local
manufactures the fall being brought about by the competition
of foreign imported goods.

In a gimilar manner rents must rise also. The cost of building
must be affected by the increased price of imports, and labour
and rents rise proportionately. If little or no building is
going on the rise will be produced in the same manner as that of
wages by the necessity of the landlord readjusting the value of
rent to the general rise of prices.

Salaries, especially official, will rise last of all, because the
supply of this class of labour is largely in excess of the demand.

The rise in the prices of labour to the same level as those of
exports and of non-exportable products not likewise imported
will be, however, extremely slow, and that of imports will not

rise at all to that level unless duties ave likewise levelled up to
| G
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the par value. Production and exports will absorb the whole of
the advantages that this differential rise of prices creates, local
manufactures finding in it merely a compensation for the disad-
vantages created by the reduction of duties that the fall of ex-
change has brought about.

EqQuivALENT 1805

LocAn PRODUCIS, KOT IMPORTED ”1?22“ OF
NOR EXPORTED ivpEiGe | RICRE) oy
exoianGy| OFAsB8 S thiroEs
s Ar 104d |

EXCHANGE |

Farinha Mandioca : per Sack...| 2$000 55140 | 13$000

Beans... s s ctEle 6830 168370 | 125500
Sugar {moscada) ~tnocto el ¥ OOT D0 178317 | 138500
ProDUCTS LIEEWISE IMPORTED
111 S P e e 178500 445975 | 108096
RICBL. vver creernsinsenaoriicsunnusenens| - 128500 | 328185 | 183500
Corni o 25600 65425 65600
1ERG e el e (kllo) 33068 5945 3740
Dried mca.t (X'l.rquc) $116 3298 $280
PN ORATUE 1 srvi s s omses wasaes siiia 115000 283270 | 285000
Imromnrs
Kerosene.. s, ; 7500 265775 85966

Wheat ﬁum Sa,vel age quuhtleq 175500 445975 | 105076

The prices quoted for farinha, beans, lard, rice and pine boards
are those of the producing market, Porto Alegre.

The prices of dried meat sugar, kerosene, ete., are taken from
annual review of the Jorwnan po Commercio of Rio Janeiro.

This table shows that the prices of local produce neither
likewise imported nor exported, as well as that also imported,
and the prices of imports themselves have not increased in the
same ratio as those of exports and of bullion in six cases ouf of
eight ; whilst the most notable exception, farinha de mandioca,
has risen much more, from 23000 to 135000 per sack, proving
this exceptional rise in price to be the effect not only of the gen-
eral rise of prices caused by the fall in exchange, but also of the
increased local demand for this particular product by other parts
of the country, which, whilst population has rapidly increased,
have not augmented their production in proportion.

Amongst the imports the most notable exception to the
general rule is that of wheat flonr, which has positively fallen in
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price from 178500 in 1888 to 10$076, in lieu of rising; the
reason for this apparventcontradiction is to be found, likewise, in
in the relations of supply and demand, it being well kmown that
in consequence of the enormous production the prices of wheat
and flour have fallen universally, and elsewhere even more than
in Brazil!

In consequence, the rate of the general rise in prices will cor-
respond to the ratio between the expenditure on account of ex-
portable and imported commodities and that for commodities
of local production neither exported nor imported and otherlocal
charges, such as rent;, taxes, etie.

This ratio will vary in every case according to the customs and
habits of different classes and even of individuals in the zame
place. It will be greater in fowns than in the country, and
amongst the upper than the lower classes ; and explains why the
depreciation of the currency is scarcely felt by the latier, whilst
its slightest variation affects the comfort of the former class.

It must not, however, be expected that the variations of prices
will correspond precisely to this rule, because prices are con-
trolled not only by the cost of production but also by the varia-
tions of supply and demand,

With the object of obtaining an illustration of the manner in
which the rate of wages and of profits are affected by variations
in the value of the eurrency, the operations of the Fabril and
Pastoril Company. of Rio Grande have been analyzed in detail
since the commencement of its operations in 1884,

This Company may be regarded as typical of a properly con-
ducted mauunfacturing husiness, as also of the general rise and
fall of hoth wages and profits.

Turning to the table fronting page 177 it will be found that
wages underwent the following variations since 1885, when the
ayerage wage was 15600 paper per diem equivalent to 15100 gold

at the then rate of exchange 18 - pence. a3
‘:i‘;.?t]]:ﬂti;f AVERAGE AVERAGE RIEE AND ];l.:'::l. AC.PN E'D IE‘IAS:L A-;F‘n
'W.\l';'RF- HATE OF RATE OF FATL OF NOMINAL REAL
IN CUK- WAGER IM EXCHANGE | EXCHANGE WAGES WAGES
rENcy | GOLD Pence o Currency | Gold
1885 13600 | 15100 | 18 9/16 2825
1886-1889| 18576 | 15412 | 25 5/8 | +20.4% |— 1.5%|—104 %
1890-1894| 15842 | 05985 | 12 T/16 | —47.4%, |+ 15.0 %
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Exchange rose in 1886-1889 to an average rate of 258, or 20.4
per cent., but wages fell only 1.5 per cent. estimated in currency,
and show a posifive increase equivalent to 28.2 per cent.if redu-
ced tio their gold value. Inversely when exchange fell in 1890-94
tio an average rate of 12 %= pence, or 47.4 per cent. estimated by
their gold value, wages only rose 104 per ecent., if estimated at
their real value although their nominal or currency rate had in-
creased 15.0 per cent.

For comparative purposes the standard rate of wages adopted
has been fixed at 15200 gold per diem. For the whole period of
10 years, 1885-1894, the rate of wages shows an increase of 14.2
over the initial currency rate of 15600 in 1895, buti a depreciation
of 3.08 per cent. compared with the gold standard. From 1885 to
1887 with a rising rate of exchange, wages showed a slight: appre-
ciation of 0.34 per cent, in their real value, which increased to
14.33 percent. in 1887-90 when exchange rose to par whilst during
1890-1894, when exchange fell violently to an ayerage of 15}
pence, the real value of wages was depreciated 21 per cent. In
1894 in spite of the rise in nominal wages from 18793 in the
previous year to 24358, the depreciation, with exchange at 10}
pence, was 215 per cent. and sfill continnes. The greatest de-
preciation of wages was in 1893 when it reached 34.8 per cent.,
and the greatest appreciation 37 6 per cent. in 1888 when ex-
change rose to pas.

This table demonstrates indisputably, if indeed any proof were
required, that the rate of wages neither falls mor rises in the
same proportion as the appreciation or depreciation of the cur-
rency bub always in a less degree. If similar careful analysis
were effected in regard to other classes of labour in different
parts of the country it is certain that similar results, though not
identical in all cases, would be obtained. There is unques-
tionably a settled maximum depreciation for each locality that
cannot be exceeded without causing disturbance of the relations
of Labour to Capital; a maximum which varies with the different
standards of living in different trades and localities, which in
turn are determined by the general rise of prices, and not that
of gold or exportable and importahle commodities only,

In order to analyse the manner in which the profits of the
Company have been affected by the rise or fall of exchange it is
indigpensable to reduce both the capital and profits realized to
a standard value, as no comparisons can be instituted on the
basis of paper-money of oscillating value.

Tn order to reduce the Capital of the Company to its real or
gold value it has been divided into *fixed” and “circulating.”
The fixed Capital is represented by the expenditure as shown in
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the Company’s annual halances on account of machinery, build-
ings, ete., reduced to itsreal orgold value at the average exchange
for the year in which each separate expenditure took place. The
cireulating capital, being preserved in currency, has been reduced
to gold at the average rate of exchange foreach year, and the
sum of the two, fixed and circulating capital, then represents the
real or gold value of the capital invested for any year. From
1885-1888 1o circulating capital was employed, and was probably
substituted by loans, which probably accounts for the com-
paratively low rate of profits for those years.

The average capital employed for the 11 years 1884-1894 was
Rs. 1498:8183 currency, but reduced to gold in the manner de-
seribed, was only Rs.976:2185.

Gross profits represented 17.81 per cent. estimated in eurrency
on the curreney capital for the whole period 1884-1894, and redu-
ced to gold yielded a profit of 19.0 per cent. on the gold capital
cmployed. Profits estimated in currency were 11.23 per cent. from
1884 to 1887 with a rising rate of exchange, 14.91 per cent. from
1887 to 1890 with exchange about par, and 24.25 per cent. from
1890 to 1894 when exchange fell lower than it ever had before.
The same precedence is observed in the rate of gold profits which
were 11.06 per cent. in 1884-1887, 18.8 per cent. 1887-1890, and
22.3 per cent. 1889-1894, caleulated on the real gold capital em-
ployed.

That the ecapital reduced to gold in the manner indicated
represents its real value is evident because, allowing for deprecia-
tion and appreciation of property and plant, it represents their
true cosb and that at which both the fixed and eirculating capi-
tal conld be replaced, the true test of value.

The aggregate profits resulting from the fall of wages below
the standard, 15200, for the whole period 1885-1894 amounted
only to 5:510§ gold, the profits of one period being almost balan-
ced by the losses of another. The average dividend actually
distributed was 13.45 per cent. in currency for the whole period
it was greatest in 1894, 22 per cent. In gold it represented a
dividend of 16.7 per cent. on the real capital employed for 1894,
The advantage gained in the long run from the depreciation of
wages has not, therefore, been so considerable as might be
imagined, and only amounted to about 3 per cent. of the gross
profits realized. Of late years, however, owing to the extradrdi-
nary depreciation of the currency profits of this origin have in-
creased immoderately, being in 1893 Rs.115.8905 gold, or more
than 33 per cent. of the gross profit realized | In 1894 a rise in
the rate of wages reduced this class of profits to more moderate
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dimensions, 61.544% gold or 14.3 per cent. of the gross profits for
that year.

Undoubtedly, the constant osecillations in the value of labour,
that the changeable value of the circulating medium entails, is
a most serious and unsatisfactory feature of our economy, caleu-
lated to create endless disturbances and disngreements between
Capital and Labour, one of which must be the suiferer by every
oscillation of exchange. The advantage that Capital and In-
dustry are now gaining, partly at the expense of lahour, in conse-
quence of the depreciation of the currency must inevitably be
lost again when exchange commences to rise.

Any means of arriving at something like stability in regard
to the rate and value of the wages of labour would, therefore, be
a boon not only to labour but to the nascent industries whosze
prosperity and very existence might be seriously threatened
by any violent improvement in the value of the currency.

In regard to the inerease in the profits of production result-
ing from the depreciation of the currency Stewart Mill remarks,
in agreement with most other Kconomists, that ¢ There is no
way in which a general and permanent rise in prices can benefit
anyone except at the expense of some one else ;” and in vespect
tio the species of forced transfer that the depreciation of the car-
rency effects from Creditors o Debtors goes on to say, * this
might be regarded as an adventage to Industry, since the pro-
ducing classes are great borrowers and generally owe larger
debts to the unproductive classes than these owe to them, espe-
cially if the National debt he included. It is only thus that a
general rise of prices can be a source of henefiti to anyone, by di-
minishing the pressure of fixed burdens, and this might be ac-
counted an advantage if integrity and good faith were of no
more importance to the World and to Industry and Commerce in
particular.”

Any attempt to deliberately debase the coinage or depreciate
the eurrency with the object of obtaining the immoral advantage
that such a proceeding would confer on debtors at the expense
of ereditors would, doubtless, merit even severer strictures ; but,
had Stewart Mill a wider acquaintance with the modus operandi
of a chronically inconvertible currency, he would unqueskionably
have qualified his denunciations, and admitted that a deprecia-
tion of the currency may confer great and general advantages
whitst the injury inflicted on certain classes is not so great as it
appears.

It is true that thedepreciation of the currency will inflict a cer-
tain degree of nominal loss on creditors for the benefit of debtors,
but this would be a absolute equivalent loss only if the currency
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had never been previously depreciated and the debts had been
contracted for a real value in excess of that at the depreciated
rate; but if all debts were reduced to their real value at the cur-
rent'rate of exchange at which they were contracted, especially
if the National debt be included, the nominal or apparent loss
would be considerably reduced in some instances, and in others
disappear altogether.

There is no logie in the pretension that attempts to bind the
debtor but leaves the creditor free to take all and every advan-
tage that the oscillations in the wvalue of the currency may
confer.

If & moral obligation exist on the part of the debtor to in-
demnify the creditor for any loss that the further depreciation
of the currency may inflict, surely a similar obligation must
exist on the part of the ereditor, when by an accidental improve-
ment in its value, to which he has contributed perhaps little
or nothing, a similar loss is inflicted on the debtor!

In 1890, previous to the conversion of the 4 per cent. gold *apoli-
ces,” the nominal value of the internal debt payable in currency
(apolices) was Rs.381.607:7045. If this nominal value be reduced
to gold at the average cmirent rate of exchange of the year in
which each separate amount was issued it will yield a real value
of only Rs.307.072:198% actually received by the State, the dif-
ference between the two representing the excess that the State
must pay if redeemed at par, and is equivalent to a positive loss
of 19.5 per cent!

The average real value received would yield the equivalent
nominal value at an average rate of exchange of 213d., that,
may, therefore, he regarded as the true par value of € Apolices’
that is, the value that would yield neither profit nor loss either
10 debtor or creditor!

The holders of ¢ Apolices’ payable in currency constitute cer-
tainly the class most injured by a depreciation of the currency.
Tt will be, therefore, interesting to examine what the real injury
inflicted amounts to were the present holders likewise the origi-
nal purchasers, and whether itis not in a great measure com-
pensated indirectly in other ways.

In point of fact, as long as the holders of “Apolices’ eontinue to
reside in the counfry, they will, in consequence of the deprecia-
tion of the currency, suffer from a depreciation in the real er gold
price of their securities, but not from an equivalent depreciation
of their value. Their nominal or currency prices will remain unal-
tered and continue to purchase, if not the same quantity of com-

modities as previously, at least a quantity that will have suffered
g



— il —

much less reduction than that which the value of the currency
itself had undergone.

If, for example, a person owned Rs.60:0008 in 5 per cent. “apo-
lices’ which yielded an annual interest of Rs.3:0008, that, when
exchange stood at par sufficed for all his annual expenditure, and
exchange fell from 27d. to 9d., as the consequent rise in prices
would not be uniform, the average general rise would not, prob-
ably, exceed 100 per cent. He would, therefore, only be obliged to
double his expenditnre to maintain the same standard of living,
and the wvalue of the Rs.3.0008 would have been depreciated only
50 per cent.,while its bullion value or gold price would have fallen
66 per cent. So that, as far as its general power for purchasing
and payment was concerned, its depreciation would, therefore,
be represented by an exchange of 131d. instead of 9d.!

The real eost of these ‘apolices,” however, as has been shown, is
not represented by an exchange of 27d but of 213, and, conse-
quently, the real loss to the owmer of the ‘apolices’ will be
the difference between this value and ifs general purchasing
power, equivalent to 8% pence, or 37.9 in lieu of 66%. in other
words, the barter value of the original investment will have been
depreciated in this ratio.

Turning now to the currency we find that the actual amount
of treasury notes for which the State was directly responsible in
1894 was Rs.368.712:096. The whole amount of Treasury notes
emitbed yieldedatthe average current rate of exchange of the year
in which they were issued areal value (ingold) of Rs.299.291:693.8
of which 173.5609:3685 (gold) have heen called in, leaving a ba-
lance of Rs.225.782:3238, that representsthereal value received by
the State in exchange for the amount actuallyin cireulation, The
difference hetween the real and nominal value is Rs.142.929.773,
and represents the loss, 38.7 °/,, that wonld accrue to the State
if these notes were redeemed at par!

The equivalent of these mnotes, as they were emitted, was
spent by the Government, which received in return certain ser-
vices or commodities, the price of which would be regulated by
the usual considerations of supply and demand, and vary with
the osciliations in the value of the currency. Consequently, their
real value would correspond to that of the currency, and not to
its nowminal or par value.

This, however, would not be trueif theemission were applied to
the payment of debts contracted when exchange was higher,
or of fixed salaries, for the service of the internal debt, in °
which cases the loss would be divided between the State and its
creditors, the loss to the State being the difference between the
nominal value and the real value of the debt at the date it was
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contracted, and that of the credifor the difference between its
real value at the two dates.

The aggregatereal value received Rs.225,782,5255, wouldgive a
nominal value of R8.368.712.096%, equivalent to the actual amount
of treasury notes in circulation at the rate of exchange of about
194d; which, if the whole had been applied to payment
of current expenses and nob of back debts, would represent the
true par value of the currency.

The pretence to saddle the State with the obligation of re-
deeming its debt, hoth of ‘apolices’ and treaswry notes at
its par or nominal value would impose a loss of Rs.217.525.2803;
equivalent to 40.8 °/, of the real value: received.

The holders of internal bonds payable in gold will not only
suffer noloss from the fallof exchange, hut will realize an entively
unearned increment of profit in the enhanced value of their
bonds, which will at a low rate of exchange purchase more than
at a higher rate ; but this advantage is confined entirely to re-
sidents in the country itself, and does not extend to bonds held
abroad. Special taxation of this class of property, such as is,
proposed by the Minister of Finance, iz perfectly legitimate
and justifiable so long as it be limited to the amount held in the
country, and, in fact, is a recognition of a principle that hasalready
been accepted in many of the prineipal countries of Europe and
ig destined to become general, the taxation of unearned pro-
fits in whatever shape they may occur.

If the principle of taxation of unearned profits is equitable,
which is now scarcely disputed, there can be no reason why such
profits derived from the depreciation of the currency should be ex-
cepted; and, consequently, the holders of apolices could scarcely
complain if the value of their securities were permanently regn-
lated in such a manner as to exclude this unearned inerement
altogether, by means, for example, of a reduction of the stan-
dard value of the mil reis.

In attempting to balance revenue with the rapidly increas-
ing expenditure that must result from a general rise of pricesthe
weakest will go to the wall, and subaltern employees of all kinds
be wure to suffer by their salaries not being included in
the general rise of prices. No doubt, nntil salaries were re-ad-
justed to suit the new eonditions and values, some hardship would
be suffered by this particular class, thongh, if employers still con-
tinued to serve on these reduced terms it would be sufficient
proof that their services were previously too highly recompens-
ed, and that the competition of other more highy compensated
but more laborious cceupations, was still insufficient to divert la-

bour to other channels. As Mill says “the merely mechanical oc-
Qr
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cupations that demand little skill or judgment and less labour
have been everywhere too highly recompensed, not on account of
any scarcity of supply but from the unaccountable but universal
anxiety which all governments exhibit to regulate the expenditure
or rate of payment of their employees, not by usual method of
competition, but by theirsocial importance.” If, therefore, this
class suffer somewhat more than others in consequence of the
unequal rise of prices it may be regarded with certain equa-
nimity as some compensation for a previously exaggerated rate
of payment.

Other administrative expenditure cannot, however, be pre-
vented from rising in a similar manner, and the general rise of
prices must result in a proportional increase of national ex-
penditure, and, unless provision be made to meet it by an
inerease of taxation,income will prove insufficient and deficifs
must arise !

He
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that employed only at the close of the year on the reorganization of the Mills;

Calculations for the rate of wages and their depreciation for this year (1893) require to be modified when the

precise average number of hands employed is defermined. The number estimated, 929, heing,

we are informed,



Deficits

Deficits | ah ¢ There's the rub !’

Deficits innumerable, annual, perennial, everlasting and ever,
increasing deficits !

In these three syllables is comprehended all the mystery of
Brazilian finance, the “head and front of its offending.”

It is a truism, cela va-sans-dir, that without deficits there
would be no National debt and no inconvertible government
issue, becanse debt, deficits and inconvertible paper-money are
all, in a sense, synonymons, What we have to examine is whether,
admitting a certain amount of indebtedness as unavoidable or
advantageous, the balance is not the result of failure to liquidate
ordinary current expenditure with ovdinary revenue; and
whether that is not the frue cause of the excessive indebtedness
of the country as well as of the depreciation of the currency !
Without debt, it will be objected, there would likewise be no
Railways, no Steamboats, no Telegraphs, little Immigration and
less Progress.

That, however, is not so certain. And if it were, where is the
harm? Was life less agreeable, or liberty less secure before
Steamboats or Railways were heard of in Brazil ?

Progress, the catehword with which men strive to dignify their
haste to be rich, might have tarvied, and development have been
postponed, but with or without artificial aids the overflow of
Buropean labour and capital could met for long overlook or
miss a country that embraces so large a proportion of the whole
habitable surface of the globe !

The question is; whether this vaunted Progress has not heen
too dearly bought? and whether the same ends could not have
been compassed by the surer if slower methods of Self-help.

America for the Americans, is the cry ! but our acts belie our
words. Wae sell our land, and pawn our labour, and endanger
our liberty and independence, for foreign gold, import thousands
of alien serfs, and call it Progress !

It is nofi that we love our country less, but that we love ease
and wealth more, and these are only attainable by the aid of
foreign labour and foreign capital, or else by the disagreeable
process of working ourselves !

Was it, then, worth while to pile up a huge debt merely to
anticipate by a few years the inevitable, and fill the country

0%
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with an alien and heterogeneous population with few of the.
characteristics necessary for assimilation and conversion into
good and useful citizens of a vigorous and homogenous
nationality ? Was all this selling of our birthright, this dis-
counting of the future necessary, and could it not very well
have been dispensed with ?

Perhaps it was necessary and beneficial; but the doubt will
stick whether any single real advantage has ben gained by the
sacrifice of so much that should be dear and is costly, ox could not -
have been attained with greater economy of dignity and treasure
by less artificial methods if left to private enterprise and ini-
tiation, in place of being prematurely undertaken by the all
absorbing overshadowing officialism, that, like the dangerouns
Upas tree, that poisons all who take refuge beneath if, saps
the vitality and independence of the National character.

Progress is a good, an excellent thing, but it must be uniform,
or ceases tio be true progress, and degenerates into mere money-
grubbing. If the general moral and intellectual developments
does not keep pace with the material advance, manners, customs,
and morals will all suffer, and the National character dege-
nerate!

Can we conscientiously believe that this has not already taken
place here, as in all other American countries which have gone
through the fires of a ‘crisis of progress”!

If the official returns of ordinary revenue and of expenditure
on the previous page are analysed for the period 1861-1893, it
will he found that expenditure has always exceeded revenue
without a solitary exception !

The perennial recurrence of deficits would seem to indicate
either an absolute indifference in regard to the financial equili-
brium or a chronic inability to even approximately estimate
future expenditure and resources, and approaches nearer to a
solution of the problem of perpetual motion than any yet
presented.

Deficits ereate debt, and this again multiplies deficits, and so
on ad infinitum.

The total value of the National debt contracted since 1861,
taking the real value of “apolices™ and treasury notes at par,
was in 1893 equivalent to Rs874.318:6023. Deficits for the
same period amounted to Rs.820.148:0005%, leaving a balance of
Rs.54.170:6025 to be accounted for, equivalent to 6.2 % of the

nominal value received, and represents the loss realized on the
different emissions.
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Of the total debt the Paraguayan war consumed Ras.
327.005:0008, and the construction of railways Rs.201.643:0008,
leaving a balance of Rs. 251.500:0008, or 30.56 °/, of the nominal
value of the whole debt, that has been expended in liquidating
deficits arising from the deficiency of ordinary revenue to cover
ordinary expenditure.

Such a system of finance continued for a, long series of years
could only culminate in disaster and discredit, and can scarcely
recommend ifself to even the most ardent advocate of progress
at any price’ that has any respect for the National honour and
dignity.

