BRAZILIAN EXCHANGE -

.
THE STUDY OF AN INCONVERTIBLE CURRENCY

p

o
BY

J. P. WILEMAM, C.E.

DEDICATED

Dr. FERNANDO ABBODT

Minister Plenipotontinry of Brazil in the Argentine Republic

to whose sympathy and encouragement the author

iy doeply indebled.

R B . N

by , BUBNOS AlRES s
Printed Ly Garnt Bros., Calle San Martin, corner of Digdad
1896 \‘






PREFACE.

0Of all the phenomena that influence the well-being of Society
none are more personal or awake a lévelier interest than those
that affect the value of the circulating medium, especially in
countries where inconvertible paper-money 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 pmﬁbed from the alternative
depreciation and appreciation of our circulating mediwm could
have failed at some time or other to speculate more or less

vaguely on the true causes that give rise to such instability of
value, without, however, generally succeeding in arriving at any
satisfactory conclusion, and ending usually in attributing all
such variations to the influence of extracrdinary rather than
natural causes, and of seeking the explanation of the incompre-
hengible by the aid of the supernatural.

To such reasons mush be attributed the excessive prominence
that is credited to the influence of Speculation and Politics on
the value of the surrency, whilst the intelligent analysis of the
real causes that alone can affect it in a permanent manner has
been almosh entively neglected,

A practical acquaintance in the pursuitof my profession with the
unsurpassed natural resources 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 resources with the national
economical and financial disorganisation, and originated o lively
desive o aequire a positive conception of the causes by which it
has been evolved.

The chscussmn orviginated by the Press of Rio'Janeiro some
two ye&rs ago in relabion to the extraordinary depreciation of
the currency afforded little real information on the subject;
whilst the opinions of the different mercantile authorities con-
sulted, when not limited to considerations of a metaphysical
nature, might be summed up in the declaration that exchange
fell because it did nob rise.
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An independent investigation appeared, therefore, indispens-
able if the reason of the why and the wherefore of the unceasing
variations of exchange were to be ovey satisfactorily aceounted for.

A preliminary investigation quickly convinced me of the ahso-
lute nocessity of disabusing my mings of all preconceived ideas
as to the precise and invariable nature of the sequence of
cconomical phenomena ag acquired from an acquaintance with
the rules and methods deduced by Political Economy from the
almost exclusive observation of the phenomena that corres-
pond to metallic or convertihle currencies ; and that an inde-
pendent analysis of the ananner and method in which each
separato real cause influences the value of the cur: rency, and is
in twn reacted-upon, was indispensable before any positive
conclusion could be reached.

To this end it was necessary first of all to colleet the requisite
statistics relative to all the different, factors that excercise an
influence on the value of the cireulating medinm for o period
sufficiently embracing to afford a secure basis on which to
found conclusions, )

This alone wagno mean task ; especially in a small and remote

" Place like Rio Grande, whers faw archives or works of reference
are to be found; whilst the minute investigation of the few official
statistics available conclusively demonstrated the uselessness of
attempting to wmake any use of them until they had been
thoroughly vevised and corrected, and their valyes all reduced
to that of an invariable standard.

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

Cbe problem that these six peviods present for solution ig—
Glven the indispulable Jact of the average value that the currency
uctually uttained during each period, what were the real canses
that lead to the respective appreciation or depreciation in each case?

If this can he satistactorily settled it becomes possible to draw
Dositive deductions on to the influence that similar causes must
actually be exereising, and the determination of the oscillations
of the value of the cirenlating medium in the immediate future
then becomes a meve matter of caleulation, were its factors
simultaneously determined,

Althongh the latter is impossible, hocause such factors ciunot
be precisely determined sven for the present, yet the appreciation
of the manner in which the value of the currency is likely to he
alfected will genoerally 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
determined eauses may assist us to minimize or nentralize the
influence of causes we cannot wholly control.

The problem is dual; and before the manner in which the
ultimate value of the currency has been determined for sueh
separate period can be recognized, the value and influence of
cach separate factor that exercises an influence on both interna-
tional exchange and on the local value of the curvency respect-
ively must be determined.

Such an undertaking involves, on ghe one hand, the determi-
nation of the balance of international payments, or the country’s
annual detivo and Passivo, and, on the other not only the
quantity of paper-money in circulation, but its coeflicient per
capita for each separate year of the six periods under analysis.

To arrive at the value of the annual credit or detivo it is ne-
cessary to determine that of all values receivable, including
exports, eapital imported for permanent employment in the
country whether public or private, and the exportation of bullion,
securities and other values. The fivst can be determined by
means of the customs returns; but the guestionable nature of
the local statistics of foreign trade, admitted by competent
local authorities, made it necessary to compare the results thus
obtained with those of the appraisements of Brazilian trade by
foreign customs, The value of capital imported in the shape
of public 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
statisties 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 dehts, the dividends and profits of
foreign public companies, and of all foreign capital employed
in the conntry, 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 imperted is also undetermin-
able from lack of proper statistics. The determination of the
other factors is merely a matter of libour and patience,

When-ance these factors of international payments have been
determined it can he decided whether or no the balance hag
heen 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 appréciate. the manner in which
the local valne of the currency has been influenced for ecach
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period are, then, the quantity of paper money in circulation
and its coefficient, This has been done by obtaining the quan-
tity of both treasury and bank notes in civeulation for each
separate year. 'The population has likewise been determined
by allowing an annual wnaccumulative increase of 2% per cent.
since the last censns in 1872, Some & the conclusions to which
the study of the statistios ennumerated inevitably lead ave of
the most interesting and often unexpected character, Apropos,
the deductions as vegards the influence exercised by the depre-
ciation of the currency on the value of merchandize imported
and exported may be pointed out as entirely opposed to generally
accepted ideas on the subjdet. :

‘When the analysis of the different factors and their influence
on the value of the cwrrency 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 invariably account for
the rise and fall of exchange, and that there were many oscillations
Jor which no explanation could he given.

It was, therefore, unavoidable 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 thess matters conld not be effected
without a simultaneous appreciation of the finaneial equili-
brium and the causes that have disturbed it,

The conviction with which I started on this investigation,
that no misapprehension as to the future of so vast and pro-
ductive a country need he entertained, has not heen disturbed,
but strengthened and accentuated by the logic of numbers. The
economical and financial disasters of the past are but the com-
sequence of the imperfect comprehension of economic phenomena,
and can he easily remedied, and the country launched perma-
nently on the tide of irresistible progress, if Brazilians themselves
" will but take the trouble to recognize the frue causes of the
economical and financial dificulties that afflict them, and then
resolutely apply the cure, .

The almost total absence of statistics in an impo'i_-‘tanﬁ and
Pprogressive country is an anomaly and an evil, Tt has already
led to false deductions and to mistaken practice in the past,
a8 it must in the futmre. Fow have either the time or the
inclination to devote years to collecting the statistics necessary
to substantiate their conclusions, and much labour might have
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been spared to the author were as much impoxtance 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 the work I now have the honor of offering
to the public result merely in some reform in this respect, and
is of some nssistance in enabling othersto avvive at positive
conclusions asregards the causes thas have provoked the financial
and economical 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 Janeivo in its annual
retrospect, withont 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 obtained; that is probably impossible for
statistics of this character extending back so many years, or ab
any rate could only be realized by the labowr of many years and
with access to more ample sources of information.

Rio Grande, 1st Mareh 1896,
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BRBZILIEN EXCHMANGE

THE STUDY OF AN INCONVERTIBLE CURRENCY.

P P R

INTRODUCTION,

The contradictory opinions and theories curvent amongst even
the hest informed as to the causes that have produced and per-
petuate the extraordinary depreciation of the cwmrrency, and
still continue to cause violent oscillations in value, are chiefly
due to the failing to perceive the really dual nature of exchange,
as quoted in this market, in which the action of two really dis-
tinet factors is almost inextricably confused.

Excha.nge,‘ as quoted in Brazil, really consists of two distinet
elements, each of which influences the value of the currency in a
distinetly different manner. One, the Real or international
cxchange, corresponds to the vaviations of international
payments; the other, or Nominal Exchange, varies with tho
ratio of the supply to the demand for the circulating medium.

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 Rxchanges, international ov veal Kx-
change being alone quoted in pence or francs per gold dollar
(peso), and this sold on ‘change for currency, the difference
between the nominal value and the price realized being tormed
the preminm on gold. Thus the par or nominal value of an
Argentine dollar (peso) is 47§ pence, and international Bx-
changs oscillates between 48.668d. and 46.582d. o vaviation of
2.2 % above and below par; whilst the premimn on gold, or
nominal Exchange, 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, wndoubtedly obsoures and confuses the
perception of the frue canses that operate the depreciation of
the currency and oscillations in its value, rendering it diffieult,
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and often almost impossible, to distinguish what proportion is
due to the variations of International Bxchange, and what to
the local depreciation of the eurrency, or Nominal Exchange.

It is, however, absolutely indispensable, in order toform a clear
idea of the phenomena of Bra,zilia,% Exchange, to arvive at g
distinct 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, consaquently, 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 Exchange, can be properly
considered. .

Since the preceding lines weve written the annual report; of
the Minister of Finance (Dr. Rodriguez Alvez), for 1894 has
come to hand, from which the following extvact is talen; —

“Those who, like Goschen, teach that Exchange is a barome-
ter that indicates unevringly the state of the money-market,
the solidity of credit, the rate of discount, and the compara-
tive condition of the euvrency in different countries, will find
some difficulty in applying their rules to the marvkets of this
country. We observe, what is moreover the rule, local quota-
tions of securities well maintained, and foreign quotations
rising, with fairsales for export, and withal Exchange falling,
and sometimes, as has heen lately noticed, the price of coffes
falling likewise.”

It would be difficult to find a more interesting 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 usual in European countries,

If the necessary distinction be made between nominal and real,
or international, exchange, no. diffieulty will be encountered in
reconciling the apparent contradictions, that Dp. Rodriguez
Alves discovers, with the oscillations of the market rate of
exchange; and the variations of international exchange may
then, in Bragil, as elsewhere, continue o serve as the “harometer

. of its financial and economical condition,” without the chance
of falling into error, as Dr, R. Alves states, in “pretending to
apply to this country the rules observed or followed in Burope
truly a ridiculous presumption !

It cannot be disputed that simultaneous canses may be af
work, some of which tend to depreciate, and others to raise the
value of the currency -and rate of exchange, and that the ulti-
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mate or market vate will depend on the relative importance of
one and the other. 'Thus, a favourable balance of international
payments may be eausing exchange to rise, whilst a new emis-
gion of paper money may be simultaneously provoking a fall; if
the influence of the first gere the more powerful the market
rate would rise, and vice versa.

The improvement of international exchange would react on
foreign credit, which depends nof only on the foreign demand
for seourities of all kinds, but also on the ability of the debtor
to meet his engagements, which improves with a rising rate of
exchange; consequently, the foreign demand for DBrazilian
securities would show a tendency to improve.

The favourable state of international payments, even if it he
the exclusive resulb of an incrensed 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
$he increased supply, being compensated by the increase of its
aggrogate value.

A mise in international Exchange must tend to improve the
Joeal value of the currency, when the supply of the cireulating
medium would exceed the demand, and exchange would conse-
guently fall again unless this were corrected by the automatic
regulator provided by the increased demand for, and rise in the
prices of local securities, or a fall in the rate of discount, or hoth.

If, however, the rise in international exchange is, as we have
assumed, accompanied by a simultaneous and yet greater fall in
nominal exchange, or the local value of the currency, in conse-
quence of some alteration in either the supply or demand for
the circulating medium, the depreciation from this cause would
exceed the appreciation caused hy the improvement in intornw-
tional exchange, and the market rate of exchange would fall,

The fall in the rate of exchange would then be an effect of
the alberation of the relation of supply and demand for the cir-
culating medinm and not & cause; consequently, the demand for
local securities and the rate of discount would be unaltered,
sustained or weak as before, with a tendency to firmness if the
fall in exchange were the exclusive result 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,
thers is then no difficulty in conciliating the phenomena of “ well
sustained local and foreign quotations of secuvities and steady
sales for export with a falling rate of exchange, and some
times with falling prices of coffee itself,” nor yet of explaining
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these apparent contradictions “by the same rules followed
in European markets.”

It ecannot be denied that Speculation can, and does, frequently
affect not only the rate of exchange, but the relations of supply
and demand of every deseription. Tts ipfluence, however, on prices,
as on the value of the eurrency, can only be lasting so long as it
responds to some real ov positive cause for an improvement or
the reverse. ’

Before, therefore, the theory that attributes to speculation
almost exclusively the present depreciation of the crrrency, or
a great shave of it, can be accepted, it is necessary to prove by
something befter than mere conjectures that « Exchange,” as
Dr. Rodrigunez Alves elsewhere states, * is not af present the
indicator of our true economical situation, but merely reflects
the movement of our daily transactions in obedience to va-
rious perturbing causes,” a statement which appears to be
absolutely self-contradictory,

it



—_ 5 —
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 contra of the balance hetween the annual credit and
debib necount of the country with all other foreign countries
with which it holds relations. ‘

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

“The error” says Gtoschen, “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 matber of importation and exportation, a simple
index of the excess of one over the other.” ¢ Ifis necessary,
however, to examine more closely the tramsactions 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 nobt 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 piu'clmse of shares or bonds, for the settlement
of profits and commissions, or for the expenditure of residents
abroad, or travellers; in a word, for all the payments or promises
to pay due in each country. Theidea of Debt, in itself, should
be lost sight of ; it is the engagement undertaken that we must
consider, and this engagement produces identical effects what-
ever may be its origin.”

“ Payments due from one country to another, whatever be
their object, have precisely the same effect as direct payments
tor imports, so that the reciprocal debts of two countries may
more or less balance, although one has imported much more
merchandise than it hes 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 donane, se compose d'une foule d’éléments.”

It is then, the see-saw of this equilibrium between the annual
international Dehit (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 capital, dividends and private,
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remittances of all kinds, and all bullion and values imported,
when the former is not intended to be permanently employed in
the country as fresh capital, azs well as the value of all imported
merchandise, and, on the other hand, all payments receivable on
account of exports of all deseriptiow, including merchandise,
bullion, and securities, and the value of all foveign capital im-
ported in the shape of loans, or otherwise, for permanent employ-
ment in the counfry, that determines 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.

Without pretending to be able to collect all the innumerable
data indispensible to be able tostrike a precise balance, and
determine experimentally the oscillations that this equilibrivm
must have experienced in the past, it appears possible to approxi-
mately determine the value of the most important factors, and
to demonstrate their action in determining the value of the eur-
reney, and, inversely, to determine the renl canses that can alons
affect its value in the future.

The oscillations of international exchange are, then, deter-
mined solely by the supply and demand for bills in the market,
and only transitorily hy Speculation, or other influences, that
haveno real cause for their basis.

“When theve is little orno bullion available for exportithe whole
of the foreign engagements, which constitute the annual Debit
or Passivo, must be met by Bxports alone, unless supplemented
by the proceeds of loans or other foreign Capital,

A general impression.is current, especially in mercantile ciy-
cles, that the real canse of the almost chronic depreciation of
-the currency is to he traced to an equally chronic excess of im-
ports over exports; and that this disequilibrinm has not only
always existed, but that it is inevituble, because national pro-
duetion is insuficient to satisfy local consumption and the
demand for indispensable foreign imported commodities as well ;
whilst it is believed that the real cause of the periodicnl necessity
of recurrence to foreign credit is to be traced to the necessity of
making good the deficit thus oreated, and the enly remedy to he
the reduction of the value of imports, by development of local
manunfactures. :

This survival of the antiquated theory of the balance of trade
would be scarcely worth contradiction, even if it amounts to a
virtual confession of nationsl bankruptey, were it not that any
attempt to reduce its principles to practise by still Farther ex-
aggeration of protective boliey is ealoulated to render the situa-
tiom, already sufficiently critical, still move dangerous, -,
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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 must,
with trifiing exceptions, be annually liguidated, and that, conse-
quently, exports must, Wif‘h or without the adventitiouns aid of
foreign capital, suflice to pay not only for all imported goods,
but likewise to satisfy all other foreign cngagements, or some
must remain unpaid.

That Nationa] 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 wers
no assistance from foreign capital to be obtained.

What therefore demands investigation is the origin of the
debb or deficit; whether it is, as the supporters of the “balance
of trade” assert, the efiect of an inevitable excess of imports, or
whether it is nob rather the eause of that excess, and the effect
of a distinetly different series of phenomena, the failure to
realize an equilibrium hetween local expenditure and revenue.

The cconomical situation may beexcellent whilst the financial
is disorganized; the bhalance of international payments be
undeniably favourable whilst administrative deficits make an
appeal to credit inevitable. The moiety of savings thus sef free,
by the substitution of foreign credit - for taxzation, will still

further increase the demand for imports, which will persist
so long as foreign loans continue to be regarded as legitimate
substitutes for ordinary revenue and tazation.

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 referemce to the relative
statistics for the last 35 yeavs.

OFrICIAT VALUANION | OFFICIAL VALUATION | RaTIO OF

PERIOD or oF Vavue
Exronrrts Isporrs or ImpoRrrsy
Goldt Gold T0 EXPORTS
Rs. Ras. Rs,

1861-—1864 | 562, 797: 447§ | 459. 108: 000§ | 8L. 5 %
1865—1869 | 733, 937: 5835 | 723, 646: 000$ | 98. 5 %
1870—1875 | 1247. 117: 691§ | 931, 208: 0005 | 74. 6 %
18761885 | 1052. 563: 266% | 1739. 914: 0005 | 91. 4 %
18861889 | 913. 549: 020§ | 814, 047: 927% | 89. 1 %
1890 —1892 | 1796. 601: 7675 | 849. 240: 4259 | 106. 6 %

1893 291, 830: 271% | 271. 564: 4575 | 7. 2 %

640, 452: 054 | B788. T28: 8095 | 89. 1 %

oy v Py D
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The aggregate value of impovts, therefore, 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, if limited to these two factors, is
indisputably favourable, and conseqyently that the mercantile
theory that 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 contradiction to facts.

The question, however, that still remains to be settled i
whether the balance of 11 % that remained over after paying for
imports, was sufficient to meet all other deseriptions of foreign
expenditure; and if not, how hest it can be rendered so
without the necessity of periodic recurrence fo foreign credit,
to which there must necessarily be a limit, that sconer or later
must be reached.

Stewart Mill has ably deseribed the mechanical manner in
which international exchange must, when once disturbed, imme-
diately proceed to right itself, just as waber is said to seek its
own level.

“As soon as the excess of the demand aver the supply of for-
cign bills indicates a disturbance of the equilibrinm, foreign
-oxchange falls, and gold is exported to make good the differ-

“ence. The export of bullion reduces the home cireulation, and
produces & fall in prices at home, and a corresponding rise abroad,;
in consequence there succeeds an increase of exports and a

- decrease of imports, which will continue until the balance is
again struck, and exchange retwen to par.”

Such is the process by which international exchange inva-
viably readjusts itself in countries possessing a metallic or con-
vertible currency. ‘ '

‘When the currency is wholly inconvertible, and little or no
bullion exists for export, the process is diffevent. There then being
no disturbance of the volume of the currency there will be no
alteration of metallic prices at home or abroad on +his 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 both. 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.

Unless, then, private accumulations suffice to cover the deficit,
some debts must remain wnpaid until the supply. of bills again
balances the demand; and as public engagements are move
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likely to be respected, regardless of cost, the sufferer from the
scarcity is, usnally, the commercial class.

When once international exchange loses its balance and. com-
mences to fall in countries that possess an inconvertible currency
and little or no gold, noghing can arrest the fall except ve-
establishment of the equilibrinm by means of the decrease of
imports, or increase of exports, or both, or else Dy the increase
of nssets available for liquidation of the deficit, by the employ-
ment of foreign capital, or ofther arrangements of a palliative
nature. The negotiation of a foveign loan, however, althoungh
it might serve to stop a gap for awhils, and liquidate out-
standing debts, could not permanently arrest the unfavourable
course of exchange unless the equilibrinm between the annual
foreign debit and credit account were also sinltaneously and
permanently adjusted. Tf it were nob, as soon as the proceads
of the loan were exhausted, renl exchange must commence to
fall again with increased violence, owing to the accession of
foreign burdens caused by the loan itself,

‘When the currency is wholly inconvertible, and theve is little
or o gold for export, it is clear that the fall of exchange is nob
the result of an inerease in the demand for bullion alone, hut 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 gupply, (as long as the foreign
demand remain unaltered) their prices must then rise in propor-
tion to the excess, including that of bullion. The rige in the
prices of export and bullion, and the consequent, but not propor-
tional, depreciation of the currency, must, therefore, continue
to accumulate until in some manner an equilibrium is arvived
ab between the supply and demand for bills.

By convention, and for convenience, gold has been adopted as
the standard of international exchange, by which the vilues of
different kinds of exports arve correlated; consequently, the
increased demand for exports, which the disequilibrinmn 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; bubtit is an error to suppose that the
vise in the prices of exportable commodities is the necessary
consequence of a fallin exchange, when in reality the rise of
prices of both exports and bullion is simultaneous, and obeys
the same causes, ‘

It may appear to be a matter of little importance whether ex-
ports rise simultaneously for the same veasons that gold rises
in price, or whethev they rise later in consequence of the rise in
the price of bullion; but, as will be seen later on, when it become
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necessary to treat of nominal exchange and the effect of the
oscillations in the value of the currency on prices, a thorough
comprehension of the sequence of the phenomena that result
in a rise or fall of real exchange, will materially assist in
appreciating the cause and effect of Sther phenomens likewise,
Similarly when, on the other hand, the supply of bills exceeds
the demand, the loeal prices of bullion and exports must fall,
and the value of the currency improve. The depreciation of
the currency 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 order therefore to raise the value of the currency, when
once depreciated, by the natnral methods of inereased produc-
tion, it is not sufficient to arvive at a state of mere equilibrinm ;
there must be a positive excessin the supply of bills, and there-
fore of exports, which will only continue to raise the rato of
exchange and improve the value of the currency so long as that
excess persist,

Until therefore either by meaus of a shrinkage of imports or
other foreign payments, or an inerease of exports or other
resources, the equilibrium of international payments be definitely
attained, real exchange must continue unfavourable, with per-
haps occasional intermittent recoveries dus 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 risin g
and falling.

1st period 1860-64 exchange oscillated bebween 25d. and 27§
Znd ¢ 1865-69 “ fell from  par to 14d.

ded ¢ 1870-75 o rose from 14d. to par

4h «  1876-85 € fell from  par to 173d.

5th  «  1886-89 “ rose from 174d to par

6th *«  1890-94 e fell from  par to 9d.

This period of 35 years is sufficiently comprehensive to afford
the indispensable facts, by which the aceuracy of deductions can
alone be verified; and which alone can give to economic theories
the anthovity of indisputable truth, that is nob always their
characteristic. :

The par value of mil veis was in 1854 fixed at 27 pence.
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The foregoing table conclusively proves that during periods
of high or wmsing exchango the value of exports has always
exceeded that during the successive periods of low or falling
exchange.

During the three periods 1, 3und 5, when exchanyo wag rising,
the gverage value of exports was Re. 185274 gold per capita,
whilst duving the periods 2, 4 and 6 of falling exchange, the ave.
rage value of exports did not exceed Re. 168831, o

Thig wnexpacted result, at first sight g0 opposed to the popular
iden. that supposes the value of exports to inerease invariably ag -
exchange falls, without taking into account the origin of the
rise or fall of exchange, is, however, as & little refloxion will™ -
show, correct and logical, A low rate of exchange and a decrenss
ing value of exports may be the effect of low foreign prices of
exports, and may, therefore, be simultaneous with & positive‘b .
inereage 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 local, or paper, prices. In this caso theve wouldbd
1o reduction in nominal profits and, thevefors, no reduction in th
yolume of exports,although there might be one in their valu
Tlus during the 4th period, 1875 to 1885, oxchange foll from p
%o 17} pence, and the value of exports from Ra, 205645 gold per”
capita, in the previous period, to Ra. 16$103 gold, in consequence”
chiefly of the depreciation of 48 % in the foreign price of coffee:
In lieuw of a shrinkage.of coffee shipments, however, we find that..
they rose from 2.718.495 sacks, the annusl average for the pre--—
vious period ab the port of Rio, to 3.907.846 sacks, :

‘When foreign prices rise or remain the same, and the fall of
exchange is the exclusive result of alocal deprosintion caused, fox
example, by excessive emissions of paper-money, vealprofits will-:
eitherbe raised, or will nob be affected at all, but nominal profits,
that is profits estimated in the depreciated currency, must in-
crease; production, consequently, will receive a great impuise

Notwithstanding in the 2nd period 1865-1869 the fail of 6x-
change was the result of excessive foreign payments, excessive
emissions; and was also affected by a slight fall in the prives of
coffse; the value of exports, however, fll from 17§817 gold per .
lead, in the former peviod; to 16$419, when an increase would
have Been expectsd. Tf exports did mot positively incrense in :
this period, & sufficient explanation would be probably found i
the influence of the Paraguayan wax and taxition on the cost of .
production and labour, combined with the fall in the price of .
coffee, T _

"The fall of exchange in the 6th period (1890-1892) was the .
almort exclusive effect of excessive emissions and foreign expen-
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diture, as the prices for the staple export had fallen only fr?m
33$136 gold o 328156 per 60 kilos; consequently, production
received a great impulse and both the volume and value of e’f’
ports 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, dmmg
the previous period, to, 18$002 per head.

A rigse in the rate of exchanga will only affect production un-
favourably if there is & posifive reduction of nominal profits in
consequence. If, therefore, the improvement in exchange is the
result of a reduction d‘f the volume of the currency, or of the
importation of foreign ¢apital, foreign prices of exports remain-
ihg 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 from 25$836 to 338196 gold per 60 kilos, or
29 9/; consequently, the rise of foreign prices, 29 %, 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 annual 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
exporte remained almost stationary. .

If, onthe eontrary, 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
144. to par, in consequence of high foreign prices of coffee, which
rose from Rs.26$480 to Rs.38§130 gold per sack; the value
of exports rose, consequently, from 16$419 gold per head, during
the previous period, to 20$545, whilst shipments of coffee re-
ma,med about the same, at 2,718,495, compared with 3.055.000
sapks for the previons period.

é‘]’he depreciation of the currency, it may he concluded, fa-
vours production and stimulates exports when it does not
reduce fominal profits, and, consequently, the full of emchange,
thut is the resull of a local depreciation only, is invar iably favour-
able, and acts as an equivalent bonus, or premium, to production
: and ewpurts.‘

e explanation of the advantage that a depreciation of the
oy will sometimes confer on exports is fo be found in the
i ial rise of prices that such a fall of exchange creates,
The prices of expohts and bullion rise uniformly and simulta-

l
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neously, whilst those of imports vise less, and more slowly, and
the prices of other products of purely loeal production and con-
sumption, such as certain food staples, as well ag local expei-
diture on account of rent, labour, taxes, etic., which constitute
the major part of the cost of production, rise still less, and still
more slowly; so that the difference botween the rise in the price of
ezports andthat of their cost of production constitutes a positive and
squivalent increase of profits. The reason and sequence of this
differential rige of prices will be defermined later om.

o
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The influence of the value of the currency on Imports

®

The rise and fall of international exchange does not dirvectly
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 impovts is Tegu-
Jated. The prices of imports will therefore rise in consequence
of a deprecintion of international, or nominal exchange, but not
in the same ratio as those of exports and bullion itself.

In consequence of the vise in the nominal prices of imports it
would be nabural to expect some veduction in the demand o
follow any persistent fall of exchange; but, in reality, this does
not ooenr; and, on the econtrary, the value of imports has always
increased as exchange falls.

The movement of Imports has been during each
of these periods as follows:

ANNUAL AVERAGE ANNTUAL AVERAGE | ‘Runio or
VALUE OF CORFITCIENT OF |0, ov op In-
PER1OD ImroRTH IMPORTS PORTS
OPFIOIAL VALUATION PER CAPITA 10 EXrORTE
GOTD GOLD
Rs. Ras. u/u
1st 1861—1864 | 414. 108: 000 § 13. § 912 81.5 %
ond  1865-—186Y 144, 729: 200§ 16, § 261 98.5 %
3rd | 18701875 | 155, 201: 334§ 15, § 342 4.6 %
4th | 1876—1885 | 173, 991: 400 % 14. § 349 914 %
5th | 1886—1889 | 203. 511: 982§ 14. $ 667 89.1 %
6th | 1890—1862 | 283. 080: 142§ 19. $ 191 106.6 %
1893 271, 564: 457§ 17. § 749 93.0 %
1861—1893 Average .......... cosins e e 82.1 %

This table shows conclusively 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 inerease the demand, in
spite of the rise in nominal, or paper prices.

During the three periods 1, 3 and 5, when exchange was high
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or rising, the average annual importation Pperhead was Rs.143610
gold, against Rs, 163617 gold per head for the three periods of
falling and low exchange, Nos, 2,4and 6,

During the two periods Nos, 2, and 6, when exchange fell t,
lower rates than in any other, the consumption of imports
reached the highest rates registere( of Rs.16$261 and 195191
gold per head,

When the fall of exchange is eaused by a reduction in the
value of exports themselves there will be no inerease of imports,
as occurred in the 44) period, 1876-1885, when the foreign prices
of coffee sufferad a great depreciation; because, not; only in this
case do the prices of imported merchandise rige ag exchange
falls, but thejr valueis also raigad by the depreciation of exports,
80 that the rise in prices of imports ig simultaneons with, re-
duction of the meany of purchase, and, consequently, the demangd
must fall off, ag in 1876-1885, when the coefficiont; of imports fell
from 15%342 to 148349,

This stereotyped tendency to inerense the consumption of fm—
borts precisely when o deerease would De expected and desirable,
is one of the many paradoxes of inconvertible currencies; and,
although at firsg sight, it may seem to be & cause vather than an
effect of the fall of exchange, n little further analysis proves the
contrary, ‘

At the same time this undeniable tendenecy demonstrates the
hopelessness of expecting to redress the balance of inter-
nationn] bayments by means of the reduction of imports, unless
special measures are taken to secure it; and it undoubtedly
constitutes one, if not the chief difficulty in devising op execnting
any policy divected to the ameliovation of the value of the. cur-
rency and improvement of exchange,

The rationale of this paradoxical inerease, in lien of decreage,
of imports when exchange falls, igag follows,

As exchange fallg the prices of exports rise simulba.ueously in
& similar ralio, whilst those of imports rige algo, but in g less
ratio. The duties on imported merchandise having been estimated
on a gold hasig (24d.), but being payable in eurrency at its nomi.
nal value, theiy real ormetallic value increnses ag exchange riseg,
and wvice-voysy, In addition-to this very considerable advan-
tage gained by imports, all that part of the exclusively locgl
cost of imports, sueh ag discharge, storage, corumissiong and
local profits, which are likewise payable in currency (and at
o high rate of exchange often constitute the greater part of
their loeal cost) does not rise in the same proportion as the
Drices of exports, or that of gold, for rveasons that will pe
explained later on
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In consequence, only the initial foreign cost of imports de-
livered in a Brazilian port will vise in precisely the same ratio as ex-
ports and bullion, whilst the loeal cost, whieh includes all other
expenditure, will have risen much less, if reduced to ifs real or
equivalent gold value, ands 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 guantity of
imports than previously. The demand for imports will, con-
sequently, continue to expand in spite of the rise that would
have oceurred in their nominal or currency prices, and of all at-
tempts to maintain the nominal value of duties. on & par with
their original, or real, value by the imposition of surtaxes, s0
long as exchange continne to fall; hecause the rise in the nomi-
nal prices of exports is accompanied by a positive increase of
Value, and, consequently, the same Exeorrs will purchase more
TarporTs than previous to thefall of exchange, and more will be
imported.

In addition to these real causes the fall of exchange will affect
consumption in another, and less logical manner. Even 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
hoth, as well as of labour and all products of purely lacal con-
sumption, have risen simultaneously and uniformly, when
there could be no real increase of profits possible, oven so the
apparent or fictitious increase of profits, reckoned in paper
money as it always is, will produce precisely the same effect, as
far as consumption is concerned, as areal and positive increment,
and the consumption of both imports and loeal products will
increase at the expense of profits.

To take an example: A farmer, who atthe cost of Rs. 5:0008
produced expostable merchandise of the value of Rs. 10:0008,
whon exchange stood at 20d. wonld receive for his produce
Rs. 20:0003 if exchange fell to 10d. whilst his expenditure, o»
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 he identical, the mnominal increase of Rs.
5:000% accruing in paper-money would produce all the cffeet
of a true incresse, and the farmer would congequently he
inclined to spend, and will spend, a greater proportion of his
profit than formerly, forgetting or ignorving that the value of
profit has declined in the same proportion as that of the cur-
vency, and that, if he now realizes 10:0008 when he formerly
made only Rs. 5:000%, and spends Rs. 5:0008 when he previously
spent only Rs, 2:0008, the balance of Bs. 5:0008 saved is veally less

3
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than the Rs, 3:0008 he formerly allowed to accumulate when
Exchange was at 20d.

In practice, however, neither the prices of imports, nor of
commodities exclusively produced and consumed in the country
rise precisely in the same ratio as those of exports and bullion,
8o that in addition to the mominal profit due to the deceptive
operation of the ecurrency, there is also a real accession of profit
that resnlts from the increased value of exports, both of which
concur fo swell the demand for imported goods.

Later on we shall have oceasion both to analyze the cause
and sequence of this differential vige in Prices, and to corrobo-
rate our deductions by facts.

It seems, then, indisputable thas a lower rate of exchange (that
is neither the result of cxcessive foreign expenditure nor of a fall
in the foreign demand for and prices of exports) not only fosters
production and exports, but if a larger consumption of imports
is any test, actually improves the condition of the masgses, as is
evidenced in their greater potentiality for purchase snd conse-
guent enhanced comfort.

That these advantages ave obfained spontaneously, without
any individual loss, is not pretended. The logs, whatever it is,
will fall mostly on profits, which will be greatly reduced if mea-
sured by their metallic or real value, though part will fall on
the holders of public securities, fixed incomes, and ereditors
generally.

\
et
7
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The influence of Export duties on Exchange

k]

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 hoth exports and imports, and a fall in
Exchange in proportion to the difference between the new ratio
of the supply to the demand tor bills, thus determined.

Rario op DUILES COEFL‘I(,‘IENT‘
T0 THE or Bxponrs
TERTOD REAL (GOLD) VALUE PER BxcuaNae
Exgrl)'lu's carira
Ist. 1861 - 1864 6.7 % Bs, 175817| high
2nd. | 1865—1869 6.8 % 7168419 falling
Zid. | 18701875 78 % 7 208545| rising
4th. | 1876—1885 7.3 % » 165103 falling
5th. . 1886—1889 70 % 7 163460] yising

The variations in the percentage of duties vecovered on the
real value of Tixports has never exceeded 1 %, and ave, conse-
quently, too swmall to affect appreciably either the foreign de-
mand for Kxports or the rate of Exchange, neither of which
shows any signs of having been influenced by the alterations of
duties,
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The Influence of Import Duties on rea! Exchange.

A duty, or the increase of duties, on imported commodibies
will raise their cost hy atleast the eguivalent of the real value
of the incrense. In conseguence the prices of importy will rise,
the demand for imports decrease, and that for bills fall off. The
inereased cost of imports, will raise the cost of Exports, bub in a
less degree than that of Imports, because only that pavt of the
cost- of production will be affected that is attributable 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
foreign demand and reduce the supply of bills, but in a less
ratio than the demand has been simultaneously reduced; con-
seqquently, the rate of exchange must improve, but not in a
divect ratio to the reduction of foreign payments created by
the decrease of imports, If then, the reduction of the demand
for hills be represented by 1, and that of the supply by I, the
improvewent in Exchange will be in the vatio of : 1.

The nett tendency of an increase of duties on imported com-
modities will, therefore, be to ereate a vise 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 simultancous decrease in
the volwme and value of both Tmports and Brports.

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 Bxports to that of Imports will be
constant; and in the latter will vary with the value of the
currency, increasing as exchange rises, and vice-versa, because the
nominal value of the purely loeal cost of Exports, which is also
the greater, neither falls nor vises precisely in an inverse rabio
to the variations of the value of the eurrency,but in a less ratio.

" Rarto opvarue |Comrrrorznr| Rario op a &

ox op VALUE Sk

PERIOD LIRS 1 " aom
) Dursss 2o Tapowss | Typonyy | op Inrorrs | @ E;
— ¢

Resn | Nostwan | ®ER eAPIra | vo Bxpores =

' % % %
1st 11861—1864| 25.6 25.0 R gold 81.56 % |high
2nd [1866—1869] 20.6 25.8 135912 985 9% |falling
3rd 11870—1875] 32.6 37.1 168261 | 74.6 % |rising
4th 11876—1885| 302 *| 36.5 168342 | 914 % |falling
5th 1886 —1889] 41.3 46.5 145349 89,1 % |vising
6th {1890—1892| 26.0 44.0 148667 | 106.6 | falling
1893 30.7 73.0 195190 93 %
i 175749
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Tt will be observed that the ratio of the value of duties to that
of imports is divided into two columns, one termed the
Real, which is the ratio between the real ox gold value of duties
and that of the imports themselves; and the other the Nominal,
or vatio between the nominal or currency value of duties and the
real value of imports, whicﬂl is that of the official returns.

Tt is important to notice this distinction, as the confusion of
one with the other many easily lead to false conclusions.

During the three periods of high or rising exchange, Nos. 1, 3,
and 5, the average real rate of duties was 33.1%0; and dwing
the three periods of fallingexchange 2, 4, and 6, was only 25.6°/e.
During the first three periods of high duties and high, or rising,
exchange, the consumption of imports was 148640 per head;
and, during those of low duties and falling exchange, 169606
gold per head.

If the consumption of imports be analyzed in detail, its de-
cvense will not be always found to correspond to an increase
of ditties ; bub it must be borne inmind that there are many other
causes acting simunltaneously on real exchange itself, some fa-
vourably and others unfavourably, and thab the market rate is
the resultant of all the different causes that influence both real
and nominal exchange, of which duties ave but a single item.

The influence that excessive import dutics have been shown
to exercise on the volume of and demand for exports, thongh
little appreciated and generally misapprehended, is nnquestion-
ably the cause of the almost invariable failure of attempts to
redress the balance of trade by ultra-protectionist or prohibitory
tariffs; and explains why the decrease of imports aimed-at is
almost always accompanied by a corvesponding, but nndesired,
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 consmmers by
limiting the medinm by which they effect exchanges.

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

In Spain, to quote the “ Eeonomiste,” under a liberal custom
tariff, inaugurabed in 1869, the value of imports had risen unin-
terruptedly from 442.263,313 pesetas to 816.666,901 pesetas in
1882 and 1,018,770 in 1891; whilst exports had increased from
266.552,600 pesetas to 766.376,887 in 1882 and 932,245,001 pesetas
in 1891; so that, in spite of revolutions and “pronunciamentos,”
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the steady progress of foreign trade never slackened from 1869,
whilst the customs revenue also followed the same assending
scale, from 40.003,000 pesetas in 1869 to 98.022,000 in 1891.

In the year 1892 the new and ultra protectionist tariff came
into foree, which, according to its partisans, was to “make Spain
more prosperous thaun ever, pveservﬁg for Spain alone her own
markets and those of her colonies, whilst obliging foreign con-
sumers to confiribute to the administrative expenditure of the
country by heavy taxation of their goods imported into Spain,
unable as they would be, to discontinue the importation on their
part 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 valus,
whilst the decrease in the wvalus of exports has been 21.1 % or
only 0.57 less thun that of imports, being precisely most accen-
tuated in the very industries which were supposed to constitute a
virtual monopoly, and the products of which were judged to be
indispensable to foreign consumers, no matter what the imports
mightbe ; Sherry shewing a decrease of 40 %, and comwmon wine
of 60 % in the value exported.

I | DrorEASE

| 1801 | 1892 | 1893 | e
Valhie of im-j; Pesetas Posetas Pesetng
ports........ .. | 873.834,000 | 751.724,000 684.824,000 | 21.6%

Value expori's.f 803.815,000 | 663.033,000 | 626.000,000 | 21. 1%

Value of ex-
ports of !
Sherry..... 29.279,983 | 23.087,880 17.449,680 40%

Value of ex—
ports of com-.
mon wines.... 277.038,575 | 117.720,178 90.574,988 60 %

If we now turn to France, we find a similar- state of things to
exist. The United Stutes Consul in Roubaix, who will not be
suspected of free-trade tendencies, in his annual report to his
government in 1894, states that: “The financial crisis (in
France ) is contemporary with the new ultra Drotective tariff,
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and the supporters of this taviff ave called uwpon 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 Reims has sent delegates to the Minis-
ters of Commerce and Foreign Affairs to devise means to
ameliorate the situstion of that Department, which suffers from a
diminubion in the demand for its champagnes, while its woollen
industries, which are very important, are undergoing an actual
crisis!  Much was hoped from the reductions effected in the tariff
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 disecouraging. To
add to the chagrin of the Roubaix manufacturers the reports
received from Bradford, theiv old-time rival, are to the effact
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 to the
chauvinistic sentiment dormant in every nationality, as well

" as hecause its true effects are generally misapprehended. It can
however, be ravely advantageous, because the appavent 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, except such as are not produced ab all in the conutry;
and, as regards others, would only succeed in raising their cost,
as 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.

Although the virtual monopoly by Brawzil of two important
products, coffee and rubber, may, it is true, minimize the evil
influence that a protective or prohibitive policy as regards
imports would certainly exercise on exports, it cannut be relied
on to neutralize 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 considerably mitigated by taking the necessary
precautions to prevent it from deteriorating into an exaggeration
of protectionism, never intended.

The increase of dutics on imports, whatever may be its object,
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unless cavefully provided against must act as a tax levied on all
consumers for the almost exclusive benefit of loeal industuies,
thus protected from foreign competition.

"The rise in prices of all such imports as are likewise pro-
duced in the country, consequent on the increase of duties, will
not be confined to the imported govds only, but will extend tq
the whole stock ; and, thus, a specific tax on imports, originally
infendad to 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 mervely add the equivalent of the
duty, or thereabouts, to the profits of that particular favoured
industry, '

To take a concrete example. The present duty (1884) on lard is
200 reis per kilo, or 15000 per baxrel of 5 kilos, The imports from
the United States aro abont; 8.000,000 kilos, or 1.600,000 cases of
5 kilos, Supposing the home Pproduction to be one half, or 800.000
cases, an increase of 25 % of the duty would raise its cost to
15280 per case. In conseguence, the price of lard would rige hy
ralue of the increase of duties, which would be equivalont to g
tax on consumers of 3.000:0008, of which,however, only 2.000:0008
would go 1o -increase the revenue, the balance of 1.000:0008
going divect and intact into the pockets of the home producers,
thus swelling their brofits by an wholly unearned and unmeritoed
increment !

The rate of wages and profits will vise in that particular in-
dustry, but at the cost of a Proportional loss to all others not
equally proteeted; moreover the enhanced rate of profits  will
attract capital to hat particalar industry, and production will
be greatly stimulated, imports fall off, and revenue suffer by
the very measnre intended to promote it,

If, however, no other means of raising tho hecessary revenue
exist, and the increase of import duties were determined on ag
a purely ﬁscal-mensure, and with no ulterior intention of yet
further inereasing protection o national industries, the only
means to counteract the partial and inequitable influence of such
a tax would he by the stmultanesus imposition of an ewcise duty
equivilent to the increase of duties on imports, '

Such a tax would doubtless produce g considerable revenue
without inflicting either injustice. or injury on any individual
or class, and would be similar to the Exeige taxes imposed in
England and Ingig on national produetion in cases where
a duty ig racovered on similar imported goods, such as wings,
spirits, and substitutes for coffee,

Leti us now suppose for simplicity of vound numbers that, in a
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country whose sole export is coffee, and sole import is cloth.
exchange stands at 20d. per 13000, and suddenly falls to 10d.
in consequence of the excess of the demand for bills to the sup-
ply, whiclh we may likewise suppose tobe equivalent to 50 .

In order to restore the equilibrium without any increase of
exports, 50 % must be ded®eted 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 redueed guantity of imports must, however, re-exchanﬂa
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 liquidation 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 cloth. This half piece of
cloth, must, however, exchange for the equivalent whole of
sack of coffes, 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.24$000 in lew of
Rs.12$ 000, and the price of coffes and of all exports will have
risen. in similar manner to Rs.24$000 per sack, which must
thevefare be the value of half a piece of cloth; so that a whole
piece will have risen from Rs. 123000 to 483000, 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 liguidated by an equivalent increase of
50 % in the value of exporfs, then the increased supply would
cause a fall of prices abroad, to say 18 shillings per saclk of coffee,
which would be, minus expenses, the metallic price of coffes in
the exporting country also. In consegquence, 1} sacks of coffee
would - now only vealize 27 shillings, from which must be
deducted 10 shillings for liquidation 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 o1-igina;1‘ cost,

4 sacks of coffee, or Rs, 36 3000; so that the price of a piece
of cloth will have risen from Rs.123 000 to 1s.42 § 353!

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

If however, in practice wo find that the ratio of imports to
exports has increased from 81.5 to 89.1 «/,, whilst that of other
fixed payments has risen from 10 °/, to 17.8¢/,, thus raising
the ratio of the total debit (passivo) from 91.5 °f, to 106. */,



of the eredit (activo) during the 35 years 1861—1894, the only
conclusion possible is that this has been affectod with the aid
of foreign capital, instead of by the sacrifice of Exports,

This conclusion may appear to he in contradiction to, a
previous assertion that the “balance of trade” could not be per-
manently unfavourable, but is not s®in the sense that the term
is generally understood, which includes only imports and
exports of merchandise in the equilibrium.

