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FIRST REPORT. 

THE BALANCE OF INTERNATIONAL PAYMENTS. 

I . - INTRODUCTORY. 

1. On the 14th September, 1931, we were instructed by the 
Prime Minister to prepare a report on the balance of international 
payments. For the purpose of carrying out these instructions, we 
have prepared for our own guidance the following terms of reference :— 

(a) To prepare an estimate under the ordinary headings of the 
change in the balance of international payments for the 
year 1981, in order to obtain a view of the current and, 
anticipated strain upon the exchanges. 

(b) To enumerate the factors at home and abroad affecting each 
item and to attempt to estimate the probable rate of 
deterioration. 

(c) To prepare a broad statement of possible remedies. 

2. We have been greatly assisted in our inquiry by the Board of 
Trade, and, in particular, by Mr. A. W. Flux, C.B., and Mr. H. Leak 
of that Department, who have attended each of our meetings when this 
question has been under consideration. Our Chairman has also 
received in confidence from the Chairmen of a number of important 
Companies trading abroad information regarding the change in 
earnings in 1981, the broad effect of which is to confirm the 
estimates put before us by the Board of Trade. ^ 

II ESTIMATED BALANCE OF INTERNATIONAL PAYMENTS. 

8. The latest published official estimate of the balance of trade is 
that which appeared in the Board of Trade Journal in February last. 
On that occasion the Board of Trade gave the following estimate for 
the years 1928, 1929 and 1980 :  -

TABLE I. 

Estimated Balances of Income and Expenditure in the Transaction 
(other than the Lending and Repayment of Capital) beticeen the 
United Kingdom and All Other Countries, 1928, 1929 and 1980. 

(In Million £'s.) 

Particulars. 1928. 1929. 1930. 

Excess of imports of merchandise and bullion 358 366 392 

Estimated excess
overseas*... 

 of Government receipts from 
15 24 21 

Estimated net national shipping income! 
Estimated net income from overseas investments ... 

130 
270 

130 
270 

105
235 

J 

Estimated net
commissions 

 receipts from short interest and 
65 65 

— 
55 

Estimated net receipts from other sources 15 15 15 . 

Total 495 504 431 

Estimated
above

 total credit balance on
 ... ...

 items specified 
 ... 137 13S 39 

* Including some items on loan accounts. 
-f Including disbursements by foreign ships in British ports. 
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4. In the following paragraphs we examine the Board of Trade 
estimate under each of the headings indicated above and give an 
estimate for the year 1981. It is important to observe that these 
estimates were prepared prior to the suspension of gold payments 
which took place during our inquiry, and that no allowance has been 
made in them for the effect of the depreciation of sterling, which we 
deal with separately in Section I I I . 

(a) Excess of Imports of Merchandise. 

5. The excess of imports over exports of merchandise for the first 
eight months of this year was practically the same (£246 million) as 
in the corresponding period of last year. The average monthly excess 
of imports over exports of merchandise is normally rather greater in 
the latter part of the year than in January-August, owing mainly to 
the seasonal increase in the quantity of grain imported in the autumn, j 
The price of wheat and other grain is, however, this year very much 
lower than it was a year ago, and has decreased more than import 
prices generally. If this low price continues, it will improve the 
prospect of having a smaller visible adverse trade balance than' 
last year. " asamm. 

6. If, as may be assumed, the excess of imports over exports is 
not greater this year than it was last year, i.e., £386 million, it 
should be noted that owing to price changes the excess of imports 
will represent a larger volume of goods in 1931 than it did in 1930. 

7. Since the first half of 1930 the fall in the average value 
of goods imported into and exported from the United Kingdom has 
been 20-6 and 11-4 per cent, respectively. Thus, if this country 
had imported aiid'"exported the same quantity of goods this year 
as last, the excess of imports over exports in 1931 would have been 
£246 million inste5a'̂ oiniHe"''£S'86' million -referred' to" above. (We 
hSsi^sssumed that the price changes of the first half-year apply to 
the whole year.) For the first six months of this year as compared 
with 1930 there was a reductioii"of 25 per cent, in the aggregate 
quantity of goods exported and a small reduction in the aggregate 
qu"anfi'ty of "goods" imported. For some purposes, however, an 
aggregate figure of imports is misleading. In the following table 
we give index numbers of the volume of imports in the first half of 
this year and of the two preceding years, based on the corresponding 
period of the year 1924 :— 

TABLE I I . 