However convenient such a system of lignidating current ex-
penditure may appear, thus endeavouring to shift the burden to
the broad shoulders of posterity, it cannot be defended on the
grounds af either equity or morality. The expenditure neces-
sary for the construction of railways and other useful public
works, and even that for national defence, might be reasonably
shared by posterity, as their advantages will likewise be.
Loans amortizable at long dates, or even not amortizable at all,
for such objects appear reasonable and legitimate when no other
resources are immediately available; but to attempt to saddle
future generations with the burden of our own extravagance or
incompetence is not only unworthy of a great and wealthy com=-
munity, but also almost invariably fails in its object and in-
stead of shifting the burden merely perpetuates it, without any
proportionate advantage to those that contracted the original
debt, From 1861 in 1893 the sum of Rs.251.500:000% expended in
liguidating administrative deficit is, exclusive of the cost ot the
Paraguayan warandthat of railway construction ,represents8.4%
of the aggregate value of ordinary revenue for the same period,
that amounted to Rs.2.964.055:518%; so that by simply increas-
ing taxation in this proportion and balancing expenditure and
revenue, 30 °[, of the total debt might haye been entirely avoided

The coefficient of the interest of the debt in 1893 was Rs.25021
gold per capita. Deducting 70 °/, for that part of the debt admit-
tedly unavoidable or advantageous, the, balance of Rs.03607 per
head represents the increase of taxation that has to be met to
satisfy the service of the debt confracted for liquidation of
deficits, and is precisely 8.6 % of the value of ordinary revenue
for 1803. In other words it is almost exactly equivalent to the
inercased taxation that would have sufficed to liquidate all
ordinary expedditure without the necessity of incurring any
debt at all!

The Brazilian people have, therefore, been patiently paying
away immense syms only to find themselves at last in almost
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precisely the same position as if the debt had been annually
liquidated by increased taxation in liew of loans, but saddled in
addition with a permanent burden of debt that must also be
paid off some time or ofher.

This unexpected result is chiefly the effect of the employment
of local eapital, and would not have occurred had foreign capital
been substituted. An internal loan decreases productive capital
and canses a fall in the prices of lahour and rate of profits.
In rapidly developing countries such as Brazil, where the
demand for labour iz always in excess of the supply, the loss
will fall almost exclusively on the profits of capital and exercise
an almost identical effect as actually taking the whole sum
required by taxation during the year, with the difference
that in this case no permanent debf would have been con-
tracted !

Stewart Mill, in his Principles of Political Economy, drew
attention to the comparative disadvantage of raising money by
loan instead of the taxation of which the facts and figures
just quoted afford such a notable confirmation. The principle
advocated by Mill has obtained a general approval, though
few Nations, with the exception of G, Britain and the U. States,
have had the courage or the energy sufficient to put it into
practice.

In G. Britain it has long been the rule that all national
carrent expenditure, of whatever kind it may be, must be paid
by taxation, and that the debt shall not be increased except in
case of a great emergency.

In the U. States the principle has been carried yet further, it
being there decided to pay off all liabilities past and pre-
sent by taxation. In 1865, at the close of the great Rebellion, the
debt amounted to $2,7566,431,571 dollars. This enormous debt,
contracted almost entively to defray the expense of the rebellion,
has been reduced in 31 years to $1,780,480,669 in 1894; and will
be: probably paid off altogether in the course of another 20
years, almost entirely by the same generation responsible for its
origin.

Deficit and debt, debt and deficit pursue each other in a
vicious and ever widening circle, from which there appears no es-
cape. Without apparent origin or finality cause confounds itself
with effect, until effect seems to be its own cause !

Enquire; what is the cause of deficits? The answer will be
foreign debt and the fall in exchange. Reverse the question:
and enquire the cause of the fall of exchange, the answer is
deficits and debti! 100
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No eseape from such a cirele except by cutting it, as Alexander
did the knot.

Leaving out of consideration the guestion of origin,let us now
examine the causes that contribute to perpetuate and exag-
gerate deficits.

If it is true that without deficits there would have been no in-
convertible paper-money, and, consequently, no depreciation, of
currency, it is equally certain that the fall of exchange is a
cause of their perpetuation.

Analyzing the origin of deficits it will be found that the ex-
cess of expenditure over ordinary revenue has been cansed
chiefly by the depreciation, and only secondarily by the abso-
lute increase of expenditure.

The total loss due to the depreciation of the currency, or fall
of exchange, for the period 1860-1893 amounts to an aggregate
value of Rs.795,107:0065 currency, equivalent to 75.3 ¢/, of the
aggregate value of deficits (Rs.1,065,133:496 currency) for the
game period. Of this loss, however, only Rs.225,842:3005 or 21.4 °/,,
corresponds to differences of exchange on the foreign expenditure
of the State, the balunce of Rs.569,264:8045, or 53.9 ,/° being the
exclusive result of the depreciation of revenue operated by the
practice in vogue of recovering duties on imports in currency,
whilst the appraisements,on which their value is based, are in gold!

In consequence of this mischievous system, whilst the real
value of revenue decreases with the depreciation of the currency,
the value of part, at least, of the expenditure, that for foreign
charges, remains constant; and, even if the cost of local ex-
penditure did not likewise increase in consequence of the general
rise in prices, the equilibrinm of the estimates must thereby be
disturbed and deficits become inevitable.

To arrive at any correct estimate of probable expenditure
under such circumstances is imposgible. The difficulty of for-
seeing the course of exchange makes it impracticable to talke
this important factor of the ultimate value of expenditure into
sufficient consideration; consequently, deficits must be the rule
so long as exchange continue to fall.

That this is so scarcely demands proof, il saut aux yeuw, but
if further confirmation were necessary it is amply afforded by the
statistics of deficits during the last 35 years. During the three
periods of vising exchange the average annual nominal value
of deficits was only Rs.15,039:8135 currency, and during those of
falling exchange Rs.47,589;8255. If, therefore, the fact that ex-
change has been steadily falling for 20 yeavs out of the 35 is
properly appreciated, it will not require much perspicacity to
comprehend the annual recurrence of deficits in the estimates,
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The extraordinary expenditure on account of the Paraguayan
war makes any comparison of expenditure difficult for the dif-
ferent periods, even if allowance is made for this item.

1t is evident, however, that there has heen a considerable
incrense of expenditure since the period 1861-1869, whether ifi is
appraised at its real or nominal value.

The coefficient of the nominal value of expenditure for the
period 1860-64 stood at Re.65636 currency per head, and increased
174 ©f, to 143384 during the war; at the conelusion of the war
it fell to 118737 in the period 1870-75, rising again to 19$552 in
1893. The total nominal inerease of expenditure since 1860-64
was, therefore, been 194 ¢/,, which if it were real would constitute
an enormous and insupportable increase of fiscal burdens.

The study of comparative taxabion and expenditure for dif-
ferent periods can be of little use so long as it is based on a
variable value such as the inconvertible currency. To compare
the taxation of one period with another, nominal values must be
reduced to the uniform gold standard.

The real or gold value of the expenditure per head was 63413
in the period 1860-69 and rose to Rs.95981 in 1893, an increase
of only 55 “/,, compared with that of 104 °/; in its nominal value.

In the 2nd period 1865-69 expenditure, owing to the extra-
ordinary outlay of the Paraguayan war, took a great leap, in-
creasing suddenly 73 ¢/, from Rs.6.5473 to Rs.115122 gold per
head, anincrease thatwas to be expected under the eircumstances,
but which, at the close of the war, was never wholly recovered,
expenditure falling in the next period, 1870-75, to only Rs.10%-
808 gold, and continuing to rise again until it reached the maxi-
mum of 11$808 gold in 1886-1889; and shows how much more
simple a matter it is to increase cx]‘mnd_mtum than to reduce it
again to its normal level.

The increase of 55 % in the real value of expenditure, small
as it appenrs compared with the nominal increase of 168 %, would
have been, if not unbearable, at least extremely irlsome unless
compensated in some manner. This was accomplished for a time
by the very simple method of transferring part of the burden to
the shoulders of posterity in the shape of loans.

Turning again to ordinary revenue, we find that if appraised
at its nominal or currency value, there has been an almost
uniform increase equivalent to 168 % from the period of
1861-1864 that of 1890-1893, when the coefficients were 63034
and 165194 per capite respectively, whilst expenditure hag risen
still more, or 194 .

Thisapparent increase of revenue, and consequently of taxation,

is, however, almost purely nominal; in reality it is much lessand
L1
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illustrates the worthlessness of comparigons between values that
vary with every oscillation of exchange.

The real value of receipts per head for the period 1860-64 was
5§816 gold, and rose only 16.6 per cent. 1063898 gold in 1890-93,in
Jieu of the increase of 168 per cent., shown in their nominal value.

The real value of Revenue and taxation has, with the single
exception of the period 1865-1869, always been greater during
the periods of rising than during those of fallingexchange.
For the three periods of falling exchange the average annual
value of revenue was Rs. 78191 gold per head, and during those
of rising exchange Rs. 85302 gold.

If, however, the first two periods be eliminated, on account
of the extraordinary expenditure of the Paraguayan war, and
comparisons limited to the postervior periods, the result is
even more striking. The average revenue and taxation is then
only Rs.7§936 gold for two periods of falling exchange, against
98546 gold per head for those of rising exchange, a difference of
20 per cent. in favour of low rates of exchange.

This reduction of the real value of taxation must correspond
to either an increase of deficits to be made good in the usual
manner by loans, or else toa positive reduction of local expendi-
ture.

The periods during which the real value of revenue was great-
est are those of 1870-1875 and 1886-1889, when exchange rose
rapidly to par, and the average coeflicients wera Hs, 95092 and
Ris. 95998 rvespectively. The coefficient of revenue fell to 63898
gold in 1893, a rate lower than that of any previous year with the
gingle exception of 1895 since 1870, although its nominal value
estimated in eurrency had risen to the highest rate yet attained,
Ra. 195532 currency.

The fact that revenue, and consequently taxation, have di-
minished, proves little if the decrease is only the result of
insufficient taxation and of the liguidation of deficits by loans; but
if the sghrinkage of revenue isaccompanied by a simultaneous
shrinkage of expenditure, it may fairly be concluded that a real
economy has been effected in administration.

The coeflicient for the periods of falling exchange posterior to
1870, (the close of the Paraguayan war) was Rs. 108026 gold
per head, whilst during the two periods of rising exchange it
was Rs. 115071 gold.

The actual expenditure per head in 1891 was Rs. 83340, and in
1893 Rs. 83319 per head, a rate that, with the single exception
of 1885, represents the lowest rate of taxation for any year since
the commencement of the Paraguayan warin 1864

The coefficient of expenditure was Rs. 135064 per capita in
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1889, the highest rate attained with the excepfion of 1887, and

fell gradually to Rs. 88330 in 1892, and Rs. 85319 in 1893 a re-
duction of 36% .

As it is notorious that since 1889 the general national ex-
penditure has not been eurtailed but rather inereased in volume,
whilst foreign expenditure has altered but slightly, this
economy of 36%., in the real expenditure of the Nation can
only result from a positive reduction in the real value of the in-
ternal local outlay, and is the consequence and the differential
rise of prices; in other words, although paying higher prices if
estimated in currency, the purely local expense of administration
is effected af a greatly reduced value !

Every time exchange falls the nominal cost of the administra-
tion must rise, taxes increase, and the cry for economy goes up
to heaven!

If the gratuitous advisers and advocates of economy had
studied facts, they would nof, perhaps, have been so ready to
hunt up mares’ nests and recommend impossibilities.

Let us institute a comparison between the actual financial
situation and that of 1889, the year that is locked back on with
general “sandades® as the golden age of Brazilian finance. Per-
haps, after all, the reviled present will result not'to be so black
as it is painted, whilst some of the gilt may easily be rubbed off
the haleyon past. 102

Total Expenditure in 1889.

Service of foreign loans National | Rs. currency Ra. gold.
gold loans and guarantees..... |  32.079:037§ 32.079:037§

Interest on the internal debt

payable in currency (apolices)| 19:079:669% 19.079;669%

Total value of fixed payments.., 51.158:706% 51.168:7065
Other foreign Goverment Kx-
Penditire .. e ceressasiaies
Balance available for all other

local Expenditure..............e. 130.007:7538 | 130.007:753$

5.000:000% 5.000:000%

Total expenditure: Exchange
27d. Pars.iccieisiiviiniiennee | 186.166:4598 | 186.166:4598
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Total Expenditure in 1893,

Service of foreign loans, National | Rs. currency Rs. gold.
gold loans and guarantees..... | 78.259:063% 33.333:095%
Interest of the Infernal debt
payable in CUTTeNCY............. 13.330:789% 5.688:9168

Total value of fixed payments... | 91.569:8525 $9.022:011%
Otherforeign BExpenditure(same
B8 8OT RN e b (254189098 10.000:000%

115.068:761% 49,022:011%
Balance available for all ofher

local Expenditure................ | 183.790:132% 78.270:957%

Total Expenditure : Hxchange
1103d... .« eoeveeieiiiionneennnnn.... | 298,858:893§ | 127.292:968§

In 1889 exchange stood at par and, consequently, real and no-
minal values coincided. In 1893 it had fallen to 11% pence.

If then all prices had risen uniformly in the same proportion
as that of bullion and exports, the cost of the purely local ex-
penditure, exclusive of all fixed payments, must have also risen
proportionately, by 134.4°(,, and from Rs.130.007:753§ in 1889
to Rs.304.738:1735 currency in 1893. In reality, however, local
expenditure of this clags did not exceed Rg.183.790:1528
currency, and the difference can only represent a positive
economy, that has been brought about by the influence of the
differential rise of prices on the cost of administration. In
other words, whilst the nominal or currency cost of all
foreign expenditure has visen 134.4°/o, that of purely local ex-
penditure not comprised in fixed payments has increased only
41.3 per cent ! :

With the best will in the world to economize there are cer-
tain fixed payments that admit of no veduetion. The service of
the foreign and internal-gold debt exacts the same real value
when exchange is as 10 as at 21 pence. Consequently as exchange
falle the nominal cost of itn service mustincrease proportionately.

Tn 1889 the burden of fixed gold payments on aceount of loans
and guarantees amounted to Rs.32.079:0375 gold, and rose slightly
to Re.33.333:0958 in 1893, or only 3.9 per cent., whilst the ratio of
fixed payments to total expenditure had risen from 17 to 26.1
per cent., which, unless compensated in other ways, must neces-
sarily have resultied in thecomplete disorganisation of the finan-
cial equilibrinm. As exchange falls either taxation and revenue
must be inereagsed or local expenditure must be diminighed. If
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revente remained the same, for example, and exchange fell to 3d.
the ecostof the serviee of fixed gold burdens would absorh the
awhole of the revenue and leave nothing at all for local expenditure !

Fortunately, the notable and simultaneous decrease of the real
value of the service of the internal debt payable in currency
(apolices) afforded in 1893 an appreciable and indispensable relief.
The shrinkage from Rs19.079:6698 gold to Rs.5.688:9165 of
this class of fixed charges was in part due to the conversion of
a large quantity of ‘apolices’ into internal 4 percent. gold bonds,
but chiefly to the depreciation that the fall of exchange operated
in the real value of their service. For this reason the real va-
Tue of fixed charges in 1893 showed an important reduction from
R.51.158:7068 gold to Rs.39.022:0118, which would have been
still more accentuated but for the fatal mistake commifted in
1891 of converting currency into gold bonds.

The returns for other government expenditure abroad for the
year 1893 not having been obtainable (in Rio Grande) they have
heen appraised at the same rvate as for 1891, at Rs.10.000:000%
gold which is 53 per cent. more than in 1889 :

Deducting, thervefore, the value of ull foreign fixed payments
from the total expenditure there remained a balance over in 1893
of Rs.78.270:9575% gold, which must have sufficed to liquidate all
other local expenditure of every deseription, unless part remained
unpaid. That elass of expenditure demanded in 1889 the disburse-
ment of Re.130.007:357% gold. If, therefore, it was satisfied in
1893 with a disbursement equivalent to only Rs.78.270:957§ gold,
and the volume of the paymentsit represents had remained the
same, their value must have experienced a corresponding depre-

ciation.
One of two eonclusions is therefore inevitable, either the rate

of expenditure in 1889 was excessive, or in 1893 it was insuffi-
cient, and a real economy has been effected.

Taxation, however it may be levied, whether in gold, or currency
or in kind, equally represents the amount of labour that is exac-
ted by fiscal necessities from each contributor. If, for example,
in 1889, when exchange was at par the State demanded the equi-
valent of ten days’ labour per annum that yielded an aggregatoe
value of Rs.186.165:589% in gold, whilst in 1893 it only exacted
labourto the value of Rs.128.292:968%, it is clear that, if the value
of labour has continued constant, fiscal exigencios could be satis-
fied with the sacrifice of only 6-1 days in lieu of ten, and the dif-
ference would representareal and positive remission or reduetion
of the burden of taxation as regards the mass of econtributors,
though it would not affect all alike.

This is, undoubtedly, what has taken place in practice ; some

g3
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gain and others lose by every oscillation in the value of the
currency, but the effect of a reduction in the real or gold value
of national expenditure can only be fto reduce the burden of
taxation as regards the mass of contributors.

The class that must suffer most from a fall in exchange is
that of creditors, especially the holders of State securities pay-
able in currency, the nominal value of whose resources remains
constant whilst taxation and expenditure have augmented. The
recipients of fixed official incomes would follow next, and then
with a considerable interval certain classes of wages, whilst
exports and the protected industries would gain what the
others lost and more still.

The local expenditure of the Nation comprises ehiefly disburse-
ments for public works, the purchase of merchandise and stores
for support of its dependants, but principally of wages and
salaries,

Eeonomy in the first item can only be limited to abstention
for the future from fresh undertakings, as the works actually
in construction arve mostly contracted-for and eannot, therefore,
be abandoned or postponed without heavy loss. Which of the
two remaining items would the Hconomists at any price then
select for reduction ? Surely not official wages or salaries, which
alveady have o make 785 go as far as 1305 did in 1889, and appear
to have suffered enongh for the good of the conntry. There only
remains, then, to economize on the efficiency of all the public
gervice by stinting it of indispensable accessories, or on the
hunger and thirst of the servants of the State. Let them decide!

The Republic has been accused of many things, and extrava-
gance amongst others, though facts do not yet bear out the ac-
cusation; nor does the reduction of taxation to a lower real rate
than has been the rule for 23 years, with one single exception,
redound greatly to its discredit.

Those who limit investigations to the consideration only of
nominal values and of the rates of exchange, will be surprised to
learn they are better off to-day, because the government of
the country is carried on ab & wmuch less real cost, than in 1889 !

To raise exchange to par, as was done in 1886-89, is a simple
matter if one has gold enough! To keep it there is another
matter; beyond the unassisted power or ability of the wiliest
financier !

It may be objected that the reduction in the real expenditure
is entirely fortuitous, the result of the accidental depreciation of
its value and not of any initiation on the part, of the admi-
nistration, and that if exchange were to go up again to par the
expenditurein currency would remain the same, and, consequently
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show an immense increase in both its real and nominal value
compared with that of 1889.

This is not, however, quite correct, or nerd not be soif the Go-
vernment limited its expenditure to its present objects. If, for
example, exchange were to rise to par, so suddenly as to admit of
no fall in prices, there would be a reduction in the currency
equivalent of part, and an increase in the gold equivalent of the
rest of the expenditure, so that the total would then be
Rs.242.730:4528, in place of Rs.186.166:4593, as in 1869, and iden-
tical in both gold and paper. If, however, exchange rose slowly,
as it nsually does, all prices must fall again in a similar manner
to that in which they had previously risen, and the cost of
purely local expenditure would be reduced again to the no-
minal value of 1889, when it was 130,007:7505. In “this case
the total expenditure would be only Rs.186,671: 6835 in both
gold and cwrrency, and almost identical with that of 1889 in
spite of the increase of the foreign debt and of other govern-
ment expenditure abroad, that was almost counterbalanced by
the reduction in the rate of interest and amortization of the
foreign debt effected by the conversion loan of 1889-90 and the
conversion of 6 7 ‘apolices’ into 4 °/, gold bonds.

Practice, unhappily, belies this theory and proves that local
expenditure in lien of deercasing, as it ought, when exchange
riges always increases.

Is the theory, therefors, false? No! what is wrong is the
method of government, that reversing the tendency of Nature,
which is said to abhor a vacuum, cannot bear to comtemplate
a surplus without longing to spendit!

Governments, it is true, cannot prevent prices from rising when
exchange falls, but can and do prevent vart of them from
falling again when exchange rises, by refusing to reduce the
rate of wages and expenditure to its right level.

The increase of expenditure is simple and pleasant, and to
a certain degree mechanical, its reduction is difficnlt and dis-
agreeable.

Some balance must, however, remain over in consequence of
even a partial fall of prices, but Governments quickly discover
new necessities, and the appetite for spending qui vient en
mangeant not only quickly gets rid of any excess there may have
been, but actually obliges them to borrow or increase taxation to
spend more! That is how deficits ave perpetuated, and why
exchange is more often falling than rising.

When exchange falls expenditure must be inereased to meet
the depreciation; and when it rises again to satisfy the demands

(T
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Annual Expendifure. 1861—1893,

ANNUAL AvERAGE ExpEx-| COEFFICIENT PER
DITURE CAPITA
Rs. CUKRENCY Re. cCURRENCY
1861—1864 54.301:750% 65636
1865— 1869 126.594;3118  ° 145384
1870—1875 118.743:306% 118737
1876—1885 148.944.911% 125234
1886—1889 178.406:094% 125858
1890—1892 254.812:601% 165273
1893. 29B.858:803% 198532

This table is eloquent, and proves that we have not exag-
gerated! Only one solitary reduction of expenditure has oe-
curred in 35 years, and that an insufficient ons, for the period
suceeeding the Paraguayan War !

Fortunately exchange is nob likely to go to par for many
years, and we may thus be saved at least from the addition to
normal expenditure that a repetition of the *crisis of progress,’
and of the ‘ensilhamento’ would inevitably create.

The financial success of an Administration should be guagzed
not by the comparative increase of nominal taxabion and re-
venue when exchange falls, but by its reduction when it is
riging. Judged by this standard few of the numerous govern-
ments since 1860 would escape censure !

Instead, then, of shutting the door when the steed has sped,
and howling for an impossible economy when exchange goes
down, let us pray for less shoddy progress, and insist on more
real economy when it begins to go up again !

Returning to the consideration of the bdle noir, Deficits, it
will be seen that their origin may be resolved into:—

Excessive Expenditure...... oo 236 %
Differences of exchange.....cccicoiviiiaeiinnn 22.7 %
Loss of revenue from duties on imports due

50 EALI0 e CHAN DB L s ess e de s e ey DO

More than half the deficits since 1860 could, therefore, have
been avoided entirely by the recovery of duties on a gold basis.

This is noti disputed, and has, in fact, been extensively treated
in the report of the Ministry of Finance for 1891 by Dr. Ruy
Barboso, but, in spite of the con-sensus of opinion on the sub-
ject, there appears to exist an insuperable and inexplicable re-
pugnance to the collection of duties either in gold or what



— 193 —

would be better, in paper at the currentrate of exchange as is
done in Buenos Aires.

The following extract from the report of a parliamentary
commission in 1888 on this subject ably demonstrates the ne-
cessity of placing the principal source of revenue on a stable
footing.