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

Had no foreign capital ever been available all liabilities must
have been met with purely loca] resources, and though the bur-
den of foreign indebtedness has been, and is, increasing at an
alarming rvate, it is certain that the Country can bya well directed
effort casily place itself in a position to meet not only its actual
engagements, but fo provide against any that circumstances
may oblige it to undertake in the futwee, if the fatal system
of relying on loans as substitutes for the taxation necessary to
meet ordinary expenditure were abandoned, once and for all,

From the preceding illustration it wmight be presumed that
there exists no limit to the extravagance of governments, or to
their ability to contract foreign debts, further than the value of
the whole mass of imports; but far from this being the ease a
point is quickly veached when the value of imports would be-
cowe so exagwerated as to pub a stop to imports altogether, or
lead to their manufacture or production in the country itself,

It cannot be too constantly horne in mind that the advantage
of imports, as Stewart Mills has pointed ont, depends not on
“their actual, but on their comparative cost,

If we suppose one cwt. of coffee, which costs 50 days’ labour in
Brazil, to exchange for 1 bale of cloth,whichlikewise costs 50 days’
labowr in Germany, but would cost 100 days’ Iabour in Brauil,
there would be a clear profit to Brazil equivalent to the cost of
50 days’ lubour in the exchange, leaving out of consideration
freight and contingencies. Of this profit, however, only part
would be realized by the producers, the remainder being inter-
cepted by the Govermment in the shape of taxes, for payment of
its foreign engagements,

If then we eall Bxports or coffes costing 50 days’ labour
Imports or cloth “ “ “

hOA
I
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whilst the Producer’s profits are represented by....... e P
then E+P =1 ' P= 8 — & == 50 day’s labour.

ie. The producer’s profit, when there are no fixed foreign
burdens, would he equivalent to 50 days’ labour, or 103 % of cost.

If then a foreign debt were contracted demanding annual
payments equivalent to 1/°“, part of the value of Fxports, as
the profits on that amount would be sacrificed ns well as the
value of the exports themselves, then t/1y (I+P) = 1/; T, and the
equation of profits would nowhe B+P == — 1y I ', P =40,

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

Lvery successive increase of foreign burdens will cause a pro-
portional decrease of profits, and the extreme limit would be
reached when foreign payments absorbed 25 % of the value of
exports.

If, then, it were possible to estahlish the comparntive cost of
all exported and imported commodities, it would be likewise pos-
sible to determine mathematically the precise point at which
increased taxation for liquidation of foreign Liahilities, wounld
cause 1mportation to cease and home production to commence
in each separate instance.

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

In the suppositions 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 simultaneous and uni-
form increase of one and decrease of the ather by 10 %

It the increase of foreign burdens were equivalent to 20 % of
the value of exports, the increase of exports required would be
40 %!

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

If, as has been asserted, the equilibrivm of arnual international
payments has never heen attained, and is im)ossible except by
the aid of foreign capital, as soon as the proveeds of the loans
were exhausted the chronic excess of demand over the supply of
hills must vecommence, and exchange fall again uninterruptedly,
with no hope of even a temporary reaction, uniila new loan were
negotiated ; as each successive fall of exchan re must add to the
deficit, and still further exaggerate the excess of the demand to
the supply of hills, if it were then impossible to re-establish
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the equilibrium in the way asserted by means of fresh loans,
exchange must drop continuously until either zero or suspen-
sion of payments were reached! ‘ ‘

It is not denied that the aceession of foreign capital, in any
form, exercises a powerful and often determining influence on the
immediate course of exchange, inereasing 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 has not and cannot be rea-
lized without such adventitious resources, fo be untrue.

During the eight yoars, to take an example, from 1868 to 1874,
ouly one foreign loan for Rs. 26,667:500% gold was negotiated,
and the total value of foreign capital imported was Rs. 45.806 -
457$, exchange rising from 174 to 26d. !

Tt can scarcely be 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 ter of 8 years; but, if
80, how then can it be explained that in 1875 s new loan, for nearly
double the amount, only succeeded in maintaining exchange at
par for that year, the rate falling again in 1876 to 25d, and
in 1877 to 224. ¢

The undeniable fact, which the study of the causes of the rise
of exchange duving this period, 1868-1875, discloses is that Na-
tional resources, almost unassisted, weve sufficient to raise the
rate of exchange from the lowest point it had ever yet reached
to above par, in seven years, and ab the close of an exhausting
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 stahle equilibrium may be aftained 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 equilibrivm of international
bayments, it cannot he thereby concluded that this was either
indispensable or advantageous, as, with or without it, the equi-
librium most have been attained, beeanse it is the consequence of
self-adjusting nature of veal or international exchange, when
not arbitrarily interfered with, and which like all Phenomena,
obeys precise and unvarying laws of motion and equilibrinm,
that, as soon ag its equilibrinm is disturbed by either a rise or
fall above true yar value, the whole economieal system is at
once set in motion, at home and abroad, until, by a more orless
rapid vearrangement of its elements, g fresh state of equilibrium
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is evolved. The passage from one state of equilibvium 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 a perpetual
see-saw, always seeking but never attaining any but a tempo-
rary repose, and, like Sisyphus’ stone, only reaching the top of
the hill to iminediately commence to slip back again.
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The Influence of Foreign Loans on Exchange

e

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

It the proceeds of the loan are wholly drawn-for, in lieu of being
imported as bullion, the specie would remsain in the lending
country and there might then be no distirbance of the currency
and, consequently, no alteration of prices in that country. In the
borrowing country the supply of bills would be largely supple-
mented, and real, orv 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 he 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 continne o rise until it
reaches the veal local maximum specie point, equivalent to the
legal par value of the cwreney, plus the expense of importing
bullion.

The influence that the importation or exportation of bullion
eoxercises on the value of the currvency strictly speaking affects
not international, but only nominal 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 nob in the sawe degree; those of exports falling simulia-
neously, and in the same proportion as gold, whilst those of
imports will fall less, and move slowly, just as they have been
already shown to risedifferentially in consequence of an improve-
ment of exchange, Consequently the supply of exports will
sufler a greater reduction than will the demand for imports, and
this inequality will persist nntil +he difference created in the
demand for imports hecomes equivalent to the increased supply

of bills resulting from the loan. When therefore the proceeds
of the loan are exhausted the equilibrinm of veal exchange
heing again disturhed, by the excess which the demand for
tmyports 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 created by the new loan, or until the
demand for imports is still gawther rednced in similar ratio, or
both.

The increase of exports is & matter of tima and labour, and, as
has been shown, the tendency of imporbs is often to increase as
exchange falls.

Unless, then, some means are adopted to secure the necessary
raduction of imports to compensate the imcreased burden of

foreign puyments, that every fresh foreign loan nwst originate,

b lenst until the desived 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 inevease”

of dutlies 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 equi-
valsnt internal, or axcise, tax on similar lozal production.

1f, in place of drawing-for, the proceeds of the loan they were
in shipped, the disturbance of the currency that would ensuc
would cause a rise in prices and ghrinknge of imports in the
lending eountry. The effects of the importation of alarge amount
of bullion would be, strictly speaking, confined to nominal ex-
change, hut as soon as the bullion was thrown on the market,
real exchange, if nob previousiy so, would. go to par, bub not
beyond, as any deficit that might have previously existed
between the supply and Aemand for bills would then be made
good by ro-exportation of the bullion.

The nett result of a loan, thus applied, would, therefore, he to
causo o greater fallin prices of exports and a less reduction in
those of imports than whon drawn-for, until bullion commenced
to return to foreign countries, when the course of real exchange
would be similar to that alveadydeseribed 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.

£ tho loan were neither drawn-for, nox its proceeds in-shipped
but applied exclusively to the liguidation of over-due foreign
Jiabilities, there would be no immediate alteration in gither real
onnominal exchange, and the only result would be a negative
one, the avoidance of & probable further fall in both, Ultimately,
howover, the increased cost of foreign payments caused by the
new loan must disturh the equilibrimn of yeal exchange and
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provoke a fall, unless compensated by an increase in the value of
exports, or decrease of that of imports, or both,

A foreign loan productively employed in the direct increase of
production, or the decrease of its cost by construction of useful
public works, such ag railways, migl;_\t 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 shrink-
age of imports; and in this case, if the equilibrium between
the annual international Debit and Credit could he in thé mean-
while seeured, gold would not leave the country. Otherwise the
‘dvain of gold hack again from the borrowing to the lending

. country is an inevitahle consequence of the mechanical method
_in which internationa) Exchange is readjusted; and explains how
SR Brazil, R, Argentina, and other countries, in spite of the jmn-
monse sums received in the shape of European loans, that in
Brazilis certainly not less than £150,000,000, and in R. Argenting
largely exceeds this amount, little gold vemains in the Country,’

The unproduetive employment of foreign loans in the pay-
ment for example of administrative expenditure, oven if it 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 ag fax as
capital is concerned,

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

The only possible advantage that could accrue from the un-
broductive employment of g foreigm loan lies in the eventuality
of having, by means of the economical ewmployment; of cheap
foreign capital, avoided the necessity of increasing the taxation
of production, and thus allowed greater opportunity for the de-
velopment of industry and acewmulation of individual wealth.
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Foreign Funded Debts

PERIOD

AVERAGE
ANNUAL VALUE
OF THE
FEDERAT:
FOREIGN D pt

AVERAGE
ANRTALVALUE
OF PROVINCIAY

AND
MUNICIPATL
FOREIGN DLBY|

ANNUAL
AVERAGE
VALUTL OF
THE TOTAL

FOREIGN DEDT

COEFFI-
CIERXT
PER
CAPITA

1st 1860-1864
2nd 1865-1869
3rd 1870-1875
4th 1876-1885
5th 1886-1889
6th
1893
1894
1861
1895

1890-1892

- Ra

76.124:818%
127.243:012%
141 822:366%
162,057:928%
220.827:427%
259,928:286%
261.872:162%
281.877:302%

68.101: 6528
353.860:423%

Rs.

3.576.000%
10.233:3343

24.196:000%
95.379:0008

NIL l
25.379:0005!

Rs.

76.124:818%
127.243:012%
141.822:3668
162.057:928%
224.402:427%
270.161:653%
286.008:1628%
307.256:3023

68.101:6525
379.239:4833!

Rs.

93227
145223
143018
133368
163173
185315
185693
195696

85407
235702

The coefficient of total foreign indebtedness has (allowing for an
annual increase of population of 2} %, from 8.000:000 in 1860 to
16.600:000 in 1894) risen from Rs. 83407 gold, in 1861, to Rs. 195696
in 1894, or 134 %, ineluding Provincial and Munieipal foreign
loans, a truly alarming rate of progression, if mot compensated
by the productive employment of the proceeds of the debb !

Aunnual Service of the Foreign ])ebt;

; § AVE R.‘.»\ G AVERAGE
ANAN‘%T; (;;:u- mﬁ,{‘;’}é’,ﬁ%y ANN:,]I’\CY;:HERT coup- | "‘;‘1(‘,'0
PERIOD o::l'f::m mo\'rrzx;'ncmn ({1101'1‘33 FI;"I‘::INP VA(:‘;“
nepy
Rs. Rs. Rs. Rs.
1st 1861-1864 | 11.032:079% 11.032:1038| 15377 | 7.8%,
2nd1865-1869 8.529:3683% 8.520:3685%| 05954 | 4.8°/,
3rd 1870-1875 | 10.038:854% 10.038:854%| 05991 | 4.87/,
4th 1876-1885 | 12.925:844% 12.926:8443| 15066 | 6.6°/,
1886-1889 | 16.440:3878 204:350% | 16.645:2373 15199 | 7.2%
[neluding Conversion ) 64.482:6678 65,011:0018{ 45 106
1890-1892 % 528:334% g Rt
Exclusive Conversion ) 13.598:859% 14.027:293%/ 05937 | 5.1%
1893 | 13.336:033%| 1170:5275 { 14.500:5608 05947 4.5“/.,‘
1861 | 5.122:157%| wrIL 5,122:1875 08597 | 3.2"/o
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The total nominal value of all Federal foreign loans nego-
tinted from the year 1824 to 1892 amounts to £71.891.300
(R5.639,041:7663), of which however, only 86.6 per cent,, equi-
valent to £62,313,050 or Ra. 558.898:5008 gold, have been
actually reccived, the balance of £9,678,250 (Rs.85,143; 164),
or 13 per cent,, having been absorbed by expenses, commissions
and discounts,

The difference Letween the nominal valus payabls of a forsign
loan and the real value received is usually ragavded as an abso-
lute equivalent loss to the borrower ; but, in point of fact, suech
isravely the case, and a great part of the loss is merely apparent.
The terms of most of the foreign loans negotiated with Brasil
stipnlate that amortisation shall be effected by tender- when
the market quotations ave below par, and by drawings when
they are above.

Consequently the lower the marke$ quotation, the greater will
he the advantage to the borrower, who can thus repay his debt
with a less expenditure!

From 1861 to 1894 foreign honds to the nominal value
of £35,639,441 were amortised with an expenditure of only
£34,452,511. The real value, that is, the original nett wvalue
received for these bonds was £31,050,725, and, consequently, the
loss of £4,588,711, which the amortisation ab par must have
entailed, was reduced to £3,401,782, or only 10.09 per cent.
of the nominal value of.the loan, in lieu of 13 per cent,

In 1890 National foreign credit suffeved a severe check, and
the market value of Brazilian bonds fell rapidly 076 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 £1,223,505 ; so that, in lieu of the.loss of £168,200,
which must have accrned 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 accumulate so long as the low quotations of
Brazilian securities persist.

If, therefore, the loss of foreign credit is for many reasons to be
vegretted, and has its decided disadvantages, moral as well ag ma-
terial, it is not an unmitigated evil, but undoubtedly also confers
tangible and positive henefits by facilitabing the liguidation of
foreign labilities at a cheaper rate; thus materially reducing

‘the burden of foreign bayments, and thereby improving the
Drospeets of international exchange,

The immediate effect of a foreign loan on the course of ax-
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¢hange must be purely transitory, and any improvement it may
effect can only be rendered permanent by the simultaneous in-
fuence of other and more persistent causes. '

Thus in 1865, when exchange had already commenced to fall,
o considerable foreign 10311401' Rs.44,445: 0003, nnt 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-
frary, being simultaneous with aveal cause for depreciation in the
excessive foreign expenditure of the Paragnayan war, was unable
o raise exchange at all, and only to maintain it at about the
same rate, 24%d. until 1866, when it recommenced to fall again,

Recapitulating: we conclude that the immediate tendency of
all foreign loans must be to raise the rate of international ex-
change and the value of the curreucy, but that unless some
means of increasing production and exports, or of bdiminishing
the value of imports bas been secured, their ultimate effect must
be to depreciate the value of these exchanges to a lower point
than that front which they had risen, and that this depreciation
will be greater when the loan is unprodustively employed.
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Internal Loans and their effect on Exchange
—_—p

The effects of an internsl loan on international exchange
would be generally less direct but more pernicious than those of
toreign loans. A home loan can rarely e advantageous when a
foreign loan can be ohtained on equal terms, except for consi-
devations of a moral nature.

Internal loans must be derived from either Capital itself, thug
reducing its amount, or else from accumulations that would
otherwise have found their wity into the money market and
increased the capital available for production,

The divect or indirect reduction of productive capital must
prejudice production; so that, in addition to a usually higher
rate of interest, an internal logn will entail either a renl decrease.
in the value of production and exports, or a contraction in the
usual rate of the increase.

If the internal loan were productively employed there wonld
be no actual decrease of Capital, but mevely a transfer; though it
is improbable that any government conld employ the procecds
so advantageously as Industry itself; and 80, even in this cage,
there would be a probable loss and tendency to weaken real
exchange,

If the loan were unproductively applied; there would he 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 veplace in some instances a
bart of the circulating capital that administrative debts had
Previously immobilized. - The swms spent in payment of salaries
and wages would be simply consumed in the purchase of com-
modities and payment of debts, and be lost far ever as capital;
only that part, perhaps, which was saved finding its way
ultimately into the money market, and thus compensating in an
insignifieant proportion the reduction of Capital cansed by the
loan itself.

An internal loan, if payable in currency, will not alter the
relations between the supply and demand for bills, and therefore
will not directly affect international exchange, Ultimately,
however, the reduction of Capital cansed by the loan must affect
production and exports, and exercise g weakening coffect on
international exchange,
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National Loans payable in gold

EThe firsh national interral loan payable in gold was emitted
in 1869 for Rs.30,000: OOOSQ The value of the internal debt
payable in gold, including the loans of 1869 and 1879, and the
part of that of 1889 actually in cireulation or belonging to the
banks, as well as the © dpolices’ of 4 per cent., had risen in 1894
to Rs.272.569:5008, an average increase of 32,2 per cent. per
annwm,

Theservice of the debt demanded in 1894 the sum of Rs.9,775:327%
gold, equivalent to Rs.26,261: 252% currency ab the current rate of
exchange for that year, exclusive of the service of the bonds of
1889 deposited in the Treasury in guarvantee of the emission of
the Bank of the Republie.

Tn addition to the general effect on exchange of all internal
joans already deseribed, the payment of the service in gold will
affoct inbernational exchange directly by the increased demand
for bills that the importation of gold for the service of the loan
must ereate. Pavt of the consequent increase in the demand
for bills and of the tendency of real exchange to fall will be
pecovered when the bullion is thrown on the market; afresh,
though some loss is inevitable on aceowmt of the expense of
ghipment of bullion, and this must always exercise a weakening
effect on the tendency of exchange,

Average Annual Value of 1he Internal Debt l’aynble‘in Gold

ANKUAL (—; Ea om
AVERAGE ; o HHaw
) VALUE OF Sab SRS | RUPULAITON
PERIOD INTRENAT GOLD [ & RORha | ANNUARL
1;02(»;42 AND A B WD HANEIAVIRAGE
polices in ol
2 ‘ 8 SR

CIRCULATION
i

Rs. gold Rs. Rs. gold Rs.

1861—1864 Nil

1865——1869| 6.667:6675 | 08671 750:000% | 03016 | 8,250,000

1870—1875| 03.862:133% | 25850 | 12.214:1983 0$201. 1 8.940,000

1876—1885 58.186:8025% | 4u856 | 42,128:7695 | 0$355 [10.117,000

1886--1889, 59.000:275% | A4S252 | 27.184:909% | 08589 ‘12‘135,000

18901892 207.012:3025 | 148024 | 75.739:445% | 18703 13.875,000
1893  |234.910:000% | 155353 | 11.948:5775 | 08780 |14.750,000
1894  [932.782:.000% | 14%921 | 9.775:327% | 05627 115.000,000
1804  1272,569:5003 inclusive of loan 1889,
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It is impossible to arrive at g correct estimate of the real
value received on account of internal loang Payable in gold
without deducting all the expenditure on account of com-
missions, brokerage and discotnts, which are unohtainable,

I, however, the general vesults may. be judged from thoge of the
loan of 1889, which was issued under more favouraple conditiong
and circumstances than the others, this method of raising money
would appear to be mmeh wmore costly, as well ag more incon-
venlent than foreign loans. Dr. Ruy Barbosa has shown in
his report for 1891 that the expenditure connected with the
loan of 1889 amounted to 17.3 per cent. of its nominal value,
compaved with a logs of only 10.8 per cent. realized on the
foreign loans negotinted during the same period.

Aunual Average Value of the Debt payable in Currency

S — .
mm‘ﬂm_““—ﬁﬁﬁ_‘n
L “f.?.?? - AVERAGR
YERA G COEFFICIRNT| ANNUAL CORFRICIRNT
REAT VATLUE OF AGTOAL Yo
PERIOD APOLICES PER o AL FER
AT cunmENy GAPITA . oArITA
FXOTANGR GURRENGCY
——

Bs. gold | Rs. gola currency | enrrency

1860—1864 68.174:079% | 83348 70,636:1308 | 83549
1865—1869 81.655:6685 | 98133 104.754:8405 | 113717
18701875 223.553:5325 | 228005 263.976:685% | 248115
1876—1385 258.454:9658 | 218315 S16.257:5208 | 268082
1886—1889 328.025:4895 | 933657 570.745:1508 | 263720
1890189z 199.477.6723 | 133503 ;304.234:000.” 208626
1893 117.569:8478 | 78684 266.639:6463 | 173427
1894 97.710:1493 | 163806 262.175:4008 | 16$896
1861 64.764:2004 7§991 | 64.734:2008 | 73901
1861—1894 367.238:5008

The internal debs Payable in cwrency has increased 305 per
cent. since 1861, Reduced tg itg corresponding currency coef-
ficients per capita it shows an inerease of 1103 per cent., whilgt
Population hag inereased for the same period, 1861-1894, by 92,5
Per cent, If however, these coefficienty ‘he reduced to theip
real or gold valug g4 the "cwrent 1ate of exchange for cach
year, the vesults win show a positive decrease in the real value
of the internal federal indebtedness payable in eurrency equiva-
lent to 19,5 Per cent; | 2

Undouhtedly the ease with whieh thig debt has' heen morg
than trebled in 929 Years, without; any serioug attemps ab 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 advantaggs to the country of contracting loans
on a currency, in place of a gold basis is indisputable; and if is
much to be regretted that such a wholesome practice was ever
abandoned in favour of National loanspayable 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 creditors 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, because the depreciation in general value, or pur-
chasing-power, is mueh less than the mere depreciation of real,
or metallic value.

The rise in prices consequent on a fall of exchange is not
uniform, and, with the exception of exportable produdts, always
much less than the rise in the price of bullion itself.

At. 274. par, the real value of an ‘apolice’ of Rs.1:000 § will
correspond to its nominal value. If, then, exchange fell to
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. 1:0008,and the depreciation of the value of
the ‘apolice’ would be equivalent to 50 % . All prices, however,
do mot 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 liew of 100 °/,,
then 1,000 would purchase 7508 gold worth of goods,
in place of only 500§, 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 %.

Ttmust also be borne in mind that even the original purchasers
of ‘apolices,’ if any exist, acquired the greater pavt of their ‘apo-
lices’ at a considerable discount, when exchange was itself below
pur; and that, consequontly, 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 loss to
one side as an entirely uncarned and undeserved increment of
profit to the other.

During the Paraguanyan war alone Rs.173.936:5485 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: 9763,
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Average annual cost of the serviee of the Tuternal Dept
Payable in currency

Rzar, or gonp, cogr Acioan

'ORFFIC- EFPLC.
oF rur servier | Corrric OR NOMINAL Coxrmyg
OF APOLICES  [ruwr ppy COsT oF CIENT pRy
: THE
AT CURRENT RaT: F— -
OF EXCUANGE SERVICE
e __‘«‘m_:‘““‘\“\.\
Got, GOLD »APER PAPER
Rs, Rs. Rs. m/e. Rs,

1861—1867 74.098:8208 | 03496 4.246:553§ | 08504
1865—1869 4.875:4808 | 03545 6.264:1123 | 03706
18701875 13.585:5743 | 15342 | 14616, 5218 | 135444
1876—1885 16.928:0138% | 18313 | 18,959, 1978 | 18547
1886—1889 17.196:1533 18239 | 19.333: 5508 18397
18901892 10.165:9868 | 03639 15.210: 489% 18031

1893 5.688:916% 03375 13.330: 7845 08871
1894 4.855:1928 03311 13.310: 5708 05840
1861 3.863:896% 08477 3.765: 7533 0%464

—~~\_\-——_\%

The advantages of the internal debt O a currency hasis,
compared a similay debt contracted on g gold hasig, ig still more
evident if we compare the relative cosg of the annual service in
each case. The actual cost of the service of the deht in 1894 wag
Rs. 13.310:570$ currency, which, at the current rate of exchange,
was equivalent tq only Rs 4,855, 192 § gold. Had the debt heen
contracted on g gold basis the ammual service wonlg have cogt;
Rs. 35.170 ., 242§ currency, op nearly thyeg times ag mueh,

During the 5th periaq, 1890-1892, 1he amount of this deht was
greatly reduceq by the conversion of Rs.124.642. 009 $§ into 4
ber cent. gold bonds; this accounts for the fall of the coeffi-
cient of service from 18397, in the Previous Period, to 13031 e
rency per capita,
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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 not, “however, give a true idea of
the true value of the debt, but only of the maximum value
it would assume’ if exchange stood ut par (27d.), or if it were
possible for it to go to par without any reduction in the volume
of the currency. On the other hand if the part of the debt
payable in eurrency is reduced to gold at the current 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 also of all
securities payable in cwrrency. The real value of the total
National debt, that is, the gold cost at which it conld be paid
off, the frue test of value, will be neither the maximum nor
the actual, but the mean value.

The tolal Federal Liability including the Funded, Floating
and Seeurity debt was according to the estimate pre-
sented to Congress in 1895, as follows:

FOREIGN FUNDED DEBT

Loan of 1883—44 per cent......... £ 3.765:400 Rs.
18844y« o« 5.769:100
18894 e 19.122:300
18935 w0 3.710:000
“ 18955 o« o« - 7.442:000

Total foreign funded debt at 274, £ 39.808:800 | 353.860:423%

INTERNATL FUNDED DEBT
Payuble in gold

Apolices 4 per cent gold......... R 124.655:000
National loan 1868 6} percent) 13.541:500
“ “1879-4) @« 24.679:000
# O 1889—4 ¢ o« 109.694:000 272.669:5008

626.429:923%



— 4% —

INTERNAL FUNDED DEBT
Payadble in currency

Apolices 4 per cent.... ...l

“« 5« 111

..........

National loan, 1895—5 % ........
Total funded debt, gold and cur-
rency, home and foreign......

NON-FUNDED DEBT.

Uninseribad debt....ooovevavenenns 0

Debt inscribed in “grande libro
« « in auxiliary books

FLOATING DEBT.

Orphans’ funds R. 16.271:994
Deposits “Caixa

Economica™ 36.768:928

“  “Monte Pio” 1.223:163

Unclaimed inheritances3.919:543

Public deposits 5.969:357

Sundry 180.478:692

SECURITY DEBT.

Cia. Commercial, Rio 5.000:000
State of Sergipe 1.367:500
M Piauby 526:100

.

Total unfunded debt....c...vu....

Total funded and unfunded debt
Liability for treasury notes...,.,

Ras. Rs.
626,429,9233
119.600
262.118:900
105.000:000 367.238:5003
993.668:423%
22:176
135:994
148:766
306:936
244.628:677
6.893:500
251.829:113 251.829:1135

..................

Total liability ineluding treasury notes.........
Liability for notes of the Banco Repiiblicn....

Deduct honds of loan 1889, deposited in|
guarantee of emigsion............

..................

Torat LiaBIniTy or THE N4ATION INCLUDING
THAT FOR ALL NOTES, NOMINAL VALUE ,....

1,245.497:5363
337.358:652%

1,582.856:188%

340.714:370%

1,923.570:5588

91.344:6008

Rs.1,832.225:9588
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Analyzing the total liability, we have here four distinct

valuations:—
1st. The maximum real, or gold, valuationat 27d Rs, 1,832.225:9583

2nd. The minimum real valuation at the current

rate of exchange 10d.........oooviviiniiiiennn, ., 1,018.177:3578
%rd, The Mean of these two, which is the true
BADILEY e e en et ,» 1,425.201:6573

4th, The valuation in currency reducing all gold

debts to paper at the current rate of exchange ,, 2,750.371:003%

The first would vepresent the real or gold lability of the
Nation only if exchange stood at par, or if it rose to par without
any veduction in the quantity of the currency, which is im-
possible, at any rate for many yearvs.

The second represents the real value of the debtat 10d, bub
would do 80 no longer if exchange rose or fell at all.

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

The fourth represents the equivalent in paper money of the
whole debt, reduding the gold debt to its equivalent in paper at
10d. the current rate of exéh:mge, but is useless except to convey
an exaggerated and ahsolutely false idea of the country’s indebt-
edness; n proceeding, which unpatriotic as it may be, appears to
have been indulged in by some Journals desivous of discrediting

the present regimen at any cost.

Comparisen of the Natioual indebtedness with that of
“other countries

MAXIMUM | MINIMUM

A 27d, sriod, | MEAN

Rs, gold[Rs. goldiRs. gold

Brazil: Federal liability only pr (i) 625104 | 475644 | 545874
Fonded debt, home and foveign . « | 778843 | 635664 | 53j007
Funded, floating and security

debt........... Ve eveerenaaae « e | 983928 | 553216 | 658750
Funded, and floating debt and
Treasury notes... L o« 1 OT8047 | 638636 | 775072

‘Total debt melud_lnﬁ' all notes « s 11048514 | 648649 | 898075
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From the “Jomnal Stabistique” for 1888, we obtain the fol-

lowing:
France, per capita......Fes 987.05 squivalent to gold Rs. 3483428
Great Britain and Co-

lonies...... ...oooeeee © 500.00 . e e 1768500
Ttaly cooveires veeen, “ 37500 %« o« o« 1303378
Austria-Hungary....... “ 27400 o« € ® Q78075
Germany .....c.veeennns “ 21390 “ “ e« 758189

Russit....viiis nennnn, © 212,50 “ “ €« 753018

United States “ 9000 - oo« 318770
From other sources we obtain the following :

Australinn Colonies.,, £ 46.3/. equivalent to gold Rs. 4118560

Republica Argentina. ¢« 45 e € 4008000
Republica del Urnguay « 30 B €€« D266$670
Republica de Chile..,, = “ " < 758550

Comparing the interest paying debt of Brazil, which includes
the home and foreign funded and floating debts, with that of
other countries, we find that tznking its mean value it is consider-
ably less than that of any Buropean State, being Rs. 658750
per head, compared with Rs, 753112 for Russia, the least indebted
of Buropean great powers. If the liability for treasury notes
be included the coefficient will rise to 778072, and is then greater
than either Germany or Russia;whilst if the liability for all
emissions is counted, the total indebtedness is 898075, or more
than Germany and Russia, and only less than France, G. Britain,
Ttaly and Austria; but in this case {the liability of thess comn-
tries for their depreciated emissions of silver and notes should be
also included. .

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

Turning to 8. America we find that the Brazilian debt, excli-
sive of the liability for baper money, i512.9% less thaa that
of Chile, and if all liability for notes ig inclnded is 16.3 per cents
more; whilst it is only 22.2 per cent, of that of Argentina, and
33.3 per cent. of Uraguay!

Comparisons with the two last bankrupt states can, however,
serve no purpose exceptto 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 eredit, whilst the other
¢an 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 thab if the

’
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relative value of the funded debt 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 credit
of Brazil, with its modest debt of 838078, be compared with
that of Australia, with the greatest debt in the world, 4118560
per head! ’ °

Compared with.Australia, a countvy whose economical and
social conditions have more analogy to those of Brazil than
Buropean countries, and where borrowing has been carrvied to a
far greater extent, the advantage appears at first glance to be
all on the side of Brazil. The faet, however, that neither the
prosperity nor solvency of these colonies has baen aRected by
their enormons debt, the greatest of any considerable com-
munity, not excepting even fhe prodigal Avgentine Republic,
is proof evident that the consideration of mere figures, or the
bare comparison of coeflicients 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 reburn 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
gervices to production and development, yields an annual
average profit of 2.8 per cent., the rate of interest on the debt
being 3 to 35 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 increasing
prosperity the burden of a debt that, misapplied, must have
proved crushing to many older nationalities !

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

‘What then has Brazil to show for its debt of 1,582,856:000§ ?
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 kilometfres, valued at Rs.241,643:1438,
or only 15 per cent. of the funded debt, compared with 64 per
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cent. in Australia ; for the rest, what is there to show beyond g
few unimportant public works, a suceessful foreign war, g
depreciated currency, and bankrupt treasury ?

4 gloomy picture truly ! Happy the country which like
Australia has no history ?

If we deduet from the total defs the value of the national
railways and the cost of the Paraguayan war, there still remains
a large halance to be accounted for, which hasg been expended
mainly in liguidating perennial deficits, and balancing revenus
with expenditure by recowrse to loans and other sill more
irregular substitutes for ordinary revenue, in Place of aither
reducing expenditure, or resolutely Increasing taxation until
loeal resources sufficed to meet ordinary liabilities,

It is to this fatal system that can be traced both the necessity
for periodic borrowing, and the depreciation of the national
carrency, and not to the deﬁciency of resources to meet all
engagements, excepting Perhaps the extraordinary expenditura
of the Paraguayan war and for the construction of railways,

If exchanga roge to par the maximum, and not the mean, coef-
fielent would then represent the true liability of the State, which
would be then equivalent to 988928 wold Per capita ineclu-
ding the emission of treasury notes only, and to Rs. 1148514 gold
per head including all notes. The coeflicient of indebbedness,
or liability, would then he very greatly in excess of that of any
European country except France, Great Britain, and Italy, and
even come dangerously near o the Iast, Fortunately this ig
practically impossible without g, large reduction in the volume
of the currency, :

The real value of the National Debt varies with the value
of the currency, increasing ag exchange rises, sind vice-versa ;
consequently, taking solely into consideration its influence on
value and liability,  Jow rate of exchango must favour debtors,
the chief of whieh is the State itself, and prejudice creditors,
and is, consequently, advantageous fio the country at lavge.

The preceding estimate of actual indebtedness ig based on the
report presented to Congress by the Commission of Betimates as
far as the Hoating and security debt ave concerned, as algo
as vogards the inseribed and uninscribed debts,

Asregards the funded debt the estimate of the Commission,
appears incomplete, as the internal loan of 1895 figures for
Rs. 100,000:000% in lieu of 105,000:0008, its nominal value; and
the sum of £3.710,000, the lability for the Oeste  de Minas
loan, whigh Dr. R. Alves in hig 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
been discriminated, whether in gold or currency, the minimunm
ov currency value has been adopted.

This valnation, however, does not appear to be cowmplete
without a statement of the @reign liahility for contracts already
entered into, which are understood to be veryconsiderable, and
to exceed 200,000:0008 gold; if this be added to the estimated
liability it will considerably madify the results, and raise the
coefficient -of indebtedness by Rs.12.$500 per capita, when the
maximum would be Rs. 117§0C0, and the mean Rs. 1018575
gold per capita, approaching still nearer to that of Italy.




— B0 —

! -
Ass +| % Tog+ &STJM fo 6T+  "a68E~| % 969+ [*aggg+ %o ¥'¢8% + | °fa 8281 % L-g0c + $6-198T oswaxou
FLOST  [$960'986°8 | T904T | 8016'4888 | LLH80 's968'voge POPE0  SEGLGOLC | L6GY0 | §18TZeTC 1981
098ST 181£0°098'87 6LO8E | §600°6ICLS | TISSO ST6T'SSEY | OpBS0  |1SHTISLOTET 62981 | $829°800'42 68T
12082 |$925°'806°0¢ £29%7 w SP6C'GT9'8E | GLESO  [$916'889°G | 12830 S68L02C°CT| 2G98T | $0T9b8eqy £68T
PEO8E  |$LBC689'8E 9L6%E | SoreeesTy A SHEST | STbe'eeL'8g ~ WAL ATy
T€0ST {%68H°012°GT ] ( ©68T—068T
POLS9  |8620°SLL66] 90TSL “ SOLE6T8'VOT 68980  |¢086'59T0T « GLOS9 | $bBT'609°¢8 v UISIAL09 Suypnjouy
21688 |808L°2H0b £L0% | $90S°0L9Ch 6£6ST  IROST'96TLT| 66251 [$S69°C5E 6T PL98T $909°9¢2'c2 6881—9881
, P988  [SPEL99T'CE] gopty | $816°L6T O £T2ET  20T0'886'ST| L¥SST  [SL6T'686'T 12681 | $T2L'85%'LT 8881—9/81
6bS8e  |4L33°699°z 909437 8TL0'989°9Z | ZbeeT SPLSGSSET PPPST  [ST2S9TOPT| 26TST $095'690°21T GL8T—0L8T
STGST  SLH6'H2G'CT] 94981 [ S6LY'EHE'HT | Gpes0 S08V°GL8Y | 90280 |$BITH9Z'9 | 0L6%0 | $L99°6.9'8 698T—5981
£983T  [$8B6'0ST'ST) 1988T | $1£9'8LZ°GT 96180 18028'860'0 | $BGS0  (SBSTOVE Y LEPST | $p00'220°TT |  $98T—To8T
D702 'syg| pjod sy po3-sg! Pro8 sy | prod sy Po8 sy | fowarmy 3y| fouerma sy | pro$ s Pprod sy
. ] !
VILEYD a ‘“wmmo.mwwww A P — Gﬁ%mm%ﬂ u _A VLIAVD "a mm_mmnunw_wm _ FIILVO i | n%mmwwwu YIIIVO *a ¥ qOINES
49700 Ma,mmwwﬂ m 23500 WARIEVIE ‘ 24200 i 34300 S J4H0D 189d Q100
a8u( aI0nH
L3LQ TVIOY, EHI 40 HOTANHY ' SADITOAY ,, {XONHTHUQD NI TYNOILYN N NOIasod
TTLVAVE TEHA TYNYLLN] THL 0 SOIATHY SHI d0 HOLANES
IVONNY HOVIEAY FTOVITAY TVOANNTY TVANKY anvamAy

M PIPURF TRIOPOY 1U30} 81 Jo P0LLTOY 9) Jo 1809 [eRuwy afero

AV—LEId FHL J0 IDIAIAS



Bl

Whilst the funded debt, internal and foreign, has increased
429 per cent. from 1861 to 1894, the real value of the annual
gervice 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 15850 in 1894.

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

The guaranteed interest actually paid amounted to about
Rs. 9.350: 0005 for the year 1893, or Rs. 08611 per capita.

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

Foreign debt : Rs. gold
Sewme of 1883 loan 4% per cent £ 169.443
“ 1888 ¢ 4% 259.609
« “1889 « 4 < o« 764.892
“  “ 0 Minagh <« « 185.500
€« « 1895 5« o« 372.100
ab 27d.......... e, ol 1751544 | 15.560.4758
Internal gold loans L]
Apolices 4 per cent, gold.......... 'Rs. 4.986:200%
Interna,l loan 1868— 6% per cen‘s 880:197%
« 1879—4% « ©1.110:555%

“ « 1889—4 <« 2.793:480% 9.770:432%
Security debt. gold | :
Guarantee Assoc. lommercial 5% 250.000% 250:0008
Internal debt payable in currency, 25.589:907$

Apohces 4 per cenb.......icviineians 47848 :
B 4 s e 13.105:9458
Loan 1895—5 per cenb............ 5.250:0008
‘ R.18.360:7925
Interest on floating debt......... 12.341:455% 30.702:184§
Guarantees to Railways in 1893.......ccccvcvvivinnn 9.350:0008
TOTAL ANNUAL CHARGES....icivsrererernsererns Rs. 65.642:091%
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The maximum coefficient per capite, with exchange ab par
(27d.), is, therefore, Rs. 45102 gold, and the actual coefficient,
caleulating the value of the service paid in currency at 10 pence

“is only 23893 gold per head. -

Of the total annual charges Rs. %4.939:9078, or 53.3 per cent,,
are payable in gold, and Rs. 30.702:184§ or 46.7 per cent. in
currency,

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

Brazil : Federal charges only 1895 | Rs Rs. Rs,
i gold | gold | gold
Service of the funded debt only 13758 | 15035 | 1$396
Service of the funded and non~funded
debts and gnarantees 43102 | 28893 | 3§498

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

France........c.o.v...... per cupita... Francs 33.75 gold Ra, 113913
Ttalyeniiiriiennnn, T T TR 17.50 98177
England ................. T T, 16.25 58736
Austria-Hungary.. . 13.75 45853
RO ortvvireccesriieeesar 10.00 35530
Brazil..,..o.... v, e — 2$893
Germany........... 7.50 25647
United States............................ © 400 13412

The minimum or actual charge for the service of the funded
debt alone, in 1895, was 18035, or less than’ that of any other
country not excepting the U, States, If, however, the charge for
interest on the floating debt and Federal guarantees be added
the actual coefficient: ig raised to 2$893, which is more than double
that of the U. States, and little more than that of Germany.

If exchange, in lieu of being at10d., had stood at par the charge
would have been represented by the. maximum coeficient of
43102, and would then be more than that of Russia, and only little

18 now changed, whereas' the ‘coefficient of indebtedness places
Brazilonly below France, England, Ifaly and Austria, its coeficient
of interest has fallen to a Place between Russia and Germany,
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This change of position is dueto the fact that a lar ge part of
the Brazilian debt, Rs.340,714: 3708 of treasury notes, paysno in-
terest whatever. If interest were paid on this part of the deh at
the rate of 45 per cent. per annum, the maximum coeficient would
then be Rs.550608, and the winimum Rs.38247.

The interest on this part of the debt at 43 per cent. would
amount to 15.332: 1468, per annum and the fact that the State has
economized this considerable addition to its annual char, ges 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, felluniformly on all alike theve
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 clisses, which
are in reality defranded of the annual amount that the State
economizes by not paying interest.

Interest has been estimated on the floating debt at 6 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
quantity of the currency) would raise the real value of the
annual charges from the minimum of Rs.46,299:7163 actually
paid in 1895, to Rs,65.642:0918 gold, the maximum, or 41.7 per
cent.; and although asimultancous reductioninthe nominal value
of the charges from Rs.125.990:8293 to Rs.65.642:071$ wounld
have taken place, equivalent to 92 per cent., it must 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 increased
value; and supposing that faxes were paid in kind, in lieu of
paper-money, it is clear that the same amount of produce that
originally satisfied the serviece 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 svery
improvement in the rate of emchange is really equivalent fo a
positive increase in the annual charges for the debt, und in the
real value of the tamxation necessary to ineet them.

The rise in the rate of exchange, as has been explained, will
not affect all values uniformly and the prices of only bullion and
exports will fall uniformly, and inversely as the value of the
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cwrrency, other prices, including importsandall local expenditure,
will fall less, and less quickly. Consequently, the real value of
the charges for the debt,and, thervefore, of the burden of taxation
necessary to meet it, will not increase, as 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
would 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 eoefficient of total foreign indebtedness was Rs. 93227 for
the first period, 1861-64, and rose to Rs. 188315 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. 08937 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 debt 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 bonds have effected in the cost of their annnal 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. 15377 gold per head, owing to extraordinary amor-
tisations, and fell to 08954 in 1865-1869, rising again to 1$199 in
1886-1889. The cost of the annual service of the deht repre-
sented 7.8 per cent., of the value of Exports in 1861-64, fell o
4.8 pexr cent. in 1870-1875, vising 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 of113.4 percent. in the
debt itself, if compared with. the period 1861-64, the advantage
for profits in 1890-92 being equivalent to 4% per cent. of the
value of Exports, as far as the foreign debt, alone is concerned.

The total debt ineluding Treasury notes, has increased, from
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1861, to 1864, by 535 per cent. whilst the charge for intevest and
amortisation has risen only 319 per cent. The cause of this
diserepancy 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 Ioans 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 successive administrations in Brazil,
asin other countries, »

1f, 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 difficult to understand why he should
have preferred to negotiate loans of the ordinary 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 vica-
rious borrowing in consequence. Unfortunately the premises of
both one and the other were wrong, and as a conseguence 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 torture, cus-
tomary in less refined times bhefore paper-money wasinvented.

The only manner possible, by which a new emission of papev
money when gold has already heei driven from circulation,
con abttain any wvalue at all, is by depreciating what is
already in cireulation, 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
thevefore the supply is augmented, whilst the demand remains
the same, the value of the paper money must be thereby depre-
ciated,

The depreciation of the paper-money in circulation would be
attended by a similar depreciation of all debtsand 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 are nothing less than
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forced contribubions to which the Capitalist olass, that is the
holder of the greater part of both the cwrrency and publie
securities, contributes almost exclusively, and operates as a
forced transfer of part of the property of one class to another,
from Creditors to Debtors. Py

On moral grounds such a system of raising money cannot
be 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 currency that has been long depreciated by
artificial measures.

The real value of the annual charges for interest and amorti-
sation of the National debt must vary like that of the debt itself
with the value of the currency, inereasing as exchange rises, and
vice-verse, nob in the same but in a less ratio] The reduction of
the veal value of charges for the service of the debt, cousequent on
a fall of exchange, will prove an administrative advantage ouly
if revenue is not similaxly affected, which it will be unless nomi-~
nal taxation be proportionately increased; its influence on the
international Credit (activo), or resources with which to meeb
foreign labilities, will he inconsiderable, as the greater parvt of
such payments arve fixed charges not subject to alterations in
value consequent on the oscillations of exchange.
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Foreign Guaranteed Capital.

The guarantee of interest g industrial undertakings, although
it canmot be classed as a debt, hecause there is no undertaking
as regards the reimbursement of the prineipal, 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 guaranteeing interest on foreign capital
employed in public works, which in after years was to take so
great a development, was in its infancy, The nominal capital
guaranteed was then only Rs.52.222:2235 gold equivalent to
Rs.63200 gold per capita, whilst the coefficient of interest
guaranteed was Rs. 05433 gold.

Tn 1893 the nominal value of foreign guaranteed capital had
risen to Rs. 158.381:8675 gold, or Rs. 108150 gold per head,
whilst the corresponding coefficient of interest guaranteed had
advanced, even more rapidly than population, to Rs.0 653 gold
per head.

The only guaranteed railways in actual trafiic in 1861 were
those from Bahin and Recife to the River S, Francisco, that of
Santos to S. Paulo being then in construction. Up to that date
these two lines had given a uniform deficit 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.8:659% gold, or 0.46 per cent of the interest
guaranteed, which amounted to Rs. 1.866:667% per annum.

Starting from 1865, when the Santos Railway commenced its
traffic, it will be observed that the velation of Expenditure to
Receipts has heen 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 expenditure to revenue increased
instead of diminishing, owing to the extraordinary growth of
expenditure exceoding by 91.6 per cent. that of the previous
period and also the simultaneous inerease of revenue by 36.4
per cent.!

