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‘An Analysis of Current South American

Investment OffeningS'to

Determine the.

Advisability of American

Invesitment in the Bonds of South American Countriea

on August 2, 1914, Germany brought forth into the

‘1light of public scrutiny the limited coépartnership-of

"Myself mi

t Gott". Thirty days later this cObperative-

organization was commoﬁly‘referred to as the World Var,

Chaos exis]
:hef w1;11ng
1918, is ti
the above I
extent that
‘and steel.

still exist

ted. .On April 7;_1917, the United States expressed
zness to actively arbitrate—the matter, ,Novémber ",
1e date on ﬁhiéh as a result of said arbitratioﬁ
nentioned consolidation was dissdlved'bﬁ'the_

.,theré was aAfalling off in tﬁe demand for nitrates
-On March iog'1923, the date of this paper; chaos

s. .The future is a matter of spirited speculation.

The Foreign Investment Problem in the United States

“C'est la guerre", Many things have- come out of

the war. Not the least of these 1s our problem of foreign

investment.

Throughout'the_nineteenth; and,_to,a'somewhaf

- lesser exte

1t the first ten years of the twentieth‘century;




England four
her éurplus
thé commefc
éontaiﬁs an
followiﬁg i1

of December

'd- without her ownhdémain the‘leadiﬁg market‘for
éapitala
al world. The Statist of February 14, 1914y
estimate made by Sir George Paish showing the
3em1zation of British Oversea.Investments as
1913,

British Oversea Investments
December 1913
India and Colonies

82,574,350,000

Canada and Newfoundland « = -
Australia @ « = « « a = « = « « 1,660,560,000
New Zealand @ w « « « = = = « = . 421,670,000
South Africa @ eeawaae 1,80,960,000
WestlAfrica s e e me e ee - 186,525,000
Indid and Ceylon e & « « =« = = 1,893,880,000
Straits Settlements @ « a « - - 136,465,000
Hong [Kong e =« @ « «. & & « « « « -15,520,000
British North Borneo e « « = = 4,100,000
‘Other Colonies w « « =« - = - 130,945,000
Total India and Célonies « ~ §8,899,975,000

| Foreign

United States « « « = « - = = = $3,773,085,000
CU.baQI R RIS R e I 365’375 000
Philippines I L R -41,085,000
; Argen|t.1na © e addoeseusses |, 597 825, 000
Brazi'l B e s ee e 737, 825;°00
Mexico | & - e ﬁ:a'a e‘g “ é'% : 495)095s000
Chilﬂ “®ee e eaeew=  305715,000
Uruglay @ ¢ @« « « @ =« « @ @ « « 180,620,000
Peru 9 e e e e -=e-e< 170,865,000
Misceﬂlaneous American = « < = 127,690,000
RUEBIA & = @ « w = = « a =« = a - 333,135,000
Egypt| = & == = = & « =« & =« - 224,560,000

(continued on next page)
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British capital was in every,borner of
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Spain = « § - 95,285,000

TUrKEy = © © % & w w & & « & « 93,480,000
Italy] = = « = & = = = = = == . 62,200,000
Portugal o = « «. & = & o o o 40,680,000
France = « = « = = = = = = aa 40,100,000

. Germany o = @ @ @ 8 & = . oo - 31,820,000
Miscelllaneous European = = = = 272,900, 000
CJapan] e @ = © @ = .o === ae 314,080,000
China| e« @ « & @ « w @ = « % w = 219,415,000
Miscellaneous Foreign = « = - = - 348,485,000

Total Forelgn « = - « = 89,671,320,000
T¢tal India and Colonies- 8,899,975,000

Total|Oversea = = = o - = « = $18,571,295,000

Like England, France énd Germany-have,followed a
consistent po;icy of extensive foreign cépital commitment,
but unlike the British their efforts héye'been'deyoted to a
relatiyely limited geographical.fieldehereas the'Bfitish
pound stérling has cOfered the»commercial_world; Ii is
1nterest1né‘ﬁe'noteiin‘this connection that'of thevio,OOQ
securiﬁies lieﬁed on the London Stock Exchange, fuiiy'so%
are of_}oreigr origin. This empioyment of Old-World funds
in the less deyeloped_portions of the earth‘has, from the

'yery first, been exceedingly profit&blé to both parties
concerned, o o A

When, inAf914,.ﬂheFGreat War came the financiél balance
of the entire wérid was upsét., Ail was changed, In this
‘time of.acﬁté financiélnstress.the.fdreign investment policy‘
of England prored 1tsiaoundness; To fiﬁance the conflict.

- England made. extensive use of her American 1hvestments in
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In the five years beginning

4, the established order of centurles was unmdde,

world sits back amazed, still hardly compre-

ate Allied Nations now owe the United States

~ The natinnS’of'EurOpe
nations. It will be years before England
America i1s now
of at least one third of the total gold supply
world, - She is the only source of capital

the banker of the world,

ibject of foreign investment is an allsinclu=

tional policy in ;his respect is a matter of

In the

it is today (perhaps unconsciously) an issue
one, The subject of world peace is to a large
r of international 1nvestment. The financial
e United States in the world at large 1is a»
ign 1nyes£mento The commerciél supremacy of
pends_in.large measure upon Qur willingness
Lrican dollars to every Qorner of the commeréial
nto the matter of na?al.armament_wé find this

r foreign investmentnpolicy intruding. It may .

1at at the root of every questidn of"national
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be forced 1

This is, however, a matter of the future.

faced with

on of foreign investment policy.

- different tho closely related problem,
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lonal importance today we find this problem
nsion of capital credits abroad, '

It is not the purpose of this papervto'discuSS

It is the

lief that the United States will eventually

1to4the position of an international Capitalist.

rToday we are

that

~of the American 1nvestor.

familiar wit

participatic

issue and s:

From'the beg

the sale of
The i1mmediat
As a long ti
failure, Th

the creation

knew and car

Some million

Bonds, peopl

The American Investor's Problem

Prior to the year 1914 very few Americans were

h bonds and bond inrestments. America's

m in the War was financed~1nterna11y thru the
le to some millions of people of Liberty Bonds.
inning the Goyernment‘deliberately set about
1ts credit 1nstrumentaiities to the people,

e result was all that could have been wished.
me.policy the attempt was to a great extent a
e result in which we are most interested was
of_a nation of 1nyestors'out of a people who
ed 1ittle about investing and investments.

8 of oeople still own their Liberty and Victory

a)
-

who had never seen a bond before the War.
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And many of |[those who have not retained these Government

1ssues now own municipal and 1ndustria1visspés.

ThJs change 1n the 1nyestﬁent field has naturally
been attended with ceftain eviis. Chief among these has
been the wideépread distribution of”securities of_questioné
able worth. | The people obtained a 11tt1e;knpwledge of
investing at) a time when yields were abnormaily high. This
knowledge dii not, in_the ma jority of cases, extend té the

© ability to analyze offerings. When interest rates fell.
and bond yields became‘correSpondingly lower we found the
attentibn_of thé newly created-inyesiing public directed
“to 1ssues whlch,'because of thelr nature, held forth the
allurement of high ylelds., In a market of rising bond
prices this can mean but oneAthing,,a lesgened security
‘behind the investment offeriﬁgs;

Among the high yield_sécurities which found a
rather ready |market following the war was a wide Yariety
of fofeign bonds, These forelgn seguritiés were for the

most part issues of governments, and, to a lesser extent,

of governmental subdivisions, The yield.from these
securitieé WJL uniformally high, ranging aii the way

to 8 and 1/2_%‘. This yield coupled.with fact that -the
1ssues.wqfe 50yernment instrumentalities created a ready

narket;for the bonds and millions of dollars have been

invested in them.
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Many of these bond - issues came from the goyernments,é

natibnal,.state and municipal = of South America. The

following are typical of many South American offerings which

have been made to the general public‘through the press

during the last twenty months.,

REPUBLIC OF CHILI

25 Year, 8% Sinking Fund Gold Bonds .

Total 1ssue $10,500,000
Date of Issue No?émbep 1, 1921
Date of Maturity November 1, 1946

KRN

REPUBLIC OF CHILI
5% Sterling Loan of 1911
Total 1issue zB,ooo,obb‘.
Maturity date 1948

#O % %

REPUBLIC OF CHILI
25 Year, 51nk1ng Fund 8% Gold Notes
Amount of 1ssue'$24,000;000 |
~ Dated February 1, i§21'
Due February t; 1§41

#* 3 3
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UNITED STATES OF BRAZIL
| 825,000, 000 |
Twenty Year, 8%, Non=callable, External Goid Bonds
o -'Dated June 1,'l§21

" Due Junebi; 1§41

~

3% % 3 #

* BRAZILIAN GOVERNMENT
5%

' External Loan of 1895
Amount of issue V7,442,000
Amount, outétanding %6;925,960
| -VDue Aﬁéust 1, i934 B

'7('**')-('-

CITY OF PORTO ALEGRE
- (United States of Brazil)
| 43,500, 000

8% Sinking Fund Gold Bonds
(External Loan of 1921)

40 Year
bated“Dec.'l, 1921
‘Due  Dec. 1, i961
#* 3 3 4*\. -‘
REPUBLIC OF ARGENTINE
54 Sterling Loan of 1913
Amount of 1ssueAM3,11i,400
Due JUiy 1; i§47 ” .
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GOVERNMENT OF THE ARGENTINE NATION‘
\‘ . $50, 000,000

Twé Year 7% ‘Tfeésﬁfy Notes
Dated October f, )921

Due October 1, 1923

#* # # #

GOVERNMENT OF THE ARGENTINE NATION
“ Five Xear_?% Gold'Bonds
827,000,000
Dated February 1, 1922
Due Feeraryvl; 1§27

PR

CITY OF BUENOS AIRES
| Loan of 1999
5%
Due 1946

* % #

| It should be noted that these issues cover almost
the eﬁtire-inyastment range within their class; There éré
natiogal, Btata'and_municipal iésués, Issues payable in |
sterling and in dollars, Maturities yary from the two year

notes of the Argentine'yation to the fotrty year bonds of
the city of Porto Alegre, They are ﬁypical of the many

A South American issues that have beéﬁ recehtly offered here

in the United States,
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e most of these bonds are probably sound

They are not, hoﬁever, advisable comitments

for the a#erage investor, It is with the establishment of

this seeming

C Tt
.It 1is much e
exactly what
' meaning for
différent'cm

purpose the

\ception, speculation.,

paradox that this paper is concerned,

The Investment Field

is a difficult matter td define investment,

,sigr to tell what it is not than to say just

1t is. It is likely best to establish a

the term by comparing it to the similar tho

Investment has fqr its

obtaining of a return'for,sacr;fiée. In

" investing one gives up both the possession and' the management

of funds for
the part of A
long recogniz
‘formulas for
come into our

between;the ho

interest. We
1nyestor is ﬁ
and maﬁagemen
the form of 1
this réspedt

the making of

funds and is

a period of time. This entails sacrifice on
he investor, The mathematics of finance has
ed this principle and has provided us with

determining the present value of funds»whichi

possession at some later date, This difference

resent and future value of funds 1is called

may say, then,'that the prime.object of the

o) obtéinkfrom his commitment of phe possession

t of funds to another, this return tb be in
terests rSpeculation‘différs'from investment in
very materially. The Speculatof antlicipates

a profit, not because he-giyes up control of.

cherefore entitled to a return for this




sacrtfice, bu

of the form which the funds have taken.
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t rather thru an increase in the market Yalue

In other words,

the soeculator believes that certain values are due to

increase in 1
in these valt
)

in value, . Ir

have seen, tt
do primarily-
'respect more
differ, 'Thec
.in investment

there,p As a

of funds a re

with the assumption of risks.

he future and 1is willing to make a commitment

les for the sake of benefiting from this increase

as much as the chief element 1s thus, as we

le element of time, obviously speculation has to

It is in this

than in all others that investment and speculation

retically, there 1is no element of risk present

(3
s

practically, the element of risk is always

[result the investor receives for his commitment

rurn,for the risk assumed as well as interest.,

" It is the relative amount of this risk present 1in all investe

ments that makes the wide variation in rates and return

from differen
as inyestment
risk, and aga
we might say t

Experience, h

to reduce this

cannot in its

the future

This ability,

» Ye
discount the p

L investmentS'at any given times In-as much
theoretically contemplates no assumption of-
in a8 in nractice this rism is always present
hat these is no such thing as 1nvestment.
>weyer, shows thatpit»is.practically\possible
risk to a minimum. While the human'mind
present stage of deyelopment infallibly'read
t training has enabled the .experienced to
ossibilities of the future yery_successfully¢

coupled with the possibility of scientifically
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insuring.aguinst risk thru careful distribution o? commitments,

makes invest
" however, to

degree 1in al

:ing practicaily'possiblea It is necessary, -
admit that risk is always present to a certain

|1 1nveetments, but that true 1ﬁvestments are

these in wh

id: the element of risk 1s very small, has been

minimum.

-

[~

reduced to Thus it seems that every investor 1is

at the same |time a speculator. .It is likewise true that in

most speculations there is an element of -sacrdfice and,

" therefore, g The border line

characteristic of investment.

between inve

|

Prac

stment and speculation 1is in’meny cases very
vague, tically, a glven commitment may to one person
be a speculation and to another an investment. This lack
of a sharp 41ne of demarkation 1s in accord with our
preyious contention that 1nveetmegt_is ditficult to define.
The writer belieyes, howe?er,,that this comparison ef

investment and speculation on -the basis of their chief -

characteristics is sufficient to show that in practice

it ;s pogsible in the ma jority of cases to distinguich

between the two. We:may say, then, that investment is the

commitment of the possession and the management of funds

' to another in the anticipatien of a return in the form of

interest as compensation for the sacrifice involved, It is
necessary to jrecognize that in praetice there is in all

in?estment a icertain element of risk, and that in addition

to 1nterest,nece1#ed the investor is entitled to a return
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the minimum¢
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of risk aocepted,t'It is primary to the

'thet this_risk element be reduced to

The Elements of Investment

safety

defining investment we found that investments

differ from each other chiefly in the matter of the risk

involved in making the‘commitment.

In analyzing. any offering,

o 3
then, it 1s. of first importance that we determine in‘so far

~as 1t be possﬁ

ble the risk 1nVoived.’ Security is undoubtedly

the most impOjtant of the characteristics of an investment. .

It 1is of first
the commitment
~all else 1is of

put
:Tne purpose of

realizes from

importence because, no matter how desirable
may seem in.other‘feSpects, withoutisafety
little avail. |

Retufn
security 1is not.the only consideration.
all-inYestment is. the return that the investor

the transaction. When one makes an investment

he does so bec

steady return;

commitment whi

seen,

interest rate,

greater.wiil b

which he must ¥

ause he wislies to assure himself of a continuous,
To assure himself of this he.makes a

ch contains the minimum of risk. As we have

‘this tends to make his return conform to the current

The more risk he assumes, however, the
e his return because of the compensation'

lave to offset the risk involved, Ali other
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things beilng equal the 1arger the return the more

: satisfactory the 1nvestment.

not equal and

true interest

desirable investment charactefistic.

But all other things are
any increase in return above the rate of-
will always be at the expense of some other

This is the first and

most fundamental of all investment principles, that high

~return always

ity. We may

in the analysis of an investment,

stable,
~corollary of

steady but it

degreebof securlty needed,

equal amount'ofjsecurity in thelr commitments,

seem, therefo

return from a

degree of saf

the individua:

i1t shlould not vary.

meaﬁs fiSk risk taken at the eXpense of secure
say, then, that return 18 the second consideration
" | This return should be |
Such a condition is the usual
security. . Again, this return shall be not only
_sheuld be as 1arge~as.is‘consistent with the
Al1 1investors do not need an ~.
It would

re, thaﬁ having satisfied himself that the

ny given offering will be stable, the next
nust be solyed 1s the determination of the

ety,commensurate with the investment needs of

le In other‘words, the return from the investment

nust be stable and as large as the degree of safety required

by the investor w111 permit.-

\ ’ Marketability
3

" .The everage 1nvestor hesitates to make 1ong time

eommitments.

This 1s probably a mistake on his part,

'_Interest rates fluctuate with the fluctuations of the business .
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1ong time investment secures the investor against
are 1iab1e to result from these fluctuations.. If
had the ability and the desire to understand the

of tomorrow it 1s possible that by taking

verage investor has not the training or eXperience

for this ability. Again, even were he so equipped

eldom care ‘to give the constant study and attention

type of investing entails. The long time commit-
e'solution of this problem. The return from it is
enced by current business conditions and the

aayed the necessity of reinyestment with the

It 1is usually desirable and frequently
)weyer, that the‘inyestOr'maintain his funds in
semi-current condition. Thus the investor
he cannot safely 1nyest~in these'iong time
unless theyrare.readily marketabie. It 1s -

1s that ability to sell or liquidate the investe
to be one of the important facters'in the

of any inyestment offering. For,the investor’

o profit from his investments through the

ading on the basis of general economic changes

f marketabllity is absolutely essential,

11 is imperative if one 1s to make a profit in

i1s this influence which causes'many seasoned

these fluctuations he: could actually profit therea
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stick to "1isted" securities and to buy those

» guch investors marketability is, as has been
teiy necessafy. For the average 1nyestor,
rketability would always be desirable if it

it this'same marketabllity always costs. It is

expense elther of safety or return, usually

The investor must, therefore, determine the

e to him: of these elements, always keéping in
5 that he cannot obtain the maximﬁm_of all in
nitment. To the\average 1nyes£or the subject
11ty 1s of less importance than 1t Would seem.’

>nts are considered as excellent collateral

Joans by commercial banks. .Frequently this

¢ of coilateral'value can be:substituted for
s« Tho. collateral value 1s sometimes influenced

ity, 1t 1is not dependent upon it. Possession

of this characteristic in a high degree 1is not always at

the sacrlfﬁce of seéurity_or>y1eid.' This fact must always

be considered in aﬁalyzing'securities. |
Céﬁ?enience . )

The ﬁnited States 1s rapidly bécoming a nation of
1nyestorsb‘ The. World War was undoubtedly 1mmed1at§1j B
responsible'fdr this. Howeyer as a nation deveiopes from
the_étages of| exploitation and  speculation it musﬁ_of

necessity s

et

tle down., Business is bound to stabilize
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investmént commitments will become the rule.

of investors we shall be a nation of small invest=

leans that the traditional $1,000 bond will go.

in denomination 1is of importance to'the investor
We’have already seen that in the matter of

the investment there is a variety of demand.

g that the issue which is offered in several matur-

_ ave an advantage in the 1nvestment market over

are of uniform duration. Convenience of

of importance.' Many of the consistent investors
such because of lack of knowledge of business,
steady return from a commitment which involves
of care and attention. Investments differ in
. The conservative government bond when

S to principal and interest requires practically
from - the individual who desires a permanent

On the other hand, the real estateAmortgage\to
lly-handled entalls constant expert supervision.
> two'extremes we find varying degrees of care

] as-characteristic of the various issues,

from attention is usually acc0mpanied by a

It 1is the-natural coroliary
egree of security which the care free investment
sity enjoy. In considering the matter of

then, 1t 1s essential that we extend 1t to
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idea of the degree of attention which the

Commitment will demand of its owner, To summarize, we

méyusay_t1a1

duration,| d

characteriis

desire fo

the commitme

the yalue
‘speculatien
-present.
Similarliy;

speculative

usually seek

circumstanice

We

g
of

Th

, convenience to the possessor in the matters of

nomination and attention is an important

ic always to be considered in investment analysis,

Appreciation -

have sald that the motive in Investment 1s the
return in the form of interest. In speculation
nt is made with expectation of an 1ﬁ§ré§se in
the fundS'themselyes. We also stated that in
the.element of‘inyestment’is likewise 1nyar1ab1y’

1s 18 due to the existence of the time element,

aill investment has its speculative side. This

constituent is secondary in that the investor is
ing to reduce it to the minimum consistent with .

a.' The fact remains however, that because we

are dealing $1th an-unknown future the value of thé commitment

is subject

potentiality'

t

> fluctuation, This means;the presence. of the -

of appreciation or deprecliation in every
| _ oY

inyestmentbased on the possibiiity of change in relative

values or

always be

“in which the

probabilit]

potentiality

ch

Q

the

es

nge in knowledge of existing:yalues. It should
endeavor of tne inYestor to .choose a commitment
chances of appréC1ation are better than the

of depreciation;_‘This search for an appreciation

should never be carried to the point where it-
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;tent with the de gree-of securlty essential.

ties of potential appreciaﬂ.on or depreciation

e less, of great importance; - The reader should
are not referring in this paragrapn to the rise
e #alue 6f an investment approaching maturity,

ct that 1t was purchased at a discount or a

analysis of an investment cdntemplates an in-
f the following five characteriétics;__safety,

tability, These

convenience and appfeciation._
risxins ané here giyen in the order'of their

No one of them may éyer.beﬂneglected.
the basis of the 1nyest1gatibn.wh1bh this paper

ke,

‘How_Investments_Differ From Fach Other

two investments are alike. They differ. from

let'ly on the basis of the five'characteristics
just discussed. Within the field of investment
fined it we find all degrees of security, a
return, investments possessing to a marked

bility'and those almost devoid of 1t, Denom=

inations and durations vary{ some investments require constant

~attention w)
finally, due

likely to Dbe

possibility

111
>t
2CO

of

e others are practicallynfree from it, and,

o thei?Avery nature,ncértain'commitmentq seem
me more valuablé while in others there is 11tt1e

this, some even showing a tendency to become




Page 20

léss worthyl, .United States goverument bonds are the

accepted

If our na

obligations of the greatest nation in the world.

tilonal government should become unable or unwilling

to levy taxes to meet its obligations, then-that quality

A’Which we

sﬁeak‘of as credit will have passed out of existence.

However safe such a commitment in government credit may be,

it does not

of risk,

follow thatAall.government securities are devoid

qu-Worid'War conditions brought about a more or

‘less‘temporary financial'embarfassment on the part of many

" nations.

in inabiliity

This strained condition in severalAcaSeé resulted

to make payments of interest and principal

o due on funded obligations, Prior to the World War default

in such payment was not unknown. Colombia, Ecuador, Pafaguay;

Peru, Veneznela, Mexico, Costa Rica, Guatemala, Honduras,

' Liberia,r

- in paymentg

‘government

In the less

_ public»ut_

variation

Santo Domingo, Turkey and Greece had ail'defaulted'

of obligatidns_to-foreign_security.holders. Thus
in this most

‘conservative plasé of investments, national
Obligations, we see é_great'variation in safety.

conservative classes, as municipals, rail roads,

lilties, industrials etc., we find an even wider

Likewise, investments différ widely as to yield.

Un;ted‘States £=%=2u3e Federal Farm Loan Bonds, declared

by the act

Government)]

which created them "1nstrﬁmenta11ties of the

of the United States", are selling to yield.t4éja
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- industrials,

“that at the
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At the sam

1932 are sell

to maturitr'

government| is

at an even

return which
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This 1s of

involved b

of an investt
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ime 8% bonds cf the Republic of Peru due in
ing at 98,50 which makes their yleld if held
pproximatelyIB‘ao%.. These are béth national
sues., In otherbfields, as for -instance the
we find securities which are paying returns
gher rate, It is the.writer's belief, however,
resent time 8 and 1/4% 1s about the maximum

can be obtalned frcm an investment.commitnent.
urse‘the extreme, Beyond this point the risk
mes so great that the commitment is no longer

ent‘nature even fcr the most'experienced and

seasoned investor, and should be classed as a Speculation.

Thus we find

gecurities

the way from

large that

vestment inte

80. there is

rather exteqs
_There are two

The first of these we might call natural.,

differences

th

it

Jus

ir

that even in the most conservative class of
ere 1s a wide variation in yield, ranging all
the lowest acceptable return to a yield 80

only just falls within the conception of ‘in-

rest.

L as investments vary as to security and yield

' Wide diversity among them in matters of

marketabilifty

and collateral value. This 1is in itself a
Lve subject and will not be exhausted here,
types of influences effecting marketability.
We mean by that

the nature of the investments themselves,
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such as Becurity, amount of the 1ssue, where and to whom

marketed),

‘its nature

" certain

The use o T

.collater11>

restricts
and the
classes
. under whi
tax while
artificia

' we speak

‘that we den

exchangesg.

-1t only f

and not all

exchange

ity. Thi

and colla

investmen

offerings
- be suffici

denominatj

cle

11Kk
) f°

ch

1
‘of

ac

do€

S|
A
in
en

on

éetc. The other type of influence 1s;extérna1 in
and might be- called értifibial; Markets for
sses of securities are ffequeptly created by.law;
certain Unitéd'states Goyernmentlissues as

for bank note issue is a good example. The law
thé 1nyestments of sayings banks,‘trust'qompaniés
e, and thereby creates a market for certain
securities. Again, the existing tax'situation;
thé feturn from some securities 1is subjeqt'to_
others arebexempt'qr free from takation; creates
markets. It is suéh influences as these which
asvartificial. It is essential in_this connection
tion the effect af listing securities on the
Listing in itself does not create marketabilitj,
ilitates it., Not all ;iéted Securities are actiyé

active securities are listed. However the

s give publicity and'tendS’tb.incfease marketabil=

s short treatment of the subject of marketability

teral value is sufficient to indicate the fact that

do differ very greatly in this important réSpect.
brief study of the South Americanvinvestment :
cluded in the introduction to this paper will
t to show that in the matter of conveﬁiénée of

and duration there is a large variation.
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ations today range all the .way from the $50.
to the 1nfrequent 9100 000 denomination. ;The[_

$500 certificates are most common. . An 111ustration

of the -variation 1n necessary attention has already been

given in the

registered

To many:of

ance second

matter of [co:

Va

only to’ security,.