“Our Country is like a colonial estate. Without manufacturing
industries it can only export the products of agriculture and
raw materials, which it receives again as manufactures of double
the value. It likewise exports specie, not only becanse we are
obliged to satisfy the interest on ourforeign debt and on the
foreign capital employed in the country, but also to supply the
heavy expenditure of our countrymen living in Europe, parad-
ing their absenteeism and idleness. For this there is no com-
pensation, hecause the foreigner does not come to Brazil to
spend hisincome ; on the contrary, by painful experience we well
know what foreign capital employed in the country has cost us.
Under such circumstances mno country should import more
than it exports. To it the old theory of the balance of trade
must be rvigorously applied, unpleasing as it may be to our
economists, more conversant with European theories than ob-
servant of facts, The administrative Socialism that establishes
industries in competition with private undertakings and with
no responsibility as to their results, employing for this end
the ecapital of the people, absorbing deposits, and mortgaging
the future, exercises a pernicious influence on the economical
situation of the country. The entiy of the government in the
market as a taker of exchange, without foresight or consideration
for the necessities of the market, constitutes a perturbing ele-
ment so evident that it requires no demonstration. The forced
currency of paper-money—the emission of which depends on
cireumstances impossible to foresee,in view of the constant fear of
sudden increase of that circulating medium which banishes real
money without the substitute possessing that spontaneous
elasticity which is indispensable to the commercial regulator—
is in itself a danger and diseredit. Let us point out one of
the principal anomalies of this system that has not, hitherto,
been properly appreciated.

Imported goods cost the consumer their commercial value
(prime cost) plus the cost of delivery and customs’ duties, The
first item is subject to differences of exchange, hecause it is
payable in currency. If exchange fall the first item increases
but the latter decreases in a similar proportion. Consequently,
the more exchange falls the less the duty paid on imports in

|oS
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proportion to their cost will be, and as the value of duties is
nearly 50 per cent. of that of the gcods the difference is very
considerable.

To take an example. Certain goods that cost £1 are sub-
jeet to a duty of Rs.45444, or 50 per cent., payable in paper-
money at the rate of 27d. exchange. Tf exchange fell to 18d.,
these goods would cost 1338333 and still continue to pay only
43444, or 33.33 per cent., when they should, in order to correspond
with the 50 per cent. rate at which they are nominally taxed,
pay 65666 !

This civcumstance offers a wide margin to Speculation ; it
thus becomes profitable to the importer to pay the duties at a
low rate of exchange and remit at a high rate. The imporber,
consequently, pays in advance the value of the duties if exchange
ig low, buying the depreciated paper requisite; and when a ten-
dency of exchange to vise is ohservable, he remits, thus counter-
acting the tendency of exchange to improve. The only means of
vemedying this state of things is by the competition of local in-
dustries. These, unforfunately, are insignificant, and in conse-
guence the consumer is constantly the victim of speculators, and
the osecillations of exchange dependent on and created by im-
porters constifute a danger that maintains our whole commerce
in alarm, There is here a regular pathological circle ; the de-
preciation of exchange does not reduce the importation of foreign
goods in the proper degree when importation is inconvenient
and exports insuflicient; on the contrary, imports then receive a
positive stimulus on account of the reduction that the fall of
exchange operates in the real value of duties. From this springs
the necessity of taking further exchange for payment of the
excessive goods imported, and, consequently, a fresh fall of ex-
change. Moreover, as the Government must continue its payments
abroad, receiving paper and paying gold, (the ifem differences
of exchange increases daily in our esfimates) its competition
in the exchange market, when convenient to the abstention
of other takers, i8 a commercial calamity. The cost of mer-
chandize ought to regulate its consumption, but in order that
it should do so it is necessary that the cost should be pro-
portioned to economical ecivcumstances. The difference we
have pointed out disturbs this proportion, and, moreover, creates
a medium favomrable for speculation. In addition duties on
exports are recovered in percentages of the market value, that
is prinecipally regulated by the rate of exchange. Precisely
when importation is most inconvenient the Treasury favours
it by receiving invaviably the same amount in depreciated eur-
rency, and participates in the profits of producers, that then
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receive more paper-money. Thisisthe sameas recovering dufies
on imports in paper and on exports in gold. We believe that this
anomaly is one of the causes of the failure of our automatic regu-
lator. The means to obviate it appear to be the recovery of all
duties at par. If this were done imports would then exactly obey
the requirements of the market, and would be restricted exactly
to the means of payment. Oscillationsof exchange would be
roduced to regular and determinable causes, especially if the
Government were to seriously undertake to balance its revenue
and expenditure without incurring new loans to satisty ordi-
nary expenditure, and were to abandon all attempts at improve-
ments of doubtful utility. :

Applying the excess of revenue derived from duties to the
substitution of the paper currency or exacting their payment in
gold, forced currency would quickly cease.™

This really able document recapitulates in a few words the
principal factors of the depreciationof the National Currency, and,
with the exception of certain appreciations of eause and effect
with whichit is impossible to agree, are in accordance with our
previous conclusions, and especially o as regards the injury that
the custom of recovering duties on imports at their nominal
instead of their real value inflicts on the revenue.

If, however, all countries were to follow the advice of the pro-
tectionists and produce all they required at home and abandon
the consumption of what they cannot produce, they counld
neither export nor import anything at all.

No country ean import for any lenglh of time more than it
exports. The free-trade doctrine that has caused so much mis-
understanding, and that pretends that the country which, like
England, imports more than it exports is the most prosperous,
must not be literally understood to mean that the source of pros-
perity is the actual excess of imports over exports, but rather
that the fact that it ean import more than it exports is a proof
that it has other resources besides mere merchandize with which
toliquidate the balance.

1T'he misunderstanding isdue to a mis-employment of terms.
Exports and impoits by long usage are terms limited to mer-
chandize, buf should properly include every kind of value, in-
cluding bullion, securities, and premises-to-pay of every descrip-
tion; if this were done the theory of the ‘balance of trade’ would
be unexceptionable.

It is true that neither Brazil nor any other country can long
continue to import more than can e paidfor; but before inveigh-
ing against the practice would it not be well to make sure of
the facts? 196
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To the observations in the foregoing report as tothe effects of
speculation in exchange we must, however, take exception ab-
solutely. :

Speculation, as we shall have oceasion to show later on, can ef-
fect no permanent alteration in the value of the currency inde-
pendently of some real canse.

If, then, the importer, who having paid the duties on his im-
ported merchandize at a low rate of exchange, waits until ex-
change goes up before he remits the value of the goods, he will
thereby have refrained from inecreasing the demand for bills in
the meanwhile, and either have cooperated in thiz manner in the
rise or prevented a further fall of exchange. If when exchange
goes up he enters the market as a taker, the increased demand
will tend to lower exchange again precisely in the same ratio as
his abstention had previously tended to raise it. If, forseeing
some real cause for an improvement in exchange, such as a
foreign loan or increase of exports, he waits his opportunity, he
will but gain by his superior prescience an advantage that will
be common to all in the general appreciation of all fixed valnes
that must ensue. As, however, even importers are not omni-
scient, they as often make mistakes as mnot, and if exchange
were to fall instead of rise, they will be injured, not only by
having paid their duties at a higher rate than others, but also
by having to remit at a lower rate of exchange.

Another cirumstance has been overlooked. Even therecovery
of the whole of the duties on imports in gold or at par exchange
would not entirely destroy the advantage conferred onimports
by a fall in exchange; because, as has been alveady pointed out,
the purely local part of their cost, even exclusive of duties, does
not increage in the same ratio as the price of bullion and of ex-
ports; and, consequently, unless there were a positive and propor-
tional real increase of duties every time exchange fell, the demand
for imports would still continue excessive and wouldnot obey ex-
actly the “capacity of the market,” or be “restricted in an exact
ratio to the means of payment,” as the Commission imagined,

With respect to the application of the excess of revenue anti-
cipated from the recovery of duties in gold no objection can be
made. OF course the reduetion of the quantity of paper-money
in circulation by these or any other means must proportionately
improve its value. It is, however, curious to observe Dr. Ruy
Barboso endorsing an opinion which a few pages back he so
energetically combated. It is not, however, with the method
of application of the product of such a virtual increase of duties
with which we have to deal at present, but merely with its effects
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on the value of the currency, and in this respect weare in com-
plete divergence with the opinions expressed.

In order to effect the payment of duties in coin this must be
either imported, and thus swell the demand for bills precisely in
the same manner as if the whole value had been taken in
exchange by the government itself, or else the gold must be
purchased in the local market. In this case its price must rise
to a premium equivalent at least to the cost of importation.
The local stoeck would, however, be quickly exhausted, when
either fresh snpplies must be imported or the government stock
thrown on the market. In any case such a system must, so long
as international exchanges continue unfavourable, result in a
permanent accession to the demand for bills of exchange and fur-
ther depreciation of the currency.

So long as the gold were stored in vaults it would exercise no
influence on the currency, but when brought again into civeula-
tion it would tend to improve the rate of exchange in a some-
what less ratio than that in which it had heen previously
depressed by its importation. No gold, however, could remain
in the country, except the necessary quantity for the liguidation
of duties, and even that would require to be constantly renewed,
unless the balance of international payments were favourable to
the country. To attempt to retain large quantities of gold on
any other terms is labour lost !

Rs. currency

DUMES RECOVERED IN CURRENCY Rs. gold

VALUATION OF IMPOLTS AT 24d. exchange 113d

Value of imports in Custom
Ut ian | 256.192:0008 |  601.538:8168

Duties nchm]ly lecovercd mc'!u-
ding surcharges .................. 196.305:000%

Total value of imports duty paid.| T797.843:8168
DuTIES IF RECOVERED IN GOLD '
ON SAME VALUATION OF 1MPORTS

Value of imports in Custom
House .. .| 256.192:0008

Value of dutlea ucfual]y cl1'1.rgc(l

recovered in gold if exclusive
of surcharges., ....| 196.305:000%

Value of imports duby pmd | 387.196:0708 — 609.136:491$

By the above table it will be observed that were the duties
recovered in gold inlieu of paper the cost of imports duty paid
Lol 2



=105 =

would be raised 13.9 o/, from 797.843:8165 to 909.136:4918 paper.
It is probable that such an increase in the cost would affect the
consumption of imported goods and thus prejudice revenue, so
that it is quite possible that the falling off of consumption might
balance the increase derived from duties, and that no absolute
increase of revenue would oceur. Even if this oceurred, so long
as the value of exports was not similarly affected, the difference
might be compensated by an internal tax on national industries
henefited by the increase of duties; and, in any case, the advan-
tage of being able to estimate with precision the real value of the
most important factor of the revenue would counterbalance any
temporary inconvenience it might creafe.

It must, however, be borne in mind that National expen-
diture is payable partly in gold for external obligations and the
service of the internal gold debt, but the greater part in paper
for internal dishursements. 'The recovery of all duties on im-
ports in gold would, therefore, not only nnnecessarily raise their
cost, but would prove asinconvenient to the administration if
exchange were to rise, as the present system of recovery wholly
in currency does when it falls:

If duties were recovered wholly in gold or in currency at the
current rate of exchange—as is the eustom in the Argentine
Republie, where imports payable in gold constitute more than
807/, of the total revenue—there would be an excess whenever
exchange fell and a deficit of revenue to meet expenditure
when it rose, because the moiety intended for meeting local
expendifure would not in this case produce the necessary equi-
valent in paper-money.

According to the system of valuation of imports at 12 pence
tio the milreis adopted in 1896, in lieu of 24d the previous hasis,
if fhe same scale of importation continued in 1896 as in 1893 the
revenue obtained from this source would he double that
obtained in 1893, exclusive of the surtaxes that have been
abolished. 1In 1893 the revenue obtained from imports was
Rs.169.005:000%, or exclusive of surtaxes 131.004:0003. In 1896
this would be raised to Rs.262.008:0003, which at the current
rate of exchange, 10d, would represent Rs.97.038:0005 gold. The
metallic expenditure of the country is about Rs. 40.000:0003 gold
for payment of the service of all foreign and internal loans-pay-
able in gold, guarantees to Railways, and other foreign expen-
diture. Consequently, if 41.2 9/c of the duties on the present
valuation of imports were recovered in gold, this would ensure
sufficient revenue to meet s11 metallic engagements, whilst the
balance of 58.8 /s collected in currency would also satisfy the
internal expenditure equivalent to Rs.164.008:000 paper.
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The original proposal to recover duties on the old basis of
valuation of imports 24d., and at the same rates exclusive of the
surtaxes, wonld result in taxation being greatly in excess of
what is really requisite. On this hasis the receipts from
imports, if similar to 1893, would yield Rs.131.000:0008 gold, of
which only Rs.40.000:0008 would be needed for metallic payments,
leaving 91.000:000%, equivalent at 10d. to 245.700:0008 cur-
rency, for internal expenditure, or 91.000:0008 more than the
amount estimated as reguisite.

Supposing, however, that exchange were to rise fo 20d., the
balance disposable for internal expenditure would be reduced
from 245.700:0005 to 136.500:000 paper.

Excessive or unnecessary taxation is as objectionable as insuf-
ficient. To obtain a permanent equilibrium of the National
finances and to ensure revenue being neither too great nor too
little, it appears indispensable that the necessary proportion of
import duties should belevied either in gold or at the current
rate of exchange, as done in Buenos Aires.

In his Report of 1893 Dr. Felizbello Fieire, the then Minis-
ter of finance, makes the following observations. “The only
decisive remedy for the anomalies and instability of exchange,
the oscillations of which in our country obey rather the caprice
of unserupulous usury than the effects of economie laws, is the
recovery in gold of duties on articles of consumption, not tem-
porarily as in 1867 and more recently in 1890, but perseveringly,
until we have thus prepared the way for a metallic circulation,
and rescued the Treasury from surprises in faking exchange
for foreign expenditure. By means of such a fiscal measure,
which may be compensated as far as it affects the class that
supplies. the gold by suppression of the additional duties,
we shall then have succeeded in creating a flow of gold to our
market, and there by avoided tho enormons sacrifices that differ-
ences of exchange cost the State !

Thus, Dr. Felisbello Freive, the Special Clommission, Dr. Ruy
Barhoso, and almost all other anthorities on the subject have
fallen into the common error of imagining that gold can he
imported without cost, and retained in the country without dif-
ficulty by the simple plan of recovering the duties in gold.

They have failed to perceive that unless sufficient gold exist
in the country it must be imported, and that its payment in
Lills must affect the rate of exchange precisely as if the Govern-
ment itself had been a tuker for its equivalent.

It has been already shown why no gold can be retained in
the country so long as the halance, not only of frade itself, but
of international payments of all kinds is unfavourable. If,
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then, this balance were not previously realized the necessity and
cost of importing bullion for the payment of duties could only
increase the annual infernational debit (passivo), and would, un-
guestionably, result in still further depreciation of the currency.

The amount of exchange talen by Government for payment of
foreign obligations does not exceed -;th of the whole annual
international debit (passivo), and must always form but a frac-
tional part. The withdrawal of the Government from com-
petition in the exchange market would cause no decrease in the
demand for bills so long as the gold must be imported but, on
the contrary, there will be a positive increase equivalent tio the
cost of importing bullion, of at least 0.80 °/,. Importers will,
therefore, have simply taken the place of the government, and
any risk or losses will be merely shifted to their shoulders,
with no possible advantage as far as the improvement of the
value of the currency is concerned.

The demand for gold for payment of duties would retain in
the country the quantity necessary for this object; the rest
would have to be shipped abroad at the expense of the State,
and would cost another 0.8 %. Noresults ave attainable by the
policy of obliging importers to pay duties in actual gold coin
that could not be equally well obtained, without so much
unnecessary trouble, by simply throwing the equivalent of
freight and insurance into the sea, and then remifting in the
usual manner.

It seems ineredible that no other resource to combat specula-
tion, the béte noir of all Ministers of finance, other than im-
porting bullion only to immediately re-export it, should appear
feasible when the daily practice of well conducfed business
houses clearly indicates the system which should be followed in
regard to foreign payments,

It should be borne in mind that what injures trade and the
general interests of consumers is neither high nor low, but
fluetuating exchange.

Speculation operates as often for a rise asfora fall in ex-
change; and, although one is xeally as pernicious ag the other,
iti is only when the speculation for a fall appears to have been
successful that it is denounced, whilst the equally injurious
speculation for the rise, being advantageous to the Government
and enabling it to make remittances on easier terms, is rather
applauded than otherwise as a patriotic effort to raige the value
of & purely national product—the currency.

Tf, on the one hand, the State is sometimes the loser by the
machinations of speculators, the action of the Government by
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its competition in the exchange market must often prevent
gpeculators from having it all their own way ; and if speculation
is as powerful and injuvious as it is depicted, it seems probable
that it will not be less so if left entirvely to itself, and is no longer
controlled by or subject to the powerful influence that the
action of the Exchequer can bring to bear against it.

The collective action exercised by the Government would be
impossible when delegated to the mass of imporfers spread all
over the country.

If returns were obtainable detailing the different rates at
which exchange was actually taken by the Government during
any single year, it would probably resvlt that the average rate
obtained would correspond very nearly with the average market
rate and, therafore, the natural rate; and if it did not, it would be
because the purchases had noti been uniformly distributed.

Moreover, the demand for gold would inevitably give rise to
another speculafion in bullion; and in this manner importers
would not only have to resist unassisted the speculation in
exchange, but maintain another conflict with the mono-
polizers of bullion.

Speculation may, it is frue, canse great inconvenience and even
loss to the State by lowering the rate of exchange precisely when
the Government requives to remit, and viee-versa ; but that this
were possible indicates, rather, a want of foresight on the Govern-
ment’s part, that by its incantions and unbusiness-like methods,
males it easy for speculation to rig the market. The periodical
talking of lnrge quantities of exchange must malke it particularly
easy for speculaturs to create an arfificial scarcity of bills by
which the State must suffer if its remittances cannot be post-
poned. If instead of periodical purchases Exchange were taken
regularly and uniformly, if possible for a daily fixed amount,
speculation would be defeated in its attacks on the Treasury,
at least, as any artificial fall must be followed by a corres-
ponding rise, and any loss realized onone operation would he
compensated by a profit on another, and thus a fair average
would he attained that would correspond to the real medium
value of exchange during the year.

The alternative proposal of recovering duties on imports in bills
of exchange, in lieu of gold, would be preferable in so far as it
wonld eliminate the necessity and useless waste entailed in im-
porting bullion or specie only to be immediately re-exported,
but would eqaally fail either to effect any improvement in the
rate of exchange or to check speculation. The payment of
duties in hills of exchange must diminish the market supply

1 -']'-'JI‘
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by the amount thus withdrawn, and, consequently, musf ex-
ercise 8 precisely similar effect as if the government had
entered the market as a taker for their eguivalent.

Speculation, moreover, cannot affect the rate of exchange in
such a manner as to inerease the average cost of remittances for
payment of the foreign liahilities of the country, or as cannot
be eagily counteracted in the manner just described.

The distribution of the precious metals obeys precise and unal-
terable rules of supply and demand. To imagine that by mere
legislation this curvent can be deviated and diveeted hither and
thither denotes the failure to grasp the principles thab regulate
its distribution. These principles may be summarized in Ri-
cardo’s memorable words. “Gold and silver have been chosen
for the general medium of cireulation ; they are by the competi-
tion of commeree distributed in such proportions amongst the
different countries of the world as to accommodate themselves to
the natural traffic that would take place if no such metals ex-
isted, and the trade between countries were purely a trade of
barter.”

The collection of duties on imported merchandize, either in
gold or on a gold basis in currency at the exchange of the day,
appears to he an urgent fiscal necessity.

It is, however, well, whilst recognizing this necessity, to disa-
buse onr minds of the illusion in regaxd to the results of such
a measure engendered hy the teachings of almost all local au-
thorities that have treated the subject.

Such a measure, though requisite to ensure the finaneial equili-
brium, ean be of no assistance in the accumulation of gold in the
country or for tke renewal of specie payments unless it cor-
respond with an improvement in the balance of our international
payments, and thus secure a readjustment of the natural
distribution of the precious metals as regards this country.
Without this indispensable preliminary gold may he imported
in millions only to emigrate again as fast as it arrives.

i
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The influence of Speculation on the value
of the currency.

Speculution, whether directly in exchange itself or in com-
modities, will exercise no independent orseparate action on the
ultimate course ef exchange further than reducing or exag-
gerating the period over which the effects of the variations
would be otherwise felt.

A temporary rige or fall of exchange, created exclusively by
speculative operations without any real cause for their basis,
will leave no permanent impression becaunse its effects must be
compensated by the fall that will occur when speculators com-
mence to realize.

Speculation, for example, on imported goods may by unduly in-
creasing the demand for bills cause a fall in exchange, that will,
however, be recuperated by the posterior reduction of importa-
tion until the quantity of imports again balances the demand.

Speculation in exports would merely raise their cost to the
exporter and not sensibly affect their quantity; so that there
would be no falling off in the quantity of bills offering unless
the ohject of the speculation was to influence exchange directly
by witholding hills. When, however, these bills came to be
realized they must affect exchange favourably in precisely the
same manner as their withdrawal from the market had
previously depreciated it.

No commodities that arve largely dealt-in can long escape the
influence of speculation ; and bullion, which is the medium of the
barter that operations in exchange represent, as well as the hills
of exchange themselves form no exception to the rule, especially
in those countries where the curreney consists of inconvertible
paper, and where, in consequence, the oscillations of value are
greatest and offer greater opportunities for realizing extravagant
and immediate profits.

On the contrary, operations in gold, as carried on in Buenos
Ajives, orin exchange as in Brazil, offer peculiar attractions to
the speculator, as the laws that regulate their oscillations are
pretty well comprehended, and the circumstances likely to eause
such variations ascertainable, whilstcommodities of prime neces-
sity, which with stocks and shares absorb the attention of
speculators in most other countries, are subject to infinite

contingencies thaf often defy the most prudent caleulations,
{\o
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Speculation in gold or exchange has, moreover, the advantage of
being easily and rapidly liquidated by a single operation.

Speculation has always been the bite noir of Society, that
since its first existence has vainly attempted to distinguish
between legitimate and illegitimate speculation or gambling ;
because the vice, whatever it may be termed, originates in the
artificial constitution of Society itself.

In theory speculation and gambling are distinef, but in prac-
tice the methods of gne and the other are identical.

In his “Traité elementaire des operations du Bourse” M.
Courtois states that :—“ The rise and fall of prices proceeds from
variations of the two ratios of a deal, the ratio of the supply
and the demand to each value: every alteration should be due to
a modification, of the supply or demand, or of both at onee.”
Operations that are founded exclusively on the probabilities of
w rise or fall in prices dependent on natural modifications in the
supply and demand are described as legitimate speculation,
and are regarded as the well merited recompense of greater
prevision and perspicacity, as well as of greater audacity. Ope-
rations that are not founded on the so termed ‘natuval’
variations of supply and demand are deemed illegitimate and
qualified as gambling.

Speculation is usually attacked for raising prices and thus
injuring consumers, though it as often operates for a fall. At
the present moment a lively campaign is being carried on in
Burope against speculators in wheat and wheat-warrants, who
are accused of being the cause of the excessive fall in the price
of that cereal! Jules Domerke, in his recent work Lo Revolution
Eeconomique pretends that Speculation is only honest that has
for its object the raising to its true value of the priceof a product
insufficiently esteemed or excessively depreciated; and is then
beneficial, stimulating commerce and industy; but in such a case
this is not speculation as it is generally understood.”

The aim of all speculation is to make a profit, that must be
paid either by producers or consumers or both, by charging
more than the goods cost, or paying less than they are worth. If
such profits are immoral in one case they must be equally so in
the other; whilst to attempt to distingunish between legitimate
and illegitimate profits of this deseription reveals at once the im-
possibility of agreeing where one ends and the other commences.

The whole constitution of society is based on the legitimacy of
such profits. If this he disputed there is no alternative but to
accept the socialistic programme for the reorganisation of society
by which all such profits ‘legitimate’ or ¢ illegitimate’ would be
excluded.
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Apropos of this subject Max Nordan writes in Les mensonges
conventionelles. “La spéenlation estune desplusintolérables phéno-
menes morbides de I'organisation économique. Les profonds es-
prits, qui trouvent excellents tout ce qui est, ont cherché aussi i la
défendre; ils 'ont jugée nécessaire, et se sont méme enthousiasmés
pour elle. Je vais montrer i ces panygéristes étonrdis par quels
principes ils sont entrés en vigueur. Le spéculateur joue dans la
vie économique le role d'un parasite. Il ne produit rien, il ne rend
méme pas, comme le marchand, les services plus ou moins contes-
tables d'un intermédiaire ; il se borne & enlever par la ruse ou la
violence aux véritables productenrs la plus claive partie de leur
travail. Le spéculatenr est un voleur de grands chemins, qui pour
une minee indemnité, déponille les vrais productenrs de leurs
produits, et force les consommateurs i les lui acheter beaucoup
plus cher. L'arme aveclaquelle il assaille, comme un voleur de
grands chemins, producteurs et consommateurs, est & deux tran-
chants et se nomme * hausse et baisse.”

