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The topic assigned for discussion this evening "America and
the Debts of Europe” is broad enough to allow of considerable latitude
end does not necessarily imply that discussion is to be limited to the
debts of Europe to America, but I take it that it is with such debts
that we are chiefly concerned, and I propose to speak particularly of
the debts not of Furopean governments to our government or even to our
®0ple who have purchased the bonds of European governments, but of
the debts which business men, manufacturers and bankers of Europe owe
our business men, manufacturers and bankers.
Viith regard to ths great debt of cur former allies or associates
N the war to our government I merely want to say in vassing that I
have deen rather surprised as to the source frem which the principal
demand for jts early payment aprears to come. If this demand came frem
the great financisl centers or from men of large incomes who pay the
Most burdensome taxes, it would be explained by the desire for relief
ITom taxes through the application of the sums received to the re-
duction of the war debt, but it appears to come from producing centers,
and Particularly from agricultural sections which are dependent upen
“~POrt demand for their products for maintenance of prices. It would
clear that early payment of any part of this debt must decreas:
® burchasing power ¢f the people of the allied countries and must
therefore moke for lower prices for the products we sell to them.
It is of course well lmown that European merchants, tradors and

b . . . :
aniers owe large sums of money to Americans. Even if we had no direct
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Proof of this we should know that it must be true from the fact that
large flotations of foreign securities have been made in this country
#ithout turning the tide of gold importations. Since last October

the foreign financing in this country has at times almost equalled

the current trade credit balance, but gold importations have continued,
%ith only a slight slackening due evidently to the stoppage of gold
Production in the South African mines through strikes.

How much of an unfunded trade balance is there? This has oroven
lnteresting study for economists and statisticians and they have
assembled many cclurms of intercsting figures, but have differed con-
®rably in their conclusions. I think the first serious effort to
brlng together the known facts, the visible items, with some estimate

Of #ha "invisible" items was made by the Federal Reserve Board's
171s10n of fnalysis and Research in-the Federal Reserve Bulletin for
~Ptember, 1920. A merchandise balance had accumulated in our favor

$6,062,000,000 between November 1, 1918 and July 31, 1920 and it
fad becnm very evident long before that such a one-sided trade could

0% he carried on indefinitely. The Federal Reserve Bullotin brought
© light offsats that appeared to reduce this balance of more than six

billlon dollars to about thres billion dollars, adding that "from this,
course, must be deducted the amount of indebtadness to Eurcopean and

Other Comntries which existed at about the time of the Armistice."

1218 was followed tha next month by a rmch more elaborate study
>y Dr. B. M. Anderson in tne Chase Economic Bulletin on Zurope's

Unfunggq debt. His conclusion was that "on September 15, 1920 Furope
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oWed an unfunded debt of over $3,5C0,000,000 to private individuals,
Yanks ang corporations in the United States,” this being in addition
the ten billion dollars which Europzan governments owsd to the
United States government, and in addition to the debt of Europe to
MVestors in the United States holding European securitiss. . Dr.
Anderson maintained that the primary explanation of the tremendous
®Xpansion of ban credit in the United States ip 1919-20 was "our
Unbalanced and unfinanced export trade, together with the rising
Prices, fictitious prosperity, and speculation which have growm out
°f the unbalanceq export trade.”  Our exporters had borrowed money
Trom our banks in large amounts bacause of inability to collect what
as due then abroad, or because they had taken payments in foreign
Cdrrency balances which they thought they could convert into American
dollars at more favorable rates of exchange later. Dr. Anderson
clared that computations as to the unfunded balances owed us on our
'°rld trade wors not particularly valuable - that the European balance
Was the only one that counted, as the triangular exchange of goods
and of Credit by which America's credit balances in Europe had been
through debit balances with South Americar and the Orient had
brokan dovm,
idea was combatted by Prof. John H. Williams in the June,
1921 ~View of Zconomic Statistics of the Harvard University Committee
°n Economs ¢ Rescarch. He gave reasons for believing that it is still
permlssible to subtract from Europe's debt to us the amounts ws owe
to noﬂ*European countries, and his final conclusion was tha‘ the un-

£
Yy
und debt to the American merchants, bankers and corporations was
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considerably smaller than othars had estimatad. "Our intarnational
Situation since the Armistice," he declared, "has baen less alarming
than has frequently been statad. It appears imorobable that our

unfunded balance exceeded a billion dollars at the end of last yzar®

(Decembsr 31, 1920).  Our unfunded balance from Europs was estimated
at from half a billion to a billion greater than our balance with
world as az whole, but he concludad "It is not possible to balieve
that so prolonged and pronounced a recovery could have occurred
(in European exchanges) had London and‘the Continent been indebted
the United States - baosides the $10,844,000,000 of obligaticns
by our government and the private long term indebiedness - by
threc to four billion doilars" In November, 1921, the Federal
erve Bulletin returned to the subject with a much more ccmplete
Statoment of items of credit and dsbit than in the study of September,
1920, the conclusion being that so far as visible items, and items
¥aich could be estimated with some approach to accuracy were concerned,
the sym dus our merchants, bankers and corporations was on October 1
“<+ no less than $3,408,000,000.  The Bulletin mentionad offssets
that Dight raducs this amount, such as the speculative burchases of
forcién currencies by Arcracans, but did not attempt to estimate their
MOUNt.  This sum referred to our trade with non-Europzan as well as
With EUFopcan countriss. It was swelled half a billion dollars by
the inclusion of an item with relation to the cost of cancellation of
P-an war contracts in this country in 1919, an item not included,