Index Numbers of the Volume of Imports in the First Half-Year in 
1929 to 1931. 

1924 = lOo. 
Raw materials 

J anuar y—June. Food, drink, 
and tobacco. 

and articles 
mainly un

manufactured. 

Articles wholly 
or mainly 

manufactured. 
Total. 

1929 ... 104-2 114-4 13S4 115-4 

1930 102 9 106-0 144-1 113-5 

1931 108-9 95-4 133-7 110-2 

It will be seen from the above figures that, in spite of a reduction 
this year in the aggregate quantity of imports as compared with 
1929, there has actually been an increase in the quantity of food, 
drink and tobacco imported. ThiB""mcrease would be still greater 
if tSBacoo were included. Imports of raw materials have naturally 
declined with the decline of the export trade. Excluding goods 
required as raw material for manufactures exported, the total volume 
of goods imported is probably greater in the current year than"nrT9lT6T 



(b) Estimated Excess of Government Receipts from Overseas.* 

8. Last year Government receipts from Overseas exceeded 
expenditure by about £21 million. This year these receipts have 
been substantially affected hy the Hoover plan, but only a part or 
the burden of that plan, which amounts to £11 million, will come 
into the calendar year of 1931. Of the deficit on this account, it is 
estimated that £5 million will come into the calendar year, leaving 
£6 million as a deficit in respect of payments in the first quarter 
of 1932. It would, in our view, be reasonable to estimate an excess 
of Government receipts from Overseas as a whole at about 
,.£15 million for the year 1931. Of these receipts, £lOjuillion may 
be put for the first half year and £5 million for the second. 

(c) Estimated Net National Shipping Income.t 

9. Freight rates have not shown any substantial change since the 
beginning of 1930, the average for the first eight months of this year 
exceeding that for the corresponding period of last year by less than 
-5 per cent. Time charter rates have declined to a considerable extent, 
and there has also been a substantial reduction in the amount of 
shipping in employment. Further, passenger traffic has fallen off 
greatly this year, and passengers' fares have been reduced. 

10. As will be seen from the table in paragraph 3 above, the 
Board of Trade estimated the net national shipping income for 1930 
at £105 million. On the assumption that there is no substantial 
change in freight rates during the remainder of the year and no 
material change in the number of vessels in employment, the national 
shipping income for 1931 may be estimated at about £85,^million. 
It is possible that the national income from this source "may^Tbe 
slightly smaller in the second half of this year than it was in the 
first owing to the decrease in the number of vessels in employment. 
We estimate the figures for the first and second half of the year at 
£44 million and £41 million respectively. 

(d) Estimated Net Income from Overseas Investments. 

11. As will be seen from the table given in paragraph 3 above, 
the net income from overseas investments, be., the gross receipts 
in this country from investments abroad less payments to persons 
resident outside the United Kingdom in respect of investments in 
the United Kingdom, was estimated by the Board of Trade 
as £270 million for the year 1929. The Board of Trade 
arrived- at this figure by working up a pre-war estimate of the 
amount of British capital invested abroad. It is mid-way between 
the figures arrived at by recent -investigations carried out by 
Sir Bobert Kindersley for the year 1927' (£285 million) and by the 
-"Economist" for the year 1928 (£255 million). Sir Bobert 
Kindersley has recently made a further ^estimate for the year 1929, 
the previous estimate having admittedly been made on an imperfect 
basis. It is necessary, therefore, to revise the published Board of 
Trade estimate of receipts from overseas investments in the vear 
1929. 

12. Sir Bobert Kindersley estimates the income received from 
British overseas investments in 1929 at £231 million. From this 
must be deducted a sum of about £15 million, representing payments 
made to non-residents in respect of investments in the United 
Kingdom. ""In the case of companies registered in this country and 
operating abroad, Sir Bobert Kindersley's estimate only includes 
the dividends distributed. From the national point of view it is 
the gross receipts of the companies from abroad that have to be 
taken into account and it is necessary, therefore, to raise Sir Bobert 

* Under this heading aro included some items on loan accounts, 
"f Under this heading is included disbursements by foreign ships in British 

ports. 



Kindersley's estimate in order to arrive at the total receipts remitted 
to this country. The gross receipts include head office expenses in 
this country and any sums that may have been added to the reserves 
in this country. The information available in regard to these points 
is by no means complete, but from inquiries which have been made 
it would appear that a sum of approximately £25 million should be 
added to the estimate for the year 1929 on this account. After 
account has been taken of a possibly inadequate allowance made by 
Sir Robert Kindersley for the income received in the United Kingdom 
in respect of investments not quoted in the official Stock Exchange 
list, the estimate for the year 1929 is raised to £24,Q-,£260 million./ 
The reason that we have adopted a range is that there arera number 
of factors about which there is insufficient information to justify our 
making a firm estimate. The calculations would seem to indicate 
a figure rather towards the lower limit of the range, though other 
considerations would lend support to a somewhat higher figure. 

13. As the result of the foregoing revision of the figure for 1929, 
- I it is necessary to reduce the Board of Trade figure of £235 million 
\ j for 1930 to £210-£23() million. 

14. For the year 1981, we have endeavoured to estimate (a) the 
income received in the first half of the year, and (b) the income 
likely to be received in the second half. In the first half-year, there 
was no serious default in respect of the foreign and Dominion 
Government and Corporation stocks. Dividends from railways were 
substantially reduced, and dividends from mines, rubber, oil, tea, &c, 
were all less than in the previous year. In the case of rubber there 
was a substantial net loss. 

15. In the case of'British companies, it is, of course, remitted 
earnings.from abroad and not dividends paid during the year which 
have' to be brought into account̂  but the dividends paid assist in 
making an estimate as to the probable amount of the remitted 
earnings. Actual losses, if covered from reserves in this country, 
have also to be taken into account. 

16. The bulk of the loan capital consists of Foreign and 
\ Dominion Government and Corporation stocks and some reduction in 
j the receipts of interest on this account may be expected for the second 
\ half as compared with the first half of this year. So far, however, 

as can at present be estimated, this reduction is not likely to be very 
large. There is,- however, the probability, if world conditions do not 
improve, of an increasing default in respect of these fixed interest, 
securities next year. 

17. We have made a number of inquiries in regard to the most 
substantial blocks of capital invested abroad, and we estimate that the 
net income from overseas investments for the first half of the year was 
probably about £90-£100 million, and that for the second half of the 
year it is likely to lie within the range £55-£75 million. For the 
calendar year 1931 we estimate the net income from overseas invest
ments at between £14.5 million and £175 million. Taking the middle 
figures, this means"a "reduction of about £60 million as compared 
with 1930. ss

18. It is important to observe that the decline in our receipts from 
overseas investments general^ would almost certainly be further 
accentuated if there were a complete suspension of fresh loans from 
London. It is probable, for example, that the payment of dividends 
due this year on Indian Government stocks was only made possible by 
the raising of some £16 million by loans in the London market 
this spring. ' 

(e) Estimated Net Receipts from Slwrt Interest and Commissions. 

19. The Board of Trade estimate (see table in paragraph 3 above) 
of receipts in 1930 in respect of short interest and commissions was 
£55 million. It is extremely difficult to frame exact estimates of the 
changes in these receipts, but from such indications as are available 
in regard to the volume of trade this year as compared with last and 
in regard to the rates for short loans and acceptances in this country, 



we consider that, subject to the qualification in the following 
paragraph, the receipts under this heading may amount in 1931 to 
nearly I!40 million. In view of the increased payments in respect of 
borrowings this autumn, the net receipts from the second half of the 
year may be expected to be about £5 million less than those in the 
first six months. 

20. Actual receipts from acceptances may be expected this 
year to be about the same as in 1230. We have been 
responsibly informed that up to date this year there have been 
approximately £JLuyhhan-^Htefaults in respect of acceptances. The 
general practice of financial houses is to set any such losses against 
the income received from acceptances, and if these losses are charged 
against income for the purposes of the balance of trade, the above 
estimate would require to be reduced by at least £6 million, and, 
possibly, by as much as ,-£10 million, if allowance-is made for further 
defaults during the remainder of this 3'ear. The date when the default 
occurs is, however, not the date when the balance of trade is affected 
by the loss, since the money is remitted abroad immediately following 
the acceptance. On the whole, we consider that these losses should 
he included in the revenue account, and we therefore estimate the net 
receipts.,in 1931 from short interest and commissions at about 
£30 million. 