Chague travailleur, sans exception, est tribubaire du spéeu-
latenr. Tous nos besoins sont prévus, tous les objets nécessaires
au consommatenr sont achetés d’avance i erédit par la spéculation
et nous sont revendns au comptant le plus cher possible. Nous
ne pouvons pas manger une bouchée de pain, reposer notre téte
sous le toit hospitlier, placer quelques économies sans payer an
spéculateur une contribution sur les céréales, les terres, les mai-
sons et les valeurs de Bourse. L'impdt que nous payons i U'Etat
est suffisament lourd, bien moins, cependant, que celui auquel
nous soumet la spéculation. On a essayé de défendre Ia Bourse
comme une institution nécessaire eb utile. Clest simplement
monstruenx! Quoi? La Bourse est utile et nécessaire? S'est elle
done jamais renfermdée dans les limites que lui assigne la théovie?
A-t-elle jamais été simplement le marché oit I'acheteur de bonne
foi rencontre le vendeur de bonne foi, oit une demande honnéte
et une offerte sincére se balancent I'une et 'autre ?

Comparer la Bourse i un arbre vénéneux est une image trop
faible et incompléte, car elle ne rend sensible qu'un cété de son
action. La Bourse est une caserne de brigands dans laquelle les
modernes héritiers des chevaliers-bandits du moyen-rge s'éta-
blissent et conpent la gorge aux passants. Comme les chevaliers
bandits, ils s’arrogent le droit de rangonner le marchand et U'ar-
tisan ; plus heurenx que les chevaliers-bandits, ils ne se risqaent
pas d’étre pendus haut et court s’ils sont surpris dans leur wuyre
de coupeurs de bourse.

Les défenseurs de la spéculation disent : Le spéculateur a dans
le drame économique un role légitime, son gain est la récompense
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d'une plus grande perspicacité, d'une plus sage précision, d'un
jugement plus rapide et d’une plus grande audace.

L'argument mérite que nous le retenions. Ainsi done, parce que
le spéculatenr dispose des moyens d'information inaccessibles au
grand publie, parce qu'il redoule moing les pertes que Phomme
honnéte qui économise, et parce qu’il évalue les possibilités de
toutes sorfes plus habilement que celui-ci, il a le droit de dé-
pouiller le travailleur du produit de son travail, et d’entasser des
richesses tout en restant oisif! Ce droit repose done sur ce qu’il
a de meilleures armes—des informations ; un plus grand courage
—celui de mettre en jeu argent d’autrui; une force supérienre—
celle du jugement et de I'intelligence. Mais alors, admettons un
pen que les prolétaires aient encore de meilleures armes—fusils i
répétition ou hombes de dynamites; qu'ils aient encore un plus
grand courage—celui de risquer leur vie; et une force encore su-
périeure—celle des muscles et des os, En ce cas les défenseurs de
Ia spéculation devront reconnaitre aux prolétaires le droit de
dépouniller & leur tour les spéeulateurs, ou bien la théorie par la-
quelle ils cherchent i légitimer la spéeulation est un menson g’

Unless we arve, therefore, prepared to aceept such teaching,
and to limit our profits fo the ‘legitimate’ fruit of our individual
labour, denunciation of speculation would seem to be in absolute
contradiction to our practice and rule of life, and to lack the
essential necessary to secure success —sincerity.

There is, however, another phase of speculation that the so-
cialists usually overlook. M. Ferry Beaulieu writes in the ‘Temps’
in regard to the speculation'in wheat, which was then, as now,
exercizing the Parisian mind.

“La spéculation, qu'on ne I'oublie pas, est la concurrence,
Tessence méme du commerce. La vérité économique, e'est qu'il
faut ehercher i réduire les frais généranux qui pesent trop lourde-
ment sur certaines marchandises. Or cefte réduction ne peut se
faire que par I'entente des producteurs et des consommateurs, on
parla constitution de grandes entreprises, qui traitant par masse
réalisent des économies énormes sur les trangports et sur les ma-
nutentions. Or, gui a permis la constitution de fortes maisons
d’exportation, sinon I'éventualité de realiser un gain? Dos qu’ils
prévoient quun pays aura une mauvaise récolte de céréales, ces
importenrs prennent leurs dispositions pour satisfaire les de-
mandes éventuelles, si bien que depuis de longnes années, dans
les pays eiviligés tout au moing, la famine, cette plaie d'un antre
dge, a complétement disparu. Voila ce que la spéculation a permis
de faire et le courtage de ces intermédiaires a été, en somme, si
peun onéreux que l'on a fait une vive campagne afin de rétablir

3y

des droits protectenrs contre leur action.”!
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Speculation can only prove injurious to the general interests
of producers and consumers alike when speculators are allowed
to create nionopolies. Such monopolies are in these days of com-
petition impossible unless facilitated by partial and unjust laws.
If allowed to operate freely, the sovereign law of supply and de-
mand will triumph over all such pretensions. All, therefore,
that can be legitimately expected of governments in this respect
is that by their action, or by the action of ill-conceived legislation,
the creation of monopolies by speculation shall not be facilitated.

Passing from the moral aspect of the problem let us now ex-
amine the purely material and economical effects of speculation
in exchange on the value of the currency.

The same train of reasoning applied by 8. Mill to the analisis
of the effect of speculation on the prices of articles of prime ne-
cessity is applicable to that in exchange. 7 1]

Speculators in exchange by their wholesale purchases of bills
create an artificial scaveity and consequent fall in the rate of
exchange; and though in appearance such operations should yield
large profits, in reality they are only apparent, and disappear as
soon as the speculator commences to realize, unless some real
cause beyond the mere speculative purchases of bills existed for
the fall of exchangs, which will rise again, precisely as it had
fallen, and probably more ; so that there will be no profit at all for
speculators as a class, though some few, perhaps, by realizing
before ofhers may be benefited ; proving that in this case the
profit must be realized at the expense of other speculators, and
that in no possible case can profit accrue to speculators as a class
by a purely artificial vise or fall in therate of exchange. On the
contrary, speculators will themselves have paid more for some
part of their purchases during the rise, and will, moreover, run a
considerable risk of a still greater loss, for the temporary high
prices would have tempted others who had no part or share in
the operation, and might otherwise not. have found their way
into the market at all to buy, and thus intercept a part of the
advantages; so that, profiting by a scarcity caused by himself,
the speculator is by no means unlikely, after buyingin anaverage
market, to be obliged to sell in a superabundant one, or vice-
Vers.

If, however, the epeculation for a fall of exchange were based
on some real cause independent of the fall created by the spe-
culative purchase of bills, such as a failure in the coffée crop,
then the profits that would be realized by speeulators would be
the result of superior judgment and foresight. Speculation for
a fall in exchange in such a case would be founded on the anti-
cipation of the alteration in the ratio of the supply to the demand
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of bills of exchange, and, if by restrictive lezislation such spect-
lation were impeded, it would be simply transferred to the
commodity itself, as it wonld be a matter of indifference, as far
as the ultimate results of the speculation were concerned,
whether a fall in the rate of exchange were first created by
means of an artificial searcity of bills to be followed by a rise in
prices, or, operating directly on the staple in lieu of the medinm
of exchange, the rise in prices preceeded the inevitable fall of
exchange.

If, however, as often happens, even when the speculation is
founded on the most rvelinble information, the rise were
exaggerated, speculators would become losers, and the public
gain the equivalent of their losses.

Speculation can only anticipate and not control results. Any
artificial rise in exchange must be followed by a corresponding
fall when nof based on real causes, and the only sufferers in such
a case will be the speculators themselves,

The only inconvenience suffered by the public at large by a
permanent rise or fall in exchange originated by speculation and,
therefore, founded on real causes and inevitable in any case,
would be that the speculative sales or purchases would have
caused a premature rise or fall, and thus spread the effects over
a longer period, thus mitigating them at the climax.

8. Mill states that a permanent and general rise or fall of
prices, such as must result from oscillations of exchange, will not
cause a lasting benefit or injury fo any one.

This, however, is not the ease with an inconvertible currency,
when every alteration in its value must disturb the relations of
debtors and eredifors. Hvery rise in the rate of exchange must
confer an advantage on creditors at the expense of debfors, and
visa-verse ; whilst producers and exporters will, in consequence
of a fall of exchange, not only command a higher price for
their produce, but also a higher value, and the contrary occur
if exchange were torise. Importers who, in consequence of a fall
of exchange were obliged to pay more for their merchandize,
would also sell them for more, and vise-versa.

The labhouring classes in common with unproductive CONSUMErs,
who cannot adjust their receipts and expenditure to rapid
fluetuations of exchange, must cerfainly suffer from an avtificial,
and, therefore, transitory rise of exchange and the consequent
rise of prices of most commodities, so long as the rise in exchange
lasted; and, although it is true that the only permanent real
loss will in such a case fall on speculators themselves, yet it
cannot be denied that individuals and whole classes may suffer
severely from such osecillations. As, however, a speculation for
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a fall of exchange, unless founded on real causes, must be follow-
ed by a corresponding rise, the injury inflicted by one will be
compensated generally by the other, but not in many cases
individually. '

It is, however, only on such considerations that special mea-
suves divected against this particular form of speculation can be
justified. All and every variation in the value of the currency
must be mischievons and inflict injury and loss on some one,
besides producing a'general feeling of insecurity inspived by the
precariousness of engacements. But these effects are not solely
produced by speculation in exchange, and may be, and ave,
equally created by speculation in the staple exports themselves,
and still more so hy the direct action of the Government; so
that, to be logical, not only should all speculation of every kind
be prohibited, but the administration itself should be prevented
from interfering with the currency and influencing exchange,
which is impossible even if the control of the civeulating medium
ceased to be a government function.

Speculation in exchange is only more odious than any other
class of speculation becanse its effects are more divect, more im-
mediate, and, consequently, more apparent.

[Tnless, therefore, it were determined to wage a campaign for
entirely moral considerations against all kinds of speculation, in
which what aveyet deemed Tegitimate’ profits must be eventually
ineluded, the advice of 5. Mill in regand to speculation in articles
of prime necessity appears particularly appropriate.

“The interest”, he says, “of speculators in general coincides
with the interest of the public, and as they can only fail to
serve the public interest in proportion as they miss their
own, the best way to promote one is to leave them to pursue the
other in perfect freedom.”

No speenlation is liable to greater visks than that in exchange.
The value of the currency depends on the constantly varying
quantities of an almoest infinite variety of elements ; on the value
of exports and imports, on the rate of national expenditure and
the methods employed to meet it, on the inerease of foreign im-
ported capital and the reverse, and indirectly on men’s passions
and follies, and even on changes of the weather!

What speculator can possibly hope to reduee to their numerical
equivalents sueh heterogeneous and contradictory factors? At best
he can only pick out one or morve of the most prominent, study
its course, and form an approximate estimate of the effect it
may exercige; ealeulations, however, that arve liable to be upset
by an infinite variety of circumstances which he has not and
could not take into account. {13

15
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A speculator, for example, that has laboriously collected all
the available information regarding the probable value of
the coffee crop, and come to the conclusion that it will be
smaller than usual, anticipates a consequent fall of exchange
and speculates accordingly. ‘Whilst he is exulting over the pro-
bable profits of his superior perspicacity and judgment there
oceurs, perhaps, one of those unealenlable accidents to which such
precarvions speculations are liable; some powerfal but hitherto
quiescent factor becomes suddenly snimated, and his carveful
caleulation of probabilities falls to the ground like a house of
cards. The government, we will suppose, nnexpectedly negotiates
a new foreign loan, or the price of coffee rises unexpectedly.
abroad and sufticient to compensate for the shortage in bills due to
its decreased quantity, when our audacious speculator will
think himself lucky if he escape without loss from what ap-
peared to give a sure and certain promise of large profits ; in
this, however, he will be very unlikely to succeed, because even
if exchange shonld not absolutely rizo to a vate in excess of the
average price of his speculafive purchases, the expense in-
curred in inferest and commissions would inevitably leave
gome  1oss.

Besides the normal contingencies to whieh speculation in ex—
change is liable from what L. Say terms “la nature des ehoses,’
another artificial danger is created hy the methods of the specu-
lator himgelf, Speculation in exchange is nsually carvied on by
purchase of what is not paid for nor ever intended to be de-
livered; lignidation being effected by the settlement of dif-
ferences. The speenlator purchases or sells to the banks a
certain valne in bills of exchange deliverable at a cerfain date,
depositing a percentage in guarantee. which he is bound to
inerease if exchange poes against him.

As the Banks themselves fix the current rate of exchange, it is
possible by a combination between them when the date of
liguidation arvives, which is generally periodieal, to manipulate
the rate so that the true profit of the speenlator will be consider-
ably reduced, if there were any, or if there had been a slight loss,
to exaggerate it in such a manner that his marginal deposit
would entirely disappear. The only guarantee against such a
combination lies is the number and character of the banks
themsalves.

The advantage in such operations seems to be decidedly
on the side of the Banks, and it is amazing how speculators
can be found audacious enough to accept not only the natural
risks of such operations, but this chronic addition.
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The recent proposals for the repression of speculation by means
of taxation appear to be a mistake.

Any taxation of this sort i limited by the cost of importing
and exporting bullion, and this is not sufficient to affect specn-
lators, whose expectations of profits are usnally on a gigantic
seale.

Tt will, however, permanently affect the legitimate operations
of Commeree; that is, the purchase or sale of exchange on time
for actual delivery, and to cover linbilifies really inewrred pay-
able at fixed dates. The taxation of {ime sales, though it
would increase the revenue at the expense of speculators and is
on this account unexceptionable, would also discourage legitimate
operations of this character, and thereby exact the employment
of a larger amount of capital in commercial operations, and
copsequently tend fo raize the cost of hoth imports and ex-
ports.

A moderate tax on time sales will not much affeet speculation,
andif it were excessive or largely exceeded the cost of importing
and exporting bullion, would prove connteractive: as, thoueh the
speculation in exchange might be abandened, it would be simply
transferrved to bullion or to coffee itself.

The most recent instance of financial and economical disorgan-
ization which, having been created by methods almost identical
to those that have provoked the degringolade in this country, are
bound to produce similar results, is to be found in the Argentine
Republic. The disastrous consequences of the forward policy in
thati country should, iti would be imagined, have served as a
valuable object: lesson, to point a salutary moral to its imme-
diate neighhours, and serve as an example of how the finances
of a country should not be administered!

If, however, it is too late to ery over spilt milk, or to prevent
the evils that almost nnlimited emissions of inconvertible paper-
money are bound to entail, at least we may profit by avoiding
the same errors into which our neighbours have again fallen in
attempting to remedy the disasters that have almost over-
whelmed them.

In Buenos Aires, asin Rio Janeivo, repeated emissions of paper-
money and extravagant expenditure have resulted in a violent
and permanent d epreciation of the national currency. Exchange
in the Avgentine Republic since 1884 has fallen 70 per cent,
from 48d to about 14d; and in Brazil 67 per cent., trom 27d to
9d, since 1889.

T'o satisty popular elamour and divert attention from their own
empiric and corrupt administration the Government of D,
Juarez Celman selected ag the seape-goat of its own shorteomings
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Speculation ; accusing it of systematically depreciating the cun-
rency. y

In 1889 the first measurve taken to repress this nuisance was
to name an official liquidator on the Bourse; and as this produced
no good effect it was followed by the prohibition of all time sales
of gold, and finally the Bourse was closed altogether.

Gold, however, continued to rise and time operations to he
effected from house to house with the responsibility of the eus.
tomer in place of the broker’s. In the conrse of a few weeks ag
this measure produced no good effect, but, on the contrary, gold
continued to rise, the minister of finance, Dy, Varela, resigned,
the Bowrse was reopened, but time sales were still forbidden. After
the lapse of a month or so even this restriction was withdrawn,
and gold fell at once, the government retiring worsted and hu-
miliated from the struggle!

The tremendous rise of the premium on gold in 1893 to 350
per cent. inspired the new government with the novel and popular
idea of laying the blame on the foreign banks, which were aceused
of fomenting and participating in the speculation and of depreci-
ating the currency in which almost all their own capital was
invested ! A commission was then appointed to examinethe hooks
of all the foreign bhanks with absolutely no result to substantiate
the charge. 'Mhis action of the Argentine Executive is of parti-
cular infercst here as a similar chauvinistic and popular misap-
preciation is evidently latent in owr community, which might at
any moment urge the government to take a similar false step.

Attempts to prohibit speculation, which is contemporaneous
with the birth of commerce itself, by means of repressive legisla-
tion have been made and abandoned in almost every civilized
country. The repetition of such unproductive experiments only
proves that collectively, as individually, we must all gain our
particular experience, and can rarvely, if ever, apply the object
lessons that the experience of others supplies to avoid falling
into similar errors.

The phenomenon known as Confidence is in reality, as far as
exchange goes, mervely an anticipation of some improvement or
continuance of an administrative policy calculated to raise the
value of the currency, whilsta want of confidence is its negation.

A hope or promise of refrenchment or of a veduction of the
volume of the currency, for example, will ereate a beneficial effect
on men’s minds, and a tendency to anticipate events, In this
manner inereased confidence may result in a rise of exchange,
whilst anticipations to the contrary will have an opposite effect.
Neither one nor the other, however, can be permanent unless these
anticipations ave realized; in other words, unless the speculation
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is founded on real canses. This phenomenon of confidence, and
the obverse, proves how unconsciously we arve all speculators and
inelined to discount the futuve!

Speculation is natural, inevitable and irvepressible, becanse it is
the expression of the most valuable of our characteristics, the
hopefulness of human nature; and will eontinue to be so until our
moral development destroys even the desive to enrvich' ourselves
at the expense of others, and altruism bhecomes the rule of life;
a possibility that doesnot appear to have any 1mmednte proba-
bility of realization !

In the meantime, therefore, as it does more good than harm,
and even the harm it does is chiefly to itself, the hest course to
pursue is to let it severely alone! J4E

3t



i

National Industries.

For fiscal reasons it is not only manifestly impossible at the
present juncture to reduce the duties on imports, but it is
extremely probable that necessity or convenience may exact a
positive increase,

Such an inerease, however, would be as illogical as impossible
if its only result is to defeat its object, and to merely increase
the profits of National “profected ’ industries at the cost of the
revenue and of consumers!

The present system of periodically increasing the percentage
of duties on imports, hy means of surtaxes as exchange drops, has
been shown to be ineffective; ag it is impossible to be constantly
altering tarifts, and the only alternative, the recovery of the
whole or part of the duties at par exchange, to be the sine gua non
of a permanent equilibrium of Revenue and Expenditure. Apart
from these considerations there can be no doubt that the present
system of appraising duties is as unfair to National Industry
itgelf as it is injurious to Revenue.

The following table shows the
covered, and their value if recovered at par exchange. (1894)

value of duties actually re-

YaLue or Duriss
ACTUALLY
TPALD I3 CLUDING
BUNTAXES

Rs. currency

KQUIVALESNT
OF DUTLES IF PALD

IN GOLD

LOSS

Re. cu rrency

Rs. currency

| RATIO OF
LOSETO PAR
| VALUE, OR

ACTUAL
REDUOTION
0F DUTLES

1890 98.477:6945 117.523:280% 19.045:586% | 10.15 %
1891 | 104.037:6133 172.289:8773 68.192:2645 | 36. 14
1892 | 187.876:58735 245,339:2873 87.463:700% | 35. 6%
1853 | 189.439:552% 301.446:5285 | 112.006:9768 | 37.19%

The veduction in the real percentage of duties on imported
merchandize in 1890 was 10.15 per cent. of the real value it
should have paid had exchange remained at 27d.; and increased
to 36.1 per cent. in 1891, and 37.1 per cent. in 1893 !

A reduction of 37 per cent. in the duty on foreign imports must
seriously affect the position of many, if not of all, National In-
dustries. A manufacturer that initiated an industry, for example,
with the guarantee of a protective duty of 50 per cent., would see
that duty reduced to 31.45 by the action of the fall of exchange,
and very possibly would be quite unableto compete on such terms,
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The increase of certain specific duties on imported goods in
1890 was the deliberate outcome of the ‘protectionist’ policy
then adopted. The duties levied by the former, or Belisario,
taviff were judged insufficient, and raised in many cases 50 per
cent. in order to enable local manufactures to compete success-
fully with imported merchandise.

The effect: of the depreciation of the curreney on the real value
of the duties recoverad has, however, completely destroyed the
advantage thus conferred, and reduced the actual rate of duties
to o lower average than even thab of the despised tariff of 1887,
ingpite of consecutive surtaxes of first 50/, and then 30/, more
charged on the majority of imported goods !

The average percentage of import dubies of the Belisario tarift
in force until 1890 was 43 °/,, and that of the new tariff 44°/.
(Dr. Barhosa's.)

Had all classes of goods been mniformly imported in the same
proportion asin 1889-1890, the real value of the duties actually
recovered in 1894 would represent a positive decrease of 38 %

compared with the Belisario tarifl! I'tG

Under the old (Belisario) tarift the .'l.\.remg'e\1

Pence| Pence
duty of 43 % on goods of the value of 15000,
with exchange at par would be............... 11.610
The actual duty (1894) as per the new tariff is ! |
44 9 which on 1500.0 at the exchangeof 10d is | 4.40
Plus a Surtax of 50% levied on 3 of goods im-
POREa s R L Ty L B T 2.20
6.60 x3=4.950

ON THE REMALNING 11 OF GOODs IMPORTED T'THE
FOLLOWING DULITES ALE CHARGED

Duty 44 "/, as pel tavift on 15000 at 1Ud ex- |
change.. o 4‘401

Plus additional tax on certain classesof poods... | 1.32 "

5.72
Biusisnntax:H0 6 nansnlaniapnaissiaig| 2386

8.58 x& 2,145

Total actual 'a,vemge dut-y including sur-

taxes, ete. . 7.095
Deduct this from average duty “of the Beli-
sario (187T) tavift.. I 11.610

The balance 1e,preqent°s ‘the reduction eqm-
valent to 38 9% operated in the real values
of duties by the fall of L‘cch.mgu from par —
to 10d... s Aoy T T A 4,515
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It becomes an impossibility for the manufacturer to estimate
the real cost of the imported goods with which he must compete
when the value of the duly varies with every oscillation of
exchange, as the following examples of two articles largely
produced in the conntry and also imported demonstrates,

Pence
Jute sacking, or Aniagemn in 1889 paid dubyat

the rate of 60/, or 05300 per kilo, which at

ZTdagequivalantilon Ly, bawte et o deorsyadises 8.1
It now pays according to the tariff

oE 890N vl s 00 L RS 0§300:

O LR Eq e S e ,» 05150

Equivalent to 33.36 %/, ad valorem Rs.05450 at 10d exch’ge. 4.5

I g A (AT BYOTIOR OF i, viass sutssssshie s d0 s s st 3.6

‘Which is equivalent to a reduction in the real value of
the import duty of 44.49/,!

Again:—Theduty on eloth (cachemira) was,in 1889, 600/,

or Rs.45200 per kilo equivalent at 27d exchange to..... 113.40
To day the duty per tarift
OI8O g AT e Rs.45200 per kilo
[SAOEUT-EAR e v 4 TS 200 i
Rs. 58460 ,, ,,
B0 INCTEASE s ot it OS2 IO
i Mo R e Rs. 85736 per kilo at 10d exch’ — B7.56
Leaving a difference of ........oooovviiiiiieiveiiiviiiiiiiiennee. 26,04

equivalent to a reduetion of the duty on cloth by 22.9 per cent !

If, then, a manufacturver counting on a specific advantage
afforded by the tariff equivalent to 60 per cent. duty on foreign
imported goods, both jute and eloth, finds this advanfage
reduced suddenly to 33.3 per cent. for jute and 46.26 per cent. for
cloth, it is probable that unless he ean obtain compensation in
some ofther way (by reducing wages for example) be would be
nnable to continue to compete at all with foreign imported
voods, as such enormous differences would upset the most
careful caleulations !

This effects of the recovery of duties in currency of oscillating
value, together with the uncertainty as regards the permanency
of the protective policy, is probably the canse that has hitherto
deterred European eapital from heing largely employed in the
manufacturing industries in this country.
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Looking at the matter even from a purely Protectionist point
of view, it is unguestionable that an wniforn and wnvarying tariff,
that can only be obfained by the appraisement of duties on
a gold basis, is an essenfial condition of the rvapid development;
and prosperity of most national manufacturing industries, and
that the normalisation of dubies in this manner would be as
advantageous to industry as to revenue, whilst it would put a
stop to the constant and often well founded complaints and
inereasing demands for further protection, which are not al-
ways equally legitimate or reasonable.

The vecovery of duties in gold, or af the par exchange, would be
equivalent, as has been already pointed out, to an increase of 37
to 38 per cent. of the duties actually charged including the sur-
tax. Such a measure must favour immensely National indus-
tries at the expense of imported goods, and consequently of
revenue.

Unquestionably, some of these industries are in reality
sutfering from the reduction that the fall of exchange has
brought about in the real value of duties, and it would he only
equitable that they should be allowed to take advantage of any
opportunity to return to the indispensable statuw quo. There are,
however, mahy other industries, and these by far the most im-
portant and not the loast importunate, that do not require, nor
in fact have required for many years, any extension of favours
from the State, as is proved by their ability to continue paying
large and increasing dividends in spite of the reduction of duties
cansed by the fall in exchange to a rate even less than that at
which they stood previous to the increase of the tariff in 1890,
Such industries have unquestionably, received their gueantun swf
of protection, and should not be permitted to further increase
their alveady bloated profits at the expense of revenne whenever
fiscal necessities rander an inerease of dnties imperative,

Without entering on the discussion of the vast subject of the
velative advantages of prolection and free-trade, it is to be
presumed that even the most enthusiastie advocates of protec-
tion do not pretend or desire to afford move than sufficient assis-
tance to National industries, and such as will enable them to
compete on fairly profitable terms with similar foreign imported
commodities; any exaggeration of such a policy beyond this
point, that could only result in enhanced profits for a cectain
and very restricted class at the cost of all consumers and to the
decided detriment of revenue, would he simple spoliation.

The fact that most of the National Industries that were
already in r;l_pcr.'l,t-ion previous to the incrense of the duties by
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the Provisional Government in 1890 were then and continue to
be extremely prosperous, proves that the protection they receive
from the tariff is amply sufficient to secure the legitimate objects
of protectionism; and that any further increase of privileges is in
their case both unnecessary and impolitie.

The following extract from a letter published in the Diario do
Rio Grande by a well known and most suceessful native manu-
factuver confirms these conelusions. “1 believe, as I always
have believed, and have stated move than once, that National
industries suitable to the country and properly installed, both
technically and economically, do not require even the enormous
duties they now enjoy, much less any increase. As regards the
undertalkings that are not thus situated, certainly they shonld
not be protected any further at the expense of consumers. For
them only one process is possible or advantageous—liguidation—
so that by reorganization in a new and more reasonable form
they too may develope and prosper.”

T'he results obtained by the Fabril and Pastoril of Rio Grande,
and the Alagoana textile Companies, which have yielded an
average dividend of 194 and of 467 rvespectively for the three
years 1892 to 1894, conclusively prove that not only does this
industry require no further assistance in the shape of higher
duties on similar imported products, but that the protection it
alrendy veceived in 1889 from the Belisario tarift was amply
sufficient to secure a profitable return on the capital really
employed when properly administered. .

Profits of the Rio Grande Co. since its installation in 1884,

i SR | tordsvcns peoi
o e it i oo th kol
8.74 7.0
6.53 5.6
16.11 17.4
14.67 18.8
| 16,15 18.7
21.04 22.8
17.34 14.9
25123 24,2
2560 | 203
Tea it onkd b emiomt d PR 3200 | 243
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The average rate of duties levied by the different tarifts during
the same period were as follows :—

BELISARIO [yuy mAung-  PHESENT TARIER
TARIE® | ga. rAntpy INCLUDING SURTAXES,

ilEB? 10 1890 1500 | NOMINAL REAL

Cotton goods.....esreeere. J 4748 % | 5130/ | 85.52 9/u| 40.92%
WoOllen........cooverneninord| 46.30% | 50:78% | B1.399)o [ 40.29 %

TOEAEEN, o RO 2914 % | 31.43¢). | 49.710/s | 23,717

Average for three classes | 40.97 "/, | 46.500/v | 85.54%/0 | 34.98 /o

T'his table shows an apparent increase of more than 1072/, in
the rate of duties on textile imports compared with the Belisario
taviff, and 84 % compared with the tariff of Dr. Ruy Barbosa,
that came into foree in 1891, The increase is, however, in both
cases purely nominal ; in reality the duties actually recovered in
1894 represent only 85.3 [, of the real value of the Belisario
tarviff, and 75.2 °/, of Dr. Ruy Barbosa’s tariff, if reduced to
their real values.

If, thevefore, profits have not fallen sinee 1890, in spite of the
reduction of the veal value of duties, it may be fairly concluded
that the fextile industry, at least, requirves no addition to the
protective duties it already enjoys.

Undoubtedly, there are many similar undertakings elamorous
for further protection that do not actually yield an adequate
return on the capital nominally employed; but it will be ge-
nerally found on examination that this is the result, not
of insufficient protection, but in some cases of imprudent or
unskilful management, and that in others the amount of capital
actually employed bears hut little rescmblance to its nominal
value.

The following dividends distributed by some of the textile
Jompanies show thati this industry is mot in such a precavious
gituation as is usually represented; and if these be reduced to a
percentage of the capital actually employed, they would be found
to considerably exceed in most instances the nominal rate of
dividend actually distributed in 1894, Mg
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NOMINAL NOMINATL

+ AT | DIVIDENT .
NAME OF COMPANY ; e S
CAPITAT m.-‘ ::,I_)\Lm DISTRIBULED, KATHE
| el bl
Brazil Imdustrial...... | 6,000:0008 2008 143000 T
Confianca.: ...oveeesiinn, 6,000:0005 2005 108000
D. Isabel.......cccoon....|  500:0005 2005 253000 | 12 3%

Petropolitana.. ...| 4,000:000% 2008 65000 3.,
Industrial Mineira,.... 1,200:000% | 200% 125000 6,

Fabyil. R. Grande...... 3,350,0008 | 2008 = 225
Alagoana de Tecidos... - — == 40 ,,

It is probable that a thorough investigation of the real
situation of other profected industries would bring to light a
similar state of affairs.

If for fiseal veasons it were determined to recover duties in
gold, orin paper at a rate equivalent to the premium, this would
he equivalent to an increase of 37 % on the actual (1894) gold
value of dufies on imported merchandize in ceneral, and to
14.79 °/, on those of textile goods in particular.

I'ti has been clearly demonstrated that the textile industry, at
least, requires no further protection, and could not, thevefore,
complain if the increase of duties created by such a measure were
prevented from exercising a protective tendency by the imposition
of an equivalent internal tax, as also other industries that a
thorough examination might prove to be similarly situated.

Unless some snch measure were adopted, the collection of dubies
on a gold basis would result in an entively undeserved and nn-
necessary accession of profits to industries alveady sufficiently
protected by the tariff, at the expense of revenue. If. however,
the vight of all National industries to claim the advantages that
they were virtually guaranteed under the tarvift of 1890 were
admitted, and this adopted for the future for the collection of
duties on a gold hagig, it wounld be reasonable to sfipulate that
any future increase of duties, that fiscal necessity might render
imperative, should not be neutralized by the protective tendency
of such a measure, bub accompanied by an equivalent internal
tax on all national industries alveady protected by import duties,

Such a tax would be similar to the excise levied in England
and India on all domestie produets when a duty is imposed on
similar goods imperted from abroad. Tn this manner the revenue
would be protected from loss, and an increase of duty imposed
by the necessity of increasing the revenue prevented from ex-
ereising any fuvther protective influence,
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A late report of the Inspector of the Rio Custom house leaves
no doubt as to the inflnence exercised on imports and the revenue
by the uncompensated increase of duties.

He states that; “In the veport I already had the honor of
presenting to Y. Excelleney I warned you that the imposition
of surtaxes of 30, 40, 50, and 60 °/, on merchandize already
heavily taxed, in accordance with the law of 24 Dec. 1894, must
inevitably prove a perturbing element in our commereial rela-
tions, and resultin the disappearance from our markets of large
quantities of products that would no longer be saleable on
account of the high prices they must rise to. My prediction is
being realized. There are goods that pay duties of 80, 100 and
1209/, on their value; such duties increased by the smrtaxes arve
positively prohibitive. I am, therefore, of the opinion that any
inerease of duties on imports at the present moment is un-
advisable, and must” produce an injurious effect on the customs’
revenue.”

The collection of dufies on & gold basgis appears not only
inavitable but advantageous, because, not only will it place the
National finances on a seeure footing, but alse will define more
clearly the position of Nafional Industries, and introduce an
element of certainty and continuity in their relations with
foreign competitors. 114
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Foreign and Internal Loans and the Redemption
of the Currency.

It will, perhaps, be remembered that, when treating of the
influence of foreion loans on real or international exchange, the
analysis of the manner in which they affected the value of the
currency was suspended until the laws that control the varia-
tions of nominal exchange, or the local value of the currency, had
been likewise determined (page 31). This having been done we
can now resume that analysis,

The influence of foreign loans on real exchange has heen
shown to be limifed to a maximum appreciation of 0.21 pence,
or sufficient to raise it to specie point, and that any further ap-
preciation of the currency or rise of exchange consequent on the
importation of bullion must he the vesult of variations of nomi-
nal exchange only. The importation of bullion was likewise
shown (page 143) to affect the value of the eurrency in civeulation,
not in the inverse ratio of the price of bullion or specie, but in
that of the average of all prices.

If these principles are clearly comprehended we can proceed
to illustrate them by means of a concrete example, and then to
determine the comparative influence on the value of the
currency exercised by a reduetion of its volume if effected by
means of the proceeds of a foreign or of an internal loan res-
pectively, both of which methods have been projected.

The guantity of paper money in circulation at the close
of 1895 was about Rs.790,000:0005. Suppose that with this
amount in eirculation a foreign loan were mnegotiated for
£10,000,000 at the rate of 80 % of its nominal value, bearing 57/,
annual interest and 1°/, sinking fund, whilst exchange stood at
10 pence. The real or nett value actually received would then
e £8,000,000, and the real cost of the annual service of the loan
equivalent to 74 per cent. on that value, and that of interest to
64 per cent.  Foreign burdens would, consequently, be increased
during a period of 36.7 years by an annual sum equivalent to
£600,000, and must be compensated by a corresponding increase
of exports, decrease of imports, or both, or else real exchange
must fall again and the currency suffer depreciation as soon as
the proceeds of the loan were exhausted.



Supposing that the local ‘business’ demand remain the same
hefove as after the importation of the bullion, the general demand
for the cireulating medium must be inereased hy the amount
imported, -£8,000,000, :

r ic
Applying the equation of value v’;-‘%,b- (page. 148),
when D and S are equal we find that

10 GE
57 790 - d> = 202.6
The supply of the eirenlating medinm is, therefore, 790,000:0008,
the demand 292,600:0005, and the value of the currency 10 pence
per mil reis. The importation of £8,000,000 will, as soon as the
gold is thrown on the market, be equivalent to an increase of
the demand by Rs.192,000:000%; and the demand will have
risen to 484,600:0008. The equation of value will now be

Q_B;SSOOX 274 — 16.56 pence, which is the rate to which

V} =
exchange will be raised by the importation of the hullion. To this
must be added the improvement of 0.214 in real exchange as
long as the importation continues, so that the total improvement
of exchange produced by the loan will be 6477 pence, from 104
to 16477, leaving out of consideration fhe influence that specu-
lation would be certain to exercise simultaneously.

The sale of the bullion will not, however, have been
effected all at either 104 nor at 16477, but at the mean of the
two, 13038, At this rate £8,000,000 would yield Rs.143,498:0008
paper. If then this sum were applied to the redemption of the
currency and its equivalent withdrawn from circulation, this
would be reduced to 646,502:0008, and the equation of its value

would then be V"' — 484,60Q
646,502

The rise of 6.774 in the rate of exchange produced by the im-
portation and sale of the gold could only he permanent if
accompanied by a large increase of exports, decrease of
imports, or both. As has been shown, however, (page 16) the
tendency of both exports and imports is to decrease as exchange
rises, bub the former more than the latter. Consequently,
unless some special measures are previously adopted to p-event
it, as soon as the proceeds of the loan are exhausted exchange
must lose the advantage it previously gained and fall again in
the same way as it rose, by 6477, to 13.48 pence, and even lower.

The only positive and lasting advantage, therefore, gained by
the redemption of the cmrency with the proceeds of the loan

2.0

x 271 — 20.25 pence.
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would be an improvement in the value of the currency oqui-
valent to 3.48 pence.

When, however, all the proceeds of the loan have been re-
exported the increase of foreign hurdens by £600,000 per annum
will continue; and, consequently, unless the equilibrinm of real
exchange has been vealized by the indispensable increase of
exports, deerease of imports, or both, exchange must continue to
fall; so that, even after the redemption at a great cost of more
than 18 per cent. of the total quantity in civeulation, it is guite
possible that the value of the eurrency micht drop again fo its
original value (101 ) or even lower !

The value of exports in 1893 was Rs.291,830:0008 gold, so that
an increase of £600,000, or Rs.5,333:4005, in foreicn burdens.
would represent an increase of nearly 2 per cent. in the value
of exports, which, small &s it may appear, cannot be sponfa-
neously created, but only hy a steady and sustained effort,
necessarily the work of time and patience. Meanwhile inter-
naftional exchange would be |mfa,voura.bl'u, the only alternative
method of preventing it from falling being a corresponding
reduction in the value of imports or of foreign burdens.

There ig only one method by which the indispensable shrink-
age of imports can be secured, and that is by an increase of duties
on imported commodities. If, however, the increase be imposec
on all imports indigeriminately it must affect the cost and, con-
sequently, the value of exports, and thus reduce its useful effect.
Until, therefore, the increase of exports is sufficient to yield a
value equivalent fo the merease of foreign burdens, it appears
indispensable that the duties on the classes of imports notchiefly
consumed by production should bhe systematically advanced
sufficiently to secure the equilibrium of international payments
every time that a fresh foreign loan or addition to permanent
foreign burdens is effected.

It will here be of interest to examine the effects of a corres—
ponding internal loan applied in the same manner to the ve-
demption of the currency, a policy which, senseless as it is, has
not lacked supporters.

Judging from actual quotations of internal stoek, it is possible
that an internal loan might be issned at a higher rate than a
foreion one, let us snppose at 95 per cent. of its nominal value.
An issue of Hs.202,105:2725 equivalent at 104 to £8,421,003,
would then yield a nett value of Rs.192,000:000% currency, or
£8,000,000, beaving 5 per cent. annual interest and 1 per cent.
amortisation.
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The cost of the service of the loan would then be as follows

Annnal intevest at 5%, on Rs.202,105,272% — Rs.10.105:2635
,»  amortisation at 1% Lo . 2,021:0525

12,126:3155
Deduct 19/, on 192,000:0008, the true amortisation 1.920:0005

Rs.10.206:3153

The balance then represents the true value of interest paid
Rs. 10,206:3165 and is equivalent to 5.3 per cent. per annum on
the veal value, received and compares favourably with the rate,
64 v/, that corresponds to the interest of a similar foreign loan,
but issued at 95 in lieu of 80 9/, of its nominal value.

If, however, the proceeds of the loan were applied to the
redemption of the currency, as was the case with part of the
internal loan of 1895, the advantages entirely disappear, and it
then becomes evident how ruinous such an operation must
prove if exchange vises, as it naturally must if the redemption
is earvied ount.

If the proceeds of the internal lonn just described were devoted
to the redemption of the currency the quantity of paper-money
wonld be reduced from Rs.790:000,0005 to 598:000,00058 and the

equation of value would then he V. — 23_26_

13121

And the real value of the eost of the service of the debt will
~ then be as follows :—

Equivalent of the annual service Rs.12,126,3155

at 134 21 axchange.....surmsssvsemiisaraians £667.452

Deduet the value of the service, at 104 exchange,
the rate at which the loan was issued...... 505,263
£162,189

The difference £162.189 vepresents the annual loss to the Trea-
sury that must ensue from the rise in exchange brought about
by the redemption of the enirency.

The true annual rate of interest paid on the real wvalue
received would be :—

Cost of the annual interest and amortisation at

edigifexehtiiges it i i damdititn. £667,452

Less amortization of rveal wvalue received,
£8,000,000 at 1 per cent. per annum......... 80,000
£587,452

16
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The balance represents the ammmal interest payable, and
is equivalent to 7.34 per cent. compared with only 6} per
cent. on a similar foreign loan issued at a rate 15 per cent.
lower. Tt may be objected that the serviee of internal loans
is not payable in gold but in paper, and that, therefore, the
burden does not vary with the rate of exchange; but this, as,
has already been pointed out, is a delusion, because what
the taxation requisite to meet the service of the debt really re-
presents is not so much paper-money merely, but its equivalent
in labour or produce; and, eonsequently, if the real value of the
taxation necessary to satisfy the service of the debf has risen
from £505,265 fo £667,452 in consequence of the improvement
of the value of the currency, the burden of taxation must in
reality have heen proportionately aungmented.

Apart from such considerations, any attempt to artificially
raige the value of the currency hy means of internal loans, and
indeed in a less degree by all loans, is open to other and graver
chjections.

It should be horne in mind that the greater or less quantity
of paper-money in cirenlation neither increases nor decreases
the national, but only individual wealth. The country is none
the richer beeause it has 800,000.000% in circulation, nor would
it be any poorer if it all suddenly disappeared. The real wealth
consists in the commodities and services for which the paper-
money is the medinm of exchange. The aggregate value of all
opervations of exchange constitute the demand for the cur-
vency or cireulating medium, Even if paper-money became
of no value at all, there would in veality be no reduection of
National wealth, becanse everything it was exchangeable for
would continue to exist as before, and what was lost by some
who held paper-money, would bhe eained by others who had
acquired the goods and property, so that there wounld be a
simple transfer, but no loss.

If then by means of a loan such as has been described, and by
the simple substitution of one kind of promissory note for
another—internal bonds for currency—and without any real
accession of wealth of any kind, the value hoth of the eurrency
and of the bonds themselves has been raised, either it must have
been effected spontancously, or else by the sacrifice of some
interescs for the benefit of others.

To simpliiy the explanation it will be advisable toillustrate by
an example. Supposing that with an emission of Rs.400,000:0005
exchange stood at 124 —when the real value of the currency
would be in sterling £20,000,000—and that the proceeds were
applied to redeeming an equivalent quantity of paper-money,
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thus reducing its volume to Rs.200,000:0005, and that ex-
change, eonsequently, rose to 240 The real value in sterling of
the reduced quantity of currency, Rs.200,000:0008, would at 244
be still £20,000,000, but a completely new value wonld have
been ereated in the 200,000:000% of internal honds, the value of
which would have been likewise raised to £20,000,000, so that
by the simple substitution of Bonds for currency £20,000,000
would have been converfed into £40,000,000 without any ap-
parent loss to anyome. Truly an opevation, if it were a fact,
more marvellous even than the traditional transmutation of the
metfals !

The explanation of the paradox is as follows:—The value of
paper-money is determined solely by the rvelations of the demand
to the supply, the supply being the amount in civenlation, and the
demand constituted by all the commodities, services, property
offered in exchange.

The reduction in the volume of the eurrency reduces the sup-
ply, whilst the demand will have heen increased precisely by the
value of the new loan and its annual interest. Consequently,
the paper-money will exchange for more commaodities, ete., than
before, with the exception of securities and of other property or
services that ave subject to fixed charges (such as Bonds and
fixed incomes), and every other kind of commodity or property
or services, including labour, will, therefore, have suffered a
corresponding depreciation in proportion to the alteration of the
rates of the demand to the supply.

Any attempt, therefore, to arbitrvarily improve the value of
the eurreney by means of loans is nothing less than o forcible
transfer of pavt of the property of one class to another; and as
the greatest part of the paper money and securities is acenmu-
lated in the hands of the capitalist and well-to-do classes, this
unfair transfer is mostly from the poorer to the vicher classes.

It may be objected that even it this were so, it would only he
inverting the previous operation by which a similar transfer had
been effected from rich fo poor, in consequence of the original de-
preciation of the currency. But the two cases are not strictly
analagous. In the first place the depreciation of the currency is
not usually the result of a deliberate design, such as an attempt
to raise the value of the eurrency by means of a loan must be.
It is true that the depreciation of the currency must effect
some transfer of value from creditors to debtors, wad, therefore,
generally favour the industrial classes, but such a transfer
would be much more circumseribed in its action, and in fact
would be limited to fixed payments, and would not include the
curreney except for an insignificant moiety. |2
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With regard to the enrrency it is doubtful if to-day any single
person possesses intact the same uantity of paper-money he
held in 1889 hefore the fall in exchange commeneed ; that is, if
he has allowed fthis money fo iie idle without touching or
changing it for anything whatever, If so, that individual has
logt and is imjured by the fall of exchange: but even so the
fault is all his own; but if, as he naturally would if engaged in
cominerce, he has bought and sold with it, since the prices of the
commodities mustthemselves have visen praduoally in proportion
to the fall of exchange, he has always, except perhaps at the
initial fall, received the full value of his money, and, finally, the
money actually in his possession to-day represents goods de-
livered or services rendered, which have been estimated not at
the par rate, but at the current vate of exchange. So that if
he were even obliged to convert at the rate of 100 for each mil
reis he would searcely in veality be a loser at all,

Exeeption must of conrse be made for Banlks or persons who
deal only in money and not in commodities, that ave, however,
wenerally able to protect themselves in other ways.

The class that undoubtedly does suffer from a depreciation of
the currency is that of Creditors at long dates, and especially the
holders of public securities payable in paper; but amongst this
class the holders of mere paper-money must not be generally
included.

It must be likewise borne in mind that a Government emission
of paper-money is but a substitute for taxation, and that had
not the necessary funds heen raised in this manner they must
have heen obtained from contributors by taxation, of which
the propertied elasses must have horne their share.

Whatever claims the holders of internal bonds issued previous
to any loan raised with the object of redeeming the currency
may possibly possess fo compensation for depreciation in value,
it is certain that those that lent money for this particular object
can have no such rights to assert. The money lent in this case
could in reality have suffered no depreciation, because it must
have changed hands infinitely since the first depreciation com-
meneed, and represented to its actual owner at the moment at
which it was lent to the State, not the par value, bhut the actual
market value of the goods or services, in exchange for which
it had been acquired, appraised in the depreciated eurrency.’

The fact that this elass of ereditors would realize a wholly un-
carned and undeserved profit at the cost of tax payers in general
should prove an insuperable ohjection to any attempt to improve
the value of the currency by means of internal loans.