1siderable_1mport.

comparison of the United States Government
bond and the real estate mortgage investment., ... .
the smaller investors this question is of import-

To all investors it is é

°1étion in appreciation potentialities ia as

great as in any of the characteristics'of-the'inyestmént,

Some investme
cannot becau

to any materi

subject to
the securi:
to appreci:
to apprcciz
extension ¢
natufe-tha1
effect it
scying that
is possible
littie risk

likelihood

3ié

—{0

.rad

v te

te
c

at
t

of

nts,

ts market in the future

future value increase,

as for instance real estate mortzages,

e of their very ncture appreciate in this way

al extent, On the contrary thcy are frequently
ther dangerousvdepreciation.bﬁAs a rule it is

8 of a more speculative cature that are liable
although this.is‘doﬁ clways;true, Any security
in ﬁhis way\muSt possess the 1likelihood of an -
, or bc of sucﬂ:a

hanges in the genéral economic conditions will
crially. This is, of course, comparable to

1€ investment is of a speculative_naturé4 It
,:hOWeyer; to find securities that possess relatively

and which have at the same time a materiai

To the average investor
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potentiaL appreciation is of least importance in proportion
to the'other characteristics discueudhere - Potentilal appre~
clation in Ianestment ‘can, however, ‘be made ‘the- basis of
considercble profit to the initiated and in all cases the
potentiality of appreciation should equal or outweigh the

chances of- depreciation.

ﬁinds of InVestors and Their Needs

Just as no two investments are alike so’ do investors
differ from|each other in 1ike respects, and, 1f it be
possible, to eyen greater extent. The requirements of the
investor differ in‘exactly the same ways as do the
characteristics of investment - security, return,‘marketabilé

ity, convenience and chance of appreciation. These needs

are deter ired by many conditions. Chief among them are

wealth, income, amount of invested funds, occupation, age,

training and eXperience.~

The retiring vice;president and general manager of

& large interurban traction company would be unwise to adopt
the investment plan that one would recommend for the widow
of a clergyman with a recently acquired $10 000 insurance
check. Lﬁkewise the investment needs of the salaried
professor are totally unlike those of the successful business
man whose business no longer needs a turning back of 1its

surplus eaﬂnings for the creation of new facilities,

le

extensions etterments or the like, It-is obvious that in




'thescsse
gll othsr
return is

return.

of

Yet

fa

of

investor to
beAexempt
extent true

There is a

two fsr ﬁhe'

r

provide fo
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the‘widow the one prims COnsideraﬁion 1slsarety¢
ctors are secondary to this one. Stability of.
far greatér importance than the amount of_this
1t would be foolish on the part of such an

seék a commitment the return from which would
om income taxation, The_same is to a‘éreat

of the 1nyestment of the college profsssor.A
ertain difference 1n the 1nyestment needs of the
college professor is usually bettsr‘fitted to

the needs of his dependents-from current

And so

if we ana£yze at all carefully we will find that the‘investg

ment needs

different.,

security best fitted to his needs.

csnsiderable

of'the four individuals mentioned above ars all

o two of them are alike as to the degree of
Some of them must give

attention to the effects of taxatisn on income,

'in some cases it 1s far more satisfactory that the income

be small and

would be accc

in reguiar
commitment

collateral

regular than large when the increase in yield

mpanied by a corresponding falling off either

Lty of income or securityvof‘the principal
. To thevact1Ve business man marketability and

value will be of relatively greater importance

than they will be to elther the widow or the retired

manager, .

Agalin, the retired business man might be willing
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give his investments more attention than can the

Convenience in denomination is.one of

ential factors in the determination of the
essor'svinvestments. The selection of securities
an exceptional chance to appreciate in value
which requires much technical knowledge and

Thére is a wide difference in. the relative abil-

several examples in this respect,

Such differences are characteristic of all

-The one needs an ultra conservative investment

" while the jother is well fitted by training and experience.to

take the nisks 1nc1dent'to.greatef return, Marketability,

convénience and potentiality of appreciation likewise are

seldom of leqt

121 importance to different investors. The de-

termination'bf the 1nyestmeht needs of theiindividualris of

no less 1impo:

mént. The

determination

second, th
the éelect.
of the ind:

‘American Se
American In

phases of t

8¢

a
Lon
,Yi
Th
cu
ve

he

“tance than the selection of the proper commit-

lence of 1nyest1ng consists of, first, the

of the investﬁent'needs 6f the 1ndividual;
nalysis of investment securitles; and thirg,

of that security which will best fit the needs

dual investor,

treatment of our present subject, "South

e
rlties‘aB°Desirable Investments for the Average

stor" w111'requ1ré the treatment of all three '

problem éldgterm;natlon of the investment needs
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e American investor, analysis.of South American
we find them in our North American mgrkets,

he determination of the extent to whiqh these

fferings answer the needs of thé type of investor

ration,

Principles of Investing

are the needs of the average American inyestor?

What do we jmean by.an “averdge" American investor anyway?

We have sald

an individu

" income, amoun

and experience

investigati
some light

results'or

banks dealin

al

similar to
figures wer

statement ce

table does not

large easte:
discrepancy

metropolitar

n

MC

as

c

hat to a great extent the investment needs of
are determined by such factors as wealth,
b;Of’inyested funde,~pccupétion, @ge; training
18 A,repre;entative_and fairlj exfensiye
recently completed by the writer will throw
this subject, The figufes given below are the
- analysis of the clientele of bond housée'and’
in 1nyéatm9nt securities, One large organization
building and loan association 1s includede No
btained from savings banks. ‘One’Quélifying
erning the results obtained must be made, The
fairlyvtéke into account conditione'in'the
centers of-population. This 1s not as great a

would at first appear. The investors of these

-measured in

bond buying

_énters are rélatively_large investors and,

-

dollars, they form a considerable element in the

power of the nation.‘ Measured in terms of
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investors, however, these centers lose much

‘of their|relative importance. It 1s with the latter

standard|that we are chiefly interested, this being the

best basis

for -judging the average investor of today,

the normal 'American investor of tomorrow., As a nation of

1nvestdru we are young, very YOung, ybung 1n'our.1n#est1ﬁg |

experience,| young in the amounts of our commitments, young

in our 1rvest;ng powef. Tomorrow it will be diffepent but

today ouf

bond buying power is the power of numbers, The

great Ameri:an bond housés,,those of national scope and

repute, are| today cultivating the small investor., There

is 1ittle}

inmediate profit in such a policy for it costs as

much or more to sell a §50 or SSQO.bond,as:it'does a QI,OOOI

or,glo,ooa.jecurity., The soundnéés'of the policy is £6 Bé

found in
far off,
of tomorr:
bond house
Americaﬁ ]
indicate.

bheir_visiOn of tomorrow, a tomorrow not so very

TTe smA11 buyers of today are the-larger 1nyeétors
wd It 1s with this class that we, as well as the
8 lare chiefly céncerned. They are the “averége" B

nvestors as the rollbwlng rigures seem well to
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of Bond House Sales for One Month -

' To'In&icate What 1s Meamt, by an Average Investor

J

—a—---; —_— —

Number of sales s Total amount of z Average: Average holding
for one month—*#o sales one month#: sale s per customer 3

- C—

e —— — —

1t 149 '+ $2,161,950  * 1,450 } . $4,600
"fé'i'*?"’ﬁs;i”’i"""225'255'"“:‘"f‘f&;&f?'*"'EZESSff""
"3+ |386 + 619,400 t 1,900 i 5,850
4 s b5+ ssa000  : so0 ! 3,32
5+ derr 1 w60 1 30 oo
Total ;I'Te&;'[s} "t 4,506,390 i - 766 t 3,354 auw

* Exclusive

: - — ‘ — e

or oanks

# Exact figures not given here. These are similar multiples

... of|ex

## For custor
exJu

knawn

dhikdt Inaccmra

-

act Iigures obtained. - -- - g
mers the amount of whose true investment holdings
sive of real estate, active business etc. is

It_e‘, not weighted for number of customers

e o e—

—— e ——C = —— - P — ——

i

‘ The great mass of American investors are, then,

pTane,lineiperienced_inneators;;particUlarly

in the first

inexperienced in'bond investment. The volume of their ine

dividual inv
are small.
relatively 1
investments
savings. Th
along invest
It would see

to his purpo

estments 1is not large, the separate commitments

This must of necessity be true because ofitheir

imited wealth and restricted income.v Their _
represent in.theifullest sense of the word their
e average American investor has had no training

ment lines and almost as little experience,

2 then that the type of investment best suited

se 1s the ultra conservative investment. Before
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arriving at sudh a conciusion we must take into:consideration

a ceftéih American ¢haracterist1c'which is as Bure_po aseért

“itself injour national investment policies aé it has in all

our other|business 1ife., Here 1n America the devélopmental

days of explloitation and speculation are biut lately gone.

The spirit

of the ploneer is still in the blood of the Amer-

ican citizen., The average American Would much rather spec:

ulate than
" have begun

investment

invest, It 18 only in the last decadé that we
to,stabillze,'tp recognize the‘importancg of the

principle, and it was on1y thru the financing of

the World [War that we came generally to know the bond as a

common form of investment security.

This spirit of adventure,'the re11gh of the taste

of risk, this willingness to take a chance, must be considered

1n.tbe'detarm1nation of our average 1ﬁyestor‘s needs., It

'Will probably prohibit the ultra conservativé'course in the ‘

majority of cases, It must not, however, be allowed to

_ dominate,

The key to the situation probably l1lies in the

application of certain well worked out principles of investing

| to the neec
proper appl
Plan which,

a safe and

8 Jof the particular individual. The result of the
ication of these principles will be an investment
1f carried out by the individual, will give him

sound Investment with enough of the element of

risk presen

it to satisfy his desire to‘take a chance and

realize a good return, a cdmmitmént which 18 not of the

'u;tra'conseryatiye, low yleld type, yet one which is'in no

respect ope

1 Lo question as to 1its sterling worth,
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~ 80 ‘much for the nature of the beast and his appetite.
Let us now Jonsider those principles of inveﬂming which we
mentioned |above. Andrew. Carnegie in his "The Empire of

Business" adyises~the young man to put all his eggs in one

basketiand then to watch that basket, It 1s unquestionably
easier to Watch and keep informed concerning one investment
than it 18| to know a dozen but it is rar from sound policy
to' follow 'such a course, .The element of risk is always -
present‘in investment. Intelligent investing requires the .
reduction of jthis risk to the minimum, .There 1s no more
effectiye method of accomplishing this end than the
distribution dr spreading out of the risk. This method

has the additional advantage of bringing in the greatest
,'return possible with the least degree of risk. ‘In other
words we mighF say that the reduction of risk thru the

i_applicatior of the diversification principle differs from
all other methods of increasing security in that 1t is not
accompanied.bj a& corresponding reduction in the return to
the inyestor. We will investigate the application of. the
diyersifioabicn principle for risk reduction in injesting_
somewhat in|detail, | |

| We have seen that bonds differ from ene another
greatly in 1heidegree of security they possess, When the
risk-inyolyed becomes_so great thatAthe:return.ror_the 

_ assumption of this risk exceeds'the true interest return,
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the commitment 1s no longer an investment but a speculation.,:

'This is because the chief incentive for_the commitment 18 no

v-longer a ref&&ﬁlin the form of interest, but rether a

return.due
principal.
possible 1
Let us set
the returr

the secur]

to an increase in the original value of the

On the basis of risk involyed it 1is, therefore,“

0 'divide all true investments into seyersl classes,

up five such classes, Fﬁrther, let us assume that
from all investments is accurstely ihdiestive of

ty behind the inVestment.‘ If the present rate of.

true iﬁterest is 4% then we might designate each of our five

~ classes o1

by the hea

apply our

the basis of yield, as indicatiye of security,
dings 4%, 5%, 6%, 7% and.B%. We are now ready to
diversification principle.

Tge possibility of reducing risk through distribu-

tlon 1is based upon the mathemapical theory_of.probabilities."

We are alll familiar with its application in the fields of

life and property insurance‘ - It can be applied to the investf

ment fleld Just as readily,and a8 accurately. The insurance

companies

long ago recognized the soundness of this policy

- and applied it'in their investiné; Distribution when applied

to investmenu ‘should be along several lines.  First, 'it is_

quite evidani that if we put all our eggs in one basket,

even tho we watch &hat basket, our}chances for loss are

greater than |they would be if we were to have and watch

several conmitments rather than oﬁe,' Investments should be

" distributed geographieally. Although eertain types of cenditions
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do efféct the country as a whole at the one time,,still'

mﬁch o: our
ical distrib

condition |ve

changing condition is local in nature' Geograph-
ution will reduce the risk incident to this

ry materially. There are many different kinds

of investments: public securities, railroad eecurities,

public utili

‘tribution G

ties, 1nduatrials etc., We should make a dis-

7between these various classes, - Then, within

each of these different flelds there 1is great yariety of

possible commitments. In the public’secur;ty field we.haye

'~ national edvernment, Btate,'county,_city.and tax districﬁ

bonds§. Among the industrials we hafe an eyeﬁ-greater

diversity.

‘The same 18 true of each of the above classes.

Thére is another type of diversification fully.as important

|

as. any of jth

ose already mentioned, It is difficult to find

two‘investmeuts within a class or field that are alike in

matter of ise
 individual s
practiced las
security{ I

investigatio

great drawba

amount of |sc

curity. It 1s jJust as essential that each
ecurity be Inyestigated wheh,diyersificafion,13‘_v
1t 1s when the investor:holds but 6nejsingle
iﬂfgct, the.tendency:to_slight thisllhdijidual
.when;distributiqﬁ 1s'pract1ced:1s the one

ck of the diyérsification scheme., No cdncéivable

lentific distribution can ever possibly be méde

to take the place of 1ntensive 1nvestigation and analysis

of the indiv?

Ldual securities used in the diversification,
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plan; ‘In Iact; ir tue 1nd1v1dual 1ﬁvestigaticn be' consider-
ably siighbec it 15 quite possible that the spreading of the
investment‘will work to the detriment of the 1nvestor and to
an ultimate loss, Dietribution of risk should always be a
consideration and practice that supplements 1ntensive security
analyais.: The difference: 1in security between similar investg
e mentsris:tne basis of the type of diversification which we

ncw.haveuulder consideration. When we build a houee we. start

at the foundation. This is the most solid, the heaviest, the
most secure'portlonAof the eutire structure. If the.foundation
be.prOperiy_and soiidly constructed it 1s’qu1te practical and
desirable to |employ less heavy, less secure constructidn in

the uppervportion of:the_structure.- This does not meen that the
upper work(is of lese sterling.construction_or that the k:

security of the wpcle has been weakeneds As a matter of fact,

the more sciid our foundaticn the better the final'result no

matter what type of superstructure we employ. Exactly'the
same princlp W is applicable in investing. Let us.make our

dlyersificcti on-as to types of investmente, practice

geographical iistribution among these types, and then finally

-let us diyerelry our commitments on the basis of the amount
. of.securitﬁ >ssessed by each. _Ehe.resultAOf this third
type of d1|rr Lbution will be a well worthwhile increase in

return, T €. individual who requires a certain degree of
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security in his 1nvestments is foolish "to invest in bonds
~of that degree of security only. He should first provide
himself with a foundation of the very best, the most '
conservative securities., The return from these bonds will
_probably be less than the return which he feels that he
‘should receive, = However, this foundation of coneeryatiye'
commitments wili enabie him to carry-securities which are
of the more Speculative type than he otherwise could. in
brief, distributing his investmenta on the baeis of- eecurity
the inyestor will be_eble to obtain a degree of security
4eonsistent with his'needs,_and which will return him a.greatere
yield than if‘he confined.himself.to the purchase of bonds
which,indiyidually anewer'hisipurpose‘in the matter of |
security of principal{‘ In connection with this form of
inyesting plan.it is necessary to point_out e.few cautions,
In thevfirst place, the.inyestbrtmust eiwaye purchase his
more couseryatiye seouritiee first‘and the less conservetiue
ones only when he hae iaid.a sufficient coueeryative
foundation. The natural tendency.will'be*Quite the opposite.
This means that a well worked out  plan must be . definitely
adopted and that this precaution must be incorporated in ite
Again, the fact that one has laid a foundation for the
obtaining of a greatervyield does not_meau that the investor
can then purchaseton the baeis‘of yield alone. Suppose we

_take the five classes of investments which we created on the
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basis of security, 4%, 5%, 6%, 7% and 8%. Let us say that
the average degree of . security demanded by an investor is
represented by the 5% yield.v If this investor had purchased
82,000 of United States Government obligations which return
him an average yield of 4% 1t 18 obvious that he could buy
$2,000 worth of 6% securities and yet maintain a 5%_degree

of security. His 4% bonds.would not permit him to invest to
any amount in the 8% class. Further, tho he might buy a |
small amount of this class of security it is hardly likely
that it would be advisable for him to dQASOb As investments
depart from the ultra'conservative class and become more ,.
Speculative in nature, it becomes increasingly difficult to
analyze and evaluate them. ‘And, asrwe have tried to.emphasize
already, this individual minute examination_and evaluation

1s the very basis of the success of the diversification,plan.
If we neglect-this consideration we_have'no basis,whatsoever
for aitrue'security diversification. It would seem then that
our. inVestorvof the 5% type should confine his purchases to
the 4%, 5%, and 6% types of securities. If he goes into the
7% field at .all 1t must only be to a limited extent, and it
would be the exceptionally well versed and experienced investor,
indeed, who could hOpe to enter the 8% field, One more

" remark in this connection, It is_obvious that the further :..
away from the conservative type the investor gets in his

process of securityddistribution'the-larger.will be his
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| proportion of ultra conservative commitments. This fact
has a tendency to curb the seeming yield advantages to be
gained by entering the moreespeculatiye,field. In practice
it wouldvseem, then; that tne yleld advantage apparently
gained by our 5% investor, if he were to go into the 8%
,field, would be_more than offset, This argument, 1n
connection-W1th»the_1ncreased dirficulties of analysis,~
%111 lead us to recommend the 4%, 5% and 6% fields, with
perhapsvan,occasional lesser‘fornggrinto the 7% clcss,'to
the 5% 1nyestor who;would enjoj'the naximum of return with
avdegree ofisecﬁfity consistent with his 1nyestment\requ1re§
ments, _

And this 18 about the pesition of the ayerege
American inyestor. ‘ﬁis,experience and ability are not great.
Our figures show us that his 1nd1y1dua1.and'teta1 comnitments
are not large. His earningssare smallo‘.Thns it 1s rather
| obyicus'that he is restricted.in his ability to absorb the
securities offered himvwh;cn haye{the attractive ylelds,
His first step must be to build up for’(himse.lllf a sound \
1nyestment_foundation conslisting of the most conservative
types of securities, taking into cqnsidefat}on, of course,
hls position as_regards taxation, m&fket needs, etcs Then, -
haying done that, ne can yenture into the more difficult,
w_ less_secure,_higher yield classes. But‘oniy‘sfter-he has

established for himself a sound foundation,'and then only

-
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to the exteﬁt that he is éapablekthru experience and

" training to do so.  The 8% security class is not for the
a#erage American_inyeatof; A ney_returnAof from 5% to

5 and 1/2% 1s'excellent'1nde¢d. iThe writer believes that
1t:13 ﬁoésiblq to‘obtain_euch a-réturn without the sacrifice

‘of security, But that.is another storys

 ‘01&891f1cat1onfof”Inyestmenté

There are manyAbases.of 1nyestment claésification.
The simplest of these, and the one which Will best serve
our present purppée, 18Aprobably:claéaification[according
tb_thé'natﬁre of the security behind the,inyestment.
AccOrding_to this standard thsere are three ciasses of.
.1ﬁyestmentq} _1n?egtments_secured by a ép@cific_lien
against feal property, investments secured by a pledge of
coliateral, and inyestments secured by the general credit’
of the obligor, .The.first are called mortage bonds or
moftgages, the second co1iatera1 securi@ies,dnd the third
debentures, In analyzihg an iﬂiestment to determinéﬂits
worﬁh it 1s necessafy that wWe recognize this classification
as the nature of our inyestigationAwill to a certain éxtent _
be determined by ite In the case of bonds secured by a pledge
of specific property the yaluation,of the securityfconsists '
. of an éyaluation of the property pledged'énd the determination

of the ngture and priority of thevlien which our 1nveétment
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holds against ite In the Case of collateral securities
the investor invariably holds a first lien on the collateral,
and the ‘problem is the evaluation of the securities pledged
"as-collateral. The evaluation of this collateral may in
itself involve an investigation of commitments of all three
types' mortéage, collateral and debenture._ Analysis of
the third type, the debenture, involves the evaluation ar
all the assetsAcf_the obligor and_the.determination of the
total liabilities constituting a lien against these assets
prior to that of the security. in question. Debenturesnare
Aunsecured promises to pay. _
It is a mistake to Judge the: security of a
specific bondL or of classes of bonds, on the basis of
this classification. Fbr example, it would seem that the
unsecured promise of an obligor»would be less valuableithan
.a promise secured by the pledge of specific tangible property.
Frequently this is the case, Yet, quite as frequently.this
.is not true. ;The most secure, the ultra conservative |
investments of the day, government bonds of the unlited States
of America,<are pure debentures. They are unsecured promises
of the government to pay and in event of default there is
'neither power nor court that can force payment. Other'
debentures have sometimes proven - to be perfectly worthless,

This truth is fundamental to successful investing. Every

.security must stand on its own merits, Because a bond 1is

.
|
1
|
s
I
|
?

;
|




,?age 40

a first mortgage bond it is not necessarily superior to
another which enjoys but a second lien, or another which: haav
no specific lien at all, " Each must, be-inyestigated to
determine its individual merits,

classificationeaccording to. the nature of the
security is not usually taken as_a basis for the investigation
of investment analysis. It 1s more convenient for this'purpose
to classify,securities according_to the nature of the obligore.
When divided in this way we find that investments fall nithin
the following groéups ¢ government.bonds of the United States,
securities of the political subdivisions, i.e. state, county
and city, public utility securities, industrials and fareign
issues, On the basis of this classification we Will proceed
to eur,inyestigation_of_analysis_of the various kindsrof
-inyestment securities. Theifirstfclass to be considered

will be United States Government bonds.

Analysis of Civil Obligat ions

National GOVernment Bonds

Generally speaking, government borrowings are for
| one_of three purposes. They_are for internal deye10pment,

' national defense emergency or for the financing of normal
current'goyernmental needs, In the.consideration'of
government borrowings it must be_recognized that the obliga-
tions thus incurred'must be'discharged chiefly through the

leyy»of'taXes,v.This.has a direct bearing upon the three
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‘types of government borrowings mentioned above,

| A national goye;nmentffrequently feels that it
is jJustified in borrowing for purposes of 1ntérnal |
develdpment.‘AIt expects thét the>fac111t1e§ created, even
tho they in themselyés be non#selffsuppofting, will so
increase the nation's prbductiYeness that:the resultant
iﬁcrease.in tax burdeh'wiil be more ppan offset by the
increase in the national income, From_the.economic'standg
point it}would seem that goyernment sécuritieq the funds
obtained from which are judiciously used,fqr such deyelop;
'meng‘would be suﬁerior to either of thevothéf'two typés of
gq?ernment securities, »Gertain\it 1s'that, all other things
being-equal, the_lncreasévin ability to levy and collect
| taxes, which results from such economic use of gdyernment
.borrowings, doés*result in an_increase in ﬁhe.stabillty,of'
government financesvand'a corresponding 1ncfease in seéurity
to the 1nYestqr. In any analytical conéideration of this
point, 1t 1is thefefdre'ﬁecessary that the 1nvestigatof f
determine 1if poésible whether or nbt}the expenditﬁres are to
‘be made for a pufpose which will actually reéult'in an ircreased
nét;onal produptiyeness,land that this increase will be
"propartiénape to the increased obligatioﬁ-both in the matter .
of amount and time, .In other words, while it may frequently "
be desirable fof a nétion,tq borrow for this purpose, it

should‘always be reasdnably certain that 1p;w111 be able to
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repay the obligation when it is due.

' Following this line of reasoning, it might seem
that goyernmentai borrowings for purposés of national
defense would not as a class rank as high as those Just
discussed.leAcareful analysis of the situation ﬁill,
however, tend to break down such an,assumpt1§n; It is not
our~proyince here ‘to discuss the économic Juétification
of wars, the wisdom or expedlency of. their perpetration. 
It is surficient to;call attentioh to the fact that without
national.security all values tend to;fade. Indeed; it 1is
rather difficult (at least painful) to say that the billions
of dollars borfowéd by the Uniteg Statés from its citizens
“during the World War wgre,not used for prbductiye pufposes.
One‘must admit that France 1s less ab;e.tq péy her war
,obligat;ona today than she would haye beénvhad these war
| épént,funds been employed in internal construction rather
~ than 1nuthé_destruction of Flanders ﬁielda or Bruges Bund.
And'yet, the ultfa conseryatiye bpportuhity 6f»the preseﬁt
day 1s Without doubt the Liberty Bond. We doubt that the
Panama Canal Loansg_placed on an equal footing'ae regards
tax position,'fiduciary use, maturity and denomination,
would sell at a,higher price 1n.the 1nyestment market,
Buch 1is the power of faith,

- --The‘thirdAtype of governmeﬁt securities, borrow.
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ings to finance current needs, deserves a somewhat different
treatment, Inability to pay ordinary current expenses out
of regular current income is anveyidence of graye'weakness
in the national structure. We-do not here refer to the short.
\time open market borrowings of a few months in anticipation
of current reyenues\to which goyernments arelsometimes'forced.
Eyen this, when common practice on the part of a goyernment,
should_be.decried. It isﬂof muchvlesS‘yital-concern,'howeyer,
 than long time'borrowings.forgourrent needs, the “funding"
of current obligations.g-Particularly is this true when the
loans are‘“floated" externally. The financial Weakness of a
goyernment forced to this expedient cannot_but be reflected ‘
in a cOrreSponding weakness In its security:-issues, .These N
borrowings must be paid out of'the proceeds of taxation.
Their existence is in itself an admission,ofllack of taxing
strength. -It 18 questionable that the‘funds}realized.from'
the sale of such securities will eyentually enhance the
ability to ‘l.ew;ry and .collect taxes, - Experience shovbs that,
rwhile_goyernments.haYe in this way‘sometimes~been,able to
tide themselyes oyer critical situations, frequently the conaA
‘trary has been the case, and that the fleoating of such loans
was a danger signal as regards the nation's financial.
strength which.the investor should have recognized and'heeded.
It would seem rather essential, then, that in the

'analysis of a governmental security we 1nvestigate the

conditions which_giye rise to the borrowings, and the purpose
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'for which ﬁhe funds are used. 'This:énalysls'ie of greater
importance in the evaluation of securlty 1ssues of governmente
whose politioal history ehows eyidence of 1nstab111ty or |
corruption;- | | _ |

* Government bonds are,-almost without exception,
deoentures, the uﬁaecured'promiee'of a sovereign-government
to.pay. The sovereign nature of the obligor, which makee'
1mposeible legal action in event of default, makes the good
faith or willingnees‘of the obligor to pay the chief element
of security, Tpe best_meahe_or eyaluat;ng‘thie.fector is
by historical investigation. The pdet 1s the best barometer
.of the future,eand é careful 1hyeetigation of such factors
as the_peoplelthemeelyeejg thetr characteristics, customs,
laws and education g]politioal 1ntegr1ty,,f1nancial history,
.oanking and currency’eystems, etc;, will giye a satisfactory
‘basis for judging what the nation's attitude toward its
financial obligations may be expeoted to be tomorrow;

"Where there‘e a will there's a way." Any
eovereign government that hae the w111 to pay can ueually
find a way, ‘However, occaeions have occurred when the fineet
of integrity was not sufficient to "draw blood from the
turnip o Eyen tho a nation may leyy.taxee, and by royal

~bull 1naiet upon their»payment, if there 1is no. earning
power there will be no 1ncome,'and ;frtherevbe no income

taxation will produce neither gold nor silver.for the
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governmental coffers. In addition to an investigationAof

the good faith of a government, we must therefore, conslder
its ability to pay, the resources and the income of -its
people.- atural resources, industry, transportation, com-
munication, foreign trade will, when considered in connection
with pOpuiation, give us a very good idea of this situation,;
When buying securities of the home government, the investor,
because of his famiiiaritytwith the situation, isnvery likely .J
to pay 1ittle attention to the details of this factor. |
Capital sent abroad for governmental:use depends in good
part for its safety upon just these considerations.‘VAnaiysis
of aAnation‘s ability to-pay is second only to thevnation's
_'wiilingness'to'pay in the determination'of‘the'investmentA

worth of its securities.

Obligations of Political Subdivisions

Obiigations of political subdivisions,-while in the

: _main'resemblngg those of national governments, differ from

them in some respects. ‘When the national government is composed
of a union of’ states or departments which to some extent

retain their soverelgn nature,_the position of the state or
'department~obligations differs from that of the national
government only in the matter of geographical extent._ Some
state obligations suffer along these lines as they obviously
lack in amount of resources and income as compared to the

national bodys When plaoed on a comparative basis_of population
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and debt they freqﬁentlynstand in a much better light. This
18 eSpecﬁallyatrué,when the obiigatiéhs,bf some of our own
'statés are brought 1n_contrast_withbtﬁe<national.obligations
_of the lesser soverelign powers. | |

C Where thq_gdyernmental subdivision retains its
Nsovereign power the 1nyeatigation will_diffef from that of
the national government only in that 1t is more important
in this case to conslder not only the_state-cOntrécted debt
but likewise the tax burden born§ by the’atate‘s population
~and resources, which originates with the national | |
,goyernment.and the inc¢luded municipalities. The chief_factor‘
of safety to the 1nyestor is the.good faith of the state,-
Ability'toApéy is sécondéry oﬁly to willingness,

" In case the political subdivision issuing

securities is:not ﬁdssessed 6f-96yefeign'power;as‘in the case.
of our.pwn-townshlps_and counties and the maJdrity or  |
foreign political subdivisions, the lack of soyereignty
}operates'to change the elements.of investment security very
materially., The.iséuing éuthority 18 under these cohdiﬁiqns
- usually subject to suit and Judgmenf. Thié does not |
_ ordinarily:extehd to foreclosure as the obligations are in
the maqority of caées-debentﬁres.  Because of this condition
the investor 15_1n,ﬁ someWhat better position in event of
default on the part of the obligof, and ability to pay thus.

becomes a'more 1mportant consideraﬁ;on from the standpoint
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ofithevinvestorthan willingness to pays The investigation;
of the obligorisiability to pay takes much the same.form_as
in the case of national obligations. In this case the effects
of national and municipal taxation on ability to pay is very

_ important. It 1s very_difficult_to obtain information

‘concerning these conditions, and frequently the form in which
. the information 1is obtalnable makes a satisfactory.evaluation
- of the figures practically impossible.
| When the funds for paying interest and principal
are obtained chlefly through the use of the general pr0perty
tax, a common procedure, lack of uniformity in methods of
.valuation and assessment make accurate results very difficult.
It must be remembered in this connection however that the
Aseemingly insurmountable difficulty here encountered is |
somewhat relieved due to the fact that the assessed valuation,
regardless of the basis;on which the property is assessed is
- the basis used for taxing; However, lack of uniformity in
methods of assessment do make satisfactory comparisons very.
- difficult and render more orwless uncertain any,estimates we
may make as to ability on the part.of'thevobligor to pay.

| Another important consideration;in_the analysis_of~‘

a public.obligation‘when the.obligor 18 not possessed of
sovereignfrights is the.determination of the.legality or at .
least offthe'validity of the?issue; aFrecuently rather

complicated safeguards have been thrown around the incurring'
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of debt On'the part of political subdiyisions; Usually,
when,jthru haste or lack of adequate legal adviﬁe in the
‘issuance of_sedurities, such public obligatipns_are_issued
in an illegal manner the 1nﬁocent holder of such obligations'"
is protected'thru the deyice of declaring*the.obligations
'vélid tho illegal, sﬁch acgeptance on the part of the obligor ,
- fully protecté the.inyestor; Howeyef; bonds illegally issued'
are-noﬁ,always declared yalid. Experience shows’that_ﬁhen
political sqbdiyisions have &efaulted and.repudiated, the
reason 51yén and the basis of repudiation'has,1nyariably been
; 111egalitygof;thegissugi , A ) _

This being the case it 1s obvious that,'eyéﬁ tho
of less importance in the case of public obligations of nons
' soyereigh powers,_willingness and good faith on the part of
‘the obligor is of rather great importance. It 1is the,gxception—:
al bond'issue 1ndeed.ﬁhich_1s possesséd of no legéi flaw
'rWhich ih,case‘of great stress could be made the basis of
repudiation on grounds of illegality of 1ssue, The analysis
and determination of the good faith of the obligor will in
th;a.éaée proceed along practically.the same lines as those
~ indicated for soverelgn powers.

The analysis of city bonds is a problem in some :
réapects'more_difficult and 1n.dther'ways_éimpler of solution
“than the analyéis of the pbllgations.of more‘extensive 

political eubdiyislona.*:Théifihancial affairs of a municie
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Pali£y¢are freéuently more involved due to the fact that

“they issue securities for a wide Yariety of‘purposésr Some

of these entetpriseé éré éethBupportiﬁg; and.ih ﬁhe_financial
statement their'indebtedness 18 deducted becéuge of this fact,
in arriving at the net debt of the mumcipauty. Such
-deductions must, howeyer,,always be closely'sdrutinized, as
frequently municipal_enterprises which Are in theory self-
“éupport;ng are in praétice far fromjitz The present day
Acondition'of.municipal;y ownéd and operated; or mnnicipaliy
owned and 1eaéed,»atreet railways is a good example. _Agaiﬁ,,
\city bond 1ssueé afe more likély to be for questionable
-purposes. Also, the growing'tendency towéni the tax district
-for purposes of sectional 1mproyement4w1th1n the city 1nyolyés
the condition of a Ciﬁj?s finances, On thevoﬁhgr hand, there
is better opportun1£yvfdr evaluating a city?s'ability to pay
becaueewof'the.existence of more uniform meﬁhods of valuation
' and assessment within a city, When it comes to comparing one |
city ﬁ1th.ahother on this baéie we experience:much of the same
d1fficulty thyt we found before. This 18 because of the fact
~ that while there 1s usually uniformity of assessment within

a cityrthis_in nb réspéct gu#ﬁgntees nﬁiformify betWeen 61ties.
As a rule, city finances are handled on a more busineas like
basis than are the financial affairs'qf some rural community,
,Their financial machinery.isAbetter organlzed and manned,

more efficient._ This self same efficiency has been kmown

A
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to.result in questionable-practices such as manipulation
of sinking funds and the like, Citles as a class are stable
'units economically,‘but the spirit of civie loyalty 80 |
.characteristic of city populations 1s liable to lead to

undue expansion;and excessive indebtedness. And then cities
do come‘and go.'ﬁParticularly is this true.of_an undeveloped
_country'whose,existence‘is due to the extractive_exploitation
of some natural resource.' The. obligations of municipalities
‘are usually debenture bondea;'rhe interest and principal are
_payable from’taxations The chlef element of security is
ability to pay; This ability 1s based upon the resOurces_and
income of the city's peoplea The second'important factor in
Judging security is the legality of the issue, - Valldity may
be allowed to take the place of this legality. Finally,
the good falth of the obligor must be unquestionableo

' The history of public obligations reveals them
as a conservative class of investments with a record which
.excels all other classes in the matter of securitye. This
same,record will, never the less,'show'that public obligations
have been repudiated. National government bonds, etate and
department obligations, municipal bonds, all three types of
investment securities have-known_cases'of repudiation.‘ These
- repudiations have.been due to one of two~causes, either
military,defeat in the case of,sovereign governments or

.overrexpanSion in internal development, The basis is most
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frequentlf illegalitybl The mere fact that a}security is a
gQVernment, state or municipal obligation does‘not'mean that.
1t.is'eitheria safe or a'goodrinyestnent. As a class the
pubiic obligation is secure, As indiyidual issues within the
class‘conservatiye policy would hold each issue Questionable
'until 1nvestigation proved it to be'otherwise. Certainly
this is true of obligations originating in other countries.
Concerning the yield and ‘marketabllity of public
'securities little need be.said, Just in proportion as public

bonds are secure their income tends to be stable. This is,

- of course, due to tne rant that the interest is payable‘thru

the levy and collection of taxes, “Nothing 1s surer tnan
death and taxes," Time has proven'the acouracy'of this statee
ment, Not only is the income from public obligations reason-

ably stable, it is also of fairlj satisfactory amount,

- Particularly will this be found true when considered in -

connection with securlty and tax position. The income from
public issues 1is generally free from taxation. This factor

is not of the importance to the average American investor

- -that current literature on the subject would indicate. It”

'_1s true that the tax exemption feature of the public bond

‘ is.of great importance touthe_large investor,-but to the

average American investor this feature 1s relatively unimu
portant. As to marketability, public securities as a’ class

are unexcelled. However, Jjust as the individual,issues
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" vary in securitj 8o also are they different in this .
respect, | N | | . : _
There are many peculiar'types of-public obligations
which we shall hot consider'here. ,lt‘is not that'many‘of these'
securities such.as tax district bonds, municipal irrigation
issues, municipal utility issues, etc., are unimportant or
unworthy but rather the fact that lack of space limits us
somewhat and that these particular types are less often met
with in the investment field. 'Further,-'the ‘thoughtful appli-
cation of principles applicable to the ‘more standard types
will give very satisfactory results when applied to the
specialty field. And finally, the South American security
: offerings which are finding their way into the North
American inyestment market are of the classes which hawe been

or will be discussed here.,

w?rivate-Obligations

Before we take up a detailed considerationiof the

R obligations of priVate corporations it will be well to note
how, as a class, they differ from the public obligations which
‘ we,haye Just'been discussing, ~Public securitlies are the
obligations of_political corporations;_associationsbof all
the people for all the people. Priyate corpOratiQns are
bodies, created by the state, whose purpose is the furthering

of private ends. This difference is fundamental. and has an
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i effect upon the. differences which we are about to discuss.
The purposes for which governments may borrow are relatively
limited, While-it_is essential that we investigate the
purposes for which governmentalcborrowed funds are to be u;ed"
this‘becomes ofumuch~greater'importance in the.case of the
privatejcorporation.fcihe chief element of security in the
liquidation of.private corporations is.the»prOperties’vhich
have.been accumulated through 1ts security'issues. As a .
‘matter of fact, the 1imited 1iability a the corporation
makes this the only source ‘of security. -.The investigation
of the purpose ‘to which the proceeds of the loan are to be
put is-therefore of prime importance, h

Again)the nature of the product‘and,the.demand.for
it are elements of difference o between public and-private

corporations. The market or demand for the service of the

. political corporation is assured,*isvuniversal. .In the case

.of the privateﬂcorporation the market 1is problematical. A
corporation producing a necessity for general consumption
is 'in a very advantageous position as compared to the business
producing a highly_specialized nonessentialkwhich is to be
used in further processesAor production, | _ :
‘The very character of the obligations of each of
these two types of corporations is different. -In the case of
the public securities we have seen that the obligations are -

invariably debenturesx'.With private corparatibns this 1is
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.not true. It is in the field of private corporation finance:

that we find that great variety of instruments of finance'

'which 8o complicates the situation both for the financier and
the investor. These securities are in great part possessed
of a lien on real prOperty, tho there is an increasing
tendency to issue securities of the debenture class which
are-secured by-the_general credit of_the_obligor. Also,
there-are those many types of instrumen&s which_represent
ownership. .These are entirely peculiar'to:the_field of

private finance.

These, and other differences, make for a difference

' in the risk element that is to be found in both types of sec-

urities. As a rule, private‘obligatipns_are ‘secured by a

/

lien, elther specific or general, direct or indirect; upon

| property. Public'obligations are secdred by the good faith

and abillty of the obligor to pay. ~There are many elements
of risk pecullar to each of.them. Any analysis of the

investment worth of securities must take this’into_consideration.-

- Generally speaking, there are'more risks connected with private

securities, It 1is,: however, usually easier. to anticipate

and analyze these risks than in the case of public securities.:
| This varlation in risk is, of course,reflected in

the return that 1is realized. Public obligations are generally

considered more conservative, - The return from them 1s

'coerSpondingly lower’thanjthe return from private.obligationsw
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he posaible return from private eecurities,'

" because of their greater poasibilities of real appreciation,'

1s greater

ﬂExperience shpws the@ tho the poss;bility of

'retﬁrn is greater in the.case}of priyate securitiea,iphe

probebility of a larger return is cut down by the losses

'1ne1dental

~of years, t

5 —ct
o)

o added risk to the point where, over a period

actual return 1is likely to be greater. for the

more conse

high type ¢

'eecurity'co

-

‘and return

behind a pr

the problern

'tiveApublic_seeurity.' In other words, when a»
safety 1s essential to an investor the public
1tment 1s preferable both 1n point of security

considering the elemente of safety or security

ate obligation it 18 necessary that we consider '

in two lights, security in liquidation and securs

1ty in the |going concern. .We have said that the security of

the 1nveetcr

|

in event of liquidation 1s dependent upon' the

amount of the| physical assets of the corporation, and the

nature and Qriority of the lien‘whiéh the investor holds against

_ these aeseﬁe. - This condition is best revealed by the‘balanee

sheet with, perheps,,certain supportihg schedules, such as a

detailed stiatement of the nature and’cheracteristics of the '

various_f‘“
: \

ed obligations Whidn the corporation has oute

 stand1ng. ‘fhe chief consideration in'thie connection is to

make sure that the figures given in the statement represent |

'harket.yaluas under conditions of forced 11qu1dation. They
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8e It then becomes necessary that ‘the investor'

1€ 8e assets to show their worth under such

In this way it may be possible to arrive at
rate understanding of the position of the

ase the corporation becomes insolvent and the

In the going concern the basis of security 18 :

erent, The ability of the corporation to meet

dividend.and principal repayment obligations is

irely upon 1its earnings. An analysis of safety

ncern will therefore be a‘study of the future

Lity of the business as an economic unit, In

a consideration of

1d the past. This Anformation is to be had from -

nt, the comparative record of dividends earned .

various ratios to show managerial effielency. -

he balance sheet does have a certain value in

of the pr0perties and obligations of the

ion of future earning capacity. It gives a

1te
cl

is picture will enable the investigaton to compare

th another on the basis of its equipment as a

al plan of the businessa

"It will also reveal the relative efficiency

An industry saddled-v'

to .look to the liquidated assets: for reimbursement.
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load of funded debt.is of'coursevat afdisadvantage

‘The avallability of earnings for the 1nvest;

The balance sheet when

show comparisons over a period of years will also

To a

nt this may be taken as an indication of the

far greater importance in the’ determining of

or the income

This 1s particularly:

is made up on a’ comparative basis to .8how 1ncome,
nd profits or losses over a period of years,
ount gives,an abbreviated statement of the
business fcr the period Wwhich it represents.

4 that .one period can be compared with another
the investightor

can read between the lines and obtain a very

N as to the earning power, past and probable
very accurate eatimate of the efficiency of
and the probable outcome of the managerial '
.heﬁr relation to the investor.

?here are two obstacles to the use of these reports

.The analysis of corporation stat&-

rather more facility in the application of

tiples than the average investor pOssesses.

\
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-Even tho hé<may'haye someiknoﬁledge‘of,accbﬁnting as‘a
 sé1en§e; the analysis and digest of suchietétemépts for the
»purposqs dfytherinyestor necessitéte 1nterpretation9~pot
busually_ oséiblé for the general acpountaﬁt. “This ?s
Abecause of the.difference in poiﬁt of view, The qecoﬁd
’difficultyJariseé_out of the lack of qnifdrmity both in

the reportsd theméelvés.éhd.in the methods of préducing them,

Accduntirg 18 not as yet staﬁi;ized to the extent of uniform
terms and maanings for theae,agme terms, There is still a
great»diﬁérgénce.in coﬁcepts énd.theories;- Naturaily it’ie
1mposs;b1e tp'oﬁtain4uniform results with such a lack of
‘uniformity mnamethod.. In this country the interstaye_Commerce..’
Commission hés prescribéd-éﬁd put into use é'uniform accountq

ing system for 1nterstaté‘ra11roads.  This has.eliminated‘the

- &

second ﬁi?fjgulty'in the analysis of rallroad reports. In

this particular casq,however,>the intrioacy,or the business .

and the nncesaary'complicatibn'in its accounts_resultvin an
increase in ﬁhe fifst_difficulﬁy here mehtioned; As in the
case of ‘the |Interstate Commerce COmmisaion andvthe railroadé;'
the-pubiit.Ubility Commissions of the yarious,statesAhave
'nqw‘rather cammonlj-prescribed ﬁniform\aCCOunting,L;:;;,;ir‘
methods for the utilities-subject to their Jurisdiction._

While these Systems are na. absolutely uniform, as between

‘statee; th

()]

bénefits'to be gainediffomvgeneral uniformity-
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have been recognized to the extent that there has been a
| tendencyijn the part of the states to make their several

- systems more or 1less uniform. The situation with the

.publiec ut!: lﬂties is therefore fairly satisfactory. With
the{other industrials there 1s no comparable situation'to
be'found. £rior to the passage of the Federal Income Tax
Lav in 19 Lt seems likely that a large percentage of the
businessez in.thisqcountry had no adequate accounting system
of,any description, This law required such specific infore
’imation from the\business.man_that_it became absolutelyl

essential fom him- to maintain more or less adequate records,

and from the standpoint of the. investor some progress has

been made. owever, there is absolutely no . attempgat uniforme
Jity in form or method, and as a result a great share of the
value inherent to the corporation report is lost to the
investor; \_ : o | T

As a result of these two difficulties discussed
above thera is a decided tendency on the part of the investor |
to place great emphasis on two other types of corporation
records, numely, the statement showing the dividends earned
and paid by the business ovar a period of years, and certain
ratios which:tend to reveal managerial efficiency. ‘The com@
parative statement of dividends earned. and paid is easily

'read.and undecstood and, inasmuch as the chief element of
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the standpoint of the investor is the earning’

- power of the business, this statement does furnish a ready

index to the 1nvestment_worth,of the concern’s,securities.'

" The chief chaction to its use is that it is inadequate and -

does not always. tell a true story or,giye a sufficient

warning in |times of difficulty. Never the\less, experience

shows that in

the hands of the average investor it is far more

) effectiye.-qa'
The.ratios we
‘ratio, the re
.eperation and

charges to gre

either the balanee sheet or the 1nceme account;

mentioned are such ratios as the operating

:atlonship between the gross earnlngs from

the Operating eXpenses° the relation of fixed

88 income and income applicable to the payment

of rixed charges; the ratio which gross. earnings bear to

ot

the value of the property; capital turnover; 1nventqry

. turnover; etc.
recent origin

ing abilityjon

‘The use of these ratlios is of much more
than-tneause of the dlvidend record. The grow-

the part Of the 1nvestor to understand and

use such ra1ios will 1likely make of them a rather efrect1ve

tool., ,It’is rather easy-te see the difficulties that beset

the investor when he attempts the analysis of the risks

"1nc1dent7toA1niustr1a1,1nvestment.s It will be worth while

"to discuss bri

The
}'status of i&

require large’

8fly some few of these characteristic risks.
nature of a business effects‘the investment
securities very materially. Some businesses

amounts of Iixed capital in prOportion to the
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pital used in oberation. When the larger share of

| used in a business 18 in the Torm of rixed assets,

ngs being equal, tne.sééurities'pf th1é type of
preferable from_the 1nveBtment standpoint to the

f businesses the major portion of whose capital -

form of quick or liquid asﬁet3¢ ‘This 1s contrary

1ition which the short time creditor of a business

.. The'increaée in the time element involved in
résponsible for this, Fixed assets are not so

ated as!working capital,and‘a large proportion

-This‘meané

,E
~ on stabi11t
prdducing a
"desirable i

in the prod

in further

Changeévin

and prosper

le
he

y

stance, A Woo

extent on the

-efficient,

finds that in -
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R

ent capitél makes for long time stablility.

88 risk, |

hature of the business'alsb has.é'great influence
of earnings. The business whiéh 1s engaged in
;able'consumptiye hecesslty is a much more

sstment proposition than the business enéaged

;don of a highly specialized article to be used |

duction. This fact has already been mentioned.

;gneral economicAcbnditiona,.pefiods of depreésion

,41i£t1e'effect the markét for/matcheQ for in-
d woriihg’cbncern which depends tosa»great

market for a yarn spindle, which, tho highly

mbre~cos§;y_than the common old fashioned article,

perlods of consumer progpefity'lts sales are
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in periods of depression there is"little-demand

for its product and 1ts machines stand idle.

Management 1s another‘factor which goes a long

way to determine whether the earnings of a concern will be

stable or
ceme_to th
:production,
_ sble:nature

‘handicappe

demand wouid

noyt.
e writer 8 attention,

O

An 111ustration of this principle recently
‘A business engaged 1n the
[ a specialized machine suffered from the season=

of its market, 'Itawas»slso very 5reat1y'@

d beceuse it was pever_able to predict what this c.un

be year by year.j If the farmer was prosperous

it could harcly build enough of 1ts product to supply the

' demand; 1f
.m&rketiwas
invsome yes
profits wel

the control

type of lawn weeder wWhich found a ready demand.,

seasons of

production

frequently cut in half.
A I8
|ev

(o

of

the farmer had 1little purchasing power its
,,As_a resultvthe business
‘wag very proSperous while in others its
prsctically‘nil..

|

f affairs.

A neﬁ mauagement took over
‘They developed a very efficieht
;In the

the year when they were not busy with the

the machine which was their chief product,

they deyoted the energies of their organization to the

production

of

the weeder; As a. result during the recent

period of silow farmer buying, the earnings -of thé concern

held up well,

change in m

ANd

and there is good reason to believe that the

gerial policy will result in a much stabilized

{
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e holders of the securities of the concern.

is one of the most important fadtofs in
earnings, . '
ocation‘is.another'thing which‘makeé for |
instability of earnings;'vLocation with reference
e -of supply of raw materi&i, the market fér"thé
duct, andrtransportation; foftunate 1ndéed is
'which eﬁjoys the advantage'bf such location
4It.is rather easy to ﬁeé the effect that thesQ‘
upon the,stability of a.corporatién’s earnings.,
T

here are many other consideratiéns which effeét

of a business. .Time does not permit an

fadequgte discussion of all of them, -The foregoing 1llus-

“trations will

that must
stabllity

in private

be

o f

,séfve to indicate the wide variety-of fadtors
taken into consideration in analyzing the

income which is so.important to_the 1nvestof

corporation securities. The application-of some

rbf the princ4plea outlined will be developed in certaiﬁ

particular

of private
the effect

1£s investn

public corp

cases later on.
quore wg'leaye the subjectlof income stgbilitj
coLporatidn_securities it will be weii to nbte
which the form that the_security takesrhas‘upon
ent status. .We found that ﬁhe securities of

orations were invariably promises on ﬁhe part of
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to'pay; aﬁd that these promisés were not usually
any specific pledge_of value. It 1is in the
private corporation that Wwe find that wide
écurity Offeringé,which has so complicated finance
ndpoint of the investor. ‘We»cannot,diécuss this
1stively here. We will point out éome of the more
s and note pheir'differenceskfo the investor.

orporation securities can be;diyided into two

ration to pay and those which fepresentjownership
[ : - .

iationS The first type are usually called -bonds

or notes; depending upon the time for which the loan runs.

The aedond-type-are in this country calied,shares\or s8tocks.

There,is an

0ld maxim which sayé,‘“bonds for investment,

stocks for|speculation”, - .To a very great extent this 1s

true. . However, there are cases where stocks have become

sufficlently

stabilized to be rated as investments, and

there are-ﬁaﬁy bonds which can hardly be considered as

' 1nvestments.

the old trjisn holds good.

In so far as 1t is possible to generalize,

Of | the different types of stocks probably common

shares are leasﬁ desirable for the 1nve§£oq_a1tho,there are

common stocks that could be cohsidered as ih%estments for

some 1nd1y1duals. 'These common stockslére few and far

between, and

it 1s only the most éxperienced‘invéstor‘who

‘would be able jto accurately distinguish them. Preferred

5e8, those which represént a prémisern the part .




- 8tocks are,

' stocks, ‘Her
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the propoqti

as investmen

preferred

~ the common

dividend payment a fixed charge against the earnings

the guarantor,

preferred

-of  the guarantee itself,

e
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as a elass, Better investments than common

e again it is most necessary that,the/inyestor
xperience and possessed of great abllity, for
n of perferred stocks that might be rated as

ts 1s but a fraction of one percent. Guaranteed

stecks are usually better investments than

or preferred shares, .

stock 18 increased only and exactly by the

elther -
The guarantee makes.the
of

_Thejinvestment value of the security as a
valne

The guaranteed preferred stock

is ‘more dirfilcult of analysis than either the common or

preferred shares and is an investment 0pportunity for only

. the exceptjonal investor.

of capital

different tiype

"~ sufficient.

load and‘gise

standpoint

Aoumulative»

There has been developed during the recent periodv

stringency and high interest rates, a somewhat

ef_stock offering. ,Corporations which had

strength, in order to escap® an excessive interest .

the inyestor»a security‘advantageons from'the '

taxatien,-adopted the expedient of issuing

preferred stocks with a definite maturity date.-

The eorpora,ion reserved the right to buy 1n the shares

at any time
these purche

of the inveeg

at

868 Within avcertain time,

)

a specified price, and guaranteed to make

From the standpoint

tor these securities were in most respects
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at all but rather callable debenture'bondsvwith

tax position. Some few_of the securities of this

)od inVestment opportunities for the”experienced

Such”freak financing

1variab1y developes in a period of financial :

and to the individual capable of taking advantage
tion presentsa- very enviable Opportunity.
of the individual cases are desirable the ,

quite the opposite. They can never be urged

rage investor as a type sulted to his capacities A
So much for stocks as Investments. The other

>rate securities, ‘bonds, 1is a much more difficult

Without exception they are-the definite

| the part of.the issuing corporation to pay at a

° They are unlike public promises of this sort
are often additionally secured by the pledge of

"operty against Which the security holder thus
has a superior lien.

. Corporation bonds fall within one of

- mortgage bonds, collaterally secured bonds -

bonds, The debenture bonds are the unsecured_'

he corparation to pay, and depend for their

the general credit of the corporation. .The

em constitutes a fixed obligation of the

and thus comes ahead of the claim which stocke
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holders hawe on earnings. They are inferior ‘both in solvency

and liquida’ on to the mortgage secured obligations of the -

concern, Mortgage bonds, as we have said are secured by

specific plledge of the whole or a part of the concern 8

property, [This pledge may constitute either a first or an

‘-inferior’lian against the property pledged. As an outcome .

‘We findimanr types of mortgage bonds; first mortgage bonds,

) second'mortsage bonds, general mortgage bonds,

refunding

mortgagefbomds, and combinations of these and many other

-typess No year goes by that does not see some further

:development aJong this line, and new types of obligations

.withvmortgaee security are continually springing up.' The.

cOllaterally s=cured bond 1is.one backed by a pledge of other

‘securities, | These may be of any type. The analysis of the

| _collateral Hon

securities plec

any of the three types we are here discussing.

the form whi
the risk'invulved.
the cases of
Which the investor holds against’ this property,
generalgcredi

- bond go a 10

o | involves the evaluation of the various .

lged, ' A8 has been indicated these may be of

Ib requires no demonstration to convince that
h jthe security takes has a direct bearing upon

The nature of the property pledged in

mortgage and. collateral’ bonds ‘and the lien

and the .

t of the obligor in the case of the debenture

2 Way 1in determining the,security of the
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investor in the going concern. In eventAOfbliquidation
-these considaraticnsaare of first importancee One word.of
warniné& [In|/investment there 1s nothing in a name, It is’

true a first|mortgage bond is a first mortgage bond. 'But

what is the first mortgage on? 'Perhaps all the prcperty

'of‘the con%eﬁn; perhaps 1ittle of 1t, Likewise a general
mortgage may|be to a great extent a first mortgage. There
is 1little inzainame. ‘The investigator must always 5et beneath

' 'the surface, [and_the surface 1s frequently very,thin.

In this connection we must say a wcrd conecerning
bcck value. Book value is determined by deducting from the
actual'assate‘of the concern valued at the figure at which '
Ithey are-carried on the books, all the claims against these

assets whic

=

are prior to the claim under conslderation,
The result|is divided by the number of units of,the security
being consid red to determine the book value per unit,

"Book value would not be mentioned in this paper were it'not

___O__O_

:Or_therfrtquency with Which the investor'encounters'it.
As.an indication of 1nvestment merit it has 1ittle wcrth.
If the figpre'cat which properties areacarried'on the books
of a corporation mere representative of the actual values,
either in soi]ency or in liquidation we might give much
~ more weight to the book value qf a stock. In practice
however, the Jide divergence in capitalizaticn policies

- to be fcund in private finance destroys what might otherwise
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investment barometer,

value 18 very frequently used in connectionv
gures., In the case of a.stock.price is
otiby the book Yalue(of_the stock, but by

n of the present and future earning capacity
plus any value which the managerial'control

he stock may. have.' In the bond price 1s -

rat by the rate of true interest at the time,,
the additional compensation accruing as a '

It is obvious therefore that there

o recommend book value. figures as a measure of

"th Y

~ities of the Various Kinds of Private Securities"

"|1So

prirate cor
~consider so
pri?ate sec
field into
industrials

manufacturing

commodities
We single ou
i which have t
placed thém

known as Pub

porations in general.
ne
1]

Rals

far we haye been speaking of the securities of
| It 1is necéSsary‘that we
of the peculiarities of the various types of
ties, For this purpure We shall divide the
ustrials, public utilities and railroads, By
Wwe
and trading, which produce the thousands of
and services 80 essential to our. daily life.
t from this alleinclusive group ‘those enterprises
ecame 80 essential to public welfare that we have
under the supervision and control of state- bodies,

lic Utility Commissions,

~

‘The more important

mean that large and varied class of enterprises,

~
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that~have been thus designated as public utility '
re the water, gas, . steam electric, hydro-electric,

1n, suburban ‘and interurban railways, telephone

1 companies, The last two of: these, the ol

and telegraph businesses, are of less interest tob

than the others, There is one other public
evsteam railway, that we have placed in a class

When railroads do an interstate business they

the control of the Interstate Commerce Commission.

semble the other public utilities 'in many respects,

ﬂrom them in several important ways, Their

‘act that they do. an interstate business,

ive importance as utilities because of their

ture, the intricacy of their financial affairs,
of their investment offerings, these thingsf

make their _8eparate treatment desirable.

The ‘Ihduetr";__ .
have already consldered most of the essentials
8 of industrial securities.

tion,

Nature of the

management the market the assets and

0fj the business as evidenced by the balance sheet,

nd operating facts to be obtained from . the

nt!, the- value of having our figures on a

basis, the difficulties connected with all this,
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the imperativeness of knowing something about. what the future

' earnings

important

industriails

‘of_all inlve

the seasonec

atments.‘

| inveator tnat can indulge in themn.

the business are going to be; these are the

,csnsiderations pertinent to ‘the 1industrial, And .

as a class, we sald, are: the leaet conservative
It 1s only the experienced,5the»trained,

.Even he can

do 1t only when he has prepared the way by building for

them a so

and the public utility is the nature of the product.

the complil

out of thi

|
Iic
Th

kir

lone basic difference. -

foundation'Of conservative securities.

Public Utilities

e fundamental difference between the industrial

“All

cations.that attend this type of,security grow

Without an adequate water

supply mar
‘our entire
and means
»centuriee.
_ are indisp

be maintail

when the indue

Therefore we"

is to see
return a fa

utility fie

of

en

'leCLo_

tha

Lj'.ri

i

The products and.services of public utilities

1a&

d periahea;'\Without'internal transportation

ndustrial_structure breaks down. .Without power.
communicaticn we.should'be thrown backward.

~

31blé to modern man. This means that they must

Capital is attracted to an industry only
8try returns a fair compensation to its owners,
have a commiseion, one of whose functions it
tithefbusineas shall be 8o conducted.as to
_prcfit to 1ts prOprietOrs} In the public

competion is exceptionally destructive.
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What this
investorvinvthe securities of the protected
Then, consider the nature of
We drink just.abouﬁ as much
year as we do in another. We mnst-haye light

Gas for cooking purposes,

e and the telegraph are likewise.services which

;tie either with the season or'the business

Stable
sufficient earnings‘are the things that make for

sirability in the field of the private security.

S condipions are true only in a relative and_not;

e sense, the general excelience.sf the public
investment, opportnnitj 18 well reeognized
writer believes, maintain ifself. - O0f course
eat dissimilarity between the rarious kinds of
less Water bonds are a . far different proposition
gations of the hydro-electric develop ment,
ompany and the street railway can- hardly be

fsame category. The nature of the prodnct
., together With the effect which changes in
, about by new deve10paments; are the ehief'
These differences are well summarized 1n

table taken from “Costs of Urban Transportation"

ttle,




_Relative ]

a result ma

nv Ie

'Page'73

stment Rank of Fiye»Types of Public Utilities
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Railroad Securities

railroads are experiencing difficulties. As

1nyeetors have of late been dissappointed

ings, The subject of railroad finance is a

4

i8 not our object to treat it here, - What the
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~ without chpi
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are hazardous.
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for. them no one can definitely say.

‘The writer will venture this

sportation is as essential to the welfare of

as sunlight, The world has become toe popu=

We'cannot haﬁe'transpoftation

Capital can be;thus'obtained A

m,iﬁvestmehtAOpportunities'are‘ﬁade'attractiﬁe.

' This means Work for ‘the Interstate Commerce Commission.

]

‘Tho the by

"are not advi

the time Will undoubtédly comé When they Will be,

impossible
T
is dependent

~with industr
analysis “

investor has

Commerce Co

lals generally.

because of the complexity of the industry. .

of raillroad securities in this country today

sable investments for thefaverage"investdr;'"

It is

;0 believe that any other condition can obtain.

he investment virtue of railroad securities

upon the same considerations that are effectiye
The railroad is difficult of
‘The

two outstanding advantages. The Interstate

ission has given us uniform accounts for

rallroads wh

~Also there he

market for| tl

2]
-4

has resulted

attractive

tc

ich makes comparisons easier and mere valuable.
18 been built up a fairly wide speculative
e rails thru listing on the exchanges._ This,
in a degree of marketability that 1is very -

certain types of investors.

To summarize: today some fewurailread securlities




are. good investments, many are not.
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‘Goﬁsequently, the

. general excelience of the raiis for the insestor which

once obtai
of general

wili\be W

éist who can

. most gemer

such techr

So

L th

ned has broken'down{

Tomorrow that condition

()

xcellence may come back. When that tomorrow

us no one can say., The experiencedtechnoloé
read the handwriting on the wall will profit

ously, The average investor does not possess

ical ability.

The Opportunity of the Ayerage Investor

-much for domestic - securities, We have yet to

consider foreign offerings in general.and those of South

America in

" to summari

Wel-

broken up'

needs of the

offerings g
the investn
'The investc

investor,

_iﬂto three parts:

'[Th

particular, Before We do that it will be well

ze [the work we have done_thus far,

find that the problem of investing can well be

the determination of_inyestment
1hdividual, the analysis of the in?estment
vailable,to him, and the'bfingins together of
ent and the»investor best'suited to each ether.‘
r:Ln Whom we are here interested is the “average"

¥ individual we found to be of small fortune

whose'inves
.individual

training,

which make Rir

and

table funds are limited to savings. He 18 an

fossessed of little investment experiehce or

yet one who possesses certain inborn traits

dissatisfied with the staid prosaic B
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|

uncertain
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yativé security which'seryeé_to satisfy

of similar capacity in other gountniés..1ﬁis

st satisfied by the diversified investment
a~w¢11'workéd out plan will involve first the

of a foundatioh of,the'Beét and safest

possible. This done he may branch out in an
enlargé his retufn. These less conéeryat;ve comf_
t in themselves'be 1nd1v1duaily desirable

This means that because of his limited 1h7est1ng
mugt 8tilll stay away from the more_speculative

Jes‘of_investment_securitiee. Upon his foundation

, bonds he will work out a plan which will include

state, county and city municipals, a few'public utilitiés'of

the better
or industr
questibnab.
such.acheme
recognizeé
be a degree
that couple

reasonable

-about the Souf

- common here
and, if so,

purports to

jal

L,

class, and perhaps a ?ery-smallvportion of rails
8.  The advisabiiity of the latter type is very

If the avérage investor does wofk out some

which, while fitted to his individual needs,

the fundamentals here laid down, the result will

J&*safety that will make him feel secure and
d With a return sufficient to satisfy all

demands.

And now how about the foreign security?. How

th American offerings that have become rather
? |Do they fit into the average investor's plan,
where? This 1is the problem which this péper

solve,
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I Ein

securlty o
ifications

securities

wWill find

- municipall,

avallablle

reading 8,

serve to| cc
the charact

correspond

‘classes,

a nation

in our own
‘8overeignty

mental subd

owned and!

- the government,

fferings as there are domestic.

ds’Of’Foreign'investments'QﬂTheir'Analysis

There are Just as many different kinds of foreign

The various class-
that we have employed in discussing domestic

apply with equal force to the foreign field., We

Lo the American investor.

nvince on this point.

is

Dnited States,

‘financed through i

hat there are-foreign.g0vernment,‘state‘or department,
public utility.and railroad securities»which are

Five minutes spent 1in

Juotation sheet of the London Stock Exchange will

Further, to a great extent
eristics of these foreign security classes ‘
very closely to those we noted in the domestic
here are of course some variations in them, If
not made up of a number of soverelign states, as
‘ the significance of state |

will be lost in the case of the foreign governs
Lvision. Again,if a foreign railroad is state
S the issue of securities by

obviously these securities must be regarded

- somewhat diiferently than those of privately owned enterprises.

Public utilities must also be considered In a different light

if there i

commissions

ities 1n w

hilch they are located.

no controlling body similar to our state
or 1f the utilities are owned by the municipa1~

But in the main the same




. consideratiio
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8 hold, We can say that the chlef element

of security behind the foreign government bond 1s the good

faith of the
States gev
then, will

Where the

:faet,rothe

1laid down.

“How Forel

ernment obligations.'
be
i}

rwl

natien's bebble just as in the case of United .
These eame'eoﬁsiderations;

the basis of our foreign security 1nvestigations.
eign bonds differ we will. call attention to the

se our analysis will conform to the lines already-

n Investments Differ From Domestic Investments -

Forelgn securities resemble the same types,found

“at home,

their analysi

rule they app

classes, tﬁo
has on one

1ties in the

analysis of
differences
The factors

differences

securities,
but are prot

we get away

Thi

b

dec
ir
wl

W€

fr

8 does not mean that there‘ie no difference in .
5, There are:differences,'vital-ones, but as a
ly to all foreign investments and not particular

f course the effect which a particular condition

type may not effect all classes of foreign secur=

~

same way.

re are three blg tyoes of varience between the
mestic and foreign obligationss These are
politieal, social and monetafy conditions,

ich must be conslidered in connecﬁion wifh these

take for granted in the case of domestic

they are. not new elements,in-the coneideratibn

lems which present themselves as such’bnly when_l/

om. recognized familiar ground. As far as the




writer can

presents

" That 1s the

it
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ietermine there is but one new problem that

aelf in the consideration of Toreign investment.

international sltuation which developes when one

'nation makes commitments of capital to another nation.

between natj

subjects

of takati*

the currency

'education
the 1like, |
difficulty
~ type of ir
that~make

technical

increase in

..H

pI‘

The political, social and monetary differences
ons make necessary the consideration af such
the laws and customs of the country, methods
financial history, foreign trade, banking and

system, political integrity, social and 1ndustrial

resources, transportation and communication and

t 18 such factors as these, coupled with the

of obtaining information pertinent to the particular_i
vestment which is more readily obtained at home,

the analysis of foreign securities a difficult

)blem. These three differences make for a great

anestment risk even when the issuing authority

might in 1itself seem to be the equal in stability and Becurity .’

‘of a comparable domestic issuing authority.

risk must’
the.inyest
" the increa
,inyolyed.

attracting

V_ danger lies

"inexperienced

O f
rd
3¢
It

capital out or the United States recently.

This increase in -
necessity be reflected in greater returns to
Domestic capital will flow abroad only when

in return compensates for the additional risks

is this relatively high return that has been ,
The

in the fact that the average American investor,

as he_is, buys the foreign security because .




its yield |is
'obligation )
the'security
‘realize thlat
.involyed in 1
flgurevthat'
‘obiigatiens ¢

':well knowﬁ ci
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L o ( o
high, feeling that because’tﬁe security is the

¢ a national 5overnmeﬁt‘ a state orAa city, that
behind 1t cannot but be goodo -He'does not

this generous return is a compensation for risk
1ak1ng the foreign.commitment. He sees .only the
.epresenﬁs'return and'phe worﬁs’thet read‘perhaps,:
f the hational government or of some rather

tys Agaln it 18 necessary that we go beyond

- the surface 5iamour'and find out why the yield 18 great.

We have said that the pdlitical, social and

monetary~dﬁfferenees which exiet between netionskmake.-

essentlal the lnvestigatlon of such mattere as political.

integrity, |laws and customs:of‘the country; financial

history;.texJ

tion, banking and the currency system, foreign

,trade; pobulabion and education in the analyeis‘of foreign

security oﬁferings; The political integrity of the nation

1s'a<mettej

of great importance., If the bonds be those

of the govexrnment 1tse1f -obviousiy‘an unstable pdliticel

organization

or the prevalence of. graft and corruption g

. emohg goﬁerumunt officiala w111 make the 1nveetment worth

of the instrumentalities of such a government very

questionable

8 1nvestments. The following etatement is

taken from the Department of Cemmerce, Special Agent Series




199, a COmmercial'Handbook of Pafaguay.
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“The'fecognized_

foreign debt of Paraguay -consists of two foreign loans

wh;ch at

#* % % # *
the‘first se

‘and the second section LB R # amounted to 2 000 000 pound.s

sterling.

sold at 80 and the second at 85,

Eoth were to draw. interest at 8%.

the end of 1918 amounted 5, 544 472.30 gold pesos.

The firet of these 1is the London Loan LR —

The first

It 18 said that not more

than 200,(00 pounds sterling of the proceeds of the two,:

" offered the

the positl

Where‘there

questionaJle

importance

adequately-pnoteot industry?.

regarded and (fairly protected?

on|of the investor is no better.

\

classic example today.

te,the-lnvestor.

i

-loansiever‘reached the Hational Treasury."

If the securities

Russia 18 the
There are and have been others.

is not national'security‘private vaiues’become

1The laws. and customs of the‘people are of
Do the laws of the country
Is forelgn capital favorably

Daily experiences of

American capital in our neighbor to the south, Mexico, illus#

trate thev:mportance of this question.

- Paraguay we

Again, referring to

filnd the following. “"The great mass of the

: \\ .
.Paraguayan%people are very provincially minded, and while

not positively hostile to the foreigners, are somewhat

ction of which amounted to 1 000,000 puund sterling

investor are'prifate‘eecurities instead ‘of public
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general_a;a
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- dangerous |f
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ideal, .
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expenditur
'in this di
indiéate h 
of this rey
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taxation, |

If the reve

was 1t~§ro;
If it was a

‘;ﬁhich_canno

a stable retu

T

nue

erty or a

b
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blame the 'gringo' for the increased cost of

for other,donditiéne of the newer and less |
bgine of the.présént;' In.normal.timés.their h
thy b}evehts this'feelihé from becoming a serious
forelgn enterprises, but it might éffer'a

ield for an'antiéforeigh poiitician'té w°rk,onyf_'

anestor“could hardly consider Suéh a sitﬁétion»

The financial historj;frequeﬁtly‘yields_much
information to the inyestof;” The amount of the
oyef a period of years show the general tendency
tion; the reyeﬁues for a coﬁpafable period_‘
these expeﬂditures were met? Aﬂe'thé-souﬁcgs_

enue such as to 1ﬁd1cate_qont1nued'atability

1ine? Were they obﬁalned'ffom borrowing; from

rom government industries, or how were they obtained?

8 were from taxes, what was the nature of the tax,

|

n internal exc;sé tax or a tax on imports?
tax on imports are the articles taxed necessities
be produced at home and therefore conducive of

n, or are the taxed commodities luxuries or a

 product which|can be produced at home?2 A cdnsideration,of
the financial history of a nation 1s the best barometer of:

~ what 1its fu

ture financial poéition and'policies,will.be. It
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'rofitably employed in an analytical 1nvestigation.

Taxation and 1its effects on domestic gnd foreign
114 receive consideeable attention. The following
“Taxationlis light and some enterprises_
by“their'concessionszrom all directftaxes |
initial neriodﬂof*operation.v However industries
comfortable'profits quickly attract the'ettention_
We have aiready noted the

onal‘budgetfmekers.f

nship between taxation and government securities
of United States government bonds. In'the case
government securities, both national and state,

oJ 1s much the samee

Lack of familiarity with
jon conditions necessitates a more extensive

study, That the return be both adequate and

important factor;A‘Past experiences will form

a8 to vhat the future will be. Past experience

urse, always be interbreted in the 1light of

nditions,

adequste and substantiai'banking system 1is

f & country 1s to develop and prosper. .If is

3ible to obtain information along this line.,

g ’ater importance 1is a stable:monetary system,

'ing to Paraguay: "The currency consists of -
.paper, ‘1ssued in denominations of 50- centavos

Not only has this money suffered a great
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in value but its physical appearance, generally
sd ‘state of physical dissolution, 1s a discredit
y» using 1t as a circulating medium...The range

le fluctuation is illustrated by the following

in eight days of May 1919, the extremes of the

over 100 points, and in two days between June 17

the rate rose from 831 to 911, # # % % The

practical significance of such a situation is apparent at

once,.:It1

_Both costs
gy §a£éi”m
a turn in
':in a'day Wl
systems of
.subJeotAof
subjected .t

commercial

yitalpfacto
considered
the_resourc
to which it

‘Comparative

1d

(o)

ar.

the
len; as a result of.almost universal war,
ey

th

st

r.
in
28

3 C

F

rilg

1ecessarily puts business on_a speculative basis.

d receipts are at the mercy of- the daily 'tipo
business houses are forced to guard against .
exchange which might effect them unfavorably.

the monetary
en the most stable nations are‘upset, this

e monetary conditions cannot be too. strongly
scrutiny when dealing with nations of lesser
inding._ _ h

orelgn trade must be studied because it is a

in modern national prosperity. It must«be f,
relation to the demand for world produots‘which
of the country makes necessary;iandpthe extent

Wn surplus resources are in world demand.

gures to show the nature and'yalue of imports




" and export

‘be found a&

~ countriles

Which the

statistics

of years are

the future.

vtre helpful to show any commercial‘influences to
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3 and the amount and nature of the balance Will

o
T

great aid. Then imports and exports tabulated by

o\ntry under consideration may be snbject. ,These
arrangedfto'show conditions annually for a period

Of'great importance in that they tend to discount

| consideratdon are those of a private corporation which is

dependent
itself a p
competitio
If tne sec!

government

partjor.its

- of this sit
foreign tr
condition,

E01
rot
1t

1 ]

people. . Th
Aessential q
frequently

emmigration

always important.

country's p

* much of 1its market on foreign countries, or is
ected industry subject to potential outside
hru possible changes 1in the tariff situation.
ties are. the obligations of ‘the national

‘and 1t the government derives any considerable .
ncome from.imports or exports, the stability

ualtion 18 of yitalximportance;_and onr figures on

de wiil go far towards establishing the true

No nation can be more prosperous than~its'

e amount- and changes in amount of population are

ata,  .The character and nationality of the people

tell a significant story. Immigration and

» and the nature and amount of the balance are

-In connection with'the study of a

|

eople, we should always consider the exgent and

Especially 1s this true when the-securities under
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of their,education,'hA nation of people trained
18 a far different inyestment'risk than a . '
sdmilar slze whose people have 1ittleseducation,
with”a small highly socially educated group'
ation for the masses. A nation can have no

Durce than an adequate school system.

‘hese are a few of the conditions that are fun-

investment stablility in anyucountry, factors

.When capital goes

,he less familiar Iields, these fundamentals

first importance. They are not peculiar to the

however and 1t is only our lack of knowledge,
ﬂ stability on the part of the other nation, that
8o important., ‘

We said that &heregis_one conslderation in
sting that 1is not,found in the domestic

‘When the capital of one nation goes out and finds'

Lace in another' country, 1r there be any

amount of such capital flow the investing country
omes to have a very considerable commercial

he borrowing country. This gives rise to.the

eres of influence which have played so important

ent’international politics; In these spheres

18 to be found the destiny.

of political entity.
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Ahy_nstioq which allows 1ts citizens to invest abroad to

any conside:

vworld'polit:cs

investor's

- the home

courts, .and

_place of

difficulties

to the‘very

20V

~eceiverships.

'able extent is bound ‘to. find itself involved in
+ -The situation is aggrevated by the'

emand that his interests abroad be'protected by
'ernmentaA There.sre‘no internationai.civil

in foreign investment battleships nust take the

If the investor in foreign

'_‘securitiea 8 to feel safe, he must know that in event of

fullest extent. . British gunboats have ever

been insistent arguments in favor of the payment of sterling

debts on the

contrast to

very first

purchase of

or character

respect toj

indicated;

foreign capital commitments.

part of other natidns; This policy is in vivid

our own national attitude on ‘the subject. The

condition which the investor must consider in the

foreign bonds, no matter what their nationslity

18 the attitude of the home government in

A8 we have already

some of the European nations have assumed very

definite attitudes'and'pOIicies which are'advantageous to

foreign capital commitment,

assumed any

m&de a frank

The United States has never

definite,positiondin'this matter, has never

statement, Experience never the less gives the

i

average Amerilcan investor much that,is indicative of what

he can expect

1in the matter of fa elgn invéstment protection

his home government will back up his Just claimr
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e government, There is nothing in the
American capital in Mexico which could

coﬁstrued as protection of the 1nvestor.

Sprpific duties have been pledged as security

yment of just obligations the national governs’

. ment~has.wigLouf hesitation lgnored default of these

plédge?.
N Amefican ]

until his
A referencé
1nyestors
South Amer
of it.