(f) Estimated Net Receipts from Otlier Sources. 

21. In this category are included a number of miscellaneous 
payments and receipts, such as receipts from the sale of second-hand 
ships, tourist expenditure, emigrants' remittances, savings of returned 
migrants, ana expenditure by foreign Governments on their Diplomatic 
and Consular Services in this countiy. 

22. Receipts from the sale of second-hand ships were 
estimated some years since at about £4 million per annum, but 
this year the receipts on this account will be negligible. The 
expenditure of tourists in Great Britain is likely this year to show a 
large decline. The expenditure of British tourists abroad is not likely 
to have been affected to nearly the same extent. This year there has 
been a considerable increase in the number of migrants returning to 
this country, and a very large reduction in the number of emigrants. 

23. For a number of years past the estimate for these 
miscellaneous items has been placed on a conservative basis at 
£,15-million per annum. In the circumstances, we consider that some 
reduction may be expected this year and we are disposed to estimate 
receipts under this head for 1931 at £10 million. 

(g) Summary. 

24. In the following table we give a revised estimate of receipts 
and payments on revenue account for the year 1980, together with our 
estimates divided into half-yearly periods for the year 1981. In this 
table we have omitted the £5 million excess of imports over exports 
of bullion and specie in 1930, as movements of gold should be regarded 
&s a balancing factor rather than as an item on revenue account:— 



TABLE I I I . 

Estimated Balance of Income arid Expenditure in the Transactions 
(other than the Lending and Repayment of Capital) bettceen the 
United Kingdom and All Other "Countries 1930 and 1931. 

(In million £'s. ) 

— Jan.-June July-Dec. Jan.-Dec. 1930. 1931. 1931. 1931. 

Excess of imports over exports of 
merchandise 386 183 203 380 

Estimated excess of Government 
receipts from overseas 

Estimated not national shipping 
income 

Estimated net income from overseas 
investments ... 

Estimated net receipts from short 
interest and commissions... 

Estimated net receipts from other 
sources 

21 

105 

210-230* 

00 , 

15 

10 

44 

90-100 

18 

5 

5 

41 

55-75 

12 

5 

15 . 

85 

145-175 

30 

10 

Total 40G-426 1G7-177 118-138 285-315 

Estimated total credit or debit 
balance on items specified above -l-20to-f40 - G t o - I G - 6 5 t o - S 5 -71to-101 

* Estimate revised in accordance with paragraphs 12 and 13. 

25. We have included in our estimates nothing in respect of 
sums received from sinking funds and maturity payments of overseas 
loans held in this country. Sir Robert Kindersley estimated that 
for the year 1929 these receipts amounted to £48-5 million. It is 
probable that in the current year they will "156' substantially less. 
These sinking fund payments are, of course, not a receipt on revenue 
account, but a capital item; and against them it is necessary for us 
to make fresh loans' on a fairly substantial scale as a condition of 
continuing to receive the interest on many of our investments. We 
think it better therefore to leave these sinking fund payments out 
of our calculations. 

26. The estimated debit balance of international payments for 
the second half of this year istnuch larger than that for the first half. 
This is due in part to the normal increase in the excess of imports 
over exports of merchandise in the latter part of the year, but is 
mainly caused by the loss in income from our overseas investments. 
It is possible that the Board of Trade figures both in this and in 
preceding years may have erred on the side of caution and have 
omitted some favourable items, but even after making allowance 
for. this possibility, it would seem that the net debit against this 
country is now running at a rate of not less than £-2 million a 
weekit " 

27. It is worth emphasising that the deterioration in our trade 
balance is mainly due toJjhjJFaljing off in our income from overseas 
investments, which is occasioned by ihternatfdhal causes, and very 
little-to the worsening of the visible balance of trade. It is, of 
course, evident that over the last'few weeksThe exceptional pressure 
on the exchanges has been due to capital transactions. The 
unfavourable balance of trade, though it mounts up heavily in course 
of time, cannot be responsible over a short period (except indirectly 
in so far as it affects confidence and foreign sentiment) for the heavy 
drain of recent weeks. 

f This, of course, is not a constant rate since the income from overseas
investments is received at irregular intervals. 



