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THE OBJECT OF THIS BOOK. 

U pwards of a quarter of a century of actual 
work among investors and their investments 
has proved to us that the only means for 
insuring permanent investment success con­
sists in the adoption of a true and systematic 
method of averaging investment risks. How­
ever carefully any single investment may 
be investigated prior to its purchase, and 
however desirable from every point of view 
it may seem at that time, yet its future 
progress always remains an uncertain and un­
ascertainable quantity. The history of stock 
market fluctuations proves that there is no 
stock in existence, the future realisable value 
of which is ascertainable with certainty ; 
hence it is impossible to eliminate the in­
dividual risks attending the purchase of any 
single investment. 

This fundamental principle having been 
established, it naturally follows that the only 
method by which investment success can be 
made permanent is to insure against this un­
certainty in the realisa ble value of any single 
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security. It has been theoretical1y and prac­
tically proved that by splitting up invested 
capital in equal proportions among a number 
o:f investments si1nila,r in q_uality, yet whose 
price movements are all governed by different 
infiuences, a combination o:f investments is 
obtained in which a fall in the realisable value 
o:f a portion of them is simultaneously counter­
balanced by a rise in the realisable value of 
another portion of them, and that in this way a 
true balance of values is established. 

This system of investment poise and 
counterpoise is known as the system of 
Geographical Distribution of Capital. Just as 
a carefully studied system of averages elimin­
ates all taint of gambling from a sound system 
of insurance business, so a sound system of 
averages, based upon the Geographical 
Distribution of Oapital, reduces toa minimum 
the taint of speculation from the act of invest­
ment. From their very nature, insurance and 
investment are both highly speculative trans­
actions, which can only be raised to the 
dignity of solid business by a carefully con­
structed system of averages. 

By means of this system of Geographical 
Distribution of Oapital every investor, who 
has quite made up his mind what his real 
investment object is, can, from the very outset 
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of his career as a capitalist, arrange his 
stocks in such a manner that the results 
obtainable therefroin become almost a 
certainty; whilst investors who have hitherto 
failed to attain their investment objects 
can so rearrange their holdings that they 
are likely to be more successful in the 
future. 

In this book are set out and explained the 
fundamental principles of the Geographical 
Distribution of Capita],; whilst the general 
principles, which should guide every investor 
in the selection of his individual holdings, are 
discussed in its companion volume, "How To 
MANAGE ÜAPITAL." 

Having once systematically arranged his 
Investment List, it becomes essential for the 
investor to follow up and examine the progress 
of his holdings. For this purpose we publish 
the " lNVESToR' s YEAR BooK," as well as a 
monthly publication entitled the "FINANCIAL 
REVIEW OF REVIEWS." Lastly, we publish an 
Account Book, known as "HARLEY's INVESTOR's 
AccouNT BooK," by which a clear record of an 
investor's financial transactions may easily be 
kept in accordance with the principles of 
Geographical Distribution. 

All that is now necessary to enable an 
investor to command success in his investments 
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is that he shall put into practice the lessons to 
be learnt fron1 these publications. 

For the reason that Trustees and others 
interested in the investrnent of Trust Funds 
are, by various Acts of Parliament, lirnited in 
their selection of securities, we have published 
for their special guidance another book entitled 
The Investment of Trust Funds. This book 
explains how testators and other founders of 
trusts may draw suitable instruments of trust 
for the guidance of their trustees, and also 
how trustees, when called upon to act, may 
best employ the capital committed to their 
care, so that it may yield both the largest 
obtainable income and also exhibit that 
stability of realisable value which is the 
very essence of Trustee investment. 

Our Oornpany was founded twenty-seven 
years ago for the purpose of assisting investors 
in the management of their capital, and our 
publications owe their existence to the success 
which we have attained in accornplishing this 
object. 

Tim lNVESTMENT REGISTRY, LrMITED. 

(Established 1880). 

2, Waterloo Place, 
London, S. W'. 



CHA.PTER I. 

ON INVESTMENT RISKS. 

lNVESTMENT is the act of laying out money with 
a view to keeping it safely, and at the same 
time securing an income from it. Two distinct 
objects being aimed at by the act of invest­
ment, there are naturally also two separate and 
distinct risks attached to it, narnely, the risk 
attendant upon Capital and the risk attendant 
upon Incorne. 

All investments fluctuate in value, and 
there is hardly an investment in existence 
which rnay be relied upon with mathematica! 
certainty to realise without any diminution the 
exact sum originally laid out in its purchase. 
There is, however, a large number of invest­
ments which may he absolutely relied upon as 
regular and uniform income-producers, so that 
the main difficulty of investment lies in keeping 
the original capital sum intact. 

Not only is the safety of capital attended 
by the greater risks, bat, in addition, it con­
stitutes the cardinal guestion in the consiclera­
tion of the safety of an investment; because, 
so long as capital re~ains intact, any diminu-

B 2 
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• 
tion in income is reparable, whilst to attempt 
to maintain the original standard of income 
with a reduced capita! sum is a difficult and 
frequently a hazardous proceeding. 

In recent years it has been quite easy to 
construct a very safe investment list to yieJd 
4~ per cent. per annum on an average, but it has 
never been easy very greatly to increase this 
yield with due regard to capital safety. Now, 
suppose .;f,10,000 had been invested to produce 
.;f,450 per annum, and this income had dropped 
20 per cent. to 5.'.,360, but the capita! value had 
remained intact. In the following example, 
taken from actual experience, this condition of 
affairs is very nearly approximated, thus :-

BouGHT IN 1892. 

.f,2,000 Barry Railway Ordinary 
Price . 

Annual 
Income. 

at 203. Div. 9½ per cent. . .. f.,4,060 ... f.,190 
.f,2,500 Queensland 4 per cent. Stock 

at 103 2,595 92 
60 shares Union Bank of Australia 

at f.,57 a share. Div. f.,3 a share 3,420 180 

V ALUE lN 1897. 

.f,2,000 Barry Railway Ordinary 

!,10,075 ... ;!:,462 

Prlce. 

-
An11ual 
Iocome 

at 291. Div. 10 per cent. .. . ~5,820 ... .t200 
!,2,500 Queenslarnl 4 per cent Stock. 

at 113 2,825 92 
60 shares Union Bank of Australia 

at f.,29 a share. Div . .tl¼ per share 1,740 75 

füü,385 ... i.367 ............ 
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In such a case as the above the investor 
would simply_ sell his holding of stocks and 
re-invest again on the same easy and safe 
basis from which he started. His position 
would have remained unchanged, and his 
unimpaired ;l:,10,000 can nearly always be 
made to yield 4½ per cent., or ;l:,45.0, with safety. 
In fact, investment lists, whose income yield is 
less than 4½ per cent., can, save under excep­
tional conditions, always be brought up to a 
4½ per cent. basis without disturbing their 
capital safety; indeed, in many cases the 
capital safety can be increased. 

But, supposing that both capital and income 
had dropped 20 per cent., and the realisable 
value of the stocks held had fallen to 18,000 
and the income to 1360, then the case would 
be serious indeed. 'l'o produce i450 per 
annum on lS,000 necessitates an investment 
which yields over 5½ per cent., and to make 
up the capita! to its original amount means 
dispensing with income entirely for a period 
of four years; both of which are unsatisfactory 
contingencies. 

The position which we have here illustrated 
has recently arisen in the case of some of the 
finest British investments, as many of our 
readers are unfortunately aware by their own 
actual experience ; we will therefore not 



4 

enlarge on it further, hut we will confine 
ourselves to the question of the two classes 
o:f Investrnent Risk which rnay be- defined 
as follows :-

1.-Dirninished Oapital.-This disaster 
cannot be repaired out of incorne except 
with great difficulty, and in any event such 
a calamity must result in impaired capital 
safety, i:f the original rate o:f incorne is to 
be maintained. 

2.-Diminished Income.-'l'his minor 
investment inconvenience can always be 
rapidly remedied if capital still retains, or 
has irnproved upon, its original value. 
In other words, Oapital is the tree, 

Income is the fruit. The welfare of the tree 
must always be the first consideration. In­
vestors will do well to permanently fix the 
above axioms in their minds, and to be guided 
by ihem in all investment questions. 

Having fully grasped the all-pervading 
importance of capital, our readers might now 
jump to the hasty conclusion that successful 
investment simply resolves itself into being 
contented with a very moderate income and 
investing in nothing but the finest securities. 
Unfortunately, however; the quality of the 
investrnents held is not sufficient in itself to 
ensure capital safety. 
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.Amongst Stock Exchange securities the 
British Trustee stocks are rightly considered 
to be the soundest type of investment. In 
this book we deal with stocks and shares only, 
and therefore we here leave all other forms of 
investment out of consideration. In spite, 
however, of their individual merits, an invest­
ment made in 'Trustee stocks in 1896 and 
realised in 1903 would· have produced a 
result similar to the following :-

Bouam IN 1896. 
f-1,500 Birrninghmn Oorporation 3½ per cent. 

stock at 131 . . . . .. fü,965 
f-1,300 London & North Western Railway 

4 per cent. Preference at 160 2,080 
f-1,600 Southern l'IIahratta Railway 3½ per 

cent. Guaranteecl at 129 2,064 

f,6,109 .......... 
VALUE IN 1903. 

f-1,500 Birmingham Corporation 3½ per cent. 
stock at 104 . . . . .. fü,560 

f-1,300 London & North Western Railway 
4 per cent. Preference at 125 1,625 

,ü,600 Southern l'IIahratta Railway 3½ per 
cent. Guaranteed at 104 1,664 

f-4,849 -Loss ... fi,260 .......__ 

We should explain that the prices quoted 
in the above tables do not represent the full 
extremes of fluctuation during the period 
under review. Had we attempted to stretch 
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our illustration to its full possibility, we could 
have shown even a more calamitous loss than 
xl,260 upon x6,109, the original capital 
Slim invested. So that, without in any way 
straining our illustration, we are able to depict 
a loss of rather more than 20 per cent. 
upon three Trustee stocks, each of which 
seemingly represents interests widely differing 
from those influenci:û.g the other two. 

N ow, if so deplora ble a result as this is 
produced by the purchase of three stocks 
which are supposed to represent all that is 
most solid in English finance, it would seem 
that there is just as much fluctuation in a 
liltock with a gilt edge as in a sound stock 
not so adorned. Briefly, the tabular results 
displayed above conclusively prove that 
capital safety is - not arrived at by merely 
forrning a combined Investment List of stocks 
of unquestionable individual soundness. It 
therefore follows that in order to achieve 
stability of capital an Investment List must be 
endowed with some other characteristic in addi­
tion to the intrinsic merit of individual stocks, 
if the investor is to ensure capital safety. 

But before we begin the discussion of this 
further requisite quality, let us first establish 
the simple rudimentary principles which must 
be the foundation of all successfol investment. 
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To begin with, the danger is obvious of an 
investor confining his purchases to one stock. 
In such a case he would be staking his 
accumulated wealth on the fortunes of a single 
security, and on any serious depreciation over­
taking the stock of his choice his loss would 
be considerable. Further, he would be reduced 
to the vexatious position of having no other 
practical course open to him than to wearily 
nurse his crippled investment in the vague 
hope of its ultimate recovery. A prudent 
investor will therefore split his capital up 
among a variety of investments. The number 
of investments which would best suit his case 
depends entirely upon the amount of capital 
of which he is possessed. Thus, with a capital 
of .tl,000 to invest, three stocks might suflice, 
whilst with . .t5,000 capital, ten stocks would 
be requisite. Later on in this book we shall 
lay down a very aefinite scheme for the 
scientific sub-division of capitals of all sizes. 

The iclea of investing capital in a variety 
of stocks is to prevent any financial disaster 
adversely influencing more than a small portion 
of the total capital. Therefore, to select two 
or more stocks whose price fluctuations depend 
on the same influences would be to defeat the 
whole scheme of distributing capital. So that 
not only must capital be sub-divided among a 



8 

number of stocks, but care must also be taken 
to select for the purpose stocks which are 
susceptible to as widely divergent influences 
as possible. 

So far we are afraid that we must appear 
to he rather gloomy c01msellors with a tendency 
to harp upon disaster. But if an investor will 
only .first safeguard himself against serious 
loss, the rest of his investment career presents 
no very great difficulties. There is, for 
instance, a bright side to the distribution of 
capital, because an investor would require to 
be exceptionally unfortunate if among the 
variety of securities which he held he <lid not 
possess some stocks which improved in capital 
value or in income-producing power, or in 
both. In fact, the whole system of splitting 
up capital, in the manner in which we advocate 
in this book, is based upon the selection of 
stocks in such a ,yay that the resultant influence 
affecting them as a whole must tend to 
be a beneficia! one. In other words, not 
only will -the losses be counterbalanced by 
profits, but the profits will so outweigh 
the losses that the investor will steadily 
increase the realisable value of his Oapital as 
time goes on; and with the increase of Oapital 
Account we have already shown that an 
improved Income follows as a matter of course. 
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As a general rule investors distribute their 
capital in a haphazard sort of way. They will 
buy 5.:100 worth of one kind of stock and 
.;tl,000 worth of another. This is fatal to a 
successful counterbalancing of profits and 
losses, for :-Capital mu8t not only be split up 
anwngst 'tarious investments, but these divisions 
of capital must all be of eq_ual o1'iginal cost. 

The idea of distributing capital amongst a 
variety of investments is that the movement of 
one division of capital may counterbalance the 
movement of another division. Clearly, then, 
if this system of counterpoise is to prove of 
practical value, the weight of the several 
adjusting divisions of capital must be 
identical. For instance, suppose that .;tl,000 
had been unequally invested in two stocks, their 
casts being .;t800 and !-200 respectiYely, and 
let us further assume that the investor 
judiciously selected two stocks which repre­
sented two widely differing investment risks, 
and that one stock was adversely affected 
whilst the other improved in value. Now, if 
the .stock which represented .;t8QO of his 
capital fell five points and the other, in which 
he was only interested to the extent of .i'.,200, 
experienced a precisely similar rise, the 
investor would lose .;f,40 over the first and, as 
a set off to this, he would only have made a 
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profit o:E .:f,10 over the second. He would thus 
be ~30 out o:E pocket over the joint transac­
tions, and his capital distribution would have 
failed in its object. Whereas, i:E he had 
invested .:f,500 in each stock, then the loss on 
the first stock would have been counter­
balanced by the profit on the second, and his 
capital distribution would have proved its 
practical utility. 

Of course, the point might be raised that 
supposing the respective movements of the 
two stocks had been exactly reversed, and the 
.:f,800 investment had risen and the .:f,200 
investment had :Eallen, in such a case the very 
irregularity of the distribution would have 
contributed to an increase of profit. But 
this result of an unsound investment policy 
in no way disproves the :Eact that unsound 
investment policies invariably result in a final 
catastrophe. Unequal investment of this 
nature, where the result is left to chance, is 
nothing more than speculation. In :Eact, a pur­
chase of securities as in the illustration gi ven 
above is not an investment at all; as far as 
.:f,600 o:E it is concerned, it is a speculative risk 
ágainst which no provision has been made. 

The main object o:E sound investment is to 
Sa:Eeguard capital against loss, and this object 
can only be attained by a re:Eusal to jeopardise 
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capital for the sake o:E a possible profit. The 
purpose o:E this book is to supply our readers 
with a sound system of investment and not 
to encourage them to risk their capita! in 
speculation. 

In the above example it will be noticed 
that the movements o:E the two stocks were 
o:E similar extent, that is to say, they both 
fluctuated five points, so that their width o:E 
fl.uctuation was identical. Now, when com­
paring the characteristics o:E different stocks, 
it is important to remember that stocks 

-resemble or differ from one another in sound­
ness, in dividend-productiveness, and in width 
of fluctnation. 'l,heir limits of fl.uctuation 
constitute a very material difference between 
stocks ; and o:E two stocks, both subject to 
precisely the same market influence, one may 
rise or fall five points as the consequence of a 
given event, whilst the other may move only 
two points in response to the samo influence. 

The safety of Capital is obtained by dividing 
it ( I) equally among a number of .sound 
stocks (2) of identical quality, hut (3) every 
stock held must be subject to an entirely 
different market and trade influence. 

In selecting stocks of identical quality, the 
average annual fluctuations over a period of 
at least three years should be compared. It 
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often happens that a stock either gradually 
improves or deteriorates in stability in direct 
ratio with an improvement or a deterioration in 
its desirability as an investment; :for example, 
the average annual fluctuation of Grand Trunk 
Rail way Second Preference Stock in 1901, based 
on the preceding three years, was a bout 30 per 
cent. ; whereas the average annual fluctuation 
at the present time, based on the last three 
yean;, is under 10 per cent. In such case the 
stock must be treated as if it were a new stock 
which has not yet found its proper market 
position, and, to minimise the element of 
chance, it should be avoided until the per­
manence of the average annual fluctuation of 
the stock, at its altered level, can be appreciated 
at its true limits. 

Again, in selecting stocks that are subject 
to different market influences, it must be re­
membered that the chief market for any 
particular security is liable to transposition. 
By market influence we mean the infl.uence 
created by the general investment conditions 
obtaining on the Stock Exchange in which the 
stock is mainly dealt in. Thus, a few years 
ago a number of the bond issues of American 
Rai~ways were chiefl.y held in this country, and 
the principal market for them was accordingly 
the London Stock, Exchange. But, owing to 
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the growth of American wealth, nearly all 

these securities are now held by the Americans 

themselves, so that Wall Street is now the 

chief market, and the influences affecting \Vall 

Street will control the prices of American 

Railway Securities. 
Bearing these factors in mind, the above 

rule em braces all the knowledge which is 

rcquisite to enable anyone to invest safely 

and profitably in stocks and shares, and if it is 

closely observed, in scarcely any event can 

capita} be exposed to danger. 
Bnt the investor must elearly understand 

that the observance of any part of the rule will 

avail him nothing if he is unwise enough to 

disregard the remaining portion,_ The efficacy 

of the rule lies in the rnutual support which 

its component parts lend to each other, and, 

:finally, it is their cornbined sustaining power 

which preserves the equilibrium of capital. 

In the early part of this chapter we gave 

an illustration of the result produced from an 

investment in three British Trustee stocks, 

viz. : Birmingham Corporation Stock, London 

and .Korth ·western Railway Company Deben­

ture, and Southern JVIahratta Railway Company 

Guaranteed Stock. vVe there saw depicted a 

loss of rather rn.ore than 20 per cent. on t.he 

original cost within a few years from the time 
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of purchase. In that case only two out of the 
three cardinal points, contained in the rnle we 
have just set out, were followed. The capital 
was evenly divided over three first-class 
stocks ; the prices of these stocks were identical 
in width of fluctuation ; but they were all 
subject to the same market and trade in­
fluence; in other words, they were all subject 
to the general investment conditions obtaining 
on the London Stock Exchange as well as to 
the géneral trade conditions ruling in Great 
Britain ; for all Trustee stocks are alike in 
this respect, that they are almost solely held 
in this country. This one defect was sufficient 
to nullify the rest of the precautions which the 
investor had taken. 

In this case the loss was due to the 
disregard of the same essential to sound 
investment as is neglected in all investments 
which consist exclusively of British stocks. 
And this same defect is responsible for all 
the· losses which are made in investments of 
this type. 

N ow, having detailed the dangers which 
assail capital, we will next consider the risks 
attendant upon the safety and regularity of 
income. Income is paid out of revenue. In 
the case of Government and Oorporation stocks, 
revenue is derived from rates_and taxes raised 
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by the borrower ; 1:mt, in the case of stocks and 
shares of other types, revenue consists of the 
nett incorne earned during a given period. 

The safety of re....-enue deriYed frorn rates 
and taxes Ü, estimated from officially published 
statistics which are accessible to alL The 
earnings of companies are published in thcir 
annual balance-sheets, copies of which are also 
obtainable in most cases. In Hou,. to Manage 

Oa,pital we explain how investors, by rneans 
of the statistica! information, can appraise the 
income safety of every investment almost at a 
glance, and we will, for this reason, here sirnply 
state the main rules for estimating ineorne 
probabilities :-

1.-Incorne is safe from Railway and 
Industrial Debentures and Preferences when 
the Company has a large surplus income 
rernaining after satisfying these obligations. 
The safety of income derived from Govern­
ment and Corporation Loans mainly 
depends on the politica! and :financial 
honesty of the indiviclual Government or 
Corporation, and must, therefore, be gauged 
by past records, taken in conjunction with 
the budget and revenue rnturns. If a 
Government or a Corporation has met all 
its obligations without failure or delay for 
a period of ten years immediately preceding 

C 
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the date of investment the income may tJe 
regarded as safe. 

2.--The safety of income derived frorn 
Ordinary stocks and shares depends upon 
the amount of surplus revenue remaining 
after satisfying all prior charges and paying 
a dividend on the Ordinary stock. Such 
surplus is either carried forward to the 
next dividend period or credited to the 
company's reserve fund. 

But when calculating the dividend proba­
bilities of Ordinary and Deferred Ordinary 
capital, which rank for dividend after satisfying 
all prior charges, it must ·be remembered that 
such calculations are exceedingly hazardous 
and partake somewhat of the nature of 
prophecy. Some companies after paying 
regular dividends for many years have had 
their career of prosperity brought toa sudden 
end through some trade dislocation, through 
some change in the national habits of life, 
through an increase in competition, or through 
some other event which it was impossible to 
foresee. Then, again, other companies after a 
period of harren years, during which they 
have not distributèd nny dividend arnong their 
shareholders, have suddenly opened up a new 
avenue of trade, and consequently have 
developed into regular dividend payers. But 
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even in the case of the most prosperous con­
cerns, dividends on Ordinary and Deferred 
capital are so wholly dependent upon the good 
or bad business clone by the company that 
di vidends deri ved from ca pi tal issues of this sort 
are never quitefree from a taint of speculation. 

So that investors who desire to receive a safe 
and regular income must eschew Ordinary and 
Deferred stocks entirely, and also every type 
of prior charge which does not show a large 
surplus of revenue beyond its own imlividual 
dividend requirements. '!'here is a large 
number of stocks and shares lmown on the 
London Stock Exchange which are so well 
secured from an income point of view as to 
practically preclude the possibility of any 
irregularity or reduction in dividend pay­
ments. It is to securities of this class that 
every investor, who aims at stability of income, 
should confine himself. 

It is, of course, possible to average income 
risks by splitting up the capital to be invested 
amongst a number of securities paying large 
di vidends and by setting aside a part of this 
large income annually to cover possible future 
contingencies. This plan is followed by many 
careful investors, who thus manage to make a 
large and fairly stable income. 

c2 



OHAPTER II. 

WHA T INFLUENCES THE REALISABLE 

VALUE OF STOCKS? 

IN writing this chapter we have assumed that 
the reader is a1ready acquainted with the 
various types of stocks ·which are in existence, 
and that he knows how they respectively rank 
for dividends and how they compare with one 
another in soundness and desirability. These 
points we have fully explained in How to 

Manage Capital, which is the companion 
volume to the present book, and we need not 
repeat the explanation here. In the previous 
chapter we showed that in the selection of a 
stock for investment the chief characteristics 
to be considered are :-

1.-'I'he capital security which it affords. 
2.-Its income-producing power. 

These two questions have at all times 
received attention from all cautious investors, 
but their investigations have rarely extended 
beyond these two points. vV e now intend 
to explain the existence of a third in:fluence, 
which is eveu more potent than the other 
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two, particularly in the case of gilt-edged 
and other low-yield stocks, in the control 
which it exercises over the realisable · value 
of securities. 