It
v
OW]
to
in

icé

1€

is .the bélief ofithe writer that the average
estor cahnot feel safe‘in his foreign_commitménts
ol goYernmegt takes some definite stand with
the protection of the interests of its citizen
foreign securities. On theAfipst count, then,

in investment offerings seem to héve the worst

Analysis of Foreign Securitles e a Summary

a féreign
ation 15 tk
ﬁrotection
next\point
social soun
the'inyesti
laws and cu

‘ banking and

BEC

1e

et us briefly.sﬁ@marize the,work>of analyzing
urity., The first and most 1mpbftant'considéra.
attitude of the home government towards the
of»the fofeign cémmitmenté of its 1nyestors. Then
is the'questioﬂwof'the'political, eqonomic and
dness of -the countfy.in queétion;f;Thié involVeB |
gabioﬁ'of_such questions,as political integrity,
gtims of‘the peoplé, financiél hiétory;\taiation,

the currency system, foreign trade, population
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k)

, and‘educatjon. The treatment of each of these subjects
we have already discussed, When'me are sure of the situation.
thus far,fwe can take up. an analysis of the individual
‘security’ |The procedure from this point conforms with
that outlined. for domestic securities. First, is it a
- government obligation or that of a priyate corporation?.
If the'f rmer, its worth depends upon the good will of
the obligor, aoility to pay, and the'legalityfof"the issue,
. The relatiye importance of each of these'three‘factors |
depends uncn whether the issue is that of.a national
éo&ernmemt, a sovereign subdivision, or a. nonsovereign
political unit, The basls for the evaluation of each of
these three| factors has been discussed fairly extensively.
If the issuing authority 1is a”priyate instead of a public‘
corporation,'our.problem will be to determine the earning
~ power of tha‘corporation_and the-raiue.ofﬂits’assets in
1iquidation.l To facilitate thistwe diyide private securities
into three 3lasses;,railroads, public’utilities; and
industria&s;: There.are yarious factors peculiar'to.each of
‘these typeseas we have already seen..‘Foreign securities
‘0f these 31asses sometimes differ. slightly from our domestic o
"issues in| ways already noted, These differences grow out
of the effe;ts‘of politlcal, - social and economic conditions.
| We may say that if the home government protects

the forei;n inyestor, irf the political, social and economic
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are favorable, and 1f the partlcular issue 1pse1f .
d [of investment merit, then and only thenrthé
mayvbe conéidered a_desirable forelgn investment,

of this paper 18 the analysis of certain South

American offerings -along just such lines to determine whether

they are de

investor.

‘ now~br1ef1y
© advisability

- South Ameri

(€4

fo

ar

sirable 1nveatmentévfor the ayerage American

'Sduih‘ﬁmerican Securitieé as Commitmert s

for the AverageﬂAmepicén
Investor

facilitate the progress of this paper we will

state our general conclusions concerning the

of the average American's investing in the

securities offered in our'markets.' We will

givevsuppérting:facts and figures showing the conditions

which give r

- recapitulate

ige to these conclusions and finally we willl:
‘and sum up the echt situation,

South American aedurithga generaiiy'ofrered the

Américan 1hvestor<aré, without exception, bf'the public

‘corporation
‘governments,
in the early

all of these

type.

They are the obligations of national

®

ubdivisions and cities, The examples given
part of this paper are typical. Practically

Scurities fall within the investment rield,

From the standpoint of safety some of them are better
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,investments;than others, - None. of them fall‘withinmthat_

PR

'4c1ass whigch [we speak of’as ultra conservative«invesrments;

In our cousideration of the principles of investing we

dividedtall'investments on ‘the basis of their security

into.five classes. Practically all of the South American

investment

O

fferings fall within the fifth ~the least

conservative); class.. Possibly one or two exceptions

'"'might_be ;lJced in the fourth class, but the advisability

of doing>fo,wou1d in the writer's opinion, be very

'Questionatle.. The yield from these securities is uniformly”

“high. A_srudy of the facts tends to convince one that this

yield is o

ot higher than one would expect from investments

‘of this delgree of safety. Certainly domestic investments

Of'equal security can be found with a commensurate yiela,

We have pointed out the difficulty on the part of the average

investor in analyzing the less conservative classes of

investment
increased :
for the ave
of a domest
him to accuy

bonds yield

‘investment

securities. These difficulties are. greatly

n the case of: foreign securities.A It is easier .
rage investor to approach a scientific analysis
ic|. industrial or public utility than 1t is for.
rately Judge the investment worth of foreign

ing a like return.

IIf|we - accept the . principles of the diversified :
plan. as outlined in this paper it 1is evident
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that the average investOr‘s commitment in foreign securities

could under no circumstances be other than very meager. We

said,that.it is not usually desirable for the average .

investor to make commitments in the fifth class of securithas.

His fourth

class investments must-be small in -amount , and

" can reach-this prOportion only when the investor has provided

an' excellent foundation of conservative and ultra conservative

investments. This means that if some few exceptions in the

. South Américan investment fileld could be classed as of the

fourth'grade of security these investments would be elegible

for absorbtion by the\general American invest.ing public.

There is one more point. If the most of the South American

investment

and 1if the

offerings are not of this fourth grade of security,

sorting out of the better type of these South

American offerings from those not 80 good is a more difricult

'prOpositjon than the analysis of domestic securities of an

equal grade, how can the average;American investor who finds_

the analysis of domestic securities of thls class very

difficult and exceedingly risky, afford to take on the

~additionagl

commitment?|

risks incident to South American capital

South American investment offerings as they .

are found'in the North'Anerican_markets are in most cases °

good inveStuents, good for'some people._ But there are as




Page 93

manj different types of 1nvestment needs as there are

investments,

but not for the average American investor.

South American offerings are good bonds

The absorption-

of these securities here in the United States is probably

very desireble.

developed

not aesirable that.they,should.

investor|is

But 1t is not the auty of our newly
investing public to do this. Further, it is
~The-1arger, more experienced

the proper market for these Securities. Or,.

'if this ¢lalss has not squicient buying power, perhaps the

foreign investment trust 18 the solution of the problem.

We will conlsider that - phase of - the situation later.

Qur [Nat Attitude i -f reig Investing.

[he United States has never adopted any definite

policy tﬂwamis the subject of roreign 1nvesting on the part

of 1its ciri

to the worlc

ens, Defore such an attitude can be announced

it will oe necessary that we settle certain

other questilons- of national attitude toward the world at

: large, Tk

which grow out or capital commitment'abroad

sanction,
expediency
-protected
invested 1

not 80 lon

118 18 because of uhe 1nternatlonal‘complications
with national

Our attitude 1in the past has been one of

. Sometimes American capital abroad has been

as ‘In the case of the Haitian Loan and. capital

n .ertain Centnal American countries, Yet it is v

g ago that Elihu Root instructing the delegates
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' to a Pan American Conference said that it was not the policy

N

‘of the Uni

ted States to use military force to collect the
ontractual:.’. debts due its éiﬁizéhs by other

8 or people of other nations, because such a
ht'pﬁoye injurious to the weak and disordered

erge wouid.be a téndéﬁcybto bully and oppress them

the debts., The insistence of our‘Senate thatbthe

owed us by foreign governments be paid in full

might seen t3<1ﬁdicate a change of attitude. It must be

remembered, however, that these obligatiods are of a quite

different

nature, and that the circumstances surrounding

their Creéti)n,_and the manner_of'obfaining the funds

from this

ake impossible ény parallel which might be drawm"
action.. Géntain 1t‘1é that the future policy of

the Unlted_SLates toward ﬁany of the complications involved

in tﬁe_public announcement4of;a definite policy-of-world

country wi

'investmeﬁt 18 a matter of no certain knowledge. It is the

‘writer's opinion that it will be some time before this

11 |be willing to accept the responsibility of

foreign inveetmeni'prétection; Certainly the present holds

at wprk ab

ce |[for the inyeStor; who would put his capital

road, that his pﬁn'goyernment.will actively.

protect him in his commitments;
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South American Investment Field
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‘Ix
here are twelve national governments on the -

1

can continent. There 1is a vast difference between

of them are much stronger than others, more
. || '
The securities of these governments have found

e market in the United States, Some of the

ons. have likewise floated loans abroad.
1
of our analysis it seems adequate’ that we 8ingle

~.For-

sentative group of these countries, A preliminary
I

on of the various countries, with_particular_»

) thevvolume of their external'loans, resulted in

]

on of Brazil Argentina, Chile and Paraguay as -

ing the entire situation. Brazil and Argentina

1tative of the stronger nations, Chilelrepresents

1iate type and Paraguay 1s representative of the

N American nations. OQur investigation will be

these"countries.

e take ' up the subject by country and point out

Because of theilr differences in -

Our presentgtion will take the form

g preliminarypstatement concerning the country

leration, statistical compilations of the
>rmatidn'with a short explanation and analysis
1l summary in conclusion. The first country

1 consider will be Brazil,
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Brazil

The Republic of Brazil is the most extensive

outh America.

With an area of 3, 218 991 square

ccupies nearly fourtyafive percent. of the

I
AN conéinent.

ch It had a p0pu1ation in 1920 of

people; an average density ‘of 8 5 per square
l

chief products of the country are. coffee and

h

obacco and cocoa are grown extensively.
il”

.ivated largely for export tho 1t ‘is being

Gotton
1] 1

ul extent in home manufactures. Sugar cane. 18

4

1 in increasing quantities in the northern

Cattle raising is an _ important industry. The

considerable and valuable, comprising gold,
. . i : ] : .
diamohds, topazes, and other precious stones,

re immense, containing a great variety of beautie

1 woods., .There are 17, 000 miles of railroad

'1

mrles of telegraph wires.

Brazil has incalcuable wealth in her mineral and

forest lands.

ities of agril

is growing

future,

of her popu

.He

'The

,There is apparently no 1imit to ‘the possibilé

culture;
i’
raoidly.ﬁ

one great handicap is climate and the nature

l!
tion. !

.Manufacturing, tho little developed,
Potentially, Brazil has'a very'bright

r
la
present financial situation and outlook in

l Kl
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very unpromising. It 1is the.result;of a complex,_

_forcesAsome'of>which have-beendOperating»for‘years’
8 are of more recent origin. A depression was in
The warvgreatly
an unhealthy condition and brought certain new

play Which have contributed to the present |

The fqllowing 1s taken from the Department of

Specialéﬁgent Series'é No.lTOB, Financial

"The pres

the followir

|

en

L . ' . .. .
qtg in'South American Countries;,by Wm. H. Lough.

, situation 1s due to the'cumu1at1ve effect of
|

g, factors' (1) partial loss of the market for

1

rubber: and,coffee, and decline in prices, (2) some over-

.banking al

gOVer.nmen1

Eur0pean war:

difficult

It.is very
agriCultur

" and these
Cotton,_c

carried o

However’th

cultivatio

a

J¢8

I

overextension of credits; (3) a series of.

i
l

all deficits- (4) an unstable currency, (5) the ‘

1d

H b
.. i
i

Justﬂwhat the . future holds for Brazil is
to

|
estimate. Her potential resources are enormous.

significant however, that at the present time

al development has been confined to a few lines '

¥
nes - have for: the most part been nonessentials.'

g
tle andqfruit raising could be very profitably

11

it

‘The mineral resources might well be developed.

©8€e new resources will require long and patient

!1
1. |- The

iptroduction of direct taxation would also
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li

. probablyxresult inba steadier source of revenue than the.

,present system of taxes.

Certainly the most needed reform

is an.improvLment in the currency system which will render

1t more stab]

 improvemeng

‘and:municioaj

detailed cons

. conditions

fisusimilar

" modeled after
teed protecti
freedom of |sp

Inventions |ma

entitled to

Without passports.,
laws of Brazi]
apply'to the

Company’or'Jo

country are
‘However a de

agalinst a Br

L TL

in

———"

Th
in

azilian debtor.

N

l\
€. .Bnazil can experlence little permanent

n financial status until the National, State:

governments undertake such reforms.
I

is statement is fully upheld by the following

ideration of political,,social and economic

the country.
v‘

o o
Lawshand Customs of Brazil

e constitution of the United otates of Brazil

most reSpects to our OWn, in fact it was

1t .
on of life and property, religlous freedom,

I
=ech and of the press, and freedom of gcommerce ,

y be patented by the inventor. Persons ‘are

enter and leave the country in most cases

h
Foreign companies must comply with the

L Foreign companies are advised eilther- to

irazillan Government for Domestication of the

form a'Brazilian company.

The laws of the
l ,

seemingly falr and liberal to investors.

*claration of bankruptcy abroad cannot be brought

All people residing’in Brazii are guaran-,

Invdomestic bankruptcy proceedings
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‘domestic
least, tHe

'Brazil has

has several

'Brazilian

embaruassment.

come .to the

has been

claims have been satisfied.

lar
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Treditorslldo not participate until after all

.To this extent, at -

foreign investor is discriminated against.

i

always"welcomed foreign capital.
||

‘This policy:

times resulted in over~deve10pment .and

‘bisinesses have in consequence faced financial

ﬂ
Tce government has always attempted to
rescuc in so far as it could, The result
[. . . . N . . .

ge‘naﬂﬁonal-deficits and even financial

embarrassnent of the national 5overnment to the extent

‘of defaul

eventually

Spaniards

and left a

In 1891 the
and the Republic took 1ts place,
obligationls
brought wit

strife were

b

two such deLaultsJ

In

The Brazilian government has gone through

In both eases defaulted sums have been
made go%d. |
. |l .

i
I
l

Financial Historz

the early part of the nineteenth century the

inyaded Rortugal and King John\VI-with his court
fled to his

i ‘ .
new territory, Brazil. He reigned in luxury

h=avy burden of debt to the Brazilian pe0ple.

|l
monarchal form of government was overthrown

It assumed the financial

of the . old government.

it nerextravagances.

The new government

" Political and civil

common %nd the debf continued to grow,
Lo , _
.il’

o
LI
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.d=ficits were covered with fresh loans. In 1898

the governm=nt found itself unable to meet its obligations’

A

y

and was fiorced toydefault interest payment on its bonds

{held abroad ToAmeet thiszsituation the'50vernment'

negotiated
" the Rothch
the govern
amount of

Was to pro

.¢<
[

.a new loan of 10, 000 000 pounds Sterling With
ild interests in London, on the condition that

ment retire an amount _0f paper money equal to the
the loan. A sinking fund to be started in 1911

de forsthe retirement of the bonded debt. -

| The World War effected Brazil in much the same

way that

Lt [did other countries. , Deficits started to

mount up and paper was issued to meet them._ The result

was a gree

p

tly depreciated currency. This condition,

coupled with! the" severe business depression that had

existed before thenwar- the falling Off in price of coffee

Brazil's chief export‘ the decrease in rubber exports due

to thekee% fompetition of rubber from the plantations of
8

the Strait

nettlements - and other regions of the Far East‘

caused.Brazi] ] revenue to fall off to such an extent that

. for the secord time the government was unable to meet its

interest«payments on its foreign obligations. This was in

19’4 and pa
Was met 1n

interest wa

d
iyments were suspended until 1917. ‘This emergency
: !

a Wway - similar to the procedure of - 1898. The

8 Ifunded ! bj issuing 15,000,000 pounds,sterling




~ of ten y

'S%Hbonds
Sdbject
and the

pyears.

_half of

BraZil's

- " = e

National
National
Currency

’ Conversl
Guarantee
Unredeemé
General ta

to

=ars from July 31,

sacuredﬁby a mortgage on customs revenues

the funding loan of 1898

1917.
The following tables indicate accurately

financial standing.

-.-.-—--

- - el e ® Gm s e e = o o

debt == foreign ceswa-== 116,281,960 pounds
debt s~ internal ~-ne 1,042, 000 000 milreis
in circulation ewe-=w= 1 709.113 473 ‘milrels
ol fund swe==-s---m-ss=s 20,922,410 milreis
> fund Smienumm—cane—nean 48,391,020 milreis

;d'bills and notes 14, 632,500 milreis

ax Revenues for 1920 w~ 119,452,949 milreis
514,258,200 milreis

Estimated

. Note: Equ
Equ

to

_The.eXpendi'
711,640,000

102,005,

expenditures

au_----ﬂ

72,372,326 milreis

599,578,557 milreis
ivalent gold milreis in U, S. money 1920, $0,

i

i
i

Lbure s ﬁere”75,680 000 gold milreis and
I .
paper-milreis.

I--‘~-------—--——‘-—'-
I I — i — ==~

This made a gold milreis4
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_ The sinking funds
maturities of all bonds were extended thirteen
The contract provides for a sinking fund of one

one percentum per annum to- commence at the end

paper
paper
gold
gold

gold
paper
gold
paper
546

lvalent paper milreis in U.S. Money 1920, $o. 2251

The actnal revenues of the year 1920 amounted

00 gold milreis and 624,761,000 paper milrels.

balance of 26,325, 000 and a paper deficit of 86 879,151

milreis.

Il

.Réduced

.@o a single figure this represents a
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- %

Year

- e e

1914

1916 -
N7
1918
1919

é*.e[:
|

1915 &

I
!
. Co
i
i
I
;\

£ 1, 476 382 milrels gola, Obviously the

- deficit o
exﬁect tlmns ofuthe 1919 report were overeoptimistic;v
:::ﬁ.=~==':l!|i=:===:========'=====
T Eatast Figures on National and State Debt. 3
éiiu'fsf,‘v»é—udi&n—n-nuqqg-A—.,-...———-'.‘,
Total national debt: Forelgn § 776,450,000 (1922)
s o Internal 1,042,000,000 milreis:
: B -~ paper (1920) 3
Total state debts: . Foreign 61,201,540 pounds)ster.:
s I (1920 :
: | Internal 27,170 704 pounds ster, .
3 ' S , , -(1920) - -
::::;:::vl%===::::='=:':=:-:::::
Lo i :
i~ e e e e e e

‘; National Revenue ‘and Expenditure. 191401919 g

-———.9---.‘——0..-——— ..o ew W =

Revenue ‘ NN Expenditure o :
a1d m11. .Paper mil. : Gold m11. : Paper mil,

30, 219 885 367,611,000 95,469 8091435, 773,469
12,816,0996:334,646,000:70,999,236:378,862, 047
{4,082, 000:350,693,000: 72,088, 00034 18,155, 000
28,335,204 1340, 138,333:98,532,945: 407,426 730
'85,072,358:383,605,000:84, 456,084 : 461, 958, 751
|ﬁ3 533, 434 5oa 989,000 80,369, 807 476,641,194

G
31
1
1
1

e oo oo 6.‘ ‘00 oo oo '} oo ¢ ‘.

Debts of the States of Brazil 1920 :
| State B 'ﬁ’ . '-.} ‘-Inter;ai ¢ EXternal T
Alagras | T - 600 1 500,000%
Amazonas| ' : 34,583 : 5,955,420¢
tBahia | | -~ 1 : 37,668 : 6,254,933
Ceara’ . : 2,863 : 570,500
Espirito| Territory : 6,808 : 1,752,618
Federal Territory : 129,225 : 15,139,280
- Continued on next page - - -3

i
I
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- Table cpnwinued from page 102

: Debts pf the States of Bra211 1920 :
] State !{ : Internal : External :
. Goyaz“ | : s 3
+ Maranchea : 2,546,: 715,436:
: Motto| Grosso | ° : 1,820 : 4
2 Minas| Geraes | : 60,141 ¢ 7,401,220:
3. Para'’ g : C O T,T73 4 2,932,7TT74:
¢ Parahyba - i : o H 3
¢ Parana'| . ; : 15,150 2,334,625
: Pernambuco ! s 20,466 : 3, 669,322'
: Plaphy | - ! ¢ - 516

: Rio de %aneiro : 22,779 4,936, 500.
: Rlo Grande do Norte : - 760 394,006:
+ Rio Grande do :Sul : 37,172 H B
;] Santa“Catharina : 4,730 ¢ 2,512,869
¢ Sao Paulo ;;} : ..76 237‘: 6,132,037
$ Sergipe i s 3,885 L
ER Total || . : 785782

J Total ixxuxnxi Debt s B

1 .;oﬂd pilreis : :

Principal External Loans of Brazll

(.----—-.--—--9 ---------- w = @ e
;Date of : Interest : Original :  "Amount” :
sissue | Rate : Issue : Outstanding H
: 1883 | 4 4 and"1/4' 4 22, 400,052 : § 13,212,797
: 1888 | ¢ 4 and;1/2: 30,667,851 ¢ A20,322,997 H
21889 | 4 4% i 96,606,100 : 85,070,621 .
11895 | {1 5%  : 36,242,540 : - 33,729,133 :
+ 1898 | ¢ 5%i s 41,948,719 : 40,610,638
$21900 s 4%! : 80,935,991 : 62,995,788 :
$.1903 | 5%t t 41,395,000 : 37, 489,747 1
: 1908 | 5%l 1 19,400,000 : - 8,957,878 :
s 1910 | 4% ¢ 48,700,000 : - 47,567;725,:
i 1911 : 4%: 21,915,000 : 19,688,923
IR : 4% ¢ 11,688,000 : 11,688,000
3 1913 : 5% : 53,570,000 ¢ 53,570,000 :
: S i : ~Continued on next page. :

v !H
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.Continued firom paée_iO} -
3 'ﬂrincipgl'External Loans of Brazil )
5"-.-00_... e &= -ov..."e.....r_.._. ..—.....gz,_.'.v.,v..‘ ...,.,,_..,.
:Date of|: |[Interest i -Original : Zmount K
<;Issue_ 3 Rate, :,_ :Issue' :_ Outstanding
CICO LY IS 3 48, 516,055 : § 48,516,055 :
s 1921 : 8% ; : 50,000,000 :
: 1922 ): |7 and n/zz : - 43,760,000 :
21923 ) 7%'H 3 s, 121,500,000 :
I 3 b Total ='v = » = = 3"698,680,302 :
) i \ " 1
v ?
¢ :I ° -
7 TTavie of Annual Deficits 5
.‘o--e_!!ée--—-----“'»'~g
. P 19081; $ 22,320,960
s ‘910”5 3»1,928,960_ o
p :Q;Jy 42,390,720 -
‘ 912 47,553,600 - 3
: :
4 191519 inc. 343 128,308
& Total 1908 to 1922 inc. 3
o iniexcessz0f:$600,000,000
:-y::::l,:==:========
It requires no occult power to read in the
foregoin; Yigured'the fact that to date the financial
administration of the Brazilian Government has not
. : i .
. been a suc.ess.ﬁ:
. Taxation
: i
The chief source of federal revenue is an
import tax|on commodities coming into the.country.
This is [not a very satisfactory source of revenue as
1t fluctuates in: amount considerably from year to year.
1 ,
.
i
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articles taxed are flour, condensed milk

'! . _
cles,!watches, paints, varnisnes, typewriters,c

4

pianos, weighingvmachines, electric rans,-

rgets, ‘drie@ fruit, school furniture and desks.

. . 1 . i
I -
yther sources of national revenue as 1is

M

by the Tollowing table of revenues for the

H
I:
if

Revenue
Import da:
Consumpﬂ
Circulat
Industrl

Miscella

|
ne

ut

81

iom tax |
im

hBrazilian Federal Revenues e« 1920

- - e - -y W W e P @S s wm & - - e - - - o- - e :

Gold milreis Paper milreis
92 800 000
171,740,000
106 500, 000
141,751 000

.-49,721,000
624,761,000

- G e em e e

96,935, 000_

50,000
2,900,000
2,020,000
102, 005, 000

ies

N tax |
revenue
us’ |
Totalg

ee ©0 o0 o0 oo oo

is the e
the stat
. Foreign
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~on fore]
alike ai

District

axX
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e
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8
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e
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In the

ort tax.-

atatea_the chief reliance for resources

This tax varies with the article and

;sometimes running as high a8 20% ad velorem.

’l
npetition 1s_rapid1y forcing a readjustment of
g8 on éertain'articleé.

r

! There is a 5% Brazilian government tax on

of domestic corporations. This is not efrective

concerns.' Domestic and foreign corporations
subject to the municipal taxes of the Federal

n Which they are located.
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From the investment standpoint the tax situation

in Brazill becomes significant only when we consider 1t

)

in reiﬂtion to the eXpenditures of the national .

governuent and dn relation to pOpulation. The figures

given'concerning the country's financial history show

conclusively a fundamental weakness of long standing,

- the 1nability ﬂf the nation s receipts from taxation to

‘meet the

current eXpenditures.. These figures certainly
I' .

 throw a most depreciating 1ight. upon the credit obligas.

tions_of

the Fﬁderal Government as investments. It 1is A

trne'tna1 even'in default the interest charges have

eyentuai
this was
The fund
but “Robt

Th
This ban

varying
governme

It pays

are almo
. Brazil;

many fior

ly beeq met. One must remember, however, that

i : o
only effected through further borrowings.

Lng oflinterest charges on a national debt is

J

bing Peter to pay Pau1“~

I
.

IThe Banking and Currencz Systems.

o oidest bank‘in Brazil was founded in 1809

{; thelBanco do Brazil, after many years of
3uccess was reorganized in 1905. It 1s'a semi- .
nt institution and is located in Rio de Janeiro.
1ividends of from 8 to 10 per cent., - Its deposits
5, one;tenth of the entire deposits in banks in
aoth foreign and domestic. ~Although there are.

=ign banks considerably more than half of the
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in 1849,

~¢milreis

,1&000.

has a pa

Gold is

. Subsidia

and bron

which re
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ined in denominations of 5,

| The actual currency is the paper milreis,
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done By the Brazillan institutions. The

3tem oﬁ Brazil seems adequate.
’ Braziﬂ adopted the gold standard of_currency

The monetary unit of the country 1s the gold

lch 18 divided into 1,000 reis and is written
I‘_'

represents 0.82207 grams of fine gold and -
b

ralue of &0 5462 in United States currency.

10, and 20 milreis.

token money is coined from silver, nickel

4
i
!
|
I

presentsla wel

ght of 0.48816 grams of fine gold,

valued at 40 324$1United States currency :Its actual

.exchange\vc

lue has been subject to fluctuation according

~ to the amount of gold 'in’ the conversion office, the
balance afvtrade"war stringencies, and active speculation
in exchaage. E%“ 7 |
Prioriﬁo 1907 the Brazilian currency was
inconvertible paer.— On December 22, 1906' a conversion
ncfund was eetablished by a scheme of collecting import
-dutles part

ly in gold and partly in paper.
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_: a%le ghcwiné autstanding Ea;e; ﬁoﬁe} H
. "_ Internal Debt ° :
--“l”?-sl“---—----‘“““ﬁé—_e
St I B2 62 SO
: (1889 T i 186,000,000 ¢
{;\1897 $ 702,000,000 . :
: (1904 3 674,400, 000 t
$ 19ﬂ1 4 612,519,626 :
s 1914 L 450,000,000 -
E '4935 B 1 157,527,725 :
s [19p8 . % 1,534,252,456 :
=S == -ii- —EEsEEEEsEEsEEEEEsE=-
| o .
This aﬁount, 1,534,252, 4563000 was reduced
to about f,OOO 000 0004000 1in 1919, but has since been
? AR i
increased to a figure greater than any hitherto reached,
. |I .
) nrhe effect of thie rapid increase in the amount

~of paper in circulation since 1914 is partially reflected
"; in the ﬁollowing table which shows the New York Bxchange |

quotation on the paper milreis.

s . New York gxchange Quotations s
e Brazilian Paper Milreis .
: Year| - f . Quotation B Percent,: -
: ﬁ (average) ' -of par :
1915 'H %0 2372 :
: 1916 W . 2398 :
L1917 ! 2539 IRRE
¢ 1918 ‘H .2564 82.56%
¢ 1919 b L2674 82.41 -
: 1920 . | .2251 " 69.40
: 1921 S 1312 . . 40,43 H
: 1%22 i - : H
H 1223 \To date) . 1150 36.3 H
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priceﬂof the paper milreis will continue to

long a8 the Brazilian Government continues to

mone.yo

o
d

Present indications»seem-to show

o S N
8 aractiée may soon stop. However, this 1s
rk|and c%nnot1be relied upon.
P .

b

AR

Foreign Trade

grLcultuﬁe;holds first place in Brazil, The

closegy.related to it form the elemental
I - : .
ON whidh the forelgn trade is based.

|
Brazil, combining as it does one of the most

. The United
£ ]

>pica1,regions of ‘the world with its interior

lcal plateau, and its fertil temperate areas of

n,‘has a]ways relied upon' the products of the
d for: est as 1its great source of wealth.
mong the-manufactured articles, other than food

1€ furniture, hats, clothing, matches, leather

nd [other necessities of life. All of these add

to Brazil 8 forelign trade activities.

razil is very fortunate because of her vast

q=3: ource S'

such as mineral products and extensive

Due to the difficulty of reaching the mineral

1)

31r development has been retarded.