The same ohjection cannot be urged inthe case of foreign loans,
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as the lenders would then veceive precisely the same sterling
value they delivered, allowing for the difference befween the
nominal and real rate of issue.

The popular illusion that imagines spontaneous fransfor-
mations of value possible supposes that the Government has
only to provoke some such automatic rise in fhe rate of exchange
to immediately reestablish the equilibrium of the National
finances, without trouble, labour or loss to any one whatever;
foreetting or ignoving the fact that no permanent improvement
is possible except on conditions of an increase in the value of
exports, a decrease in those of imports or of the burden of foreion
payments, o else of a reduction of the volume of {he currency.

In order to complete the comparison between the effects of
foreign and internal loans, it is necessary to examine their
respective influence on Capital.

Supposing that the whole volume of the currency were produc-
tively employed and that the profits acerning at simple intevest
were added annually to Capital, if no loan were negotiated and
things vemained in statw quo, at the end of 36.7 years—the
period requisite to amortize a loan on the conditions stipulated—
Capital would have inereased in the following manner:—
Original. Capital — currvency in circulation Rs.

Tl o p b (AR AR e e — £32,916,667
Interest at 5 per cent for 36.7 years at 10d. ...... — 60,402,084
Capital atiend of 36.7 FEATS: teouoreinrrnrinenrens — £93,318,751

A foreign loan for £10,00,000 employed in redeeming the
currency would raise the value of the currency to 200125, and,
supposing that there were no posterior depreciation in conse-
quence of the addition to foreign burdens caused by the loan
itself, the volume of the cuwrrency having been reduced to
646,502:0003, the state of Capital at the end of the 36.7 years
necessary for amortisation of the loan would be as follows:—

Capital=currency in eireunlation Rs.646,502, 000\’

at 20125 exchange... i — £ 54,548,600
Interest at 5 per cent. tm 36 7 years Lt 20“25
exehange..vi. .. 4 s vweriril— 31 00 DD66RT

Bullion 1n1p01ted on 'i.ccount ot lm,n ... =, 8,000,000
Interest on bullion for 36.7 years.......c.ceevrvieness = ,, 14,680,000

£ 177,325,287
Deduct interest and amortisation payable abroacd

for 36.7 years

— 22,020,000

State of Capital at the end of 36.7 years........,, — £165,305,287
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An internal loan on similar terms toyield £8,000,000 nett will,
as hag heen shown, raise exchange to 13421, and applied to the
redemption of the currency will reduce its volume to 598,000:0008

The state of capital will then be as follows :—

Capital=currency in eirculation Bs.598,000:0005
ab 13'121 ............................................ = £32,916,667
Imterest at 5 per cent, on ditto for 36.7 years.... = 60,402,087

£93,518,757

The total capital at the end of 36.7 years is identical with
the result obtainad if no loan at all had been employed and the
currency had heen left as it was.

Summing up the results of the two operations, it is ungues-
tionable, it we vegard theiv influence on either expenditure
(taxation) or eapital, that aforeign loan, even on considevably
more onerous terms, is far more advantageous than an internal
loan can be, especially when applied to the redemption of the
currency.

Comparison of Internal and Foreign Loans.

FOLETGN LOAN, | INTERNAL TOAN

Assumed price of 185UC.... 00 |; 80 9. ‘ 95 %,

Addition to annual fixed I'urt:igll.!
ST (e e P G e g £600,000 nil.
loeal lgnivalent to

Addition to anmual fixed
| S A T S R 2

1s.12,110:6008 ‘ Rs. 12,126:000
}uqul\ﬂtlvlﬂ' fo

Rige in exchange created by the (_ £667.452
redemption of the currvency, |
o L0l o R s e 20:.25 !| 13d.21.
Savine effectod in exchange on |
foreien payments:  (valbio)......
Inerease of Capitalin 36.7 years...| £100, ']"56 687 ‘ N 1]

.
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RECAPITULATION

Recapitulating the coneclusions arrived at, we find that Ex-
change, or the value of the currency, is affected in a permanent
manner only by real causes; that such phenomena as speculation,
confidence and its negation arve not veal causes, and alone or
unassisted can only account for purely temporary oscillations of
value.

The value of paper-money, is in fact, influenced by two real
causes only, and to one or the other of these, or to both, must be
attributed every vaviation of the value of the currency of a
lasting character.

These causes are:—

1st The ratio between the demand and supply of the circula-
ting medinm.

2nd The equilibrinm of international payments.

These two causes determine the rate of real or international
and of nominal exchange, of which the market exchange is the
resultant.

Nominal exchange, or the local value of the enrrency, depends
on the guantity of paper money in cirenlation and on the local
demand for the civculating medinm, which in‘turn is influ-
enced by the favourable or unfavourable balance of interna-
tional payments; consequently, the quantity of paper-money
in cireulation, the animation of local and foreign business and
trade, and the rvise or fall of speculation are all powerful
tactors in deciding the local value of the currency.

International or real exchange, on the other hiand, depends
exclusively on the variations of foreign payments and on the rela-
tive supply and demand for bills of exchange. The demand for
bills is constituted by all payments due, including those on ac-
count of imports, interest and amortisation of all foreign loans
both public and private, guarantees, dividends of foreivn com-
panies, and private remittances of every deseription. The supply
is represented by all payments receivable on account of exports,
of whatever character they may be, and also of the foreign
capital imported for permanent investment in the country. TIf
the resources that constitinte the supply are insnflicient to satisty

T
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the demand, international exchange must fall ; but its influence
on the value of exchange is limited to an appreciation or depre-
ciation of its rate in a proportion equivalent to the cost of im-
porting or exporting bullion to LEuropean markets.

Having now determined the different rules that govern the
equilibrium of hoth exchanges, the Statics of the subject, we
may now past on to examine its Dynamics, or the manner in
which that equilibrium has been disturbed, and how best it may
be re-established.

s
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PART III

FIRST PERIOD 1861 to 1864,

Average rafe of exchange ...........ccc... pence 264

Value of exports (local valuation) ...... per capita 173817 gold
Value of imports, ratio to exports 81,57 £ 135914 *
Foreign charges ineluding interest and X

amortisation of federal and provincial
foreipm debts, guarantees to foreiom
capital, and profits of foreign com-

panies. Ratio to Exports 9.4 %......... % 136905 %l
Imported capital; ratio to exports T.G%;

ratio toactivo 6.8 9... Tienan 3 th 15246 H
Foreign funded debt, v\chm\i, ut -

tional internal loans held in Burope. g 95227 .
Curreney in cireulation, including trea- \ f 105832 paper

sury and bank notes.. £€ 108459 gold

Annual federal ].-xpmuhtlu'u A2l : yi gigég l}frf;ﬁ

¢ i ovenue \ * 55816 gold
Revenue ...ccovevviirveenes ) = e ]szet'
“ i EHol \ p: 08597 gold
L O e e e L x 08602 paper

Balance of international payments (ex-
clusive of bullion and private remit-
tances) Local valuation of exports.... + 86.528:5895

‘I'otal indebtedness ineluding all loans ¢ Maximum 288333 gold
and issues of paper-money ............. { Minimum 275709

Leaving oul of consideration the movement of bullion and
private vemittances, as alzo of the importation of private ca-
pital, the value of imports was 81.5 per cent. of that of exports
during this period, leaving a balance ¢f 18.5 per cent. which suf-
ficed to liquidate all other foreign expenditure of every kind,
the total international debit or passive amounting to 91.9 %
of the value of exports, and to 85.7 per cent. of total resources
or the acfivo, Consequently, a very large balance, equivalent to
more then 86.00 :0005 gold, remained in favour of the country
which was imported as bullion or specie, and raised the rate of
exchange to 274 pence, or 183 per cent. above its par value, | 2.5
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Finaneially and economically this was the haleyon period of
Brazilian finance, when exports alone sufficed to meet the cost
not only of imports but of the interest and amortisation of the
foreign debt, guarantees, and dividends of foreign companies,
and all other foreign expendifure of the country. Foreign
charges for this period showed the comparatively high average
of 15690 gold per head, owing to the amortisation of a large
quantity of the foreign debt in 1893, otherwise the coefficient
would not have exceeded 05857, the rate 1860.

National indebtedness, inclusive of all loans and the paper cur-
rency but not of the floating debt, amounted to Rs. 285333 per
capita reckoning the part payable in currency at ifs nominal
value (maximum), and to Rs. 275709 gold estimated at its veal
value reduced to gold at the eurrent rate of exchange, 267 pence.
Of the total indebtedness only 95227 per head corresponded to
the foreign dvbt.

In spite, however, of the general financial and economical pros-
perity, expenditure exceeded revenue, the deficit being at the
rate of Rs. 085697 gold per head. The coeflicients of expenditure
for this period ‘were Rs. 65636 and Rs. 63413 paper and gold
respectively, the lowest on any subsequent rate, and one that
ig not likely to recur.

It will be interesting to note, as the analysis of the different
periods proceeds, the increase that has taken place in expenditure
of all kinds, as also of the national internal and foreign debt.
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SECOND PERIOD 1865 to 1869.

Average rate of exchange ..o pence 2131
Value of Exports (local valuation) ...... per capita 165419 gold
Value of Imports ( £ )iiass
= 92.5 % of exports . “ 163261 e
Foreign charees mulmlluﬂ‘ 1111:31 (.“';t ‘md“g =
amortisation of federal and ot?lm l « . 18517 (a) ©
foreign loans, guarantees to foreign | e 58002 (b)
capital, and dividends of foreign com- !
panies St LY e iy J
Imported capital — 31.8% of exports
and 6.9 9, of activo.......... A 15825 S
Foreign debt, LXGll'IS]Vt‘ ot mtcrnul
loans held in Europe........... 4 143223 (1
Currency in cireulation mu.,ludlnﬂ' 'lrcu. { s 145289 paper
sury and Bank notes.. BT < 115057 gold
Total Indebtedness uu,ludmrr all loans ( Naximum 408903 £
and issues of paper-money.............. { linimm 35$114 “
Annual Federal hxpe}ldltm'c ............. '( “ %i;égi pa.p‘i;r
e « ( e 58700 gold
Revenue ..:ivi.iiiariss ) o 75294 p;pel'
i S ST finit s WA : % s el

{ 4 73090 paper
Balanee of International payments (ex-

clusive of bullion and private remitt-

ances as per local valuation of ex-

ports and imports.............. R —158.555:4155% wold
Balance of Inter natmn.xl pay mcnta as

per foreign customs’ valuation of im-

ports and exports...... Ll 27.122:6558 gold
Shipments of coffes at the pmt oi luu \ sacks 3.055.869 of 10 ks
Janeiro; annual average......... .- L valueRs,80.918: 410‘,\;{'01(1

(a) Exclusive of foreign u.\:pcnditm'e on account of the Para-
guayan war.

(b) Inclusive of foreign expenditure on account of tie Para-
guayan war.

This was in every sense the most disastrous period of Bra-
zilian financial history; and from the habits then acquired of

1"
i
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administrative extravagance, the vesult of the lavish expenditure
caused by a long foreign war, the country has never wholly
veceovered.

Bixports fell oft slightly, 7.8 per cent., compared with the
previous period, and imports inereased very largely, 17.4 per cent.,
whilst the foreign expenditure inclusive of that for the war rose
enormously, 196 per cent. Consequently, the balance of inter-
national payments was extremely unfavourahle; and exchange on
this account alone must have suffered a great deprecintion, In
addition fo these caunses exdessive emissions of paper-money si-
multaneonsly depreciated the local value of the currency, the
quanfity in eivculation having inereased from Hs. 105885 fo
145285 per head. The average rate of exchange for the whole
period was 21d.31, a fall of 5d.56 singe the previous period ; the
lowest rate attained was 14d. in 1875.

A great divergence will be noticed in the balance of interna-
tional payments obtained by the use of local valuations of foreign
trade from those obtained by the use of foreign customs’ valua-
tions; one giving a balance of 158.555:4158 against the country
for the five years, and the other that of only 27.122:6565%. For
reasons alveady given the former have been judged more
correct.

The uncertainty as to the correctness of the appraised values
of imports and exports is here most striking, Supposing that
the same demand for the cireulating medinm had existed during
this period as in 1860, when exchange was about par, and the
supply 115000 was consequently balanced by the demand, the
the averace depreciation that would correspond to the excess of
emission would be 7.8 pence, and would more than account for
the whole depreciation of the currency. It is, however, certain
that if the emission of more paper-money, on the one hand
tended to depreciate the loeal value of the currency, the
largely increased demand for business purposes created by the
opervations of the war itself must have exervcised an opposite
tendency. Whautthe precise valne of this lntter demand really was,
and, consequently, what the true local depreciation, could only
he decided by determining correctly the balance of intermational
payments. This, however, we are unable fo decide. And, on the
one hand, if for reasons already given we are inclined to trust
rather to the local valuations of imports and exports; on the
other, it is possible that those of the foreign customs are the
more correct, and that in reality the fall of exchange was the
almost exclusive effect of excessive emissions of paper-money,
and only in a very insignificant proportion that of unfavourable
international trade,
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The diserepancies noticeable hetween the local and foreign
valnations of Brazilian trade for this period are typical, and
illusteate the great importance of trustworthy statistics and the
neceessity of securing greater accuracy in the future.

National expenditure rose in consequence of the war from
Rs.65413 gold per head in the previous period to Rs 115122, or
75 per cent. 'This increase of expenditure was on the conclusion
of the war never wholly recovered, the coefficient falling during
the following period, 1870-1875, only 4 per cent. to an average of
Rs.105808 gold per head, which still vepresented an increase
of 63.5 7 compared with that of 1861-1864, and continued about
thiz rate until the period 1886-1889 when it reached its, max-
imum Rs.115334 gold per head. In 1890-92 declined to Rs.95981,
and in 1893 to Rs.85319, not because of any absolute economy in
the administration, but through the influence of the depreciation
of the ewrrency on the rveal value of local expenditure, as is
shown by the fact that the expenditure appraised in paper-
money at its nominal value, which was only Re.65636 in 1861-1864,
rising to Rs.145384 during the war, reached its maximum,
115.195532 per head, in 1893,

The effects of the war en production and exports were, for-
tunately, not so serious as might have been anticipated, and the
slighl reduetion in the value of exports, from Rs175819 to
Rs.165419 ¢old per head, was the result vather of the fall in the
price of the staple, coffee, from 55729 gold to 43952 per 10 kilos,
than to any reduction of quantity; on the contrary, coffee ship-
ments in this period reached the large average of 3,055,869 bags.

During this peviod National indebtedness was nearly doubled,
rising from Rs.285333 to Rs.405903 wold per head, veckoning
paper debts at their nominal value, OF this the foreign debt,
which was only 95227 gold per head in the previous period, had
risen to 145223, The internal debt had visen likewise from
Re.853549 to 125404 by emission of both ‘apolices’, ov bonds pay-
able in emrreney, and ‘national’ bonds payable in gold, which in
1869 for the fivst time made their appearance, The inerease of
paper-money, from Rs103832 to Rs. 145289 per head was chiefly
due to emissions of treasury notes that increased from 35,391:000%8
t0 61,706:0008, the increase in bank notes heing only 12,757:0008.

Foveign capital imported wns very large, and averaged
10,958:54658 gold per annum, equivalent to 6.9 per cent. of
the average annual international credit or wetive, of wnich
R5.8,889:0008 was the product of loans, and the rest of capital
for railways and other public companies.

The burden of foreign expenditure increased, exclusive of that
for the war, 77 per cent. since 1861, from 08857 to 18517 per
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head. Inmclusive of the war expenditure it was 58002 per head.
The increase of both expenditure and indebtedness during this
unhappy period of Brazilian history was to be expected under
the eircumstances, but the failure to reduce the rate of national
expenditure, or to make any attempt to pay off some part of the
heavy liabilities then contracted atter the excuse for such ex-
penditure had ceased, cannob be regarded as an unavoidable
consequence of the war, and must always remain a most un-
satisfactory feature of national finance.

s
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THIRD PERIOD 1870-1875

Average Rate of exchange......... Pence. 24.3
Value of Exports (local valuation). p. capita Rs. 205345 gold
Value of Imports (do do)

= T4.6 per centi, of Exports... il Uk 5 2153342
Foreign Charges-ineluding service )

of federal and other foruign]

loans, guarantees to foreign o il lS093) Ly

capital, and dividends to fo- {

reign companies 8.2 °/,. of ex-

ports.

Imported Capital — 7.2 per cent of
Exports and 6.7%. of detivo... T s 15486

21

Foreign Debt, exclusive of internal

gold loans held in Europe...... e N S 0T g
Curreney in circulation; Treasury g 185654 paper
and Bank notes.................. e i 1115047 gold

Total Indebtedness including all
loans and issues of paper- Maximum {59:342?

2

TNODEY -4 vss o susisan iasadssiss s MANIIOTIM 465032 |,
: . 105808
A 2 e :
nnual Federal Expenditure 5 2‘11373711;"1]&1'
s 5 Revenue............ : gQ?U% 4ol
( 95816 paper
4 W o AT e | 15716 gold

| 18921 paper
Balance of International payments

exclusive of bullion and private

remittances ag per local walua-

tions of exports and imports...... + Rs.254,995:778§ gold,
Balance of International payments,

as per foreign customs’ valua-

BIOnE T it s dessos s duosty LR il 294570705
Shipments of Coffee at the Port of Bags 2,715,495

Rio Janeiro; annual average...... i Rs.105,954:014%
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I'he reduction of foreign expenditure consequent on the close
of the war from Rs,65002 to Rs.15693 per head, and a great im-
provement in the foreign demand for Brazilian produce suc-
ceeded in regaining in less than five years the economical
situation destroyed by the war, and exchange vose vapidly from
the lowest point it had yet reached, 14d., to an average of 24.3
pence for the whole period, the highest point it reached heing
28 § pence in 1875, when paper-money stood for a short time atan
absolute premium, as it did again in 1889,

Exports inereased in value from Rs.168419 to 205545 wold
per head in consequence of the rise in the price of cofles from
45952 to 65739 wold per bag, the highest average yet attained,
and which more than compensated the falling off in quantity of
average shipments at Rio, which fell from 3,003,805 bags in the
previous period to 2,710,830 per annum. :

Imports instead of increasing showed a positive decrease from
Rs.165261 to Ks. 1565342 gold per head. Imports during this period
only represented 74.6 % of the value cf exports and the total in-
ternational Debit ( passivo) did not exceed 86 per cent. of the value
of Exports alone, and 80.9 per eent. of the fotal Credit or Aelivo;
there heing, thevefove, a balanee equivalent to 19.1 per cent. of
the value of exports available for importation in the form of
bullion or specie. 'T'he influence of international payments on the
value of the eurrency must, therefore, have heen uniformly fa-
vourable; and,in view of the continued emissions of paper-money,
which increased the quantity in civeulation from 145289 to
185554 per head, and must have exercised a powerful and si-
multaneouns depreciating influence on its local value, the
improvement of the value of the cmrency and the rise of
exchange during this period, it must be concluded, was the
exclusive effect of the favourable halance of international
payments,

To this result the increase of the value of exports and ve-
duction of that of imports principally contributed, thongh the
importation of foreign capital, which still continued on a large
seale, must have likewise cooperated. oveign capital imported
represented 7.2 per cent. of the value of exports and 6.7of the
total activo, and comprised 11,852:004% gold in the shape of
foreign loans and Rs.3,189:7605 for guaranteed and other under-
takings,

The 1::n1nnccr-s obtained respectively for this period from the
uge of local and foreign valuations of imports and exports con-
tinue fo gshow a great disecrepancy, but in this case hoth indicate
that they were indisputably favourable, the difference being
one of degree merely. It is, however, noteworthy that theiv
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relative positions are now reversed, whereas the foreign valui-
tions yielded the more favourable estimafe for the previous
period, they now show an inferior result to that of local valua-
tions in regard both to the value of imports and exports.

The nominal value of fotal indebtedness rose from 403903
to 595427, and its real value from 385114 gold to 465032 per
head. This was the result partly of the increased real value of
the paper money and of that of the internal debt, hut also of a
positive addition to debt of all descriptions, with the exception
of the foreign debt which was reduced from 143223 gold per
head to 145018. The internal debt increased simultaneously from
115388 to 263365 (nominal value), and the paper money in cir-
culation from 145289 to 185554 per head.

In spite of the general improvement and the increased value
of paper-money expenditure exceeded revenue hy 15716 gold per
head.

Compared with the previous period of the war, expenditure fell
only 2.8 per cent.,, and still continued 68.5 per cent. in excess of
that of 1861-1864, the period previcus to the war, if reduced to
its real or gold equivalent.

If the nominal value of expenditure in paper-money i com-
paved with that of the previous period it shows a reduction of
18.1 per cent., but a positive increase compared with 1861-1864
equivalent to 76.8 per cent!

The ease with which a favourable halance of internationul
exchange raised the value of the currency fo par in less than
five years was so much the easier hecause the quantity of paper
money to be operated npon was comparatively small, not exceed-
ing 185554 per head. The same conditions of international pay~
ments which then sufficed to raise exchange from 14d. to par
would to-day (1895) suffice fo raise the 789.000.000§ actually in

cirenlation from 10d. only o 164 pence. L
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FOURTH PERIOD 1876 TO 1885.

Average Rate of Exchange.. pence 22}
Value of exports (local V'ﬂm’mon) ...... perhead Rs.163103 gold
Value of imports (local valuation )

= 91.4 per cent. of exports............. i 143349 %

Foreign Charges including Lho sprvice
of federal and other foresign loans,
guarantees to Zoreign capital, and
dividends of foreign companies; —

12.2 per cent. of exports... H 13978
Imported Capital = 5.3 per caut of ex-

ports and 5 per cent of astivo... e 5 08853 4
Foreign Debt, exclusive of intm.-nul

gold bonds payable in Europe.......... i 135368 35
Carrency in circulation; Treasury and ( o 165951 paper

DAL TOHE8 ot a b o s S S 20808 w1
Total Indebtedness including all( Yaximm ., 615182 o

loans and issues of paper-money | Minimum s D3S3b8 %
Annual Federal Expenditure ......o.uv.e { :: ig:g;ﬁ pa,p,;r

- ( » 75823 gold

& . Bevenue ... ivvivesiiien 1 i 93573 paper

; : 23250 gold
Deficilimimis-snas 2 =

g { s 25661 paper

33 2

Balance of International Payments, ex-

clusive of bullion and private remit-

tances, as per Loeal valuations of ex-

ports and importaii . i, +  Rs.5.105:6765 gold
Balanece of international Payments, as

per Foreign Valuations of exports

and AMPOrtRi s ssnennieiee o BB.21T.T25:3258
Shipments of coffee at the Port of Rio; ¢ 3.907:846 hags.
annual AVETATE. it iatbrssrenans t  Rs.99.790:7455 gold

In 1874 the price of coffee had already commenced tofall from
the high average of 65304 per bag maintained during the pre-
vious period to the lowest yet registered for any of the periods
under analysis, 35247. The effect of this fall in price must,
however, have heen greatly compensated by the largely
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ineregsed output, shipments of coffee from the Port of Rio
having risen from the average of, 2,716:830 bags per annum to
3.907,846, so that its aggregate value shows a reduction of only
about 6% ecompaved with the fall of 48.4 per cent. in its price!
Nevertheless the value of exportls shows a reduction of 45126
per head, according to local valuations, but only of 03555 by the
foreign, If the latter appear to agree better with the statistics
relative to the value of coffee shipments from Rio, the former cer-
tainly correspond more with the depreciation of exchange
during this period ; that must have been the exelusive effect of
unfavourable international balance of payments and the conse-
quent: depression of all local business, becauge it was simul-
taneous with a positive appreciation of the loeal value of the
cmrency, effeeted by the systematie reduction of its volume.
This is evident if we examine the sundvy factors that affect the
value of both nominal and international exchange.