That a third influence o:f some sort does 
exist is easily capable of demonstration. Let 
us take an irredeemable Trustee Debenture of 
an English Railway paying á fixed rate of 
interest. Here we have an investment which 
is so fully secured as to capital and income 
that its value would be incapable of fluctuation 
if there were no third influence to consider. 
For example, the perpetual 41 per cent. 
Debenture of the London, Brighton & South 
Ooast Railway. 

This Debenture stock can never be paid 
off without the consent of the Debenture 
holders; no new capital charge can ever be 
created to rank in front of this Debenture. 
The Debenture is fully secured by mort.gage 
upon a railway the total value of which 
is seven times larger than the total of this 
Debenture issue. The Debenture interest is 
at the fixed rate of 4½ per cent., and the 
nett earnings of the line are sufficient to pay 
this annual interest nearly seven times over. 

It is obvious, then, that both capital safety 
and income productiveness admit of no ques­
tion in the case of this Debenture, which can 
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neither be materially influenced nor its value 
altered by the variations which occur in the 
annual earnings of the Brighton Railway 
Oompany. \V ere these two points then the 
only influences upon the price of the Deben­
ture, its quotation must remain permanently 
unaltered year after year; whilst, as a matter 
of fact, ;;i:,100 nominal of the London, Brighton 
& South Coast Railway 4i per cent. Perpetual 
Debenture possessed a realisable value of 
;f,180 in the year 1896, and yet in the year 
1904 the same quantity of the same stock 
was worth no more than ;;i:,134. Here, there­
fore, we have a practical example of an 
investment of a seemingly unalterable quality 
depreciating 46 points, or one quarter of its 
total value within the period of a :few years. 

Neither is this example in any way an 
isolated one, for we publish a chart in The 
Inveshnent of Trust Funds showing how a 
number of precisely similar securities depre­
ciated toa like extent during the same period. 
Not only does this chart show that the depre­
ciation in these stocks was identical during a 
period of years, but it also exhibits with 
startling clearness that the movement of each 
stock in the group, during each year, was 
reflected by the movements of all the other 
stocks, and finally, of course, of the whole group. 
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There is abundant and conclusive evidence, 

therefore, that there .was some third force 

at work altering the values o:f these apparently 

unalterable securities, and that this force is 

universal and equable in the influence which it 

exercises. We have already called this third 

force the " Market Influence " ; that is to say, 

the influence which is prevalent on the Stock 

Exchange where the securities are either 

solely, or mainly, dealt in. In :fact, the force 

o:f any market influence on any stock may be 

said to be in direct propmtion to the extent 

in which the particular Stock Exchange 

controls the stock. Thus, on Consols, British 

Trnstee Stocks generally, and on the majority 

of British Industrial Securities, the influence 

for the time being prevalent on the London 

Stock Exchange has full force; whereas on 

Argentine and other South American issues 

it plays a • much smaller part, the influences 

prevailing on the Stock Exchanges of the 

issuing countries themselves, as well as those 

on the Paris, Berlin and New York Exchanges, 

bearing their proportionate share in this third 

force of the Mar ket Infl.uence. We will now 

trace shortly the chief factors that cause 

variation in the nature of this all-powerfol 

infl.nence which· a large number. of investors 

have hitherto not sufficiently appreciated. 
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The dominating force which controls the 
realisa ble value of all stocks and shares 
principally held in any one country is the 
spending and sa ving power of the people of 
that country. The extent of this spending 
and saving power, again, depends upon the 
state of trade of the country. 

The reason for this is that whenever trade 
is good the earnings of the money-saving 
classes exceed their immediate wants; they 
therefore board their surplus earnings. Prn­
cisely as these surplus earnings increase with 
good trade, so do they d windle during periods 
of trade 2epression. Thus the saving power 
of any nation entirely depends upon the pro­
ductiveness of its trade. While trade con­
tinues to be acti ve, a large portion of these 
surplus earnings finds its way back into trade, 
the effect of which is to further augment the 
gross earnings and th us again add to the 
savings; and so on the whole time of the 
trade boom. As soon as trade begins to 
slacken, and requires less capital to keep it 
going, these accumulated savings are set free 
and an investment outlet has to be found for 
them. 

In addition to the savings of traders there 
are the savings of a large. number of pro­
fessi9nal p~o_ple. The ::imount of money whiçb_. 
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this class is able to put by is influenced, to a 
predominating extent, by the state of trade 
of the country; for the members of this large 
class are only in a position to invest part of 
their earnings when the latter exceed their 
daily wants. To the great majority this is 
only the case when trade is good; hence they 
seek an outlet for their savings at a time 
when the public at large can afford to be 
considerable spenders. 

Nowadays the greater part of every nation's 
savings is invested in stocks. It therefore 
follows that towards the close of a trade 
boom there arises a constant and increasing 
demand for stocks to serve as receptacles for 
the nation's savings, whilst. when trade is 
depressed for any length of time this demand 
for investments first slackens, then entirely 
ceases, and is finally succeeded by a small 
tricl(le of realisation, which increases in 
volume until the next trade boom is well 
in hand. 

In this way the fl.oating supply of stock 
prompt]y satisfies any few chance buyers who 
may be about in bad times, and then the 
surplus supply hangs over the rnarket and 
seriously depresses prices. The whole ques­
tion simply resolves itself into one of supply 
ap.d demand ; so that stocks are steady in 
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normal times, in active demand with rising 

prices after a spell of good trado, and in 

excessive supply with drooping prices after 

a spell of bad trade. 
The country's course of trade is, therefore, 

the dominant factor causing the variation in 

the nature of the Market Influence. Bat 

there are one or two minor factors ( though 

they are intimately associated with the course 

of trade) which temporarily enlarge the out­

let for the savings of the nation, and so 

compete with the demand for existing stocks; 

for the demand for loans may rise to such a 

point that it is more profitable to deposit 

with the Banks or lencl to traders than to 

receive interest from stocks. Thus the 

demand for stocks is temporarily delayed. 

Furthermore, there may be a sudden increase 

in the supply of stocks, caused by trade 

expansion, over-production, wars, and other 

similar conditions. If such securities are issued 

to more than the normal cxtent, the supply of 

stocks becomes greater than the demand, so 

that in order to compete successfully with older 

securities new securities are offered below 

their comparative value, and the prices of the 

existing stocks are thereby depreciated. 

vVe have now outlined the main factors 

which influeuce the ratio of investmeut 
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supply to demand in any one country. It 

will be seen tbat they are all factors which 
exercise an influence that equably affects all 
the stocks of any one country, yet which must, 

of necessity, differ in different countries. The 
resultant force of these various factors we 

have called the "lVIarket Influence," of which 
the dominant factor is the course of tra de of 

the country in which the chief market for the 
stock is situated. 

So strong is this influence upon the 
realisable valne of stocks that it is capable 

of entirely nullifying the effect which the 
individual improvement in a security would 

otherwise have had upon its current market 
pnce. 

This fact is very strongly brought out in 

the case of the Taff Vale Railway Ordinary 

stock. In 1898 the average price of this 

stock was 79 and the dividend it paid was 

1¼ per cent. ; in the year 1901 the dividend 
had been increased to 3¼ per cent., but the 
stock had fallen to 71 ; again, by 1904, 

the dividend had further improved to 

3i per cent., yet in this year the price of 
the stock touched 68. Briefly, as the Taff 

Vale Ilailway Ordinary dividend steadily 

increased, the price of the stock steadily 

diminished. 
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The reason of this seemingly contradictory 
movement was that the Taff Vale Railway 
Ordinary stock, being a British security whose 
market is entirely in this country, was more 
dependent for its price fluctuations on the 
trading and financial conditions of Great 
Britain, and their effect on the London Stock 
Exchange, than it was on its own merits. 
The price of Taff Vale stock <lid not there­
fore improve with its improving yield and its 
enhanced capital safety, but simply followed in 
the wake of the genera! investment conditions 
obtaining on the British Stock Exchanges. 

'fhis example is not an isolated one, and 
similar cases occur by no means infrequently. 
Thus, Lancashire & Yorkshire Railway 
Ordinary stock sold in 1904 as high as 
111 ; early in 1907 its price was 101, yet 
the dividends paid on this stock were as 
follows : 1904, 3! per cent. ; 1905, 3¾ per 
cent. ; 1906, 4! per cent. Again, South 
Eastern Railway Prefärred Ordinary stock 
received the following dividends : 1904, 4½ 
per cent.; 1905, 5 per cent.; 1906, 5} per 
cent. ; whilst in 1904 the stock sold at 135 
and early in 1907 at 115. A large number 
of equally striking examples could be quoted. 

So as to make it additionally clear that it 
is the Market Influence which mainly controls 
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the prices or all large and representative 

stocks, we append a chart shmving the price­

movernents or twelve representative British 
stocks from the year 1893 down to the end 
of 1906, the last year for which cornpleted 
annua] fi.gures are availab]e at the time of 
writing. 

In this chart the horizontal straight lines 

denote the !,50 intervals in the price levels or 

stocks and the vertical straight lines mark off 

the yearly periods. The zigzag lines are a 
faitbful pictorial presentment 01 the price­

rnovernents of the individual stocks. 
In order to keep the ~igzag price lines 

at reasonable intervals apart and within 
the lirnits of the chart, we have so arranged 

the quantities of the stocks tbat the range 

of prices cornrnences at intervals between 

!,500 and !,1,200. It is, or course, obvious 

that the quantity or stock dealt with does 
not alter the relative rnovernent 01 the 

lines. Beyond this, the cbart has been left 

to tel1 its own story; and the reader who 

scans the narnes or the securities we have 

chosen before he addresses hirnsel_f to the 

study of the respective price-movernents, will 

adrnit that a more varied selection or stocks 

could not be found arnongst all the British 
stoéks habitually dealt in. 
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The reader can easily translate into figures 
the price-movements depicted on the chart, 
by means of the horizontal price lines. These 
annual average value figures have been added 
up, and their totals displayed at the foot 
of the chart. By this means the chart not 
only pictorially illustrates the various price­
movements, but it also gives the several total 
annual values of all the stocks depicted, year 
by year, at their respective a:verage prices. 

The typical British stock, of course, is 
London & North ·western Railway Ordinary. 
'l'his starts at the price of 164- almost in 
the middle of the chart- gradually rises 
to 204 in the years 1896-1897, and then 
equally gradually declines, until it rncords 
150¾ as its lowest quotation in the year 
1904. It will be noticed that the tendency 
of nearly all the stocks included in the chart 
is to slavishly follow the same direction 
as that marked out hy North ·western Railway 
Ordinary, both in their uvward and their 
downward movements. Here and there in the 
chart an occasional short deviation occurs 
in a few of the zigzag price lines. These 
deviations are due to an exceptional individual 
increase or decrease in capital safety or 
dividend productiveness on the part of that 
particular stock. But it is curious to notice 
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how quickly these individual movements 
exbaust their force and how rapidly the 
deviating stock once more swings into line 
with the general movement which controls the 
whole chart. 

For example, take the year 1904-1905. It 
is wonder:ful with what unanimity nearly all 
the stocks show an upward move in tbat year, 
following on the long monotony of falls in the 
preceding seven or eight years. The only 
substantial exceptions are Bass, Ratcliffe Pre­
Ïerence, and Spencer, Turner & Boldero. If 
we consider these two stocks for a moment, we 
at once recognise the reason for their distinct 
price-movements. The former was subject to 
a special influence in the state of the legisla­
tive and temperance movement, which is 
putting all Brewery investments in Great 
Britain under a shadow. The reason for the 
movement in Spencer, Turner & Boldero is at 
once seen by a reference to the dividend table, 
wherein we discover that from 1903 to 1905 
there is a drop of 2,15 in the dividend paid by 
that company. 

In 1905-1906 there is a somewhat hesitating 
tendency ; indeed, a very similar state of 
a:ffairs exists to that indicated by the chart 
in the year 1896-1897, just prior to the 
continuous fall. 

•· 
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It will also be noticed that the increase in 

value does not correspond with the increase 

in income. At the commencement of the chart 

in 1893 the average yield was about 4 per cent. 

per annum. Between 1803 and 1897 there was 

an increase in value of 2i2,902, but the 

dividends had only increased by 2,54, which 

was at the rate of under 2 per cent. per 

annum on the increased value. In 1895 and 

1906 the income was exactly the same,. 

viz., 2,453, yet the ca pi tal value in the latter 

year was reduced by 2,1,204, or over 

10 per cent. Again, in spite of an increase 

in dividend of iil0 in 1906 as compared with 

1905, yet the capital actually decreased m 

value. 
Indeed, the more closely this chart is 

studied the more apparent bec~mes the over­

whelming influence of British trade and finance 

on Home securities. 
The great lesson to be learnt from the 

chart is the hopelessly mistaken belief of a 

great many investors who hold a mixed assort­

ment of British stocks that the increased 
' 

prosperity of a portion of their lnvestment 

List may be relied upon to counterbalance any 

dwindling of value and dividends amongst the 

other portion of their holdings. That any 

counterpoise of this sort is ever to be derived 



TYPICAL PRICE MOVEMENT OF THE REPRESENTATIVE STOCKS OF GREAT BRITAIN, FRANCË, 

UNITED STATES OF AMERICA, ARGENTINA 

1.-GREAT BRITAIN (General lnvestments), 

Class of Stock. 
VA.~~E Price Movement During VA;~E 
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NAMES OF STOCKS. ·-The 1895 and 1896 pnces werenot obtaina.ble.-(r) Canadian 
Bank of Commerce; (2) The Ontario Bank; (J) Toronto Electric Light Company; 
(4) The Standard_ Bank of Canada; (5) Toronto Mortgage Company; (6) The 
Traders' Bank of Canada; (7) Grand Trunk rsi Pref.; (8) Real Estate Loan 
Company. 
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NAMES OF SrocKS.-\r) Frankfort Mortgage Bank Shares; (2) Genera! Gas 
Company of Magdeburg; (.,) Lübeck-Büchen-Hamburg Railway; (4) Deutsche 
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Wireworks; (8) Passage Building Society of Berlin. 

JAPAN, 

Class of Stock. 
VAJ,fE Price Movement Ouring YA}FUE 

STOCK 1~1~1m1DRMl-Wm1•~3WMH001D STOCK 

(D RAILWAY 200 200 

®~ 180 1f 180 

160 
,,..., Î 4 160 

® ~~~-~ 1~ -..... _/ /~~ - / / 
140 1~ 140 

© COLLIERY 
2 , ' ..... _ _/ 

/ 

' 7- , -3 -
, .. ,• . 3 120· 120 4--,C -~ 

~ t, - ,• . / 

® ~~1:,_w~~ s-· 
\\ .. / ... , .. . .. .. / / 

100 100 ~it-
.. 

\ . ~,• 
.§, ~-;:;::., •-/ "• ,• --" - - ..,,.t. 

®~ 80 1-
,: -,, 6 80 

\ ,.. ..:;;;; ::::: -· . -· !, '· / ·-.;: / 
/J) RAILWAY 60 60 - ,,, .... /,, "', -- / 

40 40 
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from an all-British Investment List is an abso­
lutely vain hope. Y et this vain hope rnay be 
said to constitute the sheet-anchor upon which 
the British investor relies to enable him to ride 
out every fi.nancial gale that blows, and this 
is why the amount of investrnent-sbipwreck 
all round the Ünited Kingdorn is so appalling. 

Before he finally turns from the contem­
plation of this chart we would draw the 
reader's attention to the fact that on it is 
depicted every type of English investment, 
and that the individual history of each of 
these stocks during the period between 1893 
and 1906 contained separate special events 
peculiar to that stock. But in spite of the 
variety of trades and interests tepresented in 
the chart, and in spite of the diverse indi­
vidual histories of the several securities during 
the period, all the price-movements are clearly 
indicated by, and, in the main, follow the 
prièe-rnovement of London & North Western 
Ordinary, and, where sorne small individual 
deviation does take place, such deviation is 
purely ternporary, and the whole list of 
British investrnents is, in fact, controlled by 
the course of British trade and finance. 

And what is true of the securities of Great 
Britain is equally true of the securities of 
almost every other country. Vv e dernonstrate 
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this by the annexed charts of the typical price 
movements of the stocks of the following 
countries :-Great Britain (two charts), France, 
Germany, Switzerland, Belgium, Canada, 
Japan, U.S. of America, the Argentine Republic. 
In every instance a number of representative 
stocks have been taken, and their price­
movement depicted upon the basis of ann,,ual 
average values. Although some of the charts 
appear slightly similar in movement, they are 
not so in reality, as in each instance, on account 
o.f the widths of fluctuation, a different scale 
has had to be adopted. Thus, for instance, the 
charts of the U.S. America and of Canada look 
somewhat alike, yet a close examination will 
show that in the years 1902-Hl03 there was a 
strong rise in Oanadian stocks, whilst during 
the same period there was a considerable fall 
in American stocks. In the same way dissimi­
larities will be discovered in every one of the 
charts on comparing tbem with each other, 
when the difference in scale which unfortu­
nately had to be adopted is taken into 
consideration. 

These ten charts are ocular demonstrations 
of the fact that the prices of the principaI 
stocks of every country move alike, under 
the dominant influence of the trading conditions 
of that country ; so that the foundation of 
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profitable investment may be said to rest 
on the following law :-The realisable vcûues of 
all securitics whose marlwt lies chiefiy in any 
one country are under the duminant infiuence 
of the tracling conclit,ions of that country. 

We commenced this explanation by quoting 
the price-movements of the London, Brighton 
& South Coast Hailway 4½ per Cent. Perpetual 
Debentures, which fell from 180 in 1896 to 
134 in 1904, although no alteration had taken 
place either in the capita! safety or in the 
dividend productivene8s of this security. The 
explanation of this apparently inexplicable 
price-movement is now simple, and this stock's 
serious depreciation was solely due to the 
external in:fluences o btaining on the London 
Stock Exchange. These external influences 
dragged down the price of every English 
security, beginning with Consols and going 
down to the shares of industrial trading 
compames. 

The annual totals of the average annual 
prices given at the foot of the chart of British 
securities give a very complete picture of how 
all investors who had invested their capital 
solely in British stocks have fared between 
1893 and 1906. These figures teach the valu­
able lesson that :--FJvery investor who places 
his money exclusively 'În lhe áwesl11wnts of 
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any one country is speculating on the fut ure 
trad,ing profits of that country. 

\V e also see, by comparing these annual 
totals with the price-movemenh, of individual 
stocks on the chart, that the final result which 
an investor will achieve by investing in British 
stocks is practjcally unaffected by the number 
of stocks he may select. 

Although the rule that the price of every 
stock is rnainly controlled by the trading con­
ditions of the country in which it is chiefly 
dealt in is universal in its application, there 
are, of course, many exceptions to this rule. 
But the exceptions, although by no means in­
frequent, are seldom to be met with amongst 
the representati-ve stocks of any country. 

There are stocks in existence which so 
se]dom change hands that their quoted prices 
may be said to solidif y to an ex tent which 
renders them insensible to the prevailing 
Trade Inflnence. Moreover, individuals or 
groups of individuals frequently create artificial 
exceptions to this rule. 

\Ve will illustrate our meaning by giving 
an example of an artificially solidified stock. 
We have already shown that British stocks 
started from a low level of prices in 1893, 
steadilv rose until 1896-7, and then fell away 
again more or less rapidly. This was the 
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natural course of price-movements, hut as wi11 
be seen from the following chart the O rdinary 
stock of the Metropolitan District Railway 
Oompany did not follow the prevailing move­
ment :-

112. 

l\lE.TAOPOLlTAN DISTHICT R½,.Y. 
ORD. STOCK ' 

1904 

The reason for this q uite exceptional 
course of prices in the case of the :Metropolitan 
District Ordinary stock was that a certain 
well-known syndicate of financiers bad deter­
mined, first to obtain control of the line by 
buying up a sufficient q nantity of stock to 
secure the majority of voti:ng-power, and the:n 
to electrify the railway. The sy:ndicate, in :fact, 
prevented the natural movement of the stock 
by lock:ing up large blocks of it, and so 
temporarily removing it from the infl.uence of 
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Supply and DemandY Similarly, any stock can 
be solidifi.ed by anyone who is sufficiently strong 
financially to a bsorb the whole floating supply. 

There are also some stocks which are 
permanently solidified in this way and which 
never respond to trade influence. Such 
are stocks o:f local trading companies and 
local gas and water companies, paying 
steady dividends, whose shares are in a few 
private hands and seldom if ever change 
hands outside the borders o:f their own 
immediate ·1ocality. 

Under these conditions a stock naturally 
ceases to be liquid, and remains unaffected by 
the state o:f the national trade. 

In selecting stocks for investment it is 
essential to remember that it is the 
geographical position o:f the country which 
controls the jnvestment demand for the stock 
that has to be considered, and not only the 
geographical position o:f the security itself. 
For instance, the table which we have given 
in Chapter I. of this book includes the 
Southern Mahratta Railway amongst British 
Trustee stocks. The Southern Mahratta 

* Tlie late Mr. Y erlrns was the chief moving spirit of this 
syndicate. He diecl in 1906, and soon after, the influence of the 
syndicate being removed, Metropolitan District Ordinary fell from 
37½ to 16, to which price they would have fallen long before had 
the above-namecl influence not existed. 
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Railway is geographically Asiatic, but its 
guaranteed stock, being a British Trustee 
investment, moves solely in sympathy with 
British trading and financial conditions. 

Where different countries are equally large 
holders of particular stocks, as, for example, 
in the case of certain South American issues, 
the geogra phical position of the security itself 
becomes of greater importance. The purchases 
of such stock caused by surplus profits derived 
Ïrom. the good tr ade of one of the interested 
countries may be neutralised by the sales 
caused by the bad trade of another; so that 
the purchases or sales of the issuing country 
itself exercise a greater influence than m.ight 
otherwise be the case. :Moreover, as a country 
develops and increases in wealth, it is bound 
to exercise a greater con trol over its own stocks 
wherever they are held. For not only does the 
resultant increased security appeal to the 
foreign holder, but the investing public of that 
country is itself in a position to extend the 
purchases of its own stocks. 

vV e have now explained how the course of 
trade dominates the values of investments and 
how this otherwise all-powerful influence can 
be nullified by the special conditions of a 
stock's ownership. The natural exceptions to 
the rule are rare, and so great is the financial 
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strength requisite to create arti:ficial exceptions 
that an investor can afford practically to dis­
regard them. 

However, should it ever happen that one of 
our readers :finds that some stock held by him 
is moving irrespective of the general trend of 
all other prices controlled by the same :financial 
centre, he ought to bestir himself forthwith to 
make enquiries into the cause of this special 
movement, with a view to disposing of this 
particular security if the reason for the unusual 
price-movementdoes not meet with his approval. 

Although the course of the country\~ trade 
dominates the value of stocks, it is an external 
influence which need not necessarily affect the 
individual working of the enterprises them­
selves. The internal influences which affect 
the actual prosperity of a particular investment 
have to be carefully considered by investors, as 
they are a considerable factor in improving 
or impairing the dividend-earning powers of 
the stock. 

The dangers entailed by internal causes 
are to be dreaded because their effects are so 
peculiarly apt to be permanent. For instance, 
mismanagement may so cornpletely cripple a 
company as to make its liquidation or its re­
construction inevitable. Or, again, the increase 
of trading competition rnay so reduce the pro:fits 
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of any industry as permanently to extinguish 
a company's dividend-earning capacity. 

But, on the other hand, although these in­
ternal influences are apt to be so permanently 
disastrous in their effects, it seldom, if ever,· 
happens that the bolders do not receive 
ample warning · of the malady from which 
their stock is suffering. Whether trade is 
passing into the . hands of competitors, or 
whether mismanagement is reducing the com­
pany's assets, or whether death or retirement 
has removed the chief organising brain upon 
which the company relied for its prosperity 
in tinîes past, it is impossible for these events 
to occur without notice of them being given 
in the reports and balance-sheets issued to 
shareholders. 

Public companies and nations do not 
suddenly drop down dead from financial heart 
disease ; but, rnther, a slow mortification sets 
in, and the investor who has the nerve and 
the courage to amputate promptly may 
generally escape with no more than the loss of 
a lim b. Budgets and balance-sheets constantly 
cünvey warnings to investors, and if they do 
not disregard them, they rnay, by facing their 
first comparatively small loss,· succeed in 
getting out of an undesirable investment 
without waiting for the final catastrophe. 
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For these reasons, no investment should be 
purchased without due consideration of the 
company's balance-sheets and position. 

A close valuation of a company's affairs is 
much less complicated than many imagine, and 
whenever any difficulty is experienced in this 
respect it can always be easily cleared up by 
consulting a competent financial adviser. 

We have now established the fact that 
external causes give-the keynote to the price­
movements of almost all solidly foundecl and 
well established investments, and that internal 
causes only modify this main controlling 
force in exceptional cases. 

Another glance at the charts of price­
movements, which we publish earlier in this 
chapter, will indicate that the relative strengths 
of external and internal causes in the case 
of sound investments may be respectively 
expressed by the ratio of 4 to 1. This 
ratio only applies to investments where in­
trinsic safety is capable of clear demonstration 
at the time of purchase, as it is, of course, 
patent that new and untried ventures have 
first of all to find their right price level. 

During the period when a new concern 
is moving enatically in search of its proper 
orbit of fluctuation, it is obvious that internal 
in:lluences, such as altering capital safety, 
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management and dividend-earning power, will 
mainly determine the course which it will take. 

· So s0011, however, as an investment has settled 
down in its proper sphere, external influences 
will prove to be its main controlling force. 

In the same manner as a new stock has 
thus to pass through a period of financial 
infancy, so have the stocks ju a country which ~ 
suddenly adopts the unfamiliar workings of 
the system of Joint Stock enterprise. 

When Joint Stock Oompanies were intro­
duced into England, the newly· created stocks 
and shares developed the most extraordinary 
and erratic price-movernents, which resulted in 
a final crash, historically known as the bursting 
of the South Sea Bubble; although the South 
Sea Company was only one of the hundreds of 
concerns which simultaneously collavsed at 
that time. A similarly baseless wave of 
infiation, though on a rnuch more modest scale, 
was recently observable in Japan when the 
Joint Stock principle was introduced into that 
country in 1890. Indeed, it was only in the 
year 1899, after nine years' experience of Stock 
Exchange fluctuation, that a normal course of 
price-movement began to . display itself in 
J apanese stocks. 

A representative specimen of the indis­
criminate fluctuations which were at first 
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displayed by J apanese stocks is furnished 
by the shares of the Tokyo Tramway Com­
pany. The face value of these shares is 
50 yen apiece. They rose from 43½ yen to the 
enormous price of 405 yen between 1892 and 
1896. From this point they steadily continued 
to shrink in value, until in 1904 they were 
qnoted at 65 yen. The feat of a Tramway 
Ordinary ehare rising over 800 per cent. could 
only he possible in a country where the working 
of Joint Stock enterprise was but dimly under­
stood. As the general movement of some of the 
principal J apanese stocks is rather curious, 
we here illnstrate them in the form o:E a chart. 

JAPANESE PRICE-MOVEMENTS. 
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This chart will serve the double pur pose of 
showing that neither in new countries nor in 
untried issues is it possible to absolutely rely 
on any theory as to price-movements. It will 
also be seen from this cha1;t that the solid 
fi.xed Income stocks like Tokyo City Bonds 
and Imperial 5 per Cent. Consolidated Loan 
indicate the movement, but that the specu­
lative ventures, the scope of which is not 
:fully understood by the public, do not follow 
it, but mark out price-movements of their 
own. In spite of the stocks following a 
speculative course of their own, irrespective 
of the course of national trade, there is an 
undeniable gen~ral tendency among all of 
them to move together. 

We have now established the fact that 
it is impossible for any investor safely to 
invest his capital in any one country. It is 
true that by limiting his investment area to 
small local stocks an investor might succeed 
in purchasing a number of securities which 
were free from the fluctuations due to trade 
influence. But stocks of this stamp are 
attended by all the grave drawbacks of 
companies which are managed by a small 
clique. The shareholders are eitber friends or 
others with common business interests. For 
example, if a company be created to carry on 
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the business of a local hotel, you will find the 
grocer who supplies the bacon, the butcher 
who supplies the meat, the wine merchant who 
supplies the wine, and so on, are shareholders 
in the company. · Owing to lack of competition 
for the contracts, the result naturnlly is that 
the hotel is carried on at great expense, and the 
shareholders suffer in conseq uence. 'rhis 
matters little or nothing to the interested 
shareholders who continue to make large 
profits by their contracts; but it hardly con­
duces to the satisfaction of the disinterested 
investor. Indeed, such a form of investment 
is scarcel y less dangerous than confining the 
capital to lJe invested to one country, and 
so speculating on that country's future trading 
prosperity. 

In the next chapter we shall discuss a 
practical scheme whereby an investor may so 
widely distribute his investments over the 
world's area as to endow his capital with 
the maximum stability of value. 



OHAPTER Ill. 

THE GEOGRAPHICAL DISTRIBUTION OF 

CAPITAL. 

A STUDY of the published official trade reports 
of all civilised nations proves that the world's 
trade, if taken as a whole, is constantly 
expanding. Indeed, the mere fact that the 
world's population continues to increase steaqily 
renders a corresponding expansion of the 
world's trade inevitable. Statistics also prove 
that two countries which are under different 
Governments and geographically distinct from 
each other will generally differ widely in their 
respective trade activity. Thus, locally, trade 
may suffer periodical depression, but the trado 
of the whole world is perpetually growing. 

The fact that, whilst the world's trade is 
constantly expanding, the share of each 
separate nation in it is constantly altering is 
the fundamental principle of our geographical 
rnethod of eq_ualising investrnent risks. As the 
proof of this fact is of necessity the work of a 
statistician, Mr. Holt Schooling has been asked 
to indepenuently investigate this subject. 
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His conclusions have appeared in the April, 
1907, number of t.he Financial Review of 
Reviews; they have since then been published 
in the Popiilar Financial Booklet XXI., which 
Booklet has been reprintecl and appended to this 
book. 

It follows that if an investor widely distri­
butes bis capital over the earth's surface, local 
depression in one quarter will be counter­
balánced by the local trade activity in another 
quarter. Further, it also · follows, if an 
investor's capital is sufficiently large to enable 
him to purchase investments representative of 
every trading centre in the world, that the 
world's perpetual trade expansion will auto­
matically tend to increase the realisable 
capital value of his investments year by year. 
Moreover, as the tendency of the younger 
countries is to increase their proportion of 
the world's trade, so their credit necessarily 
tends to appreciate also ; with the result that 
the representative stocks of those countries 
must show a special tendency to rise in 
value. 

By way of giving an illustration, proving 
the practical value of the above conclusions, 
we have prepared a chart covering the same 
period, and in construction iclentical with the 
charts given in the last chapter, but depicting 
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the price-movements of a number o:f invest­
ments, every one of which belongs toa different 
country and is subject to a different trade 
influence. A very cursory glance at this chart 
will immediatel_y establish the practical benefits 
which an investor deri-ves from a wide geo­
graphical distribution of investment risks. 

In this chart the horizontal straight lines 
denote the intervals in the price levels of 
stocks, and the vertical straight lines mark 
off the yearly periods ; the zig-zag lines are 
a faithful pictorial presentment of the price 
movements of individual stocks. 

For the sake of convenience the respective 
quantities of the stocks have been adjusted, 
where necessary, in such a manner as to keep 
the size of the chart within reasonable limits. 
This variation in the quantities of the stocks, 
however, does not alter the relative positions 
of the price lines to each other. 

In order to make the picture as little tiring 
to the eye as possible and to keep the zigzag 
lines at reasonable intervnls apart, we have 
also so arranged the quantities of the stocks 
that the price lines commence at fairly regular 
intervals between i,875 and iil,190. Beyond 
this, the chart has been left to tel1 its own 
story ; and the reader who scans the names of 
the geographical divisions represented and 

E 
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the names of the securities depicted before 

he addresses himself to the study of the 
respective price-movements, will admit that 

the chart fairly embraces the investment areas 
of the whole world, as far as the limited 

number of stocks included permits of this. 
The reader can easily translate into figures 

the price-movements depicted on the chart 

by means of the horizontal price lines. 'l'hese 
represent the anmrnl average values, and 
their totals are displayed at the foot oi 

the chart. By this means the chart not 

only pictorially illustrates the various price­

movements, but it also gives the several total 
annual values of all the stocks, depicted, year 

by year, at their respective average prices. 
'l'he chart comprises stocks situated in 

the following geographical divisions :-Great 
Britain, London and Korth ·western Railway 

Ordinary Stock; British Colonies, Canadian 

Pacific Railway Four per Cent. Preference 
Stock ; Europe North, Deutsche Bank (Berlin) 

Ordinary Shares ; Europe South, Royal 
Sardinian Railway B Shares; Asia, Bombay 

Gas Company Shares; Africa, Egyptian Delta 
Railway Four per Cent. Debentures; America 
North, Illinois Central Railway Common ; 
America Central, Mexican Railway Six per 

Cent. Debenture Stock; America South, 
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Buenos Ayres Western Railway Ordinary; 
Oeneral International lnvestments, Direct 
Spanish Telegraph Preference Shares. The 
price-movements of all the stocks on the 
chart show that no two of them display 
similar fl.uctuations throughout the whole 
periocl. Here and there, but during different 
years, there is a curious temporary parallel of 
movement between some of the stocks ; but the 
very fact that these seemingly sympathetic 
tendencies affected different stocks at different 
times only tends to preserve the Oapital stability 
of thewhole list during thevarious years which 
we have illustrated. 

The representative British security in this 
chart is the London and N orth -YV estern 
Hailway Ordinary stock, and this stock, being 
influenced by British trade, is of course 
similar in price-movement to the stocks 
clepicted on the chart of all-British stocks which 
we have alreacly given in the preceding chapter. 
It is significant to see how entirely all the rest 
of the Geographically Distributed stocks differ 
in their price-movements from the British 
stock. It is this individuality of movement on 
the part of each Recurity, included in a well­
distributed Investment List, which ensures the 
first great essential of successful investment, 
namely, Capital Stability. 
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The whole appearance of the International 
Ohart, in fact, clearly demonstrates that as the 
trade prosperity of each conntry diff ers from 
that of all other countries, so the price moi1e­
ments of the stocks in each country di:ffer from 
those of all other conntries. 

The secondary point which at the outset 
of this chapter we proposed to establish was 
that in consequence of the perpetual growth 
of the world's population there was a corre­
spondingly perpetual expansion of the world's 
trade. Now, we have already shown that 
Trade Prosperity has a very great influence on 
Stock Exchange values, so it follows that, if 
the world's trade does expand as we have 
maintained that it does, then the realisable 
value of an International Investment List will 
also, at reasonable intervals, show a tendency 
towards expansion. The expansion of realis­
able value in the list of securities given in our 
example is to be found in the several annual 
totals at the foot of the chart. In 1893 the 
realisable value was ;f,J.0,160, and it gradually 
rose to 2,12,405 in 1906. 

In Chapter II. we have shown that all the 
representative stocks of one country constitute 
the same investment risk, and that, therefore, 
an Investment List entirely composed of stocks 
of any one country is unsafe. vVe have now, 
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in the International Ohart, grouped together 
the price-movements of the stocks, each of 
which is subject to a different trade influence, 
and as a result it is seen that :-

If an inxestor divides his capital equally 
among a nurnber of stocks, every one of which 
is under a different trade injl:uence, then each 
of these. divis-ions ofo his capital 'will constitute 
a clistinct investment risk, and a truc system 
of averaging investment risks is thereby 
establ is heel. 

The charts depicting price movements, 
hitherto given in this book, have displayed 
in every instance the fluctuations of the indi­
vidual stocks only. In order to show tbat, 
when groups of stocks are taken, and when 
charts are prepared depicting the price move­
men ts of these groups, the results obtained are 
similar to those from individual stocks, ,ye 
here reproduce a chart whi.ch appeared in 
the Financial l-leview of Reviews for J une, 
1907. 'l'his chart was prepared from the 
aggregate-value ·figures o:f 387 representative 
securities published in the Bankers' Magazine 
month by month. The groups given by the 
Bankers' Magazine were divicled into two 
sections. The upper section represents groups 
of purely British securities, and the lower 
section represents groups o:f stocks situated 
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outside of Great Britain, each group of which 
is subject to a different trade and market in­
fluence. The result shown is identical with 
the results obtained in the farmer charts given 
in this book. Although we are here dealing 
with groups of stocks representing hundreds 
of millions of capita} value, the British groups 
move slavishly together, whilst every one of 
the non-British groups displays an individual 
rnovement of its own. So that the wholesale 
rnovements of a large bulk of securities and 
the individual movements of a single stock 
are identical in their results. In fact, the 
figures from the Bankcrs' Magazine show 
in the upper chart how unsafe from a capital 
point of view is an investment which is sub­
ject to the trade or market influence of a 
single country ; whilst in the lo·wer chart 
an investment in ,vhich capital i::, geographi­
cally divided, displays a true balance between 
the rises and falls in value. 

This exhausts the chief noteworthy points 
in the International Investment Ohart, and we 
will now proceed to discuss the features of 
this chart in comparison with those of the 
all-British Ohart which is to be found facing 
page 27. To begin with it should he noticed 
that the stocks comprising the International 
List are on average inferior in quality to those 
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contained in the a11-British List. 'l'heir 
inferiority is attested by the fact that their 
average annual widtbs of fluctuation are 
greater than the widths of fluctuation in 
the all-British List. In a similar International 
List, but composed exclusively of higher grade 
securities which we pu blish in Ohapter V. of 
this book, the maximum capital variation 
during a period of ten yearn is very slight. 
As the aim of that chart is to show how 
funds can be invested wi~h the greatest safety 
both of Oapital and Income, we naturally 
chose stocks of a higher grade than we have 
done here, where our object is to show how 
widely different are the price-movements of 
stocks of various . nationalities. But by 
selecting stocks of great width of fluctuation 
for the International List exhibited in this 
chapter, we are now in a position to 
show by cornparison with the all-British List 
that the Geographical Distribution of Oapital 
collectively endows an Investrnent List, 
consisting of individually inferior stocks, with 
greater Oapital Stability than is possessed by 
an Investment List composed of bigher-grade 
stocks, all influenced by the same investment 
risk. So that :-

An investor who geographically distributes 
his capital can, with safety, a.fford to hold stocks 
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which yield a larger income than he can hope to 
receive frorn aninvestmentListwhich disregarèls · 
the important point of GeographicalDistribiition. 

Before proceeding further with the question 
of how far it is prudent to attempt to employ 
Geographical Distribution as a means of en­
hancing income, let us re-affirm our opinion that 
capital safety should always be an investor's 
fitst consideration. But, unfortunately, this 
]ife is prolific of circumstances under which 
counsels of perfection are of no practical utility. 

For example, let us suppose the case of 
a professional man with rapidly increasing 
family responsibilities, and a slowly growing 
professional income which is supplemented 
by the interest yielded by his private fortune 
of .-f,4,000. To a man so placod, who roundly 
asserts that .-f,240 per annum is the minimum 
income from his private means upon which 
he can make both encls meet, it is useless to 
advance the perfect theory of investment 
Circumstances compel him to soek a yield of 
6 per cent., and, under the circumstances, his 
financial aclviser can only put him in the way 
of securing this income with safety. 

In cases of this clescription a most carefolly 
preparecl International Investment List will 
prove the greatest of boo:os ; for the stocks, 
displayecl on a chart given in Ohapter V., 
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yield about 7 per cent. upon the capital 
investecl, and yet offer collectively a very 
fair amount of capital safety. 

Heferring again to the all-British Chart 
given in Ohapter II. and the International 
Chart given in this chapter, we show) at the 
foot of these two charts, the total annual 
values and annual income of the all-British 
and the International Investments which they 
respectively illustrate. ·we bere reproduce 
them in tabular form, as a close study of these 
:figures proves various important points. 

Capital Value. Annual Income. 
Year. All-British · International All-British Interna-

List. List. List. tional List. 
-~-·-------

;t ;t ;t i, 
1893 10,226 10,161 420 495 
1894 10,475 10,242 427 503 
1895 11,456 10,667 453 512 
1896 12,702 11,243 479 523 
1897 13,128 11,609 474 518 
1898 12,727 11,613 476 501 
1890 12,214 11,811 485 524 
1900 11,672 11,501 477 534 
1901 11,127 11,522 470 528 
1902 10,902 11,674 451 532 
1903 10,487 11,424 434 535 
1904 10,089 11,621 429 546 
1905 10,282 12,325 443 564 
1906 10,252 12,405 453 566 

This table shows:-

L-The capital value at starting is 
almost identical in both lists, but the 
International List produces 18 per cent. 
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more income than the all-Brit1sh List from 
the very cornmencement. 

2.-The all-British Lir;t improves in 
value during the first five years by i-2,902, 
but this improvement gradually disappears 
again and in 1906 the value is sub­
stantially the same as it was in 1893. 
The International List rises in value but 
gradually; this rise, hmYever, is main­
tained, and a final increase in value of 
i-2,245 is recorded. 

Another very important point in favour of 
the Geographical DistTibution of Oapital is that: 

No set of circunistances coiild caiise all the 
stochs in a Geog1'aphically Distribiited In1'cst­
nicnt List to show a siniultaneous clepreciation 
below cost price. 

This is an advantage which an all-British 
Jnvestment List does not afford its owner. 
For an in vestor who stakes his Oapital Stability 
on the trade prosperity of one country fre­
quently finds that every stock in his possession 
is quoted below "cost." Now, nearly every 
investor desirns at times to realise some part 
of his invested capital, and to be able to do 
so only at a loss is disastrous. It is, therefore, 
well to remembe:r that an investor who con­
fines himself to the stocks of one country 
may and must find hirnself at times in this 
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predicament ; whilst with a Geographically 
Distributed Investment Listaninvestordoesnot, 
and cannot, find himself so disadvantageously 
placed. 

To the speculator, of course, as woll as to 
the investor, the advantages of Geographical 
Distribution open a very wide vista ; here, 
however, we are only concerned with the 
welfare of the investor. A properly distri­
buted Geographical Investment List is the 
first and only practical investment scheme 
which bas ever been placed before the 
public. ,Vith the aid of Geographical 
Distribution, safety of investment in stocks 
and shares is reduced to a mathematical 
problem, which is solved by means of a 
simple set formula, which never varies. 

To carry out the construction of an Invest­
ment List, in accordance with the system of 
Geographical Distribution, is a matter in 
which the investor will be glad of some 
assistance. In order to meet his require­
ments, the publishers of this book also publish 
an Investm·'s Year Book, in which all the 
stocks included therein are classified geographi­
cally, their width of fluctuation is tabulated, 
and the past history of their respective 
dividend-earnings and yields is clearly set 
forth. When an in vestor has once got his 
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Investment List into order, they further assist 
him to keep in close touch with his actual 
investment position by means of Harley's 
Investor's Account Book, which is based upon 
the system of the Geographical Distribution 
of Capital, and is so arranged and ruled that 
the investor never loses sight of this great 
essential to profitable investment. 

To many of our rea.ders the whole idea of 
the Geographical Distribution of Capital is, of 
course, new, because this important financial 
discovery was only recently made by us. 
Having originated the idea, we have person­
ally reduced to practical working shape a 
system which every prudent investor should, 
after satisfactory perusal, forthwith apply to 
his own Investment List. 



CHAPTER IV. 

WHY GEOGRAPHICAL DISTRIBUTION 

PROTECTS BOTH CAPITAL AND INCOME. 

BY rneans of the examples already given in _ 
this book we hwe clearly established the fact 
that every individual purchase of stock is 
strongly tinged with the element of specula­
tion, and that this speculative element cannot 
be eliminated from any isolated purchase or 
from any individual holding, for it is impossible 
to predict the exact future of any individual 
stock. 

It is true that a close investigation of the 
inherent safety and value of a particular 
security may serve as a most useful and, 
indeed, a very necessary guide to future proba­
bilities. But probabilities are by no means 
certainties, and anyone who pronounces this 
or that investment to be a practical certainty 
shoulcl be regarded with distrust by all prudent 
investors. 

It would, perhaps, be irnpossible to find a 
more convincing example of the slender 
foundation upon which all investment cer­
tainties rest than is furnished by Consols. 
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vVho, for instance, ,vould have believed, in 
1897, when Consols were 114, that in seven 
years' time they would have fallen to 85 '? Or, 
again, who would have calculatecl on any 
statistica! basis that Oanadian Pacific Railway 
Common stock would rise from 35 to 182 
within the space of ten years, or that Atchison, 
Topeka and Santa Fé Railway Orclinary would 
rise from $9 to $91 during the same period? 

Whether in adversity or in prosperity, the 
future of any given investment must always 
remain a matter of considerable speculation. 

No doubt there exists a large body of in­
vestors who, by shutting their eyes to obvious 
facts, endeavour to cleny that the element of 
speculation enters in any way into the act of 
investment. Such wilful perversity, however, 
is only a fruitful cause of disastrous capital 
losses. Investors of this type will be hearcl to 
assert that, having bought none hut the safest 
of stocks, their capital must be secure. Further, 
they argue that, so long as their income remains 
undiminished, they can afford to let the realis­
ahle value of tlieir capital take care of itself. 
But although such specious arguments may 
seem indefinitely to postpone the day of 
reckoning, yet sooner or later the actual 
situation will have to he faced, and no investor 
can a:fforcl to clelucle himself with the iclea that 



61 

capital safety and the rnalisable value of his 
investments are matters which can be dis­
regarded with irn.punity. 

But, it may well be asked, if every purchase 
of stock is a speculation, what should the 
investor do who desires entirely to eschew 
speculation? The answer to this question is 
that precisely as a carefully-studied system of 
averages eliminates all taint of gam bling frorn 
a sound system of insurance business, so a 
sound system of averages, based upon the 
Geographical Distribution of Oapital, should 
reduce to a minimum the taint of speculation 
from the act of investment . 

.From their very nature, insurance and 
investment are both highly speculative trans­
actions, which can only be raiE:ed to the dignity 
of solid business by a carefully studied system 
of averages. 

"\Ve have already shown that the realisable 
value of all important and intrinsically sound 
stocks is dominantly infl.uenced by the trading 
conditions of the particular country in which 
they are principally held and dealt in, and 
that the trade of every country moves m 
cycles of prosperity, followed by cycles of 
adversity. 

Further, we have shown that the course of 
trade of countries which are under different 
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governments, and are geographic:üly situated 
wiclely apart, will nearly always differ in 
activity at any given moment. 

Lastly, we have shown tbat the trade of the 
world, considered as a whole, is constantly 
increasing, and that a decline in the trade of 
any one country simply means the transfer of 
it to another country, and not a loss of trade. 

These three facts taken conjointly and 
utilised as the basis upon which the fl.uctuations 
of investment values should be averaged, con­
stitute the practical means of freeing the act of 
investment from the taint of speculation. Their•· 
application resolves itself into the Geographical 
Distribution of Capita!. Let us ta_ke the 
important points of this system of invest­
ment seriatirn, and explain their individual 
importance :-

1.-The Speculative Element Reduced to a 
Minimum.-Although it is irnpossible to 
predict the future of any single invest­
ment, it is possible to predict the result 
of distributing invested capita! amongst 
a number of different investments which 
embrace the world's area. vVe have 
already seen that the value of all sound 
investments is dominated by the trade 
of the country to which they belang, and 
sirnilarly the total value of a number of 
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investments which cover the world's area 
depends largely upon the world's trade. 
The trade of the world, considered as a 
whole, however, is not subject to alternating 
cycles of boom and depression, but is con­
stantly expanding. 

Similarly, the total value of an Invest­
ment List comprising stocks which prac­
tically cover the world's area in their 
geographical distribution must have a 
tendency to appreciate in value. It is the 
constant growth of the worlcl's trade which 
reduces to a minimum the element of 
speculation from the future of a well­
<listributed Investment List. 

2.---A proper system of lnvestment Averages 
established. In order to maintain the 
average realisable total value of an Invest­
ment List, it is necessary that the depre­
ciation in value of some of the stocks 
comprised therein should be counter­
balanced by an appreciation in the value of 
others. A sound investment scheme is the 
result of an ace1irately balanced system of 
poise and counterpoise. But the central 
idea of counterpoise is altogether lost sight 
of when the choice of stocks is made 
indiscriminately, without due regard to the 
probable extent of their futuro movements, 

Jj' 
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or, worse still, when the area of investment 
is largely or wholly restricted to the stocks 
of one country. For this latter method 
of investment absolutely precludes the 
possibility o:f any sort of counterpoise. 
On the other hand, by adopting a world­
wide scheme o:f Geographically Distributing 
Capita], the system of poise and counter­
poise is assured, because no two stocks 
controlled by the course of trade of two 
different countries ever move absolutely 
alike. Furthermore, the resulting average 
of such a system must be in favour of the 
investor who adopts it, because the total 
average value of his holding depends to a 
very great extent upon the trade of the 
whole world, which is constantly growing. 
So that, i:f taken over a reasonably long 
period, the rise in the value of the appre­
ciating stocks comprised in an Investment 
List so constituted must inevitably exceed 
the fall in the value of those stocks which 
have depreciated. 

3.--lncome and Capita( Safety increased. The 
yield obtainable from representative invest­
:inents depends entirely upon the valüe of 
credit in the countries in which they are 
principally. held. The richer the country 
the smaller is the yield upon its stocks. 
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For in.stance, Consols yield under 3 per 
cent., and British Railway Debentures 
about 3i per cent. ; whereas, the yield 
from French Stocks of similar class is 
E>lightly higher in both cases. Again, in 
other parts of Europe, and the United States, 
Railway Debentures yield yearly 4 per 
cent.; whilst South American, African, 
Japanesc and Chinese investments of this 
type yield considerably more than that 
rate. In similar proportion in each 
country the yield from all other classes 
of stocks move8 in a progressive ratio, 
which is in inverse proportion to the 
country's accumulated wealth. Therefore, 

. an investor who confines bis investments 
to the stocks of one country, thereby limits 
the yield from · his invested capital to the 
ratio of yield of that particular country. 
But if he geogrnphically distributes his 
invested capital, he receives the average 
rate of yield which rules the world over. 
It is almost unnecessary to say that this 
average rate is considerably larger thau 
the rate obtainable from British stocks 
of the same class. Thus, at the time of 
writing, whilst a list of British investments 
of good medium class would yield, say 
about 4½- per cent., a list of in every 

F2 
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way equally safe investments of wide 
geographical distribution would yield 
about 5 per cent. In fact, without in 
any way diminishing the individual safety 
of the investments held, the yield from a 
Geographically Distributed Investment List 
must always be materially larger than the 
yield from an all-British Investment List. 

A glance at the all-British Chart o:f price-
movements and income yield, and at the 
Geographically Distributed Chart and income 
yield gi ven in this book, will confirm the 
three contentions which we have advanced 
above. 

In addition to the points which we 
have · already enumerated, there is another 
important contingency which can only be 
guarcled against by adopting the principles 
of a world-wide Geographical Distribution of 
Oapital. This contingency is the permanent 
depreciation which may possibly overtake 
some portion of any capital sum invested. 
For, no matter how carefully investments may 
be chosen at the outset, it is quite impossible 
to guard ag;:i,inst a certain percentage o:f 
the stocks selected failing to realise the 
reasonable expectations formed concerning 
their future. Truly this percentage o:f the 
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unsatisfactory may, by care:ful selection and 
attention, be reduced to a minimum, but so 
long as the world continues it will be necessary 
to reckon upon a certain amount of disappoint­
ment in every effort made to precisely calculate 
the future. This being the case, it is clear that 
if an investor is to preserve his Oapital intact, 
he must form a Reserve Fund to provide for 
the contingency of disappointment. 

On examining any of the Geographically 
Distributed Charts given in this book, it 
will be seen that rnany handsome profits 
which are at one time displayed by in­
dividual investments are swept away · again 
later on by the inexorable tidal rnovement of 
Stock Exchange values. 

The constant recurrence of this phenomeuon 
will naturally lead the investor to enquire 
whether it is absolutely essential to the scheme 
of Geographical Distribution that a handsome 
accrued profit should never be converted into 
cash, but should be thus left at the mercy of the 
backward movement, which the charts will have 
convinced him is certain to ensue. 

The answer to this enq uiry is that the rises 
which occur should be utilised for forming a 
Reserve Fund; and, with a Geographically Dis­
tributed Investment List, it is always possible 
to realise accrued profits without disturbing 
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the counterpoise of the Investment List; for, 
however numerous are the countries over which 
an in vestor has geographically distributed his 
capita], there are always other countries 
available whose trade interests stand con­
trasted with those of the countries in which 
he has already invested. As it is the 
differences in trade which are the main cause 
for the rise and fall in the value of the 
individual stocks, the system of poise and 
counterpoise will still be rnaintained i f the 
proceeds of the stock realised be invested in a 
country which has not alreacly been selectcd, but 
whose stocks stand at a temporary depreciation. 
If, therefore, a stock which shows a consider­
a ble profit is realised, and the proceeds in­
vested in a stock of another country yielding 
a higher rate of interest, but whose price is 
below its normal value, the advantageously 
acquired new purchase should, in its turn, at 
no distant date, display a similar profit to 
that already secured .. 

1iVlwn a geographically distributed Invest­
ment List ,i,s jiidicionsly managed in this 
fashion, it becomes practically certain that the 
realisation of one profit will tend to the futnre 
acwmiilation of another profi.t. 

The investor will now begin to perceive 
that one of the main ad vantages off ered by a 



69 

world-wide distribution of capita] consists of 
the opport uni ties which this system presents :-

1. Of realising an accrued profit in one 
or more geographical divisions. 

2. Of purchasing or of averaging depre­
ciated investments in another geographical 
division with the capital so realised, and 
with the accrued profit so secured. 

3. Of materially increasing the capital 
value of the whole Investrnent List by thus 
rnaking a profit, which has already been 
secured, act as a stepping-stone to another 
future profit on an unduly depreciated 
security, which is purchased with the pro­
ceeds of the stock sold. 

It rnay occur to a thoughtful investor that 
the sybtem of securing accrued profi.ts, advo­
cated above, would necessitate bis investing 
his capital in more or less speculative stocks 
of great width of fluctuation. But a glance at 
any one of our charts will satisfy the reader that 
extensive u pward and downward movements are 
by no rneans confined to speculative securities, 
for we find that a Trustee investment like 
Nottingham Oorporation Stock in the all­
British Ohart has fluctuated to the extent of 
31 points, whilst a more speculative stock 
like Illinois Oentral Railway Common Stock 
in the International Ohart has only fluctuated 
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to a similar extent. These facts show that 
the system of securing accrued profits and of 
re-investing the proceeds of the stock thus 
sold in some other temporarily depreciated 
security, can be followed alike by investors 
holding the choicest securities and by those 
w ho select the more speculative stocks. 

How large are the profits to be made by an 
investor who follows this plan may be gathered 
from the price - rnovements given on the 
G eographically Distributed Ohart. It will be 
noticed that the stocks therein depicted fre­
q uently rise 15 points in two years, and that 
on an average quite a thir<l of them do this 
during the period. To speculators, of course, 
the above briefly sketched plan offers a wealth 
of possibilities, but we are not here interested 
in any speculative questions. 

By this time we trust that we have clearly 
established the advantages of Geographical 
Distribution. But it is important to remember 
that in order to secure the benefits of this 
system it is necessary to apply to it a 
thorough grasp of Stock Exchange _markets, 
combined with an intimate knowledge of 
Political Geography. There are many intri­
cacies attached to the fact that so many stocks 
are situated in one country but have to be 
treatedas belonging to another country, because 
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it happens that the bulk of the capital is held 
in that other; for example: the Debentures of 
the Russian Petroleum & Liquid Fuel Oom­
pany move in sympathy with Consols and the 
rest of the London Market, rather than with 
the Government Loans of Russia, and so does 
the Frank Jones Brewing Company, although 
the brewery is situated in the United States. 

Difficulties of this type tend to render a com­
petent financial guide almost an essential to 
the satisfactory working of: the system of 
Geographical Distribution, and to the pro­
duction of the material advantages which result 
from the proper application of its principles. 



CHAP'l'ER V. 

THE PRACTICAL CONSTRUCTION OF 

INVESTMENT SCHEMES. 

To most investors it wil] prove quite a novel 
idea that any necessity exists for an J nvest­
ment Scheme, and that such a scheme requires 
construct ion. 

·with the exception of the managers of 
Banks, lnsurance and Finance corn panies, and 
perhaps a few isolatecl large private investors, 
the investing public have always looked upon 
investment as a haphazard business, in which 
luck was the main factor. vVhenever money 
was to be invested the pros and cons of this 
and that security were considered mostly 
without any reference to the investments 
already held, and without weighing anything 
except the safety and yield of the proposed 
purchase. This is the one and only reason 
why so few investors are permanently suc­
cessful in their operations. 

In the preceding chapters we have 
explained the necessity of considering all 
investments held as one harmonious whole, 
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o:f which all the component parts must pro­

perly balance each other, and that both in 

quantity and quality all the various stocks 
held must be on a near approach to equality. 

We have further endeavonred to show, unless a 

contemplated new purchase proves on investi­
gation to blend satis:factorily with the stocks 

already held, it is dangerous to combine it 
with them in the same Investn1ent Scheme. 

Here we will describe the fundamental 

principles which should guide investors in 
the construction o:f Investment Schemes. In 
pursuance o:f this idea, we will first assume 

that the investor starts without any stocks 
in hand. 'Then, when we have exhaustive1y 

treated o:f the construction o:f an Investment 

Scheme, we will in the succeeding chapter 

deal separately with the treatment o:f 
stocks in hand, and show how an existing 
Investment List should be placed on a sound 
foundation. 

First o:f all the investor should make up 

his mind what results he desires to óbtain. 
Almost any reasonable result is procurable, 
provided, that the rneans most likely to 

produce .the desired end are employed. 'ro 
illustrate clearly what we rnean we will outline 

and discuss a :few o:f the typical and most 

frequently recurring objects o:f investment. 
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1. Maximum Capital and lncome Safety 
coupled with the minimum amount of personal 
trouble to the investor. 

An investor who desires a moderate income, 
coupled with great capital security, and who 
does not wish to attend to his investments 
more than is absolutely necessary, should 
minimise the number of stocks in which he 
invests as far as is compatible with a 
proper geographical distribution of external 
investment risks. He should confine himself 
to investments whose inherent safety is 
capable of the clearest demonstration, 
which are as far as possible removed from 
politica! influences, and from whose internal 
capital and income safety the speculative 
element is completely removed. Such a list 
should consist exclusively of Government or 
1Ylunicipal Loans which show the least fl.uctu­
ations in price-movement, and Debenture or 
Bond issues of undoubted security. Deben­
ture and Bond issues are the more preferable 
class of investment, as they are more removed 
from politica! and monetary infl.uences than 
are Government and JYiunicipal Loans. There 
is a general idea abroad among investors that 
the Government issues of the principal 
European States are most suitable for such 
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an investment; we, however, are not of this 
opinion, and infinitely prefer absolutely safe 
stocks which have a limited market and for 

this reason fluctuate little in value. Th'e 

age of these investments need not neces­
sarily be considered, provided that their 
inherent capital and income safety are 1m­

questionable. A list constructed on these 

principles will give no cause for anxiety, 

one hour in every year spent on it will be 
sufficient to keep it in perfect order ; the 

capital value and income will be stable, and 
risks of all kinds reduced to a minimum. A 

specimen of this type will be found in the 
4 per cent. Ohart given in this chapter. From 
this chart it will also be seen which class 

of stocks of this kind are subject to wide 
fluctuation. 

ll. Maximum Capital Safety coupled with 

a Iarger yield, hut requiring more careful 

supervision. 

An investor who desires a larger yield than 
he would obtain under Example I. must be 

prepared to take a certain amount o:E trouble 
over his investments, and have them re-valued 

and examined at least :Eour times in each year. 
He must cover as many geographical divisions 

as his capital will satisfactorily permit, and he 
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must adhere closely to the three cardinal rules 
for obtaining capita! safety, as defined on 
page 11 of thü, book. In return for this 
additional trouble he will obtain an increased 
yield of up to l½ per cent., and he will 
experience no difliculty in making his capital 
produce about five per cent. He should confine 
himself exclusively to sound Debentures, Bonds, 
and first-class Preference shares, and he should 
avoid all stocks which are easily swayed by 
politica! and monetary influences, or financial 
cliques or combinations, taking in preference 
issues which are less liable to these influences. 
By these means his capital safety will be quite 
as secure as i:E he had invested in accordance 
with Example I. 

111. Reduced Capital Safety compensated by 

a comparatively high yield. 

An investor who is forced by circumstances 
to make his capita! return him a larger yield 
than five per cent. can achieve this object by 
taking additional trouble over his investments. 
The stocks which he selects should in the main 
be o:E the same nature as those described in 
Example II., yet giving a higher yield. 
Ordinary stocks and shares situated in old­
established industrial centres inay be blended 
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with Debentures, Preference and Govern­

ment stocks of more recently developed 

countries. The individual stocks selected will 

be of a luwer grade, and therefore individually 

less safe from a capital point of view. This 

loss in individual safety must be connter­

balanced by additional sub-division of the main 

divisions of geographical distribution. In this 

way the smaller inherent safety of such 

stocks will be con~pei1sated for by the more 

perfect distribution of external risks. Lists 

properly constructed on this principle afford 

quite satisfactory capital safety. 

IV. High lncome the main object. 

An investor to w hom a still higher yield 

than that described in Example HL is of 

paramount importance ·can obtain this result 

by investing in Ordinary or Deferred shares 

and lmv-grade Debentures or Preference 

shares. An exarnple of this class of investrnent 

scheme is shown facing page 87. There are a 

nurnber of experienced investors who consider 

a list of this nature quite as safe as lists made 

in accordance with Examples II. and III.; 

but great _discrirnination is necessary, both in 

the selection of the geographical divisions and 

of the individual stocks, in order to make 

a high yielding list of this deijçription safe. 
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V. Chance of fair increase in Capital Value 
with some regard for lncome. 

An investor who is not solely dependent on 
the income derived from his invested capita], 
and who is in a position to accumulate fresh 
capital from time to time out of earned income, 
should pay the greatest attention to a possible in­
c'fease in the capital valne of his stocks, making 
the income-yield a subordipate consideration. 
There are quite a number of stocks which, 
like Ground Rents, automatically increase in 
capital value, such as Loans and Debentures, 
redeemable at a :fixed date and at a certain 
:fixed price, which can be bought below their 
redemption value. 'l'here also appear on the 
market, from time to time, new Debentures 
and Bond issues which are thoroughly well 
secured and are offered below the value which 
they are likely to command when the under­
taking becomes established. There are many 
Geographical Divisions in which industrial 
development is fast · expa:q.ding, and in which 
the current rate of interest paid on loans 
displays a constant tendency to diminish. 
These conditions cause a gradual appreciation 
in the rise of all sound Stocks in such 
divisions. ,ve have a very good example 
of this in the recent development of 11'2x:iço~ 
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and the corresponding rise m value o:f its 
representative stocks. From time to time 
opportunities are also afforded of purchasing 
first-class low-yielding stocks at comparatively 
low prices, on account o:f the adverse trade and 
financial conditions temporarily prevailing in 
certain Geographical centres. 

The above are the main opportunities of 
increasing capital value in a sound and effica­
cious manner, the question o:f income-yield 
being regarded as a subordinate matter. The 
main principles of Geographical Distribution 
of Oapital should be closely adhered to when 
lists are constructed for the purpose of accom­
plishing this object. Every stock which shows 
a fair increase of capital value should be sold 
as opportunity arises and re-invested on the 
same favourable terms as in the original pur­
chase, care being taken that the poise and 
counterpoise obtained by a proper geographical 
distribution is not thereby disturbed. 

VI. The Maximum Chance of increase in 
Capital Value, with entire disregard for lncome. 

An investor who disregards Income and 
simply desires to increase his Oapital should 
select the reasonably largest number of com­
paratively yonnger stocks standing at low 
prices ( whether they yield a dividend or no 

G 
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is immaterial), all of which show a great 
capital variation year by year, and are 
spread over the largest possible geographical 
area. A list of this description, worked 
on the principles explained in the previous 
chapter, should be non-speculative as a whole 
and yet give the maximum chance of a large 
increase in capital, for the largest imaginable 
falls in some directions will be counterbalanced 
by corresponding rises in valuein others; whjlst 
the intermittent purchase of cheap stocks by 
the realisation of other stocks which have 
materially improved in value as described in 
the foregoing chapter, will lead to the investor 
securing the large profits which will accrue 
to him. Only investors who consider them­
selves to possess financial skill and who are 
fair judges of the probabilities of new 
investments should undertake the construction 
and the subsequent management of an 
investment list of this description. They · 

must be prepared to see some of their 
investments result in total failure, and they 
must rely upon the very large profits made on 
others to produce a constantly appreciating total. 

The above suggestions are made with the 
double object of showing, in the first place, 
that every individual Investment Aim is to 
be achievecl in a fashion peculiar to itself, 
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and, in the second place, o:f explaining how 
various types o:f securities should be employed 
in order to obtain certain desired results. 

Stocks should be used by investors in the 
same way as an architect uses building 
material. Just as there are various kinds o:f 
timber, every one of which possesses different 
qualities, so there are different classes o:f 
stocks with varying advantages or drawbacks. 
The lowest class o:f timber can be utilised 
in its proper place, and in the same way even 
the lowest grade o:f stocks can under certain 
circumstances be advantageously employed. 

It would be a pity to employ fine oak 
beams for supportjng the roof of an outhouse, 
and it is equally unwise to invest in a 
British Trustee Security when a fair Ordinary 
share would do. In a virgin Oak forest, far 
removed from civilised centres, oak logs might 
be so employed, for the timber does not 
command a fair comparative price in such a 
region; and similarly a first-class 6 per cent. 
yielding Debenture emanating from a country 
where money is dear, might be used for 
ordinary Investment purposes. 

For, as with timber, whose price is 
regulated by its proximity to markets, so 
is it with stocks, whose yields are regulated 
by their geographical position. 

o2 
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Thus a good British Debenture Stock will 
command a price at which it will yield only 
about 4½ per cent., whilst an equally well 
secured local African or J·apanese Debenture 
can be bought to yield ö per cent. ; or in other 
words 2,75 invested in the latter, will go as far 
as 2,100 invested in the farmer. 

A builder of an investment scheme requires 
materials (Stocks) which are situated in different 
parts of the globe. For some of those which 
emanate from the centre of civilisation, he will 
be forced to pay high prices ; these should be 
offset by the compensating low prices at which 
others, situated in remote countries, are 
purchased. The less civilised a country, the 
more its stocks should yield, and in this way a 
fair average return can be secured from 
capital judiciously distributed over the earth's 
surface. 

If a Trustee is forced to invest exclusively 
in British Trustee Stocks he will obtain an 
average field of under 3½ per cent., whilst a 
Trustee whose hands are not equally tied can 
obtain over 4 per cent., and every security 
which he holds can be quite as sound as the 
British r:I.'rustee Securities are. Private investors 
are not in any way restricted in their selection ; 
hence they are wasting their substance when 
they neglect to provide a sufficiently wide area 



83 

o:E investment :Eor their capital, which con­
sequently remains comparatively unproductive 
--to say nothing o:E the additional and 
indispensable ca:pital security which Geo­
graphical Distribution carries with it. 

There are as many varieties of lnvestment 
aims as there are :Eorms o:E leaves on the trees, 
and the examples which we have given 
·are only a :Eew average specimens. . I:E the 
personal aims o:E any one o:E our readers are 
fairly described in one o:E the given specimens, 
then no diffi.culty arises in constructing his 
investment scheme; but should his case not 
fall under one of these genera! and most · 
frequent heads, then we should advise him 
to take special advice. 

The foregoing examples will also serve to 
illustrate how our mode of constructing 
Investment Schemes reduces to a minimum 
the element of speculation. Further, they 
will enable an investor who :Eollows our 
principles to decide at the outset by what 
means he can best attain the investment 
object desired by him. 

Investors have been so frequently misled 
by rosy pictures of :Euture possibilities, that 
a great many of our readers may possibly 
consider our outline of obtainable results 
ovenlrawn, and may :Eeel inclined to doubt 
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the possibility of so reducing chances as to 
make satisfactory investment results a practical 
certainty from the outset. 

This dubious frame of mind we consider 
rather advantageous than otherwise, because 
it should tend to egg the doubter on to 
a close study o:f the subject o:f averaging 
investment risks. All investigations which 
he will make will lead to a better under­
standing o:f the subject, and to the ultimate 
conviction that we have in no way overstated 
the accuracy with which an investor can pre­
arrange a given result. 

Having once determined what results he 
desires, and having discovered what classes 
o:f stocks he should include in his investment 
list, an investor should be guided by the 
following main points of a safe Investment 
Scheme, which are applicable to all investment 
schemes whatever the desired object may be. 

1.-The Division of Capital. The amount 
invested in every separate stock must be alike; 
there:fore the number o:f stocks which the in­
vestor decides to hold settles the amount o:f 
capital to be placed in each. In our opinion 
the evolution o:f invested savings should be 
somewhat as :follows :-vVhen annual earnings 
first begin to exceed the annual expenditure, 
the Post Office Savings Bank should be the 
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repository for anything up to the first i,100. 
As soon as the deposi ts reach tha t figure they 
should be taken out and invested in one stock. 
This process should be repeated with the next 
hundred, only the second stock chosen must be 
under a different mar1rnt and trade influence 
from the first. \Ve deal with the best selection 
of countries for this purpose in the third 
of these sub-divisions, of which this is the 
first. With the third hundred a third stock 
should be bought, and so on up to i,500. 
(Until the invested capital is protected by at 
least three different market influences, capital 
safety has not been arrived at. For this 
reason we would recommend that the :first 
stocks bought be most carefully examined as to 
capital stability). After i,500, the number of 
stocks to be invested in will largely depend 
upon the objects desired by the investor, as 
outlined in the early part of this chapter. For 
ordinary purposes, where a substantial income 
with good capital stability is desired, we 
have found, in our experience, that capital is 
best divided up m the following pro­
portions :-
From f.500 up to f.1,000 capital, 5-6 stocks of equal value. 

,, f.1,000 " f.2,000 5-7 ,, ,, ,, 
,, f.2,000 " f.5,000 " 6-8 ,, ,, 
,, ;f,5,000 " ;f,20,000 " 8-10 ,, 

For larger sums 10-30 stocks of equal value, 
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Many investors indulge in some small 
speculative transactions, or hold, for personal 
reasons, small interests in some particular 
enterprises. These minor holdings form no 
part of the real Investment Scheme; they 
should be treated like a petty cash account; 
otherwise these extraneous holdings will 
obscure the results which the Investment List 
is producing, and impede its proper ·working. 

· Investors derive no benefit from holding 
two or more stocks which are subject to 
the same Tratle Influences. Every additional 
stock held entails additional labour in super­
vising its progress, and as it is futile to 
create additional work which eau be produc­
tive of no beneficia! results, the number of 
stocks held should be reduced to as low a 
point as - is compatible with adequate Geo­
graphical Distribution. 

2.-The Quality of the Stocks held. As to 
the quality of the stocks, which an investor 
elects to buy, he must be guided by his own 
Income R.equirements. 

Investors who are content with a yield 
of 4 per cent. or under should make their 
selection among high-grade secnrities, similar 
to those which in British stocks rank 
immediately behind the gilt-edged group. 
'l'hose who desire a yield of from 4 to 5 per 
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cent., can satisfy their requirements amongst 
the Debentures and Preferences of old­
established Home Industrial Companies, 
whilst in other geographical divisions they 
will :find that they have a wide choice amöngst 
Foreign Hailway Mortgages and Preference 
Stocks. Investors requiring from 5 to 6 per 
cent. upon their invested capital will find a 
fair selection amongst Ordinary stocks and 
Foreign and Colonial Industrial Debentures 
and Preferences ; but in the British division 
such a return is only obtainable from Industrial 
Issues of lesser repute. 

In Flow to Manage Oapital we give a detailed 
explanation as to how the comparative class, 
value and safety of individual securities is 
determined, and in the Investor' s Year Book 
and the Financial Review of Reviews is 
set forth the statistica! information neces­
sary to ascertain the dividend safety and 
the widths of fl.uctuations of all the securities 
contained therein. With a very little practice 
the investor will find himself thoroughly com­
petent to arrive at a correct opinion on these 
two points. 

As we have already indicated in the 
examples given earlier in this chapter, it 
is in the selection of the quality of the 
investments to be held that the investor must 
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deei<le whether he ehiefly aims at permanent 
stability of capital value or at the enhancement 
of the realisable value of his capital. In 
the previous chapter we have explained 
how Geographical Distribution will assist in 
the enhancement of the value of capital in­
vested, and if this is the object chiefly desired, 
then stocks of great width of fl.uctuation 
should be chosen. If, however, Oapital Stability 
is all that the investor aims at, then stock:,i 
with the minimum width of fluctuation, in 
fact, stocks w hich but rarely change hands 
and do not possess a free market, are 
prefera ble. 

Any yield up to 6 per cent. is usually 
obtainable, and, as ~ill be seen from the 
two specimen charts here interleaved, it is 
possible, with the aid of Geographical Distribu­
tion, to select stocks which scarcely :fluctuate 
in their combined realisable value. The 
lower the yield of income obtainable from 
an investment scheme, the smaller will beits 
variations in total realisable value. Thus, 
the 4 per cent. scheme illustrated in the 
chart starts with a capital value of 2,10,185, 
and during ten years its extreme variation 
was a fall of 2,323 in the year 1904, whilst 
the 7 per cent. chart starts with a capital 
value of 2,I0,660, and displayed its extreme 
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variation m the year 1906, when it had 
risen to .f,13,676. 

A study oÎ the 4 and 7 per cent. chart 
discloses the fact that Government Stocks 
fl.uctuate most violently, whilst all stocks 
which are, as far as this is possible, removed 
from politica! infl.uences, fl.uctuate to a much 
lesser degree. Investors who seek for tran­
quility of mind should invariably give their 
preference to stocks which, although they 

. are saleable, have a rather congested market. 
These classes of stocks but rarely change hands, 
never attract the attention of speculators, and 
therefore only follow the genera! wake of 
price-movements in a sluggish manner. ln­
vestors who desire to increase their capita! 
value should select widely-:-moving stocks. 

3.-The Oeographical Divisions. H we take 
a map oÎ the world and look at the different 
countries thereon depicted we shall find some 
forty countries in which at present it is possible 
to select representative stocks that are subject 
to different trade influences. As more countries 
develop their resources, there will naturally, in 
the foture, be even more countries from which 
the investor may make his selection. Now 
the object that an investor should invariably 
keep before him when he decides upon a 
Geographical Distribution of his capital is to 
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so select his countries in which he desires to 
invest, as to obtain as great a contrast as is 
possible in the trade infl.uences which govern 
each one of his holdings. If the reader will 
look at the accompanying map of the world we 
will attempt to outline the method he should 
adopt, not only in his initial selection of such 
stocks, but also in the management and 
manipulation of his holdings as recommended 
in the preceding portions of this book. :For 
the sake of clearness we shall develop the 
method of distributing savings over a geo­
graphical area from its incipient stages. 

\!I,' e have already mentioned, in dealing with 
the division of capital, that the first savings 
should be placed in the Post Office Savings 
Bank. As soon as the deposits have reached 
the sum of .tlOO this amount should be taken 
out ·and invested in one stock. The first stock 
chosen should be of a general international 
character. We will explain more folly here­
after the nature of such stock. vYhen the next 
.tlOO has been saved this sum should be 
invested in a British stock. The next 2'100 
should be invested in a stock whose trade 
infl.uence is the most likely to be in diametrjcal 
contrast to that of Great Britain. The stock 
chosen should therefore be an American stock. 
The succeeding fourth sum o:E i-100 should be 
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invested in a different Continent to those in 
which stocks are already held; for this reason 
we will select the Continent of Asia. Africa 
will afford the investment centre for the . fifth 
;;l:.100 and Australasia for the sixth ;;l:.100. 
As there is very often great difficulty in 
securing the req uired class of stock in the 
latter division, an alternative division máy be 
necessary, and either Canada, India, or South 
America be selected as a substitute. · 

We have now covered the five continents of 
the world, and have supplemented these by a 
General International stock so that the safety 
of our capita! should be assured. If sound 
stocks in each continent are selected for the 

· purpose of investment, it is not absolutely 
necessary to carry the division of the earth's 
surface any farther, whatever the amount of 
·capita! to be invested may be, so long as 
such capital be evenly distributed. Indeed, 
so long as there are four or five well-con­
trasted countries in which the investor selects 
his stocks, the necessary poise and counter­
poise incidental to a sound geographical dis­
tribution of capital will always be secured. 
In illustration of this we append a chart 
covering five geographical divisions only. 
But where the investment objects necessitate 
a wide distribution o:f capital in accordance 
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with the directions given in the examples set 
out in the early part of this chapter, then more 
divisions become necessary. 

The numbe1· of geographical divisions 
a.1nongst which an investor decides to distribute 
his Oa,pital should always increase in direct 
1·atio with the Income-Yield worked f01·. In 
an Investment List constructed to yield an 
income of 4 per cent. the minimum number 
of stocks and of geographical divisions will 
suffice. But, when the investor requires a yield 
of 5 or 6 per cent. :from his capita!, and con­
sequently purchases stocks of a more specula­
tive type, Capita! Distribution should be made 
as wide as the amount o:f capital will permit. 
This, of course, applies also where the selected 
stocks are desired to show large fluctuations. 

I:f the reader will again re:fer to the map 
of the world we will lead him on to :further 
countries in their natural succession. In order 
to show clearly the motive for our selection, 
and to aid the reader when we corne to the 
question of realising investments, we would ask 
him to provide hirµself with a few pins to repre­
sent stocks and to fix first of all five o:f them 
into the divisions already selected, thus :--One 
in the spot denoting London, one in the spot 
denoting San Francisco, one in Tokio, one 
in Cape Town, and one in :Melbourne, and a 
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sixth pin should be inserted in the middle of 
the A tlan tic Ocean to denote the General 
International stock. After these we take 
Europe , as a division distinct :from that of 
(heat Britain, and we will place ~ pin, 
say in Italy. The next step is to divide 
America into two divisions, North and South. 
As we have already one pin (representing a 
stock) in North America, our next selection 
must be a stock in South America. Let us 
place a pin in the spot denoting Buenos Ayres. 
The next division will be Europe into North 
and South, placing a pin, say in Berlin. 
Lastly, we again divide America, forming a 
distinct division of Central America, and we 
will place a pin in the centre of Mexico. 

This limit of ten divisions, which we have 
chosen as our method of covering the earth' s 
surface for the purpose of the Geographical 
Distribution of Oapital, will be found a very 
convenient one for all ordinary purposes. 
Being a decimal unit the division of capital 
is rendered extremely simple, and it is also 
admirably adapted for the purposes of poise 
and counterpoise. A glance at the pin­
covered map will, of course, show a large 
number of uncovered countries, some of 
which are governed by still different trade 
infl.uences ; for example, in the British Oolonies, 
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Canada and India are both unlike Australia 
in their trade movements; while in North 
Europe, Belgium and Switzerland, although 
near neighbours, show similar differénces in 
their respective trading conditions (see chart 
of price-movements in different countries). 
Indeed, by consulting a iinancial expert who 
thoroughly understands the Geographical 
Distribution of Capital, new divisions can 
be arranged in ,any q uarter of the globe 
where it seems to be expedient. This is a 
very important point to bear in mind when 
it is desired to realise any particular stock 
which has shown a substantial appreciation. 
vVe will proceed to illustrate on the map how 
these realisations and re-purchases should be 
carried out in practice. 

Let us suppose that the stock which is 
represented by the pin. in Italy shows a 
realisable value considerably above cost price. 
That is to say, suppose that after a period of 
trading prosperity the increased purchasing 
power of the ltalian investor has carried the 
price of Italian stocks up to a point where on 
their realisable value they return but a low 
rate of interest. 'l'hen this stock should be 
realised at a considerable profit, and the 
proceeds should be invested in a stock of the 
same width of f:luctuation in a country in the 
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same main division, but whose credit is below 
its normal point. Let us suppose these con­
ditions obtain in Austria, so that our purchase 
will consist of an Austrian stock of kindred 
quality to the Italian stock which has just been 
sold. Our capital will then have been enhanced 
by the profit realised on the Italian stock and 
will now stand a further · chance of enhance­
ment in the future. Moreover, the balance of 
our investment scheme will not be imperilled, 
for if we transpose the pin from Italy to the 
spot denoting Vienna we still find our pin­
covered map shows a sÎlnilarly ·wide distribution 
of capital over the whole surface of the globe 
as it did originally. 

Again, if the appreciated stock is the one 
denoted say by the pin fixed in Buenos Ayres, 
we then purchase another similar stock in 
some other part of South America, and where­
ever we place the pin-whether in Para, or 
Valparaiso, or Rio de Janeiro-we still find an 
equally wide distribution of our capital 
evidenced by the symbolic pins on our 
coloured map. 

Jf it should happen that no country in the 
same division affords a suitable investment, 
then we must look· at the pin-covered map, 
and choose a favourable stock in some other 
division which is as far removed from any 

H 
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of our upstanding pins as possible. In this 
way, also,. the equipoise of our investment 
risks will remain undisturbed. 

For very large amounts of capital, more 
than the ten suggested Geographical Divisions 
may be made by means of further sub­
divisions, care being taken always to secure 
a well-balanced distribution. At the end of 
Chapter VII. of this book will be found an 
extended list of all the principal Stock 
Exchanges of the world, showing the main 
divisions under which they fall, and in each of 
which it is possible to find stocks that are 
mainly or wholly controlled by its own market 
dealings. 

In addition to the division of the earth's 
surface into contrasted trading centres, it will 
be seen from the coloured map that we have 
included a tenth division, which bears an 
international aspect. In this division we 
include all the undertakings or concerns 
which trade between nations, like Shipping 
Oompanies, Marine Insurance Companies 
and Cable Companies. This is an extremely 
important division and it should be repre­
sented in every Investment List where the 
smallness of the capital sum precludes 
the investor from achieving a world-wide dis­
tribution. The reasons for always investing a 
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portion of capita! in this division briefl.y are 
that the business of Shipping, lnsurance, and 
Cable Oompanies always b~nefits during war 
times or during political complications which 
threaten war. Therefore, when other securities 
are flat, stocks of this type are enjoying a period 
of abnormally large earnings. Further, the 
whole freight market always benefi.ts in every 
trade route by an exceptional demand for ton­
nage in auy quarter of the globe, because any 
exceptionally prosperous part of the world 
attracts to it the surplus tonnage from otber 
routes, and so im proves the prosperi ty of shî p­
ping all the world over. Lastly, it will be 
found that the dividend yields obtainable from 
General International Investments compare · 
favourably with the yields obtainable in the 
other geographical divisions. 

·w"hen :finally deciding upon the purchase 
of stocks, the adjustment of the equality of 
invested capitàl in the various divisions should 
not, if it can be avoided, be pushed to the 
point where the nominal amounts of stocks 
purchased are braken up into smaller qua:n­
tities than multiples of i,100 nomina! stock. 
Otherwise the investor will find himself 
possessed of a number of oddments of stock 
which he will only be able to realise in 
the future at some concession below the 

H2 
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current market price ruling for even amounts 
of the same stock. 

The above explanation furnishes all the 
items of detail which are involved in the 
construction of Investment Schemes to meet 
every conceivable requirement. In every 
instance the ultimate success of a scheme con­
structed on these lines will merely depend upon 
whether the scheme decided upon does 
actually embrace all the objects the investor 
is aiming at, and whether, in any modifica­
tions of the original scheme which he may 
make in the future, he imports no new factor 
into his Investment List which upsets the har­
mony of the original anangement. 

An Investment Schen1e, when once adopted, 
must be consistent in character to the smallest 
detail, and the very consistency of his invest­
ment policy will be found an immense assist­
ance to an investor in enabling him to form a 
right judgment in every :financial contingency 
which may arise. No longer will the investor, 
with money in hand for investment, hesitate 
between the com.parative merits of an endless 
variety of securities. His Investment Scheme 
will solve the problem for him, and clearly 
indicate to him in which geographical division 
and in what quality of security he must seek 
the stock he requires. 



OHAPTER VI. 

THE TREATMENT OF EXISTING 
INVESTMENT LISTS. 

BuT .few of those who read the pages o:E this 
book will find that their own investments are 
distributed in the manner suggested by us as 
the safest; because stocks and shares are 
usually acquired gradually, and added to frorn 
time to time without any definite Investment 
Scheme being followed. 

w·henever the investor's banking account 
discloses an unnecessarily large cash surplus, 
a stockbroker is consulted, and this or that 
stock is bought without any regard to previous 
purchases, and without considering the fitness 
of the new stock to assist in the development 
of a wide distribution of risks. As the sums 
of money so freed for the pm1Jose of invest­
ment naturally vary, at one time a large 
purchase is made, whilst on another occasion 
only a small amount of stoèk is required. 

As a natural result the most curious com­
binations of investments are strung together, 
in which the quantities of the varions stocks 
held bear no symmetrical proportion to each 
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other; so that the depreciation of a large block 
of stock cannot possibly be counterbalanced 
by an equal a,ppreciation in a small holding; 
and, in addition to this, the external risks 
which dominate these indiscriminate purchases 
are entirely disregarded. 

Besides this, some investors buy thirty 
different securities where six well-selected 
stocks would have sufficed; whilst others 
purchase five stocks where at least ten 
would have been necessary fora proper distri­
bution of risks. 

The comrnonest and most disastrous idea 
which seems to prevail among investors is that 
it is only necessary to consider the pros and 
cons of every stock separately, and that if 
each stock held is internally safe the total 
result must be satisfactory. 

·we have now fully explained to our 
readers the fallacy of this argument, and have, 
we hope, made clear to them the disastrous 
consequences which these popular mistakes 
entail. So that by this time our readers 
should be in a position to lay their fingers 
upon the precise cause of every financial loss 
which they may have sustained in the past. 

To reconstruct to the best advantage 
existing ill-assorted Investment Lists is by 
no means an easy task. We give in How to 



101 

Manage Capital a detailed description o:f the 
way in which this can best be carriecl out, and 
will, therefore, here state briefly that the 
investor should commence this task by :first o:f 
all ascertaining his real investment position. 
There is nothing which will make this easier 
for him than a tabular statement showing, 
firstly, how his own investments are split up 
over the ten main Geographical Divisions 
which we have explained in the last chapter, 
and, secondly, in what proportiou his capital 
is divided among the various securities held. 

·we have demonstrated in the previous 
chapters that a proper distribution o:f risks is 
the only way in which successful investment 
can be arrived at. This distribution o:f risks 
entirely depends upon the num ber o:f different 
Trade Influences which are represented in a list 
o:f investmeuts. V\T e ha,·e also demonstrated 
that capital, to be sa:fe, must be equally clivided 
amougst a number o:f stocks o:f similar quality. 

It is only by means o:f such a tabular 
statement that the true existing investment 
position can be revealed. In this way alone 
can it be shown how many separate trade 
iufl.uences are covered by existing investments, 
how much capital is placed in each one o:f 
them, and how :far an equal division o:f capital 
among all stocks held has been effected. 
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Investors who are unfamiliar with wOTk of 
this kind Vv"Ïll be well advised to have such a 
table prepared for them by an expert, as it is 
of indispensable importance that this table 
shoulcl be correctly made out in every detail. 

As soon as the Table is complete, the 
investor should examine the examples of 
investrnent objects given in the preceding 
chapter, ascertain which of these examples 
represent his own case the most accurately, 
and then compare his own list of holdings (as 
shown by the Table of his own investments) 
with the recornmendations given in such 
example. 

'l'he investor will now have two pictures 
before him, the one showing how his money 
is actually invested, the other how it ought 
to be invested so that his capital may be safe 
and his investment objects obtainable. When­
ever it is found that an investor's own list 
differs widely from our example, then prompt 
and drastic action should be taken, and the 
list rectified without delay. Our examples 
are based on a life-long experience, and have 
proved themsel ves in practice to be correct. 
On the other hand, we have hardly ever known 
a case in which a baclly-constituted list has 
produced the results which the investor 
himself has desired. 
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In all cases where none of the examples 
of J nvestment Aims gi ven in the previous 
chapter really fit in with the actual object 
desired by the investor, he should either 
endeavour to make up a combination, fitting 
his case for himself, or he should consult a 
competent adviser. 

It is just as useless to expect a toy terrier 
to grow three feet in height as it would be to 
expect a dearly purchased fixed charge stock 
to show a considerable increase in capital 
,value. There are certain future possibilities in 
every stock, and unless these possibilities carry 
out the investment aims of its holder, disappoint­
ment is bound to be the ultimate result. 

Before any alterations in the existing 
investment list are made, a DEFINITE INVEST­

MENT SCHEME, setting forth the number of 
stocks to be bought" the clasB of security 
selected and the Geographical Divisions to be 
covered, should be made out, and then such 
existing investments as do not fit into this 
scheme should be sold and the proceeds in­
vested in stocks which answer every require­
ment of the scheme. 

In sorne cases it is wise to carry out an 
entire reconstruction forthwith; in others, it is 
preferable to do so gradually. It is quite im­
possible to give any rigid directions in this 
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respect; but investors shoulcl always remember 
that the sooner they get into a really sound 
investrnent position the better it naturally is for 
them. 

It frequently happens that investors clelay 
the re-arranging of their investments because 
their own investments have fallen in value and 
they prefer to wait for a recovery in prices. lt 
is, of course, most unsatisfactory to sell at a 
loss ; yet, in many cases, the first loss is the 
best,. 

W aiting for a recovery in prices means 
speculating ou a future event. There is really 
no difference between a man waiting for a 
stock to recover and another buying this same 
stock in a speculative way with a view to its 
rising in price. It is from this standpoint that 
all investors who are reluctant to face a loss 
should consider the matter, and if they are 
content to speculate as to the future, they can 
then clelay their reconstruction of investment. 

There is, however, another way in which 
the contingency of selling at a loss may be 
m·et. In almost every Geographical Division 
there are some stocks to be found which at 
some time or another have cornmanded higher 
prices than those at which they can be bought 
when a reconstruction is contemplated. By 
exchanging the investments which show a loss 
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for stocks of this kind, the investor may secure 
quite as good a chance of a future rise in value 
as he may have in respect of his existing 
holdings. Such a procedure might hinder the 
immediate investment in stocks which are likely 
to carry out the investor's real investment aim; 
but it would tend to forthwith improve the 
Geographical Distrib11tion of his capital, and 
this is, after all, a very great step in the right 
direction. To wait for a foture rise in any 
security is speculation and not investment, and 
whether the anticipated rise is to take place in 
a security which is actually held or in one 
which has just been purchas~d does not alter 
the fact. To make investment and speculation 
go hand in hand is not an easy matter, and it is 
from this point of view that every delay in the 
sale of unsuitable stocks should be considered. 

In all cases where a stock broker is consulted, 
his ipse dixit on investment questions should 
not be accepted as final, but he should rather 
be asked to furnish good reasons for the 
suggestions which he may make, and to 
explain at the outset his Investment Scheme as 
a comprehensive whole. 'l'his not only makes 

· for the greater enlightenment of the client, but 
it also gives the l~tter an opportunity of testing 
his adviser's ability to handle the delicate 
question of investment. 
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The publishers of this book will both 
prepare Tables of ex1stmg investments as 
heretofore explained, and also construct com­
plete Investment Schemes for every investor's 
individual case. Furthermore, they analyse 
the stocks held as to soundness, and sug­
gest which of them could be most advan­
tageously retained. They also keep up a 
permanent Register in which the safest, best, 
and rnost remunerati1,,e stocks for the time 
being in every Geographical Division are 
recorded. By means of this Register they can 
indicate instantly stocks most suitable to 
every kind of Ü1vestment Scheme. 

There are some investors who have a 
rooted prejudice against all Foreign Invest­
ments. This attitude is highly patriotic, no 
doubt, but, like every other fancy, it has to be 
paid for. 

'f o such investors as these the theory of 
tbis book váll not prnve palatable, in spite of 
the obvious wisdom of a wide distribution of 
investment risks. It is, in our opinion, impos­
sib]e to construct a really safe Investment List 
consisting of British stocks only, for the simple 
reason that these stocks are bound all to move 
together. The best practical substitute which 
we can suggest for ·world-wide distribution of 
investment capital is the careful choice of 
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varied local enterprises to make up an invest­
ment combination, great attention being paid 
to the point that no two companies selected 
shall be identical in their objects or in their 
trade interests and that all stocks held should 
be as far r.emoved from general trade influences 
as possible. Further, care must be taken that 
the selected enterprise is being carried on as a 
sound business concern and not for the benefit 
of a few chosen individuals with whom the 
company does business. These points we have 
fully explained in a previous chapter. 

After all, when the sun shines the milliner 
is jubilant, whilst in rainy weather the 
urn brella-maker rejoices. In this way it is 
possible to arrive at something approaching a 
distribution of risk without going outside the 
United Kingdom, provided that the stocks 
selected are unimportant, and for this reason 
as far removed from the in:f:luence of British 
trade as they possibly can be. 

Conservative investors are naturally dis­
inclined to change their holdings, and riçh 
people are especially dilatory in their financial 
affairs. But our twenty-sevenyears of experience 
have proved to us that every holder of a badly 
distributed Investment List is in the true sense 
of the word constantly on the verge of a 
precipice, and we have known the finest 
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fortunes disappear through a bad distribution 
of risks. 

As long as matters prosper all is serene, 
but the first financial disaster makes a breach 
in the stronghold ; the endeavours to repair 
the breach lead to dabbling in more speculative 
investments, and these again are followed by 
speculation pure and simple, with the final 
result of a complete catastrophe. 

It is too late to loek the stable door after 
the steed has been stolen; it is much wiser to 
see to the loek whilst the animal is still on the 
premises. Therefore every holder of a ques­
tionably distributed list should at least 
consider his position in its true light. After 
all, this can be done without much trouble or 
expense, and it is no great matter, even if 
ultirnately no change is made. It will clear the 
air at all events, and serve to illuminate the 
investor's real position. An exact knowledge 
of his true positirm is the :first essential of a 
business-like investor. 

