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August 11, -1847.
Memorandum res:

British Finanecial Pelicy and Regulations
Affecting Private American Investment

in British Industry and Sterling Shares,

While there may be little that techmicians in the field
of private fipance may do with respect to the views of the Bank
of England In regard to listing British securities on the Kew
York Steck Exchange, T must tell yeou that I wes aomewhat taken
back by the Informal comments which you were good encugh to pass
ont to us and also by the reaction of the broKers and jobbers you
s5poke to on this guestien. <Yhe Bank of England?!s fundsmental
concern seemspuch the same as expressed to me by the Bank and
the British Treasury people with whom I discussed the metter In
London early 1u 1946. At that time one of the impertant policiles
of these officlals was to endeavor to insulate British finance and
econogy from the effect of eny stock market fall or depression in
this country. While I appreclate that some hold the wview that such
an insulation is practical, it seems to me that the experience of
the past years has dndicated that the economles of the nations of
the world cannot be disasgocinted one from encther, however hard
ene might try. While we may be far from the Pone world idez, I.
think that economic lselationlsm has proven & fallare in the past.

There are many reasons which I can see why the dmerican
public might, hesitate to invest in Britlish secorlties today, in-
eluding the great publieity given here to the difficulties of
present economic conditions In “ngland. On the other hand, ss one
of many Americans who admire your country and belleve that 1its
stability and future prosperity are linked with cur own, it is hard
for me to understanid the reasons behind your officials! coolness to
American private Investment, either In fthe form of direct investment

‘of United States capital and know-how in tn.netionslized Brifish in-.

dustries, or through the Investment by our public of dollara on =
partoership basis in some of the cutstasnding ordinary share issues

in your market. Woy shounld not the investment of private American
cepital be encouraged under such safeguards as your authorities feel
necessary, even more than dollar capital from United States govern-
mental sourees? It seems to me that a cross Investment, represented
on one slde by the exlsting, though reduced, investments ol your
nationsls In United Stetes industry {(which were &0 helpful to the
development of this country), and similar investment by cur nationals.
in the shares of your leading enterprises, would te welcomed a5 con-

tributing %o cleger sollidarity and financisl ties between the two
countries.
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Apaarently some of your countrymen, thinking in ferms of
1828 and 1929, look upen American investment in sterling securities
85 Hspeculiive buying.” When vou consider the tene of millions of
individual stockholders in thils country and ths cugtomarily long-
tery character of our invesinent markets today, it seems to me that
perhaps your offielals and business men are not getting a true and
complete plceture of the characteristlces of American mass Investment
and the potentialitics of this private capital to contribute to the
solution of Britain's finaneial diffienlties. -

The characterisfics of the New York securities markets
are quite different from 1929. Ag an example, the statistics of
the New York Btock Exchange reflect the investment character of the
market. At present, there zre 1,850,0300,000 shares listed here as
against about £00,000,000 twenty years agd, an in¢rease of over 300%.
Kevertheless, durlng the last ten years the rate ¢f turnover has
averaged less than 300,000,000 shares per antium - as compared to over
1,000,000,000 shares annually in 1988 and 1928, Even in 1948, total
stock sales anounted to only approximately 400,000,000, This repre-
sents an average turnover of less than one share jin every four and
one-half years and 1= some Indication of the leng-term basis of hold-
ings of mosi American stockholders and the absence of excessive
speculstion. .

1t is true that at times in the past American buying of
sterling securities has not been of an investment character and has
been characterized, as we noticed in late 1945 and esrly 1946, by
apparently uninformed heavy purchesas of low grade issues. DBut this
type of buying was concentrated In highly speculative shares not
listed on the Few York Ptock Exchange. I am sure that 1t is not the
same type of American buying that could be expected in the better
grade ¢common stock Issues of leading British and internaticnal com-—
panies if they were fully listed on the New York Stock Exchange wlith
complete information as to their fimancial operations readily avail-
able to American investors, Now that the broad disclosure princl-
ples of the new Pritish Companies Act are being observed in the re-
ports to sharehoclders of your leading concerns, investment informa-
tien 15 svallable and listing on the Exchangs would meke 1t avallable
to the American Investing public. It is understandable that British
officialdom does not 1like to see British securities selling in this
market at a price 1n doliars that would highlight a discount from the
official sterling rate of exzchange. But this situstion exists already
and now all the disadvantapges of this indicated 3pread are present,

but there are no nffsettin% advantaées to Britain from increasing the
flow of dollar capital to the United Kingdom when most needed.
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A8 you kmow, Canada has dealt with a comparable situation
in & mamnner which results in the guotatlon of Canadlan stocks in
the United States market being established at the value of the free
Canadian doller, The official rste of exchange i1s not generally ap-
olicable to elther the lnvestment of new dollar capiltal in Canada or
the withdrawsl of dollar capitzl. While there. may- have been some )
dizadvantage to this arrangement from the Canadiar point of view, I
believe that, on balance, it has proven desirable and satisfactory
to Canadien authorities., Certainly it hes contributed to s flow of
United States dollars into Canadian industry, as evldenced from the
preliminary results of a study we are making of the shareheldings of
the 14 lesdlng Canadilan companles 1listed on this Exchange. This
study indicates that both the number of indilviduals end the total
amount of Wnlted States nationsals! noldings of the shere issues of
theae conmpaniesa listed on this Exchange have fhown a contlauing
overall increase in recent years. Thus, Canada has gained dgllars
on an investment partnerskip basis which would appear a more degir-
able basls than that of Inter-governmental or other short-term loans.

Qf course, it mey not be in the best interests of all con-
cerned for the New York Stock Bxchanpge to revise 1ts requlrements to
permit the listing of British securitles notwithstanding British regu-
lations which weuld block the sterling resulting from resales of the
new dollar lnvestments in such Securities. What seems t0 me most
discouraging ia that your authorities apparently do not desire to en-
courage the investmeni of American privete capital in British securl-
ties under any conditlons - eilther on the basis of the officisl rate
with free convertibility or om the dssis of non-convertibllity. To
me it 1= this apparent absencs of any alternative thet is mest dis-
heartening, because to me it indicates a hesltancy for constructive,
forward thinking in this {ield.

Does it not seem a paradox to you thet British auvthorlties
should be doing all posaible to gain dolliars by reducing imports, :
expanding eXports end long-term borrowlng, btut gt the sepme time dis-
couraging the dellsrpgain which would resuit from the long-term in-
Testment Of American private capltal 1n sterling securltles?

Jobhn Haakell.