Foreign charges had visen slightly, on the one hand, from
18693 in the previous peviod to 15978, or ahout 17 per cent.,
whilst imported capital had, on the other hand, diminished 42
per cent. from 15486 per head to 05853, 'These ftwo items will
aceount for a certain amount of the depreciation, accompanied as
they were by an undeniable falling off in the value of exports,
but only for a very small proportion.

The currency, on the contrarvy, was reduced from Re.185554 to
Rs. 165951 per capita, in spite of the emission of 40,000:0005%
treasury notes in 1878 and 1879, and must have experienced a
corresponding rvise in value unless other adverse factors had
simultaneously exercised o depreciating influence. A glance
at the diagram fronting page 160 will show how these two
distinet influences must haye operated during this period,
one tending to steadily improve, and the other, still more
powerfully to depress the value of the cireulating medium.
The rved line, which represents the theovetical variations of
nominal exchange as influgnced by the quantity of paper-money
in cireulation, shows that the depreciation caused by the new
emissions in 1877-79 was not only recovered, bub that the value
of the currency musthave experienced apositive improvement
equivalent to §d. durving the whole period on this account. The
blue line, notwithstanding, shows an almost uninterrupted de-
cline, and has no resemblance whatever fo the other, or red curve.
The fall that oceurred in the marvket rate from 1877 to 1878 cor-
responds very nearly, as would he expected, with the depreciation
caused by inereased emissions, one being equivalent to three pence
and the other to two and a half. From 1878 forwards, however,
allresemblancein tendency ceases entirvely, and whilst the F‘id line
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registers a continuous improvement equivalent to three pence
up to 1885, the blue curve shows an almost uninterrupted ifall
of five pence!

The balance of payments obtained hy the nse of local valua-
tions of foreign trade shows an excess of Rs.5.105:6765% gold in
favour of the country. It is possille that the depreciation of the
currency during this period was the simultaneous result of pri-
vate remittances, which have not been taken into account, and
must have turned the favourable balance against the counfry, as
also of the local depression that bad trade invariably creates,
which would haveinfluenced the local demand for the cirenlating
medium and exercised a depreciating influence on exchange; but
neither one nor the other are sufficient, nor both together, to
aceount for the tremendous fall in exchange since 1879. If we
turn to the foreign customs valuations of Brazilian trade, the
discrepancy is still more apparent. In this case the balance in
favour of the conntry is much more considerable, and amounts to
217.725:3255 gold, which is absolutely irreconcilable with the
simultaneous depreciation of the market rate of exchange and
the improvement that the reduction of the volume of the
currency must have exercised on its value, even making every
allowance for the effect of private remittances and local depres-
sion of trade.

We can, therefore, only conclude that both local and foreigm
valuations of Brazilianforeign trade for this period, at least, are
defective and irreconcilable with facts, but that the local valna-
tions are less so than the foveign.

The great importance of trustworthy statisticsfor the investi-
gation of economical phenomena is indisputable. The untrust-
worthiness of all such statisties in relation to Brazilian trade,
even after they have received the most careful revision, is
strikingly illustrated by the discrepancies of this period.

Total indebtedness during this period rose but little, from a
nominal value of Rs.595427 per head to Rs.615182, and was the
exclusive result of additions to the internal funded debt, as the
foreign debt had simultaneously fallen from 145018 to 135368,
and the paper-money in circulation from 185554 to 165951.

Expenditure, as usual, showed a large excess over ordinary
revenue, equivalent to 28661 paper, or 25250 gold, and its real
value fell very slightly in consequence of the fall of exchange,
it being 105808 in the previous period compared with 108072in
this.

The real value of revenue also declined, but in a far greater
proportion, from 95092 gold to 75893, in consequence of the de-
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preciation of the currency and of the custom of collecting duties
in paper, ab their nominal in lieu of their real value.

With such a system the depreciation of revenue must always
be greater than that of expenditure, and deficits become un-
avoidable.

The unsatisfactory nature of statistics relative to this period
make positive conclusions if not impossible, at least question-
ahble, but must suffice until a thorough analysis of the differant
economical phenomena that correspond to this period, such
as could only be aftempted with full access to all the sources of
information of which the Government disposes, and with ample
time at disposal, can be obtained. 13
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FIFTH-PERIOD 1886 TO 1889.

Average Rate of Exchange................. pence 241
Value of Exports (loeal valuation),..... per head Rs. 165460 gold
Value of Tmports ( . 4] Wl s

89.1 per cent. of Exports............. Fin 5 145667 i

Foreign charges including service of
Federal and other foreign loans,
guarantees, and dizidend of foreign

capital, — 14.6 per cent. of Exports. iy 23216 H
Imported Capital — 14.3 per cent. of

Hxports and 12.0 per cent. of Activo... = 35077 o
Foreign Debt exclusive of internal gold

loans payable abroad............... oo h 165173 Y
Currency in circulation ineluding ¢ 55 145774 paper

Treasury and Banl B oot .-. 125944 ool d
Total Indebtedness including all

loans and emissions of paper § Maximum . 615661 o
A OTTENAOIE. . it oo oo i { Minimum o 568802

TR L S 1 S

Annual Federal Expenditure, . . ... ... { . 128858 paper
0 ,, RevENHe e { % Skl

{ 4 115359 paper

e = 15336 gold

o o 3B Vil i oMot e, i i 15999 paper
Balance of International Payments, ex-
clugive of bullion and private remit-
tances as per local valuations of im-

ports and exports...........co.... .. -+ Rs.b52.852:691% gold
Balanee of Inter un,‘t-lonn.l Pnymmlts,
ag per Foreign valuations of imports

a0l eXPOTER. ireneeornavransanstos sussssas -+ Rs.223.614:7065  ,

] ) ; e s f 2.990:965 hags
Shipments of Coffee at the Port of Rio; i R5.99.287:9743 .

No period of Brazilinn financial and economical history is more
interestii.g or has been more generally misunderstood and mis-
represented than that of 1886 to 1889; when, after an unprece-
dently long period of depression, exchange for the second time
since the Paraguayan war rose to a rate above par, and paper-
money to a positive premium !
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This period is looked back on by those that only consider
effects without investigating their causes with ‘saudades’, as the
golden era of nabional finance, and thus by comparison re-
flects discredit on the present and its institntions.

The most prominent fact in the statistics for this period is
that international payments represented 95 pex cent. of resources,
or the Activo, and 108 per cent. of the value of exports, whilst
imports alone amounted to 89 per cent. of their value.

The importation of foreign capital exceeded the vate of any
previous period, being equivalent to 25336 gold per head, whilst
foreign charges likewise rose to their maximum value, 28216
gold per head! The combined value of imports and foreign
charges amounted to 165925 per head, about 3 per cent. in
excess of that of exports, Consequently,except for the im-
mense importation of foreign capital during this period the
favourable balance of international payments must inevitably
have been reversed.

The value of exports remained much the same as during the
previous period, 165460 compared with 165103, 'I'hat this was so,is
confirmed by shipments of coffee at Rio, which fell from an
average of 3,707,846 bags per annum during the previous period
to 2.990.965; the loss in quantity, however, was compensated by
higher prices, so that the aggregate value remained about the
same. The value of imports remained almost stationary at
145667 compared with 145349 for 1878-1885.

The increase of imported capital was derived from the follow-
ingsources ; 18921 per head or 106,668:0008 from foreign loans ;
05060 per head or 3,339:2305 from the capital of guaranteed rail-
ways, ete., 05972 or 13,505,9735 from the capital of unguaranteed
companies; and 08129 per head or 7,200:0005 from foreign pro-
vineial or mumicipal loans, Hvery vecourse to attract fresh
capital was resorfed to, and the importation was on a scale never
before witnessed. In consequence, the foreign debt increased
from 135368 to 168173 gold per head. The internal debt remain-
ed at about the same nominal value, but the guantity of paper-
money in cireulation underwent a great reduction, from 168951
to 145774. Consequently fotal indebtedness exhibited only a
small inerease from 615182 to 618661 per head.

t is impossibleto study the foregoing statistics without coming
to the conclusion that the improyvement in the value of the cur-
veney during this period was the almost exclusive result of an
unprecedented use of foreign credit; and that without the
importation of capital which reached the enormous total of
R5.130.713:2038, equivalent to 12 per cent. of the total activo or
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resources for the four years, the conrse that exchange must have
taken would have been probably reversed.

A great part of the foreign capital imported was utilized in
redeeming the currency ; the improvement in the value of the
currency due to this cause was equivalent to a rise of exchange of
nearly 3 pence, and would have sufficed alone to raise the mar-
ket vate from 20 pence in 1886 to 23 pence. The balance
of the improvement from that rate fo 28% pence in 1889, the
highest rate attained, was without doubt the result of the in-
fluence excercised on the value of the currency by the enormous
importation of bullion that ensued.

It is true that if the foreign customs’ valuations of Bragzilian
trade are consualted they will tell a different tale. Imports then
only represent 73,9 per centi. of exports,and the total annual debit
or passivo is but 91.3 per cent. of the value of exports alone, and
only 56.6 per cent. of that of the annual credit or activo, leaving,
therefore, & balance of Rs.223.514:7065 in favour of the country,
compared with only Rs.52,852:6915, the balance obtained from
local valuations.

If, therefore, the foreign valuations were the more correct, the
large balance in favour of the country would sufficiently account
tor the improvement of exchange without the intervention of
foreign capital at all. There is, however, no reason to believe
that the foreign valuations ave the more correct; on the con-
trary, there are solid reasons to prefer the local valuations. One
reason may be cited. The price of coffee had risen from the low
average of the preceeding period, 35247 per bag of 10 kilos, to the
average of 55432 for this period, but shipments had fallen-off at
Rio from an annual average of 3.907:846 to 2.990.945 bags
(JorNAL Do Commurcio), and the aggregate value of shipments
remained almost precisely the same as duving the previous
period. This would he impossible, seeing that coffee forms
the principal export of the country, if the favourable balance
presented by the foreign customs valuation were correct.

If, therefore, the local valuations of exports and imports, when
duly corrected and reduced to their gold equivalent, in reality
represent the relative value of one and the other, it is unques-
tionable that without the assistance of foreign capital the
equilibrium of international payments could not have heen
maintained, and that any attempt to arvtificially realize a veturn
to specis payments under such eircumstances was bound to end
in failure ana disaster.

Unless the indispensable economical equilibrinm is not only
previously realized but capable of being maintained, it is nuseless
fo expect that gold can be retained in the country or the partial

1
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resumption of specie payments prove anything but a costly and
useless experiment.

An illustration of what must occur in such cases is offered at
the present moment in Chile, where specie payments were re-
sumed without previously ascertaining if the economic condi-
tions of the country rendered such an atbempt feasible. In
consequence, bullion and specie are there rapidly disappearing
again, and a veturn to forced currency is believed to be but a
question of time. If exporfis do not suffice to pay for imports as
well as all other fixed foreign charges, the gold imported, unless
it is continuously renewed by the importation of fresh foreicn
capital, will inevitably drain-away again and disappear, as it
has done before.

‘When both in 1876 and again in 1889 exchange rose above the
specie point (about 274d.) the currency ceased de facto to be in-
convertible, and gold, on the contrary, fell to a discount. At any
rate in excess of 274d. the premium attained by paper-money
could only be the result of a tightness in the money market, and
of an excessive demand. The demand being then largely in excess
of the supply the appreciation of the currency must continue
until specie can be imported i sufficient quantity to supplement
the supply of the local circulating medinm and thus equilibrate
the demand.

The policy pursued by Visconde de Ouro Preto and his pre-
decessors of replacing the paper-money by a metallic or lcon-
vertible currency created so great a reduction in the supply of
the circulating medium in 1888 and 1889 that its nominal value
exceeded the veal, and its quantity was reduced to Rs. 135909 per
head, evidently insufficient to meet the demand. Had the equi-
librinm of international payments been simultaneously realized
depreciation would have been impossible so long as the emission
of paper money were not increased, and the demand continued,
therefore, equivalent to the supply ; there would then have been
no necessity to call in the small quantity of paper-money in
cireulation to maintain exchange at par. Unfortunately this
equilibrinm was not assured and, consequently, as soon as the
available supply of gold for export was exhausted, although the
relative values of the local demand and supply may have remained
unaltered and, with the exception of that part attributable to
the halance of infernational payments, have positively ineveased,
the demand for gold being in excess of the supply ifs price must
have visen, and the currency have been depreciated propor-
tionately if measured by this standard, although its value or
general purchasing power would have suffered no depreciation,
the vise of some prices being compensated by the fall of others.

: : : 450
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It is, however, impossible to retain gold in the country with
an inconvertible currency in operation on any other terms than
the realization of the economical equilibrium. If the Visconde
de Ouro Preto had realized his intention and actually substi-
tuted specie for all the paper eurrency, gold must have continned
to leave the country in precisely the same manner. The reduction
of the volume of the currency in that case, however, would have
caused a fall of prices at home, and, consequently, an increased
demand abroad, which wonld possibly have been sufficient to
redress the economical equilibrinm.

This automatic regulation of exchanges is precisely the great
advantage posgessed by gold over inconvertible eurrencies, and
a return to such a svstem would be advantageous chiefly on fhis
account. Undoubtedly, Sr. Affonso Celso understood the matter
he had taken in hand, and endeavoured to secure the necessary
equilibrium by the best method available, the reduction of the
burden of foreign payments. This he effocted by the conversion
of the cutstanding foreign loans, bearing 5 per cent. interest and
1 per cent. anortisation, into a new debt of only 4 per centi, annual
intevest and § per cent. amorfisation. In this manner a large
sconomy was effected and the annual burden of fixed payments
relieved ; so that, in spite of the very large positive additions to
the foreign debt entailed by the horrowing necessary for the
redemption of the currency, the cost of its annual service fall
from 25.554:0008 gold in 1889-90 to 23.265:0415 in 1890-91.

Whilst labouring toreduce the external annual liability of the
country, the necessity of augmenting resources was likewise
attended to by affording the assistance to agricnlture and pro-
duetion thab the situation created by the extinction of slavery
exacted. Had the project of the substitution of a metallic cur-
rency been actually realized, there is little doubt that it wounld
have proved ultimately highly advantageous to the country, but
ab first it is probable that the restriction of local eredit and the
low rate of prices that must have ensued would have exercised a
depressive influence on production and agricultural development
and enterprise generally, that the depreciation of the currency,
on the eontrary, has so powerfully stimmlated.

Expenditure during this period rose to the highest real value
it has attained hefore or since, 115334 per capita, and taxation
must, therefore, have exacted the largest proportion of labour
or its equivalent. Estimated in paper money, even, the expend-
iture also shows an increase from 123234 to 123858,

Ordinary revenue rose from 73803 gold during the previous
period to 98998 per head; hub, in spite of all, deficits continued
as previonsly and amounted to 1§336 gold per capita,
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Recapitulating our ccnclusions relative to this period, it
would appear that the projeet of substituting the paper money
by a metallic eurrency, however well intended, was premature
and too artificial to be advantageous. The morality of the im-
provement of the value of the curremcy by such means has
been already discussed, and shown to be extremely question-
able. The project thongh well conceived and ably carried out, was
predestined to failure, because the resources of the country were
insufficient to realize the complete substitution of the emrrency
by metallic money, or to realize the indispensable equilibrinm
of international payments if part remained in civeulation. | 4L

Ly
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SIXTH PERIOD 1890-1892.

Average Rate of Exchange........ .ooev .. Pence 17.0
Value of exports (local valuation)....... per head Rs.185202 eold
Value of imports ,, 3

= 106.6 per cent. of exports............ o 195191 o

Foreign charges, including the service
of federar and other foreign loans
guarantees, and dividends of foreign

companies,=12.1 per cent. of exports, 5 23165,
TImported Capital — 26,5 per cent. of

exports and 21 per cent. of activo..... & 48796 i
Foreign debt, exclusive of internal gold

loans payable abroad..........teeveenens o 188315 %
Currency in eirculation ; including ¢ 33 345384 paper

Treasury and Bank notes ........cceewe | , 213487 gold

Total Indebtedness including all
loans and emissions of paper | Maxinum 5 843065 v
417011 12 PP UOURO RPN PR NS O [0 111, 11111 5 643125 o
5 £ 1 9":‘981 2
. - | ,
Annual Federal Expenditure........... .. 1 3 168273 paper
835059 gold

\ 1]
2 0 ey L= S e ! e 13$121 paper
3 15922 gold
i ] o
) ” Deficit...... cooive cvvieerns i . 38154 paper

Balance of International Payments ex-

clusive of bullion and private remit-

tances as per Loeal Valuations of

imports and exports........covvvuiieinnn — R8.187.052:0885 gold
Balance of International Payments as

per Foreign wvaluations of imports

and exports .....ccccviiiiiiiiiiiieniee, —  R8.36.359:4823
Shipments of Coffee at the Port of Rio. { ggg?‘;iﬁis bgzél};;

A single glance at the arvay of figures that consbitute the
indictment is sufficient {o reveal the nnmistakable canses that
have operated the extraordinary depreciation of the currency
during this period. :
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No official or local statistics of the foreign trade are available
for £his period, and those here presented as lacal valuations are
merely the foreign customs’ valuations reduced to their equiva-
lent “Tocal’ value in the same proportion as was maintained be-
tween them from 1875 to 1889.

Whichever, however, of the two valuations he consulted the
vesult is similar, an absolute balance of payments against the
country, and the difference merely one of degree; and, as
the value of bullion and of private remittances have been
omitted altogether, it is indisputable that the halance of inter-
national payments since 1889 must have been uniformly
unfavourable, and that a great part of the depreciciicn of fhe
currency must be attributed to this cause.

The value of exports increased from 165460 to 185202 but that
of imports showed a still larger increase from 145667 to 195191.
This extraordinary increase of imports, if in part attributable to
the larger value likewise exported, is due even more to the de-
preciation of the ecurrency. If the foreign statistics relative to
the exportation of merchandize to Brazil for this period are
examined, they will be found to exhibit an almost universal in-
crease of from 30 % upwards. The value of imports seceeded that
of exports by 6 per cent. whilst the total internatiomal debit
or passivo exceeded the credit or active by 18 per cent.

Foreign chavges, owing to the conversion operation of 1889,
fell slightly from 25216 per head to 25155 gold ; but total indebt-
edness increased enormously 36.3 per cent. from a nominal
value of 615668 in the previous period to 845065, owing to the
increase of the infernal debt and of emissions of paper money.

The enormous increase of the enrrency from 145774 to 345384
per head, equivalent to 140 per cent., exceeded any possible
inerease of a legitimate demand for the circulating medium that
“the fivst awakening of national acfivibty stimulated by the
abolition of slavery™ should determine, according to the opinions
of Dr. Ruy Barbosa and Mr. Glyn, chairman of the London and
Brazilian Bank, and provoked a violent fall in the local value of
the currency equivalent to more than 10 pence; which could only
have been prevented from having depreciated exchange to a
still lower rate than it actually reached by the artificial
movement and demand for the money created by speculation,
which in 1888 had already commenced to show unmistalkable
evidence of its influence.

Foreign capital, on the other hand, lent but little assistance
during this period, precisely when it was most needed, and
represented only 7.8 per cent. of the value of exports, whilst

e

during the former period it reached 14.3 per cent. 5 %5
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Everything, therefore, conspired to inflate the international
debt or passive, and to reduce the value of the eredit or activo,

The only redeeming feature of the whole financial situation
was the reduction in the real value of expenditure, consequent
on the fall of exchange, from 115334 to 95981 wold; but, as
revenue also fell off from 95998 to 83059 gold, deficits continued
to accumulate as previously.

With such a financial and economical situation the depre-
ciation of the currency was inevitable; nor éan a permanent im-
provement be expected except by removing the causes of disturb-
ance, and restoring the equilibrium of exchanges, by either
reducing the volume of the currency or decreasing the proportion
of imports to exports, or hoth. The attempt to reestablish this
equilibrinm by means of foreign loans obtained on onerous
terms may afford a temporary relief, but must nltimately leave
the economieal sitnation worse than before.

The sitnation which must be faced may be summed up in few
words. An annual expenditure largely in excess of revenue,
an exhausted treasury, shrinking resources, and vanished
foreign credit; all conspire to create a situation so dangerous,
that unless it be vigorously handled must end in disaster and
bankruptey.

It will be interesting to examime the causes that lead to such
a degringolade.

The initial fall of exchange in 1889 on the proclamation of the
Republic was purely speculative, the transitory effect of a panic
or loss of confidence in the polifical situation, that alome and
nnaccompanied by any real cause could not have been sufficient
to determine a permanent depreciation of the currency. The
large accession to the ordinavy demand for bills and gold for
export that this panic originated was not confined to foreigners
alone, but participated by the National Bank and others who
hastened to realize and place their specie securely abroad.
In view of the very large acenmulations of bullion and
specie, this extraordinary demand could not have permanently
affected the rate of exchange had the equilibrinm of inter-
national payments been a fact instead of a pleasing fiction. As it
was, it merely precipitated matters by anticipating what must
have inevitably have taken place unless staved off by fresh
foreign loans, as the whole available balance in the hands of
Eufopesm bankers was already reduced fo about £2.213.000 at
the close of 1889,

The equilibrinm of the supply and demand for bills would, as
soon as this extraordinary demand were satisfied, have righted
itself again if that of international payments had not been itself
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in an unstable state, or if some other real eause had not cooper-
ated in the permamnent depreciation of the currency. Confi-
dence would have been re-established and gold returned to the
country.

This real cause was supplied first by the unprecedented
increase in the volume of the eurreney, which produced the cor-
responding depreciation of nominal exchange, and confirmed
the initial fall that speculation originated ; and this fall was in
its turn exaggerated and perpetuated by the final disequilibrium
of international exchange caused by the exhaustion of the
proceeds of the foreign loan and the ever increasing ratio of
the value of imports and other foreign oblizati na to that of
exports.

The disorganization of the federal revennes resulting from
the tramsfer of the export duties and other revenues, 17.000:0008
per annum, to the States eould not hut add to the difficulties of
the situation, which the additional duties or surtaxes onimports
did not compensate. Revenue consequently fell off from Rs.
95998 to 85059 zold per head.

That the supply of money in 1889 was insufficient to satisfy
the demand is proved by paper-money having risen to a pre-
mium of 54 per cent. What the precise value of the supply then
was cannot be determined, beeavse it must have been largely
supplemented by the immense quantities of specie that entered
info cireulation as soon as the value of the ecwrrency became
equal to that of gold.

The general extension of credit that followed the gigantic
importation of foreign capital in every form soon found the
volume of the emrrency, even when supplemented by specie,
insufficient for the speculation it engendered, and clamored
for more. The first attempts fo satisfy the demands were
modest and tentative, and limited to the emission of con-
vertible notes. As the fever of speculation grew the demands
for more paper-money became more and more imperious, and
coinciding with the critical political crisis, proved irrvesistible.
Prudence was thrown to the winds and emissions followed each
other with lightning rapidity, until the volume of the eurreney,
which in 1889 did not exceed Rs. 198.815:562%, rose to
Rs.555.825:0008 in 1891, and to Rs.606.917:7505 in 1892!

The average depreciation of the currency that corresponded to
excessive emission for this period was equivalent to 6d., or a fall
from par to 21d.; the rest] of the depreciation, equivalent to 5d.
was therefore, the result of the unfayourable nature if interna-
tional balances. 136



— 286 —

The tightness of paper-money observable in 1888 and 1889, and
which Speculators interpreted asan insufficiency of the civcu-
lating medinm, was in reality the first premonitory symptom of
the epidemic of speculation that’ere long was to sweep all before
if; and it was to the misconstruction and misapprehension of
this symptom by the responsible authorities that may be traced
the origin of the whole subsequent disastrous poliey of unre-
stricted emission and “largos horizontes.