With this exception, the statistics prove that with a low rate
of exchange, as wonld be expected, the expenditure is relatively
greater than with a high rate. Duwring the different periods of
low oxchange, since 1865, the ratio of expenditure to receipts has
averaged 617 °/,, and during those of high exchange 83.4 % «
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The inereased ratio of expenditure will tend to diminish the
surplus of revenue on those lines only that previously gave a
working profit, and to inerease the deficit of thoge that did not,
which latter represent 41 per cent, of the whole guaranteed
capital. The decrease of the surplus will slone augment the
burden of guaranteed interest, but &ven 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 rvesulting from the angmented deficits an the other
class will fall entirely on the profits of foreign capital, and
represent so much capital rvetained in the country, that would
otherwise have been exported, and distributed abroad in the
form of dividends,

Consequently, alow rate of exchange iz from this Point of view
an administrative and financial, and not an economical digad—
vantage, the loss to the exchequer produced by the increase in
the amount of guaranteed interest payable, being more than
compensated in other indirect ways,

The only means of redressing the disequilibrium is 4o cither
decrease the cast of working expenses, or increase the revenue
of the railways. As it is probable that the first eannot stand
any serious reduction, the only alternative would be to raise the
tariffs, which, however, would increase the cost of production and
discourage exports, . .

Other considerations of a moral nature might, however, ren-
der it advisable to revise the tariffs in expectation of a more
or less permanent depreciation of the currency ; in that case it
would be advisable to revise tariffs in such,a manner as to
ensure greater advantages for procuce 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.1.8098 in the period 1890~1893, an ave-
rage of 14 per cent. per head, Per annum.. During the periods
of low exchange the average amnual receipts per head were
Rs. 0.8629, and during those of high exchange Rs.0.8640., the
difference not am ounting to 2 per cent., but being precisely the
reverse of what would be anticipated, seeing that the inereased
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 during the -three periods of low or falling
exchange are Rs.0.8409 per capita, and exceed hy 4 per cent.
the average, Rs.08394 per head for the two periods of rising ex-
change, thus confirming the previgus conclusicn that, during a
low rate of exchange, exports and imports, and consequently:
traflie, will both 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 wonld he 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 expenditure; and corroborates the statement that
no correct conclusions can be drawn in this respect from the
mere statistics of receipts and expenditure of the differont rail-
ways without ample information as to the different modifica-
tions which have been effected in the tavitts, &e. If, however, the
average annual quantity of goods carvied per mile were com-
pared for each pertod it is probable that the results would
conform to our deductions.

From the data available, it is certain that {the shrinkage of
the annual rate of incrense of receipts on the Santos line, during
the period 1890-1893, is not attributable. to any falling off in
the volume of the traffic, as the total weight of goods carrvied
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. )

Theproportion of expenditure to receipts, shows, both in the ge-
neral results for all the gnaranteed lines and in that of the Santos
and 8. Paulo Ry, in particular, asimilar vemarkable incrense,
in the ease of the Santos Ry.from 50.3 to 61.2 per centi. precisely
when  exchange was vising most rapidly, and when a con-
siderable reduction would, therefore, have been looked-for, That
this abnormal inerease 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-
neonsly risen 56.1 per cent. it compared with the previous period,
1876-1885; and it can, consequently, be attributed only to some
powerful local disiurbance independent of the value of the
currency, such as a violent rise in the price of labour, or ex-
tracrdinary expenditure on repairs and maintenance; but
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the phenomenon is sufficiently intevesting to merit special
enquiry - into its causes: )

The total foreign capital actually employed in 1894 with
guarantee of interest, mational and provineial, amounts to
Re.158.351 : 867§, that guanteed Ly be Nation alone to
Re.156.562: 2988, including both the Ceard Harbour Co. and
the Santos and 8. Paulo Railway and also the whole guarantee
on the Bahia and Recife to 8. Francisco Railways. The total
interest guaranteed amounts to Rs.10.782:693% gold, and that
guaranteed by the Nation only to Rs.10,286:130%. In 1893, of the
total interest guaranteed Rs.2.054:079$ gold wers earned by the
different railways (equivalent to 4.822:9123% currency), balance
of Rs.8,728:6148 having been 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. 6.525,983, which added to the surplus on working expenses for
that year Rs. 5,671:187 gold, givesa total of Rs. 12,197,170 %
considerably in excess of the total interest guaranteed. It
is, however, possible that the guarantees are not regularly
liquidated, bub accounts sometimes carried forward from one
year 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 vealized capital of the foreign guaranteed
companies is about Rs. 159,000:0008 or Rs. 1.300:0008 more
than that actually guarvanteed by the State.

The average rate of profits was, including capital expediture
on improvement, ebe., from 1861 to 1893, 6 per cent. per annum
including the Santos Ry, 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. 141,157:944$ and, consequently, the depreciation is equi-
valent to Rs.18,581:263$ or only 13 per cent. (1895);

Exclusive of the Santosand 8. Paulo Ry. the realized capital
is. Bs.128,260:184% and its actual market value Rs.100,122:5868,
the- depreciation, therefore, reaching, Rs.28,142:601$ or22%!

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

Ashas been already pointed oub the profits actually earned
by the guaranteed companies, exclusive of the Santos and
8. Paulo Ry., were in 1893 equivalent to only 0.31 percent. on
the corresponding guaranteed capital,the rest of the interest
having been made good by the State, In eonsequence the
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market quotations of these shares,in spite of the regular receipts
of dividends, which in 1893 averaged for the thirteen guaranteed
companies 3.86 9. per annum actually distributed, must depend
almost entirely on the state of the National credit; if this suf-
fers, the value of thestock must fall; and wice versa. The guage
of the credit of a conntry 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 stocks, that depend almost
entirely on guarantees for a dividend, should he even more depre-
ciated, and, indeed, it is surprising that the debenture stock and
bonds have mnot been affected in a greater degree, and in some
cases stand at a considerable premium, when any fajlure 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. -

DIVIDENDS (UOTATIONS

1894
RATLWAYS , —
1888{1889{1890 1891(1892:1893(1894

BHAREB|
DEBEN-
TURES

o o | %oy e o
Alagoas...........e.... 5515656 |6 |65 |Nil|s |13% |77
Babia and 8 Franeise...... 6316 |63|53|6 |54]5

3 3

Do.Ramal Timbé... | 28 | 21 | 28 3 | 3p 7
Braszil Gt. Southern| 2 [Ni1| 1 |[Ni1 Nil | Nil | Nil

Bahia Central....... 6|6 |6 |45 |45|6 (6 |613 |95
Uonde D’Hu ......... 43 |Nil| B (4 |43 |44 |43 |10 |94

D. T. Christina ,...|Nil | Nil |Nil | 2 2 212 (4% |81

Western Brazilian, 5% [ 5% |55 535 |6 |6 |6 | 15% [123

Minas and Rio .| 7 |7 {7 (7 [6p|7 {7 |17 |105

P, dlegro and N. Homburgn| 2% | 24 | 24| 2% [ 24 | 23| 23| 5 | 80

Recifo and 8, Pranciseo .....| 5 !5 |5 |5 |5 |55 | — | 924

Southern Braszilian| 5 [4 |5 (5 |5 |3°15 |12 |90
5

NatalandNovaCruz 3% | 2% | 2% | 3% | 43
Average......... 4.2613.59 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
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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.

Tn 1893 the aggregate surplus of all foreign guaranteed un-
dertakings, exclusive of Suggr Factories and the Ceard Harbour,
but including the Santos and 8.Paulo Railway, amounted to
Rs. 4.850:542% currency, and, reduced to gold at the average
rate of exchange current for that year, 104d, was equivalent to
Rs. 2.065:845$ 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 0.51 per cent. on the balance
of capital guaranteed.

The intervest 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 theve re-
mained in 1893 a nett loss to the Exchequer ofj Rs. 8.466:6428
gold, equivalent to 5.5 per. cenfi! :

Movements of Receipts and Expenditure of all the foreign
Guaranteed Railways from 1861 to 1893.

|
‘
i
|
|
@

,.
h

RECEIPTS
1-'_1;‘.R HEAD
ANNUAL AVERAGIL
EXPENDITUHE
PER HEAD
INCREASE
OF RECEIPTB
PER HEAD
INCREASE
oF EXPENDITURE
PER HEAD
TATIO OF INCREASE

Ratio oF
EXPENDIITRE
10 RECEIPTS

AVERAGE
POPULATION

ExXPENDITURE
ANNUAL AVERAGE

oF EXPENBITURE 10
NCREASE OF RECEIPTS

ANNUAL AVERAGE
REecEirrs
AXNUAL AVERAGE

I

R, Rs, ofa Rs.
15C0 to 1864 2,313:395%) 2.687:15031116,1 | 8.200.0003 03056,05005
1865 *€ 1809|10.154:7285| 5,8047218) 58.4 | 8.960.0003 05220‘05131 292,8,101.5| 34.0
1870 ¢ 1875(23,007.5755(10,081:5363| 46,7 110.250,0005 05390,08178 | 77.2| 85.8] 46.3
1876 *¢ 1885/G0.876:0335(35.148:4428 50.3 |12,250.000% 05570,05280 | 40,11 60.6|181.4

|

1886 ©* 1800(40.383:1803 30.216:4411$| 61.2 |13.775.0008/03890 05548 | 56,1 91.6|177.1

o/ | ofo

&

1690 * 1803(65.301:7353{50.035:0555, 76.5 [1L.900.0005]15098 03830 | 23.8) 53.11227.9
291,127.746104,176.970 |

Sumimning up the sundry advantages and disadvantages that
the system of guarantee of intevest to foreign industrial capital
confers, we find that although the failure of railway receipts to
meet expenditure has entailed considerable expenditure on the
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State, and thus increased the burden of its annual foreign
payments, it has not really increased the aggregate of foreign
payments to be made by the Nation, but, on the contrary,
positively reduced them.

Whether the interest guaranteed is paid wholly out- of .
working profits, or is paid directly by state snbventions, 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 combrary, when the
necessity for such payment is caused by the depreciation of the
currency, and not by a shrinkage of the volume of exports,
a positive decrease of the annual infernational 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 countey; which, though it appears para-
doxieal, is true so long as the deficits are due to the reduction in
the cost of freights at the cost of foreign eapital, and providing
they entail no corresponding deficit in the national finances.

I, however, it is indisputable that low freights favour produc-
tion and exports, it is equally so that the failure of the receipts
of guaranteed undertalkings to sutisfy expenditure must tend to
increase still more the perennial deficits of national finanee, that
have, both directly and indireetly, exercised so fatal an influence
on the real value of the currency and national economy in
general |

The urgent necessity of re-establishing the national financial
equilibrium on a stable basis is indisputablo, and must entail
some attempt to redress the balance between the receipts and
expenditure of the guaranteed railways, )

The whole sum expended in guarantees from 1861 to 1823
appears to amount to about Rs. 130.594:0723 gold ; to this must
be added Rs. 69.783:801% gold earned by the different railways,
resulting in the total of Rs. 200.377:8725 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.
6.498.402:054% 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 tv 2
Per cent., and that paid directly, in the form of working profits
derived from freights, to only I*per cent.

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

Any attempt to redress the national financial equilibricm
muct necessarily include the consideration of expenditure on
account of guarantees, and lgad to the creation of resources to
meet this item of national expenditure. This can be realized in
two ways, either divectly 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 produchion of
the more distant districts in a proportion increasing with the
distanee, until a point wonld he quickly reached when produc-
tion must become unprofitable and would cease, whilst the
increased cost in more favoured districts would be unap-
preciable.

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

It is, however, probable that all, except perhaps the most
distant districts, could 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 reduetion; but it would be
difficult, and almost impossible, to devise a tariff that wonld take
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 periganent equilibrium of the
National finances.

It may, then, be safely cencluded 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 be
met by other means, and without creating or inereasing deficits,
the fall of exchange, in so far as it affects guarantees, is not
disadvantageous 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

6
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material, as bullion, or else will be drawn for and must, thercfore,
be placed to the Credit side of international payments (activo),
the material imported already figuring as imports to he
paid for.

Making a liberal allowance of AO per cent, of the nominal
subscribed Capital for cost of incorporation, commissions, dig-
counts and contractors’ profits, the balance will go to increase
the activo or annual international credit.

Guaranteed ecapital impoxted since 1865 is as follows:

— TPOTAT,

A CAPITAL
PERIOD NOMINAL IMPORTED CORFFIOIENT
CAPITATL, 50 PER CENT. PER CAPITA

OF NOMINAT,

Rs. gold Rs. gold Rs. gold

1 18611864 13.200:000 6.600:000 08377
2 1865--1869 7.947:000 3.973:500 038132
3 1870—1875 3.680:547 " 1.840:273 08444
4 18761885 94.121:614 47.060:807 08576
5 18861889 6.678:460 3.339:230 08091
6 1890—1892 1.110:240 555:120 03037
1893 3.746:391 1.873:196 08122

With the exception of the fourth period, 1876-1885, the impor-
tation of foreign guaranteed capital was insignificant, and cowld
exercise but little influence on the ultimate course of exchange.
The average annnal importation of capital, estimated at 50 per
cent. for the. whole period 1861-1892 was at the rate of Rs.
4.039:0003 gold per annum; in 1875-1886 it averaged Rs,4,706:080%
per annum,
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Independent Foreign Industrial Capital

L]

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

This like the guaranteed capital does not constitute a debb
except indirectly, mor even an obligation; but, no less than
the interest on the funded debt and guavanteed undertakings,
increages by the equivalent of the annual profits realized by the
international obligations of the Country.

With regard to the more important sestion 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
Gas Co. £150.000, 8. Joao del Rey £298.000. In addition to these
there existed the Catta DBranca Mining Co., and probably
some other unimportant undertakings, which have since ceased
to0 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 total nominal value of the foreign capital invested in

unguaranteed undertakings from 1861 bo 1894 is about £21.597.511
equivalent to Rs. 191,980:2768 gold, and, deducting 50 per cent.
for foreign local expenses, gives a minimum nett value of
Rs.90.623:653 gold actually imported, or an average of R.2.832:000
per annmm,

Of this large amount £1.970,313 have either been entirely
lost or, having given no dividends for many years, have no
market value, and may be writben off as lost; in addition the
sum of Rs. 6.113.970 (£688.938) has been liguidated and with-
drawn from the Country, leaving a bplance, in 1894, of about
£19.538.799, or Rs. 173.680 3403, employed in the country and
actually earning dividends of some kind. i

The only peried for which complete returns. of the dividends
actually paid have been obtained isthat from 1876 to 1883 when
thay averaged 7.3 per cent. per annum, a m*e ’thn,t was hru cly
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T6 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 valueof
the currency, which affects directly and powerfully the profits of
this class of capital, shoyld 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.0$254
gold per head, in the period 1860-1864, to Rs.0$760 in that of
1890-1894. The considerable accession in the rate of increase of
this last period is in reality only appavent, and corresponds pro-
perly to the former period, havingheen negotiated, in greatpart,
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,
makes it impossible to draw positive conclusions as to the com-
parative profits of different periods or to arrive ab a precise esti-
mate of the sums requived to be added fo the Debit of inter-
national payments (passivo) on this account.

Allowing that the estimated rates of interest ave approximately
correct the coefficient of intevest 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
inerease of invested capital, to about 8,000:0008 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 disadvaniageous hecause
it disconrages its increase and thus retards the progress of the
country, is not wholly so, asit also reduces considerably the
value of foreign payments,and tends to preserve capital in the
conntry, 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 eapital of ‘unguaranteed foreign
companies wag 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 ave little influ-
enced by the state of the National foreign credit, that so power-
fully affects other elasses, and depend almost exclusively on the
profits rvealized, the comparative value of which, in turn,are
principally determined by the value of the currency at the time.



— 70 —

The average market value of this dlass of seeurity has been
greatly influenced hy the highly profitable nature of some ten
out of the 44 foreign compunies, amongst which ave the London
and Brazilian Bank, London and R. Plate and British Banks,
Rio Gas Co,, Cantarveirn, Co., Submariqe Telegraph, Mogyana, and
West. 8. Paulo debentures, and the Tio Claro Ry, Amazon Stea:n
Nav. Co, and 8. Joao del Rey Mining company, which on an
aggregate nominal capital of £5,839,237 show an appreciation of
£2,608,576 in their market value, or 44.6 per cent.,

These flowrishing 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.

et e
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Foreign Capital employed in Commerce

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

Tt 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 result from
guch employment a guid-pro-guo has been rendered in the in-
crensed value or diminished cost of production and exports.
Consequently, though the withdrawal of such profils 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, be
a cause of the disequilibrium 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 ab all of
profits to foreigners or vesidents abroad, the burden of foreign
payments would be relieved, both capital and national 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 create a temporary relief and
miprove the proportion of theinternational credit (passivo), the
original excess of foreign payments could never have originated
in this description of profits.

In regard to the commercial profits realized by forveigners a
still greater confusicn of ideas is prevalent, that extends to
 even the most intelligent critics of Brasilian economy. Thus
we find Dr. Ruy Barboso inthe report of the Ministry of finance
for 1890 state that “the balance (of trade) favourable to the
country is drained away to foreign countries, thanks to a
fact 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-
Jators of weallh veserve it chiefly for their own countries,
where their aspirations ave concentrated, and whitherthey return
with the capital o its interest, that up to the present has not
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been conveniently 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 othep-
wise really favourable balance of international payments!

In this astonishing statement. Dr.ﬁ 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 better of his judgment
this is the more alarming in a person of his attainments and
abilities when be proceeds to insinuate the necessity of limiting
the compensation of the industry of the foreign sedtion of the
population by special and odious taxation !

Tt appears to have complefaly escaped the attention of quasi
reformers of  the financial and economical equilibrivm that the
accumulation of wealth in the pursuit of commeree, as in in-
dustrial occupations, demands either Iabour or capital, or both,
and that it is not gained ab the ewpense of the sountry, but in
the development of its vesources, to which Commaerce contri-
butes none the less hecause its votavies 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 wnassisted labour, has made it at the
expense of the country 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 country, that he has
therefore impoverished that country and abused its hospitality !

He has, on the contrary, introduced at least one, and perhaps,
two new factors of National wealth and prospevity, his own
labour or capital, or both, with which he renders productive
what had not been so previously, and would have continned un-~
productive without him.

All that he produces must, therefore, be 50 much pure gain to
the country; and even if after dedneting a part for Ppayment of
his own consumption and of the States taxation something
remains 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 ‘accumulator 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 increase of
production and exports with which to meet them.
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When finally this ‘accumulator of wealth’ returned to the
fatherland, on which he bad ‘concentrated his aspirations’ he
could not take with him even an eguivalent of the labour and
capital be had expended; part of it must remain behind. At
most what he took would be eguivalent to the surplus after
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
jnto cultivation and new railways constructed, or his individual
fractional share in their creation, 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-taxing differentially
and partially what had already paid its quantum suf to fiscal
exigency ! ‘

Tn a manner precisely similar, though less direct, those occupied
1n Commerce, of whatever kind, whether import or -export, whole-
sale or refail, cooperate inthe general development and progress
and contribube to the productibility of the country by the
division and economy of labour; and, though it may be 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 fact, to do auy thing except discourage both industryand the
importation of foreign labour and capital, so essential to national
development,

The moment thab the ‘accumulator of wealth’ commenced to
mobilize his accumulations and took himself off to foreign lands
there must ensue a reduckion in the velume of capital and con~
sequenb proportional decrease of production, unless the realiza~
tion were effected with the intervention of foreign capibal. Ab
the same time the tranefer of his accumulations would cause an
increaged demand for bills and disturb the equilibrivm of inter-
national exchange; and, if such a praclice were general and
continwous the balance of international payments might be
geriously affected, and exchange be rendered permanently
unfavourable.

Tt is not, however;, true that the accumulated profits of either
industry or commerce are as a rule transferred ¢n masse to

"foreign countries, on the contrary, usually hoth the original
capital and the accumulations ave left in the country, either as
investments or to serve as working capital for the conbinuation
of the same business, and only the interest, and often only a -
part of that, is ultimately exportod.
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The transfer of interest or annual profits alone will canse no
change in the relations of capital which will continue to 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 avings of the ‘accumulator’
and the community, will now be payable abroad,

The fact that accumulations had been effected entails, beyond
the necessary labour, both economy and self denial. Had the
‘accumnulator,” in place of saving, expended the whole in super-
fluities, he would thereby not only have increased the demand
for imported commodities, but also have prevented the inerease
of capital and production that his economy otherwise created.

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

Production remaining unaltered, the equivalent of that excess
of exports, that must have corresponded to the annmal protit
realized, will then be payable abroad, instead of at home, and
thus increase the demand for bills; but o disequilibrinm of inter-
national payments will thereby be created unless othey fareign
expenditure has meanwhile encroached unduly on the moiety
of exports that Properly corresponded to these profits, or savings,
It would then he but a boor recompense for thrift and self
denial that its fenits should be unfairly taxed to pay for obhers’
extravagance.

Sr. Manuel Rabello, the then Brazilian Consul in Porto, in a
letter dated 1885 addvessed to Rodrigues 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 Bragil 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 superfluitics,

He states that— “The fruits of economy and the product of
capital employed in Brazil, in place of being usefully employed
in the creation or development of its industries, is not thus
applied and emigrates o other lands. By emigrating I mean
that this sum is employed in the acquisition of costly goods, thus
exhausting oitr 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 equilibrinm
cannot he attributed to the annual withdrawal of the profits vesult.
ing from the investment of the economies of industry and thrift,
but rather to the excessive expenditure of that other section that



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 rq,giden‘cs abroad.

Any attempt to tax unfairly or differentially the profits of
foreign capital can only result in the withdrawalof hoth capital
and labour when a favourahle opportunity presents itself.

The foreigner, unless he he able to satisfy the aspiration he
has concentrated, as Dr. Ruy Barboso states, in ultimately
gpending the product of his labowr and self denial in his own
country,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 mte of exchange a part: of the
interest or profits that accrue to foreign capital will remain to
be re-invested in the country, or be deposited in banks awaiting
a higher rate, and fhus increase the volume of capital available
for production and eommerce.

This well recognized phenomenon, that is repeated every time
any serious fall of exchange occurs, gave rise to a discussion in
the Portuguese journals in 1886,in which some novel and startling
theories were orviginated. 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 hanks, replete with
cheap capital, not only refuse to draw, but are directly intervested
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.
Rodrignez 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 capital in the country,for a time ab least.
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Total value of Foreign Capilal employed in Loans,
Guaranteed, and Independent Industrial Under-
takings L)

The total value of foreign eapital thus employed, including
provineial and municipal loans, has risen from Ra. 111.306:2118
gold, or 133741 gold per capita in 1861, to Rs. 639.240:426 gold
or 408912 per capita in 1894.

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

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

The total nominal value of foreign capital invested in Brazil
from 1824 to 1894 amounts to Rs. 1015.203:5243 gold, of which,
howaever, only Rs. 639.240: 4263 is actually in cireulation or pro-
ductively employed, the balance having heen amortised, with-
drawn, or lost. The araount of foreign capital of this desceription
believed to be employed in Brazil has been greatly exag-
gerated, and did not much exceed £72.000.000 in 1894.

The figures of the preceding table conclusively show that
foreign capital, in whatever shape it may be imported, is 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 nrtificial causes.

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

In the next period the comparatively insignifieant assistance,
equivalent to an increase of only 17 per cent. in foreign capital,
cooperating with increased produetion 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
18761886, but accompanied by low foreign prices for exports,
could not arvest a fall from par to 174d ; whilst a similar increase
in 1886-1889, cooperating with improved prices and out-put, raised
exchange to par again in four yoars!
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Of the different forms in which foreign ecapital is employed
the inerease of that of unguaranteed 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 ungnaranteed indusbga,l undertakings was in 1893
Rs. 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 hurden of foreign payments,
though it will not diminish their value.

In point of fact this is already in process of realization, althouglh
it is scarcely ovidenced by any reduction in the value of gua-
ranteed interest payable by,the State; but, none the less, a decided
advantage has been conferred on broduction and exports by
reducing their cost, and that, to a considerable extent, at the ex-
pense of profits 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 Ra, 03857 gold to Rs. 25146 per
head, or 150 per cent,

Tt is clear that in the absence of g metallic currency all
foreign liabilities must he 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 fheir Payment abroad than formerly, and,
unless exports themselves have likewise increased in the same
ratio as foreign labilities, the balance to receive must be
reduced proportionately.

Foreign payments would not, of course, be effected directly
in commodities but in their equivalent of bills, for which there
would be an increase of 150 per cenb. in the demand, from thig
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
broduction 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 liquidation, 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-
taneous growth of production, profits must have been reduced.

In 1861 the value of exports per head was.,, Ra. 178005 gold

and foreign charges amounted to......... Rs. 0sgs7 »

leaving a balance to receive, per head, of.,.... Rs. 16$148 gold
In 1893 the value of exports rose, per head to Rs. 19%083 gold

and foreign chavges LT Rs, 28146
leaving abalance, per head, to receive of...... Re. 168937 é;ﬁ

In spite, therefore, of the inerease of 150 ber cent. in the burden
of foreign charges, the profits of production have actually in-
creased 4 per cent . singe 1861, as far as thege 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 production of exports per head

WSt gran,s e e en e, Rs. 168460 gold
and foreign charges a; ounted 6o......, e, «Bs. 24155 »
leaving a balance Of i, Rs.—-14.305 goﬁ

or Rs 28632, per head lesg than in 1893,
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The value of foreign echarges per head has, it will be noticed,
diminished slightly since 1886-1889, in spite of the considerable
inereaseof indebtedness. This is due to the combined effect of the
reduction of interest caused by the conversion: loan of 1889-90,
and of the depreciating inflyence 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.

The inerease in the profits of production since 1886-89 shows
that in Brazil industrial prospevity is largely independent of the
financial sitnation, and that it may be often simultaneous with
financial disorganisation 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, has borrowed more, but pays the same interest
as hefore, and, moreover, has move exports in 1893 than in
1886-1889 with which to do it. The condition of the country
must therefore huve vastly improved!

This, it is true, is due in part to the reduction of interest
effected by the conversion of 1889; bub this alone would have
been insuficient to prevent a positive increase in the value of
foreign charges except in cooperation with other causes,
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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 valne of imported and
exported merchandise; the first constituting a debt payable by
Brazil, and the latter a value receivable.

Itis not disputed, or should not be so; that exports must pay
for imports ; the only question to be decided is whether they
bave likewise sufficed to liquidate, in conjunction with other
resources, all other international liabilities.

‘What, then, is the true value of imports or the true liability
for this factor, and what the nett or chancelling 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 currenoy are possible, or betber than mere conjectures.

That the nbmost confusion reigns rglative to the real value of
imports and exports is evident in the conflicting opinions and
assertions of even the most competent critics, as also, that little
confidence is reposed in local official valuations.

Thus we find Dr. Ruy Barboso, in his veport 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.
162:000:0008, whilst he estimates the value of exports at only
Rs. 151.000:0008, leaving a balance of Rs. 11.000:0008 against
exports. From thishe proceeds to draw deductions as to the causes
of the depreciation of the eurrency, 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. 54.741.9353, but
“ exchange continued weak between 21 2/g; pence and 23 8/s. The
“next year, on the contrary, during which imports exceeded
“exports by Rs. 48.406.887%, exchange rose from 24 e in
* January to 27 Yy d. in December, On the other hand the official
* returns for 1886 to 1887, comprising 18 months, give the value
“of imports as Rs. 310.850:2773, and those of exporbs at Rs.
“* 305.502:1528, leaving an apparent balance in favour of exports
 of Rs. 54.741:935%”

This result is, however, purely fictitious, as without the indis-
pensable corrections the official valuations of exports and
imports arenot only worthless for comparatbive purposes, but ave
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 maikeb 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 dabe
of purchase to that of delivery of exports on board in a Brazilian
port, which includes comglission, duties, brokerage, storage,
packing and loading, as also the merchants’ profity, in order to
obtain the value F.0.B. which, when reduced to gold at the
current rate of exchange, represents the real value of exports for
which Bragzil is ereditor to foreign purchasers. Freights, being
payable to foreign bottoms, must not be included; or, if included,
must be debited again to the international debit or passivo,
as a liability.

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

The average rabte of exchange for 1886-1887 was about 221d.,
and at this rate Rs. 305.502:1523 the estimated official value of
exports for 18 months will be reduced to Rs. 273,118:954% 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 been 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
cireumstances into due consideration, is certain to lead o error
and misconceptions.

Allowing 15 per cent, of their nominal value for expenses from
date of purchase to delivery on board, the velative real values of
exports and imports for 1886-1887 will be as follows : —
Nominal value of exports Rs.305.502.152%

at 22d., exchange is equivalent to............ Bs 273.118:9543 gold
Local expenditure from time of purchase to

delivery on hoard, estimated at 159/s...... « 409677073
Real value of export F.O.B. for 1886-1887, L

18 months v Rs. 314.086:661% gold
Nominal value of imports, official valuation Rs 310.850:2773 gald
Less 11 per cent. difference bebween 24d.

and 27d........ PO PO PP « 34193:8308
Real value of imports on board in port... Rs.276.656:7473 gold
wo. Export— « “ «  314.086:661%

Balance in favoar of exports for 18 months Rs. 37.429:0148 gold
Equivalent for.......oiiniin. 12 “« “ 249492768
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In a similar manner the foreign valuations of exports and
imports that Dr. Ruy Barboso presents for compavison, must be
reduced to their real value on board in a Brazilian port, hefore
they can be of use.

The foreign valuations of exports to Brazil (imports by Brazil)
répresent usually their value on board in a foreign port. To this
musb be added all expenditure for freights insurance, ete., up to
delivery in a port in Brazil, calenlated at 20 per cent, of their
foreign valuation, in order to obtain the real value for which
Brazil is debtor on this account.

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

The custom in the T. Stabes 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 the
contrary, the value of expenses up to delivery on board should
be added.

Even whenthese deductions have been made the forsign valua-
tions of imports from Brazil willrarely correspond with the official
local valuations of exports, because the standards for valuation
are not the same, and in the case of foreign valuations arve baged
usually on official prices, which have often little resemblance #o
their real market value.

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

ImrorTs
T
From Brazin FORTS
Rs. Rs.

United States..........coveevee vvenn 90.000:0008 | 14.000:0008
GerIAnY......oovovirvirne s ! 45000:0008 | ~8.000:0008
England..................... ves 39.000:000% 52.000:000%
Fl'mce < 17.000:0003 2.000:0003
ANSEA v e 20.000:0003 1.000:0008
Belmum e e s 8.000:000$ 5,000:000%
R. Alrr(,ntmn,.. e e e, 4.000: 000§ 5.000: 0003
Por tu(ml .......................... 4.000: 0008 9.00.:0003
Uruguayic...oveeeerevieenn oo 3.000 : 000$ 5.000:000%
Chile s 1.000: 0008 X

Total 'R.231.000: 000%; 119.000:000%
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En 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 motes 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, If
matters were thus we must conclude that our exports exceed
our imports considerably in value, establishing between them
the ratio of 231:119.

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

Thus we observe D. Ruy Barboso in the comrse of a few
months, sustaining first that the value of imports, was chronie-
ally less than that of exports, and afterwards a diametrically
opposite opinion that, however, would he of little importance
did he not proceed to draw therefrom the most serious conclu-
sions, and to put his deducticns 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 valuations of the
foreign customs.

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

Dr. R. Barboso’s estimate of value of im-

ports by Brazil.....ooiveviinnnn gold Rs. 119.000:000§

plus freights and expenses 20 per centb. ..... «  23.800:000%

Real value of imports for which Brazil is debtor Re. 142.800:0003

Dr. Ruy Barboso’s foreign estimate of exports gives for the
U. States Rs. 90.000:0008 gold, and for all other countries Rs.
141.000:0008, total Rs. 231.000:000% gold.

With the necessary corrections for freight, ete., this gives . —
Value of Brazilian exports to all countries

except U. Stabtes. ... vvnnnn reereeenngold Rs. 141.000:0008
Deduct freight and expenses 20 per cent... 28.200:0005

Rs. 112.800:000%
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Add value of exports to U. States............ gold Rs. 90.000:0003
Real, or international, value of Brazilian D —
EXPOTES. et e e e .gold Rs. 202.200:000%
Deduct value of iImports....coeeve: tovvieiannn. 142.800:000%
Excess of exports over imports ....... 5 ... gold Rs. 59,400:0003

In lien, therefore, of a balance in favour of exports of
Rs. 112.000:000§, which Dr, Ruy Barboso supposed to be the
approximate expression of international trade with Brazil, the
real ekxcess of exports, is reduced to Rs. 59.400:0008, and though
this corresponds much more approximately with the excess for the
same period of local official valuations, when duly corrected, of
24.949:2768, gold the difference between one and the other is
still so considerable as to exact a special etquiry as to which
is the more correct; since any attempt to found deductions on
wareliable statistics must inevitably destroy all their value.

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

e
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Merchandise Imported by Brazil from Great Britain
L

The statistics obtained from British Customs’ valuations of the
importation by Brazil of British products are complete from
the year 1865 to 1893, with 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 valnation of both imports and exports of the United King-
dom is according to the bills of entry and the shipping bills;
false declarations being punishable by fine. Inthe case of imports
the control of the customs’ administration is a gnarantee of the
accuracy of the returns, but as regards exports merchants are
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 be meeded where no duties are paid and there is mo
advantage to be gained by misrepresentations, lies in the inspee-
tion of the bills 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 curvent are available to check any departures from
acouracy in this respect. The important difference between the
T. Kingdoms’ and other systems is that the formev 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 guay. For goods consigned to the English market
for sale, the market value in the conntry 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, thatis, 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 Brazilianport,which includes freight, loading
insurance, and commissions. Port charges and all obher expenses
after arvival in a Brazilian port, being payable in Brazil, do not
form part of foreign labilities. -
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In order to arvive at the maximum rather than ghe minimum
cost of delivery, and in accordance with information collected
from various Importing houses of different kinds, the average cost
of 20 per cent. of the LEuropean valuation has been adopted for all
charges from the port of shipment to a Brazilian port, No doubt
the average is high, especially for nglish goods, which being
mostly of little bulk Pay a low rate of freight; bu, taking one
country with another, this may he taken as a rate that is not
likely to he exceeded, and the resulting valuation of imports ag
the maximum; so that any modifications thaf might be in-
troduced on a migre careful study, are more likely to he
favourable to the international credit (activo) than otherwise,

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

The Aunnal average value of Ymports from Gt. Britain
on (uay in English port: —

T EEE= e
e e

INCREASE MovemENT

PERIOD VALUE 1% oF
’ Dncnx,}sm Excuwsz
———— —_— ] —_— -
From 1865 to 1868 gold - Rs, 51.858:442¢ falling
“ 1871 « 1875 ” “ 66.083:4873% +21.4°, rising

Y1876 <1885 | ¢« ST.624:3715 | _14.97, | falling
“ 1886 “ 18g9 ! T 5443016773 | _ 5.6'» | rising

“ 1889 « 1893 * TLOGT:2795 | 430,57, falling

The great inerease that has taken Place since 1889 i5 especially
noteworthy, equivalent to 30 per cent. on the previous period,
when exchange roge to par, because it will be found that this, or
a similay inerease, 15 not Peculiar to British imports alone, hut
extends to thoso from almost all other countries for thig period.
Nor yet is it the effect of a spasmodic demand such aswag created
by the speculation of 188990, hut of 4 continued and steady
demand that in spite of exchangs having fallen to 10 lowest rate
it has ever reached, and of the consequent tremendous rise of
the currency prices of all imported commodities, has been main-
tained for 4 years without any indication, so tar, of a reduction.

The foreign valuation, of exports and, it is 4o be presumed,
the official valuation of importg also, covers every description,
whether fop government or private account, and will, therefore
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imelude 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
fiotal value of international Rayments (passivo), as otherwise
they would be counted twice over.

Brazilinn Exports to Great Britain:—

| AVERAGE ANNUAL RATIO TO INCREASE MOVEMENT
PERIOD VALUH IMPORTS oR ox
GOLD i DECREABE EXCIANGE
| —
| Rs.
18651868 | 60.798:563% | 117.2°) falling
18711875 67.493:630% | 102.1 °/s +10.0+/, | rising
1876—1885 54,279:0873 94,3 9/, --10.6 ¢, | falling
1886—1889 | 42.434:489% | 79.9°, | —22.8°¢, | rising
1890—1892 37.665:623% 53.0 9o —11.2°, | falling

The valae of exporls to G. Britain was greatest in 1871-75,
and since that period hasvegularly declined. Theaverage annual
value in 1800-1893 schews a shrinkage of 44.1 per cent. com-
pared with 1871-75, in spite of the reduction of English duties
on colfee 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 cwt. or 14d.
per 1b., equivalent to about 23 per cent. oit the market value in
Brazil for 1894, taking “1* Boa and I* ordineria” 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, being only 3 1b, per head per annum, compaved with
23 1bs. per head in Fyance, 8 Ibs. per head in the U. States, 134
1bs. in Belgium, 14 lbs. in Denmark, and 21 lbs. per head in
Holland! :

In compensabion the consumption of sugar, which in England
pays no duby at all, is far greater than in any other country,
being 173.68 1bs. per head per annum compared with only 28.81
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Ibs. in Germany, and still less 'in France and Italy, all thege
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 Yery consi-
derable inorease of consumption, afid develope a new and very
important market for this popular Brazilian broduct, at Present
regarded as a luxury, and virbually excluded from the market
by the influence of the duty.

The negotiation of a commercial treaty with @, Britain with
concessions as regards the duty on coffee would be highly
advantageons 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 cocon, encounter any
insuperable dificnlty,

The excessive duty on coffee, if it accounts to a certain extent

Britain, does not explain the absolute and continnous decrease
that has taken place since 1875, which must be due to other
and independent ctauses, and can only be Properly analysed
with a full knowledge of all the cireumstances, In. all proba-
bility, the explanation will be found to le in the fact that
apartfrom the shrinkage in the exportation of sugar, owing to the
competition of beetroot,a considerable part of the decreaseis dne
to the growth of the direct importation of Brazilian products by
other countries, especially Germany and Austbria, that formerly
received a great part in the shape of English re-exportations,

Comparison of the British valuation of Brazilian exports
with Jocal eurrent Drices proves that these valnations, if they
err, do so by rather under rating than over rating the valug of
exports, as will be seen from the following table, ‘

remmme——

COFFER BRITISH VALUATION MARKET
FXPORIED 1 |~ T TN VALUE

——

GREAT BRITALN PER IN l;txo

Rs, 10 Kitos 10 wmos

E1nos £ g0ld .|Rs eoLn KILOS
GOLD

T D

————

1886 9.309:040 493.463 4.336:362%| 48712 43171
1887 | 15.314.283 1.096.369 9.692.291§ 68329 63761
1888 | 12921174 492.555 4.369.7008| 33381 43901
1889 | 19.480,031 1.481.031 13.164.385$I 63758 63297

1890 | 11.236:699 852.158 7.574.8328( 63741 65270 )

Average...| T53$580 53680




— 9] —

These figures, obtained from'a report of the Brazilian Consul
in Liverpool published in the * Diario official,” show that the
average English valnation of coffee was actually less than the
market prices at Rio for “I* boa and 1* ordinaria’ brands, which
may be considered as an average quality, for the same period,
even leaving ouf of consideraflon the cost of freight, duties, ete.

Tt may, therefore, be safely concluded thab British valuations of
Brazilian exports to England in general represent the minimum
and not {he maximum value due to Brazil on their account,
from which have to be deducted the cost of freights and expenses
estimated at the rate of 15 per cent. of the Buropean valuations,
in order to obtain a fair estimate of thisfactor of the annnal
international Credit (activo).

P L
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Imports énd Exports of Merchandise: France

Imrorrs ¥roM FrAawce.— The data obtiined relative to
imports from and exports o France are complete, with the
exception of the years 1868, 18'{5, 1876 and 1880, for which
averages derived from five previous years in each case have
heen struck. :

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

The system of valuation in France and in Belgium is similar,
and is thus deseribed by the “Monitenr du Commerce”: —

“ A distinetion is made beiween the articles subject to ad
“ valovem duties and other goods imported or exported. Tor
 articles comprised within the former category the statistics
“ are compiled according to the values which have servedas a
“ basis for the ecaloulation of the dubies. Tor other articles
“ & commission fixes the average values 'withoub 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
“ excise duties. ‘

¢ Tor the exports the prices are those at the place of produc-
** 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 zeen from the table showing the
official value of coffee imported by France from 1881-1890.

Imports from ¥Franee : French YValuation on Quay in France

AVERAGY ANNUAYL AVERAGE ANNUAL MOVEMENT
VALUE or
Rs. coLp INCREASE LEXCHARGE
—_— T

1865—1867 25.945 : 500 falling

1869—1875 24,232 : 660 + 127 rising
18771885 27.493 : 750 +13.4 °f, talling

1886—1889 27.991:429 |+ 187 rising
18901893 36.991 : 500 +37.9 /s falling



- The importation of French products 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 rabe even greater than that of the increase of
imports from G Britain for {3e sams 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, & great part of the
value of British imports into Brazil consists of material for con-
struction of railways, etc., the demand for which is capricious,
and depends greatly on the development of enterprise, always
more or less spasmodie.

Exports to France, Fronell valuation on board at n
French port

AVERAGE ' INCREASE
on
VALUE DECREASE
Rs. gold

18651867 18,250 : 100
18691875 19.393 : 820 + 6.2
1877—1885 30.324 :819 + 758
1880—1885 39.264 : 076 + 278
1886—1889° | 39.109:747 - 01
1890—1893 47241 : 750 -+ 20.8

The figures relating to exports are nob reliable except from
1880 forwards, as theve appears to be some doubt as to whether
the statisties 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 & notable increase in the value of exporbs
to France by Brazil has occurred, equivalent to an inerease of
20.8 per cent. on the average annunl value of the preceding ten
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years 1880-1889, an increase which is common to nearly all
other countries except G. Britain and the Argentine Republic,
and aceounts to a large extentfor the simultaneons increase in
the general value of imports.

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

COFKEE FRENCH  VALUATION | MARKET
- VAT,
EXPORTED TO ] LUE IN
. PER R10 PER
FRANCE Fos, EQUIVALENT

10 x1vos | 10 Krnos

Kilos, | Be.Gold. [Rs.gold| Rs. gold
1881 | 58.266.625 | 87.982.604 31.057 : 859 58330 | 38798
1882 | 40.192.871 | 65918447 23.269 : 211 53789 | 28945
1883 | 61.297.871 | 89.373.195 31.649 : 737 550021 33321
1884 | 57.029.549 | 69.565.070 24,556 : 469 43341 | 43073
1885 | 58.739.040 | 68.724.677 24,259 81£ 43254 | 28930
1886 | 40.392.049 |, 60.993.000 | 21.530: 529 538340 | 45171
1887 | 39.494.000 | 81.752.578 | 23,858 : 660 73307 | 635761
1888 | 34.326.000 | 68.531.933 | 24.19p . 772 63838 | 48901
1889 | 50.336.512 | 111.813.657 | 39.470 . 220 78836 | 65297
1890 | 42.316.170 | 97.097.191 34.275 : 208 84099 | 73746

g | e,

Average........ i —6$013 4:37@

The average annual French valuation of imported coffec 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
48704, 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 58112, which is still 15.1 per eent,
higher than the corresponding market value at Rio.

Tt may therefore be concluded that the French valuation of
Brazilian exports ig 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 corrvect esti-
mate of the annual assets (activo) of the country,

e
SRR ——
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Brazilian Imports and Exports: Germany

Of all the statistics coll®ted none are so unsatisfactory as
those relating to trade with Germany, except for the period
posterior to1886. .

No reliable information has been obtainable relative to the
trade between Braziland German porbs other than Hamburg.
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 complebe 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 S. American countries 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 those of 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 obtain-
able are move satisfactory, no use having been made of averages,
for the years previous to 1872.

The absence of satistactory and sufficient statisbics undoubt-
edly favours the Dehit side of Brazilian international engage-
ments, as were they precise the excess of the value of Brazilian
produce exported o Germary over that received, or imported
from that country,would be still greater; and, consequently, the
tendency. of any corvections or enlargements of these statistics
that may result from fuller and better information, can only be
to favour more the already favourable balance of trade befween
Brazil and Germany, and, consequently, also the general Credit
account (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 “Monitenr officiel
du Commerce” (1893) that:—

“«T4 ig in Germany that statistics appear to be compiled upon
the most veliable basis of valuation. For each article in the ens-
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toms classification the average value iz fixed annually under the
dirvection of the Twmperial Statistical Office by a commission of
experts in touch with Chambers of Commerce, leacling merchants,
ete. The valuation of imports and exports are distinet, and the
prices fixed are those of the goodsﬁﬁhe moment they cross the
frontier. In the case of imports néither 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 point of shipment, hut export duties are excluded as well as
drawbacks or bounties on exportation.”

