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CAPITAL, CURRENCY, BANKING,

ETC., ETC

INTRODUCTION

Tur articles upon Capital, Currency, and Banking, which
have appeared 1 the Economust, dwing the last two years,
laving been wiitten chiefly m a connceted series, and with
the view of fanly discussing the general prneiples upon which
the Bank Act of 1844, as applied to England, and that of
1845, as applied to Scotland and Ireland, were founded—
then 1¢-publication 1 the moie conventent form of the pie-
sent volume, has been suggested as & useful mode of agam
bringng them before the public at a moment when these
subjects have acquued a wider and more intense mterest than
at any former tune.

Although the whole of the articles, now 1epunted, consist
manly of discussions proceeding upon general pumneiples, and
ate therefore as much applicable to one penod as another,
yet the particular events which cheited them, fiom time to
tune, are necessaiily 1cferred to, and 1t became a question,
whether o1 not 1t would not be better so far to alter them, as
to have no special 1elation to the events of the moment, so
as to giwve them more the appearance and chaacter of per-
manent essays, On fully considerng this question, 1t has
been deemed best to 1eprnt them m the precise form m which
they were ougmally published ,—fiist, because the temporary
events to which they allude are stll compaatively new, and
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1 INTRODUCTION.

must be fiesh 1 the 1ecollection of the 1eader, and most of
which have a lesser or gieater 1elation to thosc of the present
day ,—and sccondly, because, looking at the work m a move
permanent light, the cvents 1efetred to will not only be valu-
able as historical facts, but will serve well to 1llustiate Ehe
punciples which 1t 15 sought to mamtam. In the table of
contents we have, theiefore, ndicated the dates, as well as the
leading character of each article.

The first ten articles were wiitten 1n 1845, and aie devoted
exclusively to a full 1 and cutical tion of
the principles on which the Bank Act of 1844 was founded.
The 1emaming articles have been wiitten dming the present

yea1, and have a direct1eference to the deeply mtciesting finan-
cal events thiough which the country has so 1ccently passed.

As fiequent allusion 15 made, thioughout the latter part of
this volume, to an article published i October, 1845, 1 which
the full extent of the xailway woiks, then performed and pro-
Jected m the United Kingdom, as well as m other countrics, 1s
elaborately considered, together with the eflects which those
wotks were likely to produce upon the capital of the country,
1t has been thought desnable to 1epunt that article as part
of the preface to this work, and moze espeeually as 1t contams
much nfoimation of permanent use and mtaest.

Loxpox, Jose 3, 1847



PREFACE.

RAILWAYS—PAST, PRESENT, AND FUTURE

Tatemt of Rulways constiucted and projected m the would —Annusl Accu-
mulation of Capital  Extent of Present Luabibities for Rutlways —Power of
Rauways to merease wealth —Effcct of Reiway Investment (foreign and
home Rarlways) on the Money Market.—Oct 4, 1845

We cannot but 1egard 1ailways as a great branch of com-
meice, standing 1n 1egard to our home trade and nternal
traffic 1 the same relation as shippmg does to ow foreign
tiade. We must, however, most emphatically, express the
distinetion which we malke between Railways themselves and

stock exchange specul; m Railway st they are two
things as fax apait as things can be, both i then tendencies
and utihity.

The fuust inquny on the subject of Railways, to afford us
the means of forming an accurate opmion, not only as to theit
existing extent and mmpo1tance, but also as to our probable
means of cairymg those great nteinal impiovements mto
effect m the futme, 15 to know what has been done m the
past. The fust apphcation to Parhament for a bill to con-
stiuct a railway was m 1801, called the Swiey Railway, to
be constiucted between Wandswoith and Croydon. A bill
for that undertaking wes passed m the same yea  Fiom that
time to the end of 1825, acts were obtamed for twenty-eight
railways, only some of which, however, consisting chiefly of
short lines m the coal and non districts for private use, and
the Stockton and Darlington (extending fiom Stockton to
Witton Paik Colliery), for which the act was obtamed m
1828, were cairied mto execution. The following shows the
number of 1a1lways for which acts have been obtawed, to be
constructed m Great Buitam, and the amount provided to be
rased by those acts for the several works 1n each year.—

B2



w PREPACE.

Amownt empuicered
10 be saised us cupital
und as loans

Acts passed Number of Acts und as l
1801 to 1825  Twenty-mne 1,203,100
1826 Eleven 1,687,053
1827 S 251,608
1828 Eight 124,000
1829 Nine 904125 ~
1830 Fight 733,650
1831 Nine 1,799,8751
1832 Tight 507,685
1833 Ten 5,525,313
1834 Ten 2,312,053
1835 Snteen 4,812,833
1836 Thrty-two 22,874,008
1837 Twenty-seven 13,521,790
1838 Ten 2,000,108
1839 Snteen 0,455,797
1840 Seventeen 2,495,052
1841 Tourteen 3,410,680
1842 Sasteen 5,311,042
1843 Twenty-one 3,861,350
1844 Twenty-six . 11,793,994

+1845 Onc hundred and nme 59,613,526

Total, fom Jundied and twelve acts 154,716,037

—Compiled from Parhamentary Retwns No 159, 1844, and No 637, 1815
The 1esult of which 1s, that up to the end of the last session, the
total number of acts passed was fowr hundied and twelve, fou
the construction of two hundied and seventy-eight railways,
the gicater number of acts beng accounted for by the fact,
that for some lines several acts have been obtamed 1n duffeient.
years, for extensions, deviations, merease of capital, &e., and
the whole sum empowered to be 1a1sed by these acts amounts
to 154,716,9871, which sum may be thus divided .—

£

Awmount prowided as capital 114,613,036
Amount empowered to borrow 40,203,002
Total amount fiom 1801 to 1845 melusive 154,716,937

These undertakings may, howeves, be usefully divided mto
three exas—fst, the period fiom 1801 to 1826, when 1ail-
ways weie only a subject of speculative contemplation, and

* Tn 1846 the amount empowered to be rued for the construction of Raulways, under the
Acts of that Seasion, was £110,000,000



RAILWAYS, v.

scar cely arcality , second, fiom 1826 to the end of 1843, dming
which perod pracucal effect was first, to any extent, given to
those under takings, and most of which may now be considered
as m full operation ; and, lastly, the yems 1844 and 1845,
which may justly be teimed, and will m the future history of

the” countiy be guised, as the of a more
gencjal and extensive application of the system.
No of Rukenys  Gapntal Lowns Total,
3 £
TFust era, 1801 to 1820 29 1,263,100 - 1,263,100
Second era, 1826 t0 1843 119 57,387,785 21,658,582 79,046,317
Total 148 68,650,835 21,658,582 80,300,417
Thud on, 1844 and 1845 130 55,862,200 18,540,320 74,407,520
That 15— 4
Raulways completed or 1elnquished, 1801 to 163 80,300,417
Raudways now m progiess, and about to be hegun, for Which acts
ae obtuwed 74,407,520

"The 1a1lways actually completed, fiom 1823, mn which year
the Stockton and Dailington was opened, to the end of 1844,
compuise altogether sixty-fom lmes, of an aggicgate length of
2,0694 mules, and have been constiucted at an actual cost of
64,238,6007 , being an average of 31,048l per mile. The
following 15 the order 1 which these 1ailways have been com-
pleted *—

Date of omber of Length Cost.
Compietion  Bunkuwngs s £

2 One 38 256,000
1830 Three 474 1,780,000
1831 Two 144 165,000
1832 One 16 175,000
1834 Two 35 375,400
1835 One [ 38,400
1837 Two 27 158,000
1838 Ten 3574 11,471,600
1830 Sic 78 2,602,200
1810 Soven 219 8,105,700
1811 Twelve 123 17,452,900
1842 ight 305} 10,472,600
1843 Two 66} 3,062,800
1844 Seven 3021 5,580,000
No date gven  Seven 831 2,137,000
Totul—Suty-fom Jmes 2,060 64,238,600

—Compule. from Repon ¢of the Bourd vf Trade,
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st ewpouered

e 1 0 oaptal

Acts passed Numbe of Acts Toans.
1801 to 1825 Twenty-nme 1,263,100
1826 Eleven 1,687,653
1827 Six 251,608
1828 Tight 424,000

1829 Mine 904,125 ©
1830 Eight 733,050
1831 Nine 1,799,875
1832 Eight 567,085
1833 Ten 5,525,333
1834 Ten 2,312,053
1835 Sixteen 4,812,833
1836 Thirty-two 22,871,998
1837 Twenty-seven 13,521,799
1838 Ten 2,006,108
1839 Snteen 6,455,797
1840 Seventeen 2,495,032
1841 Tourteen 3,410,086
1842 Sicteen 5,311,042
1843 Twventy-one 3,861,350
1844 Twenty-six 14,793,991
1845 One hundred and ume 50,613,626
Total, fom hundred and twelve acts 154,716,937

—Compiled from Pa hamentary Returns No 159, 1844, aad No 637, 1845
"The 1esult of which 1s, that up to the end of the last session, the
totel number of acts passed was fomr hundied and twelve, for
the constinction of two hundied and seventy-eight 1ailways,
the gieater number of acts beng accounted for by the fact,
that for some lines several acts have been obtamed mn dufferent
yeais, for extensions, deviations, merease of capital, &c., and
the whole sum empowered to be 1aised by these acts amounts
to 154,716,987, which sum may be thus divided —

£
Amount provided 2s capital 114,513,035
‘Amount empowered to borrow 40,203,902
Total amount fiom 1801 to 1845 mclusive 154,716,937

These under takings may, however, be usefully divided mto
thiee eras—first, the peiod fiom 1801 to 1826, when 1ail-
ways were only a subject of speculative contemplation, and

* In 1846 the amount empowerod to ho rawed for the construction of Rudvays, under the
Acts of that Session, Was £110,000,000
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scarcely a1eality, second, fiom 1826 to the end of 1843, dwing
which petiod practical effect was fust, to any extent, given to
those under takmgs, and most of which may now be consideied
as m full operation, and, lastly, the yems 1844 and 1845,

which may justly be termed, and will m the futme history of

thd’country be gnised, as the of & mote
gencial and extensive application of the system
No of Ruakvuys  Copital Louns, Totat,
£ £ £
Fusters, 1801101826 20 1,203,100 — 1,263,100
Sccond ers, 182610 1843 119 57,387,735 21,688,582 70,046,317
Total 148 58,000,835 21,658,082 80,309,417
Thud ora, 1844 and 1845 130 . 55,862,200 18,545,320 74,407,520
hat 15— 4
Railways cowpleted or relmquishied, 1801 to 18)f3 80,309,417
Twlwass now 1 progioss, and sbout to b begun, for which acts,
me obtmmed 74,407,520

The railways actually completed, fiom 1828, m which year
the Stockton and Darhington was opened, to the end of 1844,
compiise altogether sixty-fom lmes, of an aggiegate length of
2,069% miles, and have been constiucted at an actual cost of
64,238,600¢ , bemg an aveiage of 81,048. per mule. The
following 1s the o1dar 1 which these 1a1lways have been com-
pleted .—

Dateof  Number of Length cost
Compiction Runlawngs anlc £
18: Ono 38 250,000
1830 Three 47% 1,780,000
1831 Two 144 185,000
1832 One 16 175,000
1834 Two 36 875,400
1895 One o 38,400
1837 Two 27 158,000
1838 Ten 357§ 11,471,600
1839 Six 78 2,602,200
1840 Seven 219 8,406,700
1841 Twelve 423 17,462,000
1842 Dight 3063 10,472,600
1843 Two 66§ 5,062,800
1844 Seven 302} 5,686,000
No date given Seven HJ; 2,137,000
"otal—Sixty-fom Jines 2,06’]) 64,238,600

—Compile frum eporf o the Bt d ) e,



VI PREFACE

Of this 64,238,6007, as ncaly as we can estinatc, the sum
of 60,000,0007 was expended m the twelve years, begmnmg
January lst, 1838, and ending December 3lst, 1844, o1 at
the 1ate of 5,000,000 annually The present actual position
of the railway system, as fm as Jnes have been completed o1
sanctioned by Pahament, may be thus stated :—

dctuak cot o,
sanction fo raise
Number  Mites =
Railways completedup to 1844 69 2,009} 64,238,600
Ratlways in progiess 130 3,543 74,407,520

The country m Ew ope next m ymportance to Gieat Bustam,
as 1espects the mtioduction of the 1ailway system, 15 Belgium,
which was the fisst to adopt a general system to embiace the
whole kingdom. This was done by two laws, one of the st
of May, 1884, and the other of the 26th of May, 1837, and
which laws authoiised the government to under take thew con-
stiuction. These two laws comprehended a system of 343 nules
m length, and for this act on the part of the government,
which must be considered a bold one, when we 1emember how
much the system was then m 1ts mfancy, the Belgian people
are entirely indebted to the mdividual opimons and detein-
nation of Leopold. The fuist pait that was opened, was the
fifteen mules fiom Biussels to Malines, in May, 1835, and
which was completed to Antweip m May, 1836. The whole
was completed thus—

At the end of 1837 88 mles
— 1838 159
- 1840 210
— 1841 232
— 1842 . 291
— 1843 343

And the cost of the whole has been 5,872,160, o1 on an
average, 17,120/, per mule. Some considerable portion, how-
evel, of the distance 15 constiucted 1 a simgle Ime. The
1ailways now 1n piogiess, and contemplated, ale to be con-
stiucted by private companes, anthoused by the goveinment,

In Fiance, the first law authoising a 1ailway was passed 1
1823, fiom St. Etienne to Lyons, a distance of thu ty-seven
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mules, but which was not completely opened until 1832 The
next law which was passed was 1n 1829, and hiom that yeat
up to 1842, vartous othei ines were sanctioned, in all amount-
mg to nmetcen. Up to the begimmning of last year, the 1ail-
ways actually m operation i France weie—

.

Length, Caputal,
Numiher, miles £
N 19 552 10,276,000

And there are at this fime m the course of constiuction, under
giants made between 1842 and 1845, twelve lines of the ag
megate length of 950 mules. The whole system of 1ailways
authorised by the French legislatmie m 1842, over and above
the 552 mules alieady stated as completed, embraces 2,410
nules of 1allway, and aic estumated to cost 18,6177 per mule,
o1 44,866,970L, of which 1t 15 provided et by act that the
government shall advance one-halfy and the undertakers of
the several Tmes the 1emaming half.

In Germany, up to the beginning of last year,, 1,384 miles had
been completed, 1,227 miles weie 1n progiess, and 1,734 nules
had been p1ojected, and aie now more o1 less mn progiess,making
a total of 4,345 mules. The cost of Geman lines has been very
vatious, fluctuating fiom 1,7001 to 30,000 per mule , but the
nearest cstimate which has been made as to the average cost, 1s
7,0007. for a single line, and 18,0001 for a double line, per mile.
At this 1ate the completed lmes, up to last yea, will have
cost about 10,500,0007 , those now far advanced m progiess
will 1epresent a fmther sum of 10,000,0007 , and those par-
tully commenced and piojected will cost 13,000,0001 more,
and, 1eckonmg that one-half of the middle class ae completed
as far as expenditme goes, 1t may be smd that 15,500,0007
have been nvested, and that 1t will 1equnc 18,000,000 more
to complete the entire system as at piesent determmned upon
These do not nelude any of the numetous projects which have
been made durmg the piesent yem

In Ameiica, up to 1840, the total number of 121lway com-
panies incoipotated was 176, whose lnes embiaced altogether
9,321 mules, of which 8,000 had been completed at an average

B8



i, PREFACE.

cost of 4,800L per mile. By 2 statement made up to a more
1ecent period (the end of 1844), we find that erghty-fom hines
ate opened, embiacing 3,688 mules, and have been made at
the cost of 17,702,400Z.  The remainmg 5,624 miles, to com-
plete the projects of the companies alluded to, part of which
are now fai advanced, will 1equure a fui ther sum of 26,995,206,
without meluding any of the new piojects of 1844 and 1845.
The following 7esume, theiefore, shows the whole amount of
capital at present mvested mn completed 1ailways m actual
opelation, and that requued to complete those m progiess,
and for which acts of the legislatme have been obtamed, and
exclustve of all the new schemes.

Torar CarrranL INvesTep 1v RAmmwavs
udos

inount Average per ule
‘

Great Bratain 2,060% 64,238,600 . 81,048
Belgum 313 5,872,160 17,120
Tiance 552 10,276,000 18,017
Genmany 1,384 N
Dutto half of 1,227 13y} 10800000 7,600
Amenca. 3,688 17,702,400 4,800

Graud Total 8650 113,389,160 13,131

Thus, exclusive of the short lines i Holland, and sumlax
ummpoitant lines 1n valous countues; showmg that the
whole completed 1ailways m the woirld embiace 8,650 nules,
made at an aggicgate cost of 113,589,160, and at the 1ate
of 13,1317 per mile.

CAPITAL MEQUIBED 70 GOMPLETS RAILWAYS 1N PROGLESS, OR
AUTHOMISED 1Y LAW.

MMles Amount
Groat Brtawn 3,540 74,407,520 Under acts obtaned 1 1844 and 18 45
The concosstons of the proseut year
Belgum - - { wenot wcluded,
Tncluding 950 miles now constrct-
Tiance 2410 44866970 { ng, and thowholc system author-
1sed by the law of 1842

Germany 1,734 Not icluding any of the piojects of
Ditto, halfof 1,227 613} }“*“"“v“““ { 1845
Amenica 5624 26,995,200 Not uncluding any pojected in 1845

Total 12,9243 164,269,690
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ANNUAL ACCUMULATION OF CAPITAL

Last year there were 248 railway bills brought before Paiha-
ment, all of which had complied with the standing oiders, so
far as having on or before the 80th day of November, lodged
thin plans, &, with the Board of Trade. Of these 109 were
passed , of the remaimng 139 apphcations, a laige number,
m varlous stages of progress, stand over il next session, to
be 1csumed where they left off, a considerable number were
lost 1 consequence of noncompliance with standing orders,
some few weze thrown out altogether, and some few amalga-
mated with othets and withdiew theu application. But by
fa1 the lagest number of the 137 applications 1emaining over
from the session of 1845 will be brought forward agam m the
session of 1846 Next to these come the schemes of 1844,
which weie too late for comphance with the standing o1ders
to be brought forward m the last session ; and next come the
mnumerable propositions of the present year.  To form any-
thing Like an accwiate estimate of what those will amount to
15 impossible, until after the 80th of November, when we will
sec what proportion will have deposited then plans, &c, at
the Bomd of Tiade, to put them m a position to go to
Paliament, The deposits upon the new schemes pioposed
ale already estmated to exceed 80,000,000, and the pro-
posed capital would therefore exceed 800,000,000  But with
1egard to a very laige proportion of these 1t 15 a physical mm-
possibility that the necessmy smveys and plans can be made
by the 30th of wext month, and they will theiefore be unable
to go to Parhament m 1846. There 15, howevel, every
probability that, laige as was the sum wlich Parlament em-
powered the 109 companes, who obtaned acts m the last
session to raise for the puipose of making railways, acts m-
volving a much larger sum will be passed n the next session
When we consider that alieady so laige a numbet of the bills
of 1845 1emaim over to be taken up in the various stages of thewr
progess, and the great number of new applications which will
be made, the amount which will be 1equied to cairy out the
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acts of next session will be beyond all compatison larger than
1n any preceding year ¥

With such enormous labilities on the capital of the countiy
to sink 1 new and permanent investments, 1t becomes an 1~
portant and mteresting question to solve, at what 1ate accumu-
lation of capital takes place m this countiy, On this subject
there have been many opmions and comjectmes offered,
but theie are no data on which 1t can be accurately and
certamly determmed, The most accwate means by which
any estunate can be made of the annual accumulations, as 1e-
gards personal propeity, 1s fiom the amount on which legacy
duty 15 pard fiom year to yemr  The total capital whieh be-
came subject to legacy duty m 1814 was only 27,299,806L,
and the following shows the gradual progiess which has been
made 1n 1ts amount —

Caprras sussner To Lecacy Dury IN mach yoan

1814 27,209,806
1819 . 20,111,062
1824 45,852,824
1829 . 39,667,277
1834 . 41,574,628
1844 46,533,908

In the Progress of the Natwn (section vi. chap 2), M.
Porter explams a mode, the most accmate which we have
seen, denrved fiom the proportion of deaths to the whole popu-
lation 1 each year, by which the whole amount of the pe-
sonal propeity m the countiy may be estumated m any pai-
ticular year by the proportion of 1t which annually becomes
subject to the legacy duty, to which work we refer those of
ow reades who may wish closely to mvestigate the prnceiple
According to that caleulation, Mi. Poiter estumates the pe-
sonal pLoperty of the country to have been, m—

£
1814 1,200,000,000
1824 . 1,500,000,000
1834 1,800,000,000

and a sumlax caleulation will make it for 1844, 2,250,000,0007,

* For the amount senctioned In 18144, sce Not, pge 1v
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"This shows that the accumulations of tne country i the last
ten yeais, fiom 1834 to 1844, amounted to 450,000,0007, or
at the rate of forty-five milkons annually, But this 15 only
the accumulation which appeais under the head of “ peisonal
property.”  Beyond this, a very laige sum must be annually
accumulated m the form of 1eal property. In 1815, the last
year of the old mcome tax, the mcome fiom real property
chaigeable with that tax m England only, was 49,660,728,
and 1n 1843 the same was 80,519,084/, bemng an meiease of
mote that 62 per cent.—(See Economust, July 20, 1844.) If
then, we take the 1eal pioperty of England, rather less than
one-half consisting of land, at only twenty yeais’ pmchase,
that would show a total value in 1815 of 998,214,5601, and mn
1843 of 1,610,381,680 , the accumulation between the two
periods bemg 617,167,1207, o1 something more than twenty
mullions annually duing the whole peniod  This enoimously
meteased value has no doubt taken place chiefly by the ap-
plication of capital to improvements of land, the opening of
mines, the extensive improvements which have taken place
m towns and buildings of cvery class. In the two gieat di-
vistons of personal and 1eal property, as thus explamed, the
annual accumulations appeat to be 65,000,000Z., but from this
sum a considerable deduction must be made, fiom the fact
that what appears as the mcome fiom 1eal pioperty mcludes
also the interest of moitgages and othel sums boriowed on
real property for the pmposes of effecting unpiovements or
otherwise, and which monies will, mn the event of death, ap-
pear as pexsonal property, and subject to the legacy duty, and,
theiefore, mcluded in the calculation of accumulations under
that head. Malung a 1] for this d
tion, we would estimate the average annual accumulations of
the country at sixty millions sterling at least, nor does this
appea1 a very laige sum, when we consider that 1t 1s little
mote than the annual taxes of the countiy, and not equal to
21 5s to each person of the whole population.

But, though this estimate may be quite tine—and we are n-
clined to thimk 1t 1ather below than above the actual average—
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yealy accumulations of property in this country, and espectal
ly s0 at a period when all bianches of productive mdustiy are
in active operation, yet it must be boine mn mund, that by far
the largest proportion of those annual savings are dequued n
the numelous branches of mdustiy for then tmpiovement and
cxtension, and for the meieased capital necessary to condutt
the increasing business of the country. Foi example, the
annual rental of 1eal property mereased fiom 1815 to 1843 by
the sum of 80,858,356/ Now, this ncrease 1s not derived
fiom the same number of houses, no1 the same number of
munes, and, though from the same su) face of land, yet not the
same condition of that smface The mereased value has
ausen chiefly, 1f not wholly, fiom the expenditmic of a portion
of the annual savings of the countiy, whether those of the
patties themselves or boirowed fiom otheis, mproving
cittes, building houses, enlarging factor1es, draming, planting,
and mp1roving land, openng up new munes, &e., and thus fu
the meieased annual mcome dewved fiom real property so
mproved, has formed an mcieasing somce of wealth, by the
annual absorption of the savings of the country, and m which
we have alieady seen that 1ailways have paiticipated duimg
the last twelve yems to the extent of five malhons annually
But there 15 another very important and cqually m gent way
1n which the annual savings of the countiy arc mvested  The
greatest accumulation necessauly takes place among the manu-
factuing, meicanule, and tiading community  But with a
rapidly incieasing population, and the tiade and genaal re-
sources of a country being 1apdly developed, as a genewal 1ule
people in business 1equue then accumulations for the ex-
tension of then own business, as 1apidly as they are made.
It 15 the natwe of business when done best to extend fastest,
And, theiefore, when most money 18 made most 15 1equued
to be added annually to the exusting capital. And cor-
tain 1t 15, that as long as a tiader can cmploy his own ac-
cumulations m his own busness, he will never find any othe
means of mvestment half so profitable  We do not speak of
tempozaiy speculations, which may make a foy tune this yea,
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and biing 1uin next. We speak of what 1s, happily m this
country, the prevaling habit, m usual tunes, of the majonty,
and to which the countiy owes 1ts greatness, For example,
the whole of the slipping belonging to the Unuted Kingdom m
1820 was 2,648,593 tons, and at the commencement of last
yeai 1t had meieased to 8,588,387 tons, notwithstanding all
the ships which duwing that twenty-fows years had been woin
out o1 lost at sea. Agam, we had cotton factories m 1820
capable of working up 151,000,000 lbs of cotton wool, and
now we have extended them so, that last year we worked up
more than 700,000,000 Ibs  In1820 wehad woollen factorles
capable of working up 7,691,000 lbs of foreign sheep's wool,
and now we have mcicased them till they have consumed
lnst yeai 69,493,000 1bs of foreign wool, mdependent of the
meiease which has i the meantime taken place mn the home
growth, the silk, lnen, and other manufactming pwisuts
have extended mn a sumlar way. But this has all been done
by the annual mvestment of the savings of the countuy, either
m absolute extensions of mills, o1 m 1mp1rovements i the pro-
ductive power of machimery — Again, the declaied value of owm
exports n 1820 was 85,568,000/, and the official value of our
wmports 81,484,000/, but last year our expoits had 11sen to
58,584,000, and om umpoits to 75,441,655L, and the ad-
dutional foreign ciedits, which owr merchants have been able
to gwve on our goods expoited, and advances on those impoa ted,
have been by applymng the accumulations of capital to the
merease of then busimess,—and thus 1t 15 with every class of
tiaders, and, at this time, when trade 1s n so excited a state,
when the mining, manufactwimg, shippng, and commecial
1esowces of the countiy are so gieatly mcreasing, theie can-
notbe a doubt that a more 1apid absorption of capital 1s now go-
g on than at any former period m all these 1egular and wm-
foum channels of private employment; all, no doubt, caleulated
mateitally to nciease the income and means of accumula-
tion of futwe years. So that, even admittng the annual ac-
cumulation of the countiy to be equal to sty o1 seventy
millions sterling, when 1t 18 considered that they ate divided
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over a population of more than twenty-seven mullions of people,
that the greatbulk of accumulators have purposes ol then own
to which they can mote piofitably, than in any other way, ap-
ply then savings, it 1s a most exaggerated view to suppose that
such accumulations aie wholly, o1 even m a gieat pait, appli-
cable to the constiuction of railways o1 any other public work
The most ext1ao1dmary diain upon the capital and annual
accumulations of the countiy which ever took place, was m
the beginning of the piesent century, dming the continental
war  We do not refer to this for the puipose of compaing
that wasteful and unprofitable expenditme with the mvest-
ment m uscful and profirable national undertakings, m then
ultimate consequences, but merely to see what amount of ab-
straction was possible fiom the usual channels of employment,
and what was 1ts effect. By a palamentary 1eport we find
that, fiom 1802 to 1816, the annual expenditure aveiaged
75,696,6697 , and fuither, we find that, in the five years be-
tween 1810 and 1816, we expended 477,548,714, o a
yearly sum of 95,509,748/ Taking our present average annual
expenditwe at 45,500,000, we find that m those five years,
1810 to 1816, 1t cxceeded that of five years now by the cnoi-
mous sum of two Lundred and fifty mllhons sterbing, and that m
a way which was absolutely sunk, and was for ever unproduc-
tive. This took place ata time when the 1esoutces of this country
were mfinitely less than they are now But that abstiaction of
capital did not take place without cxertng an enoimous
influence on the value of money. The suspension of cash
payments at the tune, the unlmuted 1ssue of papes, the depre-
aiation of the cwiency, and the existence of the usury laws, 1en-
der 1t somewhat difficult populaly to cxplam those effects
But one dnect and obvious consequence wall be easily undei-
stood ,—towards the close of the period capital became so
scarce, that, though the government contimued to borrow at a
comparative low nominal 1ate of interest, yet the aveiage puce,
from 1803 to 1816, at which the sums weie boriowed from
which that extiaordinary expenditure was supphed, was
607 7s 6d.,for every 1001 of stock chargeable with interest ,
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so that, 1 tiuth, the goveinment had 1eally to pay an interest
far above the legal 1ate, but accomplshed m an mnduect way
And while this tempoiary excitement, whach aiose fiom an ex-
penditure of the capital nstead of the mcome of the country,
gave a flowshing appearance to the countiy, yet the 1eaction
which immediately followed was severely felt for many yeais
afterwaids. There can, however, be no doubt that, had that
expenditwe taken place mm mmprovements which would after~
wa1ds have developed the 1esouices of the country, and mins-
tered m all ways to 1ts productiveness, the temporary effects
would soon have passed away, and permanent benefit would
have ensued, but 1t 1s difficult to concerve any 1mps ovements
which would have paid the mndividuals conceined to have
boriowed money, recerving 60.. 7s. 6d., for every 1007 of debt
contiacted  Nothing shoit of the most wigent State neces-
sity could have justified such a system.

LXIENT OF PRESENT LIABILITIES FOR RAILWAYS

However fiee we are to admit the advantages of 1ailways as
a means of mvesting the accumulations of the country, 1t 1s
nevertheless a most essential thing that we should not attempt
to cainy out those improvements fastel than the capital of the
countiy will pernut, and perhaps as much so m order that the
constiuction of lines m useful and beneficial positions should
not be prevented o1 1endered 1mpossible for a long peviod, by
the attempt to constiuct a great many lines 1 infeuim and
less unportant situations.  Looking to the development of the
system so far, 1t would be difficult mndeed to say mn what situa-
tion & 1alway would not be a great benefit, and wheie 1t
might not ultimately be profitable. But 1t must be obvious
that what would be desnable for an mdivadual to do, 1f he had
sufficient capital, 1s one thing, and what 1t is prudent to at-
tempt o1 possible to do without 1t, 1s another thing altogether.
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Soit 1 exactly with the nation  Much may be deshable that
15 not possible; and an attempt to do all that even on good
grounds appems desuable may prevent even the hest patt
being accomplished , o1 may so far derange the application of
the caputal of the country 1 other mote mnportant and 1cgulut
channels, as to do much temporary muschief for which even
the peimanent advantage of ralways will not compensate ,
and which, fiom the same cause, may prove 1mmous to those
under takings themselves-—fo1 they cannot mjme the public
without moie immediately mjuring the promotets

In the last twelve yeais we have been able to apply five
mlhons annually to the constiuction of 1ailways, and, there-
fore, the aggtegate sum so cxpended has been i that tume
60,000,000/ 1 Gieat Butam, and m the same pesnod, m-
cludmg Belgium, France, Germany, and America, the aggic-
gate sum expended on railways has been 118,589,160/ At
this moment i Gieat Britam 1mlways have aither been com-
menced, o1 are about to be so, which will cost 74,407,5207,
and meluding those other countites, 164,269,6907, cxclu-
sive of the pioposals ouigmating this year. With 1cgud
to the period wluch will be occupied m constiuctng these
1ailways n foreign countiies, we aic unable to speak, but m
this country, with the impioved methods, and better hnow-
ledge which now prevails, the constiuction of a railway s u
matter of 1apid accomplishment compared with what it was a
few years ago  Thus 15 a fact, however, which has a double
bearmg on the question, as to the extent of undeitakings 1o
which capital can be found within a given time  If they we
1apidly made, then 1s the capital more quickly 1equued, and
may press mote severely upon the money maiket, and mteifere
moie with 1ts apphcation to other pmposes. On the ather
hand, the more quickly they are completed the sooner do they
become productive, and begn to 1eplace the sunk capital, as
well as being a souice of income to the propatetors, and of con-
veience and economy to the public  The desnableness, how-
evel, of these advantages must be subse: vient to the possibility
of catrymg out then couse. The whole of the acts passed by
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pahament for railways, up to the end of 1848, provided for
the outlay of 80,309,4171., of thus 64,238,600/ was expended
m constiucting, dutng the whole of that period, 2,069 miles
" We have at this moment 1n progiess, and to commence, a dis-
tance of 8,548 miles, and to provide 74,407,5201. for those
obgects. Now we believe 1t would be taking a very etioneous
view of the power which the country has to accomplish this
new wok, to judge, even by the expenence of the past twelve
years, what we can mn future accomplish. If we did, we
should 1cquue to look forward at least fiftee ¢ years for the
accomplishment of the lnes for which acts are obtaned
We ate, however, fice to admut that there are numerous con-
siderations which will mduce to a much moie 1apid progiess
of these undeitakings In the fust place, the accumulations
attuibutable to the completed 1mlways themsclves are at this
moment greater than at any previous time, and rapidly m-
creasing,—we do not mean fiom speculation, for that 1s no
addition to the capital of the countiy, but by the incieased
economy and facilines afforded to trade and industry m every
possible way, In the next place, dwming the period we have
1eferted to, 1ailways had to stiuggle agamnst all the prejudices,
doubts, and fems which always attach to new systems; now
then real value to the countiy, and thew ultimate profit to the
promoters, have been tested by experience, and have become
universally ad d. Instead, therefore, of the 1l
to embark capital m 1ailways, which existed some yeais since,
“a stionger feeling prevails now m then favour than ever did
for any other channel of investment, and we now only allude
to the dona fide employment of capital. It 15, thercfore, cei-
taun that a much larger propoition of the annual accumulanions
will, for a long time to come, be thus imvested than has
Intherto been thecase  And when to these considerations we
add the gicater facilities for accomplishing the woik 1tself; as
well as the gt eat cconomy, we must be prepated to sce railways
construeted with a 1apidity m futme which past expenence
would hardly entitle us to have expected ~ The manufactuing
and factory under takings of the countiy have been a wonder-
c
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ful cxample of the powet which all systems have (o expand,
which have within themselves a constant tendeney to mercased
economy and 1eproduction of wealth  But while we adnut
the tiuth and force of the analogy, we must not foget that m
1ts progiess, so muaculously 1apid as 1t has bee, the factory
system has suffered 1eactions of the most 1uwmous and witense
character.