Attempts are

ade’tq

UNT

open up these sections. Already
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conside°at1e quantities of iron ore have been taken

from Minas Gereas. . few gold mines are being Operated

regularly and the diamond fields are seeing activity.

The production of managanese, monazite and other minerals

‘.is.steadily-addiﬁg to the industries.of Brazil, During

,1919 the

' for the

-orests'yielded about $3, 500 000 worth of lumber

export trade. The lunber industry is st1ll young.

ll

: . TableJShowing Ten Chief Exports 1916~1920 {
Article : Value‘in th;usands cr-pcund; Sﬁériiﬁg- oo :
AEEEEN N 1§16 Ti 4917 1 1918 1919 + 1920
Gotton | [ & [.119 ¢  .792 1 .524 : 2.437 & 5.502 :
Sugar : 1.305 ¢ 34859 : 5.459 31 3,714 : 6,147
Rubber P T.496 ¢ T.484 1 3,997 ¢ 6,239 : 3.T15 :
Cocoa : 2,500 t 2,535 : 2,158 : 5.602 : 3,821 i
Coffee : 26.280 : 23.054 : 19.040 : 72.607 : 52.821 :
Hides P 4,353 ¢ 44224 1. 3,990 ¢ 6,043 : 4.021
Tobacco : 1,507 ¢ 1.201 & 2.116 : 4,224 : 2,405 :
Mate : 1,885 : 1.817 : 2,151 ¢ 3,200 : 2.972 :
Skins t 1.825 ¢ 1,091 : .. ,669 : 3,072 : 2,989 :
- Chilledmeat : 1,414 :- 3,184 : 3.246 : 3.592 : 4,064 ;
Ten Artlcles : 58,684 : 49.241 : 43.350 110,730 : 88.457 :
MiscellanerS: 5.778 : 13,790 : 17.817 : 19,355 : 19.064 :
Total eXPO?tS5 56.462 : 63.031 : 61,167 :130 085 :107.521 i

we could

;B;_taking each of the above articles separately

d=termine the reasons for the increase or decrease

shown from year to year. It is noticable that rubber,.

formerly>

greatly.

the secqnd'most important_export; has fallen off

o : . : .

This i% principally due<to the increased output
A B _

|l

I!, - ) ‘ -

. ||
h
C
it
1
h
i
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' of the plantations of the Far East. Coffee, by far
~ the mrsu:impontant export, fell. off greatly as a

resdﬂt of theﬂworld War, It has regained much of ‘

~this [loss tho not all. This condition'is brought

abouty by the 1oss of- mucn of the EurOpean market. The
‘. |l e
low total expoxts of 1920 as compared to 1919 1s,
b ' ' '

1ikely, due in’part to the general worldewide prige -
fall. ?he most significant fact to be gleaned Irom

thislregord of exports is the Tact that tho a great
“lpart'af the exported commodities are staples their

' |l ’ .
export value is subject to wide and violent fluctuation,
: 1 .
;I

Table $bowing Rubber Production of the World and the
Effect of the Increasing Importance

"of Plantation Rubber on
e {". Rubber Production

) g = in Brazil
tYear| s Brazil .t Other Sources : Plantation..%
¢ s Long Tons ; Long Tons s Long Tons
+ 1900: | 26,750 "27,136 3 4
: 1905: :35,000 : 27,000 3 145
¢ 1910: | 40,800 21;500 H 8,200 :
t 19158 | 37,220 : 13,615 ¢ 107,867
¢ 1917 | 39,370 ¢ 13,258 : 213,070
2 1919: | 34,285 - 7,350 3 340,225
§:192H= 30,000 : 5,000 . 250,000 :
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Table show
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o

Countri

’United
France-.

Color

British

Argentir

Italy
- Uruguay
Germany

€

C
K

a

ing Principal Countries to Which Ex;orts
| are Made
——-~n-;hga.-g-..—-—-.u—-,-—---.—_——-n-—-.——---’:.—-—tg

Value in thousands of pounds 8

'1917 1918 1919
‘28 013 21 287 54, 080

5,564 27)268‘
6)‘69‘ ) 9,484
9,297 5, 864
6,421 + 3,821
6,362 5,708
S 702

'8,326
"7,812
15,707
'4,854
4,685

1

®® @® ©o o0 o0 oo o0 oo,
/

Sweden,

with all.

world.

than an]

to conti

.product

and.valr

when consi

Be

_O.

Th

4

’Exports are also made tovspain, Portugai

lgium,ﬁHolland and Anstria-Hungary}

f'thej%orefimportant countries of the
e United'States takes more of her exports
ther country. These exports are. 1ike1y

e in as much as we ‘need the Brazilian

of tnese eXports fluctugtes viciously

dered from the revenue standpoint.

,-Paée 12

The aﬁove.table shows that Brazil trades .

Experience ‘shows however that the volume_‘




" Spain

and Japan,

'.steel and

tendency]. o

e
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. Table ShOWing Principal Countries From Which Importe

ﬁ- Are Made ‘

T o J Value in thousande of pounds :

’ Countries ok, .
t A D iiieiiets i O ittt ~--—T
: | .. K #916 ; 1917 8 1918 n 1919 o8
United States : 15,840 : 21,065 3 18,984 . 37,423
Great Brifian L ,229 : h7,979 s 10,784 : 12,737
Argentine t 15,675 + 5,702 : 10,020 : 12,032 "t
France : '2,095 ¢+ 1,785 : 2,519 : -2,967
Portugal : 01,872 ¢ 1 436 s 2,028 ¢+ 2,365
Italy % i,410 878 : 1,127 ¢ 1,067 s
Newfoundland i~ 691 747 s 1,284 : 1,233 -
India s 652 ¢ 984 662 ¢ 1,692
Norway t 41 e 361 : 230 : - 380
Germany I N 48 : 201
Uruguay : i 601 ¢ 868 : 2,208 : 1,742
$ 1 469 601 ¢ 937 ¢+ - 872 :

1
‘J

Brazil also imports from SwitZerland, Sweden,

Canada, Wetherlands, Mexico, Paraguay, Denmark, Belgium,

ﬁ!*
i Por*%

‘The principal are food products, machinery,

iron, textilee, woods, pelts and skins.\ Brazil

with 1ts wqdeveloped reeourcee has the potentiality of

dependinlg

such as |cl

less upon foreign countries. Certain factors

g .
lmate and the ‘people will always have a retarding

1 this development.
H '

Q»

|\

i
If

i
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Table cf Imports and Exports and Balance of Trade
. : 1Va1ues in thousands of paper. milreis
Year .;-;--_—?—-_-—a-.- —————————— '-'-—--‘e--h'.-—-—«‘_-‘-o“-'-'-—l"’v
SR (R I@pcrts : Exports E Balance
1913 . 1,007,495 1 972,731 1 (=) 34,764 )
1914~ : 561,853 750,980 : - - 489,127 ‘
1915 : 582,996 : 1,022,634 : 439,633
1916 .+ .810,759 : 1,136,888 H 326,129
1917 H 837 738 ¢+ 1,192,175 : 354,437
1918 : 989,405 ¢ 1,137 100 ¢ 147,695
1919 $ 1,334,258 :.2,178,719 ¢+ 844,461
1920 : 078 046 ¢ 1,752,247 : (=) 325,799
| -'Whe-abdve figures show an unfavorable balance
of trade in l9l§ and 1920, Exact figures°are not
. | . ||
avallable for 1922 but it is estimated that Brazil may
: ) - . . “
have aAfavorable trade balance amounting to 360 000 000.
4Resdurces and Population
'Braziﬁ is potentially one of the world's great
_etorehOASes of ﬁaw materials, .Her forests are of almost
immeasurablc exﬂbnt! her-agricultural lands if{deve10ped
could maintain %ﬁpopulation‘many'times that of thepSouth,
American ]ontinéht at the present.timet She- is pOBSessed-
. i
of rich|mineral deposits. And yet for all of that she
suffers| from a handicap which will ever tend to retard
her deychpment.h»That handicap is climate. A large
portion|of this great state ‘18 uninhabitable. Another -

|l
e
i
i
|
]
I
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ion'isﬂvery'sparsely populated by the native

e unhealthful conditions of the great Amazon
] I
e chiefly responsible for Brazil's loss of

ytrade; .The cultivated plantations-of the

an produce a gum of better quality more
«. f . . - . ' -
an canithe natural forests of the Amazon. .The

. h
ntry is a natural rubber producer.

It is not

to the cultivation of the crop because no ,

can live in the interior. Climate has been

1ation of’what would have otherwise been Brazil1

E

The Amazon 1s probably the world 8 greatest

ade.

er tranSportation system, PrOperly deve10ped

oat the products ot the western coast across‘
u

continent to the eastern eXportation ports,

avail. Too frequently in writing on Brazil

is on the map and too little regard is had for

Whire it is true that Brazil would seen to

ally a very rich state’ with a future of great

prOper recognition must be given the difficulty B

loping this latent richness.

I o .
~The climatic conditions prevalent in much

are reflected in the population. Less than

?f the 30 492 000 population have the white

Page 115

8 a tranSportation system the climate makes it .
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~Fully two thirds of these
.The‘.

i ’
of the pOpulatlon are Negroes and Indlans.f-

that tnere are today 3 000,000 Indians in

are practically savages.

There;has been considerable attempt at -
although as a whole educational development -

as one hight expect, backward. -Each state
ontrol over education within its Boundries.

ools are allowed.

~ il : .
t remain gseculare.

C
The 1nstruction in ﬁublic
Education is free but for
rt not»compuleory. The Federal Gavernment

1ndustria1 education by glving ald to state,

and private-schools meeting certain requirementé.

sent time there are about 700 000 students in
I

at the"primary schools, and some 40, 000 are

thegsqcondary and normal schqols. There are

ities. “Like its clihate so is iackAof mana

soing to be a drawback to the deve10pment of

e two- taken together form a serious obstacle

~03per1ty.

Growth of Brazilian Population

' Qestimated)

-

1850 -
1860”
1912 -
1921 3

ll
!i"

7,000,000
8,000,000
- 25,000, 000
30,492,000

- L

h §
t.
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o fumﬂary and Evaluation of Brazilian Bonds.

From the standpoint of the average American
investdr Brazilrdoes not offer a fertil field for

capital c:mmitment. The securities available are those
. i‘

of the national,| state and municipal governments. The
'.

loans Aave in- some cases . been contracted for purposes

of internal deve10pment but 1t ‘must be remembered that
many of( the Brazilian borrowings forcibly demonstrate
v\the inapility oﬂ;the’goyernment to finance its ordinary
-expenditures frdm internal revenues. Twice thebnational
- government has defaulted to its foreign creditors.' Both
defaulta have eventually been covered. In both cases
tho, eyantual payment has been effected,by more external

borrowings, .
. .“ _ . _ S
Brazil has a large external debt. She has an

increasing inter?alrobligation'in her paper currency
which she continues'to'inflate; Her inability to balance
her budget is notable. Many of her sources of revenue
haye fa]len off,gsome of the more important of them

~ permanentlly, - The future must of necessity be a long

period cf'slow reform and tedious development.

l
Ve il
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ThevArgentine Republic

Argentina, or the Argentine Republic,
some fourteen provinces and ten territories,‘
xtensive seaboard on the east coast of South
The climate is rather temporate and healthfule.
products are wheat, maise, oats, linneed

ol, hides, cattle, sheep and horses. The

frozen beef and mutton is an important

The exports are made up’ entirely of pastoral
Altural products, with the exception of |
(a tree with bright red bark which-is used
5), COpper and manganese. There are 22,000_'
"ailroad and about twice.as many miles of

linesﬁ The country'isvabout 1 153,418 miles in

=)
-

than one third the total area of the United

in 1915

s
10

979,259 and in 1895. 3 954, 911. At present the

is equal to about 7 persons per square mile,

a rather small figure when compared to 32 persons per

square-.
square
'showing
indicab

ni
ni

1V

e in the United States and 370 peOple ‘to the

le in Great Britian. The following figures

the nationality of the Argentine people are

R}

e of their character.




___—-—' S——

'ﬂ a . - Page

——

Fationalities of Argentine Population
,krgentines ’ o 5 527 285
Italiansi o ' 929,863 .
- |Spaniards E ' 828,701
lRussiansl - . 93,634
Uruguayians : ' 86,428
French i o , B 79,491
Turks ! o - 64,639
British P 7 27,692
Germans P o 26,995
Swiss i , R - 14,345
Portuguese S - 14,143
' Indian ! : "~ 15,000

Negro I -~ 500

F—

the peOple Jre of a desirable type.

and thrif
‘country Dbe

standpoint

are probably

American &

th

-favor the
‘»capital.

the income

of the Lat

In more re

degree of 8¢

8 (

|
f

From the economic Standpoint'the majority of

.y-and seem to have a desire to build up the/

industrially and politically. From the

of moral integrity in affairs commercial they

superior to the peoples of any other South
| .

tate. The laws of the country would seem to
emoloyment of both domestic and foreign

Fha recent income tax, for example, exempts

> f fa*ﬁign capltal taxable at home.'
| ,

Poiitical History.

American countries of the southern continent
t years she seems to have enjoyed a greater

idarity than. some of them. Prior to 1816,

They are home loving,'

i
i
1
ll

entine 8 political history is typical of that
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. when she Ceclared her independence, Argentine was under

_ L
Spanish|rule, The years 1816 to 1852 constitute a period

of‘poliuical disturbances and uprisings at times almost

amounting'to anarchy. The present constitution dates

" from the year 1853 with important changes in 1860, 1866"

and 1898, Since 1853 there has been a growing tendency

b

~toward atabllization and much has been accomplished along

this line. There i1s still much to be done for financial

and monetary 1mprovement. The following tables go far .

- ;
to indicatr Argentine 8 present condition and give us L
something Lf an understanding of what we may expect of ?
the morzow.'y ,é - h: | o - . | ;
:
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Tablé Taken From "El Comercio Exterior Aigentind to Show
Relation Between Population, Foreign Trade, Revenue and..
Expendlture .of the National Admlnlstratlon ‘Public Debt.

(Continued on next page)

T: Year : Pbpulation : Foreign .t National T Natlonal : Deficit : Publlc .
sy : Trade : Revenue : Expenditure : Balance : Debt
¢ Gold -t Gold : Gold : Gold . : Gold -
: Pesos ’ 't Pesos . : Pesos -1 Pesos. : Pesos
=186 4 —=t—155%0595U—=—U4555T07522—" 0057328 =TT9; . LIF,003 ¢
1 1865 1,.2.%7_._?81 L D 210 ?/LL% : (.-?9_% 071 . -{3-517—;-%4_7:.——14 2_82‘--1\3—
T 1866 : 1,645,436 J 64 14p,267 : 9,568, 555 : 13,702,590 : 4,134,035
11867 .+ 1,706, 159 71 98,314 : 12,040,287 : 14,110,077 : . 2,061,790 :
T 11868 :' 1,762 E 72,122,251 : 12, 496 126 : 16 693 Lo6 : 4 19g 280 : ¥
.1 1869 11,83 90"._.73,644 891 1. 12,676,680+ LU 253 431 w----2--.27 PHL=- gy S s e
1 1870 : 1,882 615 79,347,69? s 14,833,904 @ 19,4305967 :: 4, 606, 063 14y, 205, 986 :
: 1871 1,936,569 : 72,526,967 : 12 682,155 ¢ 21,166,230 :- 8 Lal ,075 &y, 265,110 :
: 1872 : 1,9€9,880 : 108,835,746.: 18,172,380 : 26 462, ,786 ¢ 8,290, " L0 SO 012,729 :
v 187 2,0L5,04k8 : 120,832, 229 20,217, 2 2 : 31 025,070 : 10,807, gbg 78, 480" 297 :
11874 ¢ 2,102,284 : 10a 368,085 1 15, 974 0 29, 78i 096 : 13 810,054 : 77, 183, uel
11875 1 2,161,639 : ,633,594 ¢ 17, 206 74 7 T 28,567,861 : 61 114 82,877,423
: 1876 @ 2,22%,189 : 8 11560,73%6. 3 3 ,63%3 1 22,15%,048 : 8 569 412 86,813,567 :
: 1877 : 2,287,005 :- 85 213,368 : ,007 19 92 961 : 5,100,86 82,230,897 :
©.1878 : 2,353,194 : gl 6 282,896 : 18 415 &98 : 20, suo 918 + 2 42;,020 : 80, 6&9 08% :
: 1879 :+ 2,421,827 : 95 721,151 = 20 961 89% 22 523,159 : ,)61 266 : 77,738,976 :
: 1880 : - 2,492,866 : 103,916,667 : ,19 53 , 306 26,919, 292‘: . 7 324 989 : 86,313,102 :
11881 @ 2,565,040 : 113,6uu 192 : 5, 926-:‘,28 281,224 1t 0% 298 : 107,075,511 :
11882 : 2,639,573 : 121, 2 26 822 ,320 Es ,007,158 : 31,98 T 124,112,684
1 1883 2,716,836 @ ko, 6&3,804 : 30 950, {96 : Ly ,831,378 13,881,282 : 128 ou7 256 :
2 lgal 2,797,042 : 162,085,980.: 37,724,374 : 56,440,137 : 18,715,763 : 122,503,098 :
1 1885 : 2,880,111 : 176 101,069 : 26,581,118 : 40,515,080 : 15,933,962 : 113,381,896 :
: 1886 : 2,966,260 : 165, 243 586 : 30,395,792 : 39 ,178,658 @ 8,782,866 : 117, 153 ,961
11837 3,056,832,: 201, 773 ,9U5 @ 28,209,229 : Lg,205,071 : - 9 995,842 : 141,714 gug :
: 1888 7,158,914 : 22g,520,013 : 34,892,162 : 51,596,824 : ,16,70 662 ¢ 277,462 571+
: 1889 ' 3,265,577 224 , 715,239 + 28,169,506 : 55,770,58% : 17, 601 082 : 295,159,833 : @
: 1890 3,377,780 1 243,050,805 : 29,143,767 : .38,145,542 9,001,775 : 355,762, 1ﬁ1 : &
J 1891 3;M90{512m3”170 426,780 .1 19,498,953 :.. 33, 66k, aho : 1k 165, E83.1 370, 1035 0L i
[ TSl S : R




Contlnued from last page

Year Populatlon : Forelgn : National : National : Deflclt : Public
't Trade : Revenue, : Expenditure : Balance * Debt -
! Gold : Gold 1 .Gold : Gold : Gold
: Pesos : Pesos ! Pesos : Pesos t" Pesos
: m892 : ,607 10 204, 851, 500 L3 ,597,078 : 38,685,227 : 6,085,149 : u25,47o 775
: 189; %,729 105 190 313,787 - %8 289,688 : gg OU7,LUQ = = 342 248 : 4p7. 806,888
=38 Gl BT 728——’]:9@—4—7'0 6T 54 1T78510% qo, IIH, 452 5,930, 347 : 393 395 710
: 1895 : 3,956, 060_:_215, 164008 38 SR Tok 8©$====48-5@5—92L=====@—28 Q1 B636k
© 1856 4,071 428 228 365,607 2,008,415 : 78,212,817 : 36, 204 402 : 421,50 885
: 1897 : 4,233, 907 : 58,247 : 51 440 841 : 61, 010, 209-: 9, 569 Leg 438 282, 693 :
011898 4,357,803 2ﬂ1 258,358 : 53, 158 2 : 121, 289 63 : 68,130,665 : U5k 165 102 @
et 1899 ot = W U7 780 721205 768-202—-ﬂw-2-8 "'~~76 6305 701#?:-*3 76772537 E 8 930, 774
: 1900 : 4,60733 1 : 268,805,481 64 &5 8 210 T 68,580,237 ¢ ,722; 027 47 101,888
: 1901 : B,740,758 : 281,675,851 : 65; oﬁ : 69 912 207 © 872,304 : uue g7’ 071 :
1902 : 4,871,792 : 282 525 ; 983 65, 463 843 : 716 : .19 870,873 : 423, 265 Lgg
11903 @ 4,976,137 =-352 »191,12 75,420,900 : 78 73, 455 : 3,0 2, 55 : 426, 407, 586
1904 : 5,103,602 : B51,4E3Uqh : 83,037,636 » 85,781,115 : 2,7 79 t 426,553,343 :
: 1905 : 5,28?,948 1 527,998,261 : 90,378,511 : 141 704 734+ 51,372 223 : 384 37,269 :
: 1906 : 5,524,017 : 562,224,350 : 100,704, 306': 118 11,294 @ 18 106,,88 :'379 ,560,388 :
: 1907 : 5,821,846 : 582,065,052 : 107, 275,086 ¢ 111 08 537 4,132,851 : L1g, 328 , (91
: 1908 : 6,046,500 : 638,978,077 : 111,862,072 : 111, "olig) 768 : % @13, 304 : 32 0,617 :
: 1909 : 6,331,417 : 700, 106, 623 : 121 ,073,018 :.154 935 148 :. 33 ;922,130 : Lh9 705,661 :
: 1910 : 6,586,022 : 768, 423 875 1 093,687 : 180,947,941 54,254 : U52,790,667 :
1911 : 6,913,340 : 747 337,250 : 13 622,618 183,291,269 : us 658 651 : 526, 239,801 :
:1912 7,147,361 : 94g,530,371 : 108,001,248 : 211,108,412 : 63 107,164 :-53 98,109 :
: 1913 ¢ 7,482,334 :1015, 3283, 105 : 153,691 742 : 177, 513,150 T 3 gal,401 : 50U 721,819 :
: 1914 7,885,237 725,661 Lgl : 110.029,744 : 184 6ul, o7 = 611 683 545 053,471 :
: 1915 :  &,002,494 : 887,667,285 : 101,310,566 : 175, 968 753 658 187 :.537 ,582,830
1916 : &,109,8% : 939,130,093 : 102, 237 ,540 : 164,844,063 : 62 506,52% : 5 6,687,905 : .
: 1917 : 8,215,777 ¢ 930,491,227 : 100,427,296 : 171, 411, ,307 ;--60 964,011 : 595,410,399 :
! 1918 8 351,314 1302 069,240 : 130,925,566 : 185, 263 367 54,337,801 : 578 224,999 :
S e e e e e e e e J
= ** Surplus,,no deficit %
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Internal Debt Paper Pesos
Year i .EéiEfi_-__:-é?ezti“%_-:ffnéé?‘ii-fi‘ |
1900 :+ | | : | 1 89,610,983
1902 : 2.892, 6ooW:' 8.028.993 1  84,474.590
1903, : | 420.500't 74767.590 : 77.127.500
1904 : 19, 873 500{ 3 T.826.600 : 89,174,400
1905 : 76,364, 300": 77.355,000 ¢ 88,183,700
1906 : 1.000.000:: = 940.000 : .88.243,800
'907 H | 0939 740I%v 106810300 H -9805020240'
1908 ¢+ .7 244.960': 1.206,500 : 104,540,700
1909 : 12.000. ooo!;»-16295.4oo : 115,245,300
1910 : -T7.610.120: ¢ 1,430,560 : 121,424,860
1911 : 20,000, 000! ¢ 1.758.920 : 139.655.940
1912 : 30.000.000": 2.046.800 : 167.619.140
1913 : 13.543,600;: 30699.,600 : 177.493.140
1944 it 3.379.700 : 174.113.440
1915 it 4.9400100 . 169.173.,340 .
1916 : 50.000,000i : 4,994,500 : 214,178,840
1917 19.630.400 t 4,513,740 : 223+295.500
1918 : - "$ 4,236,200 :.219,059,300

L X 2ok L L X X -----— --.—--_—_—-—-———_—q———-—-——u

Internal 'Debt Gold Pesos .

»6—-;——;-------—--———-—_—---———---—-----a——--

51.8764100,

(0))
L ]
O
=
a:
»
o
O
o

50..000. 000 :
70.000.000

52,800,000 : 1,535,700

W

L

t
W

iy ' : 17.863.000

: 459 600 *+ 17, 403.400
ﬁ:, 776 900 H 160626.500A
it - 82,500 : 16,544,000

: 75:500 : 16,468.500
e 68,500 : 16,400,000

] 12&770.400 H 5505050700
it 17,306,900 ¢ 38.198.800

: T14,900 ¢ 87.483.900

¢ 1,026,900 ¢ 92,505,000

H :101380000 H 16'03670000 o

1.615.300
1,981,900

159,751,700
157,769,800

'+ 1.799.800 : 155,990,000 - -

2,145,400
2.573.300

153,844,600

3. 525 000

Continued on next page.