1 thim- in any previously published estimata.
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The February 1922 Federal Reserve Bulletin pointed

that in October, November and December our favorable
balance of trads was a little less than $300,000,000, from
which gold imperts of $125,000,000 were to be subtracted,
leaving the net addition to the unfunded balance $175,000,000,
and conjecturing that the invisible items plus foreign financ~
INg probably more than offset that amount. The unfunded
balance on January 1, 1922 was therefore given as $3’UOO,OOO,OOO,
1°Pping of f $8,000,000 from the November estimate.

There have, of course, been other contributions on
his subject. The Journal of Cormerce on Monday, April 24th,
Published a number of articles by leading bankers and economists,
and the cconomic magazines havs published occasional parpers,
bug generally speaking these have added only an item or two to
™ Studies already referred to, or have expressed opinions
Without bringing much that was new to their support.

It is noteworthy that the main studies of this subject
Coincided with periods of depression or of recovery in sterling
€Xcnange. Sterling had been pegged during the war at 4.76,
and when allowed to take its own course after March 18, 1919

®gan to fall until in February, 1920 it reached a low point

of 3.18. 1% recovered to 4.00, then fell to 3.58 in August
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at the time when the first study of unfunded balances was made
in the Federal Reserve Bulletin in Saptember of that Year,
followeg by Dr. Anderson's study of October. In the Spring of
1921 therc was a remarkable recovery with cable rates at or a
little above $4.00 for more than a week in the latter part of
and it was during this period of recovery, or before the
Teaction from it had procesded far, that Prof. Williams made
elaborate contribution to the Harvard Review of Economic
Statistics. It was natural at that time to find reasons for
believing the unfunded balanca mich less than had previously
been estimated, and Prof, Williams' conclusion that so pro-
Nounced g recovery could not have occurred with so great an
Wfunded balance as three or four billions of dollars seems
Justifieq. By the time of its publication, howsver, in June
the Teaction was well undor way and before the end of July
Sterling rates were as low as in August of the year bafore, below

560 from the 19th of July to August 6th.
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Vhen the Division of Analysis and Research of the Federal Reserve
Board made its second and chief investigation of the question of unfunded
debts for the November issue of the Bulletin there had been considerable
Tecovery, tut the study was published or was prepared, just before the
notable rise in sterling, in French francs and in lira that began about
the time the Conference on the Limitation of Armaments met in Vashington.
By the end of November British pounds had risen to about $4.00, and by
December 31st to 4.21 1/U4, and by March to $4.LO.  Since March the
advance has proceeded less rapidly, but has been well sustained. There
1s no further talk of debasing the pound and British bankers express
confidently their expectation that par may te reached before the close
°f the present year, or soon after -the end of the year.

There is no necessary conflict between the figures on the unfunded
“alance as given in the November Federal Rcserve Bulletin and carried
forward to the end of the year and other studies of the sudject, with
the exception of one or two items, for the reason that the Bulletin has
POt attempted anything further than an eppraisal of known facts with

-Such invigible items as had long been estimated as offsetting the balance
of trade, such as tourists' expernditures, relief contributions, emigrants'
Temittances, etc., concerning which enough infermation could bte obtainad
UPon which to tase estimates. As already stated it appears that the
gold imports, the known investments of Americans in foreign securities,
the invisible items included in the Bulletin's figures have somewhat

overbalanced the excess of exports over imports for several montihs,
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but for more than a year imports have been slowly increasing while
exports (in value at least) have been decreasing, so that this change
alone is not enough to account for the very pronounced and well sus-~
tainsd rise in sterling and in the principal allied currencies. The
conslusion seems inevitable that no such recovery could have been made
1f there were still an unfunded balance due the merchants and bankers
of this country as great as three billion dollars.
That there was such a Talance in the summer of 1920, when the
Federa] Reserve Board first undertook an investigation of the subject
have no doubt, Liquidation had scarcely begun at that time, and
Drf.Anderson was doudbtless also right in attributing a large share
the overextended condition of banks in the financial centres to
he efforts of our exporters to carry this balance. Whether 1t could
have been' cut down So ruch as Prof. Williams estirated by the beginning
the year 1921 secems more than doubtful, but that liquidation and in-
Sible offsots had by that time become well started is reasonably cer-
The Federal Reserve Bulletin has suggested that speculative
Furchases of foreign currencies may have been a large item and has
also Suggested that American exporters have doubtless charged off con-
Slderable 145505, It seems probable that the major depressions of
AChange pary periods when our people were seeking to convert foreign
ances into dollars and that exchange recovered when most of the
Ave. si1ons had been made and losses wiped out. Some very large