This system has the drawback of not faking into sufficient
account the oscillation of prices between the annual fixing of the
standard values, as algo oeccurs in France and other countries,
with the exception of G, Britain, U. States and Portugal,

Official German valnation of Brazilian Trade: —

EXPORTS BY ANNUAL Ivronrs By
Brazin 1o AVERAGE Brazin rrom INCREASE
U:HIDU'RG INCREASE Haunvreg

e e N T

18701875 26.067:600 12 v/,

18761885 27.380:042 1.2 ¢/,

1886--1889 35.123:040 | ‘282 %o 20.394:017
1890--1893 54.458:220 | 55,0 %y ] 32.830:627 | 60.9 %

LA

The increase of exports during the period 1890-1893, compared
with the previous Period, has been af the rate of 55 per cent,,
exceeding either that of G Britain or France forthe samo
period, whilst that of exports has also inereased 60.9 per cent.,
or in an almost idention] 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 TOSe only to 60.2 per
cent in 1890-1893, the average annual balance of trade with
Hambuwrg 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 leagh favourable estimate of the
balance overin favour of Brazil between the two countries,
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Comparison of German valuations with Rio prices: —

WEIGHT OF COFFEE VILUATION VALUATION MARKET
RXPORTED HiMBURG . rrIcE Rio
10 HAMBURG PER 10 XIsnos 10 x1LO8
kilos Rs. gold Rs, gold Rs. gold
1889 79.042.300 48.067:346 65000 65297
1890 51.422.700 39.208:308 78620 68746
1891 69.249.900 46.207.288 6$673 58171
1892 102.111,900 54.388:734 59326 45161
1893 88.275.900 52.666:895, 58965

The German valuation is 1144 per cent. of the market value
in Rio, and deducting 15 per cent. for freight, duties, and
expenses, corresponds very nearly with the latter.

s
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~Belgium

The duta obtainable relative to ig;ports from and exports to
Belgium are, previous to 1879, very defective, and a too liberal
use has been made of averages to make the vesult of any great
value for basing conelusions, From 1873 to 1879 the annual
returns are likewise unsatisfactory, and appear to give the
“Special” valuations only, and not the “general”. From 1887 to
1891 the statistics are complete, and from them averages have
been obtained for the computation of the Years 1892-1893,

The only periods for which positive deductions can, 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:—

8 ——
ANNUAL A‘VR RAGE ANNUATL AVERAGR
PERIOD . EXPORTS INCREASE [1yopmy BY BRAZLL . INOREASH
T0 BELGIUM YROM BELGLUM
—————— —— | — e
Rs. gold Rs. gold
1886~ 1889 10.948.6483 15.227:213%

18901891 | 14.402:007% 32.4 of, 23,1321408 | 51.9 °fo
—_—

In this, as in the preceding cases, a considerable increase of
both exports and imports hag occurred in 1890.91 compared
with the three previous years, but the increage of imports {g
19.5 per cent. more than that of exports from Brazil to Belgium,

- Comparison of Belglan valuationg with Brazilian Prices:—

COFFEE : n;‘;clilégi‘
EXPORTED 10O VALUE BQUIVALENT |peR 10 KILOS;
Berarun nlrol?;{r&g: ¥
— B S e S,
kilos francs ' Rs. gold | Rg, gold

1888 ' 21,851.000 34.101.000 12.037.653 5§633 43901
1889 | 19.955.000 37.919.009 [13.365.407 63707 6$297
1851 | 20.292.500 39.002.209 (13-767.779 63784 5§171

— ———

I 198124 | 168369
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The average Belgian valuation of coffee imported from Brazil
is, therefore, for the years 1888, 89, 91 at the rate of Rs. 6§875
gold per 10 kilos, whilst the average market price is Rs. 5$456
for the same period ; deducting 15 per cemb. from the official
valuation for freight and expenses the balance Rs. 53410 will
represent the equivalent of the Belgian valuation of exports from
Brazil aboard in a Brazilian port, and corresponds very closely
with the market price.

Consequently Belgian estimates of the value of imports and
exports may be regarded as fairly representing their true
chancelling value. )

+ifew
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Portugal

The exports and imports to and frgm 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 Portugal 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 : —

T e e,
ANNUAL AVERAGE INCREASE ANNUAL AVERAGH INCREASE
© IMPORTS FROM AND EXPORTS TO AND
Porrvaar DECREASE Porrvgan DRCREASE

A ————— e -

PORTUGUESE PIRFUGUESE
Rs. gold Rs. gold
1867—1869 5.827:7798 5.844:007%

18701875 1.221:8195 | 1239 oo 5.622:6508 |- 3.7 /.
18761885 8.904:.9488 | 4219 o 4.391:3608 |—21.9 °f,
1886—1889 8.626:8318 | — 4.2 ¢/, 3.982:684% |- 9,3 A
1890 10.830:0068 | -+27.0 /. 3937:8438 | 0,14/,
1890—1892 | 12.093:6388 | -+41.8 °f 3.993:3558 |+ 0.3 o/,
1893 15.200:4198 :
—_—
The importation of Porbuguese products has inereased 46.3
Der cent. from the period 1867-1869 to that of 1886-1889, This
incrense, with the exception of one period of threas Yyears

an increasing population, The greatest increage 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 ag regards the exportation of
to Portugal is not; 5o satisfactory, and reveals
equivalent to 31.8 ber cent. sinee 1,
the year 1890, hut merely a diminj
this year markg an increage of
country, except &, Britain,

Brazilian produce
a steady decrease
867, and no increase even in
shed rate of decrease, although
exports to nearly every ofher
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To such a result, undoubtedly, the differential duties in
favour 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 progeeded from the Portiguese colonies,
and the rest from various other countries.

The duty recovered on foreign coffee is Rs0§150 (Portuguese)
per kilo, and that on the colonial product only Rs 0$080, or little
more than half, and accounts for its greater consumption,

The consumption of coffee in Portugal does not exceed % 1b,
per head per annum, and appears, according to the ecustoms’
veturns for 1889, to be even less than in England and in
view of the colonial competition,is scarcely worth any special
attention.
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Austria

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

Anstrian Yaluation of Brazilian Trade

IMPORTS BY BrAZIYL | BXPORTS 7o Brazir
ANNUAL AVERAGE | ANNUAL AVERAGH

Rs. gold Rs. gold
1882 —1885 1.210:526 17.016:091
18861889 2.989:809 19.037:749
18901893 2.468:864 24.038:369

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

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

The figures relative te the export of  Brazilian produce
previous $9 1893 have heen compiled from retwurns of the port of
Trieste only, and, therefore, if made uge of at all, must he
taken to represent a minimum valne subject to corrections,

that could omly he tavourable to the balance of Bragzilian
trade. i

i
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Republica del Uruguay

The statistics relative to the trade betweén Brazil and the
Urugnayan Republic are corplete from 1879 to 1894, with the
exception of the single year 1876.

Urnguayan Valuation of Brazilian trade 1872-1894

ANNUATL

AVERAGE VALUE| ANNUAL |ANNUAL AVERAGE ANNUAL
0F PRODUCE VALUE OF EXPORTS] AVERA G B
IarpORTED By | AVERAGE FROM BRAZIL INOREANE
BRAZIL FROM | INOREASE TO ox

URUGUAY Unvauiy DECREASE

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

18721875 | 3.049:7703 3.566:134%

18771885 | 6.583:0254+ 1058 | 4114:1445 |+ 1630

18861889 | 7.456:10884| 320 | 3890:482% | — 54

18001894 | 084710334 320 | 34194738 | 121
1872 2.766:54237 Las00 | BB129TES 1y 4
1804 | 15.196:076% ) 3.676:1045 |5 :

The development of the consumption by Brazil of Urnguayan
produce has heen uninterrupted, the annual average value rising
from Rs. 3.049,770§ in 1872 to. Rs, 15.196:076% in 1894, an
inerease of 450 per eent!

On the other hand, the increase in the consumption by Uru-
guay of Brazilian produce has been almost inappreciable, having
risen only 4.6 per cent., from Rs. 3.556:134% in 1872 to Rs;
3.676:1044 in 1894, and, with the exception of the increase of 16.3
per cent. in the period 1877 to 1885, always in a diminishing
ratio.

This wantb of reciprocity in the interchange of mutual pro-
duets must be the result of one of two alternatives; either the

* consumption of Brazilian produce gntisfies the maximum demand
for goods of their class, or the competition of gimilar products
imported from other countries intercepts a part of the trade that
should, on reciprocal grounds, rightly correspond to Brazil. On
the other hand the River Plate countries themselves command
a disproportionate share in this market for their own produce,
a share thatthe natural advantages of Joeality and proximity, as
well as of liberal tariffs transform into virtual monopoh'es.
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Analysing these returns we find that three of the most
important pranches of Uruguayan exports are absolutely
dependent on Brazilian markets for a sale of their products;
which absorbed, in 1892, 82.9 per cent., and in 1893 81.0 per
cent. of the whole value exported, & great part of which would
not have found a market clspwhere! )

Separating the different classes we find that Brasil 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 meab)
exportied Brazil took 76.6 per cent. in 1892, and 74.8 per cent.
in 1893, which would have been otherwise unsaleabls. 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
sndustry, which only requires sufficient protection to compen-
gate 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 ag the markets now consune.

The deparbure, in this instance, from the general policy of
protection to National industries, in favour 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 though intelligible as an indication of a wholesome conversion
to free-trade principles, constitute an irritating anomaly under
the existing system! i

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 ofthisindustry, which seems not impos-
sible, would be followed by its transfer o the River Plate, which
would then have no competitor. Bio 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
Uruguay. The increased supply of catile in the Urnguayan
markets would lower prices, and possibly the price of Xarque also,
though this is not so cortain, as the R. Plate producers would
fhen command a monopoly, and by intercombinations could fix
the rate of prices as they pleased. Any advantage therefore,
£hat Brazil at large might secure by such o 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 benefit of foreigners, :

The absolnte dependence of the prosperity of the State of
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Rio Grande on its pastoral industry, and the degree to which it
wust be affected by a failure op suspension of the Xarquendag
may be guaged by the following table showing the annug]
movement of exports for fonr years.

\

Total Value of Exports from fihe State of Rio Grande

———— —»4‘“_‘——*‘_ — ~-::.~*%m
1883-1884 1885-1886 / 1887-1838 I 1888-1899

—_— ————
) Ra. Ras. Rs. ‘Rs. :

Ox Hides........ 6.422:326% 7.309:948% 6.446:530% -5.733:839%

Dried mes, Xarquo|  5.531:1008 5.018:948 % 4.917:7728 8.897:8373

Grease............|  597:2065 G108L18|  516:8455| 461,073
Tallow............|  837.003% 082415 7204915| 20,3443
Horns............. 8.8908 93453 89.9658|  94:0738
Hide cutbings..|  30.9975 514385\ 27:396%|  24:5763
Tongues,...,...... 1272678 91:8455|  gg,096s 106.56443
Neats foot oil., 135965 174083 19:1928|  12:8608
Bones ........ ... ' 16:3078 20:865% 40:720% 49:240%

Tanned hides....' 115:3208|  120.016% 169:7728| 195:5193
Bone ash......... | 164:0118 211:881% 179:7548]  115.878%
“Saludoro Bxports ...,
Other Exports
Total Exports. ..
Subdero  Eaporty

13.873:8568| 144545838 L.3226:5034/16.720:7835
1727633 _58964215| _5.036:842 3.812:5235

18.046:6185, 18.351:0043] 18.963.345 $19.533:3068
68% ! 71889, 734 % 813/,

The total value of all exports from the State of Rio Grande
including ‘those o other parts of Brazil, for the four years
1883 t0 1889 amounted to Ry, 74,194:2733, of which Ra, 57,2175:724%
consisted of the products of the Xarqueada indnstry, equivalent
0 77.1 per cent. of the whole, :

What, then, would be the prospects of this important State if,
hy reason of the excessive competition of other more favoured
countries thig industry, the Prop and mainstay of ity trade,
were to fail p

" The continuation and Prosperity of the Xa.rqueada.in’neresthas
also a deep nationa) and political significance, and may he relied
on, when gther 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 fing o market for
its Xarque and cereals, which with theip by products constitute
77.1 per cent, of the whole value of exports, oxcept ‘in Brusilp
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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 fuvther
aggravate 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 ag it continnes to form
anintegral part the Republic?

The actual (1894) duty imposed on Xarque imported from the
River Plate is only Rs. 03060 per kilo, and cannotibe regarded as
sufficient compensation for the natural advantages of hetter
- ports and communications, as well as cheaper freights enjoyed
by its 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 quantity 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 Urnguay must fall by the
equivalent of the duby, and consequenfly would realize bebter
prices and be sold in Rio Grande in preference. The Rio
Grande Xarqueadas, in consequence, would reguire to: ad-
vance prices only sufficient, to compensate the advantages of
freights, ete.,, enjoyed by their competitiors, whilst loeal com-
petition and the production of the River Plate, always in excess of
the demand, would be sufficient gnarantee against an exorhitant

rise of prices.

In this case it appears possible that an increase of duties
would really 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 industry and the retention
of its profits in the country, a considerable gain would be
realized by the economy of freights, as;bthe Xarque would be
mostly carried in national bottoms, whilst if imported the equi-
valent would be paid to foreigners,

It is, howover, 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-
- gerve it '

If, therefore, & greater degree of reciprocity could be secured
by raising the duties on foreign Xarque, and the market for
Brazilian oxports be thus extended, nothing but benefit can result
from the experiment; as,if it fails to secure the object inview, the
loss, whatever it may be, will fall much more heavily on the
" foreign producer than on the home consumer! ‘
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Extract from the Anuario Estatistico of Urnguay relative
to the chief articles imported from Brazil.

1892 o 1893
=1 ] =
3 28 108 g Wowm o
S2 | 8EE |a88 | 3§ AOE
) FENEEM g 9 o3l (pf 2
Rk £58 |EfEe g 55 |20E8
=8 8% |nESE)l 8 & sEg |oDgd
Q& BHO Hew Bl OnM SEo (MEmE
9 | Hpg [FEcg) ERE | BEC |RERE
@ o B9 |medB| o © °8 |wiEo
g am sEEgll £ 2.4 |BNES
B b ZHg (oBE°) B 4 ;A oNg
o Rn 805 |28 E'8 |82
2] Hag [EHe & & o |27A
A LR H m A
$gold | $gold [$gold |l § gold | gold$ %
Bpirits of wine....] 2206 | 135.686 | 1.6 % 2,006 { 206.507
Farinha mandicen..| 1.172 1172 | 100 % 1.068 1068 | 100 %
Poa nuts .,.ivivnn| 2,076 2,076 1100 %
(8710 OO B X /1 | 6811 | 64.86% 8.248 6,505 | 49.8 %
Col00ummimvrmsnninn..| 184,200 | 180,008 | 074% || 206,641 | 210,504 | 94.1%
163,474 | 334743 213,043 | 433.574
Prepared yerba
P b0, 708.917 | 720,684 | 98.3% || . 782.425 | wor.827 | 98.2%
Unprepared do.... 3.337 3437 (100 % 119 119 (100 %
712.254 | 724021 | 98.2% || 782.644 | 707,940 | 98.0 &
CIgATS weveverrevrerninne 3 | 10126 |0.02% 4| 11,600{0.03%
Tobaceo pichua.....| I1L171 | 1LI71 | 100 % 13.974 | 14,085
Snuff...cirr g, 42 2870 | 149 3,257
Tabaceo in leaf ......| 51061 | 194579 | 25,6 % 41,502 | 159,219
Prepared tobaceo.., 276 7.051 3.0% 88 10,160
Do black tobacen ... 121 21 1100 % 122 122 | 100 %
Black tobacca inleaf] 104.064 104,064 | 100 % 78.770 72,082
Total tobaeco ........ 167.388 | 830562 | 60.8% | 185.737 | 2v0.875
Starch......... e W6 | 3L110 | 056% 30| 29974
BUBRY covvvvvinivnn| * 5BO1 (1,263,400 | 459 46,487 | 1,284,715 | 4.6 %
Total..corvirennn e, o [11.203.607 | 2.673.856 | 42.2% (1177791 | 2.815.884 | 41.9 %

The articles that appear to Lave almost reached their maxi-
mum development are farinhs de mandioea, of which the whole
amount imported proceeds from Brazil, as also oil of the amen-
doim, herva-matte, 98 ver cent. of which is of Brazilian origin,
a8 also is 94 to 97 per cernit of the coffee consumed. It is therefore
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useless to expeet any great development in the consumption
of these produets, except such as will result from the gradual
increase of population, and attention should bhe concentrated
on securing better terms for the following, all of which are
largely consumed :

1st. Sugar, the total con%umption of which amounts to
$ 1.253.400 per annuin, of which large sum Brazil only secures
4% 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.

4th. Cocoa, Brazilian exports49.8 to 54,6 per cent.

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

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

The same notable increase of imports by Brazil during the
period 1890-1894 is observable in relation to Uruguay as to all
the previous countries.
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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
IMPORTS FROM ANNUAL EXPORTY TO ANNUAL
BllAZIl’: INCIEASE BRAZII': DECREASE
Y A RGENTINA BY AIEGI‘INTINA
Rs. gold % Rs. gold %
18791885 |  3.351:484S ‘ 4.414:4173
1886—1889 | 5444:8818 | - 624 '4.308:9848 | — 24
18901894 | 15.634:443% | 1187.0 3.578:7148 | —16.9
1879 6.012:8308 | sopge | 083546 | + 16 %
1894 196429428 {200k | 41q504 (T 15%
e ) O AeeTa

Precisely the same causes that have produced the lack of
reciprocity in the R. del TUruguay likewise operate in Argentina;
and the same remedies indieated to redress this want of equili-
brium in Urugvay would, in all probability, produce here still
more beneficial vesults, as the Argentine market is much the
more important and can absorb far greater quantities of
Brazilian produce. Mo open out these markets should, thevefore,
be an object of solicitude to the government,
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Argentine produce is greater than that of any other country for
the same period.
Let us now see what Argentina tales in return,

Brazilian produce imported by Argentina s —
A .

1889 | 1894 1889 1894 | Inerease

XI1LOS KILOS S eorp $ oLy ofo
Yorba mate (P, ten)| 10,312,920 | 9,586,364 1,081.292 | 1111485 [+ 7.7
1.500.779 | 2,172,318 490,998 615,723 |4- 25.4
1.252.688 | 86,757 481,532 79.227 |~ 83,3
2,185,311 NTL 354,980 Nin o -1007,
Manioe lour (farifia)| 601437 | 144,705 (1800) 40,072 | 7.284 |—78 ,,
215879 166,320 [— 22,7
‘ 2.644.362 | 1.980.468 |— 25 <,

]

There has been g 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,
2549/, The consumption of Brazilian sugar fell from 2,185,311
kilosin 1889 to nilin 1894, and that of tobaceo from 1,252,688 kilos
to only 265.757. The cause of the shrinkage in Brazilian imports
is unquestionably the result of protective and prohibifory duties,

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 ig quite possible that, without
ré,ising the prices of articles of prime necessity such as consti-

. tute the greater part of Argentine export to Brazil, a renewal
of the reciprocity policy with the U. States or some other
produce exporting country might induce thege Republies to
comprehend that Brazil is thejr best and most advantageous
customer, whose good Araces it is a vital matter to conciliate,

In 1880 Argentine exports to Braazil represented 3.4 9/, of the
total to all countries; 6.1 °/o in 1889 and 13.7 °/o in 1884, being
now the third in rank and only less than those of G Britain
and France, )

Imports from Brazil represented 6.4 o/, of total imports in
1880, 1.6 o/, in 1689, and 2.1% in 1894,

Argentine duties on the importation of Brazilian produce
averages 48.8 °/, whilst on general imports it ig only 28. of,,
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United States of America

The United States is the best of all customers for Brazilian
produce, taking 60 per cent. of the whole exports, whilst sup-
plying comparatively liftle i® exchange. ;

The statistics relative to this trade are complete from 1883,
with the exception of the years 1869, 1873, 1775 and 1878,

. No system of valuation of exports and imports could well be

worse than that employed in the U. States, but especially for im-
ports, or more caleulated to mislead and deceive the incautious.

So defective, indeed, have these valuations become of late
years, since 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 correct them !

The annual report of the Bureau of Statistics for 1890 states
that—* The values of imported articles in this report are those
 which they bore in the markets of the foveign countries from
“ which they were imported. The dact of March 1883, excluded
“ from the dutiahle value the following cost and charges,
“ which prior to that act had formed a part of the dutiable
value on which valuations are based.

“The cost of transportation, shipment and transhipment 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
“ nsnal 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} </,; 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 com-
modities landed on ounr 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 tothe 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 speciul imports
are mainly values of the commodities prior to appraisement;
that is, the values as shown by the invoices prior to liguidation
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“ of entries. The forcign export values or those of re-sxports 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 represent either the frue 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 subseguently
to 1883 also by the cost of the charges already enumerated;
nor yeb the real value receivable by the U. States from other
countries on account of exportation of domestic produets, which °
is also less than the frue value by the difference bebween the
market values and total cost in the port of shipment, including
commissions, brokerage, packing, and shipment expenditure, but
not freight, to the foreign country.

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 frst
taking these discrepancies into considerabion, and making the
necessary corrections and additions to the relative values, which
would then sensibly modify the.favourable 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 Insbitution ab
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 seriots error in the U. States
trade accounts has lately been discovered by Mr. Ford, manager
of trade statistics at Washington.

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

Statistics compiled in such a fashion must undergo a severe
serubiny before they can be of any practical value. '

The following table shows the corrections necessary to reduce
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 Braszilian 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 por cent. rednced
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 theU. Statesvaluafjon of Brazilianexports. To this must
be added 12 per cent,, to cover charges from date of purchase to
delivery on board, and the total will represent the real interna-
tional value of Brazilian exports to U, States for 1891 and 1892,
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Por the two years 1891, 1892 the real or nett value of Brazilian
exports-to U. States, 221.252:1198 represents, therefore, only 60
per cent, of the nominal valuation 368,805:601% of the T. States
department.

The notable decrease in the official ‘valuations of Brazilian
exports for 1893, which have fallen from Rs. 216.743:3958 in the
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previous year to Rs. 145.208:451%, as also the reduction in the
official valnation of coffee from 20 cents to 14 cents per Ib., would
appear to indicate a return to more correct methods.

The enormous discrepancy, 60 per cent., between the real valne
and the U. States official valuation ofBrazilian imports for these
two years shows how little such valuations can be trusted to
represent their true international value unless the methods of
valuation in each country ave 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, to cover all sorts
of charges and freights to a port in Brazil.

The United States Valuation of Brazilian trade
from 1866 to 1894 with reduction of the valnations
Tor 1891 and 1892 to a gold basis.

a i i AVERAGE
=]
AVERAGE | A H AVERAGE gE | ANNUAL
B = h P& REAT VALUE o]
AN Al w3 [ ANNUAL | g | ] A
VALUATION | ¥ [ | VALUATION OF AR okt H oo
oF b BRAAILIAN EXPONTY B
& AL L 2 |ro U, Srars| & #
BRazLIAR | B O | pxeorrs To Bo INOLUDING % 8
IMPORTH <8 U. BTATES A8 [12% mvonxase, B B
PROM 8 % awmEnican] EZ INOREASE B H
U, Starzsl B B | vantar B9 | ron mxpowr | %
# T
R4 3 AHION | 5 4 DUTIES
it }_’: AND CHARGES
Y R AN
Rs. gold ofo Rs. gold o/o Rs, gold ofo
18661805 | 9,030:4308 36,0061:0463 30.081:0453

18711872 12,766:0283| + 32, 05.033:0078 | ~-02.8 | 05.033:0075 | -}-02.8
1870—1885 | 15.628:8378] -+ 29, 88.966:5813 -}‘;ii.D 84.701:6013 | --34.9
1880—1889 | 14,137:8078| — 9.5 95.056:2§5$ -+ 6.0 | 1000548075 | -+12,9
18901803 246042733 + 73,3 156.658:2258 | --02,6 | 124,134:6778 | +16.0

1866 9.482,7485 30,818:3353 30,818:3355

. }+171.8
1893 28,000:0008 146.308: 4513 | 162,745.465%

}+2m.5

Fromthe period 1866 t01893 the importation of American mer-
chandise by Brazil has inereased 171.8 yer cent,, there having
been & vegular increase with the exception of the period 1886-89.
In 1866 imports represented 26.7 Pper 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, compaved with the former period, and is usually
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attributed wholly to the influence of the treaty of reciproeity
that came into operation in 1890. Part, however, of thisincrease
would have 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 trogle of some of which shows an even
greater impulse than that of the U. States itself.

Thus, frem 1590 to 1803 the expert trade of Great Britain to Brazil increased 30.0 */,

» ,, » FrATICE v vuinrneererneirernirnenens 379,
" » 3 Germany ....oocevneurnn ... 659 ,,
2 2 2 Rep. Oriental............. .. 320,
o s » R. Avgentina.........coeeeeienns 187.0 ,,

T. States..ccvivereciiviirireenen 733 .

‘Without the assistance of any treaty the export trade of the
R. Argentina increased 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 bebter 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 withoub the
indispensable corrections for fhe miscaleulations of 1891 and
1892, and allowing for the alteration in the method of valuation
in 1883.

Tven after making the necessary allowance for the misealcu-
lation of 1891 and 1892 and reducing the U. States valuation to
its gold equivalent this does not represent the true value; -this
must le still increased by 12 per cenb. 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 increascof 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.30.818:335$,
in 1866, to Rs.162.705:465% gold in 1893; whilst the proportion of .
Brazilian imports to expcrts has declined from 26.7 per cent, to
only 16.0 per cent.

A comsiderable incrense of exports to the U, States is observable
in the years 1871-1873, equivalent to 92.8 % and a still further
advance in the perieds 1879-1885, and 1886 to 1889, whilst the
increase in 1890-93, with the reciprocity treaty, was only 16 9o !
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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 freaty didlittletoimprove, becanse the
principal American products in demand in Brazil ave, 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, its best customer,
it will be willing and delighted to do so, but not otherwise.
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Exports and Imports of all other Countries
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With the object in view of obtaining a maximum estimate of
the internutional dehit, or passivo, of the country, and a mini-
mum, rather than maximum estimate of its Credit or Activo,
the average annual value of imports fronm “all other countries »
has been raised to 5 °fo in place of 3.2 °/,, and that of Exports
reduced from 16.3 to 10 pet® cent., which, it is believed, will
give a fair estimate of their relative values.

S SU—————
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Summary of the Foreign Valuations of Brazilian Trade

]

It has proved impossible in Rio Grande to collect complete
statistics relative to the foreign valuations of Brazilian imports
and exports for each geparate year of the whole thirty-five com.
prised between 1860 and 1803, Whenever, therefore, the returng
for any particular year for any eountry were wanting an average
has been struck from the five preceeding and two snecessive years,

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

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

G. Britain......... 1 average for the year 1879
France.............. 1 “ o 1880
Belgium............ 3 ¥ R 1884, 1892, 1893,
Hamburg........ 7 « “w 1879, 1886,

U. States.......... none * o

Portugal............ 4 « oo 1883-84, 1891, 1893
Austrin............. none « € '

R. Oviental... ..., none o

L. Avgentina,.,... 1« o 1882

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

The different foreign valuations and averages have then been
added together, including 5 per cent, for unspecified countries,
and the aggregate value thug obtained augmented by 20 per
cent for freights, charges, and foreign profits from the foreign
port to delivery on board in Brazil. This' gives the total real
value of imports from foreign countries for whieh, aceording to
valuations of foreign customs, Brazil ig debtor. The percentage
adopted, 20 per cent., may he. congidered the maximum,
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As regards Exporbs 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 been discrim-
inated prior to 1887, those of German imports of Brazilian produce
havo always been so.

The averages made use of are as follows:—

Great Britain......... 1 for 1879
FLance....ocorerrcereenes 1 «' 1880
Hamburg....cocoveeie nil
Belgium.....ooovrenns W3 « 1881, 1884
Austria..... ... nil

Uruguay... .. nil

Argentina.... w4 « 1889, 1882, 1889-90
Portugal....covciineiens nil

T, States...cooene ... nil

TOTAL vvvvevrrens 19, in 126 valuations.

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

Trom 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 cenbt. has
been deducted as the equivalent of freights and charges from a
Brazilian to a foreign port. In this way the original foreign
valustions ave reduced to the real mebh value due by foreign
countries to Brazil on account of exports; freights and charges
being deducted because, being almost entirely peyable to for-
eigners resident abroad, they do mot constitute part of the
real national credit or activo, or of the nett value receivable,
although they figure in the foreign valuations as value payable.

To 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, hecause these valuations, unlike others,
are based on the mariket value in Brazil, and not that on board
in the United States.

The resultant grand total represents the veal mnett value
yeceivable by Brazil on account of jts exports.

a7
e ey S
s
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Local Official Valuations of Imports and Exports

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

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

With regard to imports the official valuation represents their
gold value at the rate of 24d. per mil reis. Consequently, 11.1 per
cent. should be deducted from the nominal value to obfain the
true gold value of imports. This dedunetion has not,, however, been
made because the official valnations 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 be
considered to be a minimwm, and those of imports a mawimum
valuation, 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 transcribe the following remarks of o most competent author-
ity, taken from an article on the ¢ Comparability of trade Stat-
istics” published in the British Board of Trade Journal for 1893.

“It will be seen, therefore, that theve is no uniformity of
practice in the compilation of the trade statistics of the various
conntries, where the greatest divergence exists in the systems
in foree hoth 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 the 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 withoub
distinction of origin or destination, the different prices for the
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article and for the conntry of production or origin, or the legal
value fixed in connexion with the assessmenb of duty. Again
there ave diffevences in the varions methods of caleulating
prices; certain values are absolutely out of date, and it appears
to be almost a general rule in the valuation of the goods o take
the price they ave worth at? the frontier, although in some
countries the value is taken at the povt of shipment.

The determination of the quantities has for a hasis, in some
cnses and some countries, the declarabions made to the customs,
in others the production of the invoices and bills of lading, or
an examination of the goods by the fiscal authorities. Ib is
more particularly in the exports thab confusion reigns, with
few excepftions the customs are sabisfled with declarations
which ave sometimes widely at variance with the truth. Af
first sight it would seem that exporters could have very little
inberest in deceiving the authorities, but thab they do so there
can be no question ; and this is more pa,rticumrly the case in
Germany, Austria and Ttaly. An a.rrsmgemenb has lately been
come to between these countries to assist oue another by
cheoking the declarations of the importers by those of the
exporters. In the methods of registering jmports and exports by
country of origin or destination therve is an absolute divergence
of practice, and in +this lies the chief wanb of agreement hetween
the trade statistics of the various countries.

In many countries only tables showing the general trade are
compiled and those that indicate the shave of the gpecial trade
do not all include the same elements. The clagsifications, again
differ essentially ; and this-nob only renders any attempt at
comparison almost impossible, but it is also the cause, where
the practice of establishing & valuation on the basis of sverage
prices is in force, of many i{naccuracies, the dangers of which
are increased when the subdivision of the goods is gmallest.

The examples quobed of the divergencies in the practice of
recording the import and exporb abatistios on the parb of the
various countries are sufficient to show how impossible it is
to institute any comparison between such statistics. To realize
this it is only mecessary to take the trade volume of any
country and try to reconcile the exports to a given country, as
fherein recovded, with the import returns of the latter, asshown
in their own trade volume. It will be seen at  once what
enormous discrepancies exist between the export retwmns of
goods of one country with the import returns of the other, not -
only in guantities bub in the valus ! ¥ i

At a meebing of the International Spatistical Institute at
Chicago in 1893, the following regolutions were adopted with
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the hope of introducing some method into the existing chaotig
condition of comparative trade statistics,

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

(B) That the abstract classification broposed for the Britigy,
EBmpire is advantageous, and he recommended fop adoption,

(0) That uniform lists of the Principal articleg of import and
export in each country, to the number of ahout 50, be Prepared
and recommended for adoption, so ag to admit; of internationa]
comparison as to thejr quantity and valye,

The local official valuations of Brazilian imports frgn 1886 to
1888, the latest obtainable, appear to have undergone son.e
metamorphosis . Previous to that date official valuations
appear to have corresponded fairly well wit), foreign valuations,
heing 96 per cent. of the latter for the period 1865 4o 1886,
whilst for the years 1886—1888 they show 5 sudden and inex-
plicable increase, 20 ber cent. in excesy of foveign valuations,

Had such an inerease of imports really occurred foreign
valuations wonlg certainly have shown some indication of 5 simi-
Inr inerease ; and if to this discrepancy he added the inconve-
nience of g fisea] year of 18 monthy ip 1886~1887, it will he
comprehended why the foreign valuations foy the Period 1886-89
have been preferved, and, reduced to the equivalent of offigin]
valuations by an addition to thejy value of 6 per cent, (the excess
of local valuation of imports over the foreign valuation for the
period 1879-1888) have been then included amongst official valug.
tions.  For the period 1865-1875, during which foreign valua-
tions are admittedly only approximate, offigia] valuations duly
corrceted werg 97 per cent. of those of the foreign valuations as
regards exports, and 98 ber cent. gg regards importg, Official
valuations may, therefora, he regarded ag sufliciently correct £or
that period,

During the Deriod 1879 ¢, 1888 officia] valuations of exports
represented 88 per cont, of the foveign valuations, and those
of imports 106.5 Per cent,

Consequently the official valuation of exports for that period
may be regarded as a minimum, gng that of imports as g
mazimum, the diffarence being, however, unimportant,

No increage has, therefore, been made in the valuationsg of
exports, as there ig everyreason to Suppose the local offieis] valua-

“tion with the hecessary additiong to be the moye correct, The
Statistics relative o the officig] valuations of imports from Brazil
by the Uniteq States show how cagily the foreign valuation, often
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may be exaggerated, whilst those of France and other countries

prove that the valnation is often permanently in excess of the

real market value.
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For these reasons the official valuations have heen retained
without any addition,

The official valuation of imports has likewise been adopted
without any reduction for reasons already given. The diffe-
rence between it and the foreign Yaluations is only 6 per cent,;
possibly a fuller and more earefyl ‘examination might prove the
official valuation of imports to be excessive.

1865 to 1885

’ Forereny VanvaTions OFFICIAL Vatvarions

————

UNCORRECTED/ CORRECTED UNCORRECTED CORRECTED

R T

Exports... 4.558.552:689§ 4.269.207:429% 4.074.742:000% 3.933.625:0008

Tmports... 2.882.395:678% 3.437.657:790% 3.389.808:0008 3.389.808:000$

—_——— . ——

Balanee in
faver of | -
Exports... +676.157:211% |+ 831.549:6398 +684.934:0008 +543.817:0008

M*’*——M

The difference between the corrected and uncorrected foreign
customs’ valuations of Brazilian exports is 6 ber cent.,, and that
for imports 48 per cent, The difference between the uncorrected
and corrected loeal va) uations 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 mada
in'the official local valuation have diminished the nominal balance
that they presented by 22 per cent.

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

Rccapitualating, we find that the differences between foreign
and offieial valuations of Brazilian trade are not 80 considerable
a8 is generally believed, and that these differences are usually
explainable and favour the accuracy of the official valuations,

luations of exports is the mogt important, and merits a thorough
investigation, in order 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
foreign valuations of Brazilian trade is, however, 'so considerable
as to vitiate the value of any geductions drawn therefrom 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 local valuations, the possibiliby of error most inevitably
produce a feeling of distrust in the conclusions arrived at,and
greatly prejudice their value.

The great desideratlwm of every student of national inance and
economy must be athorough and trustworthy cimpilation of the
vespective statistics, that, embracing a long period, will afford a
safe basis on which to found deductions, without which all con—
clusions are little better than mere speculations.

That ample material exists for realizing this desideratum is
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
rveference, and which, if not absolutély corvect, are at least suffi-
ciently so to guard against gross error, and may undoubtedly be
rendered 1)e1fect1y 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.

eeifiee

10
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Importation and Exportation of Bullion
S

The importation of bullion or specie owes itg origin to three
canses. It must be the result either of payments on aceount of
merchandise exported, of the investment of foreign capital, op
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 a,lready specified gnaranteed and
independent foreign companies, its equivalent value has been al.
ready taken into account and placed to the international credit
(activo), so thab 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 capital imported for hon-specified
undertakings and for investment will only increase the debit
by the difference between the amonnt 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 satistactory 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 caleulation of the international debit
and credit. Ttis certain, howaver, that conld complete statistios
be obtained the result would favour the international credig
(activo). .

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 fo 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 caveful 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 remitted for private
burposes must be very considerable, that imported must be so

also, especially if foreign credits for business purposes are
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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 intermational- credit' (activo) and
though they increase the ultimate liability of the eonntry
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 liguidated, and which is
ever increasing in value and importance.

These factors, like the importation and exportation of
bullion, are undeterminable and, consequently, have been also
entirely left out of the caleulation of infernational payments.

sl
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Government Expenditure Abroad

P

The expenditure of the Government alroad varies consi
devably 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 conntries
to Brazil, and, it is to be presumed, will equally figure as
imports in the Brazilian valuation of foreign frade, and
consequently must not be taken into conmsideration 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 iy taken into account ;

1889 1891

Rs. Rs.
Ministry of Interior...........ccooue.n,., 79:0688 556:259%
“  Justice.,........ 19:3993 26:723%
« Exteriov..............oooovl 660:6493 | 1.064:690%

532:970% | 1.936:6568
911:323% 422:289%
397:430% 533:726%
Agrienlture............ . ...... 2.153:7508 | 6.126:278%

5.354:5808 | 10.686:6163

Deduct expenditure to be incladed as
IPOrS..iv e e 4.654:241% 9,566:5583

Balance of National foreign expendi-
ture exclusive of imported objects

and service of 1oans,..................... 700:348% | 1.120:0588

Service of internal loans, 1868, 1879,
1889. payable in London................. 3.868:146% | 6.446:5088%

Total payable in London,.................. 4.568:4948 | 7 .666:6563
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The foreign administrative expenditure for 1889 was,
therefore, 700:348%, and for 1891 1,120:088%; if, then, the
average annual expenditure he estimated at 1,000:0008 for
the years prior to 1889, and at the 1,120:000$ for subsequent
years, this may be considesed 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 manmner already deseribed, when payment of the
service is effected abroad, : ‘

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

National Gold Loan, 1879, Interest

and Amortisation.......cco..one Rs. 2.876:486% gold
National Gold Loan, 1889, Interest

and Amortisation..... .......... 3.520:678% .,
CoImMISSIONS . 0svr vrreernieanenisninniin 40:534%

Rs. 6.446:598% gold

As it was impossible, in Rio Grande, to obtain precise in-
formation as to the payments on this account for each
separate year since 1869, the expendilure has been estimated
at an annual average of Ra 2.876:486§ for the years previous
to 1890, and ab 6.446:598%.
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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 valte of the
different factors already determined, which may be recapitulated
as follows: The Debit or Passivo is composed of :—

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

2nd. All foreign chavges, including the interest and amortisa.
tion of all foreign loans, whether federal, pro-
vineial, or municipal ; the interest and dividends
of guaranteed and other foreign industrial
undertakings, and government administrative
expenditure abroad, including the interest and
amortisation of the National internal loans held
in Europe,
Srd. The profits of foreign capital employed in commercial
: operations, when remitted abroad, and private
remittances of all kinds, ‘
4l The valuo 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 board ab the port of
shipment,
2nd. The real value of all foreign capital imported or invested,

drd, All bullion, securities and values of other kinds exported.

As it has proved impossible to obtain even approximate esti-
mates of the value of commercial 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 Paraguayan war that has been estimated at Rs. 180,000:000
gold, or about 60 % of the total cogt of the war, and has been
distributed equally over five years, :
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When the international credit, ot activo, exceeds the debit or
passivo the supply of bills must be greater than the demand, and
vice wersa, and international exchange is affected in the follow-
ing manner:

When the supply of billg is greater than the demand, gold
must be jmported to make goad {he difference, exchange will,
therefore, rise by the amount necessary to pay the expense of
importation to what is called the maxinmwmn gold or specie point,
'at whieh gold commences to enter the country. In a similar
manner when the demand exceeds the supply international ex-
change falls to the minimum gpecie 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 nominal exchange or the local value
of the cmrrency, and must be considered when that subject
comes to be discussed.

Tn Buenos Aires the expense of shipment of bullion is aboub
2d. per gold dollar of 475d. par value, or 0.8% , and the maximum
and minimum gold points, irrespective of the rate of discount, is
consequently about 48.42d. and 46.82d. respectively. Al
48.42d. gold commences to enter the country, and at 46.82d.
to leave it.

In Portugal the par value of the milveis is 58%d. at
the rate of 40 lbs. troy of gold per 1869 sovercigns of 22
carats, equivalent to Rs. 48500. 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 523
pence, and the maximum ab which it commences to return 53d.

In France the par valune of £1 is25.221 francs. At 25.340
francs, the maximum gold point inclusive of charges, gold enters
the country, and leaves at 25125 francs.

Although in Brasl the {wo exchanges are not distinguished,
but fused in one single quotation, international exchange must
Pe affected in a precisely similar manner; and, caleulating the
charges for shipment at the same rate as in the River Plato
0.80 ¢/, the maximum specie point will be about 27.21d. irre-
spective of the rate of dizcount, and the minimum 26.79 pence.

The appreciation or depreciation due tn this cause should,
therefore, be subtracted from the market rate, whatever it
may be, in order to obtain the Toeal appreciation or deprecia-
tion of the currency when international exchange is rising, and
added when it is falling.



st have been the

t, but some factors of
1861, and to base conclusions

en

s, the value of which have

, we obtain the following annual ba-

been already determined
lance of International p

which if not Precise, because

ics defic
riation and exportation of bullion

ttances, have been left out alto-
gesince

gh to show what mu.

— 136 —
impo
remi

ayments,

tance, such as the

Combining all the different facto
and the value of private

ether, is approximate enou
courseof international exchan

not only are the available statist:
thereon.

impor

o
D

_, .
$8SLPIYEE —— |§090:70LZ8 + , £68T
828650 90— $880°850°L8T— : 268T—068T o9 | Sureg
. ._wmotﬁm.mmm+ 8$169'298'26 + | 688T—088T of | Sursty
‘mmmmmﬁ.zﬁ SILYSOT'S  + | 988T—9L8T ob | Surmreg

S0L6'L8Y 68T+ | $8L2°S66H5g + SL8T—OLBT of | Suisty

$899'¢78 15— $80H:65G°86T— 698T—2998T oz | Surrey
$689'88£°98 + | 498T—T98T oI | Sursny {qSig
p1o3 pios pIod8 pros
BNOILYaTYA ENOLLVATYA ENOILYAIVA SNOIEVATYA
NDITAO T IVIOILIQ NOLIHO TYIDIZaQ) aoraga TORYROX

[
| |0 LNAREAGRY
i
i
t

Q>nmm4..H..,~°.~n:mHQ AVNOTLY NEILNE m CALLDY 70 IIGHYD AV NOLLY LI NY
IFANKY Qi1 d0 MACAYI NI ND.A#Gim \ HHL 10 WI0AVI NI HOZdﬁdm




— 137 —

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 heen
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 un-
favourable nabure of the balances, exchange rising when they
have been indisputably favourable, and vice-versa.

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, n 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 forsign customs’ valuations of imports and
exports with the course of exchange is an additional and powerful
reason for giving  decided preference to the local statistics; but,
although good reasons may exist for so doing, it cannot be denied
that no certainty at allis inspired as to their accurracy, nor can
there be any wuntil the precise value of both imports and ex-
ports are determined in a regular and methodical manner by the
proper suthorities. Ample vesources exist for the organization
of a statistical department, that with time and labour could
reduce the mass of diffused dale to order, and thus secure to
the student of the national financial and economieal situation
trustworthy information and material for scientific investigation.

Adopting, therefore, the balance of international payments ob-
tained from theuse of the local valnation 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 country having heen 86.328:589% for
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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 1565.565:4058 the effect in great part of the Paraguayan war ;
international exchange foll, and the value of the currency
declined from par to 14d. In tfe third period, 1870-1875, the
favourable halance amounted to 254.995:7788% and the market
rate of exchange rose rapidly to par again. In the fourth
period, 1879-1885, the balance of international payments wag
barely favourable, only 5.105:6758 ; this favourable balance wag
80 exiguous that any trifling addition to the annual debit on
account of private remittances Or some extraordinary expen-
diture, of which account has not been taken, might have heen
sufficient to turn it against the country; but, in any case,
the origin of the great fall of the market 1ate of exchange
in this period, from rar to 174d, must be attributed to the
local depreciation of the currency, or nominal exchange, and
not to the influence of international payments, that could
not have been very unfavourable. In the fifth period 1886-1889
the balance of bayments 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, cooperatin g
with other causes that powerfully depreciated the local valus of
the currency, reduced the market rate from par 01044, in 1892,
In 1893 a partial Improvement seems to have taken place by
which the unfavourable balance is reduced from an annual
average of 62.350:699% in 1890-92 to 22.464:4508, but is still un-
favourable and must, therefore, bhe exereising a depreciating
inﬂuencev 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 nomingl exchange. In the pe
riod 1876-1885 no subtraction nor addition will be necessary.

—\4.;}:@‘—&“_
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PART II.

Nominal Exchange of the Local Depreciation
of the Currency

In arder to arrive at a clear conception of the phenomena of
nominal exchange it will be well to call to mind some of the
principles of Political Eeonomy that are most directly concerned
with the value of money and currencies,

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

Money is bubt a cireulating medium for the inferchange of
commodities, and its value, like that of all other commodities, is
determined by its cost of production and considerations 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, bulk, 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 medinm yet invented, noting, however, a
decided tendency to wbandon the nse of silver as money, in con-
secuence of its greatly increased production and the consequent
variations in its value. Metallic money, being acommeodity 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 moxney from a mere convention, and convention alone,
therefore, is sufficient to confer this power on any - snbstance,”
be it bits of stamped metal, or printed paper termed notes, or
gven sea shells such as constitute the circulating medium in
parts of Africa.

Some Economists have maintained that whatever adds fo in-
dividual wealth must similarly increase the National, but this is
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not a necessary consequence, or otherwise the simplest method of
augmenting National wealth would be to increase the internal
debt.