In an eloquent flight of his exuberant fancy Dr. Ruy Barbosa
depicted not only the length to which this speculative mania
must have already attained, but the general misapprehension as
to its natuie; anél that this was shared by the Government of
which he formad past.

“The first awakening of national activity stimulated by the
aholition of slavery gave rise toinnumerable banking, industrial
and commercial undertakings, the importance of which in only
18 months (1888-1890) was equal to all the simultancous enter-
prises of sizty years of the former regime!”

Stewart: Mill thus describes the periodical growth of specula-
tive mania, *After a few years of economy so much additional
“ capital has been accumulated thab it no longer is possible to
“invest it at the usual rate of profit.”

In Brazil the fall in the rate of profits was provoked, not so
much by accumulation of capital or difficulty of placing it ata
remunerative rate of interest, as by the increased cost of pro-
duetion consequent on the suppression of slavery and to the
reduction of nominal profits (in paper-money) caused by the rise
of axchﬂ.nge.

Such an epidemic commenecing in 16888 continued to 1891 until
the contagion had attacked all elasses, and created an unpre-
cedented expansion of crediti that only fed still more the adven-
turous spirits.

The unprecedented issue af paper-money and its consequences,
from which we are still suffering, was but the logical and inevit-
able consequence of this prevailing epidemie, and wonld in all
probability have never occurred, or would certainly have never
attained such gigantic proportions, had the speculative mania
been checked, or never permitted to assume an epidemie form,

The »esponsibility for the present state of affairs must, thore-
fore, be sharad by all who either failed to observe the birth and
growth of this speeulative mania, which was in full swing before
the advent of the repumblican regime, on which the blame is
usually laid. Undoubtedly, the members of the Provisional
Government incwrred, in ecommon with the previous government,
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a serious responsibility in not recognizing the danger of such a
fantastic spirit, and in place of checking, actually encouraging
its development by imprudent or unrveflected measures.

Whether or no the same effects wonld not have been produced
by the same initial causes, even without any change in the
form of Government, is a problem that can never be solved, but
which possesses every element of possibility judging from the
course events were already taking in 1889.

A prudent and cautious administration, might, perhaps, have
saved the situation, but it is doubtful if at that period such an
administration could have been collected, or, if found, could have
for long resisted the pressure and contagion of the speculative
mania that swept all before it.

If, thevefore, it he remembered, that the very members that
composed the new government were already victims of the pre-
vailing contagion, in common with the rest of the community,
and compelled to see everything of a golden hue through glo-
rified spectacles, the extracrdinary spectacle that Rio Janeiro
exhibited from 1889 to 1891 hecomes more intelligible, and the
conduct of the provisional Government more excusable.

That under the intoxieating influence of this contagion all
warnings were seb aside on the mere croakings of hopeless
pessimists or “Sebastianistas,” was natural; and only similar to
what has happened in every other country where a similar epi-
demic lias matured. Such was the experience of Law’s magni-
ficent scheme to enrich humanity by unlimifed emissions of
paper-money. Its disastrous failure, however, did not prevent
the equally disastrous “South Sea Bubble,” nor the unlimited
issue of assignats again in 1800, nor the repetition of similar
disasters in 1889-90 in Buenos Aives, nor did it in Brazil itself
nor anywhere else, and never will, because men must, indivi-
dually and collectively gain their own experience, and are either
unable or unwilling to profit by the experience of others.

The stability of all bodies, organic or incrganie, as of our
social system, depends on the equilibrium of its component
atoms or elements. The simple introduction or contact of a
foreign element is often sufficient to destroy that equilibrium,
never to be regained.

In the same manner the financial equilibrium, so laboriously
and artificially vealized in 1889, was destroyed by the action of
two foreign disturbing elements; Speculation the offspring of
the very prosperity it was destined to destroy, and Revolution
with its fundamental disturbance of ideas and institubions.

Had either of these two disturbing factors acted aloue, its

-~

effects would have proved less complete and less pai.ﬁful. [ 3%
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Speculation alone would have caused much injury, but duly
observed and checked by a prudent administration, its results
must have been ephemeral and easily remedied,

The effects of the Revolution, or rather evolution, of 1889
would similarly, have been less injurious had it not coinecided
with the development of the speculative mania, and thus preci-
pitated and exaggerated the fall of exchange, inevitable in
any case.

To such a combination of extraordinary circumstances and
permanent causes must be attributed the origin of the last great
depreciation of the currency; the responsibility for which cor—
responds neither to this nor to the late regime, but to both ; and
if to one more than anotherdhen rather to the Empire, because
the financial policy pursued by the Republic was but the logical
sequence of that previously initiated and put into execution.

Comparison of the Economical and Financial Situation
in 1861 1864 ; 1886-1889; and 1893,

PER OAPTTA 1361—1864i1885-1389' 1803

Value of exports. .....coovouiieena. | 178817 | 165460 | 195073

€« imports.. e 138014 | 145667 | 175749

HOre1gmn Charzes.. ... vueeesseumase 18690 25155 25146

Imported eapibalive o svate s 15246 23355 05681
Foreign debt exclusive of Na-

TIONAT LOANS (gold) ........ .. 95227 | 183315 | 183693
Clurreney in.. % 108856 | 145774 | 425282
Total debt (('KI Tusive of Maxtoro | 285333 | 61S661 | 928175

floating debt). .. .. Miwmmo | 278700 | 265802 | 585149
B T zold 65413 | 118334 85319

RPENCILULS s bxinss ssasail SpAPOR 65034 | 115359 | 163194

e 5 : gold 53816 95998 63898
Ordinary Revenue ...... paper 63034 | 118350 | 165194

i gold DS597 15336 15422
DYefaitne et ks o o, R 03602 13999 35361
Exchange, 90 days rate. pence| 2
Ratio of imports to exports %| 815 80.1 93

“ ¢ WoRETGN CHARGES

to exports............ % 9.6 121 11.2
Ratio of IWIPf)RTPD CAPJTAL

to exports.......i.. 9 7.6 14.3 3.2
Ratio of [NPORTED CAPITAL

Lo olmodhe s ol 68 12.0 3.1

Compaving the statisties for the year 1893 wifh those of the
period 1865-1867 it will be found that the value of exports has
inereased only 7 °/, 5 from 175817 to 95073 gold per head, whilst



imported capital has fallen off from 15246 to 05581 gold per head.
On the other hand fhe value of imports has increased from
138914 to 175744 per head, or 69 per cent. whilst foreign charges
have simultaneously grown from 18690 to 28146. Consequently,
whereas in the period 1861-1864 the balance of frade was uni-
formly favourable and the international debit or passivo only
represented 91.9 per cent. of the activo, in 1893 the halance was
unfavourable and the passivo, exceeded the active, by 12 per cent.
The economical situation in 1893 has, therefore, greatly
deteriorated if compared with 1861-1864, the total available
resources being insufficient to satisty the international obligations
of the country, but that this, in spite of the gro—th of foreign
charges, has not affected individunl prosperityis shown by a com-
pavison of the balance that remained over atter exports had
satisfied the fixed foreicn charges of the State in both instances,
In 1861-1864. Exports yielded Rs. 178817 gold per head

e L by K e e e T L e Rs. 198073
In 1861-1864. Foreign charges cost Rs. 15690

andin 1893, i seinsais e G e e < 25146
In 1861-1864 a balance remained of Rs. 165127 .

b bt R T e e s B b e e LS 165927

In 1893, thevefore, the balance that remained per head after
payment of all taxes was only very slightly less thanin 1861-64 ;
but if this result is compared with that of 1886-1889 the advan-
tage is all in favour of the present.

In 1886-1889 Exports yielded an
average ofis il . Rs. 165460 gold per hecd

In 1886-1889 Expenditure amounted to * 118334 « « =

Rs. 53126

Leaving a balance disposable of Rs, 55126; compared with Rs.
105753 gold in 1893 !

There can be little doubt, therefore, as to which period was
more advantageouns to production, and to the development of
the most important industries of the country.

It the same comparizon be instituted on a paper-money basis
the advantage becomes still more apparvent,

The valueof exports yielded 1886-89 1893,

an annual average of.... Rs. 185106 paper, Rs. 443783 paper
National Expenditure

amounted bo. Lahulnd i Fel 258580 5 s 198550 -«

< Re. 55248 paper Rs. 255231 paper

13@
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In 1893, thevefore, although the annual expenditure had in-
creased 75 per cent. if estimated at its nominal value the balance
that remained over after exports had satisfied all expenditure
was almost five times greater than in 1886-1889! TUnless,
therefore, the cost of production had also risen in a similar
ratio it is unguestionable that production and exports must have
realised a far higherrate of profit both real and nominal, thamn in
1886-1889 when exchange was at or near to par.

It has been shown that the cost of production has not risen in
proportion to the price of exports; on the contrary that wages
have suffered a depreciation of about 30 per cent, in their real
or gold valra whi'st the rise in their nominal value has been only
at the rate of ahout, 16 per cent, and the cost of other expenditure,
including that on account of rent, taxes and eyven of imported
merchandize, if it has rvisen more than that of labour, has not
done so in the same proportion as the value of exports themselves.

During the period 1861-1864, we have seen, the balance that
remained over after settling all foreign charges was Re. 168127
gold per head, whilst in 1893 it had increased, in spite of the
simultaneous growth of the burden of foreign charges, to 165027
per nead, If, then, the tax-payer preferred in 1893 to liquidate
his balance by receiving its equivalent in the shape of imported
merchandize instead of bullion, as in 1861, this cannot alter the
fact that in 1893 he disposed of a larger amount per head than
he did previonsly. In point of fact, he not only imported goods
to the value of the balance that remained over to him after
satisfying fiscal exigencies, but actually encroached on the
moiety that was rvequisite to meet those charges, so that the
total international debit or passive exceeded the value of exports
by 12 per cent, and that of the tofal resonrces or activo by 7 per
cent.; and thus upset the balance of international payments.
Theimportation in 1893 was, and still is, therefore, unquestionably
excessive ; not because exports alone were insufficient tio pay for
them—as imports represented only 93 per cent. of the value of
exports—but because they were insufficient tocover both the value
of imports and that of foreign expenditure of the State as well.

The excessive importation has been liquidated hitherto by
means of the assistance of foreign capital; but such a system
must necessarily come to an end some day, when the Country will
learn ‘Mat nations, like individuals, cannot “have their cake and
eatiit too”; and that, if they willinsist on forestalling revenue and
hypothecating the future without any effort at curtailing their
individual expenditure of foreign or imported goods, they are
thereby accumulating a burden of debt that will some day
become unbearable, and must end in disaster and diseredib.
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The problem that we proposed to solve at the commencement
of this analysis is therefore decided in the negative; and exports
proved to have been absolutely insufficient without the periodieal
assistance of foreign capital to satisfy the foreign obligations of
the country. Fixed charges alone, it has been seen, exact from
11 fo 12 per cent. of the value of exports, whilst imports demand
payments equivalent to 93 per cent! Unless, thevefore, either
foreign charges or the value of imports can be reduced, either
bankruptey or the periodic appeal to foreign credit is inevitable.
Foreign fixed Charges are incapahble of further reduction, at all
events for the present; the only resonrce, thervefore, is to reduce
the value of imports, the sine-qua-non of economical equilibrium,

It is not that the debt of the country is excessive, on the
contrary it compares most favourably with that of far less
productive countries; nor yet that it is disproportionate to the
value of production and exports, of which its charges only
vepresented 11,2 per cent. in 1893 ( whereas the service of the
Avgentine debt, if it were paid integrally represents 34.7 per cent.
of the value of exports in 1894 ) but that we are unwilling to
curtail our expenditure or deny ourselves the luxury of spending
more than we can afford on foreign wares, whilst the modus
operandi both of fhe inconvertible currency and of the defective
fiseal system of collecting duties on imports bobh conspirve to
exaggerate the tendency towards extravagant importation.

Resist as we may, reduction of the value of imports must ensue
eventually; as it is impossible either to continue indefinitely to
liquidate the excess by means of foreign loans, nor to leave it
unpaid. The sooner, therefore, the better.

If we are to compare the relations of the taxpayer in 1861-64
with that in 1893 we shall see that the position was not so ad-
vantageous.

1861-64 1893

Exports yielded..... ............... Bs. 178817 Rs. 195073 per head
Expenditure was...........cooounre “ p3413 ¢ 88320 ¢ o«

The balanee that remained was Re. 115404 Rs. 105753 per head

The inevitable conclusion that must be drawn, therefore, is
that howsoever inconvenient the depreciation of the currency
may have been from a financial point of view, it has proved a
real advantage and stimulus to the productive industi es and
exports,

It is sometimes pretended that the advantages gained by
these industries must be acquired at the cost of labour, and that
the fall in the rate of wages represents an equivalent injury

| k1]
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inflicted on the most deserving class of the community., This,
however, is not so cerfain; on the contrary there is every reason
to believe that the rise effected in the nominal rate of wages
already counterbalances the general rise of prices, and that the
value of wages, that is their general purchasing power, has
undergone no reduction whatever. If, however, the price of
wages does not, in fact, correspond to the general rise of other
prices, the excessive demand for labour may he trusted to raise
it to its proper level, so that the same standard of living whizh
labour previously exacted will be maintained whatever exchange
may be.

The totai ‘adebteduness of the country including the paper-
money in cirenlaticn has increased 190 per cent. per head since
the period 1861-1864, and 49.4 per cent. since 1886-1889. 'The
increase has been greatest in paper-money, emissions having
inereased 300.3 per cent, per head since 1861-1864, and 186 per
cent. since 1886-1889; the internal debt likewise registers an
enormous increase of 234 per cent. per head since 1861-1864, hut
only 20 per cent. since 1886-1889. The increase of indebtedness
of every description internal and foreign without any serious at-
tempt at amortisation of the former is unquestionably the most
unsatisfactory feature of national finance; hut is inevitable so
long as we continue to import more than we can pay for, and
until expenditure is balanced by revenue.

Putting aside the eonsideration of relative indebtedness, it is
unguestionable that if the finanecial situation of the country has
greatly deteriorated since 1861, it is because proper measures
Lave not been adopted to ensure the equilibrinm, and not hecanse
the economical condition of the nation has suffered; on the
contrary it has vastly improved if compared with the period
1886-1889.
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CONCLUSION,

Reconstitution of the Financial and Economical
Equilibrium.

The problem to be solved is not so much how to raise the
value of the currency as how to maintain it at an uniform and
constant value. 4

The artificial improvement of its value has bec 1 shown fo be
as unjust to debbors as a similar depreciation would be to eredi-
tors; whilst it is an accepted fact that what really injures
both trade and industry is, neither a high nor alow, but the
oscillating value of the currency; and although opinions may
differ in ofher respects, they are unanimons in condemning the
injury that the unceasing alterations of valnes, and the specula-
tive element that they introduce, inflict on every class of business.
If, then, it were possible to communicate a stable value to the
currency it must be advantageous to all concerned, and go far
to checkmate the manwuvres of Speculation in exchange, which
only continues to exist on the chance of the wide margins.

Any prospect of Exchange again reaching por seems, in view
of the enormous mass of paper-money to be operated on, to be
indefinitely postponed. The fall of exchange during the last
six years to a lower point than it ever previously reached hus
been mostly compensated by the gradual adjustment of all prices
to suit the new conditions thus evolyved, but not without trouble
and resistance in regard to the price of labour, af least. If the
currency were again to iise fo par, prices and values must be
again disturbed, and provoke an inverseresistance to the inevit-
able reduction of wages by Capital, and a fresh disorganization
of the relations of Labour and Capital. Such constant friction
is dangerous, unhealthy, and certain fo provoke an antagonism
as determined as that which sepavates the two classes in Burope.

This antagonism, which is survely an anomaly on American
soil, where the excessive demand should ensure the equitable
remuneration of labour, is, nevertheless, indisputably progres-
sive in the Argentine Republic, and owes its origin, we a.ne.con-
vinced, to the disturbing factor exercised by the oscillating
value of the currency. Similar causes must produce in Brazil
as elsewhere similar effects, and if the immobilization of the

' Uy
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value of the currency produced no further rasult than the nop-
malization of the relations of Lahour and Capital it would even
then be well worth attempting.

If then the resumption of specie payments or the attainment
of par value by the curremey appears to be indefinitely post-
poned, the only means of arriving at any definite stability in the
value of fhe currency consists in reducing ifs par value to such
a vate as is not likely to be again disburbed.

The reduction of the par standard value has been several fimes
proposed, though always at a rate in excess of the actual depre-
ciation. Thus the Jornal do Brazil proposed some time ago to
reduce the o' adard value from 27 to 17 pence.

There ean, however, be no advantage in fixing the standard
value at any rate that would exact any effort to raise the value
of the currency to that level, as this would entail all the
disadvantages and confer none of the advantages of such an
operation. The injury that a reduction of the standard value
would inflict on certain classes of ereditors would, as has been
shown, be limited almost exclusively to the holders of internal
honds (apolices) payable in currency, who would thus be debarred
fron any contingent advantage that a possible appreciation of
the currency might confer; but even so the permanent deprecia-
tion would be more apparvent than real, one of price rather than
of value, and would probably be preferred to the almost certain
forther depreciation that must ensue, unless some measures are
adopted to realize the economical equilibrinm and check the
fall of exchange.

If then the standard value were to be rednced at all it is well
that the measure should be radical, as otherwise it must fail in
its objects. The present rate at which exchange has now
oseillated for some years 10 pence might then be advamtageously
adopted as the new standard value of the milreis.

All previous cbligations contracted in gold on the basis of
27d. to the milveig, it is of course understood, would be respected,

The reduction of the standard value would then ensure some
permanency in existing prices and values and thus ensure to
production, for some years to come af least, the unguestionable
advantages that a low rate of exchange confers. These may he
recapitulated as follows : i

1st. A low rate of exchange reduces the cost of exports and
raises profite thus stimulatiag production, and counterbalancing
in some degree the injury inflicted by profective tariffs.

2nd. A low rate of exchange tends to reduce the profits of
foreign capital employed in the country, and tolower the cost of
freights and of production generally.
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3rd. A low rate of exchange enables the administration to be
carried on at a less real cost and, consequently, with a less sacri-
fice on the part of contributors.

On the other hand the disadvantages are not numerous :

1st. A low rate of exchange tends to stimulate importation
even more than exportation, and thus to perpetuates and exag-
gerates the disequilibrium of international payments.

2nd. It tends to reduce the real value of revenue and increase
the nominal value of taxation, and to perpetuate deficits.

It is clear that unless simultaneous steps are adopted to
neutralize the disadvantages that a reduction of the standard
value would operate, little real benefit could result from such a
measure. No equilibrinm of international pajiicénts can be .
agsured unless the stimulus to importation, that the low rate of
exchange and the system of collecting duties of their nominal
value confer, is neutralized. This can only be effected by an
increase in the rate of duties charged, and by their recovery on
a gold basis in proportion to the metallic expenditure of the
Nation. Unless the equilibrium of international payments is thus
assured no reduction of the standard value can produce any
relief, and exchange would continue to depreciate again, as has
ocenrred in Chile, and previously in Brazil, where the par value
of the milreis has already been twice reduced, once in 1833 from
674 to 434 pence, and again in 1846 to 27 pence.

To reduce foreign charges is not practicable, whilst toincrease
exports demands both time and patience. The only alternatives
that remain are to either reduce the value of imports, or to con-
tinue the ruinous system of borrowing.

The advantage of foreign trade consists in it enabling us
to exchange our superfluous products for the greatest quantity
attainable of useful or agreeable objects that we ourselves are
unable to produce except at a much greater expenditure of
labour, or of an inferior quality. The greater the quantity and
value of the imports we receive, therefore, the greater should
be the advantage secured. This, however, would only he a
positive advantage if it were the result of an exchange of
products such as has been indicated, and disappears when it is
in part acquired by hypothecating the future. This is what
actually oceurs. Brazil imports more foreign goods than her
resources permit her to pay for, and trusts to foreign capital to .
liquidate the balance. To put a stop to this excessive impor-
tation must, therefore, be the sine quanon of the economical
equilibrium without which any attempt at improving the value
of the currency is but labour lost.
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The only remedy is the increase of duties on imports, but
care must be exercised that such an inerease shall augment
as little as possible the cost of production and exports, by
exempting as far as possible the commodities indispensable to
those industries ; as, otherwise, the desived shrinkage of imports
may be accompaniced by a simultaneous but unwelcome reduc-
tion of exports as well. If in 1889 consumers conld afford to
pay a duty an imported goods equivalent to 43 per cent. on their
real value, they can afford it still. The refurn fo the statw quo
of 1889, which would be similar to the collection of duties
wholly in gold, would be equivalent to an increase of 48 per
cent, of the existing duties (1894) and has been shown to be
nunecessarys > secire the financial, equilibrium ; but a similar
or even greater ipv-rease of duties may be necessary to secure
that of international payments ; and if the collection of part or
the whole of the duties in gold or on a gold basis proved insuffi-
cient to reduce the value of imports, the duties must be again
advanced until the equilibrium of paymentsis definitely attained.
Unless such successive increase of duties were accompanied by
an internal or excise tax, they must result in a falling-off of
revenue; so that the economical equilibrium would be attained
only at the expense of the financial. The problem is dual,
both financial and economical, and no measures taken to ensure
one independently of the other are likely to give any hut a
purely transitory relief. When once the true causes of the dis-
turbance are fully recognized it becomes possible to adopt the
necessary measures to remove if, and to formulate a definite
policy to secure a simultaneous and lasting return of hoth
fimancial and economical prosperity.
Such a policy may be smmmed up in the following programme.

No more loans, or guarantees.

No more Deficits.

More stability of evchange.

FINTS.
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ERRATA.

Sum of the official valuation of exports; for 649.452:0545,
read 6498.402:0545.

Table of the Movement of Imports; for 1890-1862, read
1890-1892.

On 35th line, for “Unless every increase of foreign charges
is accompanied by a positive increage of imports™
read increase of emports.

For the period 1861-1867 read 1861-1869; and for the real
or gold cost of the service of the internal debt for
same period, in lieu of 74.098:820_3 read 4.098:8203.

Serviee of the foreign and nafional gold debt for 1890-1892 ;
in lieu of 83.609:1243 read 89.609:1245; and for the
service of the total federal debt 1886-1889, in lieu of
45.570:5068 read 42.570:5058.

Receipts and expenditure of the Santos Ry; for period 1871-
1885 read 1876-1885; and for the annual expenditure
1886-1889, in lien of 1.712:014% read 2.712:014%.

Receipts of all foreign guaranteed railways ; for period 1888-
1890 read 1886-1889.

Table of foreign capital invested in Brazil; for period 1891-
1892, read 1890-1892; and in the column showing total
expenditure, for 970. 461 :1888, read 976.461:1883.

Annual average charges for profits of foreign capital ; for
6.344:1565 read 6.944:156%.

Comparison of French valuations of coffee with Rio prices;
for 34.326:000§ read 35.326:0003.

Corrected local valuations of imports for 1879-1888; in liew
of 1041.820:432 read 2.041.820:323%. And for the Ratio
of local valuations to foreign valuations of imporis ;
in lieu of 981 ¢/, read 98.1 %

Foreign expenditure of the Ministry of Agriculture; in lieu
of 6.126:278% read 6.146:2783.

Line 21, for “And the value of the currency rose 17} pence
to pax,” read «from 173 pence to par.

Total value of notesincirculation1876-1885 ; for205.534:869%,

read 204.271:286%.

36th line, for “In gold it represented a dividend of 16.7 %
read 18.7 % .

Lines 5 and 20, for 1861-1869, read 1864-1869.

Line 4, for 16.6 % , read 18.6 %.

Line 22, for guarantee amounted to 33.079:037%, read
32.079:0375.

Table at foot of page, for Value of imports duty paid =
609.136:4918, read 909.136:491§.

Line 35, for in 1893 the revenue obtained from imports
was 169.005:0008, read 196.005:0008.
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