I I I—EFFECTS OF THE DEPRECIATION OF THE POUND. 

28. The estimates given in the previous Section are those which 
we should have made prior to the depreciation of the sterling exchange. 
They relate, however, to the year 1931, three-quarters of which has 
already passed, so that, in view of the various time-lags involved, the
effect of recent events oil them cannot be very material. If we look 
further forward and consider the probable outcome of the year 
commencing October 1931, there are two important disturbing factors 
which have to be considered. The first of these is the risk that our 
invisible income from overseas investments may be still further 
diminished; and the second is the net result on our trade balance of 
the change in the gold value of sterling.  "— 

29. As regards the first of these factors, our income in 1930 from 
fixed-interest ^investments overseas has been estimated at about 
£lOff million and the income from the variable investments at about 
£130 million. The latter sum has already been greatly reduced: but,. 
so far, the reduction of the former has been quite SMALLSO slight that 
in compiling our estimates we have reduced it by &mn*£,5 million for 
the current year, and we believe that even this modest reduction is 
on the safe side. Looking further^forward, we believe that these 
receipts must be regarded as in the highest degree precarious unless, 
there is a great change in the international position. The depreciation 
of sterling, however, in itself represents an important favourable
influence in the right direction. For if sterling is depreciated by 
25 per cent., this means that it is that much easier for the debtor
countries to meet their steriing obligations. It is even possible that 
in the coming year our receipts in respect of these loans in terms of 
depreciated sterling may amount to more, when they are reconverted, 
into gold at the lower exchange, than they would have been if we had. 
attempted, with imperfect success, to exact payment at the former
gold parity. Whether this mitigation of the problem of the debtor
countries will be sufficient without a rise in gold prices must be
uncertain. The change of gold parity by ourselves, and by the other
countries which are likely to follow our example at an early date, will 
indeed lead to a rise in prices in terms of the currencies thus affected, 
which should prove"sfTmulating to trade. But it may well be "necessary 
that gold prices should'ri"se';"-before normal prosperity returns or debtor
countries are able to meet their liabilities in a normal way. 

30. As regards the effect of the fall in the sterhng exchange 
on the other items of our international Balance Sheet, it is extremely 
difficult to make even an approximate estimate, especially at a time' 
when the degree of the gold depreciation of sterling and the action 
of other countries in relation to their own currencies are still matters 
of conjecture. As regards imports and exports, a depreciation of 
(say) from 20 to 30 per cent, in the gold value of sterling must j 
necessarily have a strongjendency to^restrict the yohimejDl . ,JBiBQr^,  Im .
and to increase the vohimeof exports"'" since its influence on imports I 
is" equir aleHTTfy Tfoat of a tariff, and its influence on exports, solbhg, j 
as sterling-"C0'sts"["of production are unchanged;' to" that of export I' 
bounties. The restriction of imports will help at once "RTteTOce- j 
th'e"aggregate value of our imports as measured in gold. Indeed,; 
the effecro^^TpofHTnay Be more drastic at'the outset than it will, 
be later on. The bounty on "̂ORFIT̂ on the otheTHiand, will serve
to reduce the gold prices at which our exports are sold, so that'until 
the volume of our exports is increased proportionately, the net effect 
will be^o* reduce the aggregate golo^altte"'of our exports. It' may, J 
therefore, be a considerable time before the balance of payments, j 
in respect of imports "arid' exports is materially improved by the \ 
depreciation"'"of the pound. Moreover, the instability of the J 
exchanges^wfriCh^must'be expected for, some time will introduce a i 
factor of uncertainty which will tend to delay the increase in the 
volume of exports. Ultimately, however,""fhe"""depfeciatibn "of the 
pound wiH"improve substantially the balance of payments in respect 
of imports and"exports; but the extent OF the improvement from this' \ 
cause will ""depend, in part, on the policy pursued brother countries 
in respect of their own currencies. 
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81. As regards Government receipts and payments, there will 
be some increase reckoned in sterling, but a reduction reckoned in 
gold, in the overseas expenditure of the defence services (the total 

being £7 million in'a full year), of the diplomatic services, &c. 