If, however, bank notes or Paper-money of any description
cannot increase the wealth of a gountry, being meye Promises to
bay, orright to exact an equivalent shave of that wealth, they
are certainly money so long as they continue to exercise all its
functions ; and, when the cireulating-medium of any country is
wholly confined to this class of money, be it convertible op no,
it must exercise precisely the same functions, and he ruled hy
precisely the same laws as those that determine the value of the
cireulating medium that is wholly metallic. Stewart Wil states
that: “The great difficulty, so far, with regard to Paper-money
has proved to determine its value ; that is the general power it
Possesses for the purchase of commodities,” but thig difficulty
seems to be more the result of the misconception of ifs true
functions, 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 cirenlating medium, whatever may be its nature, is Tegn-
lated by precisely the same laws of cost of production supply and
demand; and there is no reason to believe that bhecause this
medium consist of inconvertible baper-money, instead of gold or
silver, that these laws then cease to determine itg value, or that it
does not continue t0 be the exclusive standard of local values of
every kind.

So long as baper-money is convertible at sight, and the credit
of the emitting authorities is unimpaired, its value will correspond
to that of the metallic money in which it is payable; and its
quantity in civoulation he controlled by the demand, and can
never hecome excessive, as the moment the supply exceeded the
dewand it must return on the emittor's hands,

Stewart Mill has shown how a currency originally convertible
may by neglect ox ignorance, drift into inconvertibility. “ Sup-
pose,” he says, “that in a country where the issue iz wholly
metallic an emission of baper-money is made by the Government
to the amount of half the metallic currency and in payment of
salaries or debts, The eivenlation being thus inereaged 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 compengate the unfavourable exchange that the rige in prices
must have caused. The bullion would be then exported and dif-
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exportation an amount equivalent to the emission of paper-money
had been withdrawn froni the circulation, or prices fallen in con-
sequence in that country aud risen in others until they again
reached the same ratio in all. The only differcice, as far as the
supposed country is concerned, would be superseded by another
half metallic and half paper.” e

Practically this wonld 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 increase
its circulation by somuch. There would, therefore, be in addition
to any local effect, a fractional and general rise in all prices.
« Suppose” Mill continues, ¢ that a new emwission of paper-money
take i)lace; the same series of phenomena would recur, and soon
consecutively until the whole metallic currency had been driven
out of the country.”

When, however, the metallic eurrency had been entirely su-
perseded by an equal amount of paper-nioney, and the former
almost entively driven from the country, and prices returned to
their original ratio in all countries, the situation though dan-
gerous would be not untenable so long as forvign exchanges con-
tinued favourable, and no demand for bullion for export avose,
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 hecome 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, ovthe character of the balance of international payments,
exercises on the value of the cwurrency has lead fo the gravest
orrors of hoth appreciation and practice since Law first evolved
his scheme of enriching Humanity by unlimited emissions of
paper-morey.

In the “Manual de Economia Politica* of Dr. P. A, Albu-
querque, professor of the faculby of law in the University of Per-
nambuco, will be found the following typieal illustration:
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“As it is in the power of the Government, whilst Preserving
the same number of metallie monetary units, to reduce the weight;
of its gold and silver coinage, without this debased money lowering
its original value, so long as the monetary units of the debased
coinage correspond to the neeefsities of the cirewlation, it can
likewise substitute copper or piper-money for that of gold or
silver, so longas the same number of inonetary units are Preserved,
Paper-money is an artificial money, the value of which ig derived
exclusively from its utility as an instrument 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 ig 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 ag regards the exchange of com.
modities, being even preferable, Pa.per—mouey, even when incon.
vertible, so long as its guantity is in proportion to the neecessities
of commerce, will maintain its nominal value and only by excess
of emission can hecome completely depreciated.”

With Dr: Alburquerque’s conclusion we perfectly agroe, hut
not with the reasoning by which he arrives at it

The rigidity of the cireulation entailed by a regimen of incon-
vertible currency is DPrecisely the reason of the oscillations of ity
value, Were the supply always Dbrecisely proportioned to the
demand by the withdrawal of part from ecirculation whenever
it gave signs of being excessive, as is done in France, no deprecia-
tion, further than might he operated by the transitory influence
of speculation or similar canges, would be possible; but it i
beyond the power -of any government or emibting authority
whatsoever to maintain at. an uniform valve a fixed quantity of
inconvertible baper-money, or what Dy, Albuquerque 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 bayments determines,

In & country in which development of every kind had already
attained its maximum, and where there was no foreign commerce
whatever, or where international payments were exactly balanced
the equilibrium of the demand and supply of the circulating me-
dium  thus realized might maintain an inconvertible currency of
invariable quantity at a fixed valne, Such conditionsare, however,
impossible, and, otherwise, directly the balance of international
Payments became unfavourable, and conld mnotbe liquidated by
the exportation of merchandise, the nominal value conferred on
the debased currency, that Sr, Albuguerque supposes to have
been' iseued,  must disappear. To make good the international
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deficit, gold must be exporbed ab its real, and not its nominal
value. Consequently, the priece of bullion must rise and affect
those of other commodities, and the conventional value of the
debased metallic gold currency be altered although no change
hasoccurred in its quantity or in the number of the monetary
units in cireulation. ®

Most, if not all emissions of paper money were originally either
acbually convertible into specie at sight, or; ab least, were fivst
issued with some intention or pretence of conversion abt some
future date.

Abuse of this self assumed function of government has heen
invariably the cause that has led to inconvertibility, and not
any pretended advantage or preference for depreciated or de-
based currencies; whilst the origin of this intolerable nuisance is
to he traced to the ignorance, neglect or contempt of constituted
guthority for those natural laws that regulate the social relations
of men. The investigation of these laws is the proper function
of Political Economy 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 clementary acyuaintance with the frue principles of Po-
litical Bconomy 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 currency itself will be exported as bullion, and thus dim-
inigh its volume, whilst in the second, the volume of the paper-
money in circulation will remain unalsered.

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 canse.
Tf, 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
o dabsurdum, from which we can only conclude that the value of
the currency is not determined by the price of gold, as generally
supposed, bub by the ratio between the general demand for the
circulating medium and its supply.

‘When as has been already shown, the currency consists wholly
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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) exceeads the supply their
price must continue to rise. This will not, however, determine
the value or general purchasing power of the currency, but only
the price of exports estimated in"pa,per-money, the only loeal
standard. Its value must he determined by the proportion of
the general demand for the circulating medium, that is the
aggregate value of all operations of exchange, to its supply or
(uantity in eirculation,

Neither the rise in the price of a single commodity, such ag
gold, although it be the medium of foreign exchange, nor even
that of all exportable commodities can affect the value of the eup-
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 marketabls 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 cwrrency, however, will not be in
the ratio of 50: 25 which is only its depreciation with regard to
those particular commodities, but in the vatio 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 currency would coincide always with
the depreciation in relation to gold and exports; but it has been
shown, and indeed requires no demonstra.tion, 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 eurrency, therefore, depends on the ratio of
the general demand for the cireulating medinm o 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 stoek of gold to the
Paper-money in circulation, ag long  as international exchange
were favourable and, therefore, gold wag being imported and its
stock increased, the value of the cwrency ought to improve
uninterruptedly, the contrary being the cage when internationa]
exchange fell, .

Such, however, is not; the case, as the record of the course of
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exchange and the premium on gold in Buenos Aives plainly indi-
cates. During the year 1895 the oscillations of one and the obher

were as follows:

-
Ivvenwarionar | Presoom ow VALUE OF rHE

EXCHANGE : GOLD CURRENCY

pence pence

January............... 48} to 483 | 250 to 260 % | 16} to 15
February... .. ......| 48 — 485 | 245 — 260 « | 15 — 15}
March.............. 48} — 48 | 247 — 255 « | 143 — 15%
April e 485 — 48y | 263 — 275 « | 153 — 15%
Mag.oenn.., 473 — 47k | 248 — 218 < | 15 - 154
June...c............... 473 — 473 | 240 — 264 « | 15} — 14}
B SR 4T — 4T§ | 240 — 252 « | 143 — 14}
Aungust............... 48F — 48} | 232 — 239 | 14 — 134
September............ 48 — 48} | 214 — 230 « | 133 — 133
October......... ... 48 — 48} | 219 — 234 < | 133 — 143
November............ 48 — 48} | 229 — 238 « | 15 — 144
December........‘ ..... 488 — 48} | 229 — 235 < | 141 — 143

The par value of a peso (dollar) gold is 47§ d.

‘With the exeeption of the single month of May, foreign inter-
national exchange was uniformly favourable, but, notwith-
standing, the value of the currency fell from 16% to 144 pence, or
more than 12 per cent., the fall being, precisely, most marked
when international exchange was most favourable!

Similar discrepancies o those noticed in Buenos Aives between
the tendency of international exchange and the market value of
the curreney will be observed to have taken Place in Italy nnder
similar conditions. The following tables and criticismare obtained
from a brochure by 8r. Rodriguez de Freifagi—

* This Nation (Ttaly) 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 numerous

11
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market guotations of exchange, will show. It is well o know
that the Italian money is the lira, and is equivalent to a franc.
The guotations between France and Italy ave, therefore, in per-
centages. There were, however, two prices quoted; one if the
bills were payable in gold, the ofher if payable in paper. In
soms of the following quotations the letters p and ! indicate
respectively profié or loss :

QUoTATIONS

In paper In gold

31st December 1874............ 9% to 98 % to}
1st April 1875 8 — 7% 1 —3%
3rd June « S 6k —6F 3} —3

23xd December * ... 8 —73 3 —1

30th- December * ........ .. %—8 & —3

30th March ~ 1876..... 8% — T4 § — 3
Tth September ¢ ......... %

28th October  1880.... %

4th November * ...

2nd December © . ........ 33 — 23
23rd December *
19th January 1882 ...........
26th January s
17th April «

5 — 5} - 3 — 4l
28— 2% par —3p

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

All the confusion of ideas thab envelopes the subject of the
value of inconvertible currencies appears to originate in the
initial error of refusing to paper money, the same functions
exercised by any other kind of currency.

The circulating medium of any country, whatever it be,
whether gold, silver, or wampum, mush, so long as it exercises
the functions of mouney to the exclusion of other descripfions, be
the sole standard of value in that country. By this standard
all prices must be 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 local circulating medium is
the true standard, and that the price of gold must be deber-
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 advaﬁmge can there be in attempting
to impose a second standard of value by which tomeasure the
local standard, or to pretend that, contrary to experience, the
value of inconvertible curvencies 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 thab
of the differential rise of prices,that is vecognized to confer such
indisputable advantages on production in silver-using countries,
and constitutes the main argument in favour of Bimetalism.
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Theory of prchange

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 Varnuz or rae CURRENCY 18 THE RATIO oF THE DEMAND
to the SurrLy: ‘

If then V and v’ represent the value of the currency at dif-
ferent dates.
S and ' represent the supply, or amount in cireu-
lation.
D and &' represent the demand.
then « = Vd'S.
D¢’

To obtain the marketi value of exchange, or the nett value
of the currency, the appreciation or depreciation, whichever the
case may be, created by international exchange must be sub-
tracted or added respectively from the values V and +*, thus de-
termined.

Stuart Mill, in his manual of Political Heonomy states that
the value of the currency 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 considerable
changes, as it is clear that the same amount of currency that at
one time may be ample to meet all demands, may at another
be excessive or insuficient, owing for example to a simple in-
crease or decrease of population. Why and how the local value
of currencies, whether metallic or otherwise, must vary in
inverse ratio to the supply, so long as the demand remain
constant, will be best understood by an illustration.

Supposing that in a country with absolutely no foreign trade
or communications of any kind the currency were suddenly
doubled by a Government issue, no change having taken place
meanwhile in either consumption, production, or population.
The demand for curvency with which to effect the usual operations
of local exchange will (if we neglect the purely transitory effects
of speculation that such an inerease of the cireulating medium
must give rise to) have remained unaltered, whilst the supply of
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money, the medium. by which one satisfies the other, has been
doubled. The same operations must, thervefore, continue to be
effected as formerly, but with double the amount of money ;. and,
consequently, a general rise in prices must occur in proportion to
the inerease of the currencf. By suddenly increasing the volnme
of the currency, 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 be
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 correspond
exactly to the demand there can be no deprecintion. The difi-
culty is fto recognize what the precise valno of the demand
amounts to, and thereby regulate the supply.

The demand for tho circulating medium is not, as is often
imagined, a normal quantity that varies only with the increase
or decrease of population, but is 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 international payments is to he
attributed the grave errvor, already referred to, that assumes
the depreciation of the currency to be impossible o long as its
guantity is proportioned to the increase of population.

The demand for the circulating 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 simulta.ﬁeously weak or
falling. This purely local demand is an ever varying guantity,
inflyenced by changes in the population, of habits and customs,
and by speculation, and the animation of local business. That
the changes of this purely local demand for money exercise a
great influence on the value of the currency is well illustrated by
& phenomenon of regular oceurrence in Buenos Aires. Ab certain
periods of the year, during the wool crop and harvest, there is
a greatly increased demand for money, discounts rise, the banks
are 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 & constant supply the premium on gold must have fallen
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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 fhis process, but such is the
general tendency observed for a sufficiently long period to
warrant corclusions.

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; bub
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
gelling 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 he
re-shipped in large gquantities, Neither in fact takes place; and
both in 1894 and 1895 foreign exchange has remained almosk
uniformly favourable, whilst the shipments of bullion have
never been extraordinary.

In countries that possess a metallic currency its valie 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,

* Brd. The “international demand” that is determined by the
nature of international halances.

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, ata discount when they
are less, and vice-versa.

The fivst 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 increage in the ratio of the
growth of population to the quantity of cwrrency in circulation,
and the value of the ecurrency be proportionately raised.

The second class of demand depends on the volume of local
business, exclusive of thate 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 circulating medium increases, and the value of the currency
rises, and vice-versa.

The loeal 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
is influenced by the habits and customs, state of credif, and
methods of transacting business in each, and maintains &
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.

Franceo...... francs 202 = Rs. 715306 gold per capita

Cuba......... “ 155 = “ B4$T16 )

Holland.... “ 143 = * 464949 < “«
Belgium.... “ 127 = ¢ 455831 “
U. States... “ 122 = “ 438066 o
England.... 67 = ¢ 23866l * s
Russia..... . 35 == ¢ 128365 ¢ «

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 coeflicient 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, liquidated 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, sufficient or no, by comparison 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 i5 will quickly prove
itself so by a rise in value.

S0 long as the rate of exchange ds below par value (27d.), as
the supply and demand must necessarily be in equilibrium, the
supply will be represented by the amount of baper money in
cireulation, and the demand by its real or metallic value, or by
their coefficients respectively, allowing for the appreciation oy
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 cwrency will no longer necessarily coincide with and
represent the demand, because when par is reached the demand,
although it may go on increasing, cannot raise the value of the
currency proportionately, as its maximum is fxed by that of
gold coin, also a legal tender,

To determine the total demand af any moment is, therefore, a
simple matter; the difficulty is to discriminate exactly the pro-
portion that corresponds to each of the three factors,” popu-
lation, which determines the * normal demand,” business
transactions, and international bayments. The first and lash
are possible to caleulate, but the demand that originates in
business transactions and speculation, ete., is quite undetermin-
able except by subtracting from the total demand the sum of
the first two.,

During the first Dperiod, 1861-1864, the amount of currency
actually in circulation was Rs. 108344 per capita, and international
exchange heing favourable its nominal and real values coincided,
As it is unavoidable to start without some assumption, it may be
fairly presumed that the minimum demand for the civeulating
medium was certainly not less than Rs. 115000 per capita during
that period, because when exchange reaches par its veal value
no longer represents the true demand, but is somewhat less.

Sta.rtiug, therefore, with the assumption that the demand for
currency was 113000 per head in 1861-64 with exchange at par,
it is possible, Presvming the demand to have remained constant,
to determine the depreciation of the local value of the curvency
for different periods, by application of the rule that the value of
the eurrency is in inverse ratio to its coefficients per capita.

Thus for the second beriod the equation wounld be, when. the
quantity in civeulation was 14419 per head: —

2741 v 11148419 : 118000 = 20.59 pence
and the depreciation corresponding to excessive emission 6d.41
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or 24 per cent. The coefficient of the real value of the currency,
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 11$000 per capita, either on account
of an increase produced by &;a,vom‘a.ble 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
Dby the equivalent of Rs. 33704 per capita, the coefficient of the
unfavourable balance ; so that the theoretical demand of 115000
must have been thereby reduced to 78296, unless the difference
between this and the total demand of 115057 had been compen-
sated by a positive increase in other local demand equivalent to
Rs. 33761 ; the total local demand, consequently, would then be
represented by Rs. 14§761, in lieu of 118000.

To find the value of the coefficient of the total local demand, the
value of the ‘international’ demand, or that consequent on the
balance of international payments, must be added to the coefti-
cient of real value, or total demand, when the balance of inter-
national payments isfavourable, and deducted when it is unfa-
vourable.

Thus for the period 1865-1869, the coefficient of real value, or
total demand, was 118057, and that of ‘international’ demand
3%$704 against the credit or activo, then:—

118057 +38704=143761 ov local demand per capita.

In the same manner the ‘local’ and ‘international’ demands
for the cwrrency 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 hoth 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 undeterminable, and
varies from day to day. The only means of arriving 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 cumrrency.

Tn & similar manner the only method of recognizing the
variations that are actually taking place in this demand and its
influence on the curreney is by careful observation of the other
two, and of the accumulations of deposits in the Banks and the
comparative rate of discounts.
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If, for example, it is found that international exchange is
indisputably favourable, the banks replete with deposits, and
discounts low, whilst exchange continues to fall, it can only be
concluded thab this is the result of a falling off in the * business »
demand, that may originate im a multitude of causes. The ap-
proximate determination or resolution of the total demand for
the circulating medivm in this manner can be of little practical
value, and is useful merely to show how the variations of the
most oscillating factor of the local demand, that for business
transactions which is generally neglected altogether, has exer-
cised, and must continue to exercise, a dominating influence 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.

Tt is, therefore, unnecessary to search for extraordinary canses
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 ocemrred even had no private remittances
been made at all; though, of course, 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 colwmn in the
table on the preceeding page that the local demand must have
increased considerably during 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 currency
niust have fallen to an average of 13d,in place of 21-31d., even
without taking into account private remiftances. The balance
of the “business” demand must, therefore, have been equivalent
to 3§761 per capita, and suficient to raise the total demand to
14§761 per head.

This increase in the * business demand” may be explained in
two manners; either because the “normal” or theoretical demand
adopted of 118000 per capita was insufficient, and did not repre-
sent the true coefficient of this factor in 1861, or becanse 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.
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During the next period, 1870-1875, the local demand sank to
Rs. 133487; but, as has heen already 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, 18%-1885, the local demand re-
mained almost stationary at 135987, and continued at about this
rate during the succeeding period 1886-1889, In 1888 the rate
of exchange rose to above par, and, consequently, the coeficient
of the real value of the fotal 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. 133969, and the demand
necessary to raise exchange o 274d would he equivalent to
145§260.

Taking the supply at a round number, 14$000 in New of 135967,
the situation at the close.of 1889 was as follows:—

Supply of currency Rs. 14$000; Demand, Ra. 14$260; in 1890-
1892, the Bupply had increased to Rs. 345387 per head and the
“international” demand, consequent on adverse balance of
foreign payments, had fallen by Rs. 45095, reducing the demand
to Rs. 10$165.

Had, therefore, no local civeumstances 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

: ... 14260 , 34987
the supply; then, 27d ' : x:: 1460 * 10165 = 7d. 86.

The inevitable consequence, therefore, of the simultancous
unprecedented increase of emission and of the fall of international
exchange must have been to depreciate the rate of markeb ex-
change during the period 1890-1892, to 7d. 86, and if tha rate
was actually maintained at an average of 17d. during this period
it could only have heen in consequence of some very considerable
inereage in the Zocal demand, seeing that the balance of bullion
exports and imports as well ag of private remittances was also
unquestionably unfavonrable, :

The rate of the local demand sufficient to maintain exchange
at 17d. must, therefore, have exceeded 118322 per capita, in order
to raise its value from 108165 to that of the average real value
of the currency, or nett demand, 215487,

Such an unprecedentad inflation of the local demand was the
simultaneous result of both a recal anda transitory cause; the
real cause was the animation noticeable in every class of business
or industry since 1888, which still continues, and the transitory
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canse the reckless speculation which in 1889-1892, absorbed such
immense quantities of money as to find an increase 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 giltceeded 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 to the element of speculation has
not been entirely eliminated, the collapse in 1892 of the specula~
tive epidemic, termed in Rio the “emsilhamento,” must have
caused a considerable reduction in the demand for the circulat-
ing medium, so that any improvement that may be noticeable
can, in view of the unfavourable 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 cwurrency dependson 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 extra-
ordinary demand it originates ceases, the value of the currency
must suffer proportionately, unless the reduction of the demand
is 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. abovethe value it would have
attained if the same vate of demand had been maintained as in
1889.

In 1893, although fhe natural increase of the demand due to
the growth of population continued, and the reduction of the
‘international’ demand showed less shrinkage than in 1890-92,
if compared with 1889, the collapse of speculation so reduced

local business that the demand was quite unable to maintain the
market exchange at a rate more than 32 per cemt. above the
value that otherwise corresponded to the quantity inecireulation.

If, then, the operations of speculation tend fo raise the value
of the curreney, 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 finally
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collapses; as it must (unless supplemented by veal causes, when
it ceases to be speculation) and prices fall or rise again, the
demand most likewise return to the statu quo-antes, with the
aggravation of the transfer of a portion of the wealth of the
country to foreigners, that is the invariable vesult of such
speculative mania.

e }{é._;
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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 to 104d., its
present value. Even this tremendous depreciation is, however,
less than that which the Argentine currency 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 redue-
tions of the standard value of the currency effected.

“During the colonial periods the remittances from Brazil fo
Portugal were made in gold ingots, or in “Johannes,” a gold
coin valued at 68400 reis or £1 16s., the par of exchange being
5s, Thd. per milreis.

“This par of exchange was not changed until 1833.

“Tn 1808 the arrival of Don Joao V1. effected a radical change
in the social, 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 sccepting drafts on London, or gold, in
payment.

“ These transactions and the rapidly increasing import trade
of the colony, drained the market of drafts and gold, and the
rate of exchange soon ranged at 6s. 8d. to 7s., going even to 8s.
2d. in 1812-13. ,

“Tt soon happened, however, that the ‘weak’ (fraca) silver
coin exceeded local requivements, 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 guoted at a
premium, the rate being about 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.
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“The Portuguese Court then kiad recourse to another expe-
dient—the issue of paper currency—which in 1819 becama
redundant, and depreciated to such an extent that it was neces-
sary to declave it a legal tender by law.

This caused a further 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 creation of & foreign
debt. In 1823 exchange Liad fallen to 35, 11d. A foreign loan was
then secured and the rate improved, the quotations 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
lignidation of the bankrupt bank of issue and the substitution
of its depreciated notes by others issued by the Treasury. In
1833 the coinage wus revised, and the ‘par of exchange’ was
fixed at 3s. T4d. per milveis. The current rates improved rapidly
for a time, but failed to reach the par established.

“In 1846 another change was made in the monetary values of
the country, and the present par rate of 2s. 3d. per milreis was
ostablished. Under this standard the lowest point reached,
previous to the present crisis, was 1s, 24. in 1868.”

The increase of the paper money in circulation has followed no
regular conrse, but has been emitted indifferently during high or
low exchange in obedience to the caprice or necessities of the
emitting authorities. The amount of eurrency in circulation
during the three periods, 1, 3 and 5 of high or rising exchango,
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. 263852,

The quantity of paper money in circulation depends on the
caprice of the emitting authorities and cannot, therefore, be sn
effect but a cause of its depreciation.

Although the emitting authorities can arbitrarily interfere
with the value of the currency, they cannot fix its value, which
depends on cirenmstances bheyond their control; mnor yet can
they force into circulation a larger quantity of paper-money
than that for which a positive demand exist, except by depre-
clating the value of what is alveady in circulation. The quan-
tity of even metallic curvency is regulated by considerations of
supply and demand, and when the mechanical method of adjust-
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MGVEMENT OF THE CIRCULATING MEDIUM SINCE 1860.

Toran PArEr-MoNEY 1CU- | ANNUAL
Torss l{&;‘i:‘:‘ 1}%\%1;‘%‘;)1[:\11“«:} CH o AVERAGE | DEPRECIA-; PREMIUIL PAPER'I\IONEY

VEAR M'Ji‘“IAbURY ‘\_I“'DBAN'{XNOIqui LRAYE OF TION oN IN CIRCULATION FOFULA~

5 Li)%g)lhg;‘;:\fr E?C}IA:‘,GE O THE Ny PER CAPITA TION
CuknuNey ANNUAT 0 bavs curnency| SOUPD
EXCHANGE RIGHY Currency Gold

Rs. Rs. Pence % % Rs. Rs. Millions
1860 95.873:093% 91.833:3183% 925 7, 4,161 4,342 113984 113485 8.00
1861 78.816:5915 76.812:288% | 26 §; | 2543 2.619 95730 93483 8.10
1862 79.063:744% 69.916:8503 25 3.473 13.034 95642 83526 8.20
1863 90.723:246% 90.723:2463 27 % NiL NIL 103239 108930 8.30
1364 99.743:7553 99.743:755% 27 1 NI, NIL 113874 118874 8.40
1865 100.649:035% 92.730:975 24 7 7.867 8.539 118703 102782 8.60
1866 112.864:080% 101.368:073% 24 % 10.185 11.340 123825 118519 8.80
1857 117.160:2598 83.301:1608 22 3 | 17.823 21.680 138164 95360 8.90
1863 124.636:209% 89.652:0129% 17 % 36.110 56.520 133701 94853 9.10
1869 193.224:7673 123.092:434% 18 7 30.090 43.042 198701 138773 9.30
1870 192.525:9733 152.870:1835 | 217 | 20598 25042 | 208266 | 165092 9.50
1871 191.805:6115 171.836:7283% 24 4% | 10411 11.621 195774 175715 9.70
1872 188.805:7409 174.823:7133 25 7.405 7.998 | 135330 175482 10.00
1873 185.010.782% 177.732:4578 25 15 3.034 4.095 133050 175340 10.25
1874 183.094:7568 176.311.095% 25 3.705 3.847 | 175437 165220 10.50
1875 181.268:6993 131.868:6993 27 L NIL NIL 155913 163218 10.75
1876 179.421:825% 168.218:725% 25 f5 6.244 6.550 163311 15%292 11.00
1877 179.347:3598 163,558:2818 25 & 6.016 6401 158941 145952 11,25
1878 208.933:5075 171.697:2835 22 17.823 21.680 | 188167 143930 11.50
1879 216 912:8043 187.304:1973 23 ¢5 13.657 15.817 | 18%461 155940 11,75
1880 215.677:8183 177.729:2485 22 & 17.595 21.352 175973 145810 12,00
1881 212.234:605% 172.975:8643 22 13.517 22.724 | 178329 148479 12.25
1882 212.230:0233 165,595:400% 2l 4y | 21922 23.192° | 16%932 133247 12.5)
1383 210.996:9373 167.535:827% 2l 7, | 20598 25.942 | 165548 135140 1275
834 202.625:9615 162.079:5003 207 22.634 20.340 | 163125 125467 13.00
1885 207.861:4503% 140.979:951% 187 | 32175 47440 |+ 15%683° | 108540 13.25
1835 213.532:5888 163.162:1488 20 3 23.607 30.903 153309 123036 13.50
1837 202.291:6593 167.657:1973 22 % -1 17125 20.666 143712 125135 13.75
1888 203.271:3023 131.969:721% 25 % 6.430 6.930 | 148562 135640 14.00
1889 193.315:5628 197.522:7208 27 1 NIT, NIL 135909 135909 14.25
1820 335.730:462% 232.565:6575 22 & 16.204 19333 | - 233223 193329 14.50
1891 513.827:3573 310.454:4903 16 & | 39.530 65.503 ' | 348830 215725 14.75
1892 555.825:9643 245.775:1243 1115 | 55782 126167 | 37%214 165335 15,00
1893 646.917:7503 075.541:6773 11 3 57.407 134784 | 428232 1353009 15,20
1894 703.825:9603 962.303:8088 104 | 62731 163.320 ¢ | 458116 169814 15.60
1895 789.464:0963 — - = —_ 498316 —_ 16.00
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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
alveady in circulation.
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Thati the actual depreciation of the cwrrency is the effect prin-
cipally of excessive issues of paper mouney since 1889 is generally
admitted, but great difficulty is encountered in attempting to
reconcile this theory with the fact that, whatever the quantity
may be, it seems to be never sufficient to satisfy the demand for
the eirenlating medinm. From this it has been argued that the
supply eannot be excessive, or that, if formerly so, it is not any
longer; becanse the demand has grown in a similar ratio,

This confusion of ideas arises from failing to distinguish
between cause and effect, Tl depreciation of the currency is

12
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the effect, and not the cause of an excessive supply. The de-
mand for the circulating medinm is a demand for a sufficient
amount of money with which to effsct the nsual operations of
exchange; if, then, the supply is increased so that it excesds
the necessities of these operations it must be either reduced in
quantity or depreciated, and its deﬁreeintion 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 nof fall
any further. :

If exchange rises it is & proof that the supply has diminished or
the demand increased. When the quantity of paper money is
invaviable the rise of exchange raises its value and thus again
balances the supply with the demand. An inconvertible and
depreciated curvency 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 premimm ; because when the
increasing demand has raised its value bo par, the maximwn
arbitrarily established by law, it can go no further, except for a
short time sufficient to admit of bullion being imported. If
affer raising the value of the currency to per the demand con-
tinued increasing whilst the supply. remained unaltered, the
amount in cireulation would be then insuficient, but would be
remedied by the importation of bullion if international exchange
continued sufficiently favourable. Unless the civoulation could
be thus supplemented the emission of paper money must be
either increased or the supply remain insufficient,

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 s constant
loeal demand of 118000, pex capita, the coeflicient of the actual eir-
culation in 1881, The firstis represented by a red, and the latter
by ablueline. The variations of the second have been determined
by the equation of value v . V&'S

Ds’.
When V, == 274 par
D = ¢’ = 113000
8 & s =the average annual
quantity in circulation.

In spite-of the differences hetween one carve and the oth ar,
due to the demand being & varying and nob a constant quantity
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as is generally imagined, the general resemblance and tendency
of each is so similar that it becomes difficult to nuderstand how
it can possibly be disputed that the variations in supply, or
(uantity of currency in circulation, 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 Barhoso, are hoth agreed
that the quantity 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
should be regarded as an exception to the economical laws that
rule other countries is not explained. What this dangerous ten-
dency, to rogard Brazil as an exceptionally favoured community
to which ordinary rules do not apply, very clearly indicates is
that Political Beconomy is either very little understood in this
country, ov that it is not regarded even hy the most advanced
thinkers as an exact science, or thought to have yet emersed
from the empiric and speculative stage.

Dr. Ruy Barboso in the report of the Ministry of Finance for
1891 states that:

“It has been the habit amongst those that consciously or
unconscionsly continue under the Republic to promote certain
imposing speculative intevests, 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 our exchanges. To this fallacy Sr. Affonso
Celso (Vizconde 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 quantity of paper-money in sireulation 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
cirenlation and new emissions were made by the Treasury, by
several banks, and by their branches. The 50.000:0008 that were
then in civenlation were rapidly inereased to 90.000:0008, but
exchange did not fall, but positively rose to 27d. - Fifteen 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 from -
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falling rose, as it was gradually emifted, to 28d. and even higher,
to 283d; 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 decree promulgated by
my predecessor, (authorizing an emission of 40.000.0008) no fall
of exchange occurred, on the contrary, it rose. It can, therefore,
only be concluded that the quantity of paper-money in circulation
exereises no influence on the rate of exchange.” The experience
of the Republican period (1889-1891),” adds Dr. Ruy Barboso,
“ignot opposed to, but corroborates this conclusion 1

Both the V. de Ouro Preto and Dr. RuyBarboso single out
one only of the multitudinous factors that influence the course
of exchange for observation, and because the market rate of
exchange, or ultimate value of the currency, which is the resul-
tant of all the different causes that react upon it, has not suf-
fered, rashly conclude that the action of that particular factor
could not only never have been prejudiecial but was absolutely
beneficial, without having previously decomposed the resultant
into its elements or primary factors, and then determined the
independent action of each! R

It has been already pointed out how the emission of paper-
money werely in substitution of the metallic currency would
produce a purely transitory depreciationso long as international
oxchange remained favourable. This is precisely what ocourred
in 1859-60. The paper-money in circulation was increased by
40.000:000% and raised the coefficient to about 113000,

This emission drove abroad its equivalent in gold, so that in
reality no increase of the currency had occurred, but mevely a
substitution. - 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 heen mean-
while uniformly favourable, whilst the foreign loans of 1858,
1859 and 1860, undoubtedly, powerfully influenced the final
result. Tt 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 25,000:000§ 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 sams year, for £5.000,000.

It, again, exchange’ did not fall in 1879 in consequence of the
issue of 40,000:000$ it may be certainly concluded that it was
because the very large importation of foreign capital that took
placeat thatdate for construction of Railways, ete., or thefavour-
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able balance of international trade prevented it from doing so,
and not because the seqience of the phenomena that must con-
trol such matters had been modified by some special Providence
for the occasion,

It is a dangerous and Igischievous practice, certain to lead to
deception, to attempt to found general deductions on the obser-
vation of isolated phenomena without taking 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 cwrrency in a specific manner, it is indispens-
able to weigh the pros. and cons. of all the different factors
that exeveise an influence on the course of both international
and nominal exchange; in which must be included the inerease
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 meve increase
or decrease of the circulating medium !

Of all the social sciences none has yet attained the same
velative degree of positivism as Political Economy. Fifty
years ago M. Leon Say inhis treatise of Political Economy
wrote : —

“Les valeurs et les quantités dont olle s'oceupe, étant suscep-
tibles de plus et de moins, sembleruient devoir entrer dans le
domaine des mathématiques, mais elles sont en méme temps sou-
mises & influence 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 rigoureusement lewr
influence, de la Vimpossibilité @’y trouver les donndes suffisam-
ment exactes pour en faive la base d'un caleul.”

Since that was written both Bconomic Science and the colla~
teral and methodical study of Statistics have taken greab strides
and warrant the belief thatnot only will the inevitable sequence
of economical phenomena be ultimately determined by laws as
mathematically precise as those that regard the movements of
the planctary system, but that even the purely moral
influence that the variations in such elements as will introduce,
will finally he also reduced to its mathematical equivalent.

What Hume and Comte term the ¢invariable antecedent;,” if
searched for in explanation of the apparent inconsistencies of
economical phenomena, will be found to bhe always reducible to
a positive quantity, and the vaviations that other factors of an
abstract character, such as speculation or politics, to which weave
all so disposed to attribute the variations of exchange, to be
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purely transitory, the real and final course of things being as
little affected thereby ag that of the sun or of the everlasting
stars themselves. }

With such a vast and promising field for investigation and
reform it is surprising that the nwferous school of Brazilian
Positivists should 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 -
increase in the volume of the currency beyond the normal de-
mand, or of a fall in international exchange, will ultimately affect
all commodities alike, unless arbitrarily interfered with, but
will not do so simultaneously nor nniformly.

Some prices rise simultaneously and in the same ratio as that
of bullion, as has been already demonstrated, whilst others only
rise slowly and at long intervals.

The influence that this differential rise in prices exercises
on the cosb of produetion 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 currencies, such as
that of the Argentina, has operated in a precisely similar
manner, and placed those countries in a position to compete
with others 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 riso 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
& less ratio, for reasons already explained, The prices of labour,
and of local products not likewise imported ov 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 currency ;
these must, consequently, suffer a depreciation equivalent, not
to the rise in the price of bullion, but to the average rise of all
prices ‘ '

There is always a considerable interval hetween ‘the rise in
the price of bullion and exports and that of labour and local
values, such as rent, food staples, &c; and it is, unguestionably,
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 ultimately reach the same ratio from
which they started, in the meantime the advantages secured
are positive and would havescommunicated a great impulse to
production.

The great danger lies 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 discowrage 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 1833 from 1$500 to Rs. 28358, equivalent to
53.1 per cent. ; whilst the prices of exports and bullion hava
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
ave 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, would have risen
less, and so wages, although in this case they would have
only preserved their normal price, would have surpassed their
normal value.

Every successive increase of wages will, howevel diminish the
difference between the prices of local values and those of
exports, until the point will be reached when the difference will
correspond mercly to that between the rise in the prices of
jmports 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 rise in the prices of different local values and of labour is
neither capricions nor arbitrary, as is generally supposed, but
mush obey definite and precise laws both as to the manner,
sequence and rate of increase.

Ashasbeen already shown, if even there were no foreign trade



at all a sudden increase of emission would raise prices; but in
this case the rise would be uniform and affect everything alike,
sothat there would be no alteration of values,

Inpoint of fact, when exchange falls, whatever may be the
cause, the prices of exports andeof imports must vise, the
former in the same ratio as gold and the latter in a somewhat
less ratio, and, consequently, a disturbance 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 also risen by their increased cost of production, but not in
the same ratio, in fact much less. There being no increasein
the demand for products of purely loeal consumption (such
as black beans farinha, house rent, labour, etc,,) their prices
would not be divectly 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 continue to
exchango 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 certain quantity
of coffee and all three for the same number of milreis, will do
80 no longer; more farinha and beans will be necessary to
purchase the coffee and their values must be readjusted until
they suffice to exchange for the same quantily as before. If
then fwo sacks of beans sufficed originally to purchase one sack
of coffec and one of farinha, when each were worbh 53000, if coffee
rpse o 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 coffes as previously to Rs. 7$500 and not to Rs.
108000 as would appear.

2 Sack of Beans will = { is:ﬁii&ilggggg

153000
1 Sack therefore = 7$500
Thepriceof farinha will, therefove, 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
coffee, 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
5$000, and their price must rise until it becomes equivalent to
the rise in labour and to that of the exportable products and
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 imexportable local
products and Rs. 103000 in clothes, coffee, and other imported
and exportable commodities, found that on account of therise
in prices, consequent on the fall of exchange, he would now
require to spend 15$000 on these last, he must either curtail
his local 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 expendituve, but, nltimately, the
demand for labour being greater than the supply, wages would
advance from $30 to $35, increasing 17 per cent., whilst
exports and imports had risen 80 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 increased until, finally,
the prices of exports, imports, and labour, and of unexportable
products for local consumption mot likewise imported had
all attained the same level, equivalent to the rise in the price
of bullion. When this occurred, wages could rise no further,
because, if they did, the local prices of exports and local
manufactures would be in excess of the foreign 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 o similar manner rents musbrise 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 prides.

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 nom-exportabla products not likewise imported
will be, however, extremely slow, and that of imports will not
rige ab all to that level unless duties are liewise levelled up to
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the par value. Production and exports will absorb the whole of
the advantages that this differential rise of Prices creates, loeal
manufactures finding in it merely a compensation for the disad.
vantuges created by the reduction of duties that the fall of ex-

change has brought about. o
1888 Equrvivzne 1895
Locat, BRODUCTH, NOT IMPORTED .. OF
L EX ORI FRICES | yyp priceg .
NOR EXPORTED AVERAGE AQTUAT,
OF 1888 B
PXCHANGE sy IPRICES
o7d AT 1054 0
i

EXCHANGY

Farinha Mandioea : per Sack... 2$000 55140 | 138000
Beans,......cooveivenninn, 63370 168370 - 12$500
Sugar (moseado) 68750 178317 | 13$500

Propuers Lizewise IMPORIED

173500 443975 | 108096
128500 323185 | 188500
23500 | . 63425 65600

§348 8945 $740.
Dried meat (Xarque) $116 $298 $280
Pine boards................ e, 113000 283270 285000
Inrorts
Kerosene...,.oovvevvvenio . Creenans 78500 268775 858966
Wheat flour, 3 average qualities,

175500 443975 | 10$076

The prices quoted for farinha, beans, lard, rice and pine beards
are those of the producing market, Porto Alegre,

The prices of dried meat sugar, kerosene, efc., are taken from
annual review of the JorwAL 1o ComuEraro 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 out of
eight; whilst the most notable exception, - farinha de mandioca,
has risen much more, from 28000 to 133000 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
inereased local demand for this particular product by other parts
of the country, which, whilst Ppopulation 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 flour, which has positively fallen in
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-price from 178500 i 1888 to 108076, in lien of rising; the
reason for this apparentcontradiction is to be found, likewise, in
in the relations of supply and demand, it being well known that
in consequence of the enormous production the prices of wheat
and flour have fallen nniversaljy, 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 other local
charges, such as rent, taxes, ete.

This ratio will vary in every case according to the customs and
habits of different classes and even of individuals in the same
place. It will he greater in towns 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 currency, 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 maunnfacturing business, as also of the general rise and
fall of both wages and profits.

Turning to the table fronting page 177 it will be found that
wages underwent the following variations since 1885, when the
average wage was 15600 paper per diem equivalent to 13100 gold
at the then rate of exchange 18 & pence.

' RYSE AND | RISE AND
‘Im,’;“g; AVERAGE| AVERAGE | Jask AND | PALL OF | FARL OF
UTEOS | ars 0w | RawE OF | RATL OP | NOMINAL | REAT
YAGER |wAGTS In| KXCHANGE | BXCIANGE | WAGES | WAGES
rency | GOFD Pence % Currency| Gold
1885 18600 | 1$100 | 18 9/16 +282%

1886-1889| 13576 | 18412 | 25 5/8 | +20.4% |— 1.5 %|—104 %
1890-1894| 18842 | 08985 | 12 7/16 | —47.4% [+ 15.0 %
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Exchange rose in 1886-1889 to an average rate of 25§, or 20.4
per cent.,but wages fell only 1.5 per cent. estimated in currency,
and show a positive increase equivalent to 28.2 per cent. if redu-~
ced to their gold value. Inversely when exchange fell in 1890-94
to an average rate of 12 {; penpe, or 47.4 per cent. estimated by
their gold value, wages only rose 10.4 per cent., 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 inerease of 14.2
over the initial enrrency rate of 15600 in 1895, but 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 o
14.33 percent. in 1887-90 when exchange rose to par whilst during
1890-1894, when exchange fell violently to an average of 154
pence, the real value of wages was depreciated 21 - per eent. - In
1894 in spite of the risein nominal wages from 1$793 in the
previous year to 24358, the depreciation, with exchange at10%
pence, was 2L5 per cent. and still continues. The greatest de-
preciation of wages was in 1893 when it reached 34.8 per cent.,
ind the greatest appreciation 37 6 per cent. in 1888 when cx-
change rose to par.

This table demonstrates indisputably; if indeed any proof were
required, that the rate of wages neither falls nor rises in the
same proportion as the appreciation or depreciation of the cur-
rency bub always in a less degree. If similar caveful analysis
were effected in regard to other classes of labour in different
parts of the country it is certain that similar vesults, though not
identical in all cases, would be obtained. There is unques-
tionably a settled maximum depreciation for each locality that
cannot be exeeeded 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 importable commodities only.

In order to analyse the manmner in which the profits of the
Company have been affected by the rise or fall of exchange it is
indispensable to reduce both the capital and profits vealized to
a standard value, as mo comparisons can be instituted on the
basis of paper-money of oseillating value.

In 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 balances on account of machinery, build-
ings, ete., reduced to itsreal or gold 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 e‘{ch'mge for each year, and the
sum of the two, fixed and cucuhtmg capital, then represents the
real or gold value of the capital invested for any year.  From
1885-1888 no 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. 1.498:818% currency, but reduced to gold in 1he manner de-
scribed, was only Rs.976:2188.

Gross profits represented 17,81 per cent. estimated in currency
on the currency 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 hefore.
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, calculated on the real gold capital em-
ployed.

That the capital reduced to gold in the manner indicated
represents its real value is evident becanse, allowing for deprecia-
tion and appreciation of property and plant, it vepresents their
true cost and that at which both the fixed and cirewating capi-
tal could be replaced, the true test of value.

The aggregate profits resulting from the fall of wages below
the standard, 13200, 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, therefors, 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 extraordi.
nary depreciation of the cmrrency profits of this origin have in-
creaged immoderately, being in 1893 Rs.115.890$ gold, or more
than 33 per cent. of the gross profit realized ! In 1894 a rise in
the rate of wages reduced this elass 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 oscillations in the value of labour,
that the changeable value of the circulating medinm entails, is
a most serious and unsatisfactory feature of our economy, caleu-
lated to create endless disturbances and disagreements between
Capital and Labour, one of which must be the suffersr by every
oseillation of exchange. The advantage that Capital and In-
dustry are now gaining, partly at the expense of labowr, 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
& boon not only to labour but to the mnascent industries whose
prosperity and very existence might he seriously threatened
hy any violent improvement in the value of the currency.

Tnregard to the increase in the profits of production result.
ing from the depreciation of the currency Stewart Mill remarks,
in agreement with most other Economists, 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 i and in respect
to the species of forced transfer that the depraciation of the cur-
rency effects from Creditors to Debtors goes on to say, * this
might be regarded as an advantage to Industry, since the pro-
ducing clagses are great horrowers and generally owe larger
debts to the unproductive classes than these owe to them, espe-
cially if ‘the National debt be included. Tt is only thus that a
general rise of prices can be a zource of benefit 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 atbempt to deliberately. debase the coinage or depreciate
the currency with the object of obtaining the immoral advantage -
that such a procesding would confer on debtors at the expensc
of creditors would, doubtless, merit even severer strictures ; but,
had Stewart Mill a wider acquaintance with the modus operandi
of & chronieally inconvertible cwrrency, he would unguestionably
have qualified his denunciations, and admitted that a deprecia-
tion of the currency way. confer great and general advantages
whilst the injury inflicted on certain classes is not so great ag it
appears. : C )

Itis true that the depreciation of the currency will inflict a cer~
tain degree of nominal loss on creditors for the benefit of debtors,
but this wonld be a absolute equivalent loss ouly if the currenay
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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 debbs were reduced to their real value at the cur-
rent rate of exchange at which they were contracted, especially
if the National debt beincluded, the nominal or apparent loss
would be considerably reduce® in some instances, and in others
disappear altogether.

There is no logic in the pretension that attempts to bind the
debtor but leaves the creditor free o take all and every advan-
tage that the oscillabions in the value of the eurrency may
confer.

If 2 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 thepart 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 cwrrency
(apolices) was R3.381.607:7043. If this nominal value be reduced
to gold at the average current rate of exchange of the year in
which each separate amount was issued it will yield a real value
of only Re.307.072:198% actually veceived by the State, the dif-
ference between the ftwo representing the excess that the State
must pay if redeemed at par, and is equivalent to a positive loss
of 19.6 per cent!

The average real value received would yield the equivalent
nominal value at an average rate of exchange of 213d., that,
may, therefore, be regarded as the frue par value of © Apolices’
that is, the value that would yield neither profit norlosy either
10 debtor or creditor!

The holders of ¢ Apolices’ payable in currency constitute cer-
tainly the class most injured by a depreciation of the eurrvency.
It will be, therefore, interesting to examine what the real injury
inflicted amounts to weve 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’ continue o
reside in the country, they will, in consequence of the deprecia-
tion of the currency, suffer from a depreciation in fhe real or gold
price of their securities, but not from an equvalent depreciation
of their value. Their nominal or currency prices will remain nnal-
tered and continne to purchase, if not the same quantity of com-
niodities as previdusly, at least a quantity that will have suffered
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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.3:000$, that, when
exchange stood at par sufficed for a;ll his annual expenditure, and
exchange fell from 27d. to 9d,, as the consequent rise in prices
would not be uniform, the average general rise would not, prob-
ably, exceed 100 per cent. He would, therefore, only be obliged to
double his expenditnre to maintain the same standard of living,
and the wvalue of the Rs.3.000$ 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 134d. instead of 9d.!

The real cost 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 owner of the ‘apolices’ will be
the ditference between this value and its goneral 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
emitted yieldedat the averagecurrvent rate of exchange of the year
in which they were issued aveal value (ingold) of Rs.299.291:693.%
of which 173.509:3685 (gold) have been called in, leaving a ba-
lance of Rs.225.782:3233, that represents thereal value received by
the State in exchange for the amount actuallyin eirculation. The
difference between the real and nominal value is Rs.142.929.773,
and represents the loss, 38.7 °f,, that would acerue to the Statoe
if these notes were redeemed at par!

The eguivalent of these notes, 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 nominal or par value.

This, however, would not be true if the emissionwere applied to
the payment of debts contracted when exchange was higher,
or of fixed salavies, for the servica of the internal debt, in
which cases the loss would be divided between the State and its
credifors, 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 creditor the difference between its
real value at the two dates.

The aggregaterealvalue received Rs.225,782,3233, wouldgive a
nominal value of Rs.368.712.0963, equivalent to the actual amount
of treasury notes in circulatio® at the rate of exchangs of about
194d; which, if the whole had heen applied to payment
of current expenses and not 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, both of ‘apolices’ and treasury 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 fall of exchange, but will realizean entirely
unearned increment of profit in the enhanced value of their
bonds, which willat a low rate of exchange purchase more than
at » higher rate ; but this advantage is confined entirely to vo-
sidents in the country itself, and does not extend to bonds Leld
abroad. Special taxation of this class of property, such as is,
proposed by the Minister of Finance, is 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 principal countries of Europe and
is 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 scavcely 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 regu-.
lated in such a manner as to exclude this unearned increment
altogether, by means, for example, of a reduction of the stan-

dard value of the mil reis,

" In attempting to halance 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 sure to suffer by their salaries not being included in
the general vise of prices. No doubt, nntil salaries weve re-ad-
justed to snit the new conditions and values, some hardship would
be suffered by this particular elass, thongh, if employers still con-
tinved to serve on these reduced terms it womnld be suffcient
proof that their services were previously too highly recompens-
ed, and that the competition of other more highy compensated
but more lahorious occupations, was still insufiicient to divert la-
bour to ofher channels, As Mill says * the merely mechanical oc-

13
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cupations that demand little skill or judgment and less labour
have heen everywhere too highly recompensed, not on account of
any scarcity of supply but from the unaccountable but universal
anxiety whichallgovernments exhibit to regulate the expenditure
or rate of payment of their emplyees, not by usual method of
competition, but by their social importance.” If, therefore, this
class suffer somewhat more than obhers in consequence of the
nnequal rise of prices it may be regarded with certain equa-
nimity as some compensation for a previously exaggerated rate
of payment.

Other  administrative expenditure cannob, however, be pre-
vented from rising in a similay manner, and the general rise of
prices must- resulb in & proportional increase of national ex-
penditure, and, unless provision be made to meet it by an
increase of taxation, income will prove insufficient and deficits
must arise! ‘

3
e






Analysis of the Movement of the Fabril e Pastoril Company: RIO GRANDE DO SUL 1884 to 1894

; f ! |
! 15 | AVERAGE | AVERAGE | AVERAGE | AVERAGE | AVERAGE | AVERAGE
° 1965 | 1804 | 1085 | 1oy | 187 | 1ss8 | 18 | 10 | 1891 | 18R | 1695 | 1694 184 ) 1864 | 18T 1889 188 o0
1 1894 1887 1890 1894 1890 | 1894
* -
—_ ;
% A% 4 1% A % Ly d % d. 9% % Aot % d %od % d |% 4 1 % 4 | % 4 %d 1% 9 Al % d
(a) Premium on gold and average rate of exchange (30 days) 227 22 28.7 201% 454 184 133.7 208;| 20 221 | par27 | par 27 | 155233 66.7 164 {105.7 134 {129.7 11 § 1151.1 10§ ‘g 402192 | 24 20% | par27 | 785155785 15} 1133223
(1) Realized Capital ... ... in currency Rs.| 600:0005 | 600:0005 ! 600:000% | 600:000% | +00:000% { 800:0005 ;1000:000% 11000:0003 {1865:0005 [2688:C00% |3085:000% 3356:000$ E1498:818$ 650:000% | 900:0008 [2397:600% 11080:000% {2747:0008
(¢) Total Capital employed == et g..cooooviiiiinniniininnnn in gold Rs.| 489:0005 | 478:1265 | 513:2465 | 537:1218 | 617:5165 | 624:4673 ' 808:7985% 796:9188 [1293:916% [1605:4583 [1706:7303 [1756:1043 1 976:218% | 536:5008 | 711:9253 |1326:987% | 625:170% [1590:552%
(dy Fixed capital ... s in currency Rs.| 330:0008 | 369:4085 | 680:323% | 712:244% | 808:718% | 815:665% | 911:482% | 936:1463 (1092:794% (1283:6743 11602:9698 116224743 ‘ 084:8908 | 642:673% | 863:573% | 307:2103
(e) “ L equivalent in gold Rs.| 269:0008 | 209:416% | 513:2463 | 537:1218 | 617:516% | 624:4635 | 720:280% | 741:628% | 828:9865 | 922:753% [1061:7534 [1069:5448 | 723:3375 | 491:8258 | 675:9718 | 890:1635 | 579:0935 | 970:759%
(f) Circulating capital.........ooiviieriinics ceiineinin e in cwrrency Rs,| 270:0008 ; 230:0008 nil nil nil nil 88:518% |  63:860% | 774:2063 11404:326% 11482:0313 {1727:526% | 524:5883 | 57:500% | 44:259% [1090:390%
(0 B e equivalent in gold, - Rs.| 220:000% | 178:7105 | mil nil nil nil 88:518% | - 55:290% | 464:4308 | 682:7058 | 6456:103% | 687:186% 252:8815 | 44:6758 | 35:954§ | 436:1635 | 46:0773 | 619:7938
5% mos ' “ ’ '
(B) Gross profits ... e in curreney Rs,| annual | 37:6928 | 52:4265| 40:45035 | 128:882% | 117:456% | 151:5288 | 210:3965 | 321:660% | 678:184% | 797:2755 |1074:2765 | 322:250% | 75:994% | 134:492% | 616:358%
“ R PO RO I SO equivalent in gold Rs. “ 29:241% | 36:056% | 30:2543 | 107:401% | 117:456% | 151:528% | 182:161% | 192:8375 | 389:6895 | 347:004% | 427:8798 186:0565 | 5%3753 | 134:4928 | 2059325 | 85:9328 | 295:932%
(i) Gross profits in per centage of capital employed (¢) both estimated l '
in currency % |J 13.52 8.74 6:33 | 1611 14.67 15.15 21.04 17.34 25.23 25.60 32.07 17.81 11:23 14.91 24.25 13.65 25.06
(7) Do Do Do both in gold % 13.3 7.0 5.6 17.4 18.8 18.7 22.8 14.9 242 20.3 24.3 19.0 1106 188 22.3 -13.70 18.6
(k) Dividends actunally distributed estimated in currency on currency
capital } 10.0 6.0 8.0 10.0 16.0 12.0 14.0 14.0 170 19.0 22,0 13.45 8.5 14,0 17.2 10.86 18 %
) Do Do Do both in gold % 4.8 3.46 10.7 20.5 14.8 16.2 12.7 149 14.1 18.7  |1895-1894 '1885-1887 1885-1890
(m) Anuual value of wages of Operatives.......ccoveeeeienne in eurrency RBs. | 96:000% | 140:6013 | 174:3568 | 200:7823 | 231:1035 | 248:2753 | 268:8195 | 396:9615 | 499:4495 | 655:9048 | 291:2255 | 136:9855 | 213:629% © 333:417$ | 181:8633
(n) « « « equivalent in gold Rs. g 66:0243 | 105:2973 1 145:297% | 200:782% | 231:1035 | 180:324% | 161:2583 | 192:980% | 217:4315 | 221:3874 | 172:1888 | 103:8723 § 189:3755 | 200:747% | 1564:804%5 | 198:2648
(0) Average number of hands employed ... Ll E 200 310 350 420 500 487 543 644 #929 927 531 287 671 706 378 761
{p) Average rate of wages per dienm ......oovvivinniiniiinienn in currency Ra.f| £ 13600 15512 15660 13594 13540 158362 18650 25050 18793 25358, 13828 13590 13548 13809 15545 15962
(q) “ “ S equivalent in gold Ra} b .-::r 18100 15130 18383 13594 15540 15166 0$989 05998 05781 0$939; 15163 15204 13372 03947 18365 05868
(r) Standard rate of wages per diem ... in gold Rs. ,g j 15200 15200 15200 15200 15200 . 15200 15200 15200 15200 15200 : 15200 15200 15200 1$200 13200 13200
(s) Rise and fall of wages compared with the gold standard % é —17.8 —25 +15.3 +37.6 -+23.3 —283 | —176 —167 | —34.8 —218 | -3.08 +0.34 | +1433 ;| —21.0 +13.7 | 227
(t) Profit and loss to Company in per centage of actual wage % r% , +9.0 +6.0 —13.2 ~-24.7 —ZZ.Q +2.80 | +21.0 -+20.0 +53.3 | +27.8 1 +3.2 —0.04 | —124 +20.6 —12.0 +99.3
(n) Aggregate profit and loss of Company corresponding to wages ; Rs. ) E +6:0008 | +6:309% (—19:179% |—49:8928 |—50:842% | -+ 5:0093 'f'33:864$ -+33:5063 +115:890$l+6l:544$ E »{~5:51Q.‘;“. i—~ 413 |—23:462% | +41:3558 |—18:456%
‘ 1 !

% (Caleulations for the rate of wages and their deprecintion for this year (1893) require to be modified when the precise average number of hands employed is determined. The number estimated, 929, heing, we are informed,
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Detficits

o]

Deficits | ah ‘There's the vub ¥’

Deficits innumerable, :mnunl perennial, everlasting and ever,
increasing defloits !

In these thres sylhbleq is comprehended all the mystery of
Brazilian finance, the ‘head and front of its offending.’

It is a truism, celn va-sans-dir, that without deficits there
would he no National debt and no inconvertible government
issue, because debt, deficits and inconvertible paper-money are
all, in a sense, synonymous, What we have to examine is whether,
admitting a certain amount of indebtedness as imavoidable or
advantageous, the balance is not the result of failure to liquidate
ordinary current expenditure with ordinary revenue; and
whether that is not the true 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 Stenmhboats, 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
Stenmboats or Railways were heard of in Brazil ?

Progress, the catehword with which men strive to dignify their
haste to be rich, might have tarried, and development have been:
postponed, but with or without artificial aids the overflow of
European labour and capital could not for long overlook or
miss a country that embraces so large a proportion of the whole
habitable gurface of the globe!

The question is; whether this vaunted Progress has not baen
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 ery ! but onr acts helie our
words. We sell our land, and pawn our labour, and endanger
our liberty and independence, for foreign gold, import thousands
of alien sexfs, and call it Progress !

It is not 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 thc disagreeabls
process of working onrselves |

‘Was it, then, worth while to pile up a huge debt merely to
anticipate by a fow years the inevitable, and fill the country
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with an alien and heberogeneons population with few of the
characteristics necessary for assimilation and conversion inlo
good and wuseful citizens of a vigorous and homogenous
nationality 7 Was all this selling of our birthright, this dig-
counting of the future necessary,fand could it not very well
have been dispensed with P

Perhaps it was necessary and beneficial; but the doubt will
stick whether any single real advantage has ben gained Ly the
sacrifice of so much that should be dear and is costly, or 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 heing prematurely undertaken by the all
absorbing overshadowing officialism, that, like the dangerons
Upas tree, that poisons all who take refuge beneath it, saps
the vitality and independence of the National character.

Progress is a good, an excellent thing, but it must be uniform,
or ceases to be true progress, and degenerates into meve money-
grubbing. If the general moral and intellectual development
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 alveady taken
place here, as in all other American countries which have gone
through the fives of a ‘crisis of progress’! .

If the official returns of ordinary revenue and of expendifure
on the previous page are analysed for the period 1861-1893, it
.will he found that expenditure hag always exceeded revenue
without a solitary exception ! .

The peremnial recurrence of deficits wounld seem to indicate
either an absolute indifference in regard to the financial equili-
brinm or a chronig inability to even approximately estimate
fature expenditure and resources, and approaches neaver to a
solution of the problem of perpetual motion than any yeb
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 Rs.874.318:6023. Defloits for the
same period amownted to Rs.820.148:0008, leaving a balance of
B5.54.170:6028 to be acconnted for, equivalent to 6.2 % of the

nominal ‘vsulue' raceived, and represents the loss realized on the
different: emissions,
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Of the total debt the Paraguayan war consumed Rs.
327.005:0008, and the construction of railways Rs.201.643:0008,
leaving a balance of Rs. 251.500:0008, or 80.5 o/, of the nominal
value of the whole debt, that has been expended in liguidating
deficibs arising from the deficiency of ordinary revenue to cover
ordinary’ expenditure,

Such 2 system of finance continued for 5 long series of years
could only culminate in disaster and discredit, and can scarcely
recommend itself 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 liquidating current ex-
Ppenditure may appear, thus endeavouring to shift the burden to
the broad shonlders 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 - likewigse 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 coms
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 R5.251.500:0008 expended in
liquidating adwministrative deficit is, exclusive of the cost of the
Paraguayan war andthat of railway construction represents 8.4%
of the aggregate value of ordinary revenue for the same period,
that amounted to Re.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 have been entirely avoided

The coefficiént of the interest of the debt in 1893 was Bs.25021
gold per capita. Deducting 70 °fo for that part of the debt admit-
tedly unavoidable or advantageous, the, balange of Rs.03607 por
head represents the increase of taxation that has to be met to
satisfy the service of the debt contracted for liquidation of
deficits, and is precisely 8.6 % of the value of ordinary rvevenue
for 1893. In other words it is almost exactly equivalent to the
Increased - 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 sums only to find themselves at last in almost



— 183 —

precisely the same position as if the debt had been annually
liquidated by increased taxation in lieu of loans, but saddled in
addition with a permanent burden of debt that must also be
paid off some time or other.

This unexpected result is ghiefly the effect of the employment
of local eapital, and would not have oceurred had foreign capital
been substituted. An internal loan decreases productive capital
and causes a fall in the prices of labour and rate of profits.
In _mpidly developing countries such as Brazil, where the
demand for labour is 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 debt 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 figuves
just quoted afford such a notable confirmation. The principle
advocated hy Mill has obtained a gemeral approval, though
fow Nations, with the exception of &, Britain and the U. States,
have had the conrage or the energy sufficient to put it into
practice.

In G. Britain it has long been the »ule that all national
cwrrent expenditure, of whatever kind it may be, must he paid
by taxation, and that the debt shall not be increased except in
case of a greab cmergency.

In the U. States the principle has heen. carried yeb 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 $2,756,431,5671 dollars. - This enormous debt,
contracted almost entirvely 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 cowrse of another 20
years, almost entively by the same generation responsible for its
origin.

Deficit and debt, debt and defleit pursue eacli 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. Revarse the question:
and enquire the cause of the fall of exchange, the answer is
deficits and debt!



— 184 —

No escape from such a circle except by cutting if, as Alexander
did the knot.

Leaving out of consideration the question of origin,let us now
examine the causes that contribute to perpetuate and exag-
gerate defieits. N

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 caused
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.795,107:006% currency, equivalent to 75.3°%/, of the
aggregate value of deficits (Bs.1,055,133:496 currency) for the
same period. Of this loss, however, only Rs.225,842:3003 or 21.4 /s
corresponds to differences of exchange on the foreign expenditure
of the State, the balunce of Rs.569,264:8048, or 53.9 o/% 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 hased, ave in gold!

In consequence of this mischievous system, whilst the real
value of vevenue 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 increasein consequence of the general
rise in prices, the equilibrium of the estimates mush thereby be
disturbed and deficits become inevitable,

To arrive at any correct estimate of probable expenditure
under such circumstances is impossible. The difficulty of for-
seeing the course of exchange makes it impracticable to take
this important factor of the ultimate value of expenditure into
sufficient; consideration; consequently, deficits must be the rule
50 long as exchange continue to fall,

That this is so scarcely demands proof, il saut euz yeuw, but
if further confirmation were necessary it is amply afforded by the
statistics of deficits during the last 35 Yyears. During the three
periods of vising exchange the. average annual nominal value
of deficits was only Rs.15,039:813% currency, and during those of
falling exchange Rs.47,589;825$. If, therefore, the fact that ex-
change has been steadily falling for 20 years out of the 35 is
properly appreciated, it will not require much perspicacity to
comprehend the annual vecurrence of deficits in the estimates,
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The extraordinary expenditure on account of the Paragnayan
war makes any comparison of expenditure difficult forthe dif-
ferent periods, even if allowance is made for this item.

1t is evident, however, that there has been a considerable
increase of expenditure since the period 1861-1869, whether it is
appraised at its real or nomifhl value.

The coefficient of the nominal value of expenditure for the
period 1860-64 stood at Rs.6§636 currency per head, and increased
174 °[, to 148384 during the war; ab the conclusion of the war
it fell to 113737 in the period 1870-75, rising again to 19$552 in
1893. The total nominal increase of expenditure since 1860-64
was, therefore, been 194 °f,, which if it were real would constitute
an enormous and insupportable increase of fiscal burdens.

The study of comparative taxation and expenditure for dif.
fevent 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 6$413
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.$473 to Rs.115122 gold per
head, anincrease thatwas to be expected under the circumstances,
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 expenditure, than to reduce it
again to its normal level.

The increase of 55 9% in the real value of expenditure, small
ag it appears compared with the nominal increase of 158 %, would
have been, if not unbearable, at least extremely irksome 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.

Turping again to ordinary revenue, we find that if appraised
at its nominal or eurrency value, there has been an -almost
uniform increase equivalent to 168 % from the period of
1861-1864 that of 1890-1893, when the coeficients word 65034
and 165194 per capita 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 less and
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illustrates the worthlessness of comparisons 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.to6$898 gold in 1890-93,in
lien of the increase of 168 per cent., shown in their nominal valne.

The real value of Revenue and hxation has, with the single
exception of the period 1865-1869, always been . greater during
the periods of rising than during those of falling exchange,
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. 83302 gold.

If, however, the first two periods be eliminated, on account
of the extraordinary expenditure of the Paraguayan war, and
comparisons limited to the posterior periods, the result is
even more striking. The average revenue and taxation is then
only Rs.73936 gold for two periods of falling exchange, against
9$545 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 locul 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 coefficients were Rs. 95092 and
Rs. 95998 respectively. The coefficient of revenue fell to 65898
gold in 1893, a rate lower than that of any previons year with the
singlo exception of 1895 since 1870, although its nominal value
estimated in currency had risen to the highest rate yot attained,
Rs. 193532 currency.

The fact that vevenue, and consequently taxation, have di-
minished, proves little if the decrease is only the result of
insufficient taxation and of the lquidation of deficits by loans; but
if the shrinkage of revenue is accompanied by a simultaneous
shrinkage of expenditure, it may fairly be concluded that a real
economy has heen effected in administration. S

The coefficient for the periods of falling exchange posterior to
1870, (the close of the Paraguayan . war) was Rs. 105026 gold
per head, whilst during the two periods of rising exchange it
was Rs. 115071 gold. . ‘

The actual expenditure per head in 1891 was Ra. 85340, and in
1893 Rs. 85319 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 exception of 1887, and
fell gradually to Rs. 83330 in 1892, and Rs, 8$319in 1893 a re-
duction of 36% . . :

As it is notorious that singe 1889 the general national ex-
penditure has not been curtailed 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 veal 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 at a greatly reduced valus !

Every time exchange falls the nominal cost of the administra-
tion must rise, taxes increase, and the cry for economy goes up
to beaven!

If the gratuitous advisers and advocates of economy had
studied facts, they wonld not, perhaps, have been so ready to
hunt up mares’ nests and recommend impossibilities,

Lot us instibute a comparison between the actual financial
situation and that of 1889, the year that is looked back on with
general ‘sandades’ as the golden age of Brazilian finance. Pexr-
haps, after all, the reviled present will result not o be so black
as it is painted, whilstsome of the gilt may easily be rubbed off
the halcyon past.

Total Expenditure in 1889,

Service of foraign loans National | Rs. cwrrency 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...| 51.1568:7068 51.168:706%
Other foreign Goverment Hx-

Pendibure .o v cveniaiisrenns 5.000:000% 5.000:000%
Balance available for all other
local Expenditure............u.e. 130.007:7638 | 130.007:753%

Total expenditure: Exchang
2Td. PArjsieiniiiniiienn | 186.166:4598 | 186,166:459$
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Total Expenditure in 1893.

Service of foreign loans, National | Rs. currency Rs. gold.
gold loans and guarantees..... 78.25%:063% 33.333:095%
Interest of the Internal debt| T
payable in GUITENCY......oveerns 13.330:789% 5.688:916§

Total value of fixed payments... | 91.589:8523 39.022:011%

Otherforeign Expenditure (same
85 1891) vvvreeenrioienenreninnen 23.478:909% 10.000:000%

1165.068:761% 49.022:011%

Balance available for all other
local Expenditure.........ccvevn 183.790:132% 78.270:957%

Total Expenditure : Exchange
11, . e 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
ag that of bullion and exports, the cost of the purely local ex-
penditure, exclusive of all fixed payments, must have also risen
proportionately, by 1344/, and from Rs.130.007:753% in 1889
to Rs.304.738:173$ currency in 1893. In reality, however, local
expenditure of this class did not exceed Rs.183.790:132%
currency, and the difference can only represent & positive
economy, that has been brought about by the influence of the
differential vise of prices on the cost of administration. In
obher words, whilst the nominal or currency cost of all
foreign expenditure has risen 134.4°/o, that of purely local ex-
penditure not comprised in fixed payments has increased only
41.3 per cenb ! '

‘With the best will in the world to economize there are cer-
tain fixed payments that admit of no reduction, The service of
the foreign and internal-gold debt exacts the same veal value
when exchange is as 10 as at 21 pence. Consequently asexchange
falls the nominal cost of it service must increase proportionately.

In 1889 the burden of fixed gold payments on account of loans
and guarantees amounted to Rs.32.079:037$ gold, and rose slightly
to Rs.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 resnlted in thecomplete disorganisation of the finan-
cial equilibrium, As exchange falls either taxation and revenue
must be increased or local expenditure must be diminished. If
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revenue remained the same, for example, and exchange fell to 3d.
the cost of the service of fixed gold burdens wounld absorb the
whole 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 Rs.19.079:669% gold to Rs.5.688:9168 of
this class of fixed charges was in part due to the conversion of
a large quantity of ‘apolices’ into internal 4 per cent. 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 veduction from
Rs.51.168:7065 gold- to Rs.39.022:0118, which would have been -
still more accentuated but for the fatal mistake committed 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 rate as for 1891, at Rs.10. OOD :0008
gold which is 83 per cent. more than in 1889 :

Deducting, therefore, the value of ull foreign fixed payments
from the total expenditure there remained a balanece over in 1893
of Rs.78.270:9575 gold, which must have suficed to liquidate all
other local expenditure of every description, nnless part remained
unpaid. That class of expenditure demanded in 1889 the disburse-
ment of Rs.130.007:357$ gold. If, therefore, it was satisfied in
1893 with o disbursement equivalent to only Rs.78.270:9573 gold,
and the volume of the paymentsit represents had remained the
same, their value must have experienced a corresponding depre-
clation.

One of two conclusions is therefore inevitable, either the rate
of expenditure in 1889 was excessive, or in 1893 it was insuffi-
cient, and areal economy has been effected.

Taxation, however it may be levied, whether in gold, or eurrency
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 aggregate
value of Rs.186.165:689% in gold, whilst in 1893 it only exacted
Iabourto the value of Re.128.202:9683, it is clear that, if the value
of labour has continued constant, fiscal exigencies 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 reduction
of the burden of taxation as regards the mass of contributors,
though it would not affect all alike.

This is, undoubtedly, whab has taken place in practice; some
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gain and others lose by every oscillation in'tha value of the
currency, but the effect of a reduction. in the real or gold value
of national expendituve can only beto reduce the burden of
taxation as regards the mass of contributors.

The class that must suffer mopt from a fall in exchange is
that of ereditors, especially the holders of State secuvities 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 cerfain clagses of wages, whilst
exports and the protected industries would gain what the
others lost and movre still.

The local expenditure of the Nation comprises chiefly disburse-
ments for public works, the purchase of merchandise and stoves
for support of its dependants, but principally of wages aund
salaries.

Economy in the first item can only be limited %o abstention
for the future from fresh undertakings, as the works actually
in construction are mostly contracted-for and cannot, therefore,
be abandoned or postponed without heavy loss. Which of the
two remaining items would the Economists at any price then
select for reduction? Surely not official wages or salaries, which
already have to make 78$ go as far as 130§ did in 1889, and appear
to have suffered enough for the good of the country. There only
remains, then, to economize on the efficiency of all the public
service by stinting it of indispensable accessories, or on the
hunger and thivst of the servants of the State. Tieb Shem 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
thah 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 hetter off to-day, because the government of
the country'is carvied on - at a much loss real cost, than in 18891

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 deprecintion 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, qui‘cé correct, or nead not be soif the Go-
vernment limited its expenditure to its present objects. If, for
example, exchange were o rie to par, so suddenly as to admit of
no fall in prices, there would be - areduction in the currency
equivalent of part, and an increase irn the gold equivalent of the
vest of the expendituve, so that the total would then be
Rs.242.730:4528, in place of Rs.186.166:4598, as in 1869, and iden-
tical in hoth gold and paper. If, however, exchange rose slowly,
as it usually 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 130,007:7503. In this case
the total expenditure would be only Rs.186,671: 6835 in both
gold and currency, 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 % ‘@polices’ into 4°/, gold bonds.

Practice, unhappily, belies this theory and proves thab local
expenditure in lieu of decreasing, as it onght, when exchange
rises always increases.

Is the theory, therefore, 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
o surplus without, longing to spendit!

Governments, it is true, cannot prevent prices from rising when
exchange falls, but can and do prevent part 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 yeduction is difficult and dis-’
agreeable.

Yome balance must, however, remain over in consequence of
aven o partial fall of prices, but Governments quickly discover
new mnocessities, and the appetite for gpending qui vient en
mangeent not only quickly gots rid of any excess there may have
Deen, but actually obliges them to borrow or increase taxation to
spend more! That is how deficits are perpetuated, and why
exchange is more often falling than rising.

‘When exchange falls expenditure must be inereased to mest

the depreciation; and when it rises again to sabisfy the demands

of Progress !
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Ammnl Expenditure. 1861—1893,

ANNUAL AVDRAGE LXPEN- COL¥FICINNT TER
DITURE CAPITA

Rs. cukrmncy & Bs, currENCY

1861—1864 54.301:750% 65636
18651869 126.594;311% 148384 .

1870—1875 118.743:306% 118737
1876—1885 148.944:911% . 123234
1886—1889 178.406:0345 123858
1890—1892 254.812:601$ 16$273
1893, 298.858:803% 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 insuficient one, for the period
sﬁcceeding‘ the Paraguayan War ! )

Fortunately exchange is nob Likely to.go to par for many
years, and we may thus be saved at leagt from the addition to
normal expenditure that a repebition of the *crisiy of progress,’
and of the ‘ensithamento’ would inevitably create,

The financial success of an Administration should be guaged
not by the comparative inerease of nominal taxation and re-
venue when exchange falls, but by its reduction when it jg
rising. Judged by this standard few of the numerous govern-
mehts 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, lef us pray for less shoddy progress, and insist on more
real economy when it begins to go up again | ‘

Returm'ng to the consideration of the bate notr, Deficits, it
.will be seen that their origin may be resolved intig;—

BExcessive Expenditure....... ... !

Differences of exchange 22.7 %

Loss of revenus from duties on imports due .
to fall of exchange ...... .................. 537 %

More than half the deficits since 1860 could, therefors, have
been avoided entirely by the recovery of duties on a gold basis.

This is not 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 Gon-sensus of opinion on the sub-
Ject, there appears to exist an insuperable and inexplicable re-
pugnance to the colleckion of duties either in gold or what




— 193 —

would be better, in paper at the current rate 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 pringipal source of revenme on a stable
footing. :

*“Our Country is like a colonial estate. Without manufacturing
industries it can ouly export the products of agriculture and
raw materials, which it receives again as manufactures of doubls
the value. It likewise exports specie, not only because we are
obliged to satisfy the interest on our foreign debt and on the
foreign capital employed in the country, bub 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, because the foreigner does not come to Brazil #o
spend his ineome ; on the contrary, by painful experience wewell
know what foreign capital employed in the country has cost us.
Under such ecircumstances mno eountry should import more
than it exports. To it the old theory of the balance of trade
must be rigorously applied, unpleasing as it may be to our
economists, more conversant with Euvopean theories than ob-
servant of facts. The administrative Socialism that establishes
industries in competition with private undertakings and with
no responsibility as to their resnlts, employing for this end
the capital of the people, absorbing deposits, and mortgaging
the fubure, exercises a pernicious influence on the economical
situation of the country, The entry of the governmentin 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 requives no demonstration. The forced
currency of paper-money—the emission of which depends on
circumstances impossible to foresee,in view of the constant fear of
sudden increase of that circnlating medium which banishes real
money without the substitute possessing that spontaneous
elasticity which is indispensable to the commercial regulator—
isin itself a danger and diseredit. Lef us point oub one of
the principal anomalies of this system that has not, hitherto,
been properly appreciated.

Imported goods cost the comsumer 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,
themore exchange falls the less the duty paid on imports in

14
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proportion to their cost will be, and as the value of duties is
nearly 50 per cent. of thab of the goods the difference is very
considerable,

To take an example. Corbain goods that cosh £1 are sub-
jeck to a duty of Rs.4$444, or 50 per cent., payable in papor-
money ab the rate of 27d. exchange. If exchange foll to 184.,
these goods would cost 133333 and still continus to pay only
45444, or 33.33per cent., when they should, in order to correspond
with the 50 per cent. rate at which they are nominally taxed,
pay 65666 ! :

This circumstance offers g wide margin to Speculation ; it
thus becomes profitable to the importer to pay the duties ab a
low rate of exchange andremit ab a high rate. The importer,
consequently, pays in advance the value of the duties if exchange
is low, buying the depreciated paper requisite; and when a ten-
dency of exchange to vise is observable, he remits, thus counter-
acting the tendency of exchange to improve. The only means of
remedying this state of things is by the eompstition of local in-
dustries. These, unfortunately, ave insignificant, and in conse-
quence the consumer is constantly the vietim of speculators, and
the oseillations of exchange dependent on and created by im-
porters constitute a danger that maintaing onr whole commerce
in alarm. There is here a regular pathological civele ; the de-
preciation of exchange does not reduce the importation of foreign
goods in the proper ‘degres when importation is inconvenient
and exports insuficient; on the contrary, imports then receive a
positive stimulus on account of the reduction that the fall of
exchange operates in thereal value of dubies. 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 cont; nue its payments
abroad, receiving paper and paying gold, (the item differences
of exchange increases daily in our estimates) its competition
in the exchange market, when convenient to the absbention
of other takers, is & commercial calamity. The cost of mer-
chandize ought to regulate its conswmption, but in order that
it should do so it is necessary that the cost should be pro-
portioned to economical circumstances,
have pointed out disturhs thig Proportion, and, moreover, croabes
a medium favourable for speculation, In addition duties on
exports are recovered in percentages of the markeb value, that
is principally regulated by the rate of exchange. Precisely
when importation ig most inconvenient the Tre.asury favours
it by receiving invariably the shme amount in depreciated cur-
rency, and participates in the profits of producers, that then

The diffevence we
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receive more paper-money. Thisisthe sameas recovering duties
on imports in paper and on exports in gold. We helieve that this
anomaly is one of the causes of the failure of onr antomatic regu-
lator. The means to obviate it appear to be the recovery of all
dutiesab par. If this were done imports would then exactly obey -
the requirements of the market, and would be vestricted exactly
to the means of payment. Oscillations of exchange would be
reduced to regular and determinable causes, espeeially if the
Government were to seriously undertake to balance its revenue
and expenditure without incurring new loans to satisfy ovdi-
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 thedepreciation of the National Currency, and,
with the exception of certain appreciations of cause and effect
with whichit is impossible to agree, are in accordance with owr
previous conclusions, and especially so as regards the injury that
the custom of recovering duties on imports at their nominal
instead of their real value inflicts on the revenue.

It, 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 could
neither export nor import anything at all,

No country can import for any length of time more than it
exports, The free-trade doctrine that has cansed so much mis-
understanding, and that pretends that the country which, like
England, imports move 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 con importmore than it exports is a proof
that it has other resonrces hesides mere merchandize with which
toliquidate the bhalance.

The misunderstanding isdue to a mis-employment of terms,
Exports and imports by long usage are terms limited to mer-
chandize, but should properly include every kind of value, in-
cluding bullion, securities, and pramises-to-pay of évery deserip-
tion; if this were done the theory of the “balance of trade’ would
be unexceptionable.

It is true that neither Brazil ror any other country can long
continueto impbrt more than can be paid for; but before inveigh-
ing against the practice would it not be well to make sure of
the facts?
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To the observations in the foregoing report as to the effects of
speculation in exchange we must, however, take exception ab-
solutely.

Speculation, as we shall have occasion to show later on, can ef-
. fect no permanent alteration in the ﬂw‘{alue of the currency inde-
pendently of some real cause. V

If, then, the importer, who having paid the duties on his im-
ported merchandize ab 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 increasing the demand for bills in
the meanwhile, and either have cooperated in this 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 veal cause for an improvement iu exchange, such as a
foreign loan or increase of exports, he waits his opportunity, he
will bub gain by his superior prescience an advantage that will
be common to all in the general appreciation of all fixed values
that must ensue. As, however, even importers are not omni-
scient, they as often make mistakes as mot, and if exchange
were to fall instead of vise, 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 Tate of exchange,

Another cirumstance has been overlocked. Even the recovery
of the whole of the duties on imports in gold or at par exchange
would not entirvely destroy the advantage conferred on imports
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 increase in the same ratio as the price of bullion and of ex-
perts; and, consequently, unless there were a positive and propor-
tional vealincrease of duties every time exchange fell, the demand
for imports would still continue excessive and wouldnot obey ex-
actly the “ecapacity of the narket,” or be “vestricted in an exact
ratio bo the means of payment,” as the Commission imagined,

‘With respect to the application of the excess of revenne anti-
cipated from the recovery of duties in gold no objectivn can be
made. Of course the reduction of the quantity of paper-money
in cirenlation by these or any other means must proportionately
improve its value. Ttis, however, curious to observe Dr. Ruy
Barhoso endorsing an opinion which a few pages back he so
energetically combated. It is not, however, with the method
of application of the produet of such a virtual increase of duties
with which we have t6 deal at Present, bub merely with its effects
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on the value of the currency, and in this respect we are in com-
plete divergence with the opinions expressed.

In order to effect the payment of dQuties in coin this must ba
either imported, and thus swell the demand for bills precisely in
the same manner as if tMe whole value had been taken in
exchange by the government itself, or else the gold must he
purchased in the local market. In this case its price must rise
to a preminm equivalent at least o the cost of importation,
The local stock would, however, be quickly exhausted, when
either fresh supplies must be imported or the government stock
thrown on the market. In any case such a system must, so long
as international exchanges continue unfavouralble, result in a
permanent accession to the demand for hills of exchange and fur-
ther depreciation of the currency.

8o long as the gold were stored in vaults it would exercise no
influence on the eurrency, but when brought again into circula-
tion it would tend fo improve the rate of exchange in a some-
what less ratio than that in which it had been previously
depressed by its importation. No gold, however, could remain
in the conntry, except the necessary quantity for the liquidation
of duties, and even that would require tobe 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!

s, currency

DUTIES RECOVERED IN CURRENcY | Rs, gold
exchange 113d

VALUATION OF IMPOLTS AT 24d.

Value of imports in Custom
HOUSB . cvvvenirnvrnvrvinrveeseiinnnns
Duties actually recovered inclu-
ding surcharges ..........coeeeens
Total value of imports duty paid.

256,192:000% 601.538:8163

196.305:0008
797.843:8168

Durizs IF RECOVERED IN GOLD
ON BAME VALUATION OF IMPORTS
Value of imports in Custom

House ...ocoeeviiiiniiiiniinnnnn,
Value of duties actually charged
recovered in gold, if exclusive
of surcharges........ooovviiviiniin 196.305:000%

Value of imports duty paid.......| 387.196:0708 = 609.136:4915

256.192:0003

By the above table it will be observed that were the duties
recovered in gold inlien of paper the cost of imports duty paid
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would be raised 13.9 of, from 797.843:8163 to 909,136:491% paper.
It is probables that such an inerease in the cost would affect the
consumption of imported goods and thus prejudice revenue, so
that it is quite possible fhat the falling off of consumption might
halance the increase derived from d€ties, and that no absoluto
increase of revenue would occur. Tven 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
benefited by the inerease 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 create.

It must, however, be borne in mind that National expen-
dituve is payable partly in gold for external obligations and the
service of the internal gold debt, but the greater part in paper
for internal disbursements. The recovery of all duties on im-
ports in gald wonld, therefore, not only unnecessarily vaise 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 curency at the
current rate of exchange—as iy the custom in the Argentine
Republic, where imports payable in gold constitute move than
80"/, of the total revenne—there would be an excess whenever
exchange fell and a deficit of revenue to meet expenditura
when it rose, becanse the moiety intended for meeling local
expenditure would not in this case produce the necessary equi-
valent in paper-money. ‘

Agcording to the system of valuation of imports at 12 pence
to the milreis adopted in 1896, in leu of 24d the previous basis,
if the same scale of importation continued in 1896 as in 1893 tho
revonue obtained from this source would De double that
obtained in 1893, exclusive of the surtaxes that have been
aholished. In 1893 the revenue obtained from imports was
Rs.169.005:0008, or exclusive of surtaxes 131.004:0008. - In 1896
this would be raised to Rs.262.008:0008, which at the current
vate of exchange, 10d, would represent Rs.97.038:000% gold. The
metallic expenditure of the country is about Rs. 40,000:0008 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 /s of the duties on the present;
valuation of imports were recovered in gold, this would ensure
sufficient revenue to meet all metallic engagements, whilst the
- balance of 58.8 ¢/s- collected in currency would also satisfy the
internal expenditure equivalent to Rs.154.008:000 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 exelusive of the
surtaxes, would result in taxation being greatly in excess of
what is really vequisite. On this basis the receipts from
imports, if similar to 1893, gould yield Rs.131.000:000$ gold, of
which only Rs.40.000:000§ would be needed for metallic payments,
leaving 91.000:0008, equivalent at 10d. fo- 245.700:000% cur-
rency, for internal expenditure, or 91.000:000§ more than the
amount estimated as requisite.

Supposing, however, that exchange were to rise to 20d., the
balance disposable for internal expenditure would be reduced
from 245.700:000% to 136.500:000 paper.

Bxcessive or unnecessary taxation is as objectionable as insuf-
ficient. To obtain a permanent equilibrium of the National
finances and to ensure revenue heing neither too great nor too
little, it appears indispensable that the necessavy proportion of
import duties should be levied either in gold or ab the current
rate of exchange, as done in Buenos Aires.

Tn 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 unserupulons usury than the effects of cconomic laws, is the
recovery in gold of duties on arbicles 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 cireulation,
and rescued the Treasury from surprises in taking exchange
for foreign expenditure. By means of such a fiseal measure,
which may be compensated as far as it affects tho class that
supplies the gold Dby suppression of the additional duties,
we shall then have sueceeded in creating aflow of gold to our

market, and there by avoided tho enormous sacrifices that differ-
" ences of exchange cost the State 1”

Thus, Dr. Felishello Freive, the Special Commission, Dr. Ruy
Barboso, and almost all other anthorities on the subject have
fallen into the common error of imagining that gold can be
imported without cost, and rvetained in the country without dif-
ficulty by the simple plan of recovering the duties in gold.

They have failed to perceive that nnless sufficient gold exist
in the country it must be imported, and that its payment in
Eills must affect the rate of exchange precisely as if the Govern-
ment itself had been a taker for its equivalent.

It has heen alveady shown why no gold ean be retained in
the country so long as the balance, notonly of trade itself, but
of international payments of all kinds is unfavourable.  If,
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then, this halance were not previously réalized the necessity and
cost of importing bullion for the payment of duties could only
incrense the annual international debit (passivo), and wonld, un.
questionably, vesult in still further depreciation of the ourrency.
The amonat of exchange taken hgGovernment for payment of
foreign obligations does not exceed Yth 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
demond for bills so long as the gold must be imported but, on
the contrary, there will be a positive inerease equivalent to the
cost of importing bullion, of at least 0.80 °/,, Tmporters will,
therefore, have simply taken the place of the government, and
any risk ov losses will be mevely 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 rebain in
the country the quantity necessary for this object; the rest
would have to be shipped abroad at the expense of the State,
and wonld cost another 0.8 %, No results are attainable by the
policy of obliging importers to pay duties in actual gold coin
that conld not he equally well obtained, without so much
unnecessary trouble, by simply throwing the equivalent of
freight and insurance into the sea, and then remitting in the
usual manner,

It seems incredible that no other resource to combat specula-
tion, the bdte noir of all Ministers of finance, other than im-
porting Lullion only to immediately re-export it, shonld appear
feasible when the daily practice of well conduched business
houses clearly indieates the system which showld be followed in
regaxd to foreign payments,

It should be borne in mind that what injares trade and the
general intevests of conswmers is neither high nor low, but
fluctuating exchange.

Speculation operates as often for a rise as fora fall in ex-
change; and, although one is really as pernicious as the other,
it 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 raise the value
of a purely national product—the currency.

If, on the one hand, the State ig 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
speculators from having it all their own way; and if speculation
is as powerful and injurious as it is depicted, it seems probable
that it will not be less so if left entively to itself, and is no longer
controlled by or subject t® 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 importers spread all
over the country.

If returns weve obtainable detailing the diffevent rates ab
which exchange was actually faken 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, therefore, the natural rate; and if it did not, it would be
becanse the purchases had not been wniformly distributed.

Morveover, the demand for gold would inevilably give rise to
another speculation in bullion; andin 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 true, cause great inconvenience and even
losg to the State by lowering the rate of exchange precisely when
the Government vequtires to remit, and vice-versa ; but that this
were possible indicates, rather, a want of foresight on the Govern-
ment’s part, that by its incautious and unbusiness-like methods,
makes it easy for speeulation to rig the market. The periodical
taking of lavge quantities of exchange must make it particularly
easy for speculators to create an artificial scarcily of bills by
which the State must suffer if its remittanges 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 & corres-
ponding rise, and any loss realized onone operation would be
compensated by a profit on another, and thus a fair average
would be attained that would corvespond 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 sofar as it
would eliminate the necessity and useless waste entailed in im-
porting bullion or specie only to be immediately re-exported,
but would equally fail either to effect any improvement in the
rate of exchange or to check speculation. The payment of
duties in bills of exchange must diminish the market supply
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by the amount thus withdrawn, and, consequently, must ex-
ercise a precisely similar effect as if the government had
entered the market as a taker for their equivalent,

Speculation, moreover, cannob affect the rate of exchange in
such a manner as to increase the awerage cost of remittances for
payment of the foreign liabilities of the country, or as cannot
be easily counteracted in the manner just described.

The distribution of the precious metals obeys precise and unal-
terable rules of supply and demand. T'o imagine that by mers
legislation this current can be deviated and directed 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 chogen
for the general medium of circulation ; they are by the competi-
tion of commerce distributed in such proportions amongst the
different countries of the world as to accommodate themselves o
the natural traflic that would take place if no such metals ex-
isted, and the frade between countries were purely a trade of
harter.”

The collection of duties on imported merchandize, either in
gold or on a gold basis in cmrrency at the exchange of the day,
appears to be an urgent fiscal necessity.

It is, however, well, whilst recognizing this necessity, to disa-
buse our minds of the illusion in vegazd to the results of such
a measure engendered by the teachings of almost all local au-
thorities that have treated the subject.

Such a measure, though requisite tio ensure the financial oquili-
brium, can be of no assistance in the accumulation of gold in the
country or for tkte remewal of specie payments unless it cov-
respond with an improvement in the balance of our intermational
payments, and thus secure a readjustment of the natural
distribution of the precious metals as vegards this country.
Without this indispensable preliminary gold may be imported
in millions only to emigrate again as fast as it arrvives.

TN
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The influence of Speculation on the value
of theacurrency.

Speculation, whether divectly in exchange itself or in com-
modities, will exercise no independent or separate action on the
ultimate conrse ef exchange further than reducing or exag-
gerating the period over which the effects of the variations
would be otherwise felt.

A temporary vise or fall of exchange, created exclusively by
speculative operations without any veal cause for their basis,
will leave no permanent impression because its effects must he
compensated by the fall that will oceur when speculators com—
mence to realize,

Speculation, for example, on importedgoods may by unduly in-
creasing the demand for bills canse 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 tothe
exporter and nob sensibly affect their quantity ; so that there
would be no falling off in the guantity of bills offering unless
the object of the speculation was to influence exchange directly
by witholding bills. ‘When, however, these bills came to be
vealized they must aftect exchange favourably in precisely the
game manner as their withdrawal from the market had
previously depreciated it.

No commodities that are largely dealt-in can long escape the
influence of speculation ; and bullion, which is themedium of the
barter that operations in exchange represent, as well as the bills
of exchange themselves form no exception fo the rule, especially
in those countries where the currency consists of inconveitible
paper, and where, in consequence, the oscillations of value are
greatest and offer greater opportunities for realizing extravagant
and immediate profits.

On tho contrary, operations in gold, as carried on in Buenos
Aives, orin exchange as in Brasil, offer peculiar attractions to
the speculator, as the laws that regnlate their oscillations are
pretty well comprehended, and the civcumstances likely to cause
such variations ascertainable, whilstcommodities of prime neces-
sity, which with stocks and shares absorb the attention of
gpeculators in most - other countries, ave subject o infinite
contingencies that often defy the most prndent calewlations.
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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 béte noir of Society, that
sinee its first existence has vainly attempted to distinguish
between legitimate and illegitivmate speculation or gambling ;
because the vice, whatever it may be termed, orviginates in the
artificial constitution of Society itself.

In theory speculation and gambling ave distinet, but in prac-
tice the methods of one and the other are identical.

In his “Traité elementaire des operations du Bowrse” 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 once”
Operations that are founded exclusively on the probabilitics of
u 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 mevited recompense of greater
prevision and perspicacity, as well as of greater audacity. Ope-
rations that are not founded on the so termed ‘nabural’
variations of supply and demand are deemed llegitimate and
qualified as gambling.

Speculation is usually attacked for raising prices and thus
injuring consumers, though it as often opevates for a fall. At
the present moment a lively campaign is being carvied on in
Europe 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 La Revolution
Eeonomique pretends that “Speculation is ouly honest that has
for its object the raising to its true value of the price of a product
insufficiently estecmed or exaessively 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 distinguish hetween legitimate
and illegitimate profits of this description reveals at ones the im-
possibility of agreeing where one ends and the other commences.

The whole constitution of society is based onthe legitimacy of
such profits. Tf this be disputed there i§ no alternative but to
aceept the socialistic programme for the reorganigation of society
by which all such profits ‘legitimate’ or * illegitimate’ would be
excluded. :
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Apropos of this subject Max Nordau writes in Les mensonges
conventionelles. “La spéculation estune desplusintolérables phéno.
ménes morbides de 'organisation économique. Les profonds es-
prits, qui trouvent excellents toubee qui est, ont cherché aussi 4 1a
défendre; ils Vont jugée nécesw&re, et se sont méme enthousiasmés
pour elle, Je vais montrer & ces panygéristes étourdis par quels
principes ils sont entrés en vigueur. Le spéculateur joue dans la
vie économique le role d’un parasite. I1 ne produit rien, il ne rend
mdme pas, comme le marchand, les services plus ou moing contes-
tables @'un intermédiaire; il se borne & enlever par la ruse ou la
violence aux véritables productenrs la plus claire partie de leur
travail. Le spéeulateur est un voleur de grands chemins, qui pour
une mince indemnité, dépouille les vrais producteurs de lewrs
produits, et force les consommatewrs b les lui acheter beaucoup
plus cher. L/arme aveclaquelle il assaille, comme un voleur de
grands cheming, producteurs et consommateurs, est 4 denx tran-
chants et se nomme “ hausse et bais'se.”

Chaque travailleur, sans exception, est tributaire du spéeu-
lateur. Tous nos besoins sont prévus, tous les objets nécessaires
au consommatenr sont achetds d’avance A crédit par la spéenlation
ot nous sont revendus au comptantle plus cher possible. Nons
ne pouvons pas manger une bouchés de pain, reposer notre téte
sous le toit hospitalier, placer quelques économies sans payer an
spéculateur une contribution sur les céréales, les terres, les mai-
sons ef les valeurs de Bourse, L'impdt que nous payons & I'Etat
est suffisament lourd, bien moins, cepezidu.nt, que celui auquel
nous soumet Ia spéeulation. On a essayé de défendre ln Bourse
comme une institution nécessaire et utile. (Pest simplement
moenstrusux! Quoi? Ln Bourse est utile et nécessaire? S'est elle
done jamais renfermée dans les limites qne lui assigne la théorie?
A-t-elle jamais ét6 simplement le marehé oft Pacheteur de bonne
fol rencontre le vendeur de honne foi, ob une demande honnéte
et une offerbe sincire se balancent 'une et 'autre ?

Comparer la Bourse i un arbre vénéneux est une image trop
faible et incompldte, car elle ne rend sensible qu’un cété de son
action. La Bourse est une caserne de brigands dans laguelle les
modernes héritiers des chevaliers-bandits du moyen-ige s’éta-
blissent ot coupent la gorge anx passants. Comme les chevaliers
bandits, ils s’arrogent le droit de rangonner le marchand et I'ax-
tisan ; plus heureux que les chevaliers-bandits, ils ne se risquent
pas d’étre pendus hant et court s'ils sont sarpris dans leur ccuvre
de coupeunrs de bourse,

Les défenseurs de laspéeulation disent: Le spéoulateur a dans
le drame économique un rdle légitime, sun 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 andace.

I/argument mérite que nous le retenions. Ainsi done, parce que
le spéeulateur dispose des moyens d’information inaceessibles au
grand public, parce qu’il 1'edout3 moing les pertes que 'homme
honnéte qui économise, et parce qu’il évalue les possibilités de
toutes sortes plus habilement que celui-ci, il a le droit de dé-
pouiller le travaillewr du produit de son travail, ot d’entasser des
richesses tout en restant oisif! Ce droit repose done sur ce quil
a de meilleures armes—des informations ; un plus grand courage
—celui de mettre en jou Iargent d’autrui; une force supérienre—
celle du jugement et de l'intelligence. Mais alors, admettons un
peu que les prolétaires aient encore de meilleures armes—fusils &
répétition ou bombes de dynamites; qu’ils aient encore un plus
grand courage—celui de risquer leur vie; et une force encore su-
peueme—celle des muscles et des os. Ev ce cas les défenseurs de
la spéculation devront reconnaitre aux prolétaives le droibde
dépouiller & leur tour les spéculateurs, ou bien la théorie par la-
quelle ils cherchent & légitimer la spéculation est un mensonge.”

Unless we are, thevefore, prepared to aceept such teaching,
and to limit onr profits to the ‘legitimate’ fruit of our individual
lahour, denuneciation of speculation would seem to be in absolute
contradiction to our practice and rule of life, and to lack the
essential necessary to secure snceess —sincerity.

There is, however, another phase of speculation that the so-
cialists usnally overlook, M. Ferry Beaulicu writes in the “Lemps’
in regard to the speculation’in wheat, which was then, as now,
exercizing the Parisian mind,

“La spéeulation, qu'on ne l'oublie pas, est la concuirence,
Jessence méme du commerce. La vérité économigue, c’est qu'il
faut chercher & réduirve les frais généraux qui pésent trop lourde-
ment sur certaines marchandises, Ox cette véduction ne pount se
faire que par Pentente des productenrs et des consommateurs, on
par la constitution de grandes entreprises, ¢ui traitant par masse
réalisent des économies énormes sur les transports et sur les ma-~
nutentions. Or, qui a permis la constitution de fortes maisons
Q’exportation, sinon I'éventualité de realiser un gain? Dés qu'ils
prévolent quiun pays aura une mauvaise vécolte de céréales, ces
importeurs prennent leurs dispositions pour satisfairve les de-
mandes éventuelles, si bien que depuis de longues anndes, dans
les pays civilizés tout au moins, la famine, cette plaie d'un auire
ige, a complétement disparu. Voila ce gue la spéeulation apermis
de faire et le courtage de ces intermdédiaires a été, en somme, si
pen onéreux que I'on a fait une vive campagne afin de rétablir
des droits protecteurs contre lenr action.”!
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Specunlation can only prove injurious to the general intevests
of prodncers and consumers alike when speculators are allowed
to create monopolies. Such monopolies are in these days of com-
petition impossible unless facilitated by partial and unjust laws.
¢ 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 cf 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 o the analisis
of the effect of speculation on fhe prices of articles of primene-
cessity is applicable to that in exchange.

Speculators in exchange by their wholesale purchases of bills
croate an avtificial scarcity and consequent fall in the rate of
exchange; and though inappearance such operations should yield
large profits, in reality they are only apparent, and disappear as
soon as the specnlator commences to realize, unless some real
cause beyond the mere speculative purchases of bills existed for
the fall of exchange, which will rise again, precisely as it had
fallen, and probably more; so that there will ba no profit at all for
speculators as a class, though some few, perhaps, by realizing
before others may be benefited ; proving thab in this case the
profit must be realized ab the expense of other speculators, and
that in no possible case can profit acerne to speculators as aclass
by a purely arbificial rise or fall in therate of exchange. On the
contrary, speculators will themselves have paid more for some

.paxt of their purchases during the rise, and will, moreover, Tun a
considerable risk of a still greater loss, for the temporary high
prices would have tempted others who had no part or shars in
the operation, and might otherwise nob have found their way
into the market at all to buy, and thus intercept a parb of the
advantages; so that, profiting by a searcity 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-
versa. .

I, however, the speculation 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 coffee crop,

_ then the profits that wonld be realized by speculators 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 restvictive legislation such specu-
lation were impeded, it would be simply transferred to the
commodity itself, as it would 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 ereated by
means of an artificial scarcity of bills to be followed by a rise in
Drices, 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 reliable 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 not based on real causes,and the only sufferers in such
o case will be the speeculators 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
& 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 & lasting benefit or injury to any one.

‘This, however, is not the case with an inconvertible currency,
when every alteration in its value must disturb the relations of
dabtors and creditors, Every rise in the rate of exchange must
confer an advantage on creditors ab the expense of debtors, 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 to rise. 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 labouring classes in common with unproductive consumers,
who cannot adjust their receipts and expenditure to rapid
finctuations of exchange, must certainly suffor from an artificial,
and, therefore, transitory rise of exchange and the consequent
rise of prices of most commodities, so long asthe rise in exchange
lagted; 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 oscillations, 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 si®h considerations that special mea-
sures directed against this particular form of speculation can be
justified. All and every variation in the value of the currency
must be mischievous and inflict injury and loss on séme one,
besides producing a general feeling of insecuvity inépired by the
precariousness of engagements. But these effects are not solely
produced by speculation in exchange, and may he, and ave,
equally created by speculation in the staple exports themselves,
and still more so by the direct action of the Government; so
that, to be logieal, not only should all speculation of every Xind
be prohibited, but the administration itself should be prevented
from intevfering with the currency and influencing exchange,
which is impossible even if the control of the circulating medimm
ceased to be a government function.

Speculation in exchange is only more odious than any other
class of speculation because its effects are more direct, more im-
mediate, and, consequently, more apparent.

Unless, thervefore, it were determined to wage a campaign for
entirely moral considerations against all kinds of speculation, in
which what aveyet deemed degitimate’ profits must be eventually
included, the advice of S. Mill in regard to speculation in articles
of prime necessity appears particularly appropriate. )

“The interest’”, he says, “of speculators in general coincides
with the intevest 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 speculation is liable to greaterrisks than that in exchange,
The value of the crrency depends on the constantly varying
yuantities of an almost 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 increase of foreign im-
ported capital and the reverse, and indirectly onmen’s passions
and follies, and even on changes of the wenther!

‘What speculator can possibly hope to reduce tu their numerical
equivalents such heterogeneous and confradictory tactors? At hest
he can only pick out one or more of the most prominent, study
its conrse, and form an approximate estimate of the eftect it
may exercise; caleulations, howover, that arelinble to be upset
by an infinite vaviety of civeumstances which he has not and
could not take into account.

15
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A speculator, for example, that has laboriously collected ali
the available information regarding the probable value of
the coffee crop, and come to the coneclusion that it will he
Smaller than uwsual, 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
acenrs, perhaps, one of those uncalenlable aceidents to which such
precarious speculations are liable; some powerfal but hitherto
quiescent factor becomes suddenly animated, and his careful
calenlation of probabilities falls to the ground like a house of
cards. The government, we will suppose, unexpectedly negotiates
a new ﬂforeign loan, or the price of coffee rises unexpectedly
abroad and sufficient to compensate for tho shortage in bills due to
its decreased quantity, when our audacious speenlator wwill
think himself lucky if he escape without loss from what ap-
peared to give a sure and certain promise of large profits; in
this, hawever, he will be very unlikely to succeed, because oven
if exchange should not absolutely rise to a rate in excess of the
average price of his speculative purchases, the expense in-
emred in interest and commissions would inevitably leave
some loss.

Besides the normal contingencies to which speculation in ex-
change is liable from what L. Say terms “la nature des choses,’
another artificial danger is creabed by the methods of the specu-
Iabor himself., Speculation in exchange is usually carried on by
purchase of what is not paid for nor ever intended to he de-
livered; liquidation boing effected by tho settloment of dif-
ferences, The speeulator purchases or sells to tho bhanks a
certain value in bills of exchange deliverable at n cortain date,
depositing a percentage in guarantes, which he is hound to
increase if exchange goes against him.

As the Banks themselves fix the current rate of exchange, it is
possible by a combination between them when the date of
liuidation arrives, which is generally periodical, to manipulate
the rate so that the true profit of the speculator will be consider-
ably reduced, if there were any, or if there had been a slight loss,
to exaggerate it in sucha manner that his marginal deposit
would entirely disappear, The: only guarantee against such a

combination les is the number and character of the banks
themselves.

The advantage in such operations scems to be decidedly
on the side of the Banks, and it is amazing how speculators
can be found andacious enough to accept not only the natural
visks of such operations, but this chronic addition.
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The recent proposals for thevepression of speculation by means
of taxation appear to be a mistake.

Any taxation of this sovb is limited by the cost of importing
and exporting bullion, and this is not sufficient to affect specu-
Iators, whose expectations ®f profits are usually on a gigantic
scale.

Tt will, however, permanently affect the leg: 1tmmte, operations’
of Commmerce; that is, the purchase or sale of exchange on time
for actual delivery, and to cover liabilities really incwrred pay-
able at fixed dates. The taxation of time sales, though it
would inerease the revenue at the expense of speculators and is
on this account unexceptionable, would also discourage legitimate
operations of this character, and theveby exact the employment
of a larger amount of capital in commercial operations, and
consequently tend to raise the cost of both imports and ex-
ports.

A moderate tax on time sales will not much affect speculation,
andif it were excessive or largely exteeded the cost of importing
and exporting hullion, would prove counteractive; as, thongh the
speculation in exchange might be abandoned, it would be simply -
transferved to bullion or to coffee itself.

"'he most recent instance of financial and ceonomical disorgan-
jzation whicly, having been created by methods almost identical
to those that have provoked the degringolade in this country, dre
bound to produce similar results, is to be found in the Argentine
Republic. The disastrous consequences of the forward policy in
that country should, it would be imagined, have served as a
valuablo ohject lesson, to pointa salutary woral to its imme-
diate neighbours, and serve as an example of how fhc finances
of a conntry should not be administered!

If, however, it is too lnte to ey over gpilt millk, or to pmvent
the evils that almost unlimited emissions of inconvertible paper-
money are hound to entail, at least we may profit by avoiding
the same crrors into which our neighbours have again fallen in
attempling to rvemedy the disasters that have almost over-
whelmed them.

In Buenos Aires, as in Rio Janeiro,1epeated emissions of paper-
money and extravagant expemditure have 1esulted in a violent
and permanent depreciation of the national currency. Exchange
in the Argentine Republic since 1884 has fallen 70 per cent,
from 48 to about 14d; and in Brazil 67 per cent.,, from 27d to
9d, since 1889.

To satisly popular elamour and divert attention from their own
empirie and corrupt administration the Government of Dr.
Tuaver Colman selected as the seape-goab of its own shortcomings
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Speculation; accusing it of systematically depreciating the cur.
rency.

In 1889 the first measure taken to repress this nuisance wag
to name an official liquidabor on the Bourse; and as this produced
no good effect it was followed by thefprohibition of all time sales
of gold, and finally the Bourse was closed altogether.

Gold, however, continued to rise and time operations to be
effected from house to house with the responsibility of the cus-
tomer in place of the broker’s. In the course of a few weeks as
this measure produced no good effect, but, on the contrary, gold
continued to rise, the minister of finance, Dr. Varela, resigned,
the Bourse was reopened, but time sales were still forbidden. After
the lapse of 2 month or so even $his restriction was withdrawn,
and gold fell at once, the government retiring worsted and hu-
miliated from the struggle! .

The tremendous rise of the preminm 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 hanks, which were accused
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 examine the books
of all the foreign banks with absolutely no result to substantiate
the charge. This action of the Argentine Executive is of parti-
cular interest here as a similar chauvinistic and popular misap-
preciation is evidently latent in our community, which might at
any moment urge the government to take a similar false step.

Attempts to prohibit speculation, which is eontemporaneous
with the birth of commerce itself, by means of repressive legisla-
tion have heen made and abandoned in alnlost every civilized
country. The repetition of such unproductive experiments only
proves that collectively, as individually, we must all gain our
particular experience, and can rarely, if ever, apply the object
lessons that the experience of obhers supplies to avoid falling
into similar errors.

The phenomenon known as Confidence is in reality, as far as
exchange goes, merely an anticipation of some improvement or
continuance of an administrative policy caleulated to raise the
value of the currency, whilst & want of confidence is its negation.

A hope or promise of retrenchment or of a reduction 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 increased confidence may result in a rise of exchange,
whilst antieipations to the contrary will have an opposite effect.
Neither one nor the other, however, can be Permanent unless these
anticipations are rvealized; in other words, unless the speculation
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is founded on real causes. This phenomenon of confidence, and
the obverse, proves how unconsciously we are all speculators and
inclined to discount the futuve!

Speculation is natural, inevitable and irrepressible, because it is
the expression of the most, valuable of our characteristics, the
hopefulness of human nature; and will continue to be so until our
moral development destroys even the desive to enrich ourselves
at the expense of others, and altruism becomes the rule of life;
a possibility that doesnot appear to have any immediate 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 best course to
pursue is to let it severely alone!
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National Industries,

For fiscal reasons it is not only néanifestly 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 increase, however, would be as illogical as impossible
if its only result is to defeat its object, and to merely increase
the profits of National ¢ protected ’ industries at the cost of the
revenue and of consumers!

The present system of periodically increasing the percentage
of duties on imports, by means of surtaxes as exchange drops, has
been shown to be ineffective; as it is impossible to be constantly
altering tariffs, and the only alternative, the recovery of the
whole or part of the duties at par exchange, to be the sine qua 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
itself as it is injurious to Revenue.

The following table shows the value of dubies actually ve-
covered, and their value if recovered at par exchange. (1894)

I RATIO OF
P Vawve or Duries Equrvaresr LOSS TO PAR
i ACTUALLY e r L.OSS VALUE, OR
‘ parp 1xcrupiNg | OF PUTIES IF PAID ! ACTUAL

‘ SURTAXES IN GOLD REDUCTION
{ OF DUTLES

I Rs. currency Rs. currency | Rs. currency
!
|
|
|

1890 98.477:694% 117.523:2808 | 19.045:586% 10.16%
18911 104.037:613 172.289:8775 | 68.192:264% 36. 19

1892 ] 187.876:5873 245.339:287% 87.463:7005 | 35. 69
1883 | 189.439:552% 301.446:5285% | 112.006:9765 | 3719

SR e e e

The reduction 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 bs quite unable to compete on such terms,
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"The increase of certain specific duties on imported goeds in
1890 was the deliberate outcome of the ‘protectionist’ policy
then adopted. The duties levied by the former, or Belisario,
tarift 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 currency on the real value
of the duties recovered has, however, completely destroyed the
advantage thus conferred, and reduced the actual rate of duties
to a lower average than even that of the despised tariff of 1887,
inspite of consecutive surtaxes of first 50°/,, and then 30 °/, more
charged on the majority of imported goods! ‘

The average percentage of import duties of the Belisario tariff
in force until 1890 was 43°/,, and that of the new tariff 44°/..
(Dr. Barbosa’s.)

Had all classes of goods been uniformly 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 Belisurio tariff!

Under the old (Belisario) tariff the a.verageif’ence}’ Pence
duty of 43% on gouds of the value of 15000, ‘ \
with exchange at par would he............... | i 11.610
| —

The actual duty (1894) as per the new tariff is |
44 9% which on 1800.0 at the exchange of 10d is | 4.40
Plus a Surtax of 50% levied on § of goods im-
ported.....oooveiiniii e 2.20
6.60 x3=4.950
ON THE REMALNING } OF ¢ 0D ¢ IMPORTED THE
POLLOWING DUTILS A3 CHARGED [
Duty 44 °/. as per tariff on 1%000 at 10d ex-
CRANZE....viviit i 4.40

Plusadditional tax on certain classesof goods... | 1.32 |

5.72
Plus Surtax 50 % coveeevneniiriniinnien i 2.86

8.58 x3-2.145

Total actual average duty including sur-

FAXES, BEC.. vevvnevainieiieriir et e e 7.095
Deduet this from average duty of the Beli-
sario (1877) tariff.....ccoeeiiviiiivienrencniniinine 11.610

The balance represents the reduction equi-
valent to 38 % operated in the real values
of duties by the fall of exchange from par —
10 10Guusunceiieneriininnns e 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 duty varies with every oscillation of
exchange, as the following examples of two articles largely
produced in the country and also im(}gorted demonstrates.

Pence
Jute sacking, or dniagem in 1889 paid duty at
the rate of 60/ or 03300 per kilo, which at
27d 1s equivalent £0 ...l 8.1

It now pays according to the tariff
of 1890uciiuiuiiiiiniiiiicrii . Rs.0$300
» 08150

+ 580 °/o surtax

Equivalent to 33.36 °/, ad valorem Rs.O.‘;~‘45(.J at10d exch’ge. 4.5

———

Leaving a difference of...................... e 3.6

Which is equivalent to a reduction in the real value of
the import duty of 44.4 o
Again:—The duty on cloth (cachemira) was, in 1889, 60 °/o

or Rs.45200 per kilo equivalent at 27d exchange to..... 113.40
To day the duty per tariff
of 1890 ds.................... %8.45200 per kilo
- 30 sur-tax...... ... » 15260 ,,
Rs. 55460 ,,
-+ 60 % increase............ . » 39276,
Total.................. Rs. 88736 per kilo at 10d exch’ — 87.36
Leaving a diffevence of ... 26.04

equivalent to a reduction of the duty on cloth by 22.9 per cent !

If, then, a manufactuver counting on a specific advantage
afforded by the tarift equivalent to 60 per cent. duty on foreign
imported goods, hoth jute and cloth, finds this advantage
reduced suddenly to 33.3 per cent. for jute and 46.26 per cent. for
cloth, it is probable that unless be can obtain compensation in
some other way (hy reducing wages for example) be would be
unable to continue to compete at all with foreign imported
goods, as such enormous differences would upset the most
careful calenlations !

This effects of the recovery of duties in currency of oscillating
value, together with the uncertainty as regards the Dpermanency
of the protective policy, isprobably the cause that has hitherto
deterred European capital from being 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 unquestionable that an uniform and wnvarying tarif,
that can only be obtained by the appraisement of duties on
a gold basis, is an essential condition of the rapid development
and prosperity of most national manufacturing industries, and
that the normalisation of dPies in this wanner 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 recovery of duties in gold, or at 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.nust favour immensely National indus-
tries at the expens: -+ Imported goods, and consequently of
revenue, .

Unquestionably, some of these industries are in reality
suffering from the reduction that the fall of exchange has
brought about in the real value of duties, and it would be only
equitable that they should be allowed to take advantage of any
opportunity to return to the indispensable statu quo. There are,
however, many other industries, and these by far the most im-
portant and not the least importunate, that do not vequire, 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
caused by the fall in exchange to a rate even less than that at
which they stood previous to the increase of the taviff in 1890.
Such industries have unquestionably, received their quantwm suf
of protection, and should not be permitted to further increase
their already bloated profits at the expense of revenue whenever
fiseal necessities render an increase of duties imperative.

Without entering on the discussion of the vast subject of the
relative advantages of protection and free-trade, it is to be
presumed that even the most enthusiastic advocates of protec-
tion do not pretend or desire to atford more than suficient assis-
tance to National industries, and such as will enable them to
compete on fairly profitable terms with siwilar foreign imported
commodities; any exaggeration of such a policy beyond this
point, that could only result in enhanced profits for a certain
and very vestricted class at the cost of all consumers and to the
decided detriment of revenue, would be simple spoliation.

The fact that most of the Natiomal Industries that were
alveady in operation previous to the increase 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 tollowing extract from a lettay published in the Digrio do
Rio Grande by a well known and most suceessful native mann.
facturer confirms these conclusions. I believe, as T always
have believed, and have stated more than once, that National
industries suitable to the country and properly installed, hoth
technically and economically, do not require even the enormous
duties they now enjoy, much less any incerease. As regards the
undertakings that are not thus situated, certainly they should
not be protected any further at the expense of consumers. Fop
them only one process is possible or advantageous—liquidation—
80 that by reorganization in a new and more reasonable form
they too may develope and prosper.”

The results obtained by the Fabril and Pastoril of Rio Grande,
and the Alagoana textile Companies, which have yielded an
average dividend of 19} and of 46% respuctively for the three
years 1892 to 1894, conelusively 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
already received in 1889 from the Beliswrio farill was amply
sufficient to secure a profitable roturn on the capital really
employed when properly administered,

Profits of the Rio Grande (o, since its installation in 1854,

o S| et e o

o e it oo

......................................... 8.74 70
........................................... 6.33 5.6
......... 1611 17.4
.......................................... 14.67 18.8
............ 15.15 18.7
.......................................... 21.04 22.8
......................................... 17.34 149
.......................................... 25.23 24.2
T 25.60 20.3

.............. e 32.07 24.3
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The average rate of duties levied by the different tariffs during
the same period were as follows : —

f Bruisanio ey nanno-

[ 1‘“ S8, TARIFE
ST to 18600 1500 | NoNTNAL
Cotton goods.....c.oovvveeninn 51.30+/. | 85.52¢/v| 40.92%
WoolleTou. . ooviviininiininnns !i 46.30 % | 50.78% | 81.399/u! 40.29 %
TREC ceevier e eaernenens | 29.14 7% | 31.43°. | 49.719/0| 23717

|
Average for three classes} 40.97 ¢/, | 46.500/0 | 85.540/a | 34.98 ¢/e
I

This table shows an apparent increase of more than 107°/, in
the rate of duties on textile imports compared with the Belisario
tariff, and 84 % compared with the taitf of Dr. Ruy Barbosa,
that came into fovee in 1891, The increase is, however, in both
cases purely nominal ; in reality the duties actually recovered in
1894 vepresent only 85.3 [, of the real value of the Belisario
tarifl, and 75.2 “/, of Dr. Ruy Barbosa’s taritf, if reduced to
their real values.

If, thevefore, profits have not fallen since 1890, in spite of the
reduction of the real value of duties, it may be fairly concluded
that the textile industry, at least, requiresno addition to the
protective duties it already enjoys.

Undoubtedly, there are many similar undertakings clamorous
for further protection that do not actually yield an adequate
reburn on the capital nominally employed; but it will be ge-
nerally found on examination that this is the result, not
of insufficient protection, hut in some cases of imprudent or
unskilful management, and that in others the amount of capital
actually employed bears but little reremblance fo its nominal
value.

The following dividends distributed by some of the textile
Companies show that this industry is not in such a precarious
situation as is usually represented; and if these be reduced to a
percentage of the capital actually employed, they would e found
to considerably exceed in most instances the nominal rate of
dividend actually distributed in 1894.



| NOMINAL NOMINAL | o .
NAME OF COMPANY ° VALUE v b RATE ¢

, ~
CAPITAL OF SHargs(PISTRIBUIED,

] ——
Ry (S

Brazil Industrial..... 6,000:0008 | 2008 145000 7%
Conflanca................. © 6,000:0005 ¢ 2003 105000 5

D. Isabel.................. 500:000% . o2pgs | 253000 | 12 %
Petropolitana........... ' 4,000:000% | 2005 63000 | 3.
Industrial Mineira.....| 1,2000008 | 2008 128000 | 6,
Fabril. R. Grande...... 3,350,0008 2008 - 22 ,,
Alagoana de Tecidos ... — o — - 40 ,,

It is probable that a thorough investigation of the real
sitnation of other protected industries would bring to light a
similar state of affairs,

If for fiscal reasons it were determined to recover duties in
gold, orin Paper at a rate equivalent to the premiwm, this would
be equivalent to an increase of 37% on the actual (1894) gold
value of duties on imported merchandize in general, and to
14.79 o/, on those of textile goods in particular.

It has been clearly demonstrated that the textile industry, at
least, requires no further protection, and could not, therefore,
complain if the increase of duties created by such o 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 such measure were adopted, the collection of duties
on a gold basis would resalt in an entirely undeserved and un-
necessary accession of profits to industries already sufficiently
protected by the tariff, at the expense of revenue. If, however,
the right of all National industries to claim the advantages that
they were virtually guaranteed under the tariff of 1890 were
admitted, and this adopted for the future for the collection of
duties on a gold basis, it would he reasonahle to stipulate that
any future increase of duties, that fiscal necessity mioht render
impervative, should not he neutralized by the protective tendency
of such a measure, hut accompanied by an equivalent internal
tax on all national industries alveady protected by import duties.

Such a tax would be similar to the excise lovied in England
and India on all domestic products when a duty is imposed on
similar goods imported from abroad. In 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-
ercising any further protective influence.
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A late report of the Inspector of the Rio Custom house leaves
no doubt as to the influence exercised on imports and the revenue
by the uncompensated increase of duties.

He states that; “In the report I alveady had the honor of
presenting to Y. Excellency ol 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 commercial 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
120°/. on their value; such duties increased by the surtaxes are
positively prohibitive. I am, therefore, of the opinion that any
increase of duties on imports at the present moment is un-
advisable, and must produce an injurious effect on the customs’
revenue.”

The collection of duties on a gold basis appears not only
inevitable but advantageous, becanse, not only will it place the
National finances on a secuve footing, hut also will define morve
clearly the position of National Industries, and introduce an
element of certainty and continuity in their relations with
foreign competitors.




— 202 —

Foreign and Internal Loans and the Redemption
of the Curfency.

It will, perhaps, be remembered that, when treating of the
influence of foreign 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
heen likewise determined (page 31). This having been done we
can now reswme that analysis.

The influence of foreign loans on real exchange has been
shown to be limited to a maximum appreciation of 0.21 pence,
or sufficient to raise it to specie point, wnd that any further ap-
preciation of the currency or rise of exchange consequent on the
importation of bullion must be the result of variations of nomi-
nal exchange only. The importation of bullion was likewise
shown (page 143) to affect the value of the currency in circulation,
not in the inverse ratio of the price of bullion or specie, but in
that of the average of all prices.

If these principles ave clearly comprehended we can proceed
to illustrate them hy means of a concrete example, and then to
determine the comparative inflnence on the value of the
currency exercised by a reduetion of its volume if effected hy
means of the proceeds of a foreign or of an internal loan res-
pectively, both of which methods have been projected.

The quantity of paper money in circulation at the close
of 1895 was about Rs.790,000:0008. Suppose that with this
amount in circulation a foreign loan were negotiated for
£10,000,000 at the rate of 80 % of its nominal value, bearing 5°/,
annual interest and 1°/, sinking fund, whilst exchange stood at
10 pence. The real or nett value actually received would then
be £8,000,000, and the real cost of the annual service of the loan
equivalent to 7} per cént. on that value, and that of interest to
63 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.
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Supposing that the local ‘business’ demand remain the same
before as after the importation of the bullion, the general demand
for the circulating medium must be increased by the amount
imported, £8,000,000.

» iR
Applying the equation of value v’::—‘%S (page. 148),
when D and § are equal we find that
10 & ,
57 = 9g5 - & = 292.6

The supply of the circulating medinmis, therefore, 790,000:0008,
the demand 292,600:0008%, and the value of the currency 10 pence
permil 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.192.000:0008; and the demand will have
risen to 484,600:000%. The equation of value will now be

flErE;rggOO x 27d == 16.56 pence, which is the rate to which

exchange will be raized by the importation of the hullion. To this

Ve

must be added the improvement of 0.21d 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 101
to 16177, leaving out of consideration the influence that specu-
lation would be certain to exercise simultaneously.

The sale of the bullion will not, however, have been
effected all ab either 101 nor at 16477, bhut at the mean of the
two, 13438, At this rate £8,000,000 would yield Rs.143,498:000%
paper. If then this sum were applied to the redemption of the
currency and its equivalent withdrawn from cireulation, this
would be reduced to 646,502:000%, and the equation of its value
would then be V" _%@9(2 x 274 .= 20.25 pence.

646,502 "

The rise of 6.77¢ in the rate of exchange produced by the im-
portation and sale of the gold could only e 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, but the former move than the latter. Consequently,
unless some special measures are previously adopted to prevent
it, as soon as the proceeds of the loan ave exhausted exchange
must lose the advantage it previously gained and fall again in
the same way as it rose, by 6177, to 13.48 pence, and even lower.

The only positive and lasting advantage, therefore, gained by
the redemption of the currency with the proceeds of the loan



— 224 —

would be an improvement in the value of the currency equi-
valent to 3.48 pence.

When, however, all the proceeds of the loan have been ro-
exported the increase of foreign burdens by £600,000 per annum
will continue; and, consequently, hless the equilibrium of real
exchange has been realized by the indispensable increase of
exports, decrease of imports, or both, exchange must continue o
fall; so that, even after the redemption at a great cost of more
than 18 per cent. of the total quantity in circulation, it is quite
possible that the value of the currency might drop again to its
original value (104 ) or even lower !

The value of exports in 1893 was Rs.291,830:000% gold, so that
an increase of £600,000, or Rs.5,333:4003, in foreign burdens
would represent an increase of nearly 2 per cent. in the value
of exports, which, small as it may appear, cannot be sponta~
neously created, but only by a steady and sustained effort,
necessarily the work of time and patience. Meanwhile inter-
national exchange would he unfavourable, the only alternative
method of preventing it from falling being a corresponding
reduction in the value of imports or of foreign burdens.

There is 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 imposed
on all imports indiscriminately 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 suflicient to yield a
value equivalent to the increase of foreign burdens, it appears
indispensable that the duties on the classes of imports not chiefly
consumed by production should be systematically advanced
sufficiently to secure the equilibrinm of international payments
every time that a fresh foreign loan or addition to permanent
foreign hurdens 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 re-
demption of the eurrency, a policy which, senseless as it is, has
not lacked supporters.

Judging from actunal quotations of internal 1ok, it is possible
that an internal loan might be issued at a higher rate than a
foreign one, let ug suppose at 95 per cent. of its nominal value.
An issue of Rs.202,105:2728 equivalent at 104 to £8,421,003,
would then yield a nett value of Rs.192,000:000% currency, or
£8,000,000, bearing 5 per cent. annual interest and 1 per cent,
amortisation.
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The ecost of the service of the loan wonld then be as follows :

Annual interest at 5%, on Rs.202,105,2728 Rs.10.105:263%
,»  amortisation at 1%  ,, » » 2,021:0528

L. ————

12,126:315%

Deduet 1%/, on 192,000:000%, the true amortisation 1,920:0008

R5.10.206:315%

The balance then represents the true value of interest paid
Es. 10,206:315% and is equivalent to 5.3 per cent. per aunum on
the real value, received and compares favourably with the rate,
6% ., that corresponds to the interest of a similar foreign loan,
but issued at 95 in licu of 80 ¢/, 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 rises, as it naturally must if the redemption
is carried out,

If the proceeds of the internalloan just described were devoted
to the redemption of the currency the quantity of paper-money
would be reduced from Rs.790:000,0005 to 598:000,0005 and the
equation of value would then he V = 2_2—2—6— == 13121

And the real value of the cost of the service of the debt will
then be as follows :—

Equivalent of the annual service Rs.12,126,315%

at 134 21 exchange.........ccooovenrervieiniinenn £667.452

Deduct the value of the service,at 101 exchange,
the rate at which the loan was issued...... 505,263
£162,189

The difference £162.189 represents the annual loss to the Trea-
sury that must ensue from the rise in exchange brought about
by the redemption of the currency.

The true annual rate of interest paid on the real value
received would be :—

Cost of the-annual interest and amortisation at

134 21 exchange...... Bavaresinn saesessiireeereans : £667,452 .
Less amortization of real value received,
£8,000,000 at 1 per cent. per annum......... 80,000
£587,452

16



— 226 —

The balance represents the annual 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. It may be objected that th%_. service 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, consequently, if the real value of the
taxation necessary to satisfy the service of the debt has risen
from £505,263 to £667,452 in consequence of the improvement
of the value of the currency, the burden of taxation mustin
reality have been proportionately augmented.

Apart from such considerations, any attempt to artificially
raise the value of the currency by means of internal loans, and
indeed in a less degree by «ll loans, is open to other and graver
cbjections. :

It should be borne in mind that the greater or less quantity
of paper-money in circulation neither increases nor decreases
the national, but only individual wealth. The country is none
the richer hecanse 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 medium of exchange. ‘The aggregate value of all
operations of exchange counstitute the demand for the cur-
rency or circulating medium. Even if paper-money hecame
of no value at all, there would in veality be no reduction of
National wealth, because everything it was exchangeable for
would continue to exist as hefore, and what was lost by some
who held paper-money, would be gained hy others who had
acquired the goods and property, so that there would bea
simple transfer, but no loss.

If then by means of a loan such as has been deseribed, and by
the simple substitution of ome 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 currency
and of the bonds themselves has been raised, either it must have
been effected spontaneously, or else by the sacrifice of some
interests for the benefit of others.

To simplify the explanation it will be advisable to illustrate by
an example. Supposing that with an emission of Rs.400,000:000%
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 R<.200,000:0005, and that ex-
change, consequently, rose to 24¢ 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 would have
been created 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
wounld have been eonverted into £40,000,000 without any ap-
parent loss to anyone. Truly an operation, if it were a fact,
more marvellous even than the traditional transmutation of the
metals !

The explanation of the paradox is as follows :—The value of
paper-money is determined solely by the relations of the demand
to the supply, the supply being the amount in circulation, and the
demand constituted by all the commodities, services, property
offered in exchange.

The reduction in the volume of the currency 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 commadities, etc., than
before, with the exception of securities and of other property or
services that are 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 arbitrarily improve the value of
the currency by means of loans is nothing less than a forcible
transfer of part of the property of one class to another; and as
the greatest part of the paper money and securities is aceumu-
lated in the hands of the capitalist and well-to-do classes, this
unfair transfer is mostly from the poorer to the richer classes.

It may be objected that even if this were so, it would only be
inverting the previous operation by which a similar transfer had
been effected fromrich to 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 cwrrency 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, and, therefore,
generally favour the industrial classes, but such a transfer
would be much more circumscribed in its action, and in fact
would be limited to fixed payments, and would not include the
currency except for an insignificant moiety.

-
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With regard to the currency it is doubtful if to-day any single
person possesses intact the same quantity of paper-money he
held in 1889 before the fall in exchange commenced ; that is, if
he has allowed this money to lie idle without touching or
changing it for anything whatever. If so, that individual has
lost and is injured by the fall of exchange; but even so the
fault is all his own; but if, as he naturally would if engaged in
commerce, he has bought and sold with it, since the prices of the
commodities mustthemselves have risen gradually in proportion
to ‘the fall of exchange, he hasalways, 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 rate of exchange. So that if
he were even obliged to convert at the rate of 107 for each mil
reis he would searcely in reality be a loser at all.

Exception must of course be made for Banks or persons who
deal only in money and not in commodities, that are, 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 amengst this
class the holders of mere paper-money must not be generally
included.

It must be likewise borne in mind that a Government emigsion
of paper-money is but a substitute for taxation, and that had
not the necessary funds been raised in this manner they must
have heen obtained from contributors by taxation, of which
the propertied classes must have borne 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 to 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-
menced, and represented to its actual owner at the moment at
which it was lent to the State, not the par value, but the actual
market value of the goods or services, in exchange for which
it had been acquired, appraised in the depreciated currency.

The fact that this class of creditors would realize a wholly un-
earned and undeserved profit at the cost of tax payers in general
should prove an insuperable objection to any attempt to improve
the value of the currency by means of internal loans.

The same objection cannot be nrged inthe case of foreign loans,
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as the lenders would then receive precisely the same sterling
value they delivered, allowing for the difference hetween the
nominal and real rate of issue.

The popular illusion that imagines spontaneous transtor-
mations of value possibl% supposes that the Government has
only to provoke some such antowatic rise in the rate of exchange
o immediately veestablish the equilibriwm of the National
finances, without trouble, labour or loss to any one whatever;
forgetting or ignoring 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 foreign
payments, or else of & reduction of the volume of the currency.

In ovder to complete the comparison hetween the effects of
foreign and internal loans, it is necessary to examine their
respective influence on Capital.

Supposing that the whole voluwne of the currency were produe-
tively employed and that the profits accruing at shmple interest
were added annually to Capital, if no loan were negotiated and
things remained in stalu 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 == currency in cireulation Rs.

790,000:00058 ab 10U coieeieviimminenrninianes = £32,916,667
Tnterest at 5 per cent for 36.7 years at 10d, ... = 60,402,084
Capital ab end of R T = £93,318,751

A foreign loan for £10,000,000 employed in redeeming the
currency would raise the value of the cwrrency to 20425, and,
supposing that there were no pusterior depreciation in conse-
quence of the addition to toreign burdens caused by the loan
itself, the volume of the currency having been reduced to
646,502:000%, the state of Capital at the end of the 36.7 years
necessary for amortisation of the loan wonld be as follows:—

Capital=currency in circulation Rs.646,502,000%
— £ 54,548,600

at 20025 eXCHANGE...cccrerrmemanamreerennne
Interest at 5 per cent. for 36.7 years at 20425
EXCHANGE cvvvrrrerrerssanensnrens ereieneeteireneates == ,, 100,096,687
Bullion imported on account of loal..ceevevverenss =, 8,000,000
Interest on bullion for 36.7 Years.....eererseees =,, 14,680,000
£ 177,325,287
Deduct interest and amortisation payable abroad
for 36.7 FEATS..cvereririrrenriene TP = 22,020,000
= £155,305,287

State of Capital at the end of 36.7 years.......
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An internal loan on similar terms toyield £8,000,000 nett will,
as has heen shown, raise exchange to 13421, and applied to the
redemption of the currency will reduce its velume to 598,000:000%

The state of capital will then be as follows :—
Capital==currency in circulation Rs.59§,000:000$

at 13921 i e = £32,916,667
Interest at 5 per cent, on ditto for 36.7 years.... = 60,402,087
£93,318,757

The total capital at the end of 36.7 years is identical with
the result obtained if no loan at all bad heen employed and the
currency had been left as it was.

Summing up the results of the two operations, it is unques-
tionable, if we vegard their influence on either expenditure
(taxation) or capital, that a foreign loan, even on considerably
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.

‘ FOREBYIGN LOAN, INTERNAL GLOAN
E '
Assumed price of issue............... 80 %. i 95 %.
Addition to annual fixed foreign| ‘
burdens........oovvieerinnnennns g £600,000 nil.
Addition to annunal fixed local J Eguivalent to
PUEAEDS ..o ( Rs.12,110:6005 ( Rs. 12,126:000
Rise in exchange created by the { qugg}}lirggto
redemption of the currency, | ’
from 100, £0.rvv.. wuvverrrrennnenn. 20425 |  13d.2L.
Saving effected in exchange on
foreign payments-  (ratio)...... ' 3.2 1
Nil.

Increase of Capitalin 36.7 years‘..i £100,756,687

—fe e,
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RECQPITULATION

Recapitulating the conclusions 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 negaticn are not real 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 variation of the value of the currency of a
lasting character.

These causes are:—

1t The ratio between the demand and supply of the circula—
ting medinm.

2nd The equilibrium 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 currency,depends
on the quantity of paper woney in circulation and on the local
demand for the circulating medium, which in turn is influ-
enced by the favourable or unfavourable balance of interna-
tional payments; consequently, the quantity of paper-money
in circulation, the animation of local and foreign business and
trade, and the rise or fall of speculation are all powerful
factors in deciding thelocal value of the currency.

International or real exchange, on the other hand, depends
exclusively on the variations of foreign payments andon the rela-
tive supply and demand for Dbills 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
hoth public and private, guarantees, dividends of foreign com-
panies, and private remittances of every description. 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. If
the resources that constitute the supply are insufticient to satisty
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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 European markets.