Ame $ . .
Tien exporters are known to have taken considerable losses in

XERO'
MCorY
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thais way . They sold in terms of foreign currencies, and found them
when Dayments became due considerably depressed, but when recovery was
delayeq beyond their expectations they finally bought dollars and teook
their losses. Very large losses are also known to have been charged off
Some of our bankers.
It should be rememtered always that even if the balance of trade
ere actually against us European exchanges would not be at their old
=%1d parg, The principles laid down in the well know Bullion Report
°f 1810 with regard to the effect of irredeemable paper currency on
Xchange still govern. 'ith the English budget in balance and
Britisy Prices about as low as ours,sterling might be nearer the old
PaT than it is now is there were no unfunded tmlance due us, but it
R0t go to par until the paper currency of England is actually and -
freely € xchangeable for gold.
PPEdictions as to the future course of exchange are rather thank-
S, however., Ag already mentioned there were British economists and
who declared no longer ago than last fall that the pound sterling
ould never reécover, or that its recovery could not be attained without
1N0us decroase of prices, and that it would be better to stabllize it
2t aboyt >.99 or 3./0. There has in fact been a considerable decline
in Pricag in Creat Britain and that decline has been doubtless a l.ading
factor in the recovery of sterling and also in the recovery of Britain's

®Xport trade.

longer ago than April 1st the editor of the Economic Torld whose

arty i :
tHeveg are always worth reading and usually sound predicted that 'no
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person now living will ever see the value of the present French franc
of actual currengy normally and regularly equal to one-half of that of
the gold franc esteblished by law as the monetary unit of France". At
the tims that was published the French franc was quoted at about 9 cents
in our currency. It had been as low as 5.79 in 1921 but had recovered
to 8.13 at the end of December. Within a little more than two weeks
after Mr, March made this prediction French francs sold at 9.37 1/2,
and had little more than a quarter of a cent to go to reach nalf par.
Tney have since fallen back somewhat, but I see no reason why they
should not continue to advance, if France makes progress towards’
balancing her budget. They are not lower now than our Civil Var
greenbacks were at one time, and complste restoration does not appear
Impossible, though it may take a considerable number of years.

I am not going to undertake to ¢stimats how great an unfunded
alance may still be due to ths merchants, bankers and corporations

Americs. They had a severe lesson in 1920 and have since then

Preferreq g diminishing business for which payment was reasonably
*4re in dollars. It appears at any rate clear that they have for
<Ny months been collecting or funding in some way, or charging off

due thom. I believe that investments in real estate in Europe
and in the shares of European enterprises have been a very large off-
“ettlnq factor. Prof. ™illiams states in the lay mumber of the
Quartefly Journal of Economics that foreign investments in G rrany

SInc. the Armistice have been estimated at nearly $250,0C0,000, and
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1t is well mown that Americans have been large investors not only

in German property, but in Poland, in Italy and in the states which
formerly made up the Austrian empire. This item of foreign invest-
ment, with the wide-spread speculative purchases of foreign currencies
Mght easily have amounted to a billion dollars.

The debts of individuals 4n Europe to individuals and corporations
in America, at any rate can not at present, I believe, be so large as
to present any insuperable bar either to the restoration of the ex-
changes that seem within reach of restoration or to the stahilization
of exchange with countries where inflation of paper currencies has
Teached g point beyond the possibility of restoration. Fluctuation
of exchange, due to inflation, is annoying and introduces a very un-
desirable element of speculation in foreign trade. An irredeemable
Paper currency even if not constantly expanded is subject to changes
°f valuve from political and other causes not relatsd to trade balances
°F nternational debts. Our Civil Var greenbacks went up or down in
valve in accordance with the fortunes of the Union armies, and later
¥ith relation to policies under discussion in Congress. The deprecia-~
blon of gome European exchanges has undoubtedly been increased by the

n°tability of some governments or by socialistic policies. Configenge,
as SeCretary Hughes has well said, must precede credit. Given good
Eovernment and balan ced budgets something could doubtless be done in

he direction of stabilizing exchanges between countries havin~ an

Iredeemable paper currency and countries on a gold basis. It would
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Probably be in the nature of recognition for fixed periods, or in
°0me cases bermanently, of new pars around which fluctuations could be
centrolled within something approaching normal limits. No outside
Or international attempts at "stabilization", however, could perform
Miracles or take the place of the necessary internal conditions and
#fforts in each country. Stabilization of exchanges between the
Uniteq States and the nautral couniri2s, whose currencies are not
greatly depraciatzd, such as Hollani and ths Scandinavian countries,
SESmS wathin reach on the formsr gold par bases, and foreign trade
doubtlsss be benefitad by such conirol of fluctuation as might
® instituted in other cases, but so long as our own currency is sound
nd our Prices attractivs and so long as the pound sterling continues
© maintain itself at a point so near par, with francs and lira show-
‘8 Progress, it can hardly be said that the continvance or recovery

our foreign trade are really depenaent upon any such stabilizing

Teasurag,