151.271.300 -
202,535,600 -
199 010. 600




Contiinued - from ‘page 123
- External Debt Gold Pesos A
Yoan. ¢ Isbued . Amortized : Bﬁlanc§1on
1901 ! : '+ 386,451, 295_
1902 : {  5.368.533 : 381.082.761
1903 : | 't 5,237,975 : 375.844.786
1904 ¢ | : 5.072.199 : 370.772.667
1905 : | : 41,604,725 : 329,167,941
1906 : ! : 4,834,825 1 324,333,116
1907 : : 4,821,010 : 319,512,105
1908 : 281.469 5. 5,049,666 + 314,743,909
1909 ¢ 1.899.464 : 5,129,544 : 311.513,829
1980 : -~ 747.853 : . 5,402,953 : 306.858.729
1891) : 2,537,487 : . 5,676,430 : 303.719.786
1912 : 256,536 : '5.982.336 : 297.993.986
1943} 17,416,047 + 6.554,996 : 308.855,037
191411 10.415.404 1 6,846,885 : 312,423,556
1915 ¢+ .3.987.648 :  7.109.243.+ 309.301.960
1916 ¢ 542,808 :  8.566.852 : 301,277.915
1917] = ‘605.808,: 7.258.943 : 294,624,779
1918 3 t 11.796.472 : 282.828,306
l Iuternal and External Debt Gold Pesos
1901l : ' s 404,314,205
1902] i 1 5,828,133 : 398,486,161
1903} : | : 6,014,875 : 392,471,287
1904/ : 4 1. 5.154,619 : 387.316.007
1905 i T 41,680,225 3 345,637.441
1906] : L+ 4,903.325 : 340,733.116
1907| :+ 51,876,100 : 17,591.410 : 375.017.805 "
1908} + - 281.469 1 22,356,506 : 352,942,709
1910 6. 795.853 : 6,429,853 t 399.363.729
19011} ¢ 72.537.487 : 6,814,430 : 465.086.786
1912): 256,536 : 7.597.636 : 457,745,686
1943 « 17. 416,047 : 8,536,896 : 466,624,837
1914t 10.415.404 ¢+ 8,626,685 : 468,413,556
1915): -3.987.648 : 9.254,643 : 463,146,560
1916 : 542.808 : 11,140,152 : 452,549,215
190 7|: 53.405., 808 : -8.794.643 : 497,160,380 .
19181 : i ‘3'15.321;472 3 481.838.907

'l
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o Developnent of Foreign Trade 1n Argentine_ L
Year :‘Populat10n° Imports X Exports ' Total : Balance ';
' ¢ 1n sven !a gold pesos: gold pesos gold pesos' gold g
. thousands ‘s in even ¢« In even ¢ in even s even 3
s : !n thousands g thousands s thousands : thousands-
1888 : 3,158 128,412 : 100.111 & 208.524 1 ki 28, 300
1889 : 34265 p 164,569 ¢ - -90.145 1 254.T15 : & T4.424
1890 3377 ¢ 142.240 ¢ . 100.818 & 243,059 : & 41,421
1891 34490 .67.207 ¢ 103,219 ¢ 170.426.:" 36.011
1892 : 3,607 i 91,481 ¢+ 113,370 ¢+ 204.851 : ¢+ 21,889
1893 : 3.792 3 96,223 ¢+ . 94.090 ¢ . 190,313 : &« 2,133 - -
1894 3.856 92.788 :  101.687 : 194.476 :..  8.899
1895 ¢ 3.956 : 95.096 :  120.067 :. 215,164 : 24,971
1896 4,071 ¢ 12,163 ¢+ 116,802 ¢ 228,965 :  4.638
1897 4,233 98.288 :.  101.169 : 199.458 : ! 2,880
1898 : 4.357 107.428 : 133.829 : 241.258 ¢ 26,400
1899 4.477 2 116,850 : 185.917 ¢ 301,768 : . 68,066
1900 : 4,607 : . 113,485 : 154.600 ¢+ 268,085 : | 41,115
1901 : 4,740 3 113,959 ¥ ~ 167.716 : 281.675 ¢ . 53,756
1902 4.871 3 103.039 ¢ 179.486 :© 282,525 : ' 76,447
1903 : 4,976 131,206 ¢ 220.984 :. 352,191 : ' 89,777
1904 : 5.103 : . 187.305 : - 264.157 : 451,463 : 1 76.851
1905 3 5.289 3 205.154 ¢ 322,843 : 527.998 : ' 117.689
1906 : 5.524 3 269.970 ¢ 292,253 ¢ 562.224 : . 22,283
1907 5.821 3 285.860 296.204 : 582,065 : .. 10,343
1908 : 6.046. ¢ 272,972 ¢+ 366,005 : 638.978 : ¢+ 93,032
1909 : 6.331°3 . 302,756 : - 397.350 : 700.106 : & 94;594
1910 ¢+ ) 16.586 : 397.352 :  389.071\ : 768.423 : © "9,718.
1911 6.913 405,019 342,317 :  T747.337 : = 62.702
1912 : 7.147 & 446,863 :. '501.667 ¢ 948,530 : ' 54,804
1913 : - 7.482 + 496,227 : 519.156 ¢ 1,015.383 : . 22,928
1914 ¢ 7.885 : 322,529 ¢ 403.131 :  725.661 : |- 80.601
1915 8.002 305.488 : 582,179 ¢ '887.667 : . 276,691
1916 : 8.119 366.130 @ 572.999 : 939.130 : : 206.868
v3917-f[. 1 18.215 ¢ 380.321 : - 550,170 ¢ 930.491 : | 169,848 -
1918 P.351 ; 500.602 : 801.466 H 1,302.069 t , 300.863"

I
i! : . . )
|
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M

Argentine.Foreign Trade by Countries 1918 _i
55: Imports : Exports : Balancellj
Nations . | ¢ gold pesos : gold pesos ¢ gold pesos
| ﬂ | %!:.ooo onitted 000 omitted :.000 omitted
- South Afrié&"“ e 1,938 3 4,839 3 . 2,200
. Germany - 221 L 221
Australia| iy 33 e . 33
- AustriasHungary . ,- 1 SR 1
Belgium | - - 159 ¢ ' S T ;159
Bolivia . 1,642 ¢ 1,298 : o 344
Brazil S 49,373 33,346 ¢+ o« 16,027 .
Canada | 389 @ 640 ¢ 251
Cuba i 3.221 ¢ 329 ¢ w 2,891
Chile - 8.343 84634 ¢ 291
.Denmark s 99 1,263 ¢+ - 1 164
Spain . . e ’ 410779 . 2308163 - ‘7 963
United States if 1 169.507 165.152 : & -4.355
- France s -25,954 113,052 ¢+ 87 098 .
Italy - 20,009 40,281 ¢ 20,272
Japan b 15,208 : 2,807 ¢+ « 12,401
Mexico e -54354 - 53 ! = .5.301
Norway i 916 : 4,222 ¢+ . 3.3006
Netherland e 1.051 1,095 . .55
- Paraguay i 7.314 5.235 ¢ = 2,079
Peru . s 3.958 326 ¢ w 3.632
Portugal _ yoe 1,024 _ 30 : e 994
French Pocsessionsg s . 64 4,441 3 4,377
British Pcs%gssiong‘g 6176 187 ¢ = 5.989
" United Kingdom s 124,960 305.881 ¢ 180.921
Russia G y 15 : : L 15
Sweden ;oS 3.278 4,457 1,180
- Switzerlan s 3«206 : 3 ! e 3.983 °
.. Uruguay 1 - s 4,538 : 15.011 ¢ 10,474
" Other countries | 3 870 65,047 : 64,176
4 S R o g PR —_—
Sgral it 500.603 : 801,466 : 300,864
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Pqiﬁbipal EXports of Argentine 1921-22
' g : : 1921 : 1922
‘Wheat : i ¢ Tons 71,622, ooo : 3, 704 000
Corn = i ¢ Tons : e, 759,000'; 2,711,000
" Linseed |- , ¢ Tons ¢ 1,308,000 ¢ - 899,000
Flour w ¢ Tons ¢ . 45,000 : . 90,000
Sheepskins - 4 ¢t Bales 39,000 : 76,000
Wool : . 1 : Bales 94,000 : 66,000 -
Beef i ¢ Quarters:- 4,311,000 : 4,664,000
Calfskinssz| B : 296,000 : 1,174,000
. 'Salt: Hides Lo : 2,135,000 :'3 755,000
-Quebracro'&ogs i ¢ Tons : - -24,000 : 109,000
Quebracho extract : Tons : 112,000 : 150, 000
ﬂ
Chief It%ms of Revenue and EXpenditure Year 1920
Reve%ue i (pesos) Expenditure
Imports 127 000, 000' Congress 15 274 200
Exports 1P0 000,000 Ministers of = -
Tobacco 43 000,000 ‘Interior 59,479,426
Stamps 28 ,000;000 Foreign affairs :
Patents 7,000;000 . and Warship 4,941,074
Alcohol 12,400§000 Finance 18,246,600
C AP Public Debt 124,366,484
ﬂ Justice and —_— :
! Education 88,280,385
i Army - 44,145,357
: Navy 36,459,120
B Agriculture 16,516,060
: . Public Works 14,364,836
i _ Pensions = 17,641,284
i Public Works 35,516,900
Subsidies 13, 195,968




e e e——

"Page

-.----..--—-—--—_—-———p-———--g—-_ - > - - . W - -

\O
=~ \D= i‘-:e\:e-_ o=
.c“ 0 é6_ o0 oo o8 oo oo es oo

3 143,009 767 $ 171, 832,028

- 1481509,481 : 171,527,658 !
106,319,697 3 178,415,581 - P
106,693, 806. s 145,848,766 |

- 109; 876,701 : 166,839,874 '
107,360, 143 : 168,406,894 '
164,082,493 4 168,878,713 " : :
156631, 600 t 182,142,850 |
233,863,440 : 208,319,200 ¢ i
205,304, 101 : 217,986,782 : :

It

T
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Total Arggnt

ine. Debt Including Debts of the Provinces andi

) Municipalities (dollars) EQ
§earW; F%ni%d. :: Floatiné—-:- Total : Interest-?
é’e--i---Tg——~—-g-?—-~--——--—-—-—-—--—-——-————a —————————— -
1913 :$658,240,000: 1§74, 158,000 :4732,398,000 :435,818,000
1914 . 68%,150,000{: 99, 134,000 : 781,284,000 : 36, 737,000
1915 & 722,165,000 : 76,672,000 : 798,837,000 : 36,737, 000
1916 70”,707,000::»74,451,000 s 782,158,000 : 36,737,009_
1017 RS S s -

: 776,100, 000

amoonted.1o
of 60,000,00
ng
The

The floati
'peSOS.

"-8ince been 1

Congress was

The consolidated debt of Argentine in 1921 :
)
1,200, ooo 000 pesos without including a loan !
II' ; ‘

0 pesos which was authorized by the 1921 budget.

debt is estimated (1922) at 650,000, 000 paper
per capita debt in 1921 was &97 This;has :
ncreased slightly. _

In December of the year 192‘D the Argentine ;

in session.

Problems of finance were discussed

1l
i
.




in ‘detail
estimated
'ing'indeb
- semiauton
'National
~at about
eXpected
T
- following
pesos in
é%,'banks
internal
tion 1%;

~

teiness of the Federal Government including

omous obligations such as street railways,
Sanitary'Works, arsenals, etc., was calculated
1 QOO 000 000 paper pesos.

wiLl be covered by an internal bond issue.~

he
13ans. an internal loan of 500 000, 000 paper
Tr

il 0a

an‘external loan of 150 000,000 gold pesos.'

J
I
!
ARt

Her clima
more indu
american.
industry

capitalvw
Argentine
1824, Un

N @%A Summary
Arg:e

»}South Ameri

an natdons.
|

is healthful and productive.

Il

te Her people are "

gt

but; likemise to the forelgner and to foreign

ithin hen=bounds. The financial history of

. |The deficit for the current year (1922) was

Her natural resources are greatJ

at 120, 000 000 paper pesos and the total floate

l
NN
§

theV'

~This large sum it is

N
b

finance program as now reported includes the

'
1

,n

aasury bonds, Anterest at 3%, and- amortization

170 partrcipate up to to% of their deposits; an '

i
n
;

ntine ds today probably the most stable of the

'ious, more ambitious than the average Latina‘

{er. laws and customs are fair not only to home

n

reveals her as a- borrowing nation as far back as

t

forseen internal political disturbances tore the

129

in of 200 000 paper pesos, interest 6%, amortiza-
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is far f
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cause whi

for many years.
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for internal improvement.,
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Bu
'be

1t

L€ S

Qo)
1t 1
rer

Th

ch

There was no possibility of main-
i
B - agreed service of these early obligations. But

o later, Argentine paid paid in full. These

: ll o
ere made for the mest part out. of further borrow-
l
2e the middle of ‘the nineteenth century Argentine

' I

) external borrowings fér the perpetuation ofh

3] true‘that borrowed funds have not always been

3 was the original intent at the contraction of

,ion. 'But a large portion of external borrowings_r

lI
When'not ‘80 employed

have been used - to meet current deficits or to
8t obligations. o . | ?

t twice since the year 1856 has the Argentine
I .
en able to meet current expenses from current

o
The chief sources of revenue are the import and
i .

es,’ These duties are derived from a variety of
’ and mho this tends to give stability to theJ
figures already given show that the condition

satisfactory. In addition to the import and'

1

es certain internal taxes have recently been F
’|

v profitable. . ) . ¥

e. banking system of the country is at present;v

rom agricultural over-expansion. It was this

brought about the failure of the great French




bank in 19
this type
- comes Arge

‘financial

fayorable
'Americanvs
- The year'l
it‘was'the

and it hasg

!3
i
. ‘il
B
1

? Page?!}l
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n’ '
Theuother banks of the country must face

14 ?ﬂ

of 1iquidation sooner or later., When that time
u :

Lne is{bound to eXperience at least temporary‘

nt |

difriculﬁies.'

All- in. all Argentine probably offers the most"
ilhestment conditions of any of the South

ta
o2

g

Aﬁdeven she cannot balance -her budget.

l
i
I

tes., y
o I
O saw rather successful attempt at this but"
econd time in seventy years that 1t had happened' o

n:t been repeated since.

{l

The.national government

has‘freque
municipalil
become 8o
that while
.credit of
sible for
her compan
advise the
of funds 1

exceed. cur

debt is so

extend 1its

|

the obligati

ntly found it necessary to assume or guarantee i

ons of the lesser political subdivisions and the

I \

ties.

-

The buxden thus incurred has recently .

- D

gr
1

cat that the federal government served notice|

. would do all in its power to protect the -
1ts subdivisions it no longer would be'reSpon-'E

adiitionél obligations incurred by'them.: Despite

ative stability it would ‘hardly seem proper to

HE
il

average American investor to make commitments

n a country whose current eXpenses commonly ' ,
1
rent revenues and where the burden of’ subdivision

heavy that the federal government can no longer

=otection to 1it.

i
[

I

p! Argentine offers wonderful
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ties to certain types of investors and speculators,

‘but they are opportunities ill fitted to the needs of our

Average A

between tl
is about

chief res
. There are

well deyef

agricultum

are the chie

ralsing 1

forested ar

"cially.

L

nerﬂcan Investor.

It lies

hile is a'state of Spanish origin.

Pndes and the shores of the Pacific ocean, It

5,000 miles in length and 100 miles in width. Its'

ource 1is the nitrate monopoly which it possesses.

i
These are not as yget

1
It

also great COpper deposits.

loped.. In the central part of the country

[

e Jis the chief industry. Wheat and‘other grain%

T product of the region. In the south cattle

5 being encouraged There is: also a: considerable

a altho this has not yet been utilized commer~

.5
Hl

e Argentine and Brazil Chile has been a repube_

lic for s0om time.l

The laws of the country protect well

both domestﬂc and foreign capital. Their only weakness from

‘the commejci

al standpoint seems to be the inadequacy of &
3

v

statutes concerning the use of the bank check.

_personnel,

political

agressive

|Th

2] government tho continually changing as to f
i'r

» 8 The W

cems to be fairly stable as to policies.
le

aders are of Spanish extraction and are of an'

Inature..;The people are for the mos;t part a

il .
i
i
i
f
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Svfolkﬂwithout either social or politiCal
Altho education 1s free it 1s estimated -

0% of the population is illerate. ;

111 has for years been at swords points with !

8 to the north, Bolivia and Peru. The nitrate

he COpper deposits are the cause.

—

fUprisingsi

boundary are being continually reported.\

f these was in February of 1923. Chili

ook this territorJ from her neighbors by force,

d- still rankles.

B

hili has enﬁoyed a rather satisfactOry‘financial_
e has never repudiated nor defaulted an external

and has been borrowing from'Europe for ninetyi
Her current revenues have, in the main, taken

ing expenses and ‘it 1s only in recent years that
perien?edga deficit.v

maﬁtlpart ’been for internal deveIOpment.

Her external borrowinssy

She

6f

=)
o

ified in borrowing for this purpose because

L of her 1ncome which permits the accepting of
l

ities,uobligations. y
Chiie's'

i
)
}

he outstanding feature in the analysis of
h

J factpthat she is a oneuproduct country.

1ty oflher gold income 1is derived from an.

export
totél

i

bes, This sum comprises fully 50% of her
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revolution. |

of Chili ]

diversity

very impo:
she 1s the worlds }argest‘source of this metal,
..deposits.are
United Ste

_ employ COj

ff

11 had
i
he will retain this position until new !

a world monopoly of'the nitrate =~ - |

uncovered or until science developes some"
of producing this commodity. As a result of

on Chili has been able to 1evy heavy export ,

118 commodity without disturbing her markets.
i -

-¥:] of the situation was well demonstrated

[}

-World War. In the early months of the war the

tc dispose of nitrates caused an almost total ﬂ

of the industry.

iuction. yThe outcome of this'situation was a i

in natlonal revenue that brought about seriods

Ln'the na%ional budget. When the time comes that

rip on the nitrate market is broken, and there is

lieve that this day is not so far distant, th

be

f |the national government will experience a -E

[1
This will be particularly serious in the case

ause she is not 1avish1y endowed with a ,?

e C

of Her copper possessions are

natural resources.

'tant. With the exception of the United Statesg

,The
.- 'ﬁ ) . . :
for the mest part owned by citizens of the

tes, It'1s doubtful if she will be able to |
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Later she reached approximatelj
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of revenue;"TheQcompet;tion of foreign sources’of supply

de this;’ While Chill 1s,possessed of conslder=

wiil'preclu
abiefwealth in her agricultural and forest lands, this,

as a- source of revenue, WOuld be very inadequate. Aside

from her mineral deposits Chile 8 greatest natural resource
1s the powelr that may be developed - from the many accessable‘

mountain streams that. quickly find their way to the ocean,

She has abundant power there,

there are considerable depositstof rich iron ores.

Also, authorities agree that
Ir Chili»

should loose her mineral monopoly her next best source of

' _.national we
enterprisesw

lack of ma:

when Chili
Surely, 1fi
~depleated,

salvation,

‘situation ]
past appeatr
the silver

clouds seer

her throttl

" problems a

~ of the Souf

alth would be in the development of 1ndustr1a1
The weakness ofithis situation-is the present
ket._ Never-thealess, the day may readily come
will be the manufacturing state of South America,

he present sources of national income should be

the development,of industry will be her only-

A careful enalysis of the Chileaﬁ financial-
eads the writer to belleve that what has 1n‘the
ed'to'be.aAday,of perfect.sunshine;is in reality
lininé of elheavj cloud.‘vAs'time goes on tﬂese' '
| doomed to settle. _As long as'Chili can.maiﬁtain
e hold on the‘world's nitrate'sﬁpply her financial
e less serious-than*those»of.her sister statqs .

h American oontinent. When this_soUrce fails her;
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r stormy Weather.' bependiug'as she has upon her‘
nues her peOple are unaccustomed to a heavy tax
eir reaction to a change would probably be such
the results of direct ﬁaxation questionable;

vestor's standpoint, Just now the sun seems to

be fairly bright in COmparisOn to weather conditions.

through ouf

shows sign

, the continentviﬁ'general..,But when the barometer

. of falling, the investor should beware lest he

_ enjoy a soakihg which Will'likely reach the'skin.

The following figures are given in support of the

~above analisis.

Source Gold pesos
Nitrate export dues 101,075,000
Iodine and borax dues 1,500,000
Consuilar dues 3,000,000
Treaaury revenue 2,000,000
Interest oh municipal 1,407,000
loans ; 108,982,000
Total - :
Source Paper pesos
Customs and bonds 50,000,000
Surcharge of 50% 25,000, 000
Despach of cases 2,000,000
Stamp tax ' 18,000,000
Posts and telegraphs 12,800,000
Tobacco taxes

Chilean Revenue 1921

18,000, 000

(Gontime d on next page)
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Wines
Prope

Bank.
Land

Ship
Mint

Total
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beer and Spirits

Death taxes
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7,000,000

rty taxes .'20,000, 000
3,600,000
taxes . 2,500,000
Drainage Con. A 2,000,000
Insurance Cos. 1,000,000
rents- 1,400,000
charters - 1,000, 000
revenue 2,500,000 .
Drinking Water Con. 6,266,90p
Aricas«LaPaz R.R. - .6,299,000
Treasury Revenue: 7,000,000 -
Total paper pesos 189,765,900
‘Gold Pesos 108, 982, 000
Revenue_ 2

98,747,900

Chilean Expenditures 1921

o8 Gold pesos
176,732 .
. 2,085,759

239,560
48,648,192
386,162

" 4,032,045
82,549
1,833

. 49) '54) 835

EXpenditure
12,142,096
14,423,554
16,621,210
13,750, 581
33,264,484

Department Paper pes

~ Interior 73,224,316
Foreigm Relations 2,759,933
Justice 12,306,275
Public| Insfiuction 46,414,388
Treasury : 35, 437,212
War 6',909.887
Navy o 32,497,738

" Ind. and Pub, Works . 24,870,265
Railway . . . 6,804,333
‘ Total 2§i,6o7,§69

Chilean Revenues and Expenditures 1916~21
- “Pounds Sterling :
Revenue

1916 13,891,101
1917 16;020,596_.

1918 18,743,250
1919 -9,380,829

1920 20,545,054

1921 - 24,096,225 .

27,153,937




o O

Machinery

- Government Issues

- Amount 1issued

33,259.149

ltstanding’Externsl»Loans of Chili

Year Rate % -

.- 1885 4'and 1/2 808,900 564,000
1886 4 and 1/2 6,010,000 4,206,700
1887 4 and 1/2 1,160,200 817,500
1889 4 and 1/2 1,546,392 1,265,320
18092 5 . 4,800, 000 1 447 300
1802 6 = ' 194,000 99,820
1893 4 and /2 - 630,000 © . 514,400
1895 4 and 1/2 2,000,000 1,661,300

. 1896 5 |- -~ .. . 4,000,000 - - 3,436,700<
1914 5 . 1,500,088 1,500,088

Government Guaranteed
1896 5 and 1/2 200,000 - 95,300
1900 4 and 1/2 260, 000 220,260
1905 5 | - 1,350,000 1,256,700
1906 ~4 and 1/2 3,700,000 3,195, 840
1909 - 5 | - : 3,000,000 2,934,700

1910 . 5 - 2,600,000 2,484,940
4911’5 5,500,000 4,948,200
1913 5 1,118,945 1,118 »945

’.Additional external issues of municipalities, districts

etcl . 67, 758 000

Imports and Exparts 1920 in Gold Pesos

. Imports - - Exports

Products of|mining 29,381,030 656,254,458

B ‘ forestry ' 31411)992 5,555,020 -
live stock 12,299,698 46,764,153
o agriculture 30,768,110 " 32,584,022

Foods 43,293,167 24,562,824

Textiles v 114,141 233 © 541,552

Chemical pruducts . 52,276,533 1,001,513

. Metals - - 41,602,246 13,197
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Amount outstandihg
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1910
1941
1912
1913
1914
1915
1916
1917
1918
1919
‘ 1920

" 1921

" iodine, c0pper and silver.

of copper,
'considerat
taxation.

we,ha?e all

n

pfoducﬁs (

1perts and Exports 1910-s1921

o Page 139 '

U.Se :Gold Dollars -
. Imports Exports
20,381,138 9,981,278
. 20,230,463 14,934,955
22,297, 192 15,363,738 .
29,553,823 16,616,9‘2
24,238,713 - 13,667,618
37,284,043 17,816,114
82,123,995 33,383,499
142,597,929 57,549,304
166,082,920 66,404,300
-82,442,364 ‘53,471,683
97, 998 627 43,250,320 _
139,175,414 161 969,895

,hile 8 chief exports are minerals, nitrates,

AR S I o 5,

These, with the exception
are all subject to export taxation. The re?enue
on rules in all Chilean eiport and import |
The coﬁdition'as'to stability of such income

ready noted.

The more_important imports are textiles, mineral

ron and steel, stones and. earths,'othef‘metals,

precious metals and jewelry), oils, colors, combustibles,

.machinery and implements, vegetable products, animal

products (]
paper; wine

drugs, .chern

1ye,.1ndustr1a1,_food‘stuffs and manufactures),
’ spifits, beer,smineral waters, syrups; vinegar,

11cal pfoducts, arms and explosives. The mest of

these 1mports are taxed and being chiefly necessities

y 1eld a re

ther~steady 1ncome,.
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Like all Latin American countries Chili has a

paper and7gold mgnepary standard.

too in"that
is worth 36

12 and 14 ¢

-~ ..

fuhd; Rede
yet redempt
_haying beén
for the lat

0
inyestments

~|

securities

.5 cents.
en‘t s,

cifculation '

in a rather unfavorable light.

Chili 1s like the others
its paper peso is‘much depreciated., At par it‘
At present i1t 1s fluctuating between
There are now 302, OOO 000 paper pesos in

A part of this issue 1s covered by a redemption

nption dates have been fixed several times but as

ion has néver been realized, postponement always

effected, At preéent'the redemption date 1s'set

ter part of the current year. |

unpfejudiced evaluation of Chilean bonds as 

for the average American,inVestor puts these

-They are the

unsecured'promises of a government, almost entirely depend-.

ent for its

which in turn depends upon a foreign”market.

of income h
1éast i£ di
‘current sta
éingle sour

debtor.,

d up to ‘the year 1914
te deflcits.

ce of revenue,

income upohva single induStry,lthe success of

This source .

a8 1n the past served the purpose well, at

.Chill 1is now eXperiencing
If anything should happen to her

Chili would;not be a desirable
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- for-Ameriqg
things'abOL
countries
state 1is ti

point, It

and“éast by

_"Argentine.
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'Paraguaz

ere remains Paraguay to be c6nsidered as a rigld
n investment, We havebalready‘said seyeral

t Paraguay in this connection. Qf\the four
ohsidéfed'in this papef,this'reldtiyely small -
e least admifabie from_tﬁe 1nvéstor‘s staﬁd? 

is an inland républicvbeing bounded on the north
 Brazil and Bolivia and oﬁfthe south'and‘west by

Its area 1is slightly greater than that of the =

state Of‘Texas, approximately 290,000 sduaré-miles. Its -

population

of 900,000 people gives it a pdpulation density

. of 3.1 persons'per-square_mile. The people are nearly all

_of Inaian_c
where‘Spah:
o K
“and live st

important.;

coffee, ore

quantities
lapacho and

products ar

T

é5cent, and with the exception ofnphe,cities,"
sh 1is spokeﬁ;\lndian ié the common ianguage‘ |

he cﬁief»occupations of ﬁhe country are agricuiture
.dék raising, with éoﬁeilumbering. The more |

roducts are yerba mate, suggar cane, cotton,

are shipped:ali?e. ' The lumber products are cedar,
Quebraqho. Practically all of the agricultural

e consumed within the country.

inges, pineapple and tobacco., .Cattle in considerable

here are five so=called cities within this state,
. The largest, Asuﬁcion,,with a population of 90,000 represents
about 25% ‘of the total buying power of thé'cdunffy. Asuncion,

thp possess;ng manylmodern conveniences, has neither'avgood




" sewerage 8

" existence

' a principa

" Meanwhile,

‘career,

Brazil.

' the countr

In 1885 Pr

T
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ystem nor a water system.

Politically, Paraguay has endured a rather stormy

he country was originally a part of Argentine and

It was. settled long before the Buenos Aires region.'

When - the wars of - independence from Spain took place Paraguay

gained her

independence. Since that time she has ‘seen many

internal uprisings and revolts, the most marked of the later _

ones being

became bankrupt and the government went Into default.

financial
up in-‘the
Mr. W, L.
about 1,49

the financ
1878 1t wa
it failed"

affalrs to

-

the'wars of’1881 and 1894, At the present time

Vg seems somewhat'settk;d-down. »

Like its political history, Paraguay 8 financial
has been rather hectic. In 1874 the Republic
The
history of the next-twenty years is well summed
following paragraphs taken from a report by

Schurz in 1920.

4The next year (1875) the’ government redeemed »

4,600 pounds sterling of the 1872 loan,'leaving’
1 of-1,5Q5,40o poundspstenlingg -For another deoade
ial condition of the government'mas very low. In |
s unable to borrow 350 000 from a bank and 1in 1882

to secure a 250,000 pesos loan in Buenos Aires.

of course, the service on the bonds was suspended., .
esident Caballero sent his minister of foreign

London - for. the purpose of making arrangements

Ssapvemmer ot
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with the English'bondholders. An agreement was signed
"with the .agents of the bondholders, whereby the actual
principal of the debt was - reduced to 850, 000 pounds in
2=4 % bonds[~‘AS’an equivalent for the remainder of the
'deht the Pa*aguayan government ceded to the English credits
orsISOO square leagues of public lands, equivalent to -
iapprokimate'y 2,177,344 acres," -
‘ '."Fcr the purpose of selling or developing these
lands the PeraguayanlLand Co. (Ltd-) was created. -The land
was apportigned among the bondholders at the rate .of 345
acres to’eac 100 pounds~of unpaid coupons}j Land warrants

~of 100 pounds each had been issued for each lot of. 145

acres ~and these were. exchanged for 100 pound shares in the
land company, which was capitalized for 250 000 pounds.
vThe land company also issued 61, 710 five per cent, debentures,
the proceeds of which were to_be used to develop the
pr0perties._rThe lands assigned to the_company:have since .
heen 'sold and the company liquidated." . -
"For a few years ‘the service on-the loan was met

with regularity, but in 1892 payments were again suspended.,
In 1896 a new arrangement was concluded between the
;Paraguayan G)vernment and the bondholders.on the following

terns:

‘ (1)‘ Interest on thev850,000 pounds of l885 bonds




e

July, 1896,

‘right to in

“the latter ¢

‘suspended fo
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to be‘paid at the following rates, cqmmencing with the

éoupon: For the next three years at one per

" cent per annum; for the next three years at one and one.

half pér'ceqt\per annum; for the nekt‘three years at two‘

percent per

annum; for the next three years at two and

one half per cent per,annumg thenceforward until the

'extinétion'af the debt at phree pervcent pef annum.

(2)

bearing tpe
(3)

to commence

(4)

Arrear coupons from July 1, 1892, to Jgnuary

‘1, 1896, in:lusive, tb be funded at par into new bonds

above rates of'interést;
A sinking fund of one half per cent per annum
from January 1, 1900, |

- .
As security the Paraguayan Government to

assign the export dutiés on yerba, while reserving the

service of t
the annual £

holders' age

rease, diminish, or suppress such duties; in
ase some other tax to be assignéd qu the

he debt, One~twelfth of the sum:required for
ervicé'to-be pléced in the.hands of the,bondg

nt at Asuncion on the first day of each month.

In the event of the yield from the yerba dutlies being

inadequate t
to be made g

into the amo

(5)

o-prbyide-the necessary amount,~the deficiency
ood'by the GOyernment. Any surplus to go
rtization fuﬁd. ’ N

 In the event of the monthly p&jments being

r a period of 12 months, the bondholders to
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; recover all their rights ‘under the 1885 arrangement "
| "By the agreement of - 1896 the total debt in-
cluding pancipal and’ interest was fixed at 995 600 pounds,
for which bonds were issued."
| When the war broke out in 1914 this debt had
been reduced to 704,250 pounds sterling, The World War
'caused a very serious decline in revenue. The'situation
'since the beginning of the war 1is described in the report
of the "Corporation of Forelgn Bondholders" for 1919
“Between July, t914,‘and December, 1915, only
dfour monthly installments of the.debt seryice mere paid,
\but_in May, 1916, the full service of interest and amorte
izabion for-oneéhalf year was remitted. 'After this no
further payments were made until January, 1918 when the
lGoyernment resumed remittance. Tma January, 1918, coupon
}and the sinking fund corresponding to the half year ending
July, 1913; are unpaid" '
L ?he yearly service on thée loan amourtts to 178 086
gold peSOS.. Including the arrears. of 31 691 pounds on the
f918 coupon's, the debt at the end of that year amounted to
%35,941’pounds sterling. | '
 The Government was authorized by & law of
1 Noyember a7y, 1912 to contract an additional foreign loan
- to the‘extelt of 1,250,000 pounds. The proceeds of this

“loan were to be employed largely in repairing the damage

ol




done to the

4_Page l46t

country by the revolution of 1911 12, .The ;

1oan, to the amount of 440 326 pounds, was privately issued'

E
o

in London
for a 1%“a<

Executive le

to. amount to- 133,154 gold pesos,

n 1914, Itubears interest at 5% and provides

cumulative amortization fund. According to the
ecree of September 1914 the annual service was’

At the end of 1918 this

debt amounted to 2 090,261 gold pesos, as against 3,454 212

pesos for
pesos._ In

service on
- Government
191

the prescri

'-August;

yearly serv
: .
“Paraguay ha
nized forei
indemnities
debt., The ﬂ
. Lopez., Pare
flegitimate ¢
have‘agreed
- final renunc
contingent 1
to about 2,0

as follows;d

she original London loan,

or a total of 5 544 473 y

.1918 17, 109 pesos was remitted toward the annual

this loan. The total arrears of the Paraguayan
in 1ts senvice on the London~loans_amounted in_
9, to approximatery 466,000 pesos, equivalent to
bed service for about a year and a half the | )
lce on both 1oans calling for 311 240 pesos gold.
) addition to this external indebtedness,

5 two other Borms of obligation' its unrecogs

an debt consisting of Argentine and Brazilian |
of 10, 000 000 gold pesos each, and its 1nternal
lnrecognized debt is the result of,the war of
Lguay'refuses to.aCCept these indemnities as
bbligations, and altho both Argentine and Brazil
not to press theilr claims ‘they refuse to make
iation of themn. They existvin the.form of a
iability, - ‘

At present the internal debt amounts

00,000 gold pesos and 33,000,000 paper pesos




G - Items - ¢ Gold pesos Paper pesos n
_ Unsecured Government-obligations - 283,562 ' 6;240 653 :
014 warrants for payments ' 276,929~ 9,516,090

6 per cent Fonsolidateds of 1915 1,624,450 23,244,000 :
Fractions of same - - - 825,587 :
Total =~ 2, 139,141 ' 39,826,330

In addition’to the above obligations there must
°<be9considered the 125, 000, 000 outstanding paper pesos and the’
contingent 20, 000, 000 gold pesos indemnity liability.

' The following tables are indicative of Paraguay's

true positi(n.

Sources of Bational revenue for. 1919 : Gold pesos Paper p's

—————-——-——-——-—-——————-- ———————————————————————————————— e s SR
_ Customs : :

Importation: 3 i :

- General duties . = , 3 ¢ 40,900,000
Slingage : H i3, 300,000
Storage : E 200 000

. Internal revenue tax $ s 1, 800, 000

Total : :m

. Exportation:| e 4 oo ‘

Duties on| yerba _ . s 120, 000
Duties on|hides - - ¢ 300,000 ¢
Duties on| quebracho extraot ¢ 150,000 :
Duties .on|lumber ¢ 120,000 :
Duties on unrevised tobaceo T 75,000
Slingage H 50,000
Duties on exportation of cattle ] S e
- and on sales to frigorificos :
Additiona] ' ' 3 :
Total : H
(Continued on naext page) :

I

1

3 - ———
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Sources of National revenue for - 1919

_-.....--.:._-.—-—_-—_..-_—q-'-_-.;,--a.aé-u—

Internal Service
Storage '
Slingage :
Miscellaneoqus
Total -

‘ Interoal Revenues
Land Tax '

Fines in ccnnection with land tax

Stamped paper
Commercial |[stamps
. Stamped paper for fines
Internal consumption stamps
Sanitary 1icenses
Inheritanceztax
Sanitary t'
Tax on alcgholic liquors
‘Tax on publiic amusements
Registry oq trade=marks
Tax on sale| of cattle
Tax on beer
‘Tax on sla‘ghter of cattle
Miscellanequs

Total

Post Office and Telegraphs
Postal money ordere
Box rent
Parcel post
Telegraph messages
Miscellaneous
: Total

Other Ordinary Sources

Consular fees
Land sales.
Rent of lands
Restitutions of lands
Banking 1nterest
University fees
MisCellaneous

Total

06 se so 006 &6 so

0. 38 00 ©6 00 ¢ 00 00 OC c0 +8 2O 6 00 S0 °6 06 4o ©O ©0 o o SO °O ea OO 0O 00 O *° o o °° 0 °° oo
) 3 - i ' N -

(Continued on next page)

'Gold pesos: Paper psos

6,000,000
250,000
1,500,000
1,800,000
- 125,000
2,200,000
12,000
1,000,000
. 5,000
8,000,000
150,000
300, 000
) 380,000
2,000,000 .
20,000

2,000

A

420,000

3, 742,000

lmé

422,006

1,000,000
30,000
15,000

_~ 10,000

2,555,000

—

——

22 000,
70,000
500, 000
100,000
- 60,000
- 30,000
220,000

0 00 40 26 o 00 ©0 26 00 46 20 GO 0O °6 06 06 24 GO 00 00 66 40 00 4 GO OQ 6 O GO 00 o4 4 45 00 O o0 os. 00 ©0 oo co °o
1 . N . DR

2é}odo 980, 000
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from page 148

Sources oq

_—..-—---..—---—

National revenue for 1919 : Gold pesos: Paper psos

———

—

The foliow

Sale of gﬂnboat K : 1,240,000
Other sourices ' o 4. - 900,000
- Total : + 2,140,000

k] H

A Resume’ R 3
Customs : 910,000 : 45,743,000
Internal Revenues s 422,000 : 23,742,000
© Post officp and telegraphs H o8 .2,555,000
Other ordipary sources : 22,000 : 2 ?20 , 000
Extraordinary sources . R W 0,000
| Togal | : 1,354,000 : 75,160,000

| The currency consists of unredeemable paper pesos.

Lng table shows amount of paper pesos in circulation

and the minted goldesnpply held in the country,

Year . ¢ Total paper pesos : Total gold pesoe

éﬂ:f--——;-;fi il DL DLl e e e R el b ot ‘ﬂ""-"-_f_':_'_-'? :"':':""——Lé’q

1914 3 90,000,000 ¢ . 1,309,097

1915 $ 115,000,000 : 1,651,778 -

1916 B’ 125,000,000 1,642,980

1917 . 125,000,000 : 2,530,601

1918 t 125,000,000 : 4,723,482
'Fluotuations in E#change Rates

Year Minimum 3 Maximum :: Year : Minimum Maximnm_iﬂirzaiahion'

;_ RaFe4 ; rate ;;'

rate : rate 3

(Continued on next page)

i ; : :

B8 6,50 t4.1900 ¢ 7.88 : 8.59 :

7 o+ 7967 s: 1901 ¢ 7.90 ¢ 9.22 : Pesos
H5 ¢. 6,80 3 1902 : 8,40 . : 10,22 : Even

05 §L15 $2 1908 ¢+ 8.75. ¢ 11,10 : Millions
05 ¢+ 6,96 2 1904 ¢ 8.75 ¢+ 13.50

50 1 T 7.85 3 1905 .: 10,20 : 11,00 :

48 ¢ 8.15 :: 1906 : 10.05 ¢ 11.50 35

(o]
b O
. O
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the buying power of an American city of 150,000, The

,steﬁdarde of

of the improyment there 1is a ceftainedemand for textiles

and hardwarej clothing and jewelry of all sorts are selling

well in the

1iving, tho improving, are ﬂtill low.

clties.

_ Tariffs have been raised ffoh 304 to 60%

generelly.wi'

Imports and exports for the laat few years are as follows:

1

00000

1
1
Moe

'such as clotk

—0 O O

th an additional 5% on alcoholic beverages.

Imports ‘ ExpOPtBA
5,149,465 . 5,558,807

- 3,127,654 8,890,999 -

7,002,036 - 8,851,919
11,051,622 - 11,399,712

14,662,273 17,228,131

ihg, foodstuffs, hardware and shoes.

Because

Year Minidum rate : Maximum rate ; Circulation - ¢
1907 10.40 : 12.80 H 35 000, 000
1908 3 12.80 17.50 H 35,000, 000.
1909 : 13,80 18:30 H 35,000,000
1910 : 12.60 : 16.00 H 35, 000; 000
1911 12.30 H 14.00 s 35,000, 000
1912 : 14,50 17.50 : 64,000,000
1913 : 15.00 16.90 : 65,000,000
1914 17,00 H 23,00 s 90,000, 000
1915 ¢ 35 .00 : 42,60 = 115, 000, 000
1916 : 25,00 s 39.54 $ - 125,000, 000
1017 533,29 H 38.40 H 125,000, 000
- 1918 18.17 H 35.81 125,000,000 -
1919 . - H S ] e ST
. 9.mos 16.16 20,71 : 125,000,000
- The 900 000 people of Earaguay probably represent

t of the impOrtsvinto the:country are neceSsities;

e ey
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The;natural resources of Paraguay are d1fficu1t to

 estimate and because of . the lack of reliable investigation
‘what‘possi 1lities of‘wealth-do exist_have never been -
pr0per1y evaluated. _ _ o

The |1low interest rates offered and the uncertainty

of ccnditions have 1ed to little interest on the part of
investors. . The devastating wars have so. reduced the
.pOpulation that it 1s 1mpossib1e for the people to make
much~prcgress.- On the whole the securities of this
ccuntry are highly Speculative in type and will Ye so for

years to come,
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B} 80
»countries

_ inyestor.
'whole. R
‘ We
securities

“the 1nvest.

gation of domestic obligations.

'Estimste of the~South-American Inyestment Fielde

much of'ind1V1dna1 treatment of South American.
us a field of activity for the average American

Let us now make an estimate of the'field‘as a_'

have said_that the evaluation of foreign

in themselves follows lines similar to those of

In addition

-.there are certain considerations‘of.importance that grow out

countries,

vtbeen'chieflyvconcernedg

conditlions
laws and cu
oharaqter a
.education,
taiatton, b
and foreign
"differences
-grester’imp

-

government

South American situation along these 1lines?

: reached in 1

South Ameri

1,

toward foreign-capital commitment.

-social and economic differences between

It is with these differences that this baper has

- The p011t10a1;‘sooisl‘and_economic

of greatest importance to the 1nvestor are: the»
stoms of the country, political 1ntegr1ty, the
f the people, their social and 1ndustr1a1 ’
the financial history ot the state, methods of

anking_and the currency system, and resources

trads. ..In addition to'the above mentioned

there 1s one further problem that 1s of pevhaps

ortance than all others, ‘the attitude of the home

What is the
The conoluSIOns,
he'following paragraphs apply to all of the

an continent in general except where .noted or

where previously discussed,_




Cmm
‘whole, fail
'capital.'
frequently

' of‘America

-

The

has not as

businessyﬁ

',both'injma

‘people.

‘at a disad

might be €
the standp

securities

problem.in

American f

Cus
It is 1mpo
1ight of t
America ow
better cla
impnlsiye,
ambition a
more satis

'weaith thr
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laws of the_South~American states_are, as‘a
- and adequate both to domestic and foreign
The states are.republics, thelr constitutions

being patterned after that of thé United States

1deve10pment'of a business code and customs
yet attained the high degree that American
a8 reached. This is natural as these states lack

tter of background and business instinct of 1its

tTne hankruptcy laws uniformly place foreign capital

vantage as compared to;domestic but this likewise
xpected. It 18 however a true disadvantage from
oint of'the investor,in»briyate South-American

» This fact-is not extremely'pertinent‘to our

that we do not contemplate the ‘commitment of

unds in private enterprises..' |

toms of the country are a more serious consideration.
ssible to evaluate this situation exoept.in the

he Character of the people themseives;'1South
zsits early deve10pment to the Spaﬁzards. The
sses of today carry this same strain. They are
aggressive (in a certain way), given to political
nd are not of the commercia1 type. . It is far
factory to this type of indiyidual to acquire

ough accession than through consistent, plodding .

/
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The foreign influence that ha’s been most

effective in the deve10pment of the country is the later .

‘influx of tie
» ' This

commercial Buropean.

foreign conStituency is even today:gfeatly

in the'm1n011ty, The native Indian, the'black'and the

mixed breedﬁ make up what we usually call "the people" of ..

the country.

These pe0p1e are fob the most part illiterate,f

-indolent, wilthout ambition of any kind.and not susceptible

to either scciallof’industrial‘education and development.

Considerable numbers of them are semissavages,

Thils

condition of popnlation is one of the most

serious'disaivantages and dangers ffom the standpoint of the

investor, Not only is the capacity for development thus

{

limited but we find the great body of business custom which

' makes for financial stability'lacking. In these respects

the South American states haVe a long, 10n57P0ad'yet to

travel. It will be very difficult for them to get extensively

' beyond the eitractive stage. It will be years before the

labor handiCcp can be_widely overcome to permit of 1industrial

: deVelopment and growth.

Nowrere in South America can taxation be dignified

Awith the title, system. The nearest approach to such a

conditionpis to be found in the reliance of Chili on her

‘nitrate export tax. The effect of taxation on domestic.
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) industrv'has not‘as'yet been‘serious, due to the rather
universal reliance-upon;indireCt taxes. _HOWever,’nrosperity
in—anylparticuiaruliné‘issSurefto attract attentionSOf |
'~ fiscal officers, There has been some indication of &
-policy of granting'relief'tO»foreignvcapital.engaged-in
.internaivdevelopment.' It has never»attained the importance

Aof a'definite policy and can only be considered as an

indication.| In -this. respect 1t may be well to call attention.

_tothe'posiﬁion of foreign capitalaengaged in the nitrate and
copper industries.1 These induStries.are controlled hy

" American ani‘European interests, and_the'SOUth‘Americanr
state has n)tvhesitatedfto saddle uponithem‘the burden of.
1ts maintenance.( So far, the nitrate industry has béen able
to pass this burden along to the conanmer. ﬁeai’competitiOn-

would make another matter of this- condition, however. We:

have been'speaking of-taxation indications. Nothing-couid
be more significant ‘than this attitude toward the nitrate
vindustry.

’Fron the~ooint of-view of-thehinvestor}in’i:
‘South American5obligations‘that depend for their worth upon
Vrevenue from taxatlion the‘Situation~is evenfless favorable.v
This type of obiigation practicallybdominates the field of
South American securities available to the average American
.investor.' Many of these states have been piling up a deficit

for years and even.those than have not'in the past greatly-




.experienced this difficulty are now having troubles.,

l|
Those states which have a fairly clear past record owe

their fortmnate position to some condition such as the

nitrate monOpoly of Chili, Here in the United States we

|
have come ﬁo recognize the transient nature of mon0poly

advantage ﬂo the investor. There is no reason tovbelieve .

_that South American conditions make-for exceptions in this

l\ -

respect. ‘National revenues, or more exactly. the lack of

them, islthe second great argument ‘against the South
l .

American bond.
The financial record of most of these states 1is

~ eloquent evidence of- this statement. It is exceptional to
. . }l E
find among them one that has not experienced debt repudiation.

Not only have they repudiated once, but in many . cases several

‘times. Some of these defaults are. recent experiences. The
. lv
advocate of South American credit holds up to view the - honor

with which these dcfaulted obligations have been met., All

credit where‘it is due. Never«theuless we would be worse
1

than careless were we to fail to note that invariably this

h

payment of debts past due has not been the result of a

" pricking South American consciencebut rather the realization
on the part of the. creditor that it was good policy to
protect the original commitment through a further, tho
lesser, extension of credit in an endeavor to escape a total
loss. To pu& it otherwise, we have noted that where these

payments have been made, they were not effected thru -
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economy and sacrafice, not thru the shouldering of a burden

\manfully, but rather thru the temporary and obvious expedient

of further porrowings. The evil day was admitted in exchange

for an extension of time, » ci

There is no- more Spectacular element of weakness on

the. part oﬁ these states of the southern hemisphere than
" their vacillating currencies and questionable banking systems
and facilities. In the banking field over~expansion has been

' the ‘rule, The universal salvation of the banks has been the

I

considerable foreign element among them. The condition of
i

the currencies With their daily fluctuations tracable to an
inadequate gold Ssupport ‘1s one of the greatest problems yet
I

'tobesMNw.’

!
The:countries' resources ‘lend themselves well to

'
'1

an extensive foreign trade.’ The situation is somewhat

N
‘analogous t0!the relationship which existed between Great
Britain and the United States an hundred years ago. South

America has raw materials in excess of her own needs.

In
_exchange for them she receives the manufactured articles that

“she can not herself produce. Unlike the abovenmentioned

parallel South America has neither a people nor a b
that will: makp

ackground
for a deve10pment similar to that this

country experienced as a res
. |l

ult of such interchange.

ThisI then, is in detail the situation we have

'already styled as unsatisfactory from the investment

The solution seems as far off ‘as the millennium.

———
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There 1s one more element to be added to it

neady considered the attitude of our country
=ign capital commitment entanglements and the

ch this attitude must of necessity have upon the_

- the: advisability of making these commitments.

shere 18 but one . conclusion to draw from the

foregoing summary, and surely that conclusion is not

favorable to Bouth American capital commitment on the part

of the average investor.

General Conclusions = The

L

l .
We have anall
for him an fi

average inve

inVestment

expansion ok this stable foundation.

lacks in abi

commitment W

domestic inv
Further, ag
'of.greater €
to accept,
is such'as t

type .of comm

As

the conclusi

e have defined the "average"

foundation,

Solution of our Problem
American investor.
yzed his investment needs, We have constructed

nvestment plan. The investment needs of our.

stor make essential not only an ultra-conservative

but also conservative care in the
our average investor
1lity to analyze the commitment, The foreign
e find more diffiCult of analysis than'the

estment of comparable . security and equal yield.

a class - South Ameri can securities are pesessed

lements of risk than our investor can afford

And finally,

the attitude of our home government

(o} make questionable the desirability.of this

itment even tho it were otherwise satisfactory.

a result of the foregoing considerations it 1is

on of the writer that the average American
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investor is not Justified in investing in -the South .American -

"_securities that are so frequently being offered him in the

_markets of|t

And.this is our_conclusion.

he United States.

We found that the

’problem of investing may readily be divided into three- parts'

one, the analysis of investment securities, two, the analysis

of the 1nvestment needs of the individual, and three the

bringing together of the proper investor and a suitable

investment.

consideratian to be almost on: that indefinable

borderline

,oetween investment and speculation.

Analysis showed the type of commitment under
broad -

Analysis

ur investor to be an individual of small- means,

_ little investing ability, whose first need is‘safety, and yet

whose natural make up -required the stimulus that results from

liberal yiel
this type of individual.

the investne)

paper cannot

Th

our thesis i

d. This surely is not a suitable commitment for
The solution of the third ‘part of
nt problem is confined to fields with which this

concern 1tself.

Apd In Addition «ze

1s paper is finished, our purpose is accomplished,

8 complete,. And yet, the writer feels called upon

'to add another paragraph to provide an anti~climax.'

In

I believe‘that the day will come when we Americans

so far as investing in South America is concerned

Ourselves,_shall become extensive investors in our sister

as we style‘
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success and
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1nyestor, an
- will be bett
It will be s
that.element
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'the south, I believe that much of the future
prosperity of this great nation 1nvolves the

of markets across the equator. I believe that
1b1e and that the ‘end will justify the effort.
to be brought about? The solution lies in the

stment trust, Someday that type of organization

o the,Amerioan 1nvestor'§ yes, ‘the average

v inyestor = a type of monetary commitment that
er sulted to his needs than any he now can find.
ecure, most satisfactorily so. It will contain
of romance_which the American bﬁsiness_man 80 |
» And, lastly, it will spell the eternal. pros-
is nation-andtof the Latin American states.‘ I
=ry much to discuss this question, like to tell
=lieve to be the reason the Edge Act Banks ‘have.

'S reSpect. But that is another story, it is not

-a part of this. And yet, just as a thousand and one other

~ things we cannot treat of here are a part of this great

~ problem of Arn

erican investment, Ticould do no-

80 is this,

less than men

¢

tion it as a possible solution.

The End.
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