Having now determined the different rules that govern the
equilibrium of both exchanges, tlf: Statics of the subject, we
may now past on to examine its Dynamics, or the manner in
which that equilibrium has bheen disturbed, and how hest it may
be re-established.
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PART III

FIRST PERIDD 1861 to 1864.

Average rate of exchange .........c.oouuue pence 26%
Value of exports (local valuation) ...... per capita 178817 gold
Value of imports, ratio to exports 81.5% “ 135914 “

Foreign charges including interest and
amortisation of federal and provincial
foreign debts, guarantees to foreign
capital, and profits of foreign com-

panies. Ratio to Exports 9.4%......... “ 15690 ¢
Imported capital ; ratio to exports 7.6%;

ratio toactivo 6.8 % e iineeinieanenes “ 18246 “
Foreign funded debt, exclusive of na-

tional internal loans held in Europe. “ 95227 “
Currency in circulation, including trea- | “ 108832 paper

sury and bank notes............ccoeeeiaee « “ 108459 gold

| “ 68413 gold

i “ 63636 paper
levenue v % 55816 gold

Revenue ....ocovvvveenenes : . 63034 p;per

\

t

Annual federal Kxpenditure ............ ..

3 €

- . s 5 gold
“ “  Defieit ......... e b B 8\2(9); p;per
Balance of international payments (ex-
clusive of bullion and private remit-
tances) Local valuation of exports.... +86.328:589%

"Potal indebtedness including all loans ( Maximum 283333 gold
and issues of paper-money .............. ¢ Minimum 278709 ¢

Leaving out of consideration the movement of bullion and
private remittances, as also 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 pussivo amounting to 91.9 %
of the value of exports, and to 85.7 per cent. of total resources
or the active. Consequently, a very large balance, equivalent to
more then 86.000:000% gold, remained in favour of the country
which was imported as bullion or specie, and xaised the rate of
exchange to 274 pence, or 183 per cent. above its par value,



— 234 —

Financially 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 expenditure of the country. Foreign
charges for this period showed the“comparatix{ely high average
of 18690 gold per head, owing to the amortisation of a large
quantity of the foreign debt in 1893, otherwise the coefficient
would not have exceeded 0$857, 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 its nominal
value (waximum), and to Rs. 278709 gold estimated at its rea]
value reduced to gold at the current rate of exchange, 267 pence,
Of the total indebtedness only 98227 per head corresponded to
the foreign debt.

In spite, however, of the general financial and economical pros-
perity, expenditure exceeded revenue, the deficit being at the
rate of Rs. 08697 gold per head. The coefficients of expenditure
for this period were Rs. 68636 and Rs. 63413 paper and gold
respectively, the lowest on any subsequent rate, and one tha
is 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.

——e e
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SECOND PERIOD 1865 to 1869.

. I—
Average rate of exchange ... pence 2131
Value of Exports (local valuation) ...... per capita 168419  gold
Value of Imports { “ “ ) ceenne
= 92,59 0f exPOrts ..o € 168261
Foreign charges including interest and)
a.mo?tisa,tion of federal and ot%wr i « 18517 (a) «
foreign loans, guarantees to foreign - “ 53002 (b)“
capital, and dividends of foreign com- ! ’
PARIES «euvrerereniiriee s rens e J
Imported capital = 31.8% of exports
and 6.9 % of activo..coiiiiiinnn “ o 18825 €
Foreign debt, exclusive of internal
loans held in Burope..cooovee covvrenien “ 143223 “
Currency in circulation including Trea- ¢ “ 143289 paper
sury and Bank notes..........coceen i o 118057 gold
Total Indebtedness including all loans ¢ Maximm 403903
and issnes of PAPEr-MONeY .....cooveene ¢ Minimm 36§114 ¢
Poder TR \ “ 118122«
Annual Federal Expenditure ............. ] « 145384 paper
« « 2 eTenIle { “ 55700 gold
Revenue .ociieeenneenes 1 “, 75294 pgper
“ “ Deficit ......... N . 53422 gold
eficit coviiiiiiiian s ] « 75090 p;pE'r

Balance of International payments (ex-
clusive of bullion and private remitt-
ances as per local valuation of ex-
ports and imports

Balance of International payments as
per foreign customs’ valuation of im-
ports and exports...... ...ceeveenniens 27.122:655% gold

Shipments of coffee at the port of Riu , sacks 3.055.869 of 10 ks,
{ value Rs.80.918:4108 gold

—158.555:415% gold

(a) Exclusive of foreign expenditure on aceount of the Para-
guayan war.

(b) Inclusive of foreign expenditure on account of the Para-
QUAYAN WAT.

"This was in every semse the most disastrous period of Bra-
zilian financial history; and from the habits theun acquired of
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administrative extravagance, the result of the lavish expenditure
caused by a long foreign war, the country has never wholly
reccovered.

Exports fell off slightly, 7.8 per cent., compared with the
previous period, and imports incregsed very largely, 17.4 per cent.,
whilst the foreign expenditure inclusive of that for the war rose
enormously, 196 per cent. Conseguently, the balance of inter-
national payments was extremely unfavourable; and exchange on
this account alone must have suffered a great depreciation. In
addition to these causes excessive emissions of paper-money si-
multaneously depreciated the local value of the currency, the
quantity in circulation having increased from Rs. 108885 to
145285 per head. The average rate of exchange for the whole
period was 21d.31, a fall of 5d.56 since 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 158.555:4155 against the country
for the five years, and the other that of only 27.122:655%. For
reasons already given the former have been judged more
correct.

The uncertainty as to the correctness of the appraised values
of imports and exports is here wmost striking. Supposing that
the same demand for the circulating medium 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 average depreciation that would correspond to the excess of
emission would be 7.8 pence, and would more than aceount 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 local value of the currency, the
largely increased demand for business purposes created by the
operations of the war itself must have exercised an opposite
tendency. Whut theprecise value of this latter demand really was,
and, consequently, what the true local depreciation, could only
be decided by determining correctly the balance of international
payments. This, however, we are unable to decide. And, on the
one hand, if for reasons already given we ave 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 discrepancies noticeable between the local and foreign
valuations of Brazilian trade for this period are typical, and
illustrate the great importance of trustworthy statisties and the
neccessity of securing greater accuracy in the future.

National expenditure rose #in consequence of the war from
Rs.63413 gold per head in the previous period to Rs.113122, 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.103808 gold per head, which still represented an increase
of 63.5 % compared with that of 1861-1864, and continued about
this rate until the period 1886-1889 when it reached its, max-
smum Rs.115334 gold per head. In 1890-92 declined to Rs.93981,
and in 1893 to Rs.8%319, not because of any absolute economy in
the administration, but through the influence of the depreciation
of the currency on the real value of local expenditure, as is
shown by the fact that the expenditure appraised in paper-
money at its nominal value, which was only Rs.65636 in 1861-1864,
rising to Rs.145384 during the war, reached its maximum,

15.19%532 per head, in 1893.

The effects of the war on production and exports were, for-
tunately, not so serious as might have been anticipated, and the
slicht reduction in the value of exports, from Rs.17$819 to
Rs.165419 old por head, was the result rather of the fall in the
price of the staple, coffee, from 53729 gold to 49952 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 period National indebtedness was nearly doubled,
vising from Rs.28%333 to Rs.405903 gold per head, reckoning
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 14%223. The internal debt had risen likewise from
Rs.8%549 to 128404 by emission of both ‘apolices’, or bonds pay-
able in currency, and ‘national” bonds payable in gold, which in
1869 for the first time made their appearance. The increase of
paper-money, from Rs.103832 to Rs.14$289 per head was chiefly
due to emissions of treasury notes that increased from 35,391:000%
to 61,706:000%, the increase in hank notes being only 12,757:0008.

Foreign ecapital imported was very large, and averaged
10,958:5465 gold per annum, equivalent to 6.9 per cent. of
the average annual international credit or activo, of which
Rs.8,889:0008 was the product of loans, and the rest of capital
for vailways and other public companies.

The burden of foreign expenditure increased, exclusive of that
for the war, 77 per cent. since 1861, from 08857 to 185617 per
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head. Inclusive of the war expenditure it was 53002 per head.
The increase of both expenditure and indebtedness during this
unhappy period of Brazilian history was to be éxpected under
the circumstances, but the failure to reduce the rate of national
expenditure, or to make any attenfpt to pay off some part of the
heavy liabilities then contracted after the excuse for such ex-
penditure had ceased, cannot be regarded as an unavoidable
consequence of the war, and must always remain a most un-
satisfactory feature of national finance.
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THIRD PERIOD 1870-1875

»

Average Rate of exchange......... Pence. 24.3
Value of Exports (local valuation). p. capita Rs. 208345 gold

Value of Imports (do do)
= 74.6 per cent. of Exports... 5 ,» 188342
Foreign Charges-including service
of federal and other foreign!
loans, guarantees to foreign | o . 18693
capital, and dividends to fo- .P l
reign companies 8.2 ¢,. of ex-
ports. ]

»n

Imported Capital == 7.2 per cent of
Exports and 6.77%. of Activo... s . 13486 .,

Foreign Debt, exclusive of internal

gold loans held in Europe...... v s . 1439018
Currency in circulation; Treasury g 1838554 paper
and Bank notes.................. P » zll$047 gold

Total Indebtedness including all

loans and issues of paper- Maximum 593427 ,

MODEY.iueere vreeeerse woeeree.. Minimum 465032 ,,-

(108808 ,,
Z 113737 paper
{ 95092 gold
{ 9816 paper
| 15716 gold
{ 15921 paper

Annual Federal Expenditure...... "
» 2 Revenue............ e

” o Deficiti.cc....... R

Balance of International payments
exclusive of bullion and private
remittances as per local valua- .
tions of exports and imports...... + Rs.254,995:778% gold.

Balance of International payments,
as per foreign customs’ valua-

[ 7163 - WS + 5, 1294579708 ,

Shipments of Coffee at the Port of | Bags 2,715495
Rio Janeiro; annual average...... { Rs.105,954:0148

2

»
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The reduction of foreign expenditure consequent on the cloge
of the war from Rs,5%002 to Rs.18693 per head, and g oreat im.
provement in the foreign demand for Brazilian produce sue-
ceeded in regaining in less than five Years the economica]
situation destroyed hy the war, and %xclmnge rose rapidly 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 being
28¢ pence in 1875, when paper-money stood for a short time atan
absolute premium, as it did again in 1889,

Exports increased in value from Rs.168419 to 208545 gold
per head in consequence of the rise in the price of coffee from
48952 to 6%339 gold per bag, the highest average yet attained,
and which more than compensated the falling off in quantity ef
average shipments at Rio, which fell from 3,003,805 bags in the
previous period to 2,710,830 per annum.

Tmports instead of Inereasing showed g positive decrease from
Rs.165%261 to Rs. 155342 gold per head. Imports during thisperiod
only represented 74.6 7% 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 cent. of the total Credit or Activos
there being, therefore, a balance equivalent to 19.1 per cent. of
the value of exports available for importation in the form of
bullion or specie. The influence of international payments on the
value of the currency must, therefore, have been uniformly fa-
vourable: and, in view of the continued emissions of Paper-money,
which increased the quantity in circulation from 145289 to
183554 per head, and must have exercised a powerful and si-
multaneous depreciating influence on its local value, the
improvement of the value of the currency and the rise of
exchange during this peried, it must he coneluded, was the
exclusive effect of the favourable balance of international
payments,

To this result the increase of the value of exports and re-
duction of that of Imports principally contributed, though the
importation of foreign capital, which still continued on a large
scale, must have likewise cooperated.  Foveign capital imported
represented 7.2 per cent. of the value of exports and 6.7 of the
total activo, and comprised 11,852:004% gold in the shape of
foreign loans and Rs.3,189:7608 for guaranteed and other under-
takings.

The balances ohtained respectively for this period from the
use of local and foreign valuations of imports and exports con-
tinue to show a great diserepancy, but in this case both indicate
that they were indisputably favourable, the difference being
one of degree werely, It is, however, noteworthy that their



— 241 —

yelative positions are now reversed, whereas the foreign valua-
tions yielded the more favourable estimate 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 tdal indebtedness rose from 408903
to 508427, and its real value from 355114 gold to 468032 per
head. This was the result partly of the increased real value of
the paper money and of that of the internal debt, but also of a
positive addition to debt of all descriptions, with the exception
of the foreign debt which was reduced from 148223 gold per
head to 148018. The internal debt increased simultaneously from
115388 to 26$365 (nominal value), and the paper money in cir-
culation from 14$289 to 18$554 per head.

In spite of the general improvement and the increased value
of paper-money expenditure exceeded revenue by 18716 gold per
head.

Compared with the previous period of the war, expenditure tell
only 2.8 per cent., and still continued 68.5 per cent. in excess of
that of 1861-1864, the period previous to the war, if reduced to
its real or gold equivalent.

If the nominal value of expenditure in paper-money is com-
pared with that of the previous pexiod 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 balance of international
exchange raised the value of the cwirency to par in less than
five years was so much the easier because the quantity of paper
money to be operated upon was comparatively small, not exceed-
ing 189554 per head. The same conditions of international pay-
ments which then sufficed to raise exchange from 14d. to par
would to-day (1895) suffice to raise the 789.000.000% actually in
cireulation from 10d. only to 155 pence.

3K

17
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FOURTH PERIOD 1876 TO 1885.

€
Average Rate of Exchange................. pence 22}
Value of exports (local valuation)...... perhead Bs.163103 gold
Value of imports (local valuation )
= 91.4 per cent. of exports.............. » 143349,

Foreign Charges including the service
of federal and other foreign loanms,
guarantees to foreign capital, and
dividends of foreign companies; =

12.2 per cent. of expdrts .................. 5 13978
Imported Capital = 5.3 per cent. of ex-

ports and 5 per cent of aclivo.......... 1 08853 »
Foreign Debt, exclusive of internal

gold bonds payable in Europe.......... " 133368 ,,
Currency in circulation; Treasury and ¢ . 16$951 paper

BanK NOLES tereierveiesveesvereseeeeeienane v, 133989 gold

Total Indebtedness including all ¢ Haximum . 615182 "
loans and issues of paper-moneyg Minimam 5 533358 »
» 108072 .,
» 128234 paper
» 7%823 , gold
93573 paper
. 28250 gold
" 23661 paper

Annual Federal Expenditure ..............

” s Revenue..c.cccovervenrennnn

» 2 Defieib vvvivvieiiiniienennns

e N s

Balance of International Payments, ex-

clusive of bullion and private remit-

tances, as per Local valuations of ex-

ports and Imports........ceceeivvuenninnnns + Rs.5.105:6763 gold
Balance of international Payments, as

per Foreign Valuations of exports

and IMPOTES....uvvueiinieiireiirinreeenn + Rs.217.725:325% ;,
Shipments of coffee at the Port of Rio; ¢ 3.907:846 bags.
ADNTAL AVETAZE .oevvereereeireirinesserannes 1 Rs.99.790:745% gold

In 1874 the price of coffee had already commenced to fall from
the high average of 68304 per bag maintained during the pre-
vious period to the lowest yet registered for any of the periods
under analysis, 3$247. The effect of this fall in price must,
however, have been greatly compensated by the largely
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increased 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 % compared with the fall of 48.4 per cent. in its price!
Nevertheless the value of e%ports shows a reduction of 43126
per head, according to local valuations, but only of 08555 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 exclusive effect of
unfavourable international balance of payments and the conse-
quent depression of all local business, because it was simul-
taneous with a positive appreciation of the local value of the
currency, effected by the systematic reduction of its volume.
This is evident if we examine the sundry factors that affect the
value of both nominal and international exchange.

Foreign charges had risen slightly, on the one hand, from
18693 in the previous period 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 two items will
account 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 contrary, was reduced from Rs.18$554 to
Rs. 165951 per capita, in spite of the emission of 40.000:0003
treasury notes in 1878 and 1879, and must have experienced a
corresponding rise in value unless other adverse factors had
simultaneously exercised a depreciating influence. A glance
at the diagram fronting page 160 will show how these two
distinet influences must have operated during this period,
one tending to steadily improve, and the other, still more
powerfully to depress the value of the cirenlating medium.
The red line, which represents the theorvetical variations of
nominal exchange as influenced by the quantity of paper-money
in cirenlation, shows that the depreciation caused by the new
emissions in 1877-79 was not only recovered, but that the value
of the currency musthave experienced apositive improvement
equivalent to3d. during the whole period on this account. The
blue line, notwithstanding, shows an almost uninterrupted de-
cline, and has no resemblance whatever to the other, or red curve.
The fall that occurred in the market rate from 1877 to 1878 cor-
responds very nearly, as would be expected, with the depreciation
caused by increased emissions, one being equivalent to three pence
and the other to two and a half. From 1878 forwards, however,
all resemblancein tendency ceases entirely, and whilstthe red 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 by the use of local valua-
tions of foreign trade shows an exdiss of Re.5.105:676% gold in
favour of the country. It is possible that the depreciation of the
currency during this period was the simultaneous result of pri-
vate remittances, which have not heen taken into account, and
must have turned the favourable balance against the country, as
also of the local depression that bad trade invariably creates,
which would have influenced the local demand for the circulating
medium and exercised a depreciating influence on exchange; but
neither one nor the other ave sufficient, nor both together, to
account for the tremendous fall in exchange since 1879, If we
turn to the foreign customs valuations of Brazilian trade, the
discrepancy is still more apparvent. In this case the balance in
favour of the country is much more considerable, and amounts to
217.725:3258 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 foreign
valuations of Brazilian foreign trade for this period, at least, are
defective and irreconcilable with facts, but that the local valua-
tions are less so than the foreign.

The great importance of trustworthy statisticsfor the investi-
gation of economical phenomena is indisputable. The untrust-
worthiness of all such statistics 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.593427 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 148018 to 135368,
and the paper-money in cireulation from 185554 to 165951.

Expenditure, as usual, showed a large excess over ordinary
revenue, equivalent to 25661 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 10§072 in
this.

The real value of revenue also declined, but in a far greater
proportion, from 93092 gold to 7$893, in consequence of the de~
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preciation of the currency and of the custom of collecting duties
in paper, at 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. a

The unsatisfactory nature of statistics relative to this period
make positive conclusions if not impossible, at least question-
able, but must suffice until & thorough analysis of the different
economical phenomena that correspond to this period, such
as could only be attempted with full access to all the sources of
information of which the Government disposes, and with ample
time at disposal, can be obtained.




— 246 —

FIFTH-PERIOD 1886 TO 1889.

——
Average Rate of Exchange................. pence 24}
Value of Exports (local valuation)...... per head Rs.163460 gold
Value of Imports ( N ) o
89.1 per cent. of Exports................. » 148667

Foreign charges including service of
Federal and other foreign Iloans,
guarantees, and dividend of foreign

capital, = 14.6 per cent. of Exports. " 23216 "
Imported Capital = 14.3 per cent. of

Exports and 12.0 per cent. of Actwvo... " 38077,
Foreign Debt exclusive of internal gold

loans payable abroad...................... . 165173 .
Currency in circulation including ¢ “ 145774 pa per

Treasury and Bank notes.............. 1] i 125944 gol a
Total Indebtedness including all

loans and emissions of paper ( ¥aximum w“ 618661 "

IMONEY werrenirrrneeenrineernnnenesnn % Minimam i 563802 "
Annual Federal Expenditure. .. ... ... § ” 115354,

¢ » 125858 paper
¢ » 95998 gold
L . 115359 paper
” 15336 gold
18999 paper

0 - Revenue ....................

o - Deficit ...l

~-—

Balance of International Payments, ex-

clusive of bullion and private remit-

tances as per local valuations of im-

ports and exports.......ccceivuiniiiiinnnn, + Rs.52.852:6918 gold
Balance of International Payments,

as per Foreign valuations of imports

and exports.....c......... hreen caenens + Rs.223.514:706§

2.990:965 b
Shipments of Coffee at the Portof Rio; {  p_ooeon o

No period of Brazilian financial and economical history is more
interesting 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 national finance, and thus by comparison re-
fects discredit on the present and its institutions.

The most prominent fact in the statistics for this period is
that international payment® represented 95 per cent. of resources,
or the detivo, and 108 per cent. of the value of exports, whilst
imports alone amonnted to 89 per cent. of their value.

The importation of foreign capital exceeded the rate of any
previous period, being equivalent to 25335 gold per head, whilst
foreign charges likewise rose to their maximum value, 25216
gold per. head! The combined value of imports and foreign
charges amounted to 165923 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
savourable 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 16$103. That 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
t0 2.890.965; the loss in quantity, however, was compensated by
higher prices, so that the aggregate value remained about the
same. The value of imports remained almosb stationary at
14$667 compared with 143349 for 1878-1885.

The increase of imported capital was derived from the follow-
ing sources; 13921 per head or 106,668:000% from foreign loans;
03060 per head or 3,339:230% from the capital of guaranteed rail-
ways, ete., 05972 or 13,505,973% from the capital of unguaranteed
companies; and 0§129 per head or 7,200:0008 from foreign pro-
vineial or municipal loans. Every recourse to attract fresh
capital was resorted to, and the importation was on a scale never
before witnessed. In consequence, the foreign debt increased
from 138368 t0 163173 gold per head. The internal debt remain-
ed at about the same nominal value, but the quantity of paper-
money in circulation underwent a great reduction, from 16$951
to 148774. Consequently total indebtedness exhibited only a
small increase from 618182 to 613661 per head.

Tt is impossibleto study the foregoing statistics without coming
%o the conclusion that the improvement in the value of the cur-
rency 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
Rs.130.713:203$, equivalent to 12 per cent. of the total activo or
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resources for the four years, the course that exchange must have
taken would have been probably reversed,

A greatpart of the foreign capital imported was utilized in
redeeming the currency; the improvement in the value of the
errency 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 rate from 20 pence in 1886 to 23 pence. The balance
of the improvement from that rate to 28% pence in 1889, the
highest rate attained, was without doubt the resulf of the in-
fluence éxceroised on the value of the currency by the enormous
importation of bullion that ensued.

Tt is trae that if the foreign customs’ valuations of Brazilian
trade ave consulted they will tell a different tale. Tmports then
only represent 73.9 per ent. of exports,and the total annual debit
ot passivo is bub 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 Re.203.514:706% in favour of the country,
compared with only Rs.52.852:691%, the balance obtained from
Tocal valuations. . o »

If; therefore, the foreign valuations were the more correct, the
large balance in favour of the country would sufficiently account
for the improvement of exchange without. the intervention of
forsign capital aball. There is, however, no reason to believe
that the foreign valuations ave the more correch; 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 Xilos, to the
average of 5§432 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 COMMERCIO), and the aggregate value of shipments
remained almost precisely the same as during 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.

11, therefore, the local valuations of exports and imports, when
duly corrected and reduced-to their gold equivalent, in reality
represent the relative value of cne and the other, it is unques-
tionable that without the assistance of foreign capital the
equilibrium of international payments could not have been
maintained, and that any attempt to artificially realize a reburn
to specie payments under such circumstances was bound to end
in failure and disaster.

Tnless the indispensable economical equilibrium is notonly
previously realized but capable of being maintained, it iz ueeless
to expect that gold can be retained in the country or the partia]
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resumption of specie payments prove anything but a costly and
useless experiment.

An illustration of what must oceur 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 rend®red such an attempt feasible. In
consequence, bullion and specie are there rapidly disappearing
again, and a return to forced currency is believed to be but a
question of time. If exports 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 foreign
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 275d.) 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 in sufficient quantity to supplement
the supply of the local circulating medium 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 jcon-
vertible currency created so great a reduction in the supply of
the circulating medium in 1888 and 1889 that its nominal value
exceeded the real, and its quantity was reduced to Rs. 13$909 per .
head, evidently insufficient to meet the demand. Had the equi-
librium 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
circulation to maintain exchange at par. Unfortunately this
equilibrium was not assured and, consequently, as soon as the
available supply of gold for export was exhausted, althongh the
relative values of the local demand and supply may have remained
unaltered and, with the exception of that part attributable to
the balance of international payments, have positively increased,
the demand for gold being in excess of the supply its price must
have risen, 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 rise of some prices being compensated by the fall of others,
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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 equilibrivm, If the Visconde
de Ouro Preto had realized his intention and actually subgti-
tuted specie for all the paper currency, gold must have continued
to leave the country in precisely the £ame manner, The reduction
of the volame of the currency in that case, howerver, would have
caused a fall of prices at home, and, consequently, an increased
demand abroad, which would possibly have heen sufficient to
redress the economical equilibrium.

This automatic regulation of exchanges is Drecisely the great
advantage possessed by gold over inconvertible currencies, and
a return to such a system would be advantageous chiefly on this
account. Undoubtedly, Sr. Affonso Celso understood the mattey
he had taken in hand, and endeavoured o secure the necessary
equilibrinm by the best method available, the reduction of the
burden of foreign payments. This he effected by the conversion
of the outstanding foreign loans, bearing 5 per cent. interest and
1 per cent. amortisation, into a new debt of only 4 per cent. annual
interest and § per cent. amovtisation. In this manner a large
economy 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 borrowing necessary for the
redemption of the currency, the cost of its annual service fell
from 25.554:000§ gold in 1889-90 to 23.265:0413 in 1890-91.

Whilst labouring to reduce the external annual liahility of the
country, the necessity of augmenting resources was likewise
attended to by affording the assistance to agriculture and pro-
duction that the situation created by the extinction of slavery
exacted. Had the project of the substitution of g metallic cur-
rency been actually realized, there is little doubt that it would
have proved ultimately highly advantageous to the country, but
at first it is probable that the restriction of local credit 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 contrary, has so powerfully stimulated.

Expenditure during this period rose to the highest real value
it has attained before or since, 118334 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 125234 to 124858,

Ordinary revenue rose from 73803 gold during the previous
period to 93998 per head; but, in spite of all, deficits continued
as previously and amounted to 13336 gold per capits,.
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Recapitulating our conclusions relative to this period, it
would appear that the project of substituting the paper money
by a metallic currency, however well intended, was premature
and too artificial to be advantageous. The morality of the im-
provement of the value of the currency by such means has
been already discussed, 23d shown to be extremely question-
able. The project though well conceived and ably carried out, was
predestined to failure, because the resources of the country were
insufiicient to realize the complete substitution of the currency
by metallic money, or to realize the indispensable equilibrium
of international payments if part remained in circulation.
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SIXTH PERIOD 1890-1892.
@

Average Rate of Exchange........ ........ Pence 170

Value of exports (local valuation)....... per head Rs.18%202 gold
Value of imports , v

== 106.6 per cent. of exports............ » 198191
Foreign charges, including the service !

of federal and other foreign loans

guaranbees, and dividends of foreign

companies,==12.1 per cent. of exports. " 28155
Imported Capital = 26.5 per cent. of

exports and 21 per cent. of wetivo..... » 4879 .,
Foreign debt, exclusive of internal gold

loans payable abroad.........ccooveees ’ 18$315
Currency in  cireulution 5 including ¢ » 343384 paper

Treasury and Bank notes ............... 1] » 218487 gold
Total Indebtedness including all

loans and ewmissions of paper | Maximum " 843065

IONEYeirivrviiiinsieriiieaeen e, | Mivimow , 4§125
Annual Federal Bxpenditure........... .. \ » 93981

{ »  16§273 paper
¢ 85059 gold

» " Revenuwe . ) ) 138121 paper
» " Deticit..... ... .. \ " 1:?922 gold
‘ ” 35154 paper

Balance of Internations] Paymonts ex-

clusive of bullion and private romit-

tances as per Local Valuations of

imports and exports ..., ~— Rs.187.052:0883 gold
Balance of International Payments as

per Foreign valuations of imports

and exports oo, T ~~  15.36.359:482%

Shipments of Coffee at the Port of Rio. { 93;?;22?5, Zi?;

A single glance at the wray of figurves that constitute the
indictment is sufficient fo reveal the unmistakable causes that

have operated the extraordinary depreciation of the ourrency
during this period,
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Wo official or local statistics of the foreign trade are available
for this period, and those here presented as local valuations are
merely the foreign customs’ valnations reduced to their equiva-
lent ‘local’ value in the same proportion aswas maintained be-
tween them from 1875 to 3889.

Whichever, however, of the two valuations be 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 balance of inter-
national payments since 1889 must have been uniformly
unfavourable, and that a great part of the depreciation of the
currency must be attributed to this cause.

The value of exports increased from 163460 to 185202 but that
of imports showed a still larger increase from 143667 to 198191,
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 currency. 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 szceeded that
of exports by 6 per cent. whilst the total international debit
or passivo exceeded the credit or active by 18 per cent.

Foreign charges, owing to the conversion operation of 1889,
fell slightly from 2$216 per head to 28155 gold ; but total indebt-
edness increased enormously 36.3 per cent. from a nominal
value of 618668 in the previous period to 843065, owing to the
increase of the internal debt and of emissions of paper money.

The enormous increase of the currency from 145774 to 34§384
per head, equivalent to 140 per cent., exceeded any possible
inerease of a legitimate demand for the circulating medium that
“the first awakening of national activity 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 heen 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 unmistakable
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
during the former period it reached 14.3 per cent.
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Everything, therefore, conspired to inflate the international
debt or passivo, and to redute the value of the credit 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 11%3%1 to 95981 gold; bhut, 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 can a permanent im-
provement be expected except by removing the causes of disturh-
ance, and restoring the equilibrium of exchanges, by either
reducing the volume of the currency or decreasing the proportion
of imports to exports, or both. The attempt to reestablish thig
equilibrium by means of foreign loans obtained on onerous
terms may afford a temporary relief, but must ultimately leave
the economical situation worse than before,

The situation which must be faced may be summed up in fow
words. An amnual expenditure Is rgely 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
Republie was purely speculative, the transitory effect of a panic
or loss of confidence in the political situation, that alone and
unaccompanied by any real cause could not have been sufficient
to determine a permanent depreciation of the currency. The
large accession to the ordinary 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 accumulations of bullion and
specie, this extraordinary demand could not have permanently
affected the rate of exchange had the equilibrium of inter-
national payments been a fact instead of & pleasing fiction. As it
was, it mevely 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
European bankers was already reduced to about £2.213.000 at
the close of 1889.

The equilibrium of the supply and demand for hills 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 permanent depreciation of the currency. Confi-
dence would have been re-established and gold returned to the
country.

This real cause was s‘“ﬁpplied first by the unprecedented
inerease in the volume of the currency, 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 disegnilibrium
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 obligations to that of
exports.

The disorganization of the federal revenues resulting from
the transfer of the export duties and other revenues, 17.000:000%
per annum, to the States could nob hut add to the difficulties of
the situation, which the additional duties or surtaxes on imports
did not compensate. Revenue consequently fell off from Rs.
95998 to 83059 gold per head.

_ That the supply of money in 1889 was insuficient to satisfy
the demand is proved by paper-money having risen to a pre-
mium of 5} per cent. What the precise value of the supply then
was caunot be determined, becavse it must have been largely
supplemented by the immense quantities of specie that entered
into circulation as soon as the value of the currency 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 currency, even when supplemented by specie,
insufficient for the speculation it engendered, and clamored
for more. The firss attempts to 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 irresistible.
Prudence was thrown to the winds and emissions followed each
other with lightning rapidity, until the volume of the eurrency,
which in 1889 did not exceed Rs.198. 815:5623, rose to
Re.555.825:000% in 1891, and to Rs.606.917:750$ in 1892!

The average depreciation of the currency that corresponded to
excessive emission for this period was equivalent to 6d., or & fall
from par to 21d.; the rest] of the depreciation, equivalent o 5d.
was therefore, the result of the unfavourable nature if interna-
tional balances.
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The tightuess of paper-money observable in 1888 and 1839, and
which Speculators interpreted as an insufficiency of the circu-
lating medium, was in reality the first premonitory symptom of
the epidemic of speculation that ’ere long was to sweep all before
it; and it was to the misconstructfn and misapprehension of
this symptom by the responsible authorities that may be traced
the origin of the whole subsequent disastrous policy of unve-
stricted emission and “largos horizontes.”

In an eloguent 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 nature, and that this was shared by the Government of
which he formed part.

“The first awakening of national activity stimulated by the
abolition of slavery gave rise to innumerable banking, industrial
and commercial undertakings, the importance of which in only
18 months (1888-1890) was equal to all the simultaneous 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 that it no longer is possible to
“invest it at the usual rate of profit.”

In Bragzil the fall in the vate of profits was provoked, not so
mueh by accumulation of capital or difficulty of placing it ata
remunerative rate of interest, as by the increased cost of pro-
duction consequent on the suppression of slavery and to the
reduction of nominal profits (in paper-money) caused by the rise
of exchange.

Such an epidemic commencing in 1888 continued to 1891 until
the contagion had attacked all classes, and created an unpre-
cedented expansion of credit 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 epidemic, and would in all
probability have never oceurred, or would certainly have never
attained such gigantic proportions, had the speculative mania
been checked, or never permitted to assume an epidemic form.

The responsibility for the present state of affairs must, thore-
fore, be shared by all who either failed to observe the birth and
growth of this speculative mania, which was in full swing before
the advent of the republican regime, on which the blame is
usually laid. Undoubtedly, the members of the Provisional
Government incurred, in common 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 unreflected measures.

‘Whether or no the same effects would not have been produced
by the same initial causes, even without any change in the
form of Government, is a.praalem 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, therefore, it be 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 extraordinary spectacle that Rio Janeiro
exhibited from 1889 to 1891 becomes more intelligible, and the
conduct of the provisional Government more excusable.

That under the intoxicating influemce of this contagion all

. warnings were set aside on the mere croakings of hopeless
pessimists or “Sebastianistas,” was natural ; and onty similar to
what has happened in every other country wheve a similar epi-
demic has matured. Such was the experience of Law’s magni-
ficent scheme to enrich humanity by unlimited emissions of
paper-money. Its disastrous failure, however, did not prevent
the equally disastrous “South Sea Bubble,” northe unlimited
issue of assignats again in 1800, nor the repetition of similar
disasters in 1889-90 in Buenos Aires, nor did it in Braszil 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 inorganie, as of our
social system, depends on the equilibrinm of its component
atoms or elements. The simple introduction or contact of 2
foreign element is often sufficient to destroy that equilibrium,
never to be regained.

Tn the same manner the financial equilibrium, so laboriously
and artificially realized 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 institutions.

Had either of these two disturbing factors acted alome, its
effects would have proved less complete and less painful,

18
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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 iniurious had it not coineided
with the development of the speculdtive 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 respousibility for which cor—
responds neither to this nor to the late regime, but to both ; and
if to one more than another then 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 CAPITA '1861—1864“1886—18895 1893

Value of exports..............| 173817 | 163460 | 195073
“ < fmports... | 133914 | 143667 | 175749
Foreign charges 18690 | 25155 ’ 25146

|

Tmported capital.............. . | 1seas | 23388

| 03681
i
Foreign debt exclusive of Na- ,\‘

TIONAL Loaws (gold) ........ . 95227 | 183315 | 18%693
Currency in...................... ... 108556 | 143774 | 425232
Total debt (exelusive of Maxruo | 285333 [ 615661 | 925175

floating debt).... ....... MINIMO[ 273709 | 265802 { 585149

e gold 63413 | 115334 83319
Expenditure................ pgpel‘l' 63034 } 115359 f 168194

B Do gold! 55816 93998 63393
Ordinary Revenmne ...... p:;por 65034 | 115359 | 165194

fns gold 08597 | 18336 | 15422
Defleib ool pgper 0%602 15999 | 3361
Exchange, 90 days rate. pence 2 !

Ratio of imports to exports % 815 89.1 , 93
“ “ FOREIGN CHARGES

to exports.................... % 9.6 121 r 11.2
Ratio of IntporTED CAPITAL i

to exports.................... % 7.6 | 143 } 3.2
Ratio of InrrORTED cAPITAL | [ i

to detiva................... % | 6.8 12.0 ‘ 3.1

Compaving the statistics for the year 1893 with those of the
Period 1865-1867 it will be found that the value of exports has
increased only 7 °fo; from 173817 to 98073 gold per head, whilst
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imported capital has fallen off from 15246 to 03581 gold per head.
On the other hand the value of imports has increased from
134914 to 178744 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 trade was uni-
formly favourable and the international debit or passive only
represented 91.9 per cent. of the activo, in 1893 the halance was
unfavourable and the passivo, exceeded the activo, by 12 per cent.

The economical situation in 1893 bhas, therefore, greatly
deteriorated if compared with 1861-1864, the total available
resources being insufficient to satisfy the international obligations
of the country, but that this, in spite of the growth of foreign
charges, has not affected individual prosperity is shown by a com-
parison of the balance that remained over after experts had
satisfied the fixed foreign charges of the State in both instances.

Tn 1861-1864. Exports yielded Rs. 175817 gold per head

and A1 1893 oottt eee e e e s, 198073
In 1861-1864. Foreign chargescost Rs. 18690

AN 1893, ettt e “ 25146
In 1861-1864 a balance remained of Rs. 168127

and iDL 1893 0F 1riririieie e e “ 165927

In 1893, therefove, 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 of ... Rs. 168460 gold per head

In 1886-1889 Expenditure amounted to < 11§334 « <~

Rs. 55126

Leaving a balance disposable of Rs. 55126; compared with Rs.
108753 gold in 1893!

There can be little doubt, thervefore, as to which period was
more advantageous to production, and to the development of
the most important industries of the country.

If the same comparison be instituted on a paper-money basis
the advantage becomes still more apparent.

The valueof exports yielded 1886-89 1893.

an annual average of.... Rs. 188106 paper, Rs. 445783 paper

National Expenditure

amounted to......ocoieens « 12$858 “ “ 198552

Rs, 5§248 paper Rs, 255231 paper
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In 1893, therefore, 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! Unless,
therefore, the cost of production fiad also risen in a similar
ratioit is unquestionable that production and exports must have
realised a far higherrate of profit both real and nominal, than 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 rea]
or gold value, whilst the rise in their nominal value has heen bnly
at the rate of about 16 per cent, and the cost of other expenditure,
including that on account of rent, taxes and even of imported
merchandize, if it has risen 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 Rs. 168127
gold per head, whilst in 1893 it had increased, in spite of the
simultaneous growth of the burden of foreign charges, to 163927
per head. If, then, the tax-payer preferred in 1893 to liguidate
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 previously. 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 requisite to meet those charges, so that the
total international debit or passivo exceeded the value of exports
by 12 per cent, and that of the total resources 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 to pay for
them—as imports represented only 93 per cent. of the value of .
exports—but because they were insufficient to cover both the value
of imports and that of foreign expenditure of the State as well.

The excessive importation has heen 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 that nations, like individuals, cannot “have their cake and
eat it 00™; and that, if they will insist 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 discredit.
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The problem that we proposed to solve at the commencement
of this analysis is therefore decided in the negative; and exparts
proved to have been absolutely insufficient without the periodical
assistance of foreign capital to satisfy the foreign obligations of
the country. Fixed chargss alone, it has been seen, exact from
11 to 12 per cent. of the value of exports, whilst imports demand
payments equivalent to 93 per cent! TUnless, therefore, either
foreign charges or the value of imports can be reduced, either
bankruptey or the periodic appeal to foreign credit s inevitable.
Foreign fixed Charges are incapable of further reduction, at all
events for the present; the only resource, therefore, is to reduce
the value of imports, the sine-qua-non of economical eguilibrium.

It is not that the debt of the country is excessive, onthe
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
represented 11,2 per cent. in 1893 ( whereas the service of the
Argentine 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 onr expenditure or deny curselves the luxury of spending
more than we can afford on foreign wares, whilst the modus
operandi both of the inconvertible currency and of the defective
fiscal system of collecting duties on imports both comspire 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
liguidate the excess by means of foreign loans, nor to leave it
unpaid. The sooner, therefore, the better.

If we ave 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..... cooooooeininil. Rs. 178817 Rs. 198073 per head

153

Expenditure was...........coeeneee 63413 < 8§320 «

The balance that remained was Rs. 11§404 Rs. 108753 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 industries 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 eguivalent injury



— 262 —

inflicted on the most deserving class of the community. This,
however, is not so certain ; 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 genefal purchasing power, has
undergone no reduction whatever. If, however, the price of
wages does not, in fact, correspond to the general rise of othep
prices, the excessive demand for labour may be trusted to raise
it to its proper level, so that the same standard of living which
labour previously exacted will be maintained whatever exchange
may be.

The total indebtedmess of the country including the paper-
money in eirculation 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
increased 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 indehtedness
of every description internal and foreign without any serious at-
tempt ab amortisation of the former is unquestionably the most
unsatisfactory feature of national finance; but is inevitable so
long as we continue to import more than we can pay for, and
until expenditure is balanced by revenue.

Patting aside the consideration of relative indebtedness, it is
unguestionable that if the financial situation of the country has
greatly deteriorated since 1861, it is because proper measures
have not been adopted to ensure the equilibrium, and not hecause
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,

o —

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.

The artificial improvement of its value has been shown to be
as unjust to debtors as a similar depreciation would be to credi-
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 other respects, they are unanimous in condemning the
injury that the unceasing alterations of values, 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 manceuvres of Speculation in exchange, which
only continues to exist on the chance of the wide margins.

Any prospect of Exchange again reaching par 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 has
been mostly compensated by the gradual adjustment of all prices
to suit the new conditions thus evolved, but not without trouble
and resistance in regard to the price of labour, at least. If the
currency were again to rise to 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 to provoke an antagonism
‘as determined as that which separates the two classes in Europe.

This antagonism, which is surely 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 are 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

«
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value of the currency produced no further result than the nor-
malization of the relations of Labour 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 currency appeprs to be indefinitely post-
poned, the only means of arriving at any definite stability in the
value of the currency consists in reducing its par value to such
a rate as is not likely to be again disturbed.

The reduction of the par standard value has been several times
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 standard value from 27 to 17 pence.

There can, 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 creditors would, as has been
shown, be limited almost exclusively to the holders of internal
bonds (apolices) payable in currency, who would thus be debarred
from any contingent advantage that a possible appreciation of
the currency might confer; but even so the permanent deprecia-
tion would be more apparent than real, one of price rather than
of value, and would probably be preferred to the almost certain
further depreciation that must ensue, unless some measures are
adopted to realize the economical equilibrium and check the
fall of exchange. ‘

If then the standard value were to be reduced 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
oscillated for some years 10 pence might then be advantageously
adopted as the new standard value of the milreis.

All previous obligations contracted in gold on the hasis of
27d. to the milreis, it is of course understood, would be respeated.

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 at least, the unquestionable
advantages that a low rate of exchange confers. These may be
recapitulated as follows:

1st. A low rate of exchange reduces the cost of exports and
rases profits thus stimulatiag production, and counterbalancing
in some degree the injury inflicted by protective tariffs.

2nd. A low rate of exchange tends to reduce the profits of
foreign capital employed in the country, and to lower 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 ata less real cost and, consequently, witha less sacri-
fice on the part of contributors.

911 the other hand the disdvantages are not numerous :

let. A low rate of exchange tends to stimulate importation
~ even more than exportation, and thus to perpetuates and exag-
gerates the disequilibrinm of international payments.

ond. It tends to reduce the real value of revenue and increase
the nominal value of taxation, and to perpetuate deficits.

Ttis 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 equilibrium of international payments can be
assured unless the stimulus to importation, that the low rate of
exchange and the system of collecting duties of their nominal
value confer, is peutralized. 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
occurred in Chile, and previously in Brazil, where the par value
of the milreis has already been twice reduced, once in 1833 from
67} to 43% pence, and again in 1846 to 27 pence. :

To reduce foreign charges is not practicable, whilst to increase
exports demands both time and patience. The only alternatives
that remain are to either veduce the value of imports, or to con-
#inue 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
1abour, 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 be 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 occurs. 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 bub labour lost. .
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The only remedy is the increase of duties on imports, but
care must be exercised that such an increase 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 desired shrinkage of imports
may be accompanied by a simultaneous but unwelcome reduc-
-tion of exports as well. If in 1889 consumers could afford to
pay a duty an imported goods equivalent to 43 per cent. on their
real value, they can-afford it still. The return to the statu 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
unnecessary to secure the financial, equilibrium ; but a similar
or even greater increase 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 insufi-
cient to reduce the value of imports, the duties must be again
advanced until the equilibrinm of payments is 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 %o ensure
one independently of the other are likely to give any but 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 it, and to formulate a definite
policy to secure a simultaneous and lasting return of both
financial and economical prosperity.

Such a policy may be summed up in the following programme,

No more loans, or guarantees.
No more Deficits,
More stability of exchange.

FINIS.:
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ERRATA.

Page —

15.

25.

40.

50.

59.

63.

76.

9.
94.

108.

132.

138.

Sum of the official valuation of exports; for 649.452:0543,
read 6498.402:0543. ‘

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 increase of imports™
read increase of exports.

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 74.098:8208 read 4.098:8203.

Service of the foreign and national gold debt for 1890-1892;
in lieu of 83.609:1243 read 89.609:1248; 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 lieu of 1.712:0148 read 2.712:0148.

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
6.344:156$ read 6.944:1563.

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 lieu
of 1041.820:432 read 2.041.820:323%. And for the Ratio
of local valuations to foreign valuations of imports ;
in lieu of 981 9, read 98.1%.

Foreign expenditure of the Ministry of Agriculture; in lien
of 6.126:278% read 6.146:2788.

Line 21, for “And the value of the eurrency rose 17% pence
to par,” read “from 174 pence to par.”

161, Total value of notesincirculation 1876-1885 ; for 205.534:8698,

173.

185.
186.
188.

197.

198.

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 33,079:0378, read
32.079:0378.

Table at foot of page, for Value of imports duty paid =
609.136:4918, read 909.136:4918.

Line 35, for in 1893 the revenue obtained from imports
was 169.005:0008, read 196.005:0008.