Sometimes the reconstruction of an Invest­
ment List is delayed on account of the expense 
which it involves. This objection rests on a 
most shallow fou'ndation, for in most cases 
reconstructions can lJe so carried out that while 
the new list offers greater capital safety and a 
safer and larger foture annual income than the 
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existing list, yet all attendant expenses are 
paid out of the reconstruction, the investor 
not being asked to find any additional money. 

W' e hope that this book will tend to 
reduce materially the number of badly dis­
tributed investment lists which at present exist, 
and thereby prevent further large loss of 
capital. Quite as much money is lost :Erom 
want of adequate distribution of capital as 
is swallowed up by losses made in specu­
lation and gam bling, although it may surprise 
many people to hear that this is so. 



CHAPTER VII. 

THE WORLD'S STOCK MARKETS. 

EvERY important commercial centre has a Stock 
Exchange of its own, and the dealings in every 

one of these Stock Exchanges are naturally 
confined to those securities which are held by 

the public of the neighbourhood in which each 
Stock Exchange is situated. 

Same stocks are held in many quarters of 

the globe. Dealings in them therefore take 
place on a large number of Stock Exchanges. 
Other, or so-called " local " stocks, are not so 

widely distributed, and therefore not so 
universally dealt in. It is really not the size 

of a stock which determines its nurn ber of 

regular markets, but si:inply the rnanner in 
which it is distributed among the population 

of the world. Thus, there are some large and 

important stocks representing millions of capi­

tal which have only one principal market, like 
British Consols, the only real market for these 
being London ; whilst comparatively much 

smaller issues, like the loans of the Turkish 

Empire, are dealt in on nearly every Stock 

Exchange in Europe. 
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British Consols can, of course, be dealt in 
on every British or Foreign Stoe:k Exchange, 
as they are known throughout the world ; but 
nearly all these transactions come directly 
or indirectly by letter or telegram to London 
and are finally transacted on the London 
Stock Exchange, where almost any quantity 
of the stock can readily be bought or sold. 
In fact, only London can be relied upon to 
absorb or supply any substantial amount of 
the stock, and London is consequently the sole 
market. 

In securities which have various large 
centres, where they are dealt in, like the 
Turkish securities, -this is not so ; they 
are held largely by the public which make 
the London, Paris, Berlin, Brussels, Amster­
dam, V ienna, and other less important Stock 
Exchanges their places of dealing, and conse­
q uently any one of these centres is always 
ready to supply or absorb Turkish stocks. 

In fact, while every important transaction 
in· Consols sends its reflex to London, Turks 
are dealt in locally, and these dealings only 
affect indirectly the other places they are 
quoted. For this reason London alone 
determines and controls the price of Consols, 
whilst the price of Turks is determined by 
international arbitrage dealings. 
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Arbitrage transactions are the sales and 
purchases of stocks which are effected by letter, 
telegram and telephone between the Stock 
Exchanges of different countries. In these 
international dealings the level o.f the respec­
tive quotations at any two centres is deter­
rnined by the current rate of exchange between 
thern. The rate of exchange becomes the 
arbiter of value-hence the term arbitrage. 
For instance: Paris quotes Turks in francs, 
and it is therefore necessary to work out the 
French franc-quotation by the rate of exchange 
into its equivalent in English money before 
an arbitrage dealer can determine whether it 
is possible to buy or sell Turks more advan­
tageously through his agent on the London 
market than he can buy and sell thern on his 
own Bourse. It is the constant rush on the 
part of arbitrageurs to buy stocks in the 
market where quotations are low, and to sell 
them in the mar ket where q uotations are high, 
which keeps internationally-dealt-in stocks at 
a uniform price at the various centres. 

In these international securities, of course, 
the most powerful centre determines the qno­
tation. Thus, if the Paris public is more 
interested in Turks than Berlin, Paris is able 
to absorb or supply larger quantities of stock, 
and it js then the Paris market which controls 
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the price and fixes the level of value to which 
Berlin is compelled to conform. If, in the course 

of time, the interest in Turks in Paris gradually 
diminishes, and the people of Berlin or any 

other centre should become the largest holden, 

of Turks, then the position would be reversed, 
and the Berlin or some other Stock Exchange 
would commence to dominate the market in 

Turks. 
In this way the principal rn.arkets for in­

ternationally held stocks are constantly 
changing, and the dominating centre of a 
stock does not depend upon its nationality, 

but upon the place where it is principally 

dealt in. 
Thus, the principal market for the Loans o:f 

the United States of America was at one time 
in Lonclon, but has now been transferred to 

New York. In the same way the Grand 
Trunk Railway is really a purely Oanadian 
enterprise, but no Canadian or American Stock 

Exchange can at present control the price of 
its stocks, as London dominates the market ; 

whilst in the case of the shares in the Rio Tinto 
Copper Mine, which is situated in Spain, there 

is nci independent market either on the Madrid 
or Barcelona Bourses. The shares are held 
in :France and England, and the London or 

the Paris quotation alternately dominates the 
I 2 
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mark.et, though the control is generally in the 
hands of Paris. 

'l'o the holcler of stocks it is, for the 
above reasons, not only important to know 
where an enterprise is situated and where its 
stocks were originally issued, but also which 
financial centre happens to determine their 
quotations. 

Not only do wars, political troubles, trade 
stagnation or prosperity infiuence the prosperity 
of the enterprises and the prices of stocks 
which are held in a country, but such 
events as these also affect the stocks in which 
that individual country is the dominant mar ket. 
This is a point which should be most carefully 
considered by all those who desire to obtain a 
real international distribution of risks. 

Many investors object to . hold stocks 
which they do not see daily q.uoted in the par­
ticular newspaper they regularly read, and this 
fact alone prevents them from obtaining a 
proper capita! distribution. No newspaper is 
able to quote all the really important stocks 
of the world, as this item of intelligence alone 
would suffi.ce to fill the moBt voluminous 
newspaper. 1'he largest number of stocks 
which are at present quoted in any newspaper 
or periodical of any country are contained 
in the Financial Review of Reviews. But 
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although this periodical gives (in 320 pages) 
the last :four years' prices, dividends and yields 
at present prices of upwards of 5,000 individual 
securities, yet this number of stocks is only a 
tithe of all the investments of the world. 

Every paper has to confine itself to a :few 
stocks only, and these again are selected 
according to the individual ideas of the 
editor, who is usually not infl.uenced by the 
relative importanee of various stocks, but 
by the amount of public attention ~ny given 
security happens to command :for the time 
being. 'l'hus, freq uently, prices of unim­
portant speculative securities are recorded 
by all papers to the exclusion of the 
quotations of really safe, solid, important 
investments. Frequent newspaper references 
to any one stock are tantamount to a large 
number of trade advertisements o.f a com­
mercial article. Publicity does, doubtless, 
create a demand for much-advertised articles, 
but m the same way as it does not 
follow that any particular soap is the best 
be.cause its name is on every hoarding, so the 
Allsopp Brewery issues have not proved the 
best investment of their kind because during 
a number of years they have been constantly 
quoted and commented upon in every British 
financial paper and in every City article. 
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\Vhen the choice of an investrnent is being 
considered, it is better to selecta comparatively 
unlmown security, because in such a stock the 
pro ba bili ty of securing a real bargain is far 
greater than arnongst stocks that are in every­
body's mouth. And just as consumers should 
always give a wide berth to all largely ad­
vertised articles, which have not already 
positively proved themselves to be the best 
of their kind, so investors should shun every 
stock whtch is much written and talked abont 
at the moment, unless the past records of that 
stock prove it to be safe, sound and cheap at 
the ruling quotation.1

':• 

The argument frequently advanced that 
investors should only interest themselves in 
stocks which command a free and ready 
market, proves to be quite fallacious on close 
investigation. The difference between a stock 
in which there is a free market and one in 
which the dealings are not frequent really 
consists in the difference between the buying 
and selling prices. 

It is true that some stocks can be bought 
and sold at a difference of 5s. in every ;f,100, 
whilst in other stocks this difference amounts 

* The present author has dealt exhaustively with this 
subject in the Popular Financial Bouklet No. 17 ( The Money 
Market Ai·tfrle and the Private Investor), published by the same 
publishers. 
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to ;f.2 for the same quantity. But stocks of 
both types are subject to market fluctuations, 
and an increasing or decreasing demand fora 
particular stock will rapidly alter the facility 
with which it can be dealt in ; so that the 
free market of to-day becomes the laborious 
negotiation of to-morrow. 

Investors do not buy with the intention 
to sell again soon after ; they buy to hold 
for years. Suppose an investor, intending 
in 1905 to invest in a speculative South 
American Railway stock which paid a high 
rate of interest, had selected the then so­
very-much-talked-about Buenos Ayres & Pacific 
Railway Common Stock rather than the 
very little known 5 per Cent. Second 
Preference Stock of the Cordo ba Central 
Railway, and that he had made this choice 
because the former stock had a very free 
market, whilst in Cordoba Second Preference 
there was very little dealing and a difference 
of ;f.2 per ;f.100 between the quoted buying 
and selling prices. The income yields from 
both transactions in 1905 were about the same, 
while the dividends paid in the meantime on 
both stocks remained unchanged; but if he 
had allowed himself to fall a victim to the 
free-market delusion and had bought Buenos 
Ayres Pacific Common at 143 (quoted then at 



118 

142i-143), whilst he might have had to pay 
90 for Cordo ba Second Preference ( q uoted 
88-90), what would his position have been in 
1farch, 1!)07? \Vhy, he would then have 
found that the Buenos Ayres & Pacific Stock 
had in the meantime not only dropped in 
value, but had also lost its free market, and he 
'would have to accept 119 for, or in other 
words he would have lost ;f,24 on, every ;f,100 
of stock which he held. Whilst Cordoba 
Central Second Preference, which had also 
receded in the meantime, and still remained 
a wide-priced stock, were yet saleable at 86 
(quotation 86-88) representing a loss of fi4 
only on every ;f,100 of stock held. 

It is true that Îl1 the purchase of the 
Buenos Ayres & Pacific Stock only 10s. more 
than the lowest price quoted at the time ·was 
paid, while the market turn in the Cordoba 
case amounted to ;f,2, yet not all this disadvan­
tage in dealing was repeated at the time of sale. 
Tlrns nominally about ;f,2 was saved on the 
Buenos Ayres & Pacific transaction. But i11to 
what utter insignificance these forty shillings 
sink when it is considered that the cheaply 
completed transaction produced an ultimate 
loss of ;f,24 against a loss of f,4 only on 
the same quantity of the less negotiable 
security. 
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Y.,T e wish it to be qui te understood that in 
the above example Oordoba Oentral Second 
Preference and Buenos Ayres & Pacific Com­
mon have only been used to prove the 
argument and not because we consider that 
they will retain their respective positions, 
both as to price or mark;etability. It is 
always tlangerous to give in a financial hand-:­
book an exam ple o:f this kind, as a book o:f 
this sort is :freq uently read many years a:fter 
its date o:f publication, and both stocks used in 
the example might then have ceased to exist. 
For this reason we hope that our readers will 
understand that the :future of the stocks quoted 
in the exarnple is au unforseeable quantity, 
and that the argument only is o:f value. 

The speculator who intends to realise again 
promptly must, of course, consider the tempo­
rarily existing marketability of a stock. The 
investor should, as a matter of fact, turn his 
attention to stocks which are unfashionable 
and rather difficult to deal in. Every good 
investment is always saleable at a price, and 
the margin of difference between purchase 
and sale prices is a matter of small moment 
in comparison with the ultimate destination 
of a market movement. It is therefore the 
present and future prospects, and the su.ita­
bility o:f a stock to a specific Jnvestrnent 
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Scheme only, which ought to weigh with an 
investor, and not the margin of difference 
between its sale and purchase prices. 

Again, it is really immaterial to the in­
vestor who holds a good stock which particular 
Exchange determines the price of that se­
curity. "\iVhether it is quoted in England 
or elsewhere, or what may be the small 
actual expenses of purchase or sale, are minor 
considerations so long as it pays him to hold 
the stock at the nett cost price, inclnding all 
charges. 

Every investor who once grasps this im­
portant fact will experience no difliculty in 
distributing his investment risks on the plan 
explained in this book in such a manner that 
no conceivable combination of circumstances 
can seriously reduce the realisable value of his 
invested capita!. 

To the investor who realises the truth con­
tained in the foregoing paragraph, the world, 
so to speak, is open, and he can buy the safest 
and most remunerative secnrities in existence, 
and thereby free himself from the confined 
limits of any one financial centre. An inter­
national firm of stock dealers is in a position to 
supply him with the best selection out of all 
markets, together with the necessary material 
for forrning a capable opinion of the stocks he 
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is inclined to purchase. Such a firm will also 
inform him as necessity arises how all his 
stocks are valued on those Stock Exchanges 
on which they are principally dealt in. 

1f the question of what people think of 
stocks and what they consider safe is analysed, 
we carne again to a point of geography pure 
and simple. A Swede will consider Swedish 
the safest N ational Loans, and an American 
will entertain a preference for those of the 
United States. The Scotchman will prefer the 
British Linen Company Bank to the London & 
V{ estminster, the Londoner vice versa. If an 
Englishman were told to lrny the Austrian 
North Railway Debentures he would hesitate, 
while an Austrian might consicler London 
& North Western Debentures to be highly 
speculative. As a matter of fact, bath these 
debentures are equally safe, as can be provecl 
by statistics; therefore, why should an inYestor 
allow local feeling to interfere with his 
obtaining investrnent safety"? 

vVhen the various Stock Exchanges of the 
world are reviewed, and when we consider that 
each Stock Exchange deals in quite a nurnber 
of stocks which have only a very limited, if 
any, market in other countries, yet ,vhich stand 
high in the estimation of local investors, we see 
more clearly how wide may become the area of 
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an investor's choice, and how, in this way, it 
becomes possible to find stocks which are able 
to realise any reasonable investment aim, what­
ever its nature. 

To give the reader some idea how the stock 
markets are scattered over the surface of the 
earth we append the following list of principal 
Stock Exchanges obtaining in each of the nine 
main Geographical Divisions; a reference to 
the coloured map of the world in Chapter V. 
will indicate how widely they are clistributed. 

1. British Division. 

PmNOIPAL STOOK ExmrANGES :-

London, Manchester, Glasgov,-, Liverpool, 
Birmingham, Edinburgh, Dublin, 
Cardiff, Leeds, Bradford. 

ll. British Colonies 

PmNOIPAL STooK ExoHANGEs :-

India: Calcutta, :Madras, Bombay, 
Rangoon. 

Canada : Montreal, Torouto. 

Australia: Adelaide, Melbourne, Sydney. 

Tasmania: Hobart. 
New Zealand : vV ellington, Ohristchurch, 

Dunedin. 
Straits Settlements : Singapore. 
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111. Europe, North. 

PRINCIPAL STOOK EXOI-IANGES :-­

Belgium : Brussels, Antwerp. 

Denmark : Copenhagen. 
Ciermany : Berlin, Hamburg, Frankfmt, 

Bremen, Breslau, :Munich. 
Holland : Amsterdam, Rotterdam. 

Norway : Christiania. 

Russia: St. Petersburg, Warsaw, Moscow, 
Odessa. 

Sweden : Stockholm. 

Switzerland: Geneva, Basle, Berne. 

IV. Europe; South. 

PRINC.IPAL STOCK EXCHANGES:­

Austria : Vienna, Prague, Trieste. 
Bulgaria : Sofia. ,.. 

France : Paris, 1\farseilles, Bordeaux, 
Lyons, Lille. 

Oreece : Athens. 

Italy: Milan, Genoa, 'l'urin, Home. 

Hungary: Buda-Pesth. 

Portugal: Lisbon. 

Roumania : Bucharest. 

Spain : Madrid, Barcelona. 

Servia : Belgrade. 

Turkey : Constantinople. 
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V. Asia. 
PRINCIPAL SrnoK ExmrANGES :­

Japan : Tokio, Yokohama. 

China : Shanghai, Hong-Kong. 

VI. Africa. 

PRINOIPAL STOCK EXCHANGES:-

Cape Colony: Cape Town, Port Elizabeth. 
Egypt : Caïro, Alexandria. 
Natal : Durban. 

Transvaal : Johannes burg, Pretoria. 

VII. America, North. 
PRINOIPAL STOCK EXCHANGES :-

New York, Chicago, Boston, Phila­
delphia, San Francisco, New Orleans, 
Baltimore. 

VIII. America, Central, 

PRINCIPAL STOOK EXCHANGE :­

Mexico City. 

IX. America, South. 

PRINCIPAL STOCK EXOHANUES :-­

Argentine : Buenos Ayres. 
Brazil : Rio de Janeiro. 

Chili : Santiago. 

Peru: Lima. 
Uruguay : l\fonte Video. 
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We have, in the above list, named some 80 
different Stock Exchanges, among which it 
should not be a difficult matter to find just 
the stock necessary to fit in with any kind of 
investment scheme. 

Whether the securities held by an investor 
are marketable in London or in any other 
part of the world makes nowadays but 
little difference. There are many stock­
dealing firms in Great Britain who are in 
daily contact with every Stock Exchange 
centre, and by means of telegrams and cable 
transfers stocks can now be quite readily 
bought or sold, wherever their chief market 
may be. Quotations for all stocks, no matter 
where they are dealt in, are daily obtainable 
with the same amount of facility, provided 
that the proper firms are applied to. 

Those investors, however, who prefer London 
as their market for investment transactions will 
not find it absolutely necessary to go consider­
ably outside that Stock Exchange. The 
London market deals in a great variety of 
securities, a number of which are mainly con­
trolled in other parts of the world, and a very 
fair distribution of capital can be achieved 
by confining onesel.f to that market alone. 

In former times this was not quite the case; 
but during recent years the position in this 
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respect has improved to the advantage of the 
indiviclual investor, though perhaps to the 
detriment of Lonclon's financial supremacy .. 

During the third quarter of the last century, 
which witnessed the dawn of the present 
industrial development, Europe was in a state 
o:f great political unrest, and all Oontinental 
bourses were still in the in:fancy o:f their 
subsequent financial importance. For this 
reason, Great Britain--or perhaps it would be 
better. to say London--was then the only 
existing international harbour of refuge for all 
financial transactions of magnitude. Not only 
every important issue of stock found its way 
to London, but, in addition, a great deal of 
foreign capital was entrusted to Lonclon for 
investment. All foreign magnates and poten­
tates had their nest-eggs in the safe custody 
of British Banks. 

This gave to London the undisputed 
supremacy o:f the finances of the world, .and 
this position continueel until the end of the 
Franco-German vV ar. This war resulted in 
the payment of a large inclemnity by France 
to Germany, and the subsequent consolidation 
of all German interests, which struck the first 
blow to London's financial supremacy. 

Then-and particularly during the last 
decades of the past century-trade, cmmnerce 
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and industry all over the world developed that 
historically unprecedented expansion which 
so enormously multiplied the wealth of the 
world, and gradually withdrew from London. 
its farmer financial power. Investors of all 
nationalities used their newly acquired wealth 
in the purchase of the stocks of their own 
countries, thereby shifting the dominating 
markets in them to their own Bourses, and 
in this way the London Stock Exchange has 
lost con.trol over many stocks in which its 
influence was at one time supreme. 

A very striking example of this happened 
recently in the case or Argentine securities. 
rrhese were formerly wholly in the hands of 
English investors, and British trade depression 
spelt inevitable reduction in Arientine values. 
Naw it is different; and whilst during 1904 
financial stagnation prevailed in England, 
Argentine stocks were on the boom, and every 
ship which left English shares for South 
American harbours, conveyed parcels of 
Argentine stocks to a new domicile; and this 
has continued to the present day. 

This loss of financial con.trol is a sad fact 
for the British nation as a whole, but 
it is advantageous to every individual 
British investor, as the number of stocks well 
known to him and to his London stockbroker, 
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which are free from British trade influences, is 
gradually increasing. In this way, as time 
passes, it daily becomes easier to obtain a 
fine distribution of capital risks by means 
of an internationally distributed list of stocks, 
without going beyond the securities which are 
known on the British Stock Exchanges. 
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OHAPTER VIII. 

THE DEFECTS OF THE BRITISH 

TRUSTEE ACTS. 

ÛNE very curious result at which the 
, investor arrives from the study of the question 
of Investment Distribution is the conviction 
that the British Trustee Acts are framed in 
such a way as to fail signally to accomplish 
the very object that they had in view. 

The main object of the Trustee Acts is to 
provide that Trust Funds be so invested as to 
protect the beneficiaries under Trust deeds 
from the risk of diminution in the Trust's 
capital. That there should also be a stability 
of income from such investments was another 
point which engaged the attention of the 
framers of the Trustee Acts. But the protec­
tion of the capital sum was their chief anxiety, 
as is proved by the fact that stocks returning . 
the minimum of income were selected as 
fulfilling Trustees' requirements. Jncome was 
a minor matter; safety of the trust's capital 
was the great point. When the possibility of 
obtaining amore substantial income appeared,to 

x2 
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clash with affording the maximum of protection 
to the Trust's Funds, income was unhesitatingly 
sacrificecl to capital security. Oapital security 
is the keynote of the Trustee Acts. 

Money is invested in trust with the intention 
that the capital sum invested shall be preserved 
intact, so that it either may be handed on 
without diminution from one beneficiary to 
another suéceeding beneficiary, or else that' 
the whole of the original fund shall be available 
for distribution at the expiration of the term 
of the trust. Unfortunately, however, this 
primary intention of affording the maximum 
of protection to the capitaf of Trust Funds has 
been entirely defeated by the fact that the 
fluctuations in British Trading Prosperity 
control the fluctuations in capital value of 
the British Trustee stocks. 

How uniform is the movement of all 

Trustee stocks and how absolutely identical 
are their fluctuations over a lengthy period of 
years may be readily seen from the following 
chart, which is reprinted in reduced size from 
our new Investment hand book The I nvest- · 
ment of Trust Funds5' 

* The Investment of Trust Funds, by Henry Lowenfeld. · 
Revised as to statements of Law by À. E._ Scratcbley, of 
Lincoln's Inn, Barrister-at-Law. Price 2s. 6d. Published at 
2, Waterloo Place, London, S.W. 
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of the capital of trusts, it was possible to 
obtain absolute Oapital Stability by investing 
money. in the Government stocks of a variety 
of nationalities distributed over a world-wide 
area. It is almost unnecessary to remark that 
these Government stocks are, of course, Trustee 
stocks in ·each of their respective countries of 
issue. So that what we have already shown 
to be true of internationally selected stocks 
generally is, as might be expected, equally true 
of internationally selected Trustee stocks ; that 
is to say, when a group of international Trustee 
stocks is so chosen that the bulk of each 
stock is held in the country of original issue, 
then each of the stocks which form the group 
will be controlled by' a separate trade influence, 
and each will fluctuate as an independent item. 
In brief, such a group of investments would 
display that very stability of realisable value 
which is so conspicuously lacking in a group 
of all-British Trustee stocks. 

In The InvestmentofTrustFunds,wepublish 
a chart showing the price-movements of fifteen 
Government loans which may fairly be said to 
embrace every investment qnarter of the globe. 
In this group we have not failed to include 
United States 4 per Oent., Spanish 4 per Cent., 
Russian 4 per Oent., Japanese 5 per Cent., and 
Chinese 5 per Cent. Gold Loan, although all 
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these stocks, with the exception of the last, 
were the national issues of belligerent Powers 
during a war period, and Chinese Fives were 
adversely inf:l.uenced by the Boxer rebellion 
and the invasion of the country by an inter­
national force engaged in the armed suppression 
of the Boxer :i:ising. 

Yet, in spite of these adverse historical 
events, it will be seen that this cosmopolitan 
collection of stocks displayed as a group a far 
finer Oapital Stability than did the purely 
British Trustee stocks whose fluctuations are 
illustrated in the chart gi ven in this chapter. 

Whether the o bvious shortcomings of the 
British Trustee Acts, as evidenced by these 
charts, will ever be legislatively remedied 
by the British Parliament extending the 
scope of the Acts to include certain selected 
Foreign Government securities it is im­
possible to predict. But in the meantime 
one fact is clearly established, and that is that 
the British 'frustee stocks, owing to their 
absolute identity of movement, do not furnish 
the essential Oapital Stability which Trust 
Funds should ·possess. 

Our researches into the question of the 
Geographical Distribution of Oapital and of 
the protection thus afforded to inve::,;tors have 
so firmly convinced us of the danger of 
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Trustees investing sol~ly in British Trustee 
stocks that we have applied ourselves to the 
question of how trustees may best avoid the 
dangers by which the interests confided to 
their care are confronted owing to the uniform 
movement of Trustee stocks. 

These investigations are set forth at length 
in the recently published handbook above 
referred to. 



APPENDIX. 

POPULAR FINANCIAL BOOKLET XXI. 
(The subjoined Article was written for the issue of the 

Finaneial Review of Reviews of April, 1907). 

WORLD,TRADE AND THE GEOGRAPHICAL 
DISTRIBUTION OF CAPIT AL. 

Geographical Distribution of Capital has heen put forward by the 
anthor of "Investment, -an Exact Science," as the only known means for 
ensuring capital safety and stability. The principle of Geographical 
Distribution of Capita'i is based upon the fact that whilst the trade of 
any one country is subject to trade cycles, the trade of the world is 
immune from such trade cycles: and that, therefore, whilst the invest­
ments of any one particular country suffer from bad trade in that 
country, the investment trade over the surface of the world cannot on 
average so suffer. In this article Mr. John Holt Schoo!ing, F.S.S., 
author of the "British Trade Year Book," etc., makes an independent 
investigation of this subject. His analysis is, of course, authoritative, 
and his results conflrm the accuracy of the argument put forth in 
"Investment, an Exact Science." The subject of capita! safety and 
stability is one of such vast importance that Mr. Schooling's article 
should be read by all investors who have not yet adopted the system of 
Geographical Distribution of Capita!, and have therefore, so far, failed 
to achieve capita! safety and stability. 

THE idea o:E the Geographical Distribution of 
Capita! is based upon the main principle that 
safe and profitable investment of capita!, as 
distinct Îrom speculative finance, depends upon 
the sagacious distribution of the investment of 
capita! in different parts of the world. It has 
already been ably shown that the investment of 
capita! in various securities of one country 
exposes the capita! invested to considerable and 
unsuspected speculative risk. That speculative 
risk arises bec:ause the state of trade in this or 
in that country is the predominant factor that 
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appreciates or depreciates the capital value or 
securities or many different kinds. In other 
words, the idea of the Geographical Distribution 
of Oapital is broadly based upon a wide 
application of the old adage-·" Don't put all 
your eggs into one basket." And "basket" 
here means " country." 

The enormous loss suffered by investors in 
the capita! securities of the United Kingdom 
during recent years, and the large depreciation 
of our National credit, are most serious matters. 
And the present subject is well worthy of 
careful examination. · 

I have been asked by the Editor of the 
Financial Rw1.1iew of Reviews to examine the 
fluctuations or the trade of the world, with 
special reference to this matter of the 
Geographical Distribution or Oapital. The 
main points put to me are these :-

Does the trade of the world constantly 
increase, despite falls or rises in the trade of 
various parts of the world? And, is falling 
trade in one part of the world more or less 
counterbalanced by rising trade in another part 
of the world? 

These are interesting questions, and the 
investigation or the facts necessary to reply to 
them ought to bring out some widely-based 
results of mnch value, apart frorn the results 
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specially appertaining to this present matter of 
Geographical Distribution of Oapital. So far 
as I know, no examination of world-trade 
fl.uctuations has hitherto been made. 

Now as to the data to be examined. The 
world's trade consists of the home or internal 
trade of each country and of the foreign 
commerce of each country. Records of the 
home trade of the countries of the world do 
not exist to an extent sufficient fora broadly 
based inquiry of this sort. Thus we have to 
turn to the records of the foreign commerce of 
each country, and perhaps the best available 
test is to examine the exports of each country. 

Let it be clearly understood that while 
export trade is one important part of a nation's 
trade, it is by no means an exclusive or an 
exhaustive test of a country's progress or 
regress in trade generally. I will use this part of 
trade because it seems to me to supply the best 
data that are available for rny present purpose. 

The countries whose export trade has been 
examined during each year 1890-1904 are as 
follows :-

EunoPE.-United Kingdom, Germany, France, 
Holland, Russia, Austria-Hungary, Belgium, Italy, 
Spain, Switzerland, Sweden, Denmark, Roumania, 
Norway, Finland, Portugal, Greece, Bulgaria, 
Eighteen countries, stated in the order of tbeir 
importance. 

AMERICA.--United States, Canada, Argentine 
Republic, Ohile, Mexico, Oruguay, British West 
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lndies, British Guiana, Newfoundland, Costa Rica. 
Ten countries, stated in the order of their 
importance. 

AsIA.-British India, China, Straits Settlements, 
Japan, Ceylon, Aden, Mauritius. Seven countries, 
stated in the order of their importance. 

AusTRALASIA. -Australian Commonwealth, New 
Zealand. Two countries, stated in the order of 
their importance. 

AFmoA.-Egypt, British South Africa (Cape of 
Good Hope, Natal, &c.), British West Africa 
(Gold Coast, Nigeria, Sierra Leone, &c. ). Three 
countries, stated in the order of their importance. 

Thus, the facts for forty different parts of 
the world have been examined during fifteen 
years. In some countries, such as Brazil and 
Turkey, the necessary records do not exist. 
And some countries where the trade is trivial 
or where the facts are wanting, such as British 
Honduras and Cyprus, have not been included. 

The first thing that had to be done was to 
summarise the export trade for each of these 
forty parts of the world for each of the fifteen 
years 1890-1904. This has been done, and the 
net result of these 600 tabulations may be 
condensed as follows. 

Taking the world's exports (from my work­
ing sheets) and summing them up in successive 
periods of five years and of ten years, so as to 
show the course of trade, I find that the world's 
export trade is not absolutely immune from fluc­
tuation. It is nearly constantly increasing, but 
not quite, as the following staterrie1+t shows:-
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A.-THE WORLD'S EXPORTS. 

Yearly Average during each quinquennium and during each decennium. 

Quin­
quennium. 
1890-1894 
1891-1895 
1892-1896 
1893-1897 
1894--1898 
1895-1899 

Period, 1890-1904. See Diagram I. 
Million 

:E 
1,414 
1,403 
1,408 
1,439 
1,494 
1,579 

Quin­
quennium. 
1896-1900 
1897-1901 
1898-1902 
1899-1903 
1900-1904 

Million 
:E 

1,674 
1,758 
1,837 
1,924 
2,000 

DIAGRAM 1. 

De-
cennium. 

1890-1899 
1891-1900 
1892-1901 
1893-1902 
1894-1903 
1395:...1904 

Million 
:E 

1,4fl6 
1,538 
1,583 
1,638 
1,709 
1,790 

The World's Exports. Yearly Average during each quinquennium. 
Period, 1890-1904. See Statement A . 
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It will be seen that there was one :fall-in 
the period 1891-1895. But beginning with 
that period the advance was continuons. A 
glance ?'t Diagram I. will show the upward 
course. of the world's export trade. 

When we look at the decennia! averages in 
Statement A we see a steady increase in the 
world's export trade. And this method is 
probably the best that can be used to make 
the course of trade disclose itself. It has been 
extensively applied by me in my "British 
Trade Year Book" (John Murray), and I may 
point out that when the trade of single 
countries is thus treated by the method of 
decennia! averages many up or down gradients 
of trade are seen to exist, which, as the latter 
part of Statement A shows, are wholly absent 
from the trade of the world. 

It is, I think, to be expected that the trade 
of the world should constantly increase, apart 
from the evidence of fàct given in Statement A, 
which relates to one important part of the 
world'.s trade. I sày this because we have the 
fact that the world's population. is constantly 
increasing. This means that the material 
needs of that population also constantly in­
crease. Thereforei the world'·s activity in 
producing merchandise or all sorts, · for con­
sumption by the world's increasing population1 
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must also increase constantly-in the world. 
'I'here is not necessarHy an increase in each 
part of the world. 

'I'hus, for all practical purposes, such, for 
example, as this matter of the Geographical 
Distribution of Oapital, the first question put 
to me may be answered in the affirmative by 
Statement A. And if it were possible to 
include the results for the home trade of each 
part of the world, with the large section of 
foreign commerce here dealt with, it is 
probable that even the trivial fluctuation seen 
in the first part of Statement A would vanish. 

I come now to the consideration of the 
second question. This relates to the yearly 
trade fluctuations in different parts of the 
world. And it will be interesting to observe 
the many instances where a fall in one part of 
the world's trade is accompanied by a rise m 
another part of the world's trade. 

:First, let me summarise the facts :-

B.--THE Wonw's EXPoRTS DURING 1890-1904. 
Million ±!. Per Cent. of Total. 

Europe ... 16,786 67·3 
America ... 4,952 19·8 
Asia 2,220 8·9 
Australasia 583 2·3 
Africa 424 1·7 

--· 
Total 24,965 100·0 

= ~. 
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This is 24-,965 million J:-, or an average o:E 
exports equal to 1,664 million J:, per year. 
These exports are nearly all " special exports " 
of each of the forty countries. That is to say, 
they are the exports of home produce and 
manufactures of each country, thus excluding 
re-exports. In a few small trading countries, 
such as Spain, Roumania, Finland, &c., I have 
had to use the genera! exports (special exports 
plus re-exports) because the special exports are 
not recorded. And also in some of the smaller 
trading countries the exports include some 
bullion and specie which cannot be separated 
from the exports of merchandise. But these 
points are of trivial importance relatively to the 
large volume of data that have been examined 
and condensed for the purpose of this article. 

The first main result which comes out is 
that Europe's exports vastly predominate. 
They form more than two-thirds o:f the exports 
of the world. This fact at once tells us that 
when we look at the yearly fluctuations of 
trade we must separate Europe from the Rest 
of the \V orld. Because as Europe predominates 
so greatly in the world's export trade, it follows 
that any fl.uctuation taking place in Europe 
must give a corresponding tone to the total 
exports of the world. 'J'hus we must first look at 
Europe as compared with the Rest of the \Vorld. 

L 
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0.-EXPORTS DURING 1890-1904. 
:B Per Cent. of Total. 

Europe 16,786,000,000 67·3 

The Rest of the World 8,179,000,000 32·7 

Total ... ... .t24,969,000,000 100·0 

Having made this necessary distinction, we 
will look at the fluctuations in Europe's 
exports side by side with the fluctuations in 
the exports of the Rest of the World. (See 
Table I.) 

TABLE !.-Oom.paring the fluctuations in Europe's Exports 
with the :fluctuations in the exports of the Rest 

of the World. 

Year. 
Europe's The Rest of the 
Exports. W orld's Exports. 

Million :B. Million :B. 

Frorn 1890 to 1891 ... Fell by 20 Rose by 19 
,, 1891 " 1892 ... Fell "77 Rose " 19 

" 1892" 1893 ... Rose " 11 Fell " 41 

" 1893" 1894 ... Fell "14 Fell " 4 
. , 1894" 1895 ... Rose ,, 54 No change . 

" 1895" 1896 ... Rose" 61 Rosc by 16 
. , 1896 '' 1897 ... Rose " 36 Rose " 37 

" 1897 "1898 ... Rose ,, 17 Rose " 70 

" 
1898 

" 
1899 ... Rose" 96 Rose " 39 

" 1899" 1900 ... Rose " 74 Rose " 27 

" 
1900 

" 
1901 ... Fell 

" 
22 Rose " 45 

" 1901 " 1902 ... Rose " 62 Fell " 9 

" 1902 " 1903 ... Rose" 77 Rose" 45 

" 1903" 1904 ... Rose " 35 Rose" 45 
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Table L illustrates the tendency of trade 
to fall in one part of the world, and simul­
taneously to rise in another part of the world. 
In three years Europe's exports fell and in 
the same years the exports of the Rest of the 
Vv-r orld rose. In two years the process was 
reversed. In one year Europe's exports rose 
and the other exports did not move. And in 
the other eight years Europe's exports fell or 
rose disproportionately to the simultaneous rise 
or fall in the exports of the Rest of the World. 

Observe that there was only one instance 
(1893 to 1894) when a fall in Europe's exports 
was accompanied by a fall in the exports of 
the Rest of the vV orld, and note that the latter 
fall was tri vial. 

Here we have repeated instances of what 
I may call compensating trade fluctuations, 
despite the general rising tendency (which we 
expect) both in Europe's exports and in the 
exports of the Rest of the vVorld. The first 
instance of this compensating trade movement 
occurs in the first year of the table, when 
Europe's exports fell by ;f,20,000,000 and the 
exports of the Rest of the vVorld rose by 
;f,19,000,000. 

It is, of course, not to be expected that 
there should occur an exact degree of com­
pensating trade fl.uctuation over the vast areas 

L 2 
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now compared. And we have to bear in 
mind that we are now comparing the two 
trade areas as regards one section of trade only. 

The results in Table I. certainly sub­
stantiate the theory of compensating trade 
fluctuation, and they also evidence the general 
tendency of the trade of the world constantly 
to increase. 

An important point here crops up. Is 
Europe decreasing or increasing its share o:f 
the world's export trade? Although this 
question has not been put to me for exam­
ination, it bears upon this matter of the 
Geographical Distribution o:f Oapital, and it 
is worth looking into. Here are the results :-

D.-EuROPE's SHARE OF THE WoRLD's EXPORTS. 

Per Cent. Per Cent. 

1890 69·7 1898 66·1 
1891 68·3 1899 66·8 

1892 65·9 1900 66·9 
1893 68·2 1901 65·0 

1894 68'0 1902 66·3 
1895 69·2 1903 66·2 
1896 69·9 1904 65·1 
1897 69"1 

This means that in the year 1890 Europe's 
exports were equal to 69:7 per cent. of the 
world's exports, and that in 1904 Europe's 
share had fallen to 6/i-1 per cent. The falling 
tendency is well marked. And the deduction 
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is that, although Europe remains greatly 
predominant as a world trader, yet Europe's 
predominance is smaller now than in earlier 
years. And, necessarily, the Rest of the 
World is now of more importance, relatively 
to Europe, as a trader, than was the case in 
former _years. Incidentally, these results give 
force to the policy of the Geographical 
Distribution of Capital. 

Let me now show the fl.uctuations in 
export trade, as regards Europe and America. 
(Table II.) 

TABLE II.-Comparing the fluctuations in Europe's Exports 
with the fluctuations in the Exports of All America. 

Year. Europe's All America's 
Exports. Exports. 

Million ;E. Million :E. 
From 1890 to 1891 ... Fell by 20 Rose by 6 

" 1891 " 1892 ... Fell 
" 

77 Rose " 34 

" 1892 " 1893 ... RoRe " 11 Fell " 38 

" 1893 "1894 ... Fell 
" 

14 Rose " 8 

" 1894 " 1895 ... Rose 
" 

54 Fell 
" 

14 

" 1895 " 1896 ... Rose 
" 

61 Rose 
" 18 

" 1896 " 1897 ... Rose 
" 

36 Rose " 34 

" 1897 " 1898 ... Rose " 17 Rose "52 

" 1898 " 1899 ... Rose " 96 Rose " 11 

" 1899 " 1900 ... Rose " 74 Rose " 36 

" 1900 " 1901 ... Pell 
" 

22 Rose " 23 

" 1901 " 1902 ... Rose " 62 Pell 
" 

15 

" 1902 " 1903 ... Rose " 77 Rose 
" 

22 

" 1903 "1904 ... Rose " 35 Rose 
" 

19 
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The above summary illustrates the tend­
ency of trade to fall in one part of the 
world and simultaneously to rise in another 
part of the world. 

In four years Europe's exports fell, and 
in the same years All America's exports 
rose. In three years the process was reversed. 
In the other seven years Europe's exports 
rose disproportionately to the simultaneous 
rise in the exports of All America. 

Here, again, we get striking confirmation 
of the compensating tendency in trade 
fluctuations, with also further evidence of 
the tendency for world tracle to increase. In 
no fewer than seven of the years in Ta ble Il. 
a fall or a rise in Europe's exports was accom­
panied by the opposite movement in America's 
exports. And the rises in both areas show 
plainly the tendency for world trade to increase. 

We will now ascertain the progress or 
regress in America's share of the world's 
export trade. 

E.-AMERroA's SHARE OF THE WoRLD's ExPoRTS. 

1890 
1891 
1892 
1893 
1894 
1895 
1896 
1897 

Per Cent. Per Cent. 
17·2 1898 21·3 
17·6 1899 20·4 
20·8 1900 21·2 
18·5 1901 22·1 
19-3 1902 20,3 
17·6 1903 20·6 
17"9 1904 20·7 
19·2 
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We see that in 1890 the export trade of 
America was 17 ·2 per cent. of the export 
trade of the world, and that in 1904 America's 
share was 20·7 per cent. The rise is well m~rked, 
despite the fl.uctuations of certain years. 

Thus, accepting export trade as one 
indication of trade progress, we see that 
America has been gaining position relatively 
to Europe (see Statement D) as a world-trader. 

So far whole continents and vast areas 
of the world have been compared as regards 
trade fl.uctuation. 

We may now narrow the base and come 
to the matter of the United Kingdom's share 
in Europe' s exports. 

F.-THE UNITED KrNGDOM's SHARE OF EuROPE's ExPORTS. 
Per Cent. Per Cent. 

1890 25·8 1898 21·3 
1891 24·6 tl899 22·2 
1892 24·5 trnoo 23·0 
1893 23·3 tl90l 22·6 
1894 23·3 trno2 21·7 
1895 23·1 tl903 21·1 
1896 23·1 tl904 21·3 
1897 21·8 
t In these years the above figures are slightly too high, 

because exported ships were included in the United Kingdom's 
exports during 1899-1904. 

In 1890 the United Kingdom's exports 
were 25·8 per cent. of Europe's exports. In 
1904 the Uni ted Kingdom' s share had f:;i,lle:g 
to 21 ·3 :per cent, 
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Here the trade rnovement is well markect. 
The United Kingdom has lost position and 
the R,est of Europe has gained pos1 t10n. 
Further, Europe as a whole has largely 
increased its export trade. (See the rises in 
Table II.) 

V./ e will now compare the export trade 
fluctuations of two countries under wholly 
diverse conditions, for the purpose of further 
testing this matter of compensating trade 
fluctuation. Table III. relates to the export 
trade of the United Kingdom and of the 
United States. 

TABLE III.~Comparing the fl.uctuations in the United 
Kingdom's Exports with the fl.uctuations in the Exports 
of the United States.-See Diagram II. 

Year. IUnited Kingdom's United States' 
Exports.* Exports.t 

Million :f! Million :f! 
From 1890 to 1891 ... ... Fell by 17 Rose by 6 

" 
1891 

" 
1892 ... ... Fell 

" 
20 Rose ,, · 30 

" 
1892 

" 
1893 ... ... Fell 

" 
9 Fell 

" 
39 

" 
1893 

" 
1894 ... ... Fell 

" 
2 Rose" 8 

,, 1894 
" 

1895 ... ... Rose " 10 F'ell 
" 

16 

" 
1895 

" 
1896 ... ... Rose" 14 Rose" 15 

" 1896 
" 

1897 ... ... Fell 
" 

6 Rose " 35 

" 1897 
" 

1898 ... ... Fell 
" 

1 Rose" 37 

" 
1898 

" 
1899 ... ... Rose" 31 Fell 

" 
1 

" 
1899 

" 
1900 ... ... Rose " 27 Rose " 35 

" 
1900 

" 
1901 ... ... Fell 

" 
11 Rose" 18 

" 
1901 

" 
1902 ... ... Rose" 3 Fell 

" 
22 

" 
1902 

" 
1903 ... ... Rose " 8 Rose" 8 

" 
1903 

" 
1904 ... ... Rose " 10 Rose" 9 

* These are "British" exports (special exports), and they include 
ships from 1899. 

t These are the "special exports" of the United State~. 
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DIAGRAM II. 

Showing the Special Exports of the United Kingdom and 
of the United States for each year, 1890-1904.­
See Table III. 
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The solid black line shows the special experts of the U nited 
Kingdom (including ships during 1899-1904. Ships weI"e not recorded 
during 1890-1898). 

The dotted black line shows the special experts of the United 
States. 

In this instance the principle of com­
pensating trade fl.uctuation is most clearly 
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evidenced. In six years the United Kingdom's 
exports feil, and in the same years the 
United States' exports rose. In three years 
the process was reversed. In the other five 
years the United Kingdom's exports feil or 
rose more or less disproportionately to the 
simultaneous rise or fall in the exports of the 
United States. When our trade has fallen, the 
trade of the United States has risen, and vice 

·versa. And the predominant rises are further 
evidence, if any be needed, of the advancing 
trade of the world. 

The next thing to look at is the share 
of the United Kingdom and the share 
of the United States in the exports of the 
world. 

G. -Comparing the United Kingdom's Share of the 
World's Exports with the United States' Share of 
the World's Exports. 

United United United United 
Kingdom. States. Kingdom. States. 
Per cent. Per cent. Percent. Per cent, 

1890 18·0 12·0 1898 14.1 15·3 
1891 16·9 12·4 1899 14·8 14·1 
1892 16·1 15·1 1900 15·4 15·2 
1893 15·8 12·6 1901 14·7 15·9 
1894 15·9 13·3 1902 14·4 14·4 
1895 16·0 11·7 1903 13·9 13·9 
1896 16·1 12·1 1904 13'9 13·8 
1897 15·0 13·8 
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Statement G is exceedingly interesting. 
It means that in the year 1890 the United 
Kingdom supplied 18·0 per cent. of the 
world's exports, and that the United States 
supplied 12 per cent. of the world's exports. 
In 1904 the United Kingdom's share had 
:fallen to 13·9 per cent., and the United 
States' share had risen to 13·8 per cent. The 
change of position of the two countries, as 
world-traders, is most marked, and we could 
scarcely have a clearer illustration of this 
principle of compensating trade movement 
which is so closely connected with the validity 
of the Geographical Distribution of Oapital. 
Our loss of position as a seller to the 
world has been closely accompanied by the 
United States' gain of position as a seller 
to the world~ The neck-and-neck race 
in the latter years of Statement G is a 
striking feature of this most interesting 
companson. 

The United Kingdom's share in State­
ment G is slightly exaggerated in the years 
1899-1904, because in those years our exports 
include ships which were not included in the 
years 1890-1898. 

My investigation contains many more 
results in addition to the _ leading features 
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J have shown. But it is scarcely necessary 
to gi ve further evidence as regards the 
general truth o:E the statements that the 
world's trade constantly increases, that there 
are numerous fluctuations in the trade o:E 
different parts o:E the world, and that, broadly, 
these fluctuations are compensating. That is 
to say, a fall in the trade o:E one part o:E the 
world is accompanied by a rise in the trade 
o:E another part o:E the world, the demand for 
the production of commodities of all kinds 
being ·necessarily an increasing demand, owing 
to the constant increase in the world's 
population, and in the activity o:E that 
population. 

But it may be useful to examine one or two 
of the raw products of nations, and to see 
whether in this most important direction also 
there is to be found the working o:E compen­
sating trade fluctuation accompanied by an 
increase of trade. 

Take, for instance, the production of Iron 
Ore. , A most important raw product, because 
it enters so largely into processes of manu­
:facture of many kinds, which, moreover, are 
not confined to a country's export trade, but 
which relate also to a country's home trade 
and manu:Eactures generally. 
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TABLE IV.--The Production of Iron Ore in the 'l'hree 

Principal Producing Oountries. 

Tons (of 2,240 lbs. *) of Iron Ore Produced in 

Year 
U nited States. Germany. United 

Kingdom. 

Million Tons. Million Tons. Million Tons. 
1890 16·0 11·2 13·8 
1891 14·6 10·5 12·8 

1892 16"3 11·3 11·3 

1893 11"6 11·3 11·2 

1894 U-9 12·2 12·4 

1895 16·0 12·2 12·6 
1896 16·0 14·0 13·7 

1897 17·5 15·3 13·8 
1898 19·4 15·6 14"2 
1899 24·7 17·7 14·5 

1900 27·6 18·7 14·0 

1901 28·9 16·3 12·3 

1902 35·6 17·7 13·4 
1903 35·0 20·9 13·7 

1904 27·6 21·6 13·8 

1905 44·1 23·0 14·6 
---

Total 362·8 249·5 212·1 

NoTE.-In the year 1880 the production was: 

United Kingdom 

Gerrnany 

United States ... 

Total. 

Million Tons. 
41·0 
37·9 
38·9 
34·1 
36·5 
40·8 
43·7 
46·6 
49·2 
56·9 
60·3 
57·5 
66·7 
69·6 
63·0 
81·7 

824·4 

Million Tons. 

18·0 

7·1 

7·1 

* Germany's production is recorded in metric tons of 
2,204 Ibs., here converted into English tons of about 2,240 lbs. 
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Table IV. shows the production of iron 
ore in the three principal producing countries. 
First, we see plainly the large increase in 
production. From 41 million tons in 1890 to 
81·7 million tons in 1905. That means a large 
increase in world products and in world trade. 

N ow look at the fluctuations for each 
country in Table lV. The United Kingdom 
remained nearly stationary during 1890-1905. 
But Germany and the United States (especially 
latter) made great advances. The total pro­
duct of iron ore greatly increased, and our 
absence of increase was more than compen­
sated by the increases in Germany and in 
the United States. This is a notable instance 
of compensating :B.uctuation as between country 
and country, accompanied by increase in world 
production. 

TAnLE V.-The Production of Iron Ore in the Three 
Principal Producing Oountries, showing each country's 
share of the total produce in the tlll'ee countries. 

The facts in TABLEIV. shown as percentages of the total 
for each year. 

Year. 

V nited States. Germany. Vnited Total. Kingdom. 

Per Cent. Per Cent. Per Cent. Per Cent. 
1890 39·0 27·3 33·7 100 
1891 38·5 27·7 33·8 100 
1892 42·0 29·0 29·0 100 
1893 34·0 33·2 32·8 100 
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The facts in TABLE IV. shown as percentages of the total 
for each year. 

Year. 

United States. Germany. United Total. Kingdom. 

Per Cent. Per Cent. Per Cent. Per Cent. 
1894 32·6 33·4 34·0 100 
1895 39·2 29·9 30·9 100 
1896 36'6 32·1 3Ui 100 
1897 37·6 32·8 29·6 100 
1898 39·4 31"7 28·9 100 
1899 4-3·4 31·1 25·5 100 
1900 45·8 31·0 23·2 100 
1901 50·2 28·4 21·4 100 
1902 53·4 26·5 20·1 100 
1903 50·3 30·0 19·7 100 
1904 43·8 34·3 21·9 100 
1905 53·9 28·2 17·9 100 

EXAMPLE.-In 1890 the United Kingdom produced 33·7% 
of all the iron ore produced in the three countries. In 1905 
the United Kingdom's share had fallen to 17·9%. 

Table V., which converts the facts in 
Table IV. into percentages, shows even more 
clearly than Table IV. the working of this 
principle of compensating f:luctuation. The 
results are exceedingly interesting, not only 
as regards the matter with which I am 
now specially concerned, but also from tb,.e 
higher plane of international production and 
commerce. 

Similarly, I might show coal production 
and coal consumption, but that I do not 
want to overburden this article with tables. 
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The whole subject is full of interest and 
of important results when the records are 

looked at upon a broad-fact base, and without 
any of the narrow and superficial picking-out 
of this or that year for the purpose of sup­
porting a pre-conceived opinion. The latter 
method has, unfortunately, become so common 
in this country during the last four years of 
discussion upon matters of trade, that one 
welcomes any opportunity that comes to 
enable any section of trade to be dealt with 

in a full and sound way. And as regards 
the special purpose of this present investiga­
tion, I am pleased to be able to say that the 
large mass of facts which have been examined 
and condensed do support the sound principle 
of the Geographical Distribution of Oapital. 
If it be admitted, as I think it must, that 
the trade condition of a country has a pre­
dominant and widespread influence upon the 
value of the capital securities of that country, 
then it seems to me that the principle of the 
distribution of capital-investment in various 
parts of the world must tend towards the 
safe and profitable investment of capital, and 
must go a long way to remove from capital­
investment the unsuspected element of specu­
lation that comes in when capital is invested 
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in vanous securities of one country. For the 
net result of this investigation is to show 
that whereas frequent and important trade 
fluctuations occur m various parts of the 
world, the world itself is practically immune 
from such fluctuations. 

JOHN HOLT SoHOOLING. 

(Author of The British Trade Year Book.) 

NoTE.-Table VI., Appendix (see next page), gives- the 
facta for each year, 1890-1904, that will enable any reader 
to check the accuracy of the results shown in Statements A 
to G, and in Tables I. to III. Ti:tbles IV. and V. contain 
the original facts to which they relate. And Table VI. is 
a much condensed summary of the World's Expo1t Trade. 

M 



APPENDIX TO BOOKLET. 
TABLE VI.-The exports of some of the principal parts of the world. 1890-1904. Stated in millions of .i· 

YEAR. 

1890 
1891 
1892 
1893 
189ll-
1895 
1896 
1897 
1898 
1899 
1900 
1901 
1902 
1903 
190ll-

EUROPE. 

l,02ll­
l,00ll-

927 
938 
92ll-
978 

1,039 
1,075 
l,09~ 
1,188 
1,262 
l,2ll-0 
1.302 
1.379 
1A14 

AMERICA. 

252 
258 
292 
25ll-
262 
2ll-8 
266 
300 
352 
363 
399 
422 
ll-07 
ll-29 
ll-ll-8 

THE WORLD. 

ASIA. 

133 
139 
125 
12ll-
115 
126 
124 
129 
lll-ll-
157 
152 
169 
177 
197 
209 

g~ 
ooOO 
p< 
«1"' 

33 
38 
37 
35 
3ll-
3ll-
3ll-
33 
35 
46 
43 
46 
ll-1 
42 
52 

AFRICA. 

23 
25 
25 
25 
23 
26 
26 
25 
26 
30 
29 
31 
34 
36 
ll-0 

TOTAL 1 16,786 1 4,952 1 2,220 1~1 l\.2l\. 

sà~ 
:,::~ 

E-< 0 

~ 

1.465 
1,ll-64 
1,406 
1,376 
1,358 
l,ll-12 
1,489 
1,562 
1,649 
l,78ll-
1,885 
1,908 
1,961 
2,083 
2,163 

2ll-,965 

THE WORLD. 

EUROPE. 

l,02ll­
l,00ll-

927 
938 
92ll-
978 

1,039 
1,075 
1,082 
U88 
1;252 
1,2ll-O 
1,302 
1,379 
1,414 

16,786 
1 

IS< • 
O A 
E-<sà>-1 
u,P::~ 
,e;E-<0 

~ ~ 

ll-ll-1 
ll-60 
479 
438 
434 
434 
450 
487 
557 
596 
623 
668 
659 
704 
749 

18,179 

EUROPE. 

~d, . 
E-<z;:i 
~~o :5~ A 

264 
247 
227 
218 
216 
226 
240 
23ll-
233 
264 
291 
280 
283 
291 
301 

3,815 

r4 
E-< ~ 
OOé,O ~os 

~ 

760 
757 
700 
720 
708 
752 
799 
841 
859 
924 
971 
960 

1,019 
1,088 
1,113 

12,971 

i=iw 
ié,;~ 
E-<E-< 
>-<-<1 
ZE-< 
Poo 

176 
182 
212 
173 
181 
165 
180 
215 
252 
251 
286 
304 
282 
290 
299 

3,448 

The above are predominantly the "Special Exports" of each part of the world. Namely, the exports of home produce or 
manufacture. The United Kingdom includes ships during 1899-1904, which were not recorded during 1890-1898. 

..... 
C> 
0 
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TWENTY-SIXTH ANNUAL REPORT, 
For the year ending 2"/th September, 1906. 

The Directors have pleasure in reporting as follows :-
Tb ere are at present 311 shareholders on the Company's Register. The Com­

pany's gross Profits on Dealiugs and Sale of Publicatious have amounted to 
:f:46,326 5s. 3d., and after paying for all outgoings, and making provision for 
depreciation, &c., there is a net profit of :f:19,635 4s. lld. New Investment Lists, 
representing a cash value of :f:2,918,017 have been entercd on the Company's 
Register during the year for the purpose of bcingrc-constructed by the Company 
on the principle of Geographical Distribution of Capita!. The refusal to under­
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effect; this policy will be continued. 

In April last t.he following half-ycarly interim dividends were paid, viz. :­
at the rate of 5½ per cent. on the 1st Preference Shares, 10 per cent. on the 
Preference Shares, and :f!l per share on the Ordinary Shares of the Company. 
The Directors now pro pose to pay the following final di vidends for the Company's 
past financial year :-5½ per cent. on the 1st Preference Shares, 10 per cent. on 
the Preference Shares, and a further dividend of :f:3 per share on the Ordinary 
Shares of the Company. 

The Dividend now recommended will absorb ~5,998, and leave a balance of 
:f:10,434 19s. ld. to be carried forward. 

By order of the Board, 
W. W. SMITH, Sem·etary. 

BALANCE SHEET, 27th September, 1906. 
OR. ASSErs. 

CASH AT BANKERS­
London and Westminster ... 
Lloyds ... 
In Hand ... ... ... ... ... ... ... ... ... ... . .. 

S'l'OCKS, &c., ON HAND for Delivery on September 27th Scttlement at Cost 
or Market Price .. . 

SO NDRY DEBTORS ... ... ••• .., ... .,. ... •.• •.• . •. 
LEASEHOLD PHOPERTY, Copyrights, Furniture, Fittings, Goodwill, and 

Socurities on hand, &c. 

DR. LIABILITIES. 
SUBSCRIIlBD ÜAPI'l'AL- s. d. 

0 0 

J'., S, d. 

28,443.10 1 
10,461 10 10 

170 15 4-

f, s. d. 
361280 51 per Cent. :First Preference Shares of .€1 each 

DHDUCT-Anwunt un1mid ... . .. 

f, 
.,. 36,2S0 

ll5 0 o-36,rns 0 
40,007 10 per Cent. Prefcrencc Shares of !.1 cach 
11000 Ordinary Shares of 10s. cach 

SUNDH.Y CUEDl'l'OUS-Clients ••. 
Brokers .. . 
Sundries .. . 

PROFIT AND Loss ACCOON'r-
Balance at 28th Se1Jtember. 1905 ... ... . .. 

.A.DD-Nct Profit as per Profit and Loss Account 

40,007 0 
500 0-

46,351 9 r, 
31,289 15 7 

2,336 9 7-

6837 3 Il 
19,635 4 Il 

26,472 8 10 

J'.. s. d. 

39,075 16 3 

41,SfiS :i 
151709 14 

76,429 0 l 

.€173,072 13 8 

,,. s. d. 

761672 0 0 

791977 1-1 

DEDUCT-Dividend<: paid thereout .,. 10,0-19 9 9- 16i422 19 l 

;.€173,072 13 8 

In accordance with the provisions of the Com1mnies Act, 1900, we certify that a11 our requirements 
as Auclitors have been eomplied with. 'iYe report to the Shareholders that we have audited the abovc 
Balance Sheet, arnl in our opinion it is full antl fair and correct1y exhibits the state of the Company's 
affairs on the 27th day of Se1Jtember, 1906, as shown by the hooks of the Company. 

61 OLD .JEWRY, E.C. BLAKEMORE & CO., Chartcrcd Accountants, 
8th October, 1906 Auditors. 
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HARDIE, J. Keir, M.P. "A Labour Budget." Demy 
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" The hand of the expert is seen on every page." 

-- Newcastle Daily Clwonicle 
"An exhaustivc survey of all financial topics." -Triith. 
"Wonderfully enterprising publication." -Plill Mall Gazette. 
"Contains sonnd ad vice."- JJ,lorning Post. 
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'' Demands serious attention."- A be1·cleen Dcl'ily J onrnnl. 
"Standard of excellence well maintained."-CapitaUst. 
'' That useful and interesting mag1,zine."-1'he Accountcint. 
"'We compliment the Review."-Lonclon ancl Chinci Telegrapli. 
"RC'cornmeudcd to investors."-1lfining Joiirnnl. 
"Impossible to over-estimate its value." 

-Bristol Times ancl Jlfirror. 
"Maintains the excellence of its articles on sound investment." 

-Jlforning Aclvertiser. 
"Is creating a new dcparture."-Sheffi.eld Indepenclent. 
"'I'he Review is to be congratulated."-Newcastle Journal. 
"Deserves to be kept for reference."-Birminghmn Daily Post. 
"Exceedingly useful publication."-A/rican Worlcl. 
"240 interesting pages for one shilling." 

-Bel/ast Evening Telegraph. 

~bt financial RtVitW of RtuitWSt 
2, WATERLOO PLACE, LONDON, S.W. 
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JI Complete t inancial Record. 
The "FINANCIAL 
REVIEW OF REVIEWS" 

Cabin~t. 

Made in 
Mahogany, Oak, or Walnut, 

Price :I.Os, Sd, 
Or with Stationery Rack, 14S, 

lt can stand on your Desk. lt can hang on youi• Office or Libt•ary Wall. 

The FINANCIAL REvrnw OF REVIEWS contains~ 
The Topics of the Month, being a digeat of everything of import.ance which bas transpired duriug the past month, and a glance at the alpha­betical index preceding them renders the task of reference an easy one. The Digest of the JYionth's Reports discusses every important balance­sheet and dil;ectors' report which has appeared during the month. The companies are alphabctically arranged, so that Euch reports as interest each individual reader çan be found instantly. The Month's New Issues give a critica! abstract of every new public issue, and compare its value with existing investments. The Tables give the Jatest prices, dividends, and income-yields at current quota.tions of 5,000 sccurities, together with a record of their highest and lowest prices and past dividends paid, and other valuablc 

information. 
The Iatest 12 monthly issues ftled constitute a complete history of recent flnancial events, 

The Review Subscription is 10s. per anm,m post free. 
Báck Nu11tbers for starting the Cc,binet obtainable at any time f1·om 

the Pitblisher, 11, WA TER LOO PLACE, LONDON, S. W. 
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Darl~i,'s tnocstor's 
Jlccount Book. 

Provides a perfect record of every transaction, is con­
tinuous, and alw_ays fully posted; every entr;, is made 
once only, and never transferred from one account to 
another, lt provides for Oeographical Division of Capital, 
and can be fully used, even by those who have no 
knowledge of book=keeping. 

SOME PRESS OPINIONS. 

The Manchester Guardian of March 30, 1905, points out that 
"the book itself is so simply arranged, and the directions 
and forms contained in it are so easily understood, that even 
very indolent and unbusinesslike persons could keep thcir 
accounts in it for themselves wit.hout much effort." 

"A very useful book. It is complete in every respect"­
Glasgow Herald. 

"An investor can tel1 at a glance the real position of his 
investments at any time."-lYianchestei· Goii1·ier. 

" Cannot fail to be useful to all owners of stocks and shares 
who wish to keep their accounts accurately."-Belfast News 
Lettei·. . 

"A very handy book enabling the investor to see 'where he 
is' at a glance."-Newcastle Daily Chronicle. 

"Skilfully designed . . a convenient book for methodical 
record keeping."-Abe1·deen Free Press. 

"Cannot fail to be appreciated by all investors."-Dundee 
Goiirier. 

'' The most complete, concise and understandable work of the 
kind we have seen."-Bradford Weekly 1'eleg1·aph. 

'' Will rapidly win favolll"-it makes accura.te book-keeping 
a matter of simplicity, and by its use the investor is enabled 
to arrive at his exact position at a moment's notice."­
Yorkshirc Da,ily Obscrver. 

,; A most comprehensive and useful publication."-Yodcshire 
Ch1·onicle 

Price: 0/oth Binding, 4s. natt: Leather Binding, 6s. nett. 

2, WATERLOO PLACE, LONDON, S.W. 



Il 

NOW READY. 

Cbc tnocstmcnt or 
trust funds 

By 

HENRY 

IN THE SAFEST AND MOST 
PRODUCTIVE MANNER. 

LOWENFELD. 
--•-- -

Revised as to statements of law by 

E. A. SCRATCHLEY, 
Of Linea/n's lnn, Barrister-at-Law. 

"Of consiaerable interest and value."-Stcindard. 
"An interesting and enlightening work."-lNnancier. 
"The result of most careful study and revision." 

-Dnndee Com·ier. 
"Throws much fresh light on the aifficulties which may beset the 

path of trustees."-Evening Standard. 
"Enunciates very sound principles."-l'ribiine. 
"A volume of unquestionable value."-Liverpool Conrier. 
"Replete with hints and suggestions."--VanUy Fair. 
"Many valuable hints and much practical ad vice." 

-Northern Whig (Belfast). 

"Clearly and concisely written~-Irish Independent. 
"A singularly interesting work."-Devon and Exeter Gazette. 
"Should prove most informingto the genera! public and welcome 

to the legal profession."-North Eastern Daily Gazette. 
" Should prove suggestive to trustees."-Scotsman. 
"Will be welcomed by many a sorely perplexea trustee." 

-Western Daily Merciiry. 

"Shou!d be of immense service."-b·ish Times. 
"Sound, practical advice."-Globe. 
"Thoroughly practical."-Eastern 1.1:Iorning News. 
"A very useful publication. The advantage of geographically 

distribnting investments is unquestionable."-Morning Post. 

Price 2s. 6d. 

PUBLISHERS-

211 WATERLOO PLAOE" LONDON11 S.W. 



12 

Popular f tnancial Bookltts. 
This series of Popular Financial Booklets comprises 

complete original Articles of universa! interest which 

have appeared in the "Financial Review of Reviews.'' 

PRICE ONE PENNY. 

1, How to Read a Balance-§heet ... . .. GEO. WiTHERS 
Explains how învestors may be forewarned by investiga.tiog a company's 

balance-sh eet. 

2. Finance and the IFeudatory States of India 
Sir ED. SASSOON, M.P. 

Shows that Great Britain can profitably invest money in India. 

3. Professional Men as lnvestors ... HENRY LOWENFELD 
Explains why safety of Investment should be the first consideration of 

the Professional man. 

4. Prospects of Iron and Steel lnvestments 
Sir CHAS. M'LAREN, M.P. 

Traces the progress and anticipates the future of iron and steel investments. 

5. lnvestment Knowledge ... THE INVESTMENT CRITIC 
Deals with the dangers to which a limited investment vocabulary exposes 

1ts owner. 

6. Can Money be Profitably lnvested in Land? 
EARL OF CARDIGAN, a.s.o. 

Treats of various methods of latid investment. 

7, How lnvestment Safety is attained HENRY LOWENFELD 
Describes the main principles of sound investment. 

8. A Labour Budget ... KEIR HARDIE, M.P. 
Indicates the financial policy of the Labour Party if given legislative power. 

9. Japanese Industries and Foreign lnvestments 
. Dr. H. DYER, C.E., M.A. 

Reviews the industrial growth of Japan and the openings forforeign capita!. 

10, lnvestment Crazes... . .. HENRY LOWENFELD 
Indicates how investors sJ.10uld act during fiuancial "booms." 

11. The Municipal Rake's Progress ... ARNOLD WRIGHT 

12. 

Criticises municipal financial extravagance. 

The Outlook for Brewery lnvestments 
p. c. MORGAN, F.s.s. 

Discusses tbe financial hearing of past and prospective legislation ou 
brewery investments. 

13. Chinese lnvestments & Finance GEO, JAMIESON, C.M.G. 
Explains Chinese fl.nancial methods and dii:;,.:msses investment values. 
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POl'Ular financial Bookl~ts-continued. 

14. What lncome should lnvestments Yield? 
HENRY LOWENFELD 

Proves that a low rate of income does not necessarily indicate capita! 
security. 

16. Safe lnvestment and lmproved lnoome IBased on the 
World's Commerce THE INVESTMENT CRITIC 

16. Discounting the Death Duties ... J. CARLISLE McCLEERY 

17. The Money fflarket Article and the P,•ivate lnvestor 
HENRY LOWENFELD 

Shows how to read the Money l\Iarket Article with benefit. 

18. Methods of lnsuring Death Duties 
THE INVESTMENT CRITIC 

A companion booklet to No. 16. 

19. An Unique Method of lnvestment 
Baron JULIUS VON MADARASSY-BECK, 

Of the Hungarian Mortg·age Bank. 
Describes Land Mortgage Investments. 

20. English lnvestors and American Securities 
GEO. WITHERS 

Exp~ains how holders of Am8rican stocks should act. 

21. World-Trade and the Geographieal Distribution of Capita! 
JOHN HOLT SCHOOLING, F.s.s. 

An impartial investigation of the principles of Geographical Distribution. 

22. Consols and National Credit ... HENRY LOWENFELD. 
Examines the value of Consols from a new standpoint. 

23. lnvestments in Real Property Sir J. ROLLESTON 
Describes the advantages of mortgage investments. 

24, Telephone lnvestments in the United States 
E. R. CONKLIN 

Reviews one of the most profitable branches of American joint stock 
enterprise. 

26. Dutoh Experience of American lnvestments 

26, The lnvestor's 
Capita! ... 

S.F. VAN OSS 

Defenee against Labour's Attaek on 
... HENRY LOWENFELD 

27, How to Read a Prospectus GEORGE WITHERS 

Any of the above booklets will be sent post free for l½d. each on 

application to the Publishers, 

2, WATERLOO PLACE, S.W. 
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How To 

MANAGE CAPITAL. 

ÎHE 

A companion volume to "Investment an 
Exact Science." Explains how a systematic 
Investment Scheme should be started and subse­
quently kept up. Informs the reader when, how, 
and what to buy and sell, in order to obtain the 
best results from capital invested in Stock 
Exchange Securities. 

NEW EDITION NOW R.EADY. 

Price 6d. nett, Cloth 1/-

INVESTOR'S 

Gives on 695 pages 15 years Highest and 
" Lowest Quotations-Dividends--Yiekls-Inherent 

Values---Geographical Division---CapitalPosition-­
Age, &c., of about 2,000 of the best known Stock 
Exchange Securities. 

This Book is indispcnsable to every reader of the 
"Financial Review of Reviews." 

NOW READY. 
"An extrerriely useful publication, the parLiculars set 

forth provide a gauge of the value of stocks."-
Finanmal News. 

Price 1/- nett. 

HANDSOMELY SOUND IN ART CLOTH. 

2, WATERLOO PLACE, LONDON, S.W. 

The B:s!wpsgate Press, Lomlon, E.C. 


	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