82. The effect of our national shipping income will be similar 
to the effect on our exports, be., it is likely to be favourable in the 
long run by improving the power of our shipowners to meet foreign 
-competition. . - 

"3*3"?*- As regards our income from overseas investments, we have 
-already expressed the view that the diminution in the real burden 
to debtor countries of sterling loans may actually serve to maintain 
our receipts from such loans, as measured in gold, at possibly even 
a higher level than would otherwise have been the case. As regards 
variable interest overseas investments, the effect on our receipts is 
likely to be favourable in so far as debtor countries allow their 
currencies to move with sterling. Nevertheless, even if there are 
no further defaults there will be a reduction of £25 million 
(assuming a depreciation of 25 per cent.) in the gpkl value (though 
not in the sterling value) of our receipts. 

34. The value of our receipts from "short interest and 
commissions " is likely to be reduced, at- any rate for the time being, 
by a diminished use of the sterling bill, which must be expected 
to result fronrthe'*ihstability of sterling. 

35. The main effect of the depreciation of the pound on the 
balance of payments will be that on merchandiseimports and exports. 

I Whatever uncertainty there may be regardingfhe net balance of the 
initial effects, ultimately the balance of payments should be materially 
improved. The extent of this improvement will, of course, depend 
on the eventual level at which sterling settles, and on the course 
pursued by other countries, as well as on many other factors at 
present unknown. 

IV.—THE QUESTION OF REMEDIAL ACTION. 

36. We conclude that it is in any case vital for the solvency of 
our trade balance that sterling should remain for the time being 
,-substantially below gold parity, and we are of the opinion that in 
existing circumstances a decline in the gold value of sterling by 
25 per cent, would not be by any means excessive. At any rate 
it would, we think, be unwise from "the point of view of the balance 
of trade to make artificial efforts to maintain the value of sterling
except in the event of a serious further slump. 

37. Our examination of the figures leads us to the conclusion that, 
even after allowing for all likely assistance from exchange deprecia
tion, whether or not accompanied by a tariff, the problem still remains 
difficult of complete solution unless there is a recovery in world prices 
and a general revivafof world trade. It is important, therefore, that 
we should not allow our minds to be occupied too exclusively by our 
-domestic problems, but that we should be thinking out a comprehensive 
international policy. 

38. Until lately our power of international initiative was 
paralysed by our anxiety to prevent, or provide for, foreign withdrawals 
of balances. But now that we have recovered greater freedom of 
action, we should consider most carefully how best to use it. Plans 
for useful international action are more possible to-day than they were 
a short time ago. It is probable that many other countries will be 
constrained to follow our example, whilst those countries which remain 
on the existing gold parity will bear the whole brunt of the competition 

sbf those countries which depart from it. 1 France and the United States 
-jare likely to find themselves at no distant date with their export trade 
cut to pieces and -their banking" systems seriously impaired. These 
factors might tend to make them more reasonable in their discussion 
-of international remedies. 



Y — S U M M A R Y OF CONCLUSIONS. 

39. We summarise our conclusions as follows  :— 
(a) During the past year there has been a marked adYerse^chan^e 

in the balance of international payments, with the result that 
there is. a large and growing debit balance which we estimate 
is now running at a rate of not less than £2 million in a week. 

(b) The adverse change in the balance of payments is mainly 
attributable to a large decline in our receipts from overseas 
investments. Up to the present this decline has not spread 
to any considerable extent to our fixed-interest investments. 
A large part of the income from these investments must be 
regarded, however, as in a high degree precarious, unless 
there is a great change in the international position. 

(c) The outlook for the balance of payments hasi been materially 
altered by the depreciation of sterling, which will principally 
affect merchandise imports and exports. Whatever 
uncertainty there may be regarding the net balance of the 
initial effects, ultimately the balance of payments should be 
materially improved. The extent of this improvement will, 
of course, depend on the eventual level at which sterling 
settles, and on the course pursued by other countries, as well 
asi on many other factors at present unknown. 

(&) Even after allowing for all likely assistance from exchange 
depreciation, whether or not accompanied by a tariff, the 
problem still remains difficult of complete solution unless 
there is a recovery in world prices and a general revival of 
world, trade. Plans for useful international action are more 
possible to-day than they were a short time ago. We should 
jnot allow our minds to be occupied too exclusively by our 
i domestic,,jirpblems, but should be thinking out a compre
hensive international policy. ' """" 
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