Calculating, however, that the most 1mportant paits of
those lines, comprismg 3,543 mules, leaving out wmmot
branches which may be constiucted afteiwaids, should be
completed withm the nextfow years, we must look fovwaud to
an annual expenditure of capital on then account alone of
fifteen mullions at least, and, tor the fitst two years, of even a
laxger proportion, altogether mdependent of foreign 1always
and new under takings.

POWER OF RAILWAYS O INCREASF WLALTIL

Before proceeding to consider the immediate effect ol the
Liabilities under which the countiy 15 now placed to complete
works m progiess, and for which acts have actually heen ob-
tamed, which, 1t will be seen, amount m this country alone to
74,407,520, and m otheis with wlhich we aie mtimately
connected to the sum of 89,862,170Z more, we would shoi tly
tefer to two cncumstances which of late years have set at
Iiberty an enoimous amount of capital for the extension of
commercial and otha piofitable undertakmgs  The first 1s,
the far more peifect hanking system which has been mtio-
duced of late yems, end 1ts extension more generally thy ongh-
out the countty. By this means an mcalculable amount of
capital, which was formerly dispersed among the community
generally n moderate sums, has of late, by the practice, now
almost umversal, of keepmmg banking accounts, and makmg
payments merely by tiansfers fiom one banker to another Ly
the use of cheques, been biought together yand alage sum
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1endered productive which was formerly 1dle  The other
cause to which we refer, 1s the extiaordinmy effects of 1allways
themselves, and other means now used to facilitate the tansit
of goods and save the time of tiavelleis. There 1s no other
means by which the 1csoutces of a countiy can be so well
developed, and 1ts wealth so much ncieased, as by facilities of
communication by wlich mterchange 1s 1cndered easy and
cheap, and when 15 once established, by facili-
tating 1t as much as possible This effect 1s 1endered most
appatent when we consider how much both nternal and ex-
teinal communication, when 1endered moie certam and ex-
peditious, as by the use of steam-boats, 1a1lways, &c, tends to
decicase the amount of capital 1equuted to carry on any given
amount of iade  In the first place, the 1apidity and cei tamty
of conveyance 1educes very greatly the amount of stock of
goods and produce which 1t 15 necessary at all times to keep
on hand when communication 1s slow and uncex tain, 1m order
to do a given amount of business, and mn the next place, the
amount of goods 1 transit 13 enormously greater with a slow
than a quick conveyance The amount of capital absorbed m
meichandise of all kinds, which was meicly mn tiansit, thnty
yeais ago, when om continental and coasting tiade was all cai-
ried on by slow and uncer tain sailing packets, and our mnteinal
tiade by canals and stage-waggons, compaed with what the same
now 15, when conveyed by steam-boats and 1ailways, must be
very great. Foi example, suppose Mancheste: and Leeds are
supplied with colonal produce fiom London. When 1t took
seven days to convey those goods by canal, there must always
have been, on an aveiage, seven days' consumption on the
10ad. If now the same thing 1s accomplished by 1ailway
one day, 1t1s quite cleai that the capital 1epresenting six
days’ consumption, which was formely so locked up, 1s set at
Iiberty for other uses, and when we look to the enormous ex-
tent to which this economy has taken place, not only mn this
country, buton the continent of Euopeas well as n Amenica,
both by railways and steam-boats, the total amount of capital
thus libeiated must have been very great mndeed. But the
c2
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same 1cmaiks are equally, or even moic applicable, to the
cconomy of ume which they effect to mankind A man can
accomplish now m a day what he could not do thuty years
ago, m thiee o fom days. The labow, thaefore, of the
whole population 1s thus 1endered mfimtely more productive ,
and 1s so far exactly m effect what it would be 1f we mereased
enormously the productive population of the countty without
g 1ts number of When a man has a 1al-
way, ot a new machine, which enables hun to peifoim double
the wok he did before, the effect upon the county s the same
as af each man had a stranger who came and gave um his la-
bow without any 1emunciation, o1 without consuming any
part of the produce. Railways and steam-boats aic, theie-
fore, gieat new machines by which both the capital and labow
of the country has been economised, and cach 1endered won-
deifully morc productive, and 1t 1s this great advantage ex-
pettenced by the commuuity mdmdually, which leads to the
extensive traffic and high rates of profit which they have made,
and which, m fact, 18 the best mndication of then pubhe utility
The best, nay, the only true citenion of the utiity of any
given outlay of capital, 15 the extent to which the public find
1t then wmtciest to use 1t, and consequently the profit which 1t
cleates  Thus, all undertakings which afford the lagest pro-
fits to individuals (whieh are not monopolies) aic also the
most advantageous to the commumty  The profitss the result
and evidence of the usefulness We are, thercfore, at once
fice to admut, that theie has not been any pmpose to which
the spare caputal of the country has ever been employed, o1 to
which 1t can n futme be employed, so well caleulated to plo-
mote all the gieat interests of commence, mdustiy, social 1m-
provement, polincal stability, and geneial happiness, as 1ail-
10ads, o1 which 15 so well caleulated rapidly to 1eproduce m
many ways the national capital absorbed m then constiuction
And, moreover, they ae pecubaily so, when compated with
stean navigation with other counties, because, m om mter-
nal taffic we are happily 1eleased fiom the short sighted
sealousies which exist between different countiies, which mar
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and interupt all the great benefits which would otherwise
ause fiom the facilities of communication under a fiee and un-
mterupted intercowse.

EFFECT OF RAILWAY INVESTMENT (FOREIGN AND HOME

RAILWAYS) ON THE MONEY-MARKET.

In consideing how this expenditure is to be provided for,
and the effect 1t will have on the money-market, 1t 1s necessaly
first to glance at the foreign 1always as to then mfluence
A great distmnction 15 made m the public mind as to faeign
and home 1always. In many iespects, no doubt the dis-
tinction 18 great. Itis so, as far as 1egards the employment
which home 1a1lways aftord to ow population, and as far as,
wheic they ate finished, they tend to develope the 1esouces of
our own county, and, 1f equally profitable, as an mnvestment
of capital, are, therefore, preferable Butn the distinetion,
which 15 cluefly made as to the effect upon the money-maiket,
the common mpression we believe to be exroneous, and 1s one
likely to lead to gieat mustakes on the pait of bankers and
othets  We will, therefore, according to our pronuse, take
some pams to explam ow views, and the fallacies which we
apprchend cxist. T the fust place, people seem to apprehend
an mfluence on owr money-market from foreign 1ailways, only
1 proporuon as they me made with Englsh capital, which
they sec will be 1equued 1n that case to go out of the country
On the other hand, they entertam no difficulty as to our
power to make ralways to any extent within the physical
means of the country to accomplish, without any effect being
produced on the money-maiket, because they think that the
capital will merely change hands, and be tiansferred fiom one
peison to another, o1 fiom one banker’s account to another
Tn both these ideas we behieve theie lwks a dangeious
fallacy.

v c3
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Tust With 1egard to the effect of foreign railways. Many
estimates have been made with respect to the amount of
Enghsh capital engaged for foreign 1ailways, but the shightest
considaration will show that no such estimate can be of any
value, fo whatever 1s the state of the case to-day, 1t may be
altogether changed by the sale o1 puichase of shaies to-moiidw.
These shaies, like the government stock of different countuics,
a1e now general secui1ties, which are equally dealt in on our own
Stock Exchange here and on the contment, and, like goven-
ment stock, ate another means by which the value of money
will be equalised 1n this and other counties It 1s not, there-
fore, a question as to who undeitakes a contmental railway,
but as to who holds the stock, either entuely o1 partally pud
up, and subject to futute calls, and even though, at any pai-
ticular time, the people of this country held no Fiench shaies,
if a pressure were felt m Panis fiom the difficulty of paying up
the calls, and the mterest of money weie to1se, the effect
would immediately be, that cither 1ailway shaies o1 some other
stock saleable on om exchange would be sent fiom Paris for
sale hete, and ow matket m this country would mmmediately
jsympathise with that of Paiis. Therefore, as far as the effect
fupon the captal of this countiy and the value of moncy, 1t
‘makes little difference to us who makes the continental lies,

The chief countizes 1n Emope may be termed one moncy-
market, for they all immediately act upon cach other. If
money be wanted m Paus to pay calls on railways, the mter~
est will rise and the puice of stock will fall, and 1f the shaies
aie not sent to London for sale, English, or Fiench, o1
Spanish, o1 some other stock which will pay best, will be sent,
and sold on our market, and Englsh capital thus abstacted
to pay up the calls of Fiench shaicholdeis; or the conti y
may be the case, and, therefore, lookmg to the futme effects
on the value of money, 1t 15 quite as ncedful that we should
consider what 1s to be done m the continental countiics by the
natives themselves as 1f first undertaken by us

Then as to the constiuciion of 1ailways at home The

erior to which we have 1eferied has ausen fiom the almost
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umversal confusion between capital, and money as a mere
mstiument of exchange  People sce the same money pass
fiom hand to hand without dimumshing m quantity by any
mternal work, and they therefore conclude that the whole
matter 1s a meite transfer of capital fiom one to another.  So
maay mullions arc paid for non, but the won-master 1cceives
1t the money passes fiom the banker of the company to that
of the n tet.  True the then agam uses 1t
m s tade, but he only pays 1t to the coal-owner, o1 fo the
10yalty of his mines, or distitbutes 1t among his work-people
who agam pay 1t to shopkeepers, mnto whose banke:s 1t 1 pad,
and thus the whole amount paid n constiuctmg a 1ailway 15
m fact only puttng so much money mto cucu]auon to per~
form a 1apid 1evol among 1r t leis,
bakeis, gioceis, farmers, &ec, and out of one bank nto
anothel, but actually never s\lffeung any dwmnution. The
money 1s metely invested by one class of petsons, and as far
as they are conceined, it has sunk, but 1t 15 all gone mto the
hands of otheis, and as far as the countiy 1s conceined, 1t
makes no difference. Such 1s the view commonly taken on
this subject, and mged every hour m the day to show that
1ailways may just as casily be constiucted to the extent of
300,000,0007., as now projected, as to the extent of one-tenth,
as long as they are all w the country.

Thete 13 one pait of the constiuction of every railway,
whether English o1 Fiench, which, as fai as capital 1s con-
ceined, has no effect—and 1t 15 an 1mpo: tant pait—the pm-
chase of theland This 1s simply and only a nansfe of
caputel fiom one secunty to another.  Consols are sold by one
class of capitalists to mvest in a 1ailway,—they puichase a
quantity of land, and 1f the landowner does not spend the
money and so make hmself pooier, but mvests it 1n consols
or other secuiities, the capital of the countiy 1s Just as 1t was.
It 1s a mere change of investment, Butwith 1egaid to all the
rest, except such poxtions as aie actually saved by the vatous
parties to whom 1t 15 paid, and which go mnto the genesal ac-
cumulation for the year, 1t 1s as absolutely sunk and taken
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out of the capital of the country as 1f 1t had been all sent
abroad, o1 sunk m the sea. Do not let us be msunderstood -
we now speak of the fhist effects upon the capital of the coun-
iy, as to1ts power to accomplish works; we do not 1cfer to
the futwe effects of such mvestment, o1 to 1ts power of ulu-
mately replacing itself by future piofits that we have alremly
explamncd.

In oider to explam this clemly, 1t 1s necessary that we
should beai 1n mmd that all capital employed m production
of any kind, m otder not to be dimimished, must be 1eplaced
by the sale of the commodity, and that 1t 1s only that poition
which the producer receives over and above his outlay of
capital n wages, &c, that constitutes his profit, which he can
expend, to piescive the capital entne No doubt all com-
modities are produced to be consumed either at home o
abroad. The way m which the capital sunk m our goods ex-
ported 1s 1eplaced, 15 easily undeistood. The sowmce fiom
which the capital sunk i the vaiious products consumed at
home 15 1eplaced, can only be fiom the expenditwe of meome,
and as long as no mote than the income of the yem 15 ex-
pended m 121lways o1 other wise, no 1eduction of capital wonld
take place, but the moment mote than the mcome 1s spent,
whether for puvate use o1 public works, to that extent the
caputal 15 diminished, and actually sunk until 1t becomes pro-
ductive, and even then 1t 1s changed from floatmg to fixed
capital  Supposca 1ailway company spend 100,000/ on non
tiue the non-master 1cceives 1t, but, except the profit, it only
replaces hus capital, which has alieady been expended, and 1f
he proceeds to distribute 1t in wages, which are paid to bakers
and groceis and drapers, 1t only 1eplaces (except the profit)
the capital which these vai10us parties have alieady expended on
ther vanious commodities , and so on thiough every branch
of tiade, 1t only (with the exception of profits formng the annual
mcome) replaces capital alicady represented m the com-
modittes given for 1t But 1t 15 not replaced to the 1mlway
company ; 1t may at some futwe time yield a good profit and
facilitate ncieased production, but m the mean time 1t 15
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absolutely sunk It1s the difference between a merchant buy-
g 1,000 worth of commodities, which he sells again and 15
repaid with a profit, and one who with 1,000Z builds a house,,
whch, though 1t ultimately pays him a good nterest, 1 abso-
lutely sunk and abstiacted from capital, for all those who
recewved the 1,0007, only did so to 1eplace their own capital
and profit.

But there 1s another view, which will perhaps make this
matter clearer, and show the way m which such an abstiaction of
capital first 18 felt on om money market, and which will show
clealy that a very laige portion of the money expended on
ourailways 1eally does go out of the country. Let us suppose
manufactwers m Lancashn e paymng five millions of pounds n
wages , that money 1s expended 1 p1ovisions, clothing, &c, by
then work people, and a very laige portion i commodities
produced abioad, such as the sugas, tea, coflee, a gieat part
of the matenal of then clothes, &e , butall these commodities
are paid for, by a poition of then labow, exported  the form
of cotton goods  But on the other hand, suppose five millons
paid for wages on 1ailways; the same poition goesfor the con-
sumption of mpoited commodities, tea, sugar, coffee, mate-
nals of clothing, &c , but no poition whatever of then pro-
duce 15 exported, o1 can be so to pay for those commodities
Agam, with respect to the money paid for non, the demand
for this article incieases the quantity made, which 1s all ab-
sotbed 1n these undertakings, but the laigest portion of
the price goes to pay wages, which are agan to a gieat ex-
tent expended m articles of foreign 1mport, while no equiva-
lent of export 1s produced agaimnst them, so that a la1ge por-
tion of the whole money expended in railways 15 actually pad
for 1mported commodities, while no equivalent of expot s
produced. Now, this state of things acts m two ways on the
commerce of the countiy, next upon the exchanges, and
quickly upon the money-market. The extiaoidnary ex-
penditme at home mereases very much the consumption of all
commodities, both of foreign import and home production,
and 1a1ses then price, as 1s the case at this tme  The high
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price of foreign commodities mduces to a large 1mportation ,
the hugh puiee and home demand for domestic produce cause
ad d export.  The cxcl are thus tmned agamst
us, and we must 1em1t moncy for the payment of that balance
created by the use of those foreign commodities consumed m
this countiy by those, no part of whose produce had been
cxpotted to 1epresent then consumption.  One of the most
certam symptoms that can be shown of an undue absorpuon
of capital gong forwaid mn mteinal investments, 15 when we
see our imports mcreasing more 1apidly than ow expouts,
o when the fomer mc meicasmg and the latter are di-
minishing.

This 1s a pomnt which cannot be too closely watched by all
parties engaged 1 commerce, and especially by bankers.
‘These symptoms have alieady made thewr appearance. Our
mpotts are 1apidly incieasimg, and up 1o the end of last year
the cxpoits mereased equally much. Thus, not only 1s the
capital employed m constiucting home 1ailways, as absolutely
absorbed as 1f 1t were used to construct Fiench 1always, as
fa1 as the money-market 18 conceined, but m 1ealitya lage
portion actually does go abroad m payment of commoditics
used by those who constiuct the 1ailway and provide its
matenals




CAPITAL, CURRENCY, AND BANKING.

ARTICLE L

The Bank Act of 1844 —System of Barter —A Standard of Value —Introduction
of Money —What 1s & Pound *~-Banks of Deposit —JMarch 8, 1815,

Wz think 1t will be generally conceded that Sir Robert Peel’s
curiency measure of last yeai, was not subjected to that dis-
cussion, either m Parlament o1 by the press, that we mght
fanly have expected, considering 1ts vital unpoitance to the
country at laige, as well as the powerful private mnterests
which 1t was calculated immediately to affect. This probably
arose fiom the fact, that the abstiact puneiples of cunency
and banking had 1ecally athiacted the consideration of a very
small number of ndividuals It was equally apparent m the
House of Commons, and m the countiy at laige, when the
Mumister produced his measure, that men generally were
totally unprepared to give any mtelligible assent to, or dissent
fiom, the fundamental principles on which 1t was based. Tlus
was evident in a1emakable degree in the House of Commons.
Su Robert Peel himself, and most membeis who spoke
those debates, and some who, on the occasion, “rushed nto
prand,” supported the measwe by views so palpably enxoncous,
as to prove, beyond any doubt, that they had a very impeifect
notion of the fundamental prmciples on which they were
proceeding.

The discussions of last yea1, howevel, have at least had the
effect of diawmng a considerable degiee of attention to the
subject m the mteival; and though we fear no very gieat
progiess has yet been made n cleanng away the populai enos
and mystifications 1 which the subject was enveloped, yet
we believe theie 1s moie disposition to admut that the principles
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on which Su Robert Peel proceeded, almost by acclamation,
ate yet fanly debateable, and many have alieady a very stiong
conviction that the whole superstiuctuie proceeded upon hy-
pothesis, groundless and unsupported by facts.

As a further application of the same prineiples to banking
m Scotland and hieland 1s about to be proposed to Pamliambnt,
when occasion will agam anise for discussing the {undamental
grounds on which the Mmster proceeded, as well as theu
smtablencss to the new cases to whuch they aie to be applied,
we think 1t worth while to enter mto the subject moie at
laige than the scope of a weekly perodical will usually aduut
of to any ove subject It has been mtmmated by Sn Robert
DPeel, that he does not mtend to meroduce any mcasure m re-
said to the banking of Scotland and Ineland ull after Easter ,
and we, therefore, propose to consider, m €his and followng
numbeis, mn as concise and popular a way aslies 1 ow power —
Furst, The fundamental puneiples on which cwrency and
banking ate based, and by wluch they are 1egulated. Second,
The application thereof to the curieney and practice of banh~
ing 1n past times in Bugland  T%ad, The application theicof
undet the bill of last session  And, fowr th, Then appheation
to the Scotch and Iush systems of banking, weludng a con-
sideration of any differences which exist between them and
the banks m England, i then necessmy connexion with the
working of the new bill here.

The chief practical and 1mmediate object which we have m
view has relation to the thicatencd legislative inter ference with
the bankers of Scotland and Iicland  In the foamer counny
a stiong exeitement has pievailed on the subject for some
months back, but we have purposely 1eserved om observations
thereon until this time, when 1t acqunes a practical and legis-
lative impoitance.  We caunot, howevet, avord 1emarlang, m
the outset, that 1f the claim of the Scotch system of banking
rested only on the 1casomngs adduced m 1ts favour m the

speeches and d which have come before us
duing the last s1x months, 1t would have as hittle chance, as
indeed 1t would have a just right, for any consideration on the
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part of the Goveinment, The mass of abswd exaggeiation
which has been spoken and witten in favou of the system, m
some of the newspapeis paiticularly, has only been exceeded
by the meredible folly that has been vented agamst it. We
Dbelieve, after the most careful and most eainest mvestigation,
that the Scotch banking system 1s founded on the most correct
pumneiples, both of science and practice, and 1t has gneved us
Dbeyond measwie to see so much ignorance and exaggeiation
pressed mto 1t suppott as 1t has been ow lot to 1ead of late.
"T'hese may no doubt be looked upon as the 1esult of a sort of
mstmetive regard for a system, the practical opeiation of
which had been found highly and geneially beneficial—of a
system which had acquned the attachment, slmost veneration,
due to ancient mstitutions, which have diffused almost un-
muxed good, but 1t must not be a matter of smpise, when
the question comes to be tested m debate m the House of
Commons, if Su Robert Peel, m lus great adioitness m dis-
cussion, 15 found makng an appatently stiong case, by con-
fining humself to combat the numerous and flagiant enois
which have been put forth, and leaving altogether untouched
the mote substantial a1guments and piinaples mvolved. Trom
these 1emarks we would, howevel, exclude the clear and
mtelligible 1esolutions published by the Chambeis of Com-
meice of Glasgow and Dundee, and some other documents
‘With this explanation of ow object, we will proceed to a con~
sideration of,

Fust, The fundamental pimeiples on which cunency and
banking axe based, and by which they aie 1egulated.

In treating thus subject thioughout, we will assume a perfect
agieement as to the necessity of papen 1ssues being at all tmes
and wmmechately convertible mto the com they repiesent, and
we will therefore not feel 1t a duty to go out of om way to
piove the necessity of this puneiple being steadfastly adhered
to as the only secuiity for a safe cunency, though, meidental
to some of ou other 1llustrations, aguments and 1easons may
be derved m favour of that pimeiple  In dong so, 1t 15 ot
that we wish to pass any shight upon those who hold a different
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opimon, but that we do not wish to encumber this discussion
with that question. Twither, we will coneede to Su Robeit
Peel, i the most unqualified teims, an agieement with him,
when he said last yeat—

“We should mfer, certamly, fiom 1casonmg, that fice com-
petition m the supply of any given article will probably eusure
us the most abundant supply of that article at the cheapest
1ate.  But we do not want an abundant supply of cheap pro-
missory paper e want only a certan quantity of paper, not,
wdeed, fived and defimte m nommal amounty but just such a
quantity of paper, and that only, as shall be equwalent i pont of
wvalue to the com it 1epresents, If the paper be cheaper than the
comy 1 15 an ewl and not an advantage”

Wath the opmions expaessed in the latter half of this quota-
tion 1 atakes, we perfectly agree, and with the foomer half
also, 1f such a supply is 1eferied to as.could possibly destoy
the essential quality 1epiesented m the latter,

In the gencial mquuy before us we will not tiavel back to
consider the necessities which first led to the use of money to
faciitate exchanges. We will commence when the practice of
bater ended, and the necesuity presented 1tself of determning
upon some commodity as a common standard of value, m rela-
tion to which that of all other aiticles should be 1cfenred.
Duuing a state of batter, and before any common standard
was fixed, the 1clative value for which all commodities would

1 would be d d hately by the proportion
of the supply and demand of the varous a1 ticles, but ultunately,
and e the long run, by the actual cost of labowr m producing
each. It might cost exactly the same labow to produce
a quarter of wheat, an ounce of gold, a ton of won, and a load
of timber  But, by some accidental eucumstance, & gieater
demand for wheat and ron might aise than usual, and the
immediate demand for these two a ticles might cause a quaitex
of the one and a ton of the othex to exchange for an ounce and
a half of gold, o1 a load and a half of tumber , but if the labour
requued for then production contmued still the same, a gieater
portion would be applied to the production of those most 1
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demand, until agamn simlar quantities of all would exchange
for cach other, Thus, m the state of baiter, supply and de-
mand aie the diate regulatois of exchangeable value, and
cost of production, the ultimate And when the mconvenience
of the bater system led to the fixing of a common standaid
of value, this puneiple was m no way altered

In fixmg upon any one commodity, as the common standard
m aelation to whach the value of all others should be expressed
and deteimned, for obvious 1easons 1t was desnable to select
that which vaiied least m 1ts cost of production, which pre-
sented 1n any given weight o1 bulk the greatest value, m order
to 1ender 1t most portable, and which afforded the facility of
an easy subdivision mto different sized parts to represent va-
110us quantities of othes commodities. TFou al.\ these puposes
the precious metals p ted the most fé o1
We accordingly selected gold as our standaul. The necessity
for sclectng only one article, a single standard, will be appa-
1ent, when we consider that, vntually, the system of batter,
though nommally abandoned, was still as much as ever prac-
used, with this differcnce, that mstead of a fon of won, a
quarter of wheat, and a load of timber Lemg exchanged for
cach other, each became exchanged for 1ts equivalent m gold,
the standard 1n 1espect to which the value of each was ex-
pressed  Sull, however, the actual 1elation of cost was pre-
served between the standaid of value and other commodities
As 0 a state of barter, the value of every article still varied m
propottion to es cost and the cost of gold, o1 the quantity of
labowt necessary to produce them  But if a double standaid,
say of gold and silver, weie adopted, as these two commodities
would vary fiom time to tume 1n 1elation to each other m the
cost of then production, no other commodity could at all times
be expiessed by any fixed 1elation to both. If silver became
more plentiful, a quatter of wheat would exchange for a
gieater quantity of silver, while 1t would exchange fo no
more gold. It 1s, therefore, essential, whatever standaid be
adopted, that 1t shall be of a single value, though that value
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may fluctuate like other commodities, but the less so the more
convenient will 1t be as a standard

Having fixed the commodity by wlich the value of all
others should be expressed, and which should be used as a me-
dium of exchange for all such other commoditics, 1t became
necessary to test the weyght and fineness of the metal so uscdl, as
well as to subdivide 1t mto convenient quantities to 1epresent
the different poitions of other commoduties 1equired to be ex-
changed. TFou thus pmipose gold was subdivided mto centam
pieces of umform weight and quality, and as a guatantee to
the public that each piece did contam the professed weight,
and was of the propel fineness, the Goveinment affixed a
matk, which constituted the com ot money mn which value be-
came expiessed, and accounts kept, and which com coie-
sponds now with the denomuination *pound ”

But 1t was found, 1 practice, that we 1equired smaller sub-
duvisions, 01 coins, than gold could be convemently made to
answel, and we weie obliged, fo1 lower denomunations, to have
1ecowse to cheaper metals  Silver and copper were accoird-
ingly adopted, and comed 1n then 1clative value to gold into
shullings and pence  But as we have before shown, that al-
though these metals might be at the time, when the weight of
each denommnation of com was fixed, 1n exact 1elation to then
actual 1espective values, yet that they are exposed to a change
in that 1elative value mconsistent wath then bemng considered
a standud of value m themselves To prevent any mncon-
venience, theiefore, from then use as money beaiing a umform
selation to the gold coun, 1t 13 enacted that they shall only be
a legal tender of payment to a given sum—silver to the extent
of forty shallings, so that any shght vanation which may take
place, between the mtimsic value of gold and silver ag com-
modlities, can never distmb the value of ow comage to a
gleatel extent 1 any one payment than that shght variation
amounts to, i foity shillngs

We adopted the texm pound, for 1easons unnecessary now to
1efer to, as om chief money in account, and the fist step m
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ow comage was, therefore, to determine what quantity of gold
each of these picces 1epresenting a pound should contam. This
was fixed so that one ounce of gold shall make three of such
coms, and a portion of a fourth equal to 17s 104d., of the sub-
sidiary coms Thus, if 100 ounces of gold aic comed, they
wil produce 100 tunes 87, 17s. 103d, o1 889 sovereigns, with
a fraction worth 7s 6d left over—that 1s 8892 7s 6d Itis
thus that gold 1s said to have a fixed puice of 8% 17s. 104d. the
ounce, which, however, leads many 1nto great erroi on this sub-
Jeet, by supposing that the value of gold 1s fixed, while 1t 1s on-
ly that the weight of the comn1s fixed. It 1s not stuctly correct
to say that 3/ 17s. 103d. 1s the puice of an ounce of gold. It
would be more correct to say that an ounce of gold coms mto
3L 17s. 104d., while howevei, each com, o1 the ounce itself;
will vary m value 1n 1elation to all other commodities, by the )
common law of supply and demand A pound does not vary
1 1ts 1elation to an ounce of gold, no does the ounce vary m
1ts 1elation to the pound, m fact, the effect of the whole, on
which so much mystification has existed, 15 simply to deter~
mume the weight of the com called a pound, but has nothing to
do with its value

It1s, however, essential to bear n mind, that neither the
adoption of gold as the standard of value, not 1ts being comed
mto money, have the effect of alterng 1ts mtimsic 1elative
value to other commodities, nox the oniginal laws which deter-
muned the changes in that value ~Gold, as the standard of
value, and as a com, 1s exactly what gold 2oas when a 1ude and
sumple commoduty of barter, the only difference bemg that all
changes of value aie now expressed 1 the one commodity of
which the com consists  Theie are fow simple ways 1 which
two mticles can fluctuate m then 1espective values. For ex-
ample, take wheat and gold, and suppose one quarter of the
one exactly equal to one ounce of the other

Fust, Wheat might become very scaice, and double m
value, while gold was stationary, and thus, one quaiter of
wheat would become wor th two ounces of gold, o1

Second, Gold mght become very plentiful by meteased

»
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supplies fiom the mues, and of half the value, while wheat
remamed stationary, and thus, also, one quarter of wheat
would become worth two ounces of gold.

TTard, Wheat mught become very abundant, and woith
onlyhalf 1ts former value, while gold was stationary, and thus
one ounce of gold would become woith two quaiters of wheat ,

o1

’Fom th, Gold might become very scarce, and worth double
1ts formet value, while wheat was stationary , and thus, aga,
one ounce of gold would become wotth two quatters of wheat

The same effect may take place m the 1elative o1 exchange-
able value of two commodities, either by the mexeased supply
and lower value of the one, o1 by the dimumshed supply and
Iigher value of the other. This was the case with an ounce

*of gold 1n 11s ouigmal simple state as an mticle of barte. It

% still the same 1n 1ts new state, comed wto 8% 17s. 104d. of
money  The only differcnce bemg that, m the former case
we shonld have smd mdifferently, an ounce of gold 2s worth
two quarters of wheat, o1 two quarters of wheat are worth an
ounce of ,old,” whexeas, since we adopted gold as the common
standmd or measwe of all value, we now mvaiiably expiess
all fluctuations of value n that standard, or the com repie-
seating 1t, and we say two quarters of wheat aic woith
81 17s 10§d., o1 88s. 113d the quarter.  If gold, as a com-
modity, becomes scaice, the values of all other mticles are ex-
pressed by smaller amounts of com, and become nomumally
cheaper, If gold becomes more plentiful, the values of all
other mticles me expiessed by larger amounts of comn, and
become nomunally demer  Ox, 1fany one commodity becomes
moie o1 less plentiful, 1ts price mn comn varies accordingly, and
the 1¢lative prices of any number of articles accurately de-
seribe the vailous changes which take place m then mtunsic
relative values fiom time to time. But there 18 nothing m all
this varying in any ono essential pomt—the ongmal system ot
indiscrunmate baiter between gold, wheat, timbei, non, or
any other commodities

The « prerogatie of counmg,” concerning which such foolish
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and extiavagant notions exist even among mtelligent men, 1
nothing mote o1 less than simply attaching an authontative
stamp on a given piece of metal, by which 1t 1s known to con-
tam a given weight of a given fineness; and simply to save
the gieat tiouble and ntetiuption to business which would
aise fiom the necessity to weigh and assay cvery piece of gold
offered m payment, and to calculate its value m money m
account, that 1 m the propoition which one ounce bears to
1. 17s. 104d

It 15, howevel, apparent, that when a standaid of value was
thus agiced upon, and cowned nto money as the immediate -
strument of exchange, 1t became necessay that the pnblic
should fumsh themselves with as much of such com as was
needful to conduct the business of the countiy, and to foom a
medium for the mteinal enculation of commodities. On this
pomnt much misundeistanding and ignotance preveil.  When
we talk ofgold bemng the umiversal standaid of value, by which
the piice of any other commodity 1s detetmined, and mnto
which every money obligation 1s 1esolveable, people cannot
comprehend how that should be so, seemg there 1s so small a
quantity of gold m piopottion to the amount of obligations
and commodities It will, howeve1, be 1emembeied that the
Dbulk of proper ty consists of commodaties in stock 1 the course
of conversion fiom one state to another, o1 waiting to supply
the wants of the community, m the stores of the dealers, and
that the only puipose for which money 15 1equued 1s as the
simple means of ansfer1ing them duect fiom one hand to an-
othet  The same identical com maybe used m one day to
tansfer 1ts value m commodities a hundied tumes or oftener.
Not does any one 1etan moze com 1 his possession, as a com-
mon rule, than 18 needful to conduct his business. A shop-
keeper may never have a stock of less value thau five thousand
pounds ; but he may never have o1 1equiie a laiger amount
of com at any one time than one hundied pounds 8o with
all book debts and obligations expressed m money. The 1eal
objects exchanged, boriowed, o1 1epayed, aie vailous com-
modities,  Money 15 merely the mstiument by which the act

D2
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15 performed, and m which the account 1s kept and the 1cla-
uve values calculated  Theie 1s, theiefore, no other limit
but trime and mdividual activity, as to the number of accounts
and payments, for the settlement of which the same moncy
may be used  But, though a comparatively small sum of com
was 1equned to conduct the business of the country, yet ft 15
cvident that each individual must have as much money at his
command as he 1equued for hus own daily uses, and as he
could not convert his stock mto money at all tunes when he
might 1equue it, without sacuifice, 1t became nceessary that
he should accumulate money 1 Ius possession from hus daily
1ecoipts to meet payments falling due on a distant day, o to
make further puichases of commoditics as he 1equued them
And thus a laige amount of money was withdiawn fiom the
circulation, and 1emawmed for a tune 1dle and unprofitable, and
at a ceitam sk, 1n the tills of mdividual dealers, which could
only be a loss to the community at laige by so much capital
1emaing 1dle, for which the additional profits of busmess
must compensate the dealet.

This loss and inconvenience led to the establishment of
banks of deposit. A man of known prope:ty took all the spare
caputal of ndividuals mto hus possession and keeping, on the
condition that he would 1epay 1t at any time on demand The
banker took upon himself all the sk of 1ts safe keepmg, he
undertook to perform certam services for us customer m keep-
g his noney accounts, and m most cases to pay him a certam
1ate of mterest for the money so deposited To enable him
to do all this, and to be 1emunerated for the trouble and 1isk
which he took upon himself; the banke: was understood to use
the deposits of Ins customeis 1n such a way as yielded him a
larger mterest than he alloved  But as the banke was under
the obligation to 1etwn the money so borrowed whenever de-
manded, he could only lend a certain portion of 1t, and even
that for shoit peitods, o1 on such secwities as weie casily
agam conveltible, 1f he 1equued the money before 1t was ye-
tuined to um.  In the cowse of time each banker obtamed
by expertence a cortect knowledge of what pottion of lus de-
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posits he could on an average safely mvest o1 lend to others,
0 as not to endanger lus power of meeting all usual demands
upon hun  But 1t 1s quite evident that in this 1espect the ex-
pertence of any onc banker would differ very materially fiom
that of others, according to the natute of us busmess. A city
barrker who keeps the money of meichants o stock-brokers
whose object 1t 1s never to have mote unemployed money than
15 absolutely necessary, but who have laige payments to 1eceive
and make, and thercfore whose balances at their bankers will
sometimes be very large, and at others comparatively as small,
would have to follow a very different 1ule fiom that which 1t
might be safe for a West End banker to do, who kept the
money of noblemen and gentlemen, and which was diawn out
gradually for expendituie, and 1eplaced petiodically when theit
1ents o1 mcomes are 1eceived.  No general 1ule o1 law could
be fiamed applicable to all cases Individual prudence, cau-
tion, and discietion could alone be 1elied upon, not only as
to the extent to which balances might be used at all, but also
as to the manner m which they could safely be used, m oider
to cnable the banket to mect all demands upon Inm regulaily,
and to secw ¢ him against msolvency

But one thing 18 quite evident,—the more profutable, con-
sistent with safety, the use of such deposits could be made to
bankers, the more would they be willing to give to the pubhe
for the temporary use of then spaie money, that 1s, provided
the business were open to fiee competition.

By the establishment of banks of deposit, we theiefore see
that much less money o1 com became 1equsite to conduct
business, for, instead of every mdividual keeping beside him
the necessaly funds to meet hus futuie payments, o make his
futwe puwchases, each lent them to his banker with the confi-
dence of 1ecerving them back when wanted, and the banker
used them 1n such a manner as to facthtate busmess and en-
comage production m other ways The banker, therefore,
became the simple agent between a numetous class of lenders,
aud a numerous class of boiiowers, nterposig his securty to
the forma, with ns supenior knowledge of the condition and

» 3
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chaiacter of the latter, by which means the capital of the
countiy was so economised, and 1endered as much moze effec-
tive, as 1f a 1eal addition to 1ts amount to the same cxtent had
taken place.

In the fuither pmswit of this subject 1t will be moic appa-
1ent than 1t may now be, to om 1eaders, how necessary 1t “was
to lay this basis for the piactical supeistructure wlich we shall
1ear upon 1t



ARTICLE IL

The Bank Act of 1841 Contuued —What 1s Maant by a Contiact to Pay a Spe-
*eiic Sum >—Difierence hetween Capital and Cuireney or Cnculation —Cou-
fusion by nol Obseivng the Distmction —Eiects o the Bflus or Influs of
Bullion npon the Cuculation —Paallcl Eftcets npon o Pmely Metallic Cua-
1eucy, and one Mied of Con extable Papea and Com —Mar ck 15, 1815

Arrer having fixed upon gold as om standard of value, and
detexmmed how much of that metal each com should contain,
it 18 clem that every contiact o1 tiansaction, expiessed m
money, did m 1eality 1efer to a cettam correspondmg
quantity of gold. If a person made a pwchase of any com-
modity to the amount of 8L 17s. 104d, and pmd for 1t m
com, he did 1 reality exchange one ounce of gold for such
commodity. So, also, 1f any person, i making a pmchase,
stipulated to 1ecerve six months’ credit upon such pmchase,
the money value was asceitamed at the time, and 1t became a
debt of so much com o1 gold, and payable at the texmmation
of the pet1od of credit, n such quantity of cowm o1 its equiva-
lent. It a man connacts a debt o1 grants an acceptance to be
pad m twelve months fo 8/ 17s 104d, o1 461 14s, 6d, or
4671 5s, he 1eally docs undertake to pay one ounce 01 ong
pound, o1 ten pounds of gold for the 1espective sums named, o1
then cquvalent It 1s not, howevel, necessmy that debts
should actually be paid w gold, no1 15 1t even probable that
they will be so 1 a society at all advanced m commercial and
banking mstitutions It 15 mote likely they will be paid by a
mere tanster of a credit with a banker, aither by means of a
cheque o1 by 1eferimg the holder of the acceptance to a banker
for payment Nevertheless, m whatever form payment takes
place, o whatever shape & debt in money assumes, 1t 18 still
s0 much gold that 1s indicated by any sum of money 1n account
Hence, when goveinments or monaichs mtei fere with or alter
the mtimsic value of money, a practical fiaud 15 commutted
on all existing creditors 1f 1ts value 15 depreciated, and on all



14 ARIICLL 1T

cxisting debtors 1f 1ts value 1s appreciated , all new and futwie
[ would be dated therewith , but m 1espect
to existing habilitzes, a fiaud would be commutted as much as
1f a portion of gold weie forcibly taken fiom one man and
gwven to another. It 1s amere conventional artangement, and
wattets httle how much gold, money m account, ougmally, s
made to contan, but once determined, and tiansactions cn-~
tered 1nto 1m respect thereto, 1t should be held as mviolable as
any just claim between man and man can be. Sull, even
with the most stiict adheicnce to the value of the com, the

1s not altoget! pted from fl fa-
voutable to some and unfavourable to othets, m so far as the
mtunsic value of gold 1tself, as the standaid of value, may
vaty, Thus, if, by a sudden nciease fiom the mines, gold
becomes moie abundant, and its value 1 relation to other
commodities falls, all creditors at such a time suffer that depie-
ciation, and debtors me coriespondingly benefited; o1, of &
sudden extia demand weie to ause for gold, for example,
totally to displace an extensive paper curiency, o1 the vaiious
forms of banking cicdits, the value of gold as a commodity
would rise, all existing creditors would be bencfited, and ex-
1stng debtors would be so far mjwed. This, however, 15 a
Liability which must attach to any aiticle whatever, that 15
fixed upon as a standard of value, but less so with gold than
any othel, as the circumstances of 1ts production and the ob-
jects of 1ts use are more umform than those of any other
commodity.

Before enteung further into a consideration of the pinctice
of banking, we think 1t m the fist place essential to clear up
what we may almost teum a universal confusion among wiiters
and expoundeis of cunency and banking, viz., 1 mixing up,
and m no way disciumnating between money, com, o1 bullion,
as caprtal and as cw culation or currency* To an absence of
any proper discrimmation of money o1 comn as performmng the
function of cwiency, and as representing capital, we think we

* s Tooke 18 very cloar 1n this duslietion 10 his Ins{ pamplyet
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can clearly nace the origm of what appeais to us the funda-
mental enos of Su R. Peel’s bankmg measute, and of that
system o1 puncple of curiency on which 1t 1s obviously, though
not avowedly, founded And, theiefore, to this part of our
mquuy we must crave an eainest and close attention, as many
of dur subseq gs and arg will have 1efer-
ence thereto

We will premise, first, that we shall thioughout treat com
and bullon of conesponding weight as of the same 1dentical
value, {or 1n the absence of any charge for seignioiage on
comung, and with peifect fieedom to export and import alike
the one o1 the other, no difference can exist m then ntimsic
value as a mele commodity, as lepiesenting capital, o1 for
transmission to foreign countiics; and, next, that at present
we aie tieating of a supposed case, m which metallic money
was alone 1n use, and before the mtioduction of paper.

In ow last aticle we showed that, when gold was fust
adopted as a siandard of value, and money coined, 1t became
necessaty for those having payments to make to supply them-
selves with a portion of this com necessary to per form that ob-
Ject, and, m the fust place, a poiuon of the capital of the
countiy must have been mvested m com to accomphsh this
necessary function, for, 1t will be boine m mind, that the poi- |
tion of comn used as cunrency has no value or utihity whatever, ex-
cept as a mere mnstrument of exchange—except as a mecium of
tiansferning commodities indnectly that cannot so conventently
be passed dnectly In fact, 1t1s simply to avoid the obvious
inconvemence of baiter that the community consents, and finds
it more piofitable, to mvest a portion of 1ts capital i gold
comn, to be used only as an mstrament of exchange, and theie
18 no doubt that the time and labom which aie saved by the
mterposition of com, as compated with a system of baiter,
forms an ample 1emuneiation for the poition of capital with-
diawn fiom productive somces, to act as a simple erteulator of
commoditics, by renderng the 1emainder of the capital of the
countiy so much moie productive. Sull, whatever comn 1s ac-
tually used m enculation, although 1t may aid the productive-
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ness of the geneial capital of the countiy, 1s itself so much
withdiawn fiom productive uses to peiform the simple fone-
ton of curency It 15, therefore, obvious that the smaller
the quantity of con which can be 1endered efficient for that
puipose, consistent with the safety of public and private m-
terests, the better for all. .

Well, then, when money fiist came mto use, a portion of
the capital of the country was mvested therem to supply the
wants of the community , but, aswe showed mom last aiticle,
a much lmger quantity of cmrency was requited for a given
tiade before the establishment of banks of deposit than after-
wards  Before the establishment of banks, every tiadesman
and piivate person, mndependent of the money actually m use
at any given moment, requued m addition, to keep certan
1ese1ves, In proportion to then tiansactions, to meet accidental
d ds o1 habilities 1 g due In q of this
necessity, the amount of capital withdiawn for the pw poses of
caiiency was gieater, at all times, than the actual enculation
of commodities 1equued.

The establishment of banks of deposit, as explamed n om
last a1ticle, effectually cured this evil, as far as then influence
extended, and was the furst step to economuse the curiency.
Remaik caiefully how that was accomplished. The 1cserves,
before 1equired to be kept by piivate individuals and tiaders,
wete accumulated i the hands of the banke1, who was able by
certain 1ules and plans, to which we shall afteawards more
particulaly allude, to employ a laige portion of them 1n aid of
additional and new productive power, at the same time secui-
mg to each depositor the 1eturn of his money at the moment he
1equned it.  Now, 1t must be quite clea to those who aic at
all famihar with such subjects, that by this means a lage por-
tion of the money o1 com huther to used as cwrrency o1 coreula-
tion, without mmpawrmng those functions, was tiansferied to
capital-—was abstiacted fiom the unproducve com m the
hands of the public as enculation, and, thy ough the medum
of the bankes, restored, as capital, to such an extent as ci-
cumnstances rendered prudent, to productive purposes. The
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effect, m pomt of fact, was the same as 1f so much new capital
ware added to the wealth of the country.

It 15, therefore, clear that only that portion of con o1 money
which 15 at any time 1n the hands of the public, employed m
paformmg the exchange of commodities, 1s entittled to be
deeined cerculation, while all the com, or money, or bulhon,
lyng 1 the hands of bankeis o1 merchants, seeking an oppoi-
tumity for profitable mvestment, 1s captal~ capital, 1t may be,
withdrawn fiom the circulation, either permanently, by the in-
tioduction of an economisng prmciple, o1 temporanly, at
particular periods of the yeai, when less enculation 1s re-
quued. Nor 1s the matter changed 1 any way because de-
posits are for short petiods and always at the command of the
depositors , for, 1f withdiawn by one, they are 1eplaced by
another, and the geneial aveiage docs not vary mueh  The
varations n the amount of deposits that do take place, anse
fa1 more fiom the amount of the piivate capital of individuals
temporauly disengaged and secking employment, than fiom
any vailations which occw 1n the enculation

Let 1t, however, be observed that the yielding up of this
spate com fiom the cinculation m the hands of the public, to
deposits 10 the hands of bankers, 1s a voluntary act, and will
only be done as far as the convenience of the commumty and
the necessities of tiade permut, and that the advantages of
such aneconomy of cnculation, though of immense 1mpo1 tance
to the country atlaige, yetare very subsidiary to the mdrvadual
uiaders, compared with the gieater objects and functions of
cmiency —and that cmiency on the laigest scale on whichit
can ever be requued 1s so tuvial 1n proportion to the whole
capital, the productions of which 1t 15 used to cnculate, that
the public will never yield up to the uses of bankers more than
1s per fectly convenient and consistent with then wants.

The public convemence and command of capital and cncu-
lation aie the cause—deposits and bankeis the mere effect, m
the relative positions m which each stands to the other. The
{forme: can always act powerfully on the latter , but the latter
can at any time act but veiy feebly on the former. In the
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case before us, it 1s quite clear the banker would have no power
whatever to influence the amount of cu czulation, which would
be determmed only by the actual amount nccessary for the
public to retam m theu hands to accomphsh the daily ex-
changes. If tade ncieased,—if a gieater number of labomers
became employed, 1f moie wages were paid, and 1f com-
modities 10s¢ m price, the public would find that they 1e-
quued to keep alaiger portion of then capital m money to
answer these new calls, the enculation would inciease and de-
posits would deciease, and, as theamount to be lent would be-
come gmaller, while the desne tobornrow would, fiom simtlax
1casons, become greater, the rate of mterest would r1ise The
1eveise of this would ocem 1f tiade dimmshed, fewer la-
bomers were employed, and commodities fell 1n price, less
com would be required for crculation , after a tume capital
would be disengaged, deposits would me1ease, and the rate of
mterest would fall ~ But 1 all this THE BANKER 1S THE MERE
PASSIVE AGENT

But 1f the confusion of 1deas 1s great as to the tiue dufference
between con 01 money peiforming the function of e culation
and that peiforming the function of capital, 1t 18 1endered
even gicater by extending this indiscrimmate association of
1deas alike to com m ciculation, ecom m the possession of
bankers, ether watting for mvestment as capital, or held as
1eselves to meet unusual demands upon them, and bullion m
the hands of the import meichant, o1 held by banke:s as 1c-
seives to answer the demands of their depouitors 1 the event
of an adverse foreign exchange

A very general notion exists that owm cnculation o1 cui-
1ency, 1f 1t were, as we have now heen supposing 1t to be,
puiely metallic, would expand and contract exactly m pro-
portion as the precious metals flowed mto, o1 out of, the
country.  Very httle consderation will show how utterly
groundless such a notion 15 1 1eality. Important as gold
may be m the paifoimance of 1ts function as a cuculating
meduam, 1t 15 not less so 1 many other capacities It has an~
other distinet function to perform mn 1ts character of reserves
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of caprtal held by bankers to meet demands upon them, and
m this capacity may be actively used to a gieat extent without,
m any way, affecting the amount of comn actig as cireulation
Lage sums of money may become due by the customers of
a banker A, to the customess of a banker B, and on a given
day*the former may withdiaw such sums fiom then banker,
but they would only be nansferied to the banker of the lattes,
to be used agam by him to meet the cunent liabilies of s
customers. The amount of the piccious metals necessary to
be held by bankeis for these puiposes, will depend, m a great
measuie, upon the peifection of banking aniangements for
tiansfeiring capital, upon the chaiacter of then mdividual
busmess, and upon the confidence entertained of then sol-
vency But nothing can be mote clear than that no one 1ule
can be equally applicable to all, whatever may be then credit
o1 the natwie of then busmess.

Cucumstances may atse which may 1ender 1t desnable for
Dankeis to mciease those 1eserves, o1 which may 1ender 1t
safe and more profitable to dummish them, and a gieater o1
smaller amount of gold may be 1equued at such different pe-
1iods, which, howevei, could never be effected by any action
on the enculation, but by a deciease o1 mcrease of the rate of
terest. It 15 quite tiue, that, consequent upon a material
change either way, the amount of enculation might be ulti-
mately affected, 1f; by dummishing the 1ate of interest, more
mdustry were called mto exercise, and a larger amount of
commodities tequued to be cnculated, the com tetamed m
the hands of the public as carculation would be mer eased , o1
1f, on the other hand, by 1a1smg the 1ate of mteiest, less la-
bow weie employed, and a smalles amount of commodities
wererequied to be enculated, the com 1etamed for that pur-
pose would be less, and a laiger portion would find 1ts way to
the deposits with bankeis, o1 would be mvested m mterest
beaimg secwities  But the essential thing to beat m mind
heie, 1 that the action on cnculation m either casesis the
effect, and that somewhat 1emote, and not the cause, of a
change w the amount of bullon held on the pait of bankers.
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1t 1s the ultumate consequence of then efforts to obtamn more of
the precious metals, and not the means by whuch they can ac-
complish that object.  TTas distincton s of the utmost con-
sequence,

Agam, anothet and fa1 mote extensive use of the precious
metals, whethe as com ot bullion, 1s for the puipose of tians-
mittmg capital fiom one countiy to auothel , and to balance
the mercantile excl This 18 d m
preference to any othel, because 1t has a more \uuiolm value
m all countiles, and 15 allowed to be mpoited and exported
altogether fiee of duty. Suppose, therefore, the trade of this
countiy shall have been for a considerable period much
depiessed fiom any cause, and the piice of ow produets un-
usually Jow, a laige export of those goods would be the con-
sequence, and, 1f a coilesponding consumption of foreign
commodities did not take place at home, the demand for them
would cease, and then 1mport would leave aloss, and especially
1f o fiscal 1egulations, as m the casc of the shding scale of
owr coin laws, 1a1sed up a baiiler agamst mpozts at the time
when they arc usually most 1equired to balance meieased ex-
poits.  The exchanges would be twned m favom of this
countiy, and larige and continuous mmpo1ts of bullion would
take place, unl the capital of the exporter was 1eplaced m
this country

But the 1eplacing of that capital, by the commodity bullion,
would not, m the first mstance, have any more effect on the
quentity of com m enculation, than had 1t been 1eplaced by
coinor wool.  On the contiary, as far as erreulanion 1s depend-
ent on prvate expend 1f any other dity had been
mmpoited which yielded a puofit to the meichant, 1t 15 more
Iikely hus expenditme would have incieased, than by -
porting bullion, which can never yield much, and may be, no,
puofit. It 35, 1n fact, a means by which a meichant bungs back
his capital to thus countiy with the least loss, when other
meichandise will not leave a profit, the 1mmediate effect of
which may be to decrease the en culation and to lower piices m
two ways fust, by the lessening of the private eapenditwic of
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mdividual meschants, owmng toa decicase m thew profits, and,
secondly, by dmmmishing the demand for home products as
long as meichants see no probability of entering on mote pro-
fitable o1 successful transactions, and thus lowering the 1ate of .
wages, Jessenng the mternal demand for, and consumption of,
comtodities, and 1educing prices.

Thus, comerdent with a large impoit of bullion under such
chcumstances, the mteinal cnculation would be dumimshing,
and the q\\anmy of com m deposit with the bankers would be
cortespond Meret who had 1mported
bullion, Eeemg no pi uspect m the meantme of profitably re-
newmg ther mercantile speculations to the same extent as be-
fore, would no doubt convert then capital (bullion) nto
money, and endeavow to employ 1tat mterest In the first
nstance 1t would appear as mcieased deposits m the hands of
Dankeis, where 1t might 1emawm 1f then practice was to allow
mterest , but, 1f not, 1t would find 1ts way to the pubhc funds,
o1 other goveinment secuities, the puices of which would 115
courespondingly, o1 be handed over to bill brokers, to he em-
ployed 1 the discounting of commercial bills,  But this great
competition to employ capital, at a tine when theie was so
hittle need for 1t, would gicatly 1educe the 1ate of mterest,
lessen the profits, m the fist place, of large classes of naders,
mcluding bankers, dimunsh demand, and keep prices low
Nor would this state of things be checked, until maeased
competition, activity, and ingenuity among producers, arded
Dby the low 1ate of mterest, had so fa1 1educed the cost of pro-
duction, that an extended foreign demand was once more ex-
petienced, when meichants could agam 1esume extended ship-
ments with a fan prospect of benefit, until mcieased pro-
ductioni ensued, and a 1se of price of the 1aw matenals of |
foreign produce agam encouraged and promoted a larger
mport

In the meantime, the extieme low 1ate of mterest m this
countiy would promote a disposition to wvestment n forergn
secuiities, and between this cause and the ineieased mports
of foreign 1aw commodities, the swiplus capital might be at
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length absobed, and the iterest of money might 1ise to the
origmnal 1ate. The mereased demand for labou, the meteased
quantity of commodities to be cuculated, and the meicased
prices, would then 1estore the cown 1equired for enculation to
its original amount

Ths 18 precisely the puneiple which has been m operdlion
during the last thiee yeais, acting under a combination of all
the cucumstances and causes to which we have now 1efened
Thete 1s not a banke, meichant, or manufactwer of any 1m-
portance who will not clemly 1dentify thus description with the
expetience of that petiod  But this 1s m duect opposition to
the punciple of Sn Robeit Peel’s Bank measwe, and of the
doctime of cmiency so ably advocated by Mi. Lloyd, M
Nouman, and Colonel Toilens, who, m common with Sn
Robert Peel, place implicit confidence m the cffect of an 1m-
port of bullion to merease the enculation, to 1a1se prices, to
encowage mpoits, and to correct the cxchanges. Whereas,
we have shown that the same cause which most commonly
operates to produce an mflux of bullion, will, at the same time,
operate to 1educe prices and dimmish ciculation , and that 1t
1 not until other causes come mto operation, which at the
same time tend to an export of any smplus quantity of bulhon,
that either prices can be 1a1sed o1 enculation mercased  And
mowm positions we are held out most stictly by the experience
of the last thiee yeans

The tiuth 15, that mports and exports of bullion we beheve
to have no duect effect whatever on cwculation (and we ac
still all along speaking of o pmely metallic cuvrency), but we
beheve that 1t can be proved, beyond any doubt, that, m all
the ordinary cases wheie bullion 1s expoited or imported, the
same causes which promoted the one o1 the other, would act
on the quantity of com 1 cnculation, m the first instance, 1n
the opposite way to that mdicated by the measme of Su
Robeit Peel and the theory of M Loyd

We believe that this fundamental erio1, apparent to us, and
supported so 1emarkably by the expeitence of the last thiee
yeais, to have aisen fiom overlooking the character 1 which



CAPITAL, CURRENCY, AND BANKING 23

bullion 15 imported o1 exported under such cncumstances
The advocates of that doctiine have overlooked the fact, that
such 1mports of bullion are not m consequence of an absolute
merease of the quantity of the precious metals, but are, m fact,
owing to a simple change n then distubution, m order to
transfer capital from one place to another

If a large mport of bullion took place divect from the munes,
and the whole stock was thereby mateuially mereased, no doubt
then the price of all other commoditie would 1se 1 1elation
to gold, and the quantity of com requiied to ciculate them
would be coriespondingly mncieased, but a sumla 1ise of
puice would take place throughout the civihzed woild.

Notr shall we find that Su Robert Peel's measwe 15 likely
to be more successful m the object 1t professes to seeme, n
the case of an adveisc exchange, than recent expenience and
reasonmg have shown 1t to be m the case of a favomable ex-
change  We will still adhere to the case of a puely metallic
cutency, because that 1s the test to which 1t 15 lus great ob-
Ject to make ow cuculation conform  The cause which has
most fiequently produced, and which 1s most likely agamn to
produce, an adveise foreign exchange, 15 the sudden necessily
of mpo1ting la1ge quantities of coin 1 the case of a deficient
hatvest. Now, suppose, with a purely metallic cmency, tiade
generally 1s 10 1ts usual state, the quantity of com 1etamed by
the public to perform the functions of cnculation at its lowes:
convenient pomt, and the most economical distbution of the
capital of the countiy, thiough the medim of bankeis and
otherwise, most petfectly obtamed, and bankers holding then
usual 1ese1ves of com or bullion, to meet the demands of de-
positors ‘—Let us fther suppose 1n thus even and appuently
safe and prosperous state—similar to that which this country
enjoyed m the fst half of 1838—that the approach of the
harvest led m a short time to & use i the puce of whest
fiom 50s. to upwards of 70s per quarter, and that an nmpoit
of mote than #hee mullions of quarters of wheat became neces-
saty, as was then the case, that the exchanges weie turned

E
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violently agamst us, and a demand set m fou the precious
metals.

What would then be the effect on the cirenlation?  The
same cause which led to an impoit of foreign gram, and a
iam of bullion (namely the high puice), would also lead to
an metease of the quantity of com tequied for cnculatng
the igher priced commodity.  Comeident with a diam of
bulhon fiom the bankeis to pay for foreign imports, theie
would also be a diam of com to meiease the mteinal encula-
tion. Bankers would have no contioul whatever over the ci-
culation , they might 1a1se the 1ate of mterest, they might
even 1efuse to discount bills at all, and entuely discontmue
then usual dation to then t s ,—the more
they did so, would mnducements be held out to others to with-
draw theu deposits, and the necessities of tiade would 1ctam
m cuculation a sufficient portion of com to conduct the mter-
nal exchanges 1 spite of any efforts on the part of bankers to
cwtail the amount  Fo1 1t must not be ovetlooked, that the
case of mcieased price of the fust necessaies of hife differs
fiom every other aiticle Whatever be then cost there 1s
little or no diffnence i the quantity consumed as long as
people have the power of obtaming them, while a igher price
of other less necessary aruicles 15 often 1mmediately compen-
sated by a 1educed consumption, It 1s true, that before long
the high price of food would lessen the consumption of manu-
factwes and other commodities, and the high 1ate of the -
terest of money would assist to reduce production , people
would be thiown out of employment, and m the cowse of
time the ligher puce of food would be compensated by the
smaller expenditure on other articles, and then 1eduction of
price, and then the cuculation would agam fall to the Tormer
rate, o1 even below 1t But the fist effect of the high puice,
and comcident with the early petiod of a diamn of bullion, m
spite of all the efforts of bankeis, i spite of all the efforts of
legislation, the actual com m the hands of the public (m the
case of a purely metallic emaency) would 1nciease andnot di-
munish, as Su Robert Peel’s doctume mfers 1t would, And
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this mevitable consequence, mn the case of a purely metallic
cuiiency, 13, according to Sir Robeit Peel and the advocates
of hus adopted doctiine, ““the head and front of offending” of the
mixed cmrency, which has of late yeas circulated mn this
countiy, and to compel which to confoim with what would
talkke place with a puiely metallic cuniency, the banking
measure of last year was passed

If any one will examme the imperative consequences which
we have now shown must follow fiom an adverse exchange,
and a dram of bullion i the case of a purely metallic cmrency,
with what did ocewr 1n the autumn and winter of 1838 and
sprng of 1839, with owm ewrency mixed of com and converti-
ble papei, they will find them 1n every 1espect parallel. In
ow next article we will proceed to exammne the other parts of
the subject, as ntunated at the outset, and ilustiate these
puneiples by the experence of the past.
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Havixe thus far dered the fund 1 i on
which cuirency and bankmng aie based, and by wiich they
are regulated, we will proceed to our next proposition, and
consider,

Sscond, The application of thesc puneiples to bankng, as
1t exssted i England puior to the late act.

For our present pmipose it 15 not necessary that we should
travel back to examme the history of om banking mstitutions,
o1 the vatious changes to which they have been subjected. It
will be more to the puipose to confine owselves to a consider~
ation of what 1s worthy of iemark m then modein hustory and
condution.

Banking, generally, as 1t has been conducted m England,
has not had the tendency to attiact much capital either for
durect occupation as a business, o1 as a means of peimanent
nvestment for the capital of depositors  No banking busmess
either 1cquues o1 attiacts much capital i the foumer capacity,
and the constiuction of the English banks, as well as the prin-
ciple on which they have been conducted, have been unfavou-
able to the encowagement of large and pexmanent deposits as
nvestments.

As a geneial tule, the idependent capital of bankeis con-
stitutes but a very small portion of the means upon which they
tiade As we have before obsetved, bankets are 1ather the
medium through whom the capital of otheis 1s lent and bor-
10wed than dealers i then own capital ~ The puvate and -
dependent paid up capital belonging to banks may be looked
upon rather 1n the Iight of a guarantee to the public for then
security against the 11sk which it 1s known bankers must mem
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i the use of the deposuts placed n their hands, than as consti-
tutng any very important portion of theu means of trading.

A banker being essentally, 1n the fist place, a bouower of
money, retuinable on demand, the gieat art of hus profession
15 to employ those funds i such a way as will at all times, and
under oidinary cucumstances, cnable lum to meet such de-
mands  The prudent employment of such funds entrusted to
his care 15 an infimtely moie impoitant consideration for a
banker than the possession of a laige mndependent capital
As, however, the ciedit which a bank can obtain with the
public, on which 1ts deposits must depend, can only be the 1e~
sult of implieit confidence, 1t 1s essential that so much bona
fide paid up capital should be known to exist, as, m addition
to the reputation and character of the parties conceined, will
gwve paifect faith to the public  Apait fiom this considera~
tion, a laige capital 1s geneially felt 1ather as an meonveni~
ence than as an addittonal means of making banking piofitable.
A well conducted bank should be able, n all ordinaty times,
and with the exeicise of due caution m the selection of 1ts se-
cmities, even m the times of pressme and pame, to conduct
its affans with what may be teimed, stuctly speaking, its
banking fands, and without 1nfiinging upon 1ts capital.

No1 has the constitution of English banks, not the prineiples
on which they have conducted their business, been favourable
to attiacting any very lmge portion of permancnt deposits of
capital for employment In the fust place, there have been
too many 1ntersuptions o the credit and soundness of English
banks, to entitle them to that degree of confidence which must
exist before banks are selected as the places of permanent de~
posit for private and, mote particulmly, for tiust funds  And,
1n the next place, the practice of allowing nterest on deposits
1 not general, and m London, with some shght exceptions,
on special terms, quite unknown  Such captal, therefore, has
gencrally been mvested 1n the Funds, o1 other Government
securities

The mam capital on which banks m England conduet therr
business 1s the deposits of the aggiegate amount fromﬁtxme to
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time of the spare money which the vast magmtude of the iade
and meome of the country 1¢lease fiom oceupation for tempo-
1a1y petlods, too short o1 unceitamn n then duration to mduce
to any peimanent o1 moie profitable mvestment.

Merchants, manufactuters, 1ctail-dealers, {aimers, lapd-
owners, the 1ecipients of public salaties, and of mterest fiom
the Funds, bave all at particular times considerable sums of
money 1n reserve to meet then liabihities and futwe expendi-
twe. Besides these momes, theie are always laige amounts
of capital, which, having been 1eleased fiom one channel of
mvestment o1 speculation, are waiting for mvestment m some
new channel, and 1t 15 these accidental funds that constitute
the chief means by which banks conduct then busmess—
which, though accidental n each particular case, are yet re-
markably certam on the general average. One half of a
banker’s customers may be lendets at one time and bonowers
at another, but amid a constant change m the 1elation of cach
as his debtor o1 creditor, the actual amount of means m his
hands may vary but Iittle,  In short, we may consider a banker
as an agent, acting between the lenders and the boiowers of
money at any particular moment—always ready to boi1ow, and
always 1eady to 1epay.

The two gieat cssential and fundamental piinciples, thete-
fore, on which the suceess of banking depends, and to which
hutherto very little attention has been pad m all the diseus-
sions which have taken place on the subject, aie—

Fust, By what means can a bank athact the laigest amount
of deposits

Seeond, In what way can a bank employ those deposits to
the greatest advantage, consistently with the conditions on
which they are made; that 1s—1epayment on demand.

These two propositions 1eally do mvolve the whole art of
banking, whether viewed as a source of piofit to bankes, or

as a source of economy, safety, and convemence to the pubhe.
We will consider them sepa ately

Fust, By what means can a bank attiact the largest amount
of deposits,
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The fust and essential property which a bank must possess,
15 a perfect confidence on the pait of the public  The small
amount of benefit which a bankex can afford to give lus cus-
tomer for placing s money mn his hands, can never be suffi-
cient to mduce any man to 1un a hazard, and, more particu-
lmly, the mere difference of texms which one banker can affard
compaied with another cannot be sufficient to induce any man
to give preference to more temptng terms, when weighed
agamst a gicater security and confidence.

The want of this confidence, to a sufficient extent, and for
a sufficiently long and uniteniupted peiiod, has done more
to mjwe the business” of banking m England than any other
cncumstance  In this 1espect, and m the effect which the
absence of confidence has exeited over the amount and
character of the deposits of Englsh banks, we discover a
stitking contiast between them and the banks of Scotland.
Much of this fundamental defect m the character of Enghsh
banks, 1f not all, we helieve can be tiaced to the effects of
legislation  Since the Bank of England was erccted mto a
corporation, the 1estiictions which the Government has, fiom
time to tume, unposed on the exercise of capital and the
mdependent efforts of mdinduals, whether singly o2 m a
combimed foim, mn order to preserve the privileges of that
establishment, we believe to have been the 100t of much, 1f
not all, of the mischief and disciedit which has attached to
the banking practice of England  But for the pecubiar pii-
vileges granted to the Bank, fiom time to time—but for the
1estitetions thus placed on private enteipise, and the coustant
terference of the Government to tinker and patch up evils
to which then own pievious acts had led, there can be no
doubt whatever that, many yeais ago, we should have had
ow banking establishments placed on the lughest, safest, and
most beneficial puneiples which free competition, mtellect,
and ene1gy could suggest and cany mto piactice Bankmng,
above all other professions, 15 that which, under entue fiee-
dom and non-interference, would soonest be placed m the
most peifect position  The public will not employ an
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unsafe bank wlile they have those of peifect safety with
which they can deal, and who aie 1cady to afford them all
the facilities which banks can do, It may be said that some
men, who are chiefly boiroweis, have no choice with wiich
bank they can deal ~But to suppose that bad banks could
be supported by bouowers, with an mdifferent credit, 1s
abswmed It 1s the lenders and not the bor1owers, and, least of
all, the wmferion borrowers, that constitute the stiength and
power of banks. We know what has been the result of the
1estrictions 1mposed on bankmg, by the law, 1 this country,
and we have ouly to look 1o Scotland to see what has been
the effect of a long caieer of peifect fieedom and competition
upon the chaiacter and credut of the bankmg estabhishments
of that country, as well as m affording the greatest conve-
mence and satisfaction to the publie.

Confidence 15 the fiist essential of banking, and it will be
much 1 proportion as the banks of a country possess that
cssential that they will attiact laige deposits. Compara-
tively mfenior banks may command a certamn kind of mere
temporary and fleeting deposits, but gieat stability alone can
secwe such large and moie permanent deposits as constitute
the power and stiength of the Scotch banks Nor 15 the
advantage thus denved fiom any punciple which leads to a
laige amount of deposits 1 the hands of bankes, felt more
by the banker himself than by the commumty wheie he 15
placed, for 1t 18 a means by which the sparc capital of every
locality is kept within 1tself, and 15 used, through the medium
of the banker, to encowage productiveness and improvements
m the neighbowhood. But for some safe means of nvest-
ment at home, the spaie capital of every distiict will have a
tendency to find 1ts way to the metiopolis for investment m
the public funds or other securities, while, thiough the
medwum of a safe bank, 1t mght be retamned at home to
effect important local improvements and facihtate manufac-
tuing and agricultwal puisuits.

But, mdependently of the gieat 1equsite of confidence
which a Danker must possess, theie are other important
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causes which mateiially affect the amount of deposits n
bankers’ hands. Bankeis, as borrowers and safe-keepers of
the money of the public, must not only be peid for theu
se1vices, but must also be 1emmbursed the expense of the
establishments necessary to conduct then business. There
are, however, various piactices as to the mode in which
bankers aie so paid and 1emmbwised, and which, 1n their
practical cffect, tend more or less to encowage o1 discomage
large amounts of deposits The Bank of England derives
1ts profits fiom 1ts cwrculation and the usc of a portion of
1ts deposits, foo which, howevel, 1t gives no mteiest, and
which ate, theiefore, always kept at the lowest amount
which 15 with the of then

The other bankeis m London, with very tivial exceptions,
and those under special conditions, give no inteiest on
deposits  Noi do they charge any commussion for the
trouble of keepmg their customers’ accounts, collecting then
bills when due, paymng thew cheques, and performmg a
vaisety of services which would otherwise cost cach mdmdual
much labow and no little 115k, but they aie 1emunerated
by the balance which 1t 13 understood each customer will keep
at his account, the aggicgate of which constitutes a fund
which the banker can invest m securities, beaung mterest,
along with a given proportion of the other accidental balances,
at all times averagimg a luge sum, which these vaisous cus-
tomeis have m then hands But, mn consequence of this
pimeiple of conducting banking i London, by which no
1nterest 13 paid on deposits, 1t must be obvious that even
the sums left temporanly with bankeis for employment will
be always at the lowest level consistent with public conve-
nience  Out of this defect m the London banking a new
class of money-dealers have been called mto existence, o1
rather an old trade has changed 1ts character of late years.
Some years ago the London bill-bioker was merely an agent
who negociated between the meichant having bills to discount
and the banker having money to mvest i such secunities,
and he was paid by a small biokerage for hus trouble, but
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the practice of bankeis not allowmng wterest on deposits has
at length changed the character of the bill-bioker to that of a
banker, taking deposits (money at call) at a given 1ate of
mterest fiom onc man to lend 3t by disconntmg bills at a
higher 1ate of ntercst to others, at the same time that he
acts as a medm fo tiansfening the spate capital whicl
accumulates with bankers m one part of the country to those
1 other parts, wheie tiade and commeice create a gieater
demand for 3t It must, howevel, be evident that, weie the
London banks constitated so as to allow nterest on deposits
for shoit periods, they would not only secuie a much larger
amount of deposits, but with them they would secure the dis-
countmg of a laige amount of the bills whuch, at the present
tume, are done by bill-brokers. And many who now make

porary m exchequer bills o1 consols would
leave then money with then bankeis at a low 1ate of mtetest,
and thus merease then means of extending thewr tansactions
1n bills of exchange and other secwnities. Bankeis may reply,
that, as 1t 15, they have sufficient difficulty to employ thei
present deposits m good securities, but they forget that by
then present practice they 1aise up competitors n every man
who 1equues a tempoiaty nvestment for the same secutities.
The best bills ate taken out of the market by the money at
call left with the Inll-b2okers

Among the country banks various modes are adopted for 1¢-
munerating the banker for his tiouble and expense.  In some
cases a banker allows inteiest on deposits, charging a commis-
sion on all tiansactions with his customel. The gieat disad-
vantage of this system 1s, that much moie capital 1emains 1dle
1 the hands of the public, for 2 man will never pay moncy
1nto his bank account, unless he can spare 1t for such a tume
that the mnterest which he will 1ecerve will exceed the com-
mission which he will be chaiged for paymng 1t and diaw-
g 1t out, and thus one of the great objects of economy of
capital effected by banks 1s lost, and the amount of deposits m
bankets’ hands 1s necessanily much cwtarled.  This difficulty
has been met by some bankers, who have chuged a fixed sum
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per annum for domg business mstead of a commssion (this
plan has been pictty generally adopted between country
bankers and then London agents), allowing nterest on de-
posits placed 1n then hands fo: a given fixed per1od, o1 subject
to a gextan notice before withdrawal, but not upon those which
ae operated upon m open account. But m this case one of
the mducements to place money with bankers for shoit perrods
18 1cmoved, and much more idle money 1s lefl n the hands of
the publie. The puneciple of conducting banking, which has
tended to the gieatest amount of deposits, and generally to the
greatest success of the banks themselves, while the gieatest ad-
vantages have been secured to the public, has been that pui-
sued by the banks i Scotland.

In the fiist place, they aie constituted on a puneiple to
afford to the public the g1 eatest amount of confidence 1n then
permanent and ultimate safety By the piofits derived from
thewr cneulation they are enabled to allow intetest on all de-
posits for however shoit a time , and they deirveafu ther pro-
fit fiom the higher 1ate at which they aic enabled to mvest a
considerable portion of such deposits. The 1ate of mterest
which they allow on deposits 1s generally equal to that which
could be obtained by investment m gover nment secur1ties, espe-
cially when people consider the charge of biokeiage, and the
sk of a fall in such secunities when they may happen toiequne
then money, and, as they allow the same rate of interest for
however shoit a perod a deposit 1s made, the consequence 1s,
thatalmost every man keeps a bankmg account, mto which he
pays whatever money he can spaie at the conclusion of the
busmess of each day, looking to the day’s mterest which he
will 1eceive.  The combmation of advantages which result
fiom this system to the banks themselves, but moic particulai-
1y to the community at lmge, 1s greater than, at fust sight,
will be very plam to those unacquamnted with the piactical
effects of the system. The fiist effect 15 to economise the cui-
1ency of the countiy to the greatest degice that, under any
circumstances, would be possible  The stiongest mnducement
15 held out for every man who has spaie funds m hus hands, to
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keep a banker’s account, and to keep no money, even for a
day, for which he has not immedsate use. In consequence of
this, the whole tiade of Scotland 15 performed with a cncula-
tion of only 8,500,000Z, meluding notes of all denominations
fiom one pound upwards, while the circulation of Englapd 1n
com and notes cannot be less than from 50,000,000/ to
60,000,000Z. The population of England and Wales 15 su
tunes greater than that of Scotland, and therefore a cuirency
of 21,000,000/. ought 1o peiform the functions of exchange as
well here as one of 3,500,000Z. does in Scotland.  No1 canit be
said that a greater commerce existing n the one countiyin pro-
portion to the other 1s the cause. In the fiLst place it1s doubtful
1f such 1s the fact, but, whether o1 not, the laige tiansactions
of commeice are not those which 1equue the aid of the com-
mon cuculation of notes and coin, the use of which 1s chiefly
confined to retail tiansactions, payment of wages and puvate
expenditure,

The next stiiking 1esult of this great economy of capital 1s
the enoimous amount of deposits which aie placed n the
hands of the Scotch banks, and on which then gieat
stiength chiefly 1ests, amountmg, as they do, to more than
30,000,0001.

The bank of England, with a capital of 14,500,000L, and
with a enculation of 20,000,0007, ndependent of what 1t holds
on the part of the Government, commands deposts, even at the
present moment, to the extent only of 10,000,0005* a laige
portion of which are mezely the 1escives of the London bank-
ers, whle the Scotch banks, with a capital of less than
10,000,0007,, and a cuculation of 8,000,0007, commands depo-
sits to the extent 0f 30,000,0007 for investment and use The
effect of this system, as 1egaids the public 1s far more mpoi-
tant than the meie mterest which each 1eceives from his spate
cash. Itis m effect mereasing the actual capital of the country,
by 1endering much of 1t productive that would otherwise be
idle, and, moeover, 1t keeps Jarge sums at home, and m

~ Of Which g wird. ¢f 2,000,000 ac the deposi & required by lan from the aprlican’s for
new raiiway act
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each locality, that would otherwise be sent for investment 1n
govenment secwities  And thus, through the medium of the
banlker, the spare capital of cach neighbomhood 1s 1endered
available for the promotion of 1mprovements and general m-
dustry, which, did the banks not allow inteiest, must necessa-
11ly have been sent to a distance for mnvestment  And there
can be nodoubt that much of the agncultwal mpovement
for which Scotland 1s so 1emarkable has been owmg to this
local apphcation of the spale capital of the county

We shall have occasion m the futme paits of this discus-
ston, to 1efer more particularly to the mfluences exeited on
the prosperity of the banks,as well as the people of Scotland,
thiough this punciple, by which they attract and peimanently
retain, suchla1 ddeposits,and which we conceive to
be highly dese1ving the attention not only of bankeis i genezal,
butalso of statesmen and politicians  Inows nextwewill proceed
to consider the natuie of the various securities m which bank-
ers may most safely mvest their deposits, m ordes to combine
a far amount of piofit with the most peifect ety and
consistent with the peculiar conditions on whih they hold
them,
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A the conclusion of ow last a1ticle, we p1oposed next to con-
sider by what means a bank can employ its deposits to the

geatest ad 1y with the d on which
they aie made—that 15, 1epayment on demand. As we may
agam have to refer, n a sul part of tlus d to

the effect of the new law at a time of pressuie upon the secu-
1ties held by bankers, we do not proposc to devote much space
to this consideration mn this place.

The busmess of a banker 1s to borrow and lend, but as he
bonows g 1y on the cond of 1ep: on demand,
1t 15 necessary that lus loans shall be made on such conditions
and on such secwities as will enable him to 1ely upon a 1e-
twn of lus funds m a given time, o1 to have them 1epresented
by such securities as, m the case of unexpected need, can be
converted mto money It 15, therefore, equally as necessary
that a banker should look to the convertibiity of his secuiity
as to 1ts ultimate safety. On this account moxtgages on veal
property have now become umveisally 1epudiated as proper
banking secuiiues.  Stiictly speaking, a peifect banking sc-
secmuty should combme ultimate safety, a certamty of pay-
ment on a specified and not distant day, a capability of bemng
conveited into money n case of unexpected emergency, and a
fieedom from Liabihity of depreciation  The first and last of
these 1equisites are common alike to all banks, the second
and thud will adnut of some modification, according to the
state of the money market and the pecuhiar character of the
business of particular banks, and especially whether deposits
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ate by practice of a very fluctuating o1 of a more peimanent
chaiacter

On the whole, the fuist class of bills of exchange may besaid
to possess all the 1equisites of a peifect banking secunity m a
degiee superior to any other The umted gumantee of diawer,
aceeptol, and mdorsers, inswmes the ultimate, and geneially
the punctual, payment The peuod for which such nstiu-
ments aie diawn 1s geneially shoit. They are always capa-
ble of 1e-conversion under oxdinary cncumstances, and even
ma period of the gieatest piessure, moncy can be obtamed upon
them m pieference to any other secuuty, though perhaps at
an advanced 1ate of interest, and the sum to be paid 1s not ex-
posed to depreciation. But though bills of exchange combme
most perfectly all the requsites of a banking secmity, they
unquestionably requue an exercise of moie prudence, caution,
and knowledge of mdividuals than any of the other usually
1ecerved secuiities, as then value depends altogether on per-
sonal 1esponsibility. In shoit, more stietly speaking, bills
of exchange may be termed the only secmity m which bank-
e1s can with plopriety absolutely :nvest then deposits, or m
which prudent bankers practically doso All the other means
of usmng deposits are 1athet m the shape of peisonal loans,
guaranteed by collateral securities, such as exchequer bills,
consol warrants, the serip of public compames of a well
known and conveitible value, the wanants of meichandise
lymg m ow pulihic waiehouses, o1 of any other pioperty at all
times and easily convettible mto money In most cases the
mvestment of money on metchandise 1s made thiough the m-
stiumentahty of biokeis who are personally hable for the sums
advanced, and who have a powe: of sale over the pioperty to
1elease the funds in o1der to provide payment for the loan 1
due tine  In all such loans, howeves, 1t 1s the practice only
to advance a poition of the value of such property, to secwe
the banker agamst any depiceiation 1n its maket price when
1t 15 sold, and, m order to give to such Joans the fuither attir-
butes of a bankimg secmity, of convertibility at pleasme, and
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fixmg a day for 1epayment, the promissory note of the boi-
1owe: 1s not unusually deposited with the watiants.

But though personal loans, made by bankers with such pre-
cautions, may fauly be considered a legitimate use of deposits,
1t will be apparent that an actual mvestment . any of these
securities could hardly be considered m that ight, as a lanker
would, by such a cowse, expose himself to all the consequences
of a fluctnation 1n the value of such commodities, and would
become a speculator m government secuities, railway shares,
o1 foreign produce, as the case might be, mstead of a meie
lender of money at mterest. But though 1t 1s nconsistent
with the business of a banker to mvest money i such se-
curities, except as a collateial guarantee for a peisonal loan,
1t 18 not always with safe and jud practical
banking to lend money with such collateral secunities, and de-
pending only on the personal ciedit of the bortower. The
propuety of such investments must, of comse, depend entirely
on the prudence and caution exeicised m the hansaction  But
1t certamly cannot but be considered a legitimate t1ansaction
for a banker tolend money to acustomer 1 whom he has pei-
fect confidence, at a particular peitod of the year, when 1t 1s
well known the nature of lus business 1equures the use of a
Jarger capital, and whose spaie funds the banker 1s m the habit
of holding at another peiiod of the year when he less 1equnes
his capital.  In the aguicultmal distiicts this practice exists to
agreater extent; and s attended with less dangei, fiom the sim-
plicity of a farmer’s iansactions, and the moie intimate know-
ledge of lus affans possessed by the bankei than can possibly
prevail m large meicantle and manufactuiing communities
If a landowner 1equues a laige advance of money, to cary
out paiticular 1mpiovements m anticipation of his next 1ents,
s banker can always judge of the propiiety on safety of mak-
g such advances, fiom his local and peisonal mformation
If a faimer 1equues an advance at a paticular pertod, either
for the pwichase of stock, o1 the payment of hus rent, bus en-
cumstances, chaiacter, and his ciop 1n hand, aie usually so
well known to hus banke: as to enable hm to yudge of the pro-
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puety of making such an advance, and of the certamty of 1ts
1epayment on the day stipulated. Such advances on mere
personal secuiity, thongh moie common m the agnicultwal
districts, are by no means, however, confined to them, but
whatever cases they prevail, much must depend on the discte-
tion and peculim cucumstances of each mdividual banker as
to how far he can so employ the deposits inlus possession, and
m all cases the fowr generaliules for the use of deposits should
never be lost sight of, though m each individual case 1t must
be left to the discietion and judgment of the banker humself
how fa1 any paiticular 1nvestment which offers, secures him m
those 1espects Fust, That 1t 15 ultmately peifectly safe

Second, That it be repayable within such short peiiods as com-
port with the natwie of the deposits i lus hands, and to enable
hum, by the fiequent 1etwin of his funds 1n the 1cgular comse
of business, to contiact hus loans if the state of Ws deposits o1
of the money maiket 1enders such a cowsse desnable. Thnd,
That 1t should geneially be of such a natwe as to be capable
of bemng 1econverted m case of need, o1, at least, thata
sufficient proportion of the deposits o1 other means of the
banker should be held in such sceunities m 1eserve as will en-
able him to command money for any unfoieseen emeigency

And, Fowth, That 1t presents a perfect guarantec agamst de-
preciation of the piineipal sum dming 1ts cunrency, o1 such a
maigmn as will at least secme the banker agamst any ordinany
fall of price.

The whole of our 1emarhs huther to have been stiietly apph-
cable to bankmmg conducted with a puely metalhc cwiency,
and we will now pass on to a consideration of the effect, and
mo.c particulaily as 1t has of late yeais existed i this country,

OF A MIXED CURRENCY OF BANK NOTES AND COIN

We have aheady explamed under what cncumstances com
was ongmally mtioduced as a mediuim of exchange, how a
poition of the caputal of the country was absnacted fiom pro-
ductive uses to perform the function of cuniency, and how that
necessary amount of capital became economised by the mtio-
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duction and mstiumentality of banks. In the progiess of
tune many othe plans have been adopted for the puipose of
further economsing the capital mvested as com 1equsite to
conduct the mnternal exchanges

Bills of exchange have been 1esorted to as a meaps of
makmg payments between different patts of the countiy, m-
stead of transmutting money to and fiom vailous distuets for
each payment, and the pactice now so geneial of making
Ialls of exchange payable at a banker’s m London, 15 an m-
portant additional means by which the use of a large amount
of money 1s cispensed with ~ Agam, bankers’ cheques have
been now almost umversally mtioduced for makmg payments
between individuals 1esident 1 the same town, mstead of
money bemg passed to and fiom vaiious mdividuals for each
payment, and thus all the money that 1s 1equued to conduct
the whole of these tiansactions, whether between parties resi-
dent at a distance fiom each other, o1 1 the same place, 15
the sum which one banke has to receive fiom another as the
final balance of these vaiious orders which they hold upon
each other. The same function which a bil of exchange
perfoums between paities at a distance fiom each other, 13
perfoumed by cheques between parties 1esident m the same
place.

But the most mmpo1tant way m which the use of money has
been economised since the mtioduction of banks of deposit,
has been by the use of bank notes 1ssued for small sums and
payable to bearex on demand. Fiom the long habit of an m-
diseriminate use of notes and com as a arculating medium,
much confusion prevails as to the precise nature and character
of the fomer. By no one has the 1elation between them and
money been stated more cleaily, or i fewes words, than by
M. Huskisson 1 the following sentence —

“Money 1 o given quantity of gold or silver Money, or com of a
country, 18 80 much of :s caputal  Paper cuniency 18 no part of the capital of a
country It 1s so much enculating credit  Whoever buys, gives—whoever sells,
receives—such a quantity of pme gold or siver as 15 equivalent to the aticle
bought o1 sold o1 1f he gives or recenves paper wstead of moncy, he gues ot re-
cewes that which 1s valuable only as 1t stipulates the payment of a gien quantity
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of gold o1 silver o long as tlus cngagement 15 punctually fulfilled, paper will of
course pass cursent wit the com with wiich 1t 1s thus constantly terchungeabile
Both money therefoe, and paper promassory of money, me common mezsures and
repiesentatives of the value of all commodiies  But money (gold) alone s the
wnversal equvalent—paper cuntency 1 the of that money ”

Thus bank notes are to be considered as means of nansfei~
ring a claim which one man who holds them has upon the
1ssuer of such notes, to another man to whom he pays them.
Instead of so much absolute comn, he hands over a document
entithing the ownei, on piesentation, to 1eceive the specified
quantity of com, m a simlai way that a man, mn paying an
account, mstead of handing over the actual money, gives an
otder o1 cheque which entitles the bearer to 1ecewve it fiom
his banker. It 15 tiue the latter mstiument seldom contmues
m circulation, while the former passes from hand to hand fou
an mdefinite period, and 15 subject to different legal 1egula~
tions, but m its simple function, as a medwm of exchange,
and as a means of economising the com, 1t 13 precisely the
same.  And we think 1t will be 1eacily admitted by all, that
1f such bank notes were established upon a pimetple which
would give to the public satisfactory security, and which would
really act m every way as the comn they 1epresent would act
by 1itself—which, 1 short, would pertorm all the functions of
curtency and preseive then value as peifectly as com, that the
economy consequent upon their use would be a source of great
gam to a countty —First, n saving the wear and tear of the
com which they would displace, and, next, by restorng to
productive uses some portion of the capital which the com m
circulation had abstracted for the puiposes of cuirency.

The paper cmrency which has been 1ssued 1n vaiious coun-
tues, and at different times, has matciially and essentially
vaued in 1ts character, but 1t may be geneially divided mto
the two geneial classes of inconvertible and convertible, and
on which we will bestow a few 1emarks separately.

Furst, InconverrisLe Parer Currency —This may agam
be divided 1nto two kinds Fusi, Paper 1ssued by a govein-
ment for 1ts general expenditwie, nomnally 1epresenting some
com, but not conveitible mto such com 1f the quantity of

r2




42 ARTICLE TV,

such paper 1ssued were always kept somewhat below the small-
est amount of cumiency 1equued m a couniry at any given
time, so that the additional quantity had to be supplied by
com, and thus com and notes fieely cuculated together, there
13 1o 1cason whatever why such notes should sufler depiecia~
tion  But the moment the quantity issued exceeded the
amount of cunency tequued at any moment, the precious
metals, having an mntunsic value both for puiposes of manu-
tactwe and for foreign exchanges, would be withdrawn alto-
gether fiom cuculation, and the paper would have no limit to
its depreciation, except the quantity n which 1t was 1ssued.
Second, Paper 1ssued by a bank exclusively m the discount of
bills of exchange, o1 on loan for shoit peniods It 1s an
opnion which many of the ablest wiiters on cuirency have
held, that mconvertible paper notes might be 1ssued to any
extent that legitimate transactions 1equied them, provided
such 1ssues weie confined to the discount of good hills of ex-
change, and to loans for shoit peilods, without any sk of
depteciation, because a laiger quantity never conld be so 1ssued
than was agamn shoitly retwinable to the bank m payment of
such loans The most able 1easonng with which we have
met 1 favow of this proposition, 15 m a very clever woik by
Colonel Torrens, published n 1812 Aganst this view 1t has
been wiged that, though a merchant might requic a sum, say
of 10,000% to-day, 1t did not follow that he would 1cqune 1t
for any length of time, and that, as 1t was not retwinable to
the bank until the 1epayment of the debt o1 bill on which 1t
was bortowed became due, the cwirency might m the mterim
be redundant and so much dep d. But those oby
overlook the fact, that 1f the same meichant did not contiue
to 1equne the use of the money for more than a few days, he
would either mvest 1t 1 mtei cst-bearng secw ites, 01, thiough
the medium of a banker o bill-broker, 1t would be used to
discount othex bills for other parties at a lower 1ate than that
chaiged by the bank, and would thus mntercept such bills o1
secutities on their way to the bank, which m the meantime
would be 1ecerving 1ts notes m payment of loans and bills fall-
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g due fiom day to day, and, if not 1e-1ssued to the same ex-
tent, the curiency would be contiacted to the wants of the day
by tlus means, just as much as if the 10,0007, no longexr 1c-
quired by the first borrower, had actually and immedately
been 1etmned to the bank It 1s quite clear that in this way
no Jarger quantity of notes could be kept out than the pm-
poses of cumiency actually 1equued, for the moment a man
held notes for which he had no use, he would with them ntei-
cept some 1nterest-bearing secwities on then way to the bank,
and, while othex notes weie flowing m, 1 1epayment of bills
or loans falling due, he would to that extent prevent fuither
re-issues. But 1t 15 also evident that the mstant such a bank
began to lend money to a government on secmities not 1e-
deemable, that i such a case, as with the goveinment 1tself,
as soon as the quantity of notes 1 cuculation exceeded the
want for cuiency, that moment dep:eciation would commence,
and would go on just mn pioportion as the issues ex-
ceeded that mit  In practice, therefore, we conceive such a
prmeiple far too dangerous for one mstant to be encomaged.
Stll, 1t 1s well that the distinction which we have pomnted out
should be understood.

Second, ConvermsLr Parer Currbyey; which we may
also consider of two kinds Furst, Paper which 1s convex tible
1nto 1ts 1epresentative of gold, but not always, at the will of
the holde1, but at some specified, though not far distant, time
However secuie such paper may be of payment at the time
stipulated, o1 whatever may be the ciedit of the 1ssuers, 1t 1
not fice from the sk of depreciation, 1if gold be 1equued for ¢
mmmediate use to balance an adverse foreign exchange or any
other purpose, any mstiument, however sccwe of ultimate
payment, will sk m value. Thus, for example, exchequet
bills 11se and fall m price m the market, as the demand for
money 1ises and falls, but it 15 cleat that, with secuuities to, !
which no hazaid attaches, these fluctnations will be confined
to the extent to which parties will be induced at any pa ticu
lax moment to take them as mvestments, for the sake of the',
terest they will bear. But n times of geat presswe and

- o
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discredit, when there 15 a gieat demand for money, and few
lendets, the piice of exchequer bills may fall very low, with-
out implymng any doubt whatever m then ultimate secunity;
but simply fiom the fact that they will not command money
o1 com 1if wanted at the moment. Again, 1n past times, 1t was
not uncommon for banks to 1ssue notes payable on demand,
or at a distant day from that of presentation, at the option of
the 1ssuer, but 1 such casc the notes beating mnterest till the
day of payment. However secure such notes might be of ulti-
mate payment, they were never fiee from the sk of depreei-
ation at times of pressmie, o1 an adveise exchange, and on this
account have long been abandoned m this countiy as part of
the curiency  Second, Paper which 1s at all times convertible,
at the option of the holdel, nto 1ts 1epresentative n con—
such as 1 the whole of the paper cuniency now cuculating m
the United Kingdom; for though country bankeis can pay
then own notes in those of the Bank of England, yet as the
latter a1c 1mmediately convertible mto their 1epiesentative 1n
com, so for all practical pmposes this aiangement does not
nterfere with the conveitibility of countiy notes, while 1t has
the desnable effect of keeping a laige stock of bullion centied
1 London, wheie 1t 15 always available for tiansmission to
foreign countiies, instead of beng scattered thioughout the
country m each banking establishment to a gieater extent than
1s necessary for the mteinal pumposes of cumiency Indeed,
we consider this airangement a highly desnable and useful
mode, by which a considerable economy of the use of bullion
1 effected, and the stock of that commodity, thus centred m
the Bank of England, 1s 1endered more cffcctive for all pur-
poses than 1f held 1n considerable quantities by private bankers
throughout the country, as 1ese1ves agawst then Liabihtics.
Until of late, all wiiters woithy of any 1espect, fiom Adam
Smuth downward to Ricardo and Huskisson, whatever differ-
ent opmions they held in other respects regarding the cm-
1ency, weie agieed at least i this punciple, that immediate
convertibihity of notes mnto the comn they 1epresent, at the
option of the holder, would be at all times an nfallible gua-



CAPITAL, CURRENCY, AND BANKING. 45

1antee agamst any depieciation of then value The coueet-
ness of this opmion 15 now, however, doubted by some and
denied altogether by others It 1s asserted that, notwithstand-
mg the convertibility mto com at the option of the holder,
notes may be 1ssued 1n excess, and may depreciate in value
On thus punciple the bank measwie of last session was founded,
m ntioducing which S Robert Peel smd,—

“We want only a certum quantity of paper, not mdecd fined aud defimte m
nomnal amount, but just such a quantity of paper, and thet only as shall be equi-
valent m powt of value to the cown 1t represents  If the paper be cheaper than
the com, 1618 an evil and vot an advantage  That system, therefore, which pro-
wdes o constant supply of paper, equal m value to com, and so vaymg m

amount as to msure at all times immediate converhbility mio cown, together wath

perfect confidence in the solvency of the 1ssuers of paper 15 the system which
ought to be preferred ”

This 1s unquestionably tiue; but 1t appears to us the most
dufficult of all concervable propositions that bank notes, con-
veitible mto com at the option of the holder, can ever be
“cheaper than the com,” o1 can ever be other than “equal m

value to com”  To suppose otheiwise would be to admit that '

people would voluntanly 1etan 1n then possession one 1epie-
sentative of cuitency of nferor value which they could at op-
tion exchange for another of supenior value  But Su Robert
Pecl appears to be of that opmion, for he dentes that conven ti-
bility at pleasme 1s a security agamst over-issues and depieei-
ation e goes on to say,—

« Now, unless the 1ssucrs of paper conform to certam principles, naless they vi
gilantly observe the causes which mfluence the mfux and efux of com, and 1c-
gulate then 1ssues of paper accordingly, thoie 1s danger that the value of paper
will not coriespond with the value of com

But, m a futue stage of the debate, Su Robert Peel, m
replymg to a question put by Mi Newdegate, appeared to
forget altogether the fundamental chaige agamst the cxisting
system of pape: 1ssucs, and supphed a most peifect 1eply to
hus own assertions, that convertibility at pleasuie 1s not a gua-
1antee agamst depreciation. We quote fiom hus speech 1e-
ported m the Zimes of the 21st of May, 1844,—

“ Tirst, T beg to infoun the hon gentlemen that 1 do not admut that this s an
extension of the prmeiple of the act of 1819 T say 1t 13 & complemonc to fhe act
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of 1819, mnd a mensure that will fulhl st , butit 1s not an extension of the e
aple of that act  The act of 1819 1ecogmused this pumarple, that there should
De a standnd of value mn tlus country—that that standaid of value was & given
amount of gold, and that he who 1ssued paper should be obliged to fulfl ns
engagement, and pay 1t m gold The measwe 1 propose does not carry that
punaple any finther My mswer to the question 1s this —I say there 1 a stan-
dad of value, and that that standard of value1s a defimte quantity of gold, of cer-
tun fineness  He who 1ssues peper promuses on the face of that papes (o pay a
certam amount of gold  The paper, then, ought to conform to the gold  admt
the operation of this measuie may for o time affect a limutation of pices, but I
say that all merease of prices, arsmg fron: an excess of paper, 13 an illegitmate
merease , and that there 18 no advantage 1n any increase of prices that avises from
an 1ssue of paper beyond the value of the metal 1t represents T bring the matter
to this sunple 1ssue —

Suppose you have dep ecuated yow paper , and yowr paper wtill remains convertable
o gold, do you thnk that every man who had a 1ight to wsist upon s ecerving
Jwe suverexgns for Tus 51 note, would not immeduately wsist wpon ihat right the
‘mement e found that gold was more valuable than payer ? Dow't you suppose,
that of the y eat dealer . exchanges in London, Mr Rothscluld, found that by pre-
senting 500,0000 of paper at the Bunk of England he could get 500,000 souereagns,
and that they were more valuable than payer, he would aval lamself of the power
the law gave Jum, and demand the gold ?~ And don't you suppose that every other
man, whose transactions were less cxtensive, but who hada right oy eceme five
soverexgus for Jus 1 note, would ummediately demand 1 ? Does not all experience
show that, thouglk there may e a temporary wnerease of prices, a tme of 1caction
—aof revulsion—will arrive ? 1 say that no ines ease wn the ynice of paper boyond
tts value . gold can b of advantage Lo the country—at cannat be permanent "

In om next aticle we will enter mnto a consideration of
“ those prnciples” to which Su Robert Peel would have « the
1ssuexs of paper money to conform,” m order that the same
action may be mamtamed on a mixed curiency of paper and
com, as would take place upon an entne metallic arculation,
1n the event of an influx o1 efflux of bullion, and this we shall
have more facihty in downg, having ahead¥, n our former
articles, closely exanuned the effect of such events on a purely
metallic cuirency.
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‘The Bank Act of 1844 contmued —The cucumstances which led to this measue,
—Tyve Assumptions upon which the expediency of that bill was defended —
Can convertible paper be depreciated >—Conformity of 8 mined currency
‘with the variations of a metalle cwiency —dps 2l 5, 1845

Dunrine the suspension of cash paymerts by the Bank of
England, and more particularly m the discussions which took
place on the subject of the cuirency fiom 1810 t0 1819, 1t was
common to refer all the gieat fluctuations of commerce and
the 1evulsions of ciedit to the capiicious expansions and con-
tiactions of the cnculation of the Bank, under cncumstances
which enabled that establishment to depieciate 01 appieciate
the cunrency at pleasuie, according to the amount of 1ts 1ssues

Gheatly, howeve, as the mfluence of the Bank over such
commercial 1evulsions was then exaggerated, and fatal to the
futwie mterests of the country as was that erior, masmuch as 1t
prematwely closed the door of investigation into other and
more 1mpottant causes, still the whole theory of the baneful
mfluence of the bank 1ested on the 1ssue of mconvertible paper,
the fluctuations m the quantity of which, 1t was asserted, not
only caused a matenal variation 1 facihities for meicantile
credits, but also (which was no doubt the case) 1a1sed o
lowered the nomnal price of goods, as the notes appreciated or
depreciated By all, however, 1t was agreed, thata retuin to
cash payments— that a 1estoration to convertibility of bank
paper mnto coth of standard weight at the option of the holder
—that a 1emoval of the 1estiictions on the export of comn, and,
1m shoit, the provisions embiaced 1 the Bill of 1819, would
effectually secure the countiy against ovei-issues, and conse-
quent depreciation, of bank notes, and prevent for the futme
any fluctuation n the value of the cunency , and had the an-
ticipations of the effects of that measwie stopped here, we know
of nothing that has since oceurred which, when patiently mn-
vestigated and well understood, could be said to have falsified
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those expectations, DBut the advocates of a retmn to cash pay-
ments went fm thei—they had attributed much of the fiequent,
occunience of commer cial ciises and 1evulsion to the suspension
under the actof 1796 , and they accordingly anticipated, with
the 1esumption under the act of 1819, a matenal, if not en-
tue, preventive of all futwie commercial derangement  The
subjects of ¢27ency, and captal, of cwculatwn, and o edit,
though as distmet as things can possibly be m then natute,
and m the laws which govern them, weie commmgled i
men’s mmds mn one mass of mtiicate confusion, and led greatly
to an e1roneous estimate of the past, and of the benefits to be
anticipated m the futme., This confusion 1s appaient n most
of the discussions and wiitings of that time, and in a gieat
majorty of all that have appeared smce, and mn no place m a
more 1emarkable degiee than m the speeches with which Su
Robert Peel mtroduced and supported us New Bank Bill m
1844.

The occurience of the panic of 1825-26, bunging with it
derangement and havoe without any pirevious parallel while 1t
lasted, at once convinced every one that a giave misealeulaion
of the effeets of the il of 1819 existed somewhere, This 15
not the place to go mto a close mvestigation of the causes
of that cusis, but the government of the day, fallmg mto
the common enio01, and not distingwishing between ¢ edet and
enculation, suddenly mterposed a law to abolish, withm a
short and limted time, all notes below five pounds, which, at
least, 1t was thought, would secuie all the promised advantages
of the bill of 1819, as fa1 as 1egarded tiade. Subsequent ex-
pertence has proved how meffective even that 1estiction on
paper cuculation has proved to secme the desned object and
prevent convulsions of ciedit, which, on the contiary, have
occuried so fiequently, as to attiact once more the finther m-
terference of the leguslature by the bull of 1844 5 but we fear
with no moie chance of success to obtamn the desued object
than all the foimer abo:tive attempts, as 1ts whole or chief ob-
jeet 15 to 1egulate cunency, while 1t does little ov nothmg to
mprove the basis of credit
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All foumer 1regulations of the cmiency having failed, the
muster has adopted a prineiple of further 1egulation, which
has been gaming ground for many yeais past, and which has
been advocated by the most leading and (numbers considered)
by far the most mfluential and emment politicians, political
economusts, and practical bankeis of the day It has, however,
been opposed, by men mdividually as emment as an} by whom
1t has been suppoited, both by then published writmgs, and
then evidence before parliamentaiy commuttees. Were we,
however, to judge only by weight of authoiity (numbers con-
sidered), we would 1eadily admut that Su Robeit Peel might
fairly expect a happy 1esult fiom his experiment., But when
we look to the giave errors which, on former occasions, have
been suppoited unhesitatingly by even & more unanmous ap-
proval of allliving authouity , and, when, oninvestigation, we
find the prmerples 1n themselves totally at vanance with what
we conceve to be a just conception of the nature of curiency,
and when we find, on finther mvestigation, that, even weie 1t
not so—weze the fundamental assumptions, on which that act 1s
grounded, all tiue—even then the anticipated effects would
not 1esult, we ale compelled to fea1 only anothe: serious
failwe and disappointment , and 1f the operation of the law be
1elied upon, as imphaitly as the authoiity with which 1t has
been mtroduced would fanly lead us to expect, we fear that
derangements will occur under it m even an aggiavated foum.

SIR ROBERT PEEL'S BANK MLASURE

At the conclusion of ow last article, tieatng of a mued
currency of bank notes and comn, we stated that the fundamental
objection which Sn Robert Peel entertamed to the circulation,
as existing previous to the introduction of hus act of last year,
was that convertibility mto comn at the option of the holder
was not alone a sufficlent guarantee agamst over-issues and
consequent depteciation, and that, “unless the wsuers of paper
conform to certan other principles, there us a danger that the value
of the paper will not correspond with the value of com,” and
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that thus check alone will not secuie the same action and vaii-
ation on a mixed cunrency of bank notes and com 1mn vatious
states of the foreign exchanges, and duiing an efflux o1 mflux
of bullion, as would occut with a purely metallic enculation

Now, if these positions weie tiue, we would at once conceive
the necessity of some change, for we adnut all these qualities
to be essential to a pexfect cunency,—that is, we admit that
all paper cmency, to be perfect, orm any way admissible,
should possess the most entne guarantee agamst depieciation,
Just as much as a man who contiacts to deliver a quarter of
wheat should not be able, by any tiickery on his own pait ot
that of the law, to get off by delivering seven bushels, and such
perfect convertibility being at all tunes mamtamed by what-
evel means, 1t must follow, as a matter of couise, that a mixed
cwiency must then follow the same 1ules 1 1ts variations that
a purely metalhc curency would.

In oider to secure these mecessary and desnable objects,
Su Robert Peel asserts, that convertibility at pleasme 1s not
enough  The advocates of lns measwe contend that, m order
to prevent depieciation of bank paper, and to make 1t conform
with the vaiiations which would ocem witha cwirency entnely
metallic, 16 15 fnther needful that the 1ssuers should 1egulate
the quantity of notes 1 cuculation by the vaiiations i the
foresgn exchanges—that with an ¢fffua of bulhon they should
contiact the enculation, and with an wffuz of bullon they
should again expand 1t. They contend that a shict obsex vance
of thesc 1ules will regulate and 1estore the foreign exchanges,
and, if not entnely pievent, yet will materally modify the
severity of a ciisis which would attend any such detangement
—that 1t would only be domg by & fixed law, and aran caly
pertod of the deiangement, what has always been done by no
1ule, but by the chance of pressmie and necessity, and always
so late that the evil has been greatly aggiavated  They con-
tend that if, at the commencement of a drain of bullion, banker s
weie to contiact the amount of then notes 1n circulation, 1t
would 1aise the value of the cwiency, lower the price of
goods, check any fuither 1mportation, encomrage moie ex-
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tensive exportation, and thus coiiect the adverse exchange by
an action on meichandise, and stay the diam of bullion —
that, dming a favourable exchange, bankeis should expand
then cnculation of the notes, lower the value of the curiency,
1aise the puice of goods, check fwither expoitation, and en-
comage impoitation, and thus agam, thiough this action on
the price of goods, coirect the exchange, and prevent a fur ther
mflux of bullion  In o1der to accomplish these objects 1t 15
contended, that while the bank may safely 1ssue, upon fixed
secullties, a quantity of notes, which shall not exceed the
smallest amount of paper currency that can at any time, and un-
dex any cireumstances, be requned—such a quantity, in shoit,
that, even weie 1t mconvertible, would contmue to cuculate
free fiom the 11sk of depieciation, yet thatall above that sum
must vaty 1 amount exactly with the quantity of bulion mn
possession of the bank—that, as gold mecreases m the coffers
of the bank, the cnculation shall mcrease, and, as gold dimin-
1shes, the enculation shall correspondingly dimnush , for such,
1t 15 contended, would be the action of a puiely metallic cu-
1ency

In puisuance of these prneiples, Su Robert Peel’s bill pio-
vides that the bank shall en culate, on fixed secuiities, the sum
of fourtsen mulhons, as being the smallest sum that, undex any
ordinary cucumstances, can be requied, and that the 1ssues
beyond that amount shall vay precisely as the amount of
bullion vaties.

These prneiples, and the comse pusued by Su Robert
Peel, necessanly mvolve the following

FIVE ASSUMPTIONS

Frst, That bank notes though payable m comn, at the option
of the holder, are still hable to be 1ssued in excess, and me
quently subject to dep 10n
Second, That convertibility 1s not alone a sufficient guarantee
that a mixed cunency of bank notes and com shall confoim,
mits vanations, to the same laws that would regulate a puiely
metallic cunency.




52 ARTICLE V.

Thurd, That 1ssueis of bank notes have powel to meease o1
deciease the cuculation at pleasue

Fourth, That, by an expansion o1 contiaction of the 1ssues
of bank notes at pleasme, the piices of commodities can be m-
c1eased o1 diminished , and,

Fifth, That, by such merease o1 duninution of puices, the
foreign exchanges will be conected, and an undue mflux o1
efflux of bullion, as the case may be, will be anested

We think 1t will be admitted that these five propositions
fanly 1epresent the prneiples mvolved m Sn Robert Peel’s
measure, and mamtamed by those who advocate and support
it. In the face of such an airay of peisonal weight and
authonity, mcluding the most expert and practised politicians
of all parties, and men the most accomplished 1n cconomical
science, 1t has not been without the most careful and diligent
process of mvestigation and 1eflection that we have arrived at
a conclusion that these proposttions, which at first sight staitle
any thmkmg mmd as wvolving pumeiples contiadictory to
those geneially 1ecerved as 1cgulating ordmary meicantile
puisuits, are not only no¢ #ue and suppoitable by fact, but
are, in evely nstance, neaily the reverse of truth  But we a1e
not altogether without the support of high authonty mn owm
views, m all mamn and essential pomts they concw with those
advocated for some tume past by Mi. Tooke, whom, taken singly,
we are bound to 1egaid, whether viewed as a political econo-
must, as a man of practical knowledge and expeience, as a
laborious, pains-taking, and candid write1, o1 as evineing
hus woiks the most mimute and extensive mvestigation, among
the lighest of all living authorities on such subjects, whose
great works have been stamped with univeisal approbation,
and have secuied a petmanent place m the commeicial and
economicel hiteratmre of the country. Nor can we omit men-
tion of the mote recent work of Mi Fullai ton on the subject,
which also 1n the mamn suppoits ow views—a work which ex-
hibits & mote mtimate and famihiar knowledge of all the facts
and 1casomings on which these punciples are based, and
which they are tieated 1 a more popular mannei, than any
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other that has yet come under om notice, and which cannot
fal to gwe to the author a permanent place among the most
able wiiters on the question of money and em1ency

In undertaking, which we shall now do, to show that each
of these prop 13 fall and has no found what-
ever, eithel m tiue prmeiple o1 experience, we would caiefully
guard owmselves fiom the most 1emote suspicion that ow op-
position to them has any sympathy with those who object to
this measwie on the giound of its1endenng more stungent o1
secure the conveitibility of paper at the option of the holder.

CONVERTIBLE PAPER AND DEPRECIATION

Assumprion, Fust—That bank notes, though payable
com, at the option of the holder, are still Liable to be 1ssued m
excess, and are consequently subject to depieciation.

This proposition contamns a prwma facie contiadiction of
terms, that would appeai to thiow the whole onus on those
who assert and mantain 1t, to prove 1t, and not on those who
deny 1L to disprove 1t, for 1t 15 mdeed difficult to concerve any
state of cucumstances which would mduce the puble to 1etam
1n their possession a lower 1epresentative of value, when the
mere tiouble of stepping to a bank and presentmng 1t for pay-
ment would mstantly put them i possession of a higher and
more valuable mstiument of exchange When we think of
the icreasmg pains and labom which men use to make the
smallest profits by busmess, the supposition must be at once
rejected as having no foundation m fact, that so simple and so
easy a means would be neglected. For what m 1eality does
excess of 1ssue, and consequent depieciation, mean? If 1t
means anything, 1t 15 that the paper m enculation wall not
command the full quantity of comn 1t 1epiesents, o exchange
for the same quantity of other commodities as that com would.
But will any one believe that i this countiy, with such facil-
1ty of mtercourse, bank paper, in any pait of 1t, could ever ex-
penence such a dispauty with coin, when, on picsentation, 1t
can be exchanged for 1ts full value? It may mdeed be said
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that, 1 distant paits of the countiy, a premwm 1s sometimes
paid for the exchange of a laige note mto sovereigns  Thue,
but this 15 only m the chaiacter of a bankei’s chaige, for a
facility given to the paity holding 1t—for keeping open an
office to facilitate the business of the public. Suppose a party
mn London has to transmit 50 to a paity m a small market
town mn Cumberland, the cheapest way of domg so would be
by a Bank of England note, wiich, however, when 1ecerved,
mught cost the 1eciprent a small commussion to the banker
the town for changing it, 1f he could find no one requiing
such a note.  But such chaige would only be m the light of
the cost of ansmission of money fiom one place to another,
and m no way prove any depreciation m the mstiument of
exchange utself, for the very same day anothes party might
go to the same banker and pay a premium for the same note
to tiansmut as a payment to another pait of the country, 1a-
ther than mem the gieater expense o r1sk of sending Jifty
soverengns, o1 taking a bill at the par of exchange

But some admt, ¢ that winle convertible paper cannot per-
manently be depreciated—that while 1t must at length become
equivalent to the specie 1t 1epiesents, still, under cettam cn-
cumstances, the adjustment may be long defersed.”—(Nos-
man's Remarhs on Cunrency and Banking ) 1f Ma Notman heie
refers to paper convertible at pleaswe, and not at a cistant
day, then we can only say that 1t 15 beyond om compiehension
how such depreciation could, under any encumstances, be de-
ferred beyond the time requisite to exchange the mstiument
Nor does Mi, Norman explam under what en cumstances the
depreciation he speaks of would take place. It 1s tine, he
and other wiiters constantly 1efer to the vailous pioportions
m which Bank of England notes and countiy bank notes
have been 1 arculation at particula times, but that is no
more an evidence of depreciation than were 1t attempted to
prove that, at some paiticular time, half-sovereigns were
depreciated, because they were found to oceupy a lar ge1 shave
of the enculation m 1elation to sovereigns than at any othe
time. No one has yet shown that a convertible bank note
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evet sold for less than 1ts value n gold, ot would command
less wheat than such gold would

But Su Robert Peel stated some sta1thng evidences of his
proposition n lus speech on the 6th of May, 1844—startling
mdeed, had they tmined out to be tiue, o1 appheable to Ins
case He cited as evidences of the tiuth of his proposition
Fursty That shoitly after the estabhshment of the Bank of
England 1ts notes weie at a discount of 17 pex cent  Second,
That m Ieland, n 1804, the exchange was unfavom able, and
that 1t 1equued 118 10s of the notes of the Bank of Iieland
to purchase 1007 of the notes of the Bank of England, and,
Tlurd, That unfavowable states of exchange had existed be-
tween Scotland and England And he assumed ovei-issue
and depieciation, fiom the fact, that m all these cases the de-
1angement had been coriected by a contiaction of 1ssucs.
Now, what weie the facts? For these we aie mdebted to M
Fulluton’s wok (pages 169 to 179). Fuwst, In the case
alluded to, of the Bank of England, Su Robeit Peel sup-
presses, or at least omuts the fact, that at the period to which
he alludes the Bank had actually suspended cash payments,
and 1ts notes weie not convertible It occuned n 1696,
when silver was a legal tender for all sums ~ The com, how-
evel, had then become so much mjured by weai, that it was
atself depreciated m 1elation to the market piice of silver  In
1695-96, though an ounce of silver 1epiesented 55 2d of
com, yet those coms had become so much worn that silver
sold n the market for 63 4d of such coms At that time a
1e-comage took place, and com of full weight was putnto encu-
lation along with that of ight weight ~ The consequence was,
that paities canted their notes to the Bank and exchanged
them for the new and heavy com, which they melted down
for the pmﬁt obtamed by 1its difference.  The Bank’s ticasme
was d, and 1t suspended and the notes, be-~
mg no longer conveitible, were mpable of depreciation to any
extent to which they weie 1ssued, and capable of appieciation
Dby a contiaction of the quantity.

Second, In the case of Tieland, mn 1804, Su Robeit Peel

G
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agam oveilooks the all-important fact that the notes of that
day were notorlously meonvertible It was duing the bank
restriction act, when, fo1 seven yeais, the Bank of England
and the Bank of Ineland had been equally relieved fiom the
payment of thewr notes m gold ~ The vauiation of the exchange
was not, however, 18} pex cent., as Sn Robeit Peel states 1t,
but only about 10 per cent., as there was a difference of 8% per
cent 1 the mtumsic value of the Tish and Englsh cmiency
at a par of exchange  But no onc ever demed that an wmeon
vertible cuniency 1s capable of ovei-issue and depieciation to
any extent that such ovei-issue takes place And that, con-
sequently, the currencies of two separate counties, bemng both
mconvei tible, will become depiceiated m 1elation to each
othe, Just 1n the propoition that over-1ssue may exist m the
one o1 the other at the same moment. In 1804, the Nish -
convertible cuiiency was depreciated by 10 per cent , m 1ela-
tion to Bank of England pape, which, m the same year, be-
ing also mconver tible, was depieciated by 27 18s 2d per
cent., the price of gold bemg then 47 an ounce. Either was
then capable of gieater o1 less depreciation by further expan-
sion o1 contiaction. Sn Robeit Pecl says that the Bank of
Teland reduced 1ts en culation fiom 8,000,0007. to 2,410,0007,
which, “n conjunction with an inciease of Enghsh cuncula-
tion,” 1estored the two (nconvertible) cutiencies to a par of
exchange, o1, other words, the English cuculation was a
Little more depreciated, while the Tush enculation was some-
what appieciated, until they settled at the same pomt

Tl d, In the case of the unfavowable state of exchange
between Scotland and England, the only instance which we
know of was dmng a period just preceding 1766 At that time,
before the establishment of bianch banks in that countiy, a
great number of nfetior tiadesmen 1ssued notes for very
small sums, not exceeding a few shillings, which wete practi-
cally paid m the lazger notes of the banks when requued.
But at that ime the notes of the Scotch banks had the op-
tional clause mseited m them, to which we 1eferred mn om
last miticle, by which the banker could delay then payment
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for sz months after then presentation, by giving legal mterest
duing that time  As we explamed m ow last article, an -
stiument of this kind, though ultimately, and at no distant
day, convertible, 1s not fiee fiom the 115k of depreciation, n
the case of an adveise exchange, when com 1s 1equued imme-
dately for tiansmission to other countries, but, as we also
there explained, such depieciation, 1f the instiument be of
undoubted credit, will be confined to that 1ate at which peo-
ple will be willing to buy 1t as an 1nvestment for the sake of
the mterest, until 1t becomes due  Such 1sthe case with ex-
chequer bills.

Su Robert Peel further alluded to the result in 1ecent
yeats of the system of banking m America Here, agam,
however, the notes, though nommally convertible, weie
notso i teahty In the fist place, they had no imetallic
standard, but all cows, of all metals, weie legal tenders accord-
ing to certam 1ates fixed by a tauff; and when bankers had
then notes presented for payment, they availed themselves of
the com and the metal that was the cheapest, and Spanish
dollazs, then money 1n account, have been as high as 74 per
cent premwm  And, moeover, ‘¢ for some time previous to
the last suspension of cash payments m America the banks
there had fallen mto the habit of advancing to the meichants
m post-notes at fow, six, and exght months’ date” (Fulla ton,
179), which cnculated as cunency, and were exposed to the
same evils of the optional note system of the old Scotch bank-
eis, and which, not bemg payable on demand, became
greatly depieciated when the banks which had 1ssued them
fell into discredit

Hete, then, 15 the evidence on which S Robeit Peel
founded hus bill, not one tittle of which has the shghtest tela-
tion o 1elevancy to the subject with which he was dealing
We cannot suppose Su Robert Peel ignorant of the evident
and essential difference between the present convertible cur-
reney of this country, of which he was tieaung, and of the
mconvertible notes by which he 1llustated us aigument,
noi can we suppose it possible that he was ignorant of the

¢ 2
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fact that the cases he quoted—at least, of the more notorious
and stm thing ones of the Bank of England and the Bank of
Treland, m which he asseited the depieciation to have been
17 per cent. and 18§ per cent iespectively—were of meon-
veitible, and not convertible, paper  Aud 1really, thercfore,
we cannot give the mmster ciedit for much candow m
secuung a temporaly appaient titumph m a speech, by the
use of facts which, when stated fully, were not only n1elevant
altogethe1, but which, fanly looked at, would have suppoited
the opposite theory.

But the most subtle and tiuly cutions mgument 1s that
used by Colonel Totrens. He admuts that there 18 a differ-
ence between the Lability to depieciation of an inconvertible
and convertible paper, which he states thus —

“ Themerease n the quantity of meonvertible paper 1s wlimited,, the mercase
m the quanti'y of convertible paper 13 lumted by the power of the holder to ev-
change it for gold, as 5001 as fiom the mciease of s quantity 1ts value m 1elntion
to gold hogms to declme  If the merense m the quantaty of convertible papet had
wo cficet 1 loweng its value m 1elation to gold, the holder could have no
mote i evelinngung 1t for gold

Now, 1eally this 1s 2 special case of magumficent iefincment.
Every case of an optional exchange of cquivalents must be
considered an ewidence of depieeiation! It 1s certamly an
evidence of some pieference, o1 greater appheability for the
pwiposes inmedhately 1equned  But let us ask this mgenious
1easoner—Two men go to the Bank counter on two successive
days, one has recaived a 1emutiance of a fifty pound note
from the countiy, which 15 of no use to hum till he has con-
verted 1t 1nto comn, and he presents 1t for payment, the other
man has /fifly soveragns, but wishes to make a 1emittance fo
the country, and he receives a note m exchange for 1t The
one has a “motive” for exchangmng the note for gold, the
other for exchanging gold for the note, the one had a pre-
ference for gold sufficient to take him to the bank, the other
hada pieference for the note sufficient to take bum there
Now, we ask, which was depieciated—the com o the note?
for 1 one case theie was more com m enculation, and less
pape1, than the convenience of the publie 1equued for cnicu-
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lation, and thete existed, therefore, a “motwe” to converl com
mto paper , m the other case, there was more paper and less
com m cuculation than the public convenience 1equited, and
there existed a “motwe” to convert 1t mnto com  But enough
‘We will giant Colonel Tonens that bank paper may be de-
preciated 1 relation to com to the extent of supplyng a
““motive” to step to the bank and exchange 1t, but he, too,
must grant that gns also may be dep d to the ex-
tent of supplying a siulai motive to cxchange them  But
when all the mgenuity of tlus most igenious wiiter on these
subjects has been able to give no better evidence of the
liability of convertible bank paper to depieciation, what are
we to thnk of the mmister who gravely affects to found a
great bank measwe on such a pimeple?  The niuth 1, that
dufferent portions of the cutiency ate used to peiform dulfer-
ent kinds of exchanges  Notes, and especially those of a hugh
denomunation, are used for makmg large payments, o1 tans-
nuttmg money to a distance, wiile com 1s used chiefly for
small payments on the spot  But com 1s also useful, m case
of need, to tiansmit to other countiies to make payments
wheie out bank notes do not enculate, and, as long as these
different stiuments of cuiency can be exchanged for each
othe, at the option of the holdei, 1t appeaisa peifect contra-
diction m terms to say that either one o1 other can 1eman
1n excess 1 pioportion to each othel, 01 be depiceiated m 1e-
ference to each othes  The expersence of every member of
the commumty amply testifies the fact And 1if we wanted
any further a1gument for this timsm, we would find 1t m the
following passage of Sir Robert Peel’s own subsequent speech
on the 20th of May, exniacted fiom the Znes of the 21st .—

“ 1 say there1s a standard of value, and that standard of value 1s a defimte
quantity of gold, of cextan fineness  Ele who 1ssues paper promises fo pay a cer-
tan amount of gold  The paper, then, ought to conform to the gold I admt
the operation of this measure may for a time affect a hmtation of puces , but I
say that all merense of prices, ausing fiom on escess of papet, 1s an ilegitmate
merease, and that there 15 no adventage m any mcicase of prices that rises
fiom an 1ssue of paper beyond the value of the metal 1t represents I brmg the
matter to tins smple wssue —Suppose you have depreciated your paper, and
yow paper stall semaws conver tble mto gold, do you thnk that every man who

a8
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1ad @ 11ght fo wstst upan 1 ecerving frve soverrigns for las 51 unle, would not m-
meduately wsist wpon that 11kt the moment he found that gold was mor e valuable
thanpaper 2 Don't you suppase that, of the great dealer m eachanges m Londom,
2y Rothseluld, found that, by pr eventeng 500,0000 of papes at the Bak of Eng-
land ke could get 500,000 soveregns, and that they were morc valualle than
paper, he would avail Jemself of the power the law gave him, and demand gold !
And don't you suppose that every other man, whose ansactions were less exten

swe, Dut who lad @ raghi 1o recewe five sover eyns for Iis 51 note, would ummeds-
atcly demand 2t

There 1emarns to be considered an opmion held equally by
those who assex t the liability to depieciation of paper m 1elation
to gold, and some who deny such lLability, that convertibihty
of paper 1s no guarantee agamst 1ts bemng 1sued to such an
extent as will depreciate the whole cmiency, bank notes and
comn together, 1n 1elation to foreign cmencics. This 15 an
1nteresting point, and deserves some consideration.

Thete can be no doubt that, to whatever cxtent the use of
gold s ccononused by the mtioduction of bankmg, by the use
of bills of exchange fo tiansnutting payments fiom orie part
of the countiy to anothei, by the usc of cheques for making
payments i the same place, o1 by the citeulation of bank notes
as part of the curiency,—to whatever extent the use of gold
18 economused by these vaiious means, to that extent a portion
of that hitheito used as moncy will become applicable to othex
puiposes, as much as 1f an addition to the whole stock of gold
had taken place. Suppose, for example, that the whole of
ou cunency was, at this moment, seventy mulhons of gold, -
stead of bemng about thu éy-five mallions of gold, and the same
of bank paper; and while it was entnely gold, the present
system was mtioduced There can be no question that the
mtioduction of such an amount of bank notes would releasc
a similar amount of gold fiom the purposes of cwirency,
would make gold as a commodity more abundant, and would
lower 1ts value 1 1elation to commodities, and, were 1t
possible to prevent the export of any portion of the gold so
veleased fiom the uses of money, would depieciate our whole
cuniency m 1elation to that of other conntiles, supposing
them to have been equal before. But as long as gold 1s ficely
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tiansnussible fiom one countiy to another, 1t will not be diffi-
cult to show that such depreciation could enly exust for avery
short time, and only at all to the extent of the small profit
which constitutes a motive to send the precious metals fiom
one countiy to another  If thuty-five nullions of sovereigns
weie 1eleased from cnculation, by the use of so many bank
notes, the value of gold would fall in 1elation to 1ts value on
the contment  The bullion dealer would, assoonas a fall had
taken place which would leave any profit, tiansmita portion of
it to other countiies, and by this means the value would
agam become paifectly equalised, and the depreciation on om
curtency would not be measued by the proportion which the
com 1eleased from eunculation bote to the stock of gold mn thus
country alone, but to that of the geneial stock of gold m the
maikets of the world  And no possible w1sue of convertible
paper could have a gieater effect, ox could suffer any depre-
ciation for a longer period than was necessary to equalise the
value of the metals by tiansmussion fiom one country to an-
other  Foi, though bank notes could not be so tiansmtted, 1f
1ssued m a laiger quantity, yet being conveitible mto then 1e-
presentative m com, as longas 1t was profitable to tiansmit the
lattel, the former would be exchanged for gold for that pwi-
pose, and thus the puneiple of conveitibility would cffectu-
ally prevent any depreciation of longer dmation than would
suffice to tiansmit the bullion, o1 to a gieater extent than
would supply a motive for so domg, and for which the small-
est appreciable profit would be sufficient

CONFORMITY OF A MIXED CURRENCY WITH THE VARIATIONS
OF A METALLIC CURRENCY.—A SERIOUS DISTURBANCE
TO THE CURRENCY THEORY *

Assumrrion, Second —That convertibility is not alone a
sufficient guarantee that a mixed curency of bank notes and
com shall conform, 1 its variations, to the same laws that
would 1egulate a purely metallic cmicney.

* Wo are not awara of any reason for this aprellation to the doctrines, bt we use 1t ta well
known distinetion
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The fist step i this mquny 15 to aseertain how a purely
metallic curiency would vary when the piices of commodities
wete 1smg 01 falling, or m case of an efflux or mflux of bul-
Tion ansmg fiom anadveise o1 favomable exchange. Among
all the wuiters who have biought the charge against a muxed
currency of want of conformity with the action of a metallic
cunency, we have met with no one who has very clearly at-
tempted to explam then views as to the precise action of a
metallic curtency, nor with any mstance whae the 1easons
for the geneally assumed action aie even attempted to be
given  We aie, however, 1eady to admt most fully that
whatever 15 the action on a pmely metallic cmiency under
such cucumstances, the same piecisely ought to be found to
exist on a nuxed currency of comn and convertible paper.

All wisters who support the opmion acted ypon by Su
Robe1t Peel, seem to take 1t for granted that a metallic cw-
1ency would dimmish with 11smg prices, and would meiease
with falling p1ices—would 1nciease m the event of an nflux of
bullion, and dimimsh i the event of an efflux of bullion It
would have been very satistactory had any one of the accom~
plished wiiters who have supported this view, taken the pams
to explan the ground on which they 1est it,  Having, how-
ever, assumed this much, when they discover by the perlodical
1etmins of bank uotes n enculation, that they, as pait of a
mixed cuirency, have followed a different1ule, they have at once
talcen that as an evidence of a vice n the system, without any
nquiy o1 suspieion as to the accmacy of therule  Had these
wters 1eflected for one moment, they would have seen that
even were they conrect 1n then assumed action of a metallic
cuinency, the amount of evidence fiimshed by the 1etmins of
notes alone was not sufficient to prove the precise state of the
cuculation 1 the case of a mixed curiency, the whole of
which they could never ascertam without knowig what por-
tion of com was cuculating at the tme  Fox no one will pre-
tend that, with a mixed cuneney of notes and com, it 1s m any
degrece essenval that the 1clative proportion of each nced al-
ways be the same.  We imntioduce thus argument hete, not for



CAPITAL, CURRENCY, AND BANKING 03

the puipose of taking any advantage of a doubt 1tmay eicate,
as to whether the 1etwn of bank notes i enculation may be
taken as a fan test of the whole amount of the cuiency m the
hands of the public, m the case before us, but m order to
show that 1 all the aiguments which have been drawn fiom
these 1etuins, as to the amount of the circulation and 1ts effects
at any particulal time, there 18 m the fact a great and may
Dbe essential distmbing causc, which has hitherto, as far as we
know, entitely escaped the attention of every wiiter on the
subject The whole amount of the comn employed as cucula-
tion m this country 1s estmated at fiom 80,000,000 to
Moo,oooz, say 85,000,000%, a sum neaily equal to the
of paper d The 1etmns, theicfore,

of bank ites at any time represent the state of only one-half
of the ciiculavon, while the other half, which does not neces-
sauily bear any fized o1 certain proportion to the notes, may
have vanied m a dizectly opposite way , and thus, when there
1s an mducation of a change m the amount of the cunzency by
these 1etuins, there may m fact be none whatever, weie the
whole enculation known , o1 theie 1eally may have been a
considerable difference, when none has appeared on the face
of the note 1etuins, o1, agam, the actual change which has
taken place on the entie enculation at any given time may
have been duectly the opposite of that which such 1etuins mdi-
cate  All the aiguments of those who support what has been
termed the cur ency prineiple, are derived fiom, and have 1e~
ference to, the action of the whole circulation, paper and com
conjomtly, whether they speak of the 1egulation of 1ssues o1
the effect on piices, while, however, all the data on which
they proceed to prove then theory, o1 to sustan charges agamnst
any other system, has 1cference only to one-half of the whale
ciculation, which 1s not neccessavily any tiue mdication of
the othex half, and wlich, as we shall have heieafter toprove

will often have a duectly opposite tendency.

But, to 1etmn to the consideration of the qeestion before us,
we aie quite willng to admit that a muxed cunrency of com
and conveitible notes, does mercase with a 1ise m prices, and
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does dimimsh with a fall m prices—does merease in most cases
at the ealy pertod of a diain of bullion, and does dimmnish
most cases m the emly part of, and may contimue for a long
period dmng, an mflux of bullion, but we do not admit,
with one of the most emment writers1n favour of the cuniency
theowy, that this s #he reverse of what would take place with
a metalle cueulation,” on the contrary, we submit thata little
mvestigation will prove that it 1s precisely the same

We have alieady, m om second article (page 13), gone so
munutely mto the proof and reasonings why a purcly metallic
cuculation must necessauly follow the vanations now pomted
out, that we shall not weary om 1eadeis by a 1repetition of
them m this place, as they can be easily 1eferred to, but we
may state some general 1easons to prove that, whatever 15 the
action in the case of a metalhic cireulation must of necessity
be the same with a muxed cncualation of comn and conver tible
notes.

M Jones Loyd says, ¢ A metallic enculation could never
be dramed out  Because, as the dian went on, the decieased
amount would produce a contmually meieasing value of the
arculation, which, by 1ts effect upon the 1ate of mnterest, up-
on the state of credit, and upon puices, would assuredly stop
the diain at some stage of 1ts progiess” In this, and m all
othex allusions to a daain, 1t seems to be the opmion that, with
a metallic cwency, 1t would mmediately act upon the creu-
latwon, and hence the 1easoning that, with a mixed cuirency
of com and paper, a diam should also be made mmmediately
to act upon the paper, but a little consideration will show how
eroneous this supposition 15 The actual curiency of a coun-
try 18 so much of its capital, which 1t 1etamns m 1ts hands, o1,
m the case of papei, the 1epresentative of so much of 1ts capi-
tal over which 1t keeps a constant order and contiol, bearmg
no mtetest, yleld.mg no proﬂt, but per formmg the simple fune-
tion of exchang 1 g the employ of the 1e~
maining po tion of the capital of the countiy, The smallest
quantity with which this function can be peiformed will only
be retained for the puiposes of curiency, because 1t yields no
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interest, and every poition that at any time can be spaed wall
be mvested, as capital, m sonme secunity bearing interest, or
some occupation giving profit. But 1t must be evident that
the quantity of com or notes required to conduct these ex-
changes must depend i gicat measuie upon the quantity of
exchanges to be perfoimed, and the amount they 1epresent n
value And that, therefore, a higher piice, and a gieater
value of commodities, must requue a laiger curiency. When
a diam sets m, which merely means when 1t becomes profita-
ble to export the commodity gold, such demand will act on
the stocks of bullion, and on the com m the 1ese1ves of bank-
eis, but not duectly on the com constituting the actual eireu-
lation, at least until all those reseives weie actually exhausted,
and then a stiuggle would commence between those who re~
quned com for enculation, and those who 1equued 1t for ex-
port.  To this pont a dran never yet has pioceeded with a
conveitible cuniency, nor can we concewve any circumstances
under which 1t 1s likely to do so.

It may, ndeed, occur that a portion of the 1dentical com
m circulation 1s exported, o that a poition of paper 1s taken
to the Bank m exchange for gold to be expoited; but, 1n
either case, the moment the cuculation becomes deficient, the
necessary quantity will be supplied from the deposits 1 the
banks If a diamn proceed fiom any cause, which 1s accom-
panied by a high pice of commodities at home, as m the case
of a deficient harvest, there can be no doubt that, co-existing
with such diam, the actual amount of cuniency 1equued for
mteinal circulation would, for a time at least, be greater,
whether pwely metallic o1 paper and com. But the whole of
the a1guments which we applied 1n owr second artwcle (page 13)
to a metallic cwiency, a1e equally applicable to one of paper
and com, for the paper, being convertible at pleaswe, would
be subject to every action that com would be. In short, bank
notes a1e meiely so many orde1s to 1eceive com, and, theiefore,
any motuve that could nfluence con, command 1ts course, o1
direct 1ts vanations m quantity or value, must apply equally
to those paper instiuments which, in 1eality, are simple oders
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for gold, Can we, i practice, concerve any cucumstance
which would ar1se, when a man holdng one kundred sover exgns,
could be nduced to dispose of them differ ently, than 1f he held
a one hundred pound bank note, which he conld, at option, and
without delay, exchange for one hundied soveicigns?  What-
ever motive actuated the cisposal of the com would actuate
an cxchange of the note mto com, provided that weie needful
for the use to which he wished to apply it. In shoit, conver~
tbility erther means stuct dentity for every object, o1 1t
means nothmg  The com of a mixed cutiency, with this
check alone, would stand as hittle 115k of bemg diamed out,
as 1t would 1 the case of a metallic cnculation, for, whatever
effect a dram produced on a metallic cuniency, 1t would equally
produce on the com, and the notes for which com could be
bad at pleasme, constituting a mixed currency

We, therefore, hold 1t as an meontiover tible fact, that there
can be no varation whatever m the quantities, values, or gen-
eial action of a cwiency putely metallic, o1 of one composed
of com and convertible paper. And that the prmeiple of
convertibility alone 15 a peifect guarantee that, i all cases
and m every 1espect, the one eunency would stietly conform
with the othet

In ow next article, we will proceed to examne the 1emain-
mg thiee assumptions on which Su Robeit Pecl’s measuie
1ests, the four practical illustrations of the prmeiples contended
for, as given by Mr Loyd; the expetrience of then operanon,
so fa1 as embodied m the new bank bill, and themr tendency
and consequence m the case of an adveise exchange.
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"I'he Bank Act of 1844 continned —The contraction and expansion of the cui-
1ency at pleasure considered , fist, under an advese exchauge , sceond, un
da1 a favourable exchange ,—showmg that no such power 15 posscssed by the
Bank

Forrowive up a consideration of the five assumptions
which are mvolved m Sn Robeit Peel’s measme of last yea1,
we come next to that which infers the power of

CONTRACTION AND EXPANSION OF CURRENCY AT PLEASURE

AssumprioN, Thud-—That 1ssuers of bank mnotes have
power to mnciease o1 decrease the eirculation at pleasme.

The important and essential prneiple by which Su Robert
Peel expects his new measwe to operate m 1ccufymg the
foreign exchanges, 1s by an assumed action on the e culation
Dby means of a 1egulation which imposes the duty on the bank
to withdiaw 1ts notes as bullion flows out, and to meciease
theu quantity as bullion flows in—on the supposition that m
the former case the piices of commodities would be lowered,
expoits encomraged, and mports discowraged, and m the
latter case, that the pices of commodities would be 1msed,
expotts would be discouraged, and 1mpor ts encowaged , and
m both that the derangement 1 the foreign exchanges would
thus be corrceted  The inference as to the effect of such an
action on piices, weie such possible, we shall have to consider
by and bye. In the meantime we think 1t will not be duifficult
to show that no such power 1ests with the Bank, as this 1e-
gulation mfers, and that whatever efforts may be made to
comply with this condition 1mposed by the bank bill, will be
effectually counteracted by another action, over which the
Bank will have no contiol, and which will matcially aggra-
vate the dangeis and difficulties of an adveise exchange.

Let us, fo one moment, 1ecal to the mind of the 1eader the
tiue nature of cunency and the functions of a banker. The
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cmiency ongmally metallic, was so much of the capital of
the country put aude m the form of com, for the purpose
of facil 1 The g of banks was
Tighly useful to the public, m as far as the facilities they af-
forded of depositing money, with the ceitanty of 1its return
when 1equued, 1endercd a smaller quantity of capital necessary
to constitute a cwiency, and 1cleased the 1emamder for pro-
ductive pmposes. But the public, undel no cicumstances,
will yield up to banks alaiger portion of thewr money for de-
posit, than 15 with the and
of then tiade As fai, theiefore, as 1egards the amount of
cwm1ency when puicly metallic, the bankei 15 obviously a mere
passive agent, the circumstances which 1eally do contiol ats
amount bemng such as the banker cannot 1n any way nfluence
If iansactions mciease m amount and i numbes, the mstiu-
ment of exchange must also meciease, 1f tiansactions diminish
m amount and m number, the mstrument of exchange will
necessarily diminish, and a, poition of the capital formerly held
as curiency, will be restored to productive uses

But i all this, an expansion o1 a contiaction of the cui-
1ency 15 an EFFECT and not a cause.  In all such changes the
banker 15 2 PASSIVE AGENT, acted upon by the cucumstances
which detetmme the amount of emiency 1equired, and not an
ACTIVE AGENT, acting upon the amount of the cunrency. A mis-
taken notion as to these 1elations, we believe to be the funda-
mental error of Su Robert Peels il Noi will the question,
as we have now stated 1t, be in any way different, though
other modes are adopted of economising the amount of capital
m use as curiency, by the mtroduction of cheques or bank
notes, as long as these are convertible mto com at pleaswe.
Fou 1t must be quite evident, that, 1f the tiansactions of com-
meice do not require the amount of notes which are I cren-
Iation, they will be returned upon the wsuets, o1, 1f any at-
tempt be made to cwi tarl the curreney by foreibly withholding
bank notes fiom cnculation, 1t will only oblige the public to
withdiaw from then deposits a lager quantity of com  We
will sepavately examune the practical effects, as they would
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aiise n the case of an adveise and favowable exchange, m
oider to lustiate our argument,

Furst, A Apverse Excuanez.—We will suppose that the
Bank of England 1s m the most satisfactory position as 1e-
gards the amount of bullion and cuculation, and that the oe-
cunence of a bad harvest suddenly 1equues a large import of
gram, that the cxchanges ate tiined agamst us, and that a
strong drain sets 1 on the precious metals i the hands of the
Bank, under which two o1 three mullions quickly disappear,
and 1ender 1t necessary, under the 1egulations of the new law,
for the Bank to withdiaw a quantity of 1ts notes fiom cireula~
tion, either by withholding 1ts usual discounts or by the sale
of 1ts secunities  But mn the meantime nothing has ocemied
m the trade of the countiy to 1ender a smaller cuniency 1e-
quisite  On the contiary, the higher price of provisions would
1equue a laiger amount of currency to cuculate them, and,
therefore, 1f the Bank attempted forcibly to withdiaw a por-
tion of 1ts paper fiom cnculation, the only effect would be to
create a further diam on its tieasuie to supply the vacuum
thus made mn the enculation, by com.  This would be effected
by an action on the deposits. It has been obseived on all
former occasions, when the policy of the bank dictated an
aibitrary and forced withdiawal of notes, that then place
was mmediately oceupied by the paper of countiy banks,
nox does 1t follow that the banks mn question, which-have

been much blamed fo1 mcieasmg thewr enculation on such an ;

occaston, had any contiol over 1t It does not follow that
they mught not, at the very moment be dummishing then
credits, and acting on the most cautious primciples, fo1, even
m that case, then deposits weie still exposed to be diawn upon
to make up the 1equsite amount of currency Under the
new law, they will be effectually prevented fiom 1ssuing more
paper, and, therefore, when the bank cw tails the amount of
notes in enculation, the depositois m the country must be an-
sweted by com  The secunties held by countiy bankers will
be sold, and deposits withdiawn fiom the bank m the
shape of com to answer the mnteinal demand And thus,
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m spite of any uébempt on the pait of the Bank to ewtail
the cireulation, all that 1t can accomplish will be to alter the
propotion of notes and com—to cicate an mternal diain for
bullion co-existent with, and 1n addition to, the exteinal diam,
Bankeis may contiact the portion of the eneulation consistmg
of notes, but they cannot affect the whole amount of notes and
comn conjomtly. All they can at the most accomphsh will be
to alter the proportions. And thus, any action of the Bank
on the cuuiency of the country, by a withdiawal of 1ts notes,
which 1t has been asserted has lutheito been rendered nuga~
tory by the mcieasing issues of country banks at such umes,
will still be 1endered equally so by the place of the withdrawn
notes bemg filled up with com, and will only tend to aggia~
vate the diam on the Bank  Unfor tunately there 1s no means
of ascertammg, m the case of an efflux of bullion fiom the

' Bank, what portion of 1t 1s actually tiansmitted abroad, and

what poition goes to meciease the mteinal cuiiency. But
theie are many 1easons {o1 beheving, that what 15 often 1e-
garded entively as a foreign dhain 18 m a consideiable degiee
an wteinal diam  In 1839, under the unprecedented 1mport
of gram, the bullion m the Bank sank very 1apidly  In Sep-
tember, 1838, the crculation of Bank of England notes
amounted to 19,665,0007, and the bullion m the Bank was
9,615,000/ Fiom that month to May, 1839, moie than
2,000,000 quarters of forcign wheat were mpoited, and, m
the latter month, the cuculation of the Bank had been 1educed
to 18,350,0007, and the bulhon to 6,023,0000 Under a sud-
den umport of giam to such an extent, m eight months, and
of which the gieatest part (1,800,000 quaiteis) took place 1n
the fust six months, 1epresenting mn all a value of at least
7,000,0007., a 1eduction 1n the bullion of 3,500,000Z does not
appear laige, and especially in the face of a contiaction of the
cnculation of the Bank dwing the same time of 1,300,0007
It appears, however, that dming that peiiod, as 1apidly as the
Bank withdiew 1ts notes, those of the countiy banks were m-
creased, and filled up the cnculation. In Scptember, 1888,
the county enculation was 11,364,0007, and m Junc, 1839,
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12,275,000 Tor this meiease of cnculation the country
banks were much blamed, but, whatever opmmons may be
held 1egarding the cowse they pwsued, we think theie can
be little doubt that, had they 1etamed then quantity of notes
the same as they weie m September, the bullion m the Bank
would have suffered a 1eduction during that peiiod to fill with
com the vacuum created m the requisite amount of curency
by the withdiawal of the bank notes At this perrod of the
dran, the Bank, concerving that their plans for conecting the
exchanges weie frustrated by the expansion of the countiy
cuculation, took seveie measutes to check 1t, and even to
thiow 1t 1nto diseredit, by making 1t a 1ule of the Bank Pai-
low to 1efuse to discount any paper having the endorsement
of a jomt stock bank of wsue. Tlus act was accordingly suc-
ceeded by a sudden and violent attempt at contiaction on the
part of the country banks, so that, between June and Septem-
ber, thewr cunculation of notes was 1educed fiom 12,275,0004
t0 11,084,0007, making a 1eduction of the aggregate cucula-
tion of the Bank of England and the county banks, togethe:,
of 1,300,000/ 1n less than thiee months. But dwing this
pertod the dramn of bullion was mote severe than at any time
before o1 after.  On the 1st of June, the bullion 1 the Bank
was 5,119,000Z, and m September 1t had sunk to 2,816,000,
notwithstanding the loan fiom the Bank of France of
2,500,0007, leaving which out of the question, we agiee with
Mi Loyd that we would be justified i saying that « the bul-
lion of the Bank would have been completely exhausted ™
But we think there 1s every 1cason to beleve, that the con-
tiaction thus forced on the countiy banks tended, dwing those
thice months, to aggiavate the foreign diam of bullion, by
withdiawing fiom the Bank the com 1equued to sustan the
1equisite amount of cuiiency, In a few months the bullion
sunk about 5,000,000/ (taking mto account the ciedit upon
Paiis), but 1t 1s mpossible to say what potion went to satisfy
a foreign demand, and what poition to satisfy the mteinal de-
mand cieated by the withciawal of notes. At no petiod 1s
theie any 1eason to believe that people held more notes than
H
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their daily tiansactions requned, and at no period can 1t for a
moment be concerved that, while there 1s a large aggregate
amount of deposits m bankers’ hands, over which the public
have contiol, will they be mconvemenced by a want of a suffi-
ctent currency to peifoum the internal exchanges of the coun-
try; for, 1f paticular ndividuals have not a command of
money, owing to a difficulty m obtaining the usual banking
facilities, there are always plenty of other people, then com-
petitors m tiade, 1eady to take then place We think, therce-
fore, that 1t cannot be demed, that while bankeis may fo1cibly
contract that part of the enculation which consists of bank
notes, they cannot prevent the whole amount bemng preserved,
by a withdiawal of deposits, and the substitution of com for
notes. We readily, however, admit, that, after the hugh piice
of corn and the adveise exchange had lasted sufficiently long
to reduce the p of other d to lessen the
demand for manufactures, the amount of employment, and the
sum 1equired for the payment of wages, and consequently that
applieable to the daily expenditme, the cnculation would then
of 1ts own aceord become contiacted, both of com and notes

Tlus contraction follows, howeves, as the rrrecT of these com-
bined encumstances, and not as the jesult of any option on
the part of the Bank, We have dwelt longer on tlus part of
the question, because many, who have demed the powers of
the Bank to e ease the enculation at pleasme, have yet con-
‘tended that it could dummsh 1t at pleasme, ovelooking the
fact that, under any circumstances, they had only power to
withdraw the notes, but none to prevent a corresponding 1s-
sue of comn.

Second, A FavouraBLe Excranar.—It will be less difficult
to show that the Bank can exeicise no option 1n extending the
crreulation at pleasme.. We have alicady sufficiently constd-
ered the pumary conditions on which any change takes place
m the amount of cuency. Now, there seldom can be any
ciicumstances attendant upon the emly pait of an mflux of
bullion, caused by a favowable state of the foi eign exchanges,
which would require a laiger curiency to conduet the mternal
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exchanges of the countiy. The reason that leads to an mflux
of gold 1n payment of debts due to this country 1, that 1t has
become unp ble to mmport d In such a case
gold 15 not umported as an article on which a merchant ex-
pects to denve a profit, but 1t 15 a means by which he bungs
home Ius capital fiom other countries with the least loss, In
our second article (page 18) we have sufficiently entered mto
an examuination of the causes which would opeiate at such a
time to 1ender any merease of cmiency uncalled for, but
which, on the contrary, would rather tend to dummsh the
amount required. And this view 1s supported m a 1emaika-
ble mannei by the events which have occued since 1841,
when the exchanges fist turned decidedly m ow favour, and
the late Iengthened mflux of bullion to the Bank commenced

From January, 1841, the amount of bullion meieased fiom
3,965,000/ to 5,629,0007 m January, 1842, and to11,054,0007

m January, 1843, dwing which petiod the aggiegate cncu-
lation of the United Kingdom fell from 85,660,000% n 1841,
to 84,049,000/ m January, 1843, notwithstanding the gieat
reduction which took place i the rate of mterest dwing that
pertod, and of every plan being 1esorted to by banks to em-
ploy then ncreased means. So far fiom bankeis bemg able
to extend thewr note cnculation duing that period, we think
that there 15 much reason for believing that some considerable
portion of the mflux of bullion to the Bank was derived fiom
the mternal circulation of comn, which had been mcieased
dwing the period of very high puces, and which suffered a
contiaction on the 1e-action of piices and depiession of tiade
which ocetured n 1841 and 1842.  Tlus opimion 1 suppo: ted
by the fact, that duing the latter year the mconvenience of
the worn comage first became veiy sensibly felt among the
puivate banks i London. In that year and the succeeding
there appeaied a great tendency for com to centie i the me-
tropols, and the nconvemence to which bankeis weie sub-
Jected by 1ecerving so large a quantity, while the Bank 1efused
to take any that was not full weight, was a subject of heavy
complaint at the time, and ultimately led to an application to

n2
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the government to call m all the light gold com. This meon-
vemence would not have been expeiienced as 1t was, unless
there had been a very decided tendency to a contraction of
the quantity of com 1equued for cnculation, and o we e
cortect n this supposition, 1t affords another example of the
mper fection of any data, with 1egaid to the whole cireulation,
taken only fiom the pait 1epresented by notes.

But with 1espect to an cxpansion of the enculation at
pleasme, a banker has no power cither over the whole or even
over that patt made up of notes. The Bank may withhold
1ts notes, and let the public take com, and com will, though
not so conveniently, answa all the purposes to which notes
ate applied.  But the Bank cannot force 1ts notes and withhold
comn when requied, not will notes, being of a large denom-
mation, perform the functions to which com 1s usually apphed
—the payment of wages and other small sums 1n 1etail transac-
tions and puvate cxpendituie,

We have not as yet had any experience of an adverse
exchange under the New Bank Bill, but we have had upwards
of six months’ expetience of a favomable exchange, and that
so far corroboiates our views, that the bank 15 m all these
changes a meze passive agent, without any powel to act upon
the enculation at pleaswe. By a Bank return to the House
of Commons, we find that, on the 7th of September, when the
new Jaw came mto operation, the enculation of notes mn the
hands of the public amounted to 21,206,6247, and the whole
bullion to 15,209,060/ On the second of November the
bullion had sunk to 14,088,751/., and the cnculation had -
creased to 21,871,806Z. Fiom that time until the 22nd of
last month the bullion giadually ncreased unul 1t 1eached
16,000,4241, but the ciiculation had mn the meantime dimu-
mished to 20,582,5421, so that, while the bullion mcrcased
two millions fiom November to March, the cnculation de-
creased more than one mullion, although, duing the whole of
the time, numerous and active means have been used to ex-
tend the cwreulation of bank notes Nor can 1t be said that
the Bank has been prevented fiom effecting 1ts object by any



CAPITAL, CURRENCY, AND BANKING 75

operations of the country banks, which have all this time been
confined to a fixed amount of 1ssue And when 1t 1 con-
sidered that all the countiy banks have been, since the begin-
ning of September, thus confined to a fixed amount of 1ssue,
and may, therefore, be supposed to 1equne laiger reseives of
Bank of England notes, to meet any unusual demand, than
formeily, when there was no fixed lumt to then own issue,
and, moreover, when 1t 15 fuither considered that several
country banks have relinquished the 1ssue of then own notes,
and adopted those of the Bank, undei the provisions of the
Bank act, 1t 15 mdeed a matter of surpuse that a very con-
siderable ncicase m the cuculation has not occurred during
the last six months

We, theicfore, think 1t abundantly plam that not only the
fust puneiples of enculation, but the facts to which we have
1cfened, sufficiently prove the fallacy of the assumption that
the bank has any powe: to contiact or expand the cuiency at
pleaswe.

13
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The Bank Act of 1844 contined —Influence of Cmwrency on Prices—The Effect
of the Discovery of the American Mines —The Effect of an Expansion o1
Contraction of an Inconventable Paper Curtency on Prices —The changes pro-
duced merely nommnal,—The Impossibility of Incrensing or Decieasing the
Quantaty of Paper 1 Circulation, whea Convertible, 5o as to Act on Prices

Assumprion, Fou th—That by an expansion or contraction
of the 1ssues of bank notes at pleasute, the prices of commodi-
ties can be mereased o1 diminished.

This assumption exhibits a stuking example of an opmion
having gained such d P and ad as to
have ceased, for many years, to be considered a question on
which a doubt could be entertaned ; though 1t 15 probable
that the fact was entnely overlooked, that the circumstances
under which the opmion o1iginally g1ew, and to which 1t might
be applicable, weie altogether dufferent fiom those which have
existed of late years

It 15 not, howevel, difficult to tiace the ougm of the
opinion, nor to show that whatever girounds there undoubt-
edly wete for enteitaning 1t under other cncumstances, theie
aie none now.

To render this part of the discussion more plam, 1t will be
useful heie to recal the 1eader’s attention to a fact explamed
1 ow fist aruicle (page 1), that gold, although adopted as #ie
standmd of value, and comed 1nto current money, has stil]
only the same 1¢elationshp to other commoditics, m value, that
1t would continue to have had as an aiticle of simple baiter,
the only difference bemg that all vanations are expressed by
the smaller o1 greater quantity of gold (money) that, at any
gen time, will exchange fo1 a ceitain quantity of any other
commodity.

The hangeable value of any dity is de-
termined by the proportion which the supply beais to the de-
mand, but the ultimate value, by the quanuty of labow
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requued to produce 1t, for, 1f the supply be so gieat m pro-
portion to the demand, to secuie only such a price as will not
repay the cost of production, a portion of labow and capital
will be removed to some more piofitable article, until, the
supply bemng diminished, the piice rises to that rate which
will afford the usual wages for labow and profit on capital,
50, on the contiary, if the demand for an aiticle be so great,
m propoition to the supply, that 1t commands a higher
price than yields the oidmary profit of capital and wages of
labout, a laiger portion of both will be directed to 1ts produc-
tion, the quantity will be increased, and the puice duminished,
il 1t yrelds only the usual profit

These aie the pimeiples which determme the 1elative
values of commodsties 1n a sunple state of barter, alike of gold,
wheat, 1on, timbei, o1 any other aticle, and these are the
same principles which still 1egulate the 1elative values of gold
and all other commodities, though 1t be adopted a standerd of
value and comed mto money. 1f, in a simple state of baiter,
a quatter of wheat becomes worth moie gold, 1t can only be
because wheat 15 moie scaice, or gold more plentiful , o1, 1f
a quarter of wheat becomes woith less gold, 1t can only be
because wheat 1s more plentiful, o1 gold moie scaice, than
they had previously been. So precisely the same when gold
1s comed mto money and adopted as the standard of value.
If wheat falls m price 1t can only be that 1t has become more
plentiful, o1 that the commodity gold has become more
scaice, o1, if wheat 11ses m price, 1t can still only be that 1t
has become mote scaice, ot gold mote abundant We are
mote particular m making these clem admissions, because
some authots have considered that then undemable tiuth
amounted to a full proof of the assumption which we aie now
considering , and we shall now have to show wheiem such
opimons ate utterly groundless.

The first great event which attiacted the attention of the
world to the 11s¢ 1n the price of commodities geneially, con-
sequent on an mcrease 1n the quantity of the precious metals,
was the discovery of the American mmes. The gieater sup-
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ply of the piecious metals fiom this source had an effect
thioughout the civilised world of lowermg then exchangeable
value m 1elation to all other commodities, but the supply was
not checked m consequence of that lower value, inasmuch as
the labour necessaty for then production had dimmshed m
consequence of the 11chness of the mines, This deciease of
the exchangeable value of the precions metals conespondingly
loweied the value of all money, o1 cuculating medium based
on them as a standard of value, and consequently 1ised the
money price of all other commodities But, as long as the
precious metals were allowed freely to flow mto, and out of,
each country, the effect must have been generally and equally
felt mall Ve little ime could elapse beforc the new value
was communicated to the metals equally m every county,
for a difference of one or two per cent. 15 quite a sufficient -
ducement for the tiansmission of bullion fiom one country to
another  In this and all sumilar cases, thevefore, when puices
are 1aised by an meiease of the piecious metals, the effect 15
general and not local—the effect produced on commodities 1n
one countiy 1s produced similaily on those of all otheis, the
aclative difference 1cmains precisely the same, 1egulated by
the cost of production and the laws gover ning commereral ex-
changes  Theie 15 nothing whatever 1n the new value of the
metals which m any way wfluences the exchange of other
eommodities between different countiles, 1t produces, m fact,
only a nomumal difference of puice, and, though gold and silver
wete doubled m thewr quantity, and the nominal piices of com-
modities were also doubled, the exchanges between diffeient
eountries would 1emain altogether umnfluenced by that event.
Therefore, although such an ncrease o1 decicase m the quan~
tity of the piecious metals would unquestionably act on the
price of other commodities, yet that action would be m no
way such as could affect the exchanges between different
countiies  All things would 1emam relatwely the same as
before.  Thius would be the case with a puely metallic cw-
lency

The prices of commodities may also be acted upon by an
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increase or decicase of cuniency—when 1t 13 of meonveruble
paper, o1, bemg metallic, 1f the com 1s degiaded below the
standard, and this effect on prices, unlike that which we have
Just cousidered, will be local, and not general. "The most re~
matkable case which listory affords, of mconvertible paper
money, 15 that of the Fiench assignats 1ssued m 1790, We
have aheady, m a former aiticle, shown that mconverti-
bility alone 1s not a sufficient 1eason for depiceiation As
long as mconveitible paper 1s 1eceived by a government
mn payment of taxes, and passes cmrent as money, and
as long as the quantity does not exceed that 1equned for
the cunency—as long as comn continues to cuculate with
such paper, no depieciation will take place Thus, when
the Fiench assignats weie fist issued, and for many
months aftewaids, no inciease n the pices of commo-
duties took place. It was not, m fact, untl the contmuous
stieam of paper money, 1ssued for the expenditmie of the go-
veinment, had displaced all the comn fiom enculation, that
depreciation of the cwiency, and a coriesponding meiease 10
the prices of commodities, commenced , and, fiom this peitod,
whatever addition was made to the ci1culation would unques-
tionably be attended with a fuither 11se of puces, and, had
any contiaction of the cnculation taken place by a redemption
and withdrawal of a pait of the pape, a conresponding fall in
puices would immediately have followed. In shoit, i that
state of the cnculation, prices could be acted upon at pleasure
m accordance with the assumption which we aie now consider-
mg, and there 1s no doubt that the 1eport of the Bullion
Commttee of 1810, and many of the early wutings which ap-
pear to favow this assumption, in so domng, allude to the action
of an mconvertible paper currency

But nothing can be planer to the commonest undeistanding,
than that any change of piice which takes place fioma depre-
clation of the cunzency 1s only nomwal, and not 1eal, and
no way acts on the 1elative piices of other countiles, which 1c-
main piecisely the same as before  When the Fiench assignats
wete depreciated by over-issue, and all commodities m Iance
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had 115en in puce, eapressed in assignats, that 11se was com-
pensated, m 1elation to all other countises, by a coriesponding
fall 1 the cxchanges. If; before the depreciation commenced,
the exchange between Paiis and London showed that zwenty-
Sive fiancs were equal to one pound, as the depreciation pro-
ceeded, 1t would 1equite a constantly mcreasing number of
fiancs to puichase a bill on London of any given amount.
Any 11se of piice, thercfore, which took place m Fianee, con-
stituted no additional nducement to ship goods fiom tlus
country, for, whatever was appaiently gamed by their sale
Trance, would be lost m the exchange m making the 1emut-
tance to London , o1, 1f other goods, of French produce, were
mported as retutns for owr shupments, they would be pmi-
chased at a price 1elatively high. A piecisely sumlar cffect
would be produced by degiading the comn If, m place of
cowing only 37 17s. 103d fiom an ounce of gold, the wishes
of some parties had been followed, and an ounce comed mto
51, the nommal prices of all commodities m this country
would no doubt have been raised, but thew exchangeable
value m other countizes would have 1emaned precsely as 1t
15, and nansactions would be adjusted by an alteration n
the exchanges  We have thus pomted out two distinct ways
m which an mciease or decrease of the cuiiency can coues-
pondingly affect the puices of commodities—Fu st, By an -
cieased o1 dimimished supply of the precious metals, Second,
By an inciease o1 deciease of depieciated mconvertible paper.
In the first case the action on puices 1s geneial and equal
all countues having commercial intercowse, and, though
altered, the relatwe prce 1cmains the same. In the second
case action s local, and perfectly nommal and 15 effectually
d by a conespond 1 the excl
And m neither case 1s the am.um on piices such as can con-
stitute any 1eason for either mcreasng o1 dmimshing the 1m-
potts to, ;v expoits fiom, any other countiy, o1 that can m
any way affect the balances due between different countiies
But although all tluis 15 abundanily evident, and will
searcely be dented by any one, yet there can be hittle doubt
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that much of the prevailing opinion with 1espect to the action
of the cuiency on prices, mvolved m the assumption now
under consideration, owes its origin and general adoption to
the effects produced unde: the very different circumstances
whuch we have desciibed.

In a very able paper, attubuted to M1, Honer, which ap-
peated m the second number of the Edmburgh Review (1802),
we find the followng passage —“If the quantty of cnculat-
ng medium 1s permanently augmented, without a cor1espond-
ing augmentation of mternal trade, a 11se will unavoidsbly
take place m the piice of exchangeable commodities. Indeed,
this 15 a prineiple upon which all the witers on commerce,
both piactical and speculative, are agreed, they have thought
1t so undemable as to 1equue no particulan allustiation, and
have assumed 1t as an obvious tiuth”  Nor should we be dis-
posed m any way to question the tiuth of the proposition as
here stated. M1 Hoiner was witing at a pertod when the
cullency was mconvertible, when paper was aheady at a de-
preciation of 7} pex cent, and when much discussion prevaled
as to the effect of the mereasing paper 1ssues onprices,  Much,
1f not all, of that discussion twned on the question as to the
posstbility of p ly aug; g the enculating medium
M. Horner 1refers to D1, Smuth’s 1efutation of Mi Hume’s
notion that paper money 1a1ses prices, 1 which 1t 15 shown
that an issue of paper cannot1ase prices, because 1t only dis-
places so much of the com, and does not mciease the circula-
tion beyond the wants of tiade.  Now, no doubt, this 1s so far
tiue m all cases, but 1n the case of mconvertible paper, such as
existed at that moment, Di. South’s axgument only held good
until all the com was displaced, aftes which there can be no
doubt that whatever fuither 1ssue of inconvertible paper took
place, the cunrency would be depieciated, and prices would
cotrespondngly 1ise.  But m the case of a convertible cwi-
tency, Dr Smuth’s a1 gument would always be good , for though
1t would be quute possible for paper, 1f 15sued of the same de-
nommation as the comn, to piess the latter entiely out of en-
culation, as ono pound nofes have done n Scotland, yet the
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checlk of conver tibility must render 1t utterly impossible fu ther
to incicase the amount of the paper m enculation. It 1s tine
the general prmaiple, as stated by Adam Smuth, 1s subject to
a modification, which we have alieady m a former place no-
ticed. To whatever extent the 1ssue of paper money 1eleased
gold fiom the cunzency, to that extent would there be an 1n-
creased supply of that commoduty on the general markets of
the woild, and 1ts value would be coricspondingly dimimshed
as much as if a smmlar additional supply had been 1ecerved
fiom the mmes, and to this extent would the substitution of a
paper for a gold cunency meiease piices geneially m all
countites, while n each country they would 1emamn relatwely
the same. But i these cases agam the mfluence on prices
18 1esolved eithel mnto a mere nominal 11se fiom a depieciated
curency, which 1s compensated by a fall m the exchanges, ot
a general 1se caused by a lower valuc of the precious metals,
but which does not affect the 1clative prices between different
countiics, nor 1 any way act on the exchanges, except so far
as 1s necessary to effect a distubution of such additional sup-
plies of the metals

But n all these actions, which may be exercised on puices
thiough the cuwency, theie 1s nothing whatever m the least
degiee analogous to the action contemplated by the modern
doctime on which the New Bank Bill 1s founded, and mvoly-
g the p “that, by an exp or contiaction of
the 1ssues of bank notes at pleaswe, the piices of commodities
can he meicased or dmunished”  The mcerease o1 deciease of
pricesshere alluded to 18 not nommal, but 1eal, and n 1elation
to the prices of other countiles 5 an mciease o deciease which
shall constitute new motives for 1mpoiting o1 exportng com-
modities, as the case may be.

The assumption before us mvolves two questions—fiist, ex-
pansion and contraction of the cuency at pleasme, and
second, as the consequence, a coiresponding action on plices.
Many authors, m tieating of the latter as a consequence, and
even combating 1ts tiuth, have labow cd under g1 cat difficulties,

hy miacaadineg mnan tha adwicoian af thn famaae ek o s
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former be admutted, we confess we cannot undeistand how the
latter can be dented as the legitunate consequence. If, m the
language of Mi. Hoinel, there be any means by which ¢ the
quantity of cuculating medium (being convertible paper and
com) can be peimanently augmented, without a corresponding
augmentation of mntenal tiade, a11se will unavoidably take
place m the price of exchangeable commodities”  Such means,
as we have alieady seen, do existn the case of an mconvertible
cutiency, but the1isemn piice, m consequence, 1s ouly nomial
m that case, bemg mmmediately compensated to othel counties
by a fall i the exchange  But with a convertible cuiency,
of such means oawst at all, the 11se n price would not be nominal,
but real, as 1t would be expressed either m com or notescon-
vertible mto com, and therefore would not, as mn the other
case, be compensated by any fall m the exchange But this

fact shows at once the bility of the ¢ ? al-
luded to m the plcmlscs, when the curency 1s cammtrble.
A cuiency ¢ aug d without any corr

ation of mteinal trade,” rmplies a quantty of notes retamed
enculation, at the will of the 1ssueis, which the public do not
requue  Now, the public do not 1cceive notes fiom a banker
without paying interest for then use, and, however low that
may be, they will take no more than they absolutely 1equue—
no1 do they retan notes 1 then possession beyoud what the
convemence of trade 1equires, and, therefore, 1f 1ssued 1n. excess
of that quantity, and, 1f convertible, a portion would be in-
stantly 1etmned upon the 1ssuers  Nox can we conceive any
means whatever by which the enculation could be so aug-
mented, and we have deeply to 1egict that, although such a
power on the part of banks has been taken for gianted bymost
of the wiiters dwing the last twelve yeais, no one has yet at-
tempted to explam by what process 1t could be accomplished ,
and we axc compelled to think that impressions, which gamed
ground many yeais simce as applicable to an mconvertible
cuwiency, have been madvertently associated also with a con-
veitible cuniency
The 1mpossibility of incicasing the quantity of paper m e
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culation (when conveitible), except as the effect of a cones-
ponding meiease of an mteinal tiade, o1 of any depreciation
1 1ts value taking place, will be moie evident when 1t 15 con-~
sidered by what process an inconveitible cwmiency becomes
depreciated. On all hands 1t 1s admutted that as long as n-
convertible papet 1s not 1ssued 1n excess, as long as com con-
tinues fieely to cnculate with 1t, the paper will not become
depreciated ; but as soon as the paper 1s 1ssued 1n excess, and
the com 1s pressed out of cuculation, 1t becomes depreciated,
and the prices of commodities 11se mn consequence, though it
15 only a nomial 1ise, which would be better expressed by
deprceation of the cuculation  Now, how does this depreci-
ation and 11se of piice take place? Dwing the early 1ssue of
the French assignats, no depreciation o1 11se m puice of com-
modities took place until the com was pressed out of encula-
tion, because, as the paper was 1ssued, the tendency to a 1c-
dundant cuizency was constantly cotiected by the withdrawal
of silver, which, bemg a commodity having a geneial value m
the maikets of the woild, could be exported o1 taken for the
general uses of the cambist o1 the silversmuth.  But as soon
as silver was ext d fiom the cuculation, the ssue of
assignats still contmwng, and the same quantity of mteinal
exchanges only 1cmaining, the cutiency became iedundant,
thexre bemg no means of absoiption except n the existing
quantities of commodities, Paper in the fist place would
accumulate m the hands of individuals, and as the 1ssues of

d for cities for the use of the govein-
mem, o1 of those 1ecerving pay from the goveinment, the
simple law of supply and demand would reduce the value of
this paper and me1ease the price of commodities expressed m
paper  Burat will be obseived that this meiease of puice 1s
only m 1eference to paper assignats, and not to the comn which
they ongmally vepresented, for the com o1 bullion at this
stage 10se 1 the same pioportion as other things Dmimng
the Iugh piices 1 this countiy fiom 1810 to 1816, as far as
they weie caused by a depiceiation of the cuirency, they weie
fagl only m 1elation to paper, and not to gold, which 10se
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equally, and at the same time, as other commodities fiom tlns
cause. Well, then, seeing that 1edundancy and consequent de~
preciation of paper can only commence when no part of the
cunency consists of com which can be expoited o1 taken for
manufacturmg purposes (the paper having no mtimsic use at
home, o1 exchangeable value abioad), 1t follows, as a sunple
cotollary of those principles which have been admutted by all
writers wor thy of mention, that as long as paper 1s at pleasue
convertible mto gold, no such 1edundancy can take place, no
such difference can arse between the value of gold and the
value of pape1, and no such geneial meiease of prices of com-
moduties can be experienced

No doubt, if the mternal transactions of the country m-
clease, or 1f the pices of commodities 11se, & laiger amount of
ciiculating medium, whether pwiely metallic, o1 muxed of
paper and com, will be 1equned to conduct the exchanges,
and thus, though an mereased cuculation could not be called
mto existence as a cause to produce higher puices, 1t would
follow as the effect 01 consequence of highe1 prices  But m
that case, “the enculation would not be augmented without a
cot1esponding augmentation of tiade”  Mr. Tooke expresses
this view of the case thus —

“That the prices of commodibies do not depend upon the quantity of money md-
cated by the amount of bank notes, no1 upon the amount of the whole cu culating
medium , but that, on the contrary, the amount of the crculating medmun 15 the
consequence of prices
To which Colonel Toriens 1eplies—

“The logieal accuracy of this conclasion may be tested by affirmng the ana-
Togous ti0n, that the prices of Burope, after the discovery of
the munes of South Amence, did not depend upon the quantity of money mdi-
cated by the amount of com, nor by the amownt of the-whole of the supply of
gold and silver , but that, on the contrary, the munes of South Amertca, and the -
aiessed amount of gold and silve: obtamed therefrom, were the conseguence of the
subsequent nse of prices

That this g and plished should
have stated these as two “ analogous propositions,” 1s the most
stiking evidence with which we have yet met of the utter
eonfusion which pievails m men’s minds of the 1eal natwie of
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cunency and capital—of com as a cnculaung medium, and
of the precious metals as a commodity of commeice, a con-
fusion which must be so appatent to those who have followed
ow aiguments thus fa1, that we need not fuither refer to it.

But some have an 1dea that, in every case of an mflux of
bullion, a stmilar effect should be expenenced locally that 1s
produced generally by an inciease of metals fiom the mines
The difference 1s very essential. In the case of an oidmary
wflux of gold mto this country, caused by a favomable state
of the exchanges, the geneial quantity of gold 15 not changed,
not 1ts refation n value to other commodities, a new distiibu-
tion of 1t 15 all that takes place. To those who 1ecerved
larger quantities of metal fiom South America i exchange
for the commodities which they have shipped to that country,
and 1 consequence of the incieased pioductiveness of the
nunes, the additional quanuty was mn the fiist place so much
meieased profit, which not only enabled them to expend more
money puvately, but which also formed a powerful mduce-
ment to merease then puichases of goods and shipments
to South America  Such additional demand, for shipment
to that countiy, of woollens and cottons fiom England,
of wine and silks fiom I'iance, of flour and domestics fiom
America, and the mcieased demand for articles of con-
sumption, and for securties for mvestment by those who made
the additional profits at fhist, would soon ncrease prices gen-
exally, m proportion to the new supplies of the metals

But m case of an influx of bullion, owmg to a favourable
exchange, the case 1s widely different. The very fact that
merchants have 1ecomse to bullion to biing home then capital
fiom those countiles wheie 1t 1s not produced, 1s usually an
evidence that other commodities cannot be impoited but at a
loss. In consequence of the lessened mpotts the exchanges
twmn n om favow, and at length bullion 15 1esoited to as the
least"‘advantageons medium of tiansferimg eapital fiom one
place to another. But this neither 1afers a power for an m-
cieased piivate expendituie, not an mducement for a1epeti-
tion of puichases for shipment, and hence we find that m
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practice neithex circulation nor prices meiease under such ci-
cumstances, but that both diminish

In Article IT. (page 18) we fully considered the effect of an
influx of bullion m consequence of a favomable exchange on
ametallic cuiency, and the same precisely must take place
with a mixed currency of com and convertible notes

Trom the begmnning of 1841 to 1843 we had an unnter-
1upted favowrable exchange, the bullion m the Bank 1apidly
mereased all the time fiom 3,965,000 to upwaids of
11,000,0007 , every means weie used, which propeily could
be, to mcrease the circulation, but 1t fell, duing that time,
fiom 85,660,000/ to 34,049,000/, and duing the whole
period, the prices of commodities generally were smking
lower, and 1842, the yem in whach the larg.st iport of gold
took place, was the most depressed m prices, and the lowest
m the enculation of any duing the last thuty yems Nou
wete the stocks of commodities generally above an aveiage,
and the mmports wete much below an average, and, up to
thus time, though bullion has latteily mcieased to upwaids of
16,000,000/, all the 1recent efforts of the Bank to meicase
the enculation have proved unavailing, and the prices of all
kinds of commodities, even m the absence of any unusual
stocks, with some few P continue unpiecedentedlylow
The events of the last fow years must go far to convince even
those who will not exercise the patience to mvestigate and un-
derstand the theory, thata great etior has existed 1n 1egard
to the connection between bank circulation and piices of com-
modities
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The Bank Act of 1844 contmued —The Theoty of Regulating the Forergn Ex-
changes by an Action on Pajces —Great Distnbumg Influences fiom other
Canses Affectang Prices —The Difference of the Causes which Influence the
Tnaport of Com and other Commodities —The Bill of 1844 Caleulated to
Aggtavate o Dram of Gold by Discouragug Purchases of Goods, unbl the
Exchanges have shown Evideces of being Conected

AssumrrioN, Fifth—That by such merease or dummution of
prices the forcign exchanges will be coriected, and an undue
mflux o1 efflux of bullion, as the case may be, will be
arrested.

The theory of regulating the foreign exchanges by an action
on prices 1s simple and easily stated  As we have aheady ex-
plained, 1t 15 assumed that bankeis can contiact o1 expand the
cuculation at pleasure—that, with every such expansion, the
prices of commodities, generally, will 11se, and, with every
such contiaction, they will fall ; and, therefore, 1t 15 contended
that, 1f some general 1ule can be fixed, by which, when the ex-
change 1s favourable and gold flowing mto the country, the en-
culation can be unmiformly incieased, the prices of commod:ties
will rise, an 1mport of the cheaper goods of other countries
will be encowaged, the export of our goods discomaged, and
the favomable exchange thus coriected , and by which, when
the exchange 15 unfavourable, and gold 1s undergoing a dram,
the 1t could be contiacted, the prices of d
lowered, umpo1ts from other countries discouraged, and ex-
ports of our cheaper goods encomaged, the adverse exchange
would be cousected, and thus the dram of gold arested

The means proposed for accomplishing this object, by the
bull of last session, aie, that the Bank of England shall 1ssue
notes to the extent of 14,000,0007 on securities, and that
beyond that sum the amount of notes 1ssued shall fluctuate
exactly as the bullion i the bank fluctuates. The pimerple
15, that 14,000,000Z 15 assumed as the lowest amount of paper
that, under any circumstances, would be 1equued, and that
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above that quantity every mercase o deciease of bullion shall
be accompanied by a cotresponding increase o1 decrease of
notesssued, that as an mflux of gold, mdicating a favowmable

1 will thus be P d by an espansion of the
1ssues of notes, prices will correspondingly 11se, that a rise of
puices will encowage commodities to be 1mpotted, check our
expotts, conect the exchanges, and thus anest the mflux of
gold, that, on the other hand, a diam of gold, mndicating an
unfavowable exchange, will be accompanied by a contraction
of the 1ssues of notes, corresponding with the diamn, that the
puices of commodities will fall until 1t shall be more profitable
to export goods than gold, while the same cause will check
mpotts, courect the exchanges, and ariest the drain of bullion
And tlus law 15 to be imphatly followed and 1elied upon to |
regulate the curiency and contect the foreign exchanges. The
state of the foreign exchanges 1s to be taken as an index fou
contiaction o1 expansion of the cwiency , which, i then ac-
tion on the piices of commodities, ae, m then turn, expected
to conect the foreign exchanges when deranged.

In consideimng the preceding fow assumptions on which
this bull 1s founded, we have brought unde1 1review the funda-
mental g1ounds upon which the theoiy 1s constiucted, and we
must leave 1t to otheis to decide how far we have succeeded
m proving that 1t 15 based on grave and essential errors, which
must 1esultn a serious disappointment i 1ts practical effects
It will be seen, howevei, that the whole theoy 1esolves 1tself
at last 1nto the effect which a forced action on the prices of
commodities would produce on the exchanges, and on an in-
flux o1 efflux of bullion, Now, for one moment admtting
that the theory and proposed machmery for affecting such ac-
tion on piices were as efficient as we have endeavoued to show
them to be otherwise , admitting, for & moment, the whole
hypothesis on which Sn Robert Peel has built his scheme to
be true, let us examimne how far such action on prices could
be relied upon to effect his object—of couecting the ex-
changes.

I the fiast place, 1t 1s not professed, by the most unhesitat-
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mg advocates of the prneiple, that the Bank can mfluence
prices at pleasuic by a contraction o1 expansion of the cui-
1ency, that there are not other very impottant elements which
must also, and at all imes, be m operation, connected with the
various and intiicate circumstances other wise affecting supply
and demand. This 1s so obvious that 1t would appear to 1e-
quue httle Ulustzation, for 1t 1s notoilous that, at peiiods of
the greatest pressure on the money market, even when disciedit
and panic prevail, theie aie some a1 ticles which, fiom cicum-
stances connected with supply and demand at the moment,
command very high prices, and that, on the other hand, when
trade 1s excecdingly prosperous, capital seeking employment
extiemely abundant and cheap, and ciedit in a most perfect
and undistinbed state, some gieat and leading aiticles have
been at the lowest pomt of price  In fact, no one will pie-
tend that, altogether independent of any influence of the cu-
1ency, some a1 ticles are not constantly fallng while others are
1ising m piice, and that there s, therefore, no uniform ac-
tion, which at any time o1 under any ercumstances has been
obseivable  It1s, therefore, quite evident that, though all the
prmeiples sought to be established under this theory were
tiue, we should have no gymantee whatevet, that, while an
effort was bemg made to 1educe prices by means of a contrac-
tion ot the curiency, some other mfluences equally, or even
more, power ful might not be m action having an oppostte ten-
dency But 1t may peihaps be said that the cncumstances
which would otherunse affect prices would do so equally n all
countiies, and that all you wish to accomplsh m 1elation to
the exchanges 15 to affect them m this country m relation to
the surrounding countites  With 1cgmd to some articles this
no doubt 1 tiue If cotton, foreign sugm, o any other
artiele which has a common and natuial value n this country,
should 11se o1 fall m puice, the 11se o1 fall will be general,
but m respect to colonial suga, o1 any other article of foreign
produce, having by ow fiscal laws a price m this country alto-
gether mdependent of 1ts geneial price m other countues, a
11s¢ o1 fall may take place 1n such commodity 1n this country
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altogether miespective of 1ts value m the markets of the woild
Tor example, suppose the Bank weie attempung to contiact
the cmrency and to lower puces, while there was a stiong '
tendency for colomal sugar and coffee to 11se 1 consequence
ofa deficient supply, and that perhaps at a time when the
smular aiticles of foreign giowth weie 1eally falling m the
markets of the woild, theie bemng no affinity’ between the
price of these aiticles here and 1n other countues, they would
not only 11se 1 puice actually but sclatively. The same would
be the case with om home produce protected by high duties
against the competition of other countiles, and with such of
ow manufactures as we pioduce so much moie cheaply as to
be uninfluenced 1mmeduately by similar aiticles produced else~
wheie  But the most difficult case to which to apply the prin-
ciple, and the most impoitant one, because 11 nme cases out
of every ten 1t would be found to attend an adverse exchange,
would be a scaicity and lugh piice of coon The balance of
exchanges can seldom, 1if ever, be tuined agamst us to any
nconvenient extent, except cither fiom a foreign wai o1 fiom
the necessity of imporng gram  In any other case where de-
1angement 1n the balance of tiade occuiied, the cotrection
would be ealy and easy If at any tune, fiom a spurt of
speculation, a vely unusual quantity ot produce genetally weie
mmpoi ted—of silk, wool, flax, sugai, coffce, tea, and other
articles, the high piice which mduced the impoit would have
the effect of 1educing the consumption, a reduced consump-
tion, and such a gieatly mereased supply as tuined the ex-
changes agaimst us, would mmediately lower piices, and the
exchanges would be mstantly, and at an eaily peiiod, coi-
1ected by the re-exportation of commodities, which had fallen
1 consequence of over-supply, while fui ther 1mports would be
for a time suspended  Therefore, m all these ordnary articles
of mercantile exchanges, the simple effect which supply and
demand exeit over price must constantly be tending to coi-
1ect the exchanges m such a case.

But 1n the case of a bad haivest the difference of opmion is
very impoitant  The supply of a sufficient quantity of coin

13
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18 a necessity before which eveiy other consideration sinks
At whatever cost, at whatever other saciifice, 1t must be pro-
cuted, not does a high price for a long time act on the quan-
tity consumed, 1indeed, 1t 13 & question whether the reduced
condition of the masses of the people m the times of scaicity,
which prevents them obtainmg so much butcher’s meat, ot othei
more expensive articles of diet, does not 1eally meiease the
consumption of biead when 1t 1s demx  During most cases of
an adveise exchange coin 1s a gicat article of impor tation, and
one of the chief a1 ticles of mternal tiade for which a cnculating
medium 1s used In 1839, when we 1equued an import of
nearly fow mulhons of quaiters of wheat to eke out the con-
sumption of the year, what amount of contiaction of curiency
would have been able to 1educe the puice of this commodity,
or would have ai1ested the impoitation? So fai all this goes
to prove that, 1f even all that 15 professed as to the power of
the Bank over the cwiency and prices weie tive, there are
other antagomst nfluences over piices which would 1ender
the action of the cmiency theory extiemely unceitain, and, to
say the least, not to be relied upon as the self-acting and safe
prmeple which its advocates have 1epiesented 1t to be.

But there 1s a consideration m relation to this part of the
question of the highest mmportance, which appeais to have
been entuely oveilooked, and which we think, when faurly
stated, will be admtted to nvolve consequences not only the
reverse of those which ate expeeted, but such as will prove
highly dangeious and detimental 1n the event of an adverse
exchange.  As this s a pomt fiom which an 1mpor tant prac-
tical evil 1s likely to aise in the working of the present law,
we ate more desnous of stating 1t in a clear and explicit way ;
and, m order to do so, we will assume that the whole theory
of contraction and expansion of cuiency, and the consequent
action on prices, contended for by Su Robert Peel, to be true,
and then we will show that even 1n that case the effect on the
exchanges which he contemplates could not and will not be ob-
tamed, but that his 1elations will 1ather have a tendency to
aggiavate and prounact the evil.
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Su Robert Peel has passed a law—the gieat and leading
prmerple, as proclaimed to the world, of which 1s, that i the
event of adveise exchange against this conntiy, and an efflux
of bullion, ow system of currency has withi 1t a self-acting
prmerple of contiaction, wheieby the prices of commodities
shall be 1educed, 1n order that they may be expoited m pe-
ference to gold  Now, let us—fo1 an example of the practical
effect of tlus regulation, and of this proclamation to the woild
—let us suppose we had a recwience of snch a haivest as that
of 1838 o1 1839. On the appioach of the haivest the stocks
of old wheat are cxhausted, the haivest itself 1s later, and
very defective, prices 1apidly 11se fiom 50s to 60s, and fiom
60s. to 70s the quaiter, as in 1838, a violent speculation
commences 1 foreign wheat, two millions of quartersaie im-
ported m a few months, the exchanges ae 1endered adverse,
bullion flowmng out, and every means 1s bemg used to contiact
the cinculation of notes according to the prescuibed 1ule  What
will be the effect on the puichaseis of Butish manufactuies
for shipment at such a tome? Will a 1egulation, which has
for 1ts professed object the cheapening of goods, mduce people
to increase then orders, o1 to countermand those they have
gwven? When every day that the adveise exchange con-
tinues, 15 expected, by the cffect of these currency 1egulations,
to 1cduce prices still lower, 15 any meichant gong mto the
market this week to puichase what he expects will be cheaper
neat weck? o1 will he puichase next week what a continuance
of the same events, and a stll moie advaise exchange, lead
him to expect to be cheaper the week after? No  The fist
symptom of an adveise exchange—of a diam of gold—wall be
taken as a notice for all foreign buyets to suspend then pur-
chases, and to keep them down to the lowest possible point,
fiom the expectation which 1s thus held out to them that as
the dram proceeds m ntensity, prices will become lower and
lower Meanwhile the manufactwers, fiom a similar antici-
pation of the action of an adveise exchange on the puices of
therr goods, will be as eager to sell as merchants will be to
abstain fiom buying. Prices will thus be 2apidly and yum-




94 ARTICLE V1T

ously 1educing, the evils will be gieatly exaggetated, aNp THE
OBJECT WILL NOT BE AccoMpLisHED, This 1egulation 1s the
highest premium which could be offered to abstan fiom the
puichase of commodities, mstead of acting, as 1t 13 mtended
by 1ts authors, as a swe guaantee that such pmchases would
meirease, and aitest the diamn of gold, for, let 1t be 1emem-
bered that the punciple 1s, that with an eaily contiaction, and
an caily 1edunction of the price of goods, our exports will be
mercased and the exchanges cotiected at such eaily peniod,
Nor would the evil end with the merchants here, thewr advices
to then constituents on the continent and elsewhere of the fall
of prices, and of anticipated fin ther falls, would induce paities
abroad to 1etain the smallest possible stocks of goods

Some pmit of the evidence of that distingwished banker,
M. Lewis Loyd, before the comnuttee of 1819, 1s extiemely
mstructive and 1llustiative of the effect which we aie now
pressng  After stating, 1 his previous answers, that a f-
ther 1eduction 1 the amount of bank notes would be very ru-
mous to all classes, Mr. Loyd 1s asked—

«Will you explam how this 1eduction will operate® Tt would produce a fur-
the) immediate stagoation 1 tiade, a further reduction m the puces of all com-
modities, and, m consequence, would he the 1um of a gieat number of merchants
and manufacters, and the tuumg out of emploviment of an fmmense body ot
workmen  The way the scaraits of money aperates at piesent 15, that poduce
and manufactured goods can hardlv be sold at anypiice  There 1s compuatavely
nothmg domg 42 persons duspased to buy expect goods nuuch lower, and ther e
fore put off then pw chases s an wmstance, a merchant fiom Hollend called
upon me yesterday, with a sum of money, prepared to purchase manyfactu es m

Lancashu e and Yorkshue  He fold me howould not buy ol present, as he and all
Jus connearons evpected goods to be much lower

It1s not m a fallmg meiket that people inciease then pui-
chases, on the contiary, 1t 1s then they hold back, and 1t 15
not until the opinion becomes strong that prices have seen the
lowest point, and thete 1s a piobabihity of a 11se, that an -
ducement exists for mncieasmg puichases Now, m the case
before us, this pomt cannot airve as long as the exchange
continues adveise, and bullion 1s unde; gomg diminution, noy
untl & tuin m the exchanges would prove that the lowest
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point was passed, and an expectation became general that an
mflux of bullion would shottly follow, and wath 1t an expan-
sion of the cuniency and a rise of prices, so that, mstead of
mdueing moie extensive puschases of goods at the ealy part
of the diamn, these regulations would have the effect of delay-
1ng them till the worst of the evil was past, and would thus
tend, as we before smd, not only to AGeRAvATE but to rro-
TRACT the diam

It may, howeves, be thought that the lower piices alone
would merease the consumption of our goods abioad, and in-
crease then sale. That would, no doubt, be the ultimate ef-
fect, but 1t would not be expenenced fo1 a very considerable
perwod, and would be even then, for a long time, mote than
compensated by the 1educed stocks kept by dealers of all
classes as long as the maiket was a falling one

Undet this action of the new cwiency bill we look forwaid
with no small alaim to the ncicased and aggiavated conse-
quences which a failme 1¥ithe harvest, and a contmuance of
Tigh prices_mwreteiTie over the manufactwiing mdustiy of

-—‘m not, as 1t 1 pretended, subjecting 1t to an carher

but less 1ntense' depression, but, as we have shown, to an eai-
lie, 1t 15 tiue, but also to a more mtense and protracted suf-
ferng.




ARTICLE IX.

The Bank Act of 1844 contimued —Proposal of Sir Robert Peel to Assimilute the
Scotch Bauking to the system established by that Act —No good giound tor
such an aitempt —Umformuty of System wm the two Countuies desuzble —
The most Imperfect System should be Assmulated to themost Perfect, and
notihe Peifect to the Imperfect —The Scotch System of Banking contrasted
with the Enghsh System —The application of the primeiple of the Act of
1844 to Scofland and Treland calculated gicatly to aggavate the diffoulties
of the Bank of England under a dran

In addressing the House of Commons Jast yea: on the mtro-
duction of the bill to regulate the cwirency of England, Sn
Robert Peel appealed to the geneial dissatisfaction felt n this
country with the existing system as an evidence that at least
some change was 1equsite He said he held m lis hand
«¢ proof of the evils flowing fiom the present state of the law,”
which would make 1t impossible to 1esist some change. These
are the twvomostimpor tant pomnts of which the Right Honourable
Baronet’s present case 1s uttealy destitute, dissatisfaction with
things as they ate, o1 proofs of any evil anising fiom a system
which has existed thiough all the civil and foreign wats, com-
mercial and political convulsions of neaily two centuries  And
1t 15 surely no shght 1csponsibility which a minister takes up-
on himself to commence, 1n however small a degiee, an mter-
ference with a system which has woiked so satisfactonly and
so safely, and to attempt to make 1t approximate with another
system of cuirency which, to say the least of 1t, 15 yet only an
expetiment, and which, with all the care of the State hitherto,
has been so imper fect that dissatisfaction has never been sepa-
1ated fiom it—callmg for fresh legislation and interference
every few yems, and to this day having gamed the absolute
confidence of no man.  Sn Robert Peel took occasion to ex-
press hus satisfaction with the measuie of last session, so far as
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1t has gone.  Now, 1f he considered the pumerple on which 1t
was founded, we think he would have no cause for that sats-
taction. The fundamental prineiple of that bill was, that the
cuculation should expand and contiact with the bullion
Durng the whole year, neaily every fluctuation of bullion and
circulation has maiked a 1eveise action. And though no in-
convenience could be expected fiom any bank bill while the
exchanges weie all m ow favow, and bullion flowing m fiom
all quaitets, yet, if the punciple be true at all, 1t ought to
have acted as certamly under a favomable exchange as 1t 1
expeeted to do under an adveise exchange ~ All that has yet
happened should have taught the munister to doubt and pause,
mstead of being confident and going on.

Nor does there exist the same 1eason for iteiference with
the Scotch banks that there did last yeas with the country
banks m England, even for the puipose of giving a fan tisal
to the experiment now making on the cunency thiough the
regulated action of the Bank of England It was contended
by Su Robert Pecl, as 1t had been before by the most eminent
advocate of this system, that the Bank of England could never
exelcise peifect control over the cuculation so long as numer-
ous and competing 1ssueis of notes existed m the country. It
was asserted that when the policy of the Bank decreed con-
tiaction, and took steps to accomplish 1t, then efforts were
counteracted by incieased 1ssues on the pait of countiy banks,
and that the notes of the former mn such cases bemg with~
diawn, only made 100m for more of those of the latter, and
that thus the expected action on the whole cuculation, on
prices, and on the exchanges, was defeated  Now, mith those
who have faith m the doctrme on which Sn Robert Peel pro-
ceeded, this was a most reasonable objection But no such
objection can be taken to the Scotch ciiculation of notes, be-
cause by law they aie prohibited fiom cuculating in England
at all, and therefore the action of the Bank of England on the
cuculation could not mn any possible degiee be affected by the
1ssue of Scotch notes, any moie than by those of the bank of
France. Not one note withdiawn by the Bank of England
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«<ould by any possible scheme be supplied by the Scotch banks
Not one effort made by the Bank to act on the cuculation
England could be counteracted by the Scotch banks  If the
Scotch banks advanced money to houses 1 England, 1t could
only be by drafts on then 1eseives m London, and pad m
gold or bank notes  The cxpermment, therefore, of the New
Bank Bill was peifect and complete, without any mteiference
with the Scotch banks

But 1t 1s said, why should Scotland have one system of
banking and England another? To this thete 13 no 1eply.
Thete can be no earthly 1eason why the same system should
not be applicable to both. There may be ceitamn care and
precantion needed m the assiulation,  But then, if yon are
about to assinilate two systems, what do you do? Do you
assimulate the perfect to the impeifect, o1 the unperfect to the
perfect? That which gives unwversal satisfaction and affords
1o proofs of fialty, but has withstood the test of nearly two
hundied years, with that which, after passing through cen-
tuntes of tinkeung and changing, without even appioaching
to a mote satisfactory condition, 1s now only 1n the fist year
of the mnty-ninth experiment, o1 would you do the 1everse ?
This 1s 1eally the question to be deternuned by those who asseit
that the systems should be the same mn both countiies—that
Scotland should possess no privilege that England does not

In contiasting the experience of the two countiies, 1t would
be 1mpossible 1 the whole history of commeice to find such
stuking examples of the beneficial eflects of peifect ficedom
of action on the one hand, unaccompamed by any puvileges
01 monopolies to any one paity, but m which all aie exposed
equally to fice and umestiicted competition, and the whole-
some 1nfluence of public opinion, and, on the other hand, the
evil effects of privileges and monopolies gianted to favoured
paities, and of the attempt to regulate by acts of paliament
questions of commetice and cunrency  In the case of Scotland
we have seen for nemily two centuiies the effect of a peifectly
fiee and uncontiolled competition  Not one act o1 law has
been passed duiing the whole of that time to mtaifere with ot
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1egulate the cunrency of that countiy  The effect of fiee com-
petitton has been to assmmlate and mould the system of
business to the wants of theage, and to the habits of commerce
as they changed. Hence, competition and fiec action have
mantamed the Scotch banks exactly what the Scotch publie
and then necessities 1equned , and hence the universal satis-
faction which has all along marked the system  But does free
competstion produc  unsound banks o1 unsound banking ?
On the contiary, the soundness of the Scotch banks 15 the ne-
cessaty offspuing ot that fiee competition.  The fiist essential
ma bank 1s safety the fust thing, therefore, which a bank
must study 10 competing for business, and to attiact valuable

18 the perfect ! of the public, ecompetition,
therefore, dnects immediately to the adoption of such safe and
perfect prneiples as shall secwe that gireat essential—confi-
dence  There being no 1estiiction as to number of paitners,
one of the oldest elements of secunity of Scotch banks was,
that they always consisted of a laige number of known and
wealthy men, even before the wtroduction of the Jomnt Stock
Banks By luw, there has never been any 1estiicuon agaimst
any one issuing notes 1 Scotland,, but by practice, 1t has ever
Dbeen unpossible for any unsound or unsafe paper to obtam
cutency The late Mi. Mabeily, when i the height of lus
prosperity, notwithstanding all his wfluence, labomed for
yeais m vaimn to establish acunculation of s notes, and pubhe
opimion, with fiee competition, was his only check,

‘What has been the case m England duiing the same time ?
We started by giving prvileges to the Bank of England
these puvileges alone wete enough to prevent safe banking
fiom ever gammg giound  We piesciibed and hmited the
number of partners which could bimg then joint secunty to
the public 1 any one bank (a dnect premuum for msecurity).
We prolubited the establishnient of banks of 1ssue within that
cicle, where alone stiong and safe establishments would have
been most Iikely to have takenioot, and extended then influ-
ence upon safe principles throughout the countiy, as was the
case fiom Edmbuigh throughout Scotland. And we mter-
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fered by numerous 1egulations to protect the privileges of the
Bank of England, and effectually prevented all that wholesome
action of public opmion and fiee competition which have
proved so benefictal m Scotland ~ We have never 1ested for
many yeais together without some new laws, some new 1egula-
tions, dictated by the fancy and theowy, fashionable at part-
cular pertods  And thus, by constant inteiference, we have
preve\\ted publlc opmion, and the expenence of bankeis
th pting and Iding then business to the best
and safest conrse, even under any glvcn state of cncumstances
It has beeu a system of constant nte: ference and distmbance,
panted only by d d doomed to dis-
tuwibance again Bul. dlsappomtment has produced nolack of
confidence 1 legislators, and Sn Robert Peel proceeds to a
new expermment 1n 1844, with as much confidence as if those
of 1819-1926, and the subsequent acts, had all been as suc-
cessful, as they have proved the contiary And, what 1s moie,
disappomtment m former numerous experiments scems to
make hum so confident 1n this new one, that he mnsists upon
dragging with him the Scotch banks, who for a couple of cen-
tunies have neither disappointed themselves no the publie.
The punciples of cunency have certamly been 1endered
so abstract and mtiicate by these vaious and numerous
theoties, that few people will even ventuie an effort to undei-
stand them Though miealuy, if left alone, and released
fiom the eteinal inteiference of law makers, and fiom the
baneful wfluence of monopolies, they are as simple and self-
adjusting under fiee competition as the conducting of any
other business whatever ~The affectation of goveinments to
protect and find prudence for the public n such matters, 15
proved by all experience to be a practical cheat and deluston,
and which has always had 1ts o11gin n an attempt to suppoit
and mamtamn some monopoly o1 puivileged class
But, 1f the people do not undeistand the theory, they can
readily compiehend the 1esult
It would be a van and laboitous task were we to ventue
to ascertan the amount of loss which the public of England
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has sustamed fiom the faluie of banks, even dwing the last
ten years, to say nothing of 1825 and 1826, o1 of the penod
from 1814 to 1817, or of the numeious eailier pertods of dis-
twbance, pame, and convulsion, Without going meny yeas
back, 1t would be easy to count this loss m mullons of pounds ,
but we will show, mdependent altogether of the duect loss,
one of an induect chaiacter, and of enormous amount, which
the public has suffered dming the last thiee yeais, ansing, we
aie 1eady to contend, fiom the 1mperfection of our banking
system, and fiom which Scotland has been entuely exempt.
We allude to ow loss by wear of our gold com. The fiist
comage of ow sovereigns took place m 1816  From that time
to 1842 there were periods when an immense number of Light
sovereigns wete cutand destioyed by the Bank. But we con-
fine oursclves only to the period after the proclamation was is~
sued n 1843 At that time an ummense amount of light com
was puichased for the ordinary use of gold, by jewellers and
othets  We know of an mnstance wheie a maker of watch
cases pwchased many thousands of pounds fiom bankers.
But let us take the Bank of England only as ow test. The
Bank puichased light gold to the value of—

Trom January to December 31st, 1843 £11,187,223
January to July 1st, 1844 2,005,104
14,042,417

This was the net money value of the light comn, and the rumber
of corns would, therefore, be mote than 1s 1epiesented by that
sum. The loss sustaned by the public was, 1 many cases, as
much as one shilling cach sovereign , i most cases at least,
sixpence, but at the smallest 1ate, fowm pence , but, let us sup-
pose that only fourpence on each was lost by the public, and
taking the number only at 14,000,0007, leaving out of the
question altogether those used up for watch-cases and other
purposes, at this very Limited calculation, the loss to the com-
munity of England, on its gold cnculation, amounted to no
less than 288,333/—and, computing the teal loss duming the
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peitod from 1816 to 1848, fiom Light com only, we cannot
make 1t less than 800,0007

‘What do we find has been the case m Scotland, which has
had the same convulsions in commerce and m politics, and the
moze setlous ones of cvil wars to contend agamst It appears
n pmliamentary evidence m 1826, that fiom the fiist esta-
bhshment of banks n Scotland until that ttme—a petiod ot
neaily one hundred and fifty ycars—the whole loss which the
public had sustamned by Scotch banks and by the fice and
unlumited competition 1n the 1ssues of notes, was 82,0007, o
little more than one-tenth of the loss in England by the wear
of com alone duting the last twenty-seven years

Contend as we may about theoiies, heie are the staggeing
practical cffects of the difference of system and management
And can t, then, be a matter of swipiise 1f & whole nation should
1ecoil hom the 1dea of distuibing a system so pe1 fect and so safe
1 practice, so convenient, and 1n every way so adapted to 1ts
wants and habits, and to adopt mn 1ts place, one which 1s but
inuts fast year of experiment, and which 15 the 1emnant of
others which have proved so disastious

But there 1s an 1dea that Scotland enjoys her pnv;lcoce at
the expense of England—that England has to keep a stock of
gold to sustam the wants of Scotland ~ Nothing can possibly
show the utter 1ignorance which prevails on these questions so
much as the crude notions thus expiessed  Shall we enable
the Bank of England mote easily to obtain a stock of bullion,
because we also compel the Banks of Scotland to do the same?
Thete 15 still only the same quantity of gold , and we seek to
diffuse 1t mto moie channels and 1eservons  But then, Su
Robert Pecl says, that at peitods of pressuie the Scotch banks
are sustained by the 1esouices of the Bank of England  Now
the 1eveise 1s the fact  No period of pressme of late years
has been accompanied by any disciecit of the Scoteh banks,
or any necessity fo1 them to draw gold ito Scotland, to meet
the demands of depositors, or for the payment of then notes
And does the mimister 1eally fancy, by the proposition which
he has made, that he 15 to assist the Bank of England n a
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time of pressme? A glance at this subject will show at once
the huge aggiavation of the evil of all peniods of pressuie and
panic, which, if lus proposal 1s carried, will be experienced,
not only by the banks and community mn Scotland, but chiefly
and most seriously by the Bank of England 1tself,

Su Robert Peel says, take the average of the last thnteen
months—fix yow cnculation at that, 1f you exceed 1t, increase
yowr bullion to the same extent Now one geat fallacy of
the aveiages of cuculation 15, that the average of a week,
taken at the close of busmess, 15 no cutetion of the actual
quantity of notes which must, during the week, be 1ssued at
particular times to 1epresent exchanges, the gieatest part of
which 1etuin to the 1ssuers before the amount m cireulation 15
taken at the end of the week, but when notes ae 1ssued, 1t 15
always uncertam what precise portion will 1etmn withm a
gwen time A banke:r dealing with Ius notes, therefore, keeps
a1eserve by lum for such momentary purposes, and to sustamn
a cenculation of 100,000Z, as shown by the 1etmins, he wil
have 150,000/ o1 200,0007. of notes, moie o1 less, and occa-~
sionally m use. But under such 1estiictions as proposed, he
will not be able to ventwe the issue of such notes, bemg un-
certamn as to then return, without holding bullion to avord the
penalty m the event they do not 1etmin. The system of aver-
ages 1s, therefore, extremely fallacious, and we cannot undei-

stand how 1t 15 to mpiove the condition of the Bank of Eng-
land, 1f for the limuted stock of gold m the woild 1t 15 to have
the fiesh competition of all the Scotch and Inish banks, m o1-
det that they may hold umfoimly laiger quantities than they
do  But this 1s the least of the evil

Let us suppose a pertod of pressure  The bullion of the
Bank 15 1educed to seven o1 eight millions (no very small
amount compared with some pe11ods), so that the ciculation
of notes 1s nealy equal to the secunities of 14,000,000/ and
the bulhon together ~What will take place 1n Scotland and
Ireland under the new bill then? The Scotch banks have to
protect 8,000,0007 of circulation and 80,000,000Z. of depo-
sits  Piessute 1s felt and 1s finther expected The Scotch

IS
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banks feel that 1t 1s necessary to meiease then 1eserves; that
their deposits may be 1equued by then customers to assist
thewr fiiends, to pay up 1ailway calls, or any other purpose for
which money becomes so much 1equired at a time of piessure
They see they cannot move without incieasmng ther amount
of com; they aie the largest holders of secuities and stock
London of any class of bankers; they order them to be sold
m the maiket, diaw bullion from the Bank, and mciease the
drain aleady 1apidly going forward.

It does appear the most extraoidmary idea for a Minister
to enteltain, that he can 1cheve the Bank at a pertod of pres-
swe, by bimging a new, and poweiful, and niesistible class
of competito1s mto the market, 1n the sale of securities and 1n
the stiuggle for bullion. If hus object were to mncrease the
intensity of such a crisis, he could not adopt a more certam
plan.

But experience has shown that it 13 utterly impossible to
anticipate all the evils of artificial nterference i such cases.
Experience has taught us the benefit of the fiee system
Scotland, the monstious evils of the other m England. One
mterference, however small, will be but the beginning, the
commencement, nay, the necessity for others, and the Scotch
banks must exther wholly and entirely 1esist the principle of
interference, and repudiate the bube of a monopoly as un-
worthy of them, or submut themselves to a course of constant
expetiments and changes, according to the fashions and the-
ories of the day
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The Bauk Act of 1844 continued —The Etpeuence of the Fnst Yem of ats
Operation —The Expected Effects Falsihed by the Events —Did not Prevent
or Check Specalation —Mr Loyd's Defence of the Act Exammed

Having closely exammed the various recerved and assumed
punciples on which the Bank measute of last yea1 was founded,
we are now induced, 1 consequence of the 1emarks made by
Su R. Peel, n bringing forward the plan for 1egulating the
Scotch and Iush Banks, to make some observations on the
expetlence, shoit as 1t has been, which we have already had, of
the operation of the bill of last yeas  On that occasion the
Mnster saxd.—

«But I must say, as far as we moy judge from experience, we have a perfoct
nght to be satwfied with the measuro we adopted (cheers), admitwg the
experience to be shott, as far as 1t has gone, T must contend 1t has been decidedly
1n favour of the policy and justice of the measwe sanctioned by the house 1 the
course of last year ”

On all hands 1t is admitted that the expenience of that
measuie has been much too shott to foum any conclusive e~
terton of 1ts entire effect, at all tunes, and especially at the
mote mportant pertod of pressure and cnsis occasioned or
accompanied by an adveise exchange  Yet so far as the gen-
eral punciples are conceined on which the bill 15 founded, as
well as some of the objects which the Munster expected as the
1esult of his 1mposed 1estiictions, we may draw some useful
conclusions from that experience, short as 1t has been. In
domg so, however, we cannot agree with Sn R Peel that there
15 any ground for satisfaction with that measure, masmuch as
the expenience of 1t, as far as 1t could be evinced under the
pecubar cireumstances of the last yeai, has m every respect
been the contiary to that which the principles on which 1t was
founded would have led us to expect.

X 2
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The fundamental principle on which the system adopted by
Su Robeit Peel mamly 1elies, and which us measwe of last
yeat chiefly aims at, 1s, that the cuculation shall follow all the
fluctuations of the bullion in the Bank; that the foimer shall
ncrease and deciease as the latter wncreases o1 decreases, by
an mvoluntary self-action  Now, we are ready to admut that
the object which the bill had practically n view, as of most
1mpor tance, was the deciease of the cuculation with the de-
crease of the bullion 1 o1der to couect an adveise exchange,
when such existed, and thus to artest a diain of gold. But
though this half of the action was that chiefly kept mn view,
yet the principle on which Parliament 1ched for the accom-
plishment of that object should prove 1tself equally efficacious
1m an opposite way unde1 contialy encumstances, if 1t be true
atall. Ifitbe tiue that an adverse exchange can be courect-
ed by this bill, by means of a self-acting contraction, 1t should
be equally tiue that a favomable exchange should be cot1ected
by means of a self-acting expansion. And the bil itself
equally contemplates the one and the other  Duiing the last
year the exchanges have d steaculy and tly
in om favow, though some shght vanations have taken place
1 the amount of bulhon held by the Bank, but with Little,
1f any, exception, the fluctuations mn the cnculation have been
Just the opposite of those of the bullion, though the two ought
to have cotiesponded.

By a retmn of enculation of the Bank, and the bullion held
1 each week since the new law came mto operation, presented
to Parhiement, we find that on the 7th of September the cn-
culation was 21,206,6241, and the bullion 15,209,060/ On
the 2d of Novembe: the bulbion had sunk to 14,038,7577, but
the enculation had meieased to 21,871,806/ Trom that date
until the 22d of Maxch, the bullion giadually increased m
quantity, unul 1t 1eached 16,000,4247 , but the cuculation,
1 place of exhibiting a coiresponding nciease, actually fell
to 20,582,542/ Thus, while the cnculation should have m-
creased nearly two millions, 1t decieased upwaids of one mil-
lon, and this took place dwing a time when the Bank was
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using the most active measmes to mcrease 1is busmess m all
possible ways, The 1eturns fiom week to week exhibit 1n their
variations the same dufference fiom the prmnciple mmpled by
Su Robert Peel’s bill

In the next place, as for the1esults of the 1estiictions placed
on the cnculation, as anticipated by Sn Robert Peel 1n his
speech of the 6th of May last yeai, we cannot but consider
that events have seuiously falsified those anticipations In
concluding that speech he saxd —«I1gjorce on public grounds
mn the hope that the wisdom of Pathament will at length de-
vise measures which shall mspue just confidence i the
medium of exchange, shall put a check on improvdent specula-
twon, and shall enswme, as far as legislation can ensure, the
Just 1eward of mdustry, and the legitimate profit of com~
mercial enterpuse, conducted with mnteguity and contiolled
by provident caleulation” Now, we think it will not be
denied by many, that duing the last nne months a more
1eckless and hazaidous speculation has existed (whether we
look at 1ts enoimous extent, ot the sertous and 1wnous con-
sequences which will some day, within the next very few yeais,
ensue fiom 1t), than any other which has been known m
modein times  We have known nothing equal to 1t n extent.
‘We have known no mstance 1n late yeais, when all the paities
conceined speculated mote darmgly, o1 moie beyond thew
bona fide mtentions, or capability to nvest the 1equisite caputal,
o from which so wide-spiead a 1eaction and ruin must ensue
To 1epress these excessive speculations, the Bank bill of last
year has been wholly moperative.  So fai, theiefore, as we
have yet had an oppor tunity of judging, whether of 1ts prmei-
ples o1 1ts 1esults, we ate utterly at a loss to understend the
sclf-satisfaction expiessed by the Minister.

Nor, 1f we would 1eason upon cncumstances of a different
kind, under which the bill 15 expected to operate, can we ex-
pect a more fi ble 1esult In the pamphlet published by
M Loyd last autumn, 1n support of the Bank bull, that ac-
complished witer adduces fow distinct petiods, of late years,
as illustiations of the applicability of the pinciples contended

X3




108 ARTICLE X

fo.. On carefully 1eferimg to the periods n question, and
the facts connected with them, we cannot discover any 1eason
whatever to believe that any of the anticipated advantages of
the new bll would have been experienced had 1t been 1 oper-
ation at the several peiiods 1eferred to

M. Loyd 1efas to fom distinet peirods m ow late history
as1llustrations of the practical benefit which can be relied up-~
on as ausing fiom the adoption of this prmciple—in thiee of
which cases a large and continuous diain of gold resulted in
severe commeicial ciisis, and m one of which such dram
dud not so1esult.  Now, n looking to the New Bank bill the
gieat object 1s to consider, 1 what way 1t would have oper-
ated had the cmiency been under 1ts 1egulations at those pe-
110ds, and we think, on attentive nvestigation, 1t wall appeay
that nothing which did then ocem would have been matewially
different under the operation of the New bill. The fast
peitod to which Mi, Loyd 1efers 1s fiom September, 1833, to
Maich, 1837, 1 which latter year ¢ commeicial and monetary
pressuie ocemred” Mi. Loyd fmnishes the following table
of the eneulation and bullion durmg that period —

Bank Aggregate Country
Bullaon Coculation  Cwculation Tasues.
1833 L. L. b b3
September 11,078,000 19,780,000 29,932,000 10,152,000
1835
September 6,261,000 . 18,240,000 28,660,000 10,420,000
December 6,626,000 17,321,000 28,456,000 . 11,134,000
1836
March 7,701,000 17,739,000 29,186,000 11,447,000
June 7,362,000 . 17,899,000 30,101,000 12,202,300
September 5,719,000 13,147,000 29,880,000 11,733,000
December 4,545,000 18,361,000 29,372,000 12,011,000
1837
March 4,048,000 18,178,000 29,209,000 11,031,000

Refeinmg to the umfoim deciease of bullion duing the
above petiod, the compaiative tivial dunmuuon of the encu-
lation of the bank, and the smalles diminution of the aggie-
gate amount of the bank and country 1ssucs together, and of
the great niegulanty of the countiy issues, and then want of
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uniformty with the fluctuations of those of the bank, Mr,
Loyd observes —

“Such are the facts

“ What aro the mferences to be deduced from them®

1 That thero cxusts no cffcient connection between the fluctuations of the
country 1sucs and those of the bank,

2 That by the conficting action of those two sources of issuc, the aggregate
creulation 15 muntamed ot a comparatively uniform amount, during o period
when the long-continued and heavy dram of the bullion requred a corresponding
contraction of arculation

“3 That consequently the aggregate cuculation cannot be considered as
subject to any menagement or reguletion which has reference to the bullion

“4 That m consequence of the bsence of early and steady contraction of the
cireulation, the decrease of the bullon remams for & long tue unchecked, and
therefore goes to & greater extont than it othermse woulddo .+

5 Had the nggregate urculation been steadily contracted in correspondence
with tho bullion, fiom the maxunum penod of both (in September, 1833), 18 there
not the fairest and most reasonable ground to conclude that such tmely and
steady contraction would have been gradual and ensym xts effects—that, com-
mencing before any fechng of larm had arisen, 1t would have worked more eealy
and not less effectually , and that, by puttng an earher zrestramt upon the effux
of bullion, 1t would have kept that action witbun smaller unuts, and. thus probably
have obviated a large part of the pressue of 1837 2 Comparesuch supposed con-
trnction of the aggregate circulation with what really took place,

Bank Aggregate Country
Bullson Crreulation Cuculation Tosues
1833 5 % L v
September 11,078,000 19,780,000 20,982,000 10,152,000
1834
Mareh 9,820,000 18700000 27,891,000 10,191,000
June 8,645,000 . 18922000 20,440,000 10,618,000
September 7,693,000 19,126,000 29,280,000 10,154,000
Decomber 6,750,000 18,304,000 28,003,000 10,669,000
1835
March . 6,686,000 18,311,000 28,731,000 10,420,000
June 6150000 18460000 20,399,000 10,939,000

“ Here 15 a period of two years, durmg which the bullion suffers a contmuous
and heayy dramn, bemg dummshed 4,928,000/ The bauk cireulation is dummished
1,320,0001, bewg o decrease 1n proportion to that of the bullion of Little more than
twenty-five per cont , and that decrease occurnng very wnegularly, not m the
steady and umnterrupted manner m which the bullion decreases  The aggregate
enculation 1s dunmshed only 633,000/ —0 about eleven per cent upon the de-
ciease of the bullion , and this decrease agamn occurred very megulaly

“The country issues mereased 787,000, being an s ease w the proportion of
about one-sixth to the dees ease of the bullion
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“This course of things termmated m the pressure and dufficulties of 1837,
What would have been the effect of o different course? Had the bauk and
country 1ssues heen both contiacted, m such manner that the aggregete crcula-
taon should, 1 1ts fluctuntions, have folloswed the bullon, the certarn and : ndensable
effects would have been a contraction of enculativn commencing eaxly, poceed-
1ng gently and equably, acting durng 2 period when there was noalarm o1 appre-
hension respecting the state of the bullion or of hiade, and producing & gadual,
noderste, but contmuons 1estrant upon confidence, 1ate of iterest, and specula-
tion, before they reached the extent to which they weie peimtted to go *

Now, admutting this 1easoming on these unquestionable facts
to be true, we ate led to inquire, what provisions are there mn
the new bill to have alteied the1esults as stated 7 Mi. Loyd
15 of opmion that had the bank and countiy 1ssues been both
contiacted m such a manner that the aggiegate cnculation
should, m 1ts fluctnations, have followed the bullion fiom
September, 1833, the crisis of 1837 mught have been aveited,
but this would not have taken place had the new law been the
regulator of the caniency  On the contrary, there 15 nothing
1 the new law which, as fa as 1egards the cnculation of the
bank, would have made the shightest difference m the whole
period, except a tuvial 1eduction of enculation of 130,000%
at the very lowest pomt i Maich, 1837, oo even as regards
the aggregate ciculation of the whole country until after June,
1836. The new law provides for a cnculation of bank notes,
1o the extent of 14,000,000/, m addition to the amount of
bullion held at any particular pertod, and an unifoom amount
of country 1ssues, which we may state at 9,000,000 Now,
duting the whole period, from September, 18883, to June, 1886,
the lowest pomt which the bullion ever reached, as shown by
the above tables, was m June, 1835, when 1t amounted to
6,150,0007 , by the new law the circulation of the bank might
then have been 20,150,0007, wheieas 1t was only 18,460,0007 ,
and 1n June, 1836, when the bank became alaimed, and began
to use sevele measwes to contiact, the amount of bullion was
7,362,0007, when by the new law the ciculation of the bank
mught have been 21,362,000, and the aggiegate ciculation
of the country 30,362,000Z, wheieas, in tiuth, the former was
then only 17,899,000/, and the latter 30,101,000 There-
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fore, down to June, 1836, no disproportion occmied between
the amount of bullion held by the bank and the amount of
cuculation of papei.

My Loyd, at page forty, states—we think very accmately ~
the causes fiom which 1esulted the crisis of 1837 —

“The 1evulsion of 1837 was the consequence of u long preceding peniod of
prospenty, which had generated excessive ciedut, over-trading, and over-banking

“These effects wero exinbited more parbienlurly m evcossive credats gven to
the United States, m the negotiation m this marlet of Amencan, Dutch, ma other
foregn secuities to o great amount, m the 1apid and eacessive expansion of joint-
stock banhing i thys countuy, and excessive credits given by them

We think we have shown that no provision of the new law
would have altered the cireumstances connected with the cir-
culation down to June, 1836, at which peiiod no one will deny
that all the catiscs above enumeiated, to which the cusis of
1837 1s attuibuted, had ocewied to the full extent which they
1eached, and that no policy on the part of the bank, affer that
date, could have prevented therr effects on our monetoiial and
commercial mterests  The long period of prospenty had been
enjoyed—excessive ciedits, ovel-tiading, and over-bankmg
had taken place , the Ametican, Dutch, and other forcign se-
cuiities had been negotiated m our markets, the unusual
amount of exports and cieduts to the United States had been
gwen, and 5\0 enoumous credits fiom the gieat leading
Ameican houses on China, Biazil, and other distant counties,
had been 1ssued n favour of houses in New York and Boston,
m P of the futwe shp of American produce,
the 1ap1d expansion of the system of jomnt stock banks, and
the undue competition among them for business, which led to
unwise advances on 1llegitimate secuniies, had all taken place
—unwise wmvestments had been. made at home, which could not
then be recalled, eatenswe and unprudent engagements to other
countries had been contracted w the form of mercantile o1 oduts,
which must be provided for 'To meet these difficulties, 1 which
the whole commercial community was less or more mvolved,
the available means of the countiy weie diawn upon to such
an extent that no poliey of the bank could then have averted.
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The deposits of the bank, wcluding the country bianches,
amounted mn January, 1836, to 20,429,0007, and were 1educed
on the 4th July, 1837, to 10,257,000/ , and theie can be no
doubt that, had the cnculation been moie suddenly contiacted
tiom June, 1836, fiom which time only the New Bull would
have had any cffect, and when 1t became utteily impossible to
alter or change the causes of the dian of bullion, the fiist
effect would have been to have caused a more sudden with-
diawal of deposits fiom the Bank of England, as well as all
other banks, to fill up the vacuum created m the nland cn-
culation by the contiaction of the pape: , for people would not
submat to a saciifice n the price of then goods, until they had
exhausted the deposits over which they had control. In this
case, 1t 1s more than hikely the bullion m the bank would have
sunk even more 1apidly than 1t did from June, 1836, to Maich,
1837, by the mcieased demand for mternal circulation, to 1e-
place the notes withdiawn, and which would bave been ob-
tamed by an action on the deposits And 1t 15 evident that

after the enculation of the bank became 1educed to the min- -

1mum amount to which 1its bullion entitled 1t by the new law,
any deciease of deposits must have been attended agamn witha
couresponding contiaction of notes, and a consequent demand
fo1 gold to1eplace thewr cnculation, and thus both deposits and
bullion would m all likelihood have become reduced even more
1apidly, and to a gieater extent than they weie, before the
effect of foiced low piices of commodities induced a twn
the foreign exchanges.

It 1s also here worthy of 1emark, that although the thiee
months fiom Maich to June, 1887, were attended, as My Loyd
obseives, with ¢ a further decrease of bullon, and a lage
crease of bank cu culation,” which 1s quite the 1eveise comse
which they would have taken under the piesent law, yet with
1t the cuisis suddenly ended m that month, the clouds cleated
off, confidence was 1estored, and on the 29th of August the
bullionhad ine1eased to 6,548,0007,,and a considerable advance
had taken place 1n the puice of commodities

The next pettod to which Mi Loyd 1efers, 1s fiom Maich,
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1838, to September, 1839 and he furmshes the following table
of the progiess of the circulation dming that time .—

Bank Agpegate Country
Bultion Creulation  Cerculation Tosues
1838 5 L L L
March 10,015,000 18,600,000 29,526,000 . 10,926,000
June 9,772,000 19,047,000 30,792,000 11,745,000
September 9,615,000 19,665,000 31,020,000 11,364,000
December , 9,362,000 18,469,000 30,694,000 12,225,000
1839
Mawch 8,106,000 18,208,000 30,557,000 12,259,000
June 4,344,000 18,101,000 30,376,000 12,275,000
September 2,816,000 17,960,000 29,014,000 11,084,000

“ The bullion was at 1ts mazzmum 1 March, 1838, and contmued fo decs ease
steadily from that fime

“The bank errculation end oggregate eