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Scotland’s contribution towards Britain’s international capital exports has always been overshadowed by the amount pledged and controlled by its English neighbour. In actual fact, Scotland disproportionately invested a far larger sum per head of its population than was ever considered to be possible. A rough calculation estimates that the mean sum invested in foreign capital by the Scots had risen from £18 per person in 1871 to £105 in 1914 as shown in Figure 1. This resembles a dramatic increase when compared to the rest of Great Britain and a higher average per head of population than the average £85 invested elsewhere. It has been said that this rise in Scottish capital export, in part, was due to the creation and significance of the investment trust industry during this period.
 The development of which has often been associated with Dundee. In 1968, in what is one of the only texts concerned with Dundee’s role in international investment, it was asserted that Dundee was home to the investment trust industry in Scotland.
 This paper, as a summary of my main thesis, will consider to what extent Dundee was as centre of investment as has so often been claimed.

Figure 1: Mean average of exported capital per head of population, 1871 and 1914.

	Year
	Scotland
	Rest of Great Britain

	1871
	£18
	£31

	1914
	£105
	£85


SOURCES: Census 1971 Scotland: Preliminary Report, op. cit. S.G.E. Lythe, An Economic History of Scotland 1100-1939 (Glasgow, 1975), p. 244; A. Imlah, Economic Elements in the Pax Britannica: Studies in British Foreign Trade in the Nineteenth Century (Cambridge, 1958), pp. 73-75.

The export of capital and its relationship with the jute industry in Dundee are among the central themes of my thesis. It has been estimated that Dundee, with an average annual income of £1.5 million in the 1880s, had invested £5 million in the United States by 1890. This was said to be about ten times the value of the town’s real estate and equalled the savings of the town for 20 years.
 Yet, despite its alleged importance, the financial enterprises of the Dundonians in the United States have gone largely unrecorded and little is known about the link between capital export from Dundee and the role of the investment trust industry. Instead, attentions have focussed on the role of other Scottish financial institutions such as banks, insurance companies and the Stock Exchange.
 To date, there is no publication dedicated to the assessment of the role of Scottish investment trusts in the British financial market, nor is there a study that presents them as an important vehicle for the export of capital, or one that considers the amount of capital raised or the direction in which their capital was disposed. Instead, the existing literature has generally been written by historians and economists primarily concerned with the inter-war period and focuses on the comparison of British and American trusts.
 Few deal with the significance of the Scottish investment trust movement and most of these exist as case studies of individual investment trusts; charting the growth and fall by decade.
 Cassis and Schmitz have, more recently, gone some way to address this imbalance with articles on the development of the institution and a case study of Edinburgh’s role, respectively.

British investment trusts have been a global engine for the export of capital and one authority maintained that ‘the English and Scottish investment trusts have been the most important factor in the export of capital from the United Kingdom’.
 An investment trust holds shares or other capital in what is considered to be a reliable investment portfolio. The primary advantage of using an investment trust is that it is an attractive method of diversification of funds, minimising risk by spreading investments across different areas of security. While, as an institution, trusts did invest in the domestic security market, the trusts tended to concentrate their finance and expertise abroad. Capital was directed through the medium of the British trusts to every continent, but at the end of the nineteenth century, the favoured destination was unequivocally America.
 If chosen wisely, overseas securities generally provided a higher rate of return with an applicable degree of risk compared to most domestic stocks. Well-organized trusts also offered low administration costs and, most importantly, skilled management.
 One last characteristic of the trust was the reduced capital amounts allowing those with small savings to subscribe. Some trust certificates were as low as £10 each, revolutionizing ownership and affording the middle class to enter into investment.

Rather than provide an overview to the origins of the investment trust industry in Scotland which is dealt with more thoroughly in my thesis. This paper will document certain key outcomes of my research on the industry and its development. After explaining briefly my methodological approach, this paper will quantify Scotland’s contribution to the British investment trust industry. The main focus, however, will address to what extent Dundee was a centre for Scottish foreign investment. Four reasons for this claim will be identified and explained in relation to the statistical database created as a result of this research.

To begin to analyse the contribution made by Scotland to the British investment trust industry the amount of capital raised by Scottish investment trusts has been accurately reconstructed in a database for my thesis. The Stock Exchange Year Book publishes annual figures for nominal, called and paid-up capital plus any debentures, deposits and loans. These have been collected to enable a time-series analysis of the industry from its origin in 1873 to 1914, widely regarded as a significant period for great capital accumulation and international lending. Unfortunately, while the Stock Exchange Year Book incorporates a section for investment, land and finance companies, it does not classify investment trusts separately. An investment trust is a type of financial company distinguished from its counterparts by law. There is some confusion, however, over the distinction between an investment trust and an investment company which has led scholars in the past to misinterpret their significance. It is therefore difficult, without Articles of Association, to distinguish all investment trusts in this sector and this sample has been based on those trusts named and collated by economist George Glasgow in 1932.
 

The first Scottish trust was created by Robert Fleming in Dundee in 1873 and by 1914 there were 29 trusts registered in Scotland with a total of nearly £30 million in capital raised. My aggregate figures have made it possible to estimate that Scotland’s capital contribution to Britain’s investment trust industry on the eve of the Great War was 31%.
  Given that the concentration of investments made by the trusts were overseas
, it is clear that Scotland’s contribution to international investment was significant. Looking more closely at the figures, it has also been reported that a rapid increase occurred between 1887 and 1890, when the amount of capital invested in Britain’s investment trust industry had risen ten-fold from £5m to £50m
. In Scotland, the rise was not as sharp but it is clear from Figure 2 that there was a significant change in the momentum with regard to the amount of capital invested in Scottish trusts over these three years. In fact, the capital invested almost doubles from £3.7 million in 1887 to £7.4 million in 1890, as does the number of trusts registered from 6 in 1887 to 11 in 1890. What is perhaps clearer is the unprecedented rise in investments made between 1903 and 1914. £10 million alone had been invested from 1910 to 1914 reflected by the sharp upward trend in this period. 

Figure 2: Aggregate capital amount raised by Scottish investment trusts, 1873-1914
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Figure 3: Total capital invested in companies registered by city, 1873-1914
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This paper is not concerned with why the Scots became prominent in the investment trust industry, but rather to challenge the extent of the claim made by Jackson in his important work on The Enterprising Scot, that Dundee was a ‘centre for Scottish foreign investment’.
 Indeed, Dundee was home to the first Scottish investment trust and did invest a significant proportion of capital in the industry, especially when compared to other cities such as Aberdeen or Glasgow which is shown in Figure 3. By no means however, did Dundee invest the majority of the Scottish capital for the period, nor did it house the largest number of trusts, rather it was Edinburgh that made that largest contribution as shown in Figures 3 and 4. So why then did Dundee’s acclaim to the home of investment trusts prevail?

Figure 4: Number of companies registered by city, 1873-1914
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There are four reasons that can be identified to explain why Dundee has been considered ‘centre’ of the Scottish trust industry. First, as has been mentioned above, Robert Fleming has often been thought of as ‘father’ of the movement.
 This, however, is somewhat misleading because he did not invent the concept, nor was his Trust the first investment trust to be created. Instead, the first notion of a trust appeared in Brussels in 1822 where King William of Netherlands formed the Société Générale de Pays-Bas and the first British investment trust, the Foreign and Colonial Government Trust, was registered in London in 1868.


The second reason that Dundee was associated as the centre of foreign investment can be explained by the amount that the town invested compared to others in terms of population. From the time-series gathered from the Stock Exchange Year Book it has been possible to detail the amount invested in each census year by head of population in each city in Scotland. Figure 5 makes clear that Dundee and Edinburgh contributed the most to the industry in the 1880s when it was averaging roughly the same investments made by population. This changed in the twentieth century when Aberdeen and Glasgow first make a notable interest in investment trusts but Dundee by far excelled with the majority. This again, is misleading. Dundee had a lower waged population and thus a small, but wealthy, middle class. In addition to this, it cannot be assumed that only Dundee residents invested in Dundee-registered trusts. Although, research is being conducted into this issue that would suggest that in general terms this, for the most part, is true.

Figure 5: Average investments made per head of population

[image: image4.emf]0

5

10

15

20

25

30

35

40

45

Aberdeen Dundee Edinburgh Glasgow

City

£ Sterling

1881

1891

1901

1911



This point is not unrelated to the third reason why Dundee is known as an influential centre for investment. That is because the Directors were known for their interests and experience in many different trusts. Fleming, for instance, in the early trusts served as a director to three Dundee trusts as well as the Edinburgh-based British Investment Trust and many London-registered houses. Similarly, John Guild, a director of four Dundee trusts was also on the board of two Edinburgh trusts. Director’s were required, by law, to subscribe certain amounts and therefore would have a heavy presence in the direction and marketing of the companies. For example, in the Edinburgh-based Scottish American Mortgage Company, the largest shareholders were four Dundonains, two of whom were also directors.


The final, and most considerable, point comes down to the legal definition of an investment trust. An investment trust fundamentally differed from any other type of finance company because of the legality surrounding capital gains. An investment trust could avoid taxation on any financial accumulation if it created a capital reserve that was not available for distribution as dividends.
 Whereas investment trust ‘companies’ treat both their dividend receipts and capital gains as distributable income, and are taxed accordingly.
 However, under the Joint Stock Company Act of 1879, any association operating with more than twenty members for the purpose of financial gain was made illegal.
 This meant that the investment trusts were required to become Joint-Stock companies where the shareholders had limited liability for the debts of the company. While this was good for business, it technically put an end to what was legally known as an investment trust and all investment trusts became investment companies. Confusion arises when they are still fondly known as ‘investment trusts’ and it becomes ambiguous as to exactly how many trust companies were registered at any one time. As far as this paper is concerned, until the Companies Act in 1879, Dundee was in fact home of the investment trust since it not only housed the majority of the registered trusts in Scotland, but it raised the most capital through this vehicle. Dundee was home to three trusts compared to two in Edinburgh. Dundee had risen an accumulative amount of over £8 million since its origins compared to the £2.2 million raised in Edinburgh at the time. 


This analysis has been based upon a new database of statistics collected on the Scottish investment trust industry. What this paper has shown are four reasons why Dundee was claimed to be the ‘centre for Scottish foreign investment’. Where these reasons support that Dundee was a centre for investment trusts in Scotland throughout the 1870s, it was not a leader in foreign investment over the period 1870-1914. On the other hand, it did place a significant amount of capital into companies primarily financing international ventures, and more research needs to be conducted into this. While Glasgow’s published figures have formed the basis of this investigation, they also alert the researcher to issues with his methods of identification. Ambiguity surrounds the number of trust companies that existed in Scotland and new methods will be needed to identify these before any other work can be done. The result can potentially change dramatically, it could increase the capital amount raised in Scotland by a considerable number and it will aim to provide clear definitions of the industry and its parameters. Altogether, it is hoped the completion of my thesis will signify the beginning of a new literature on the investment trust industry and the contribution of Scotland to foreign investment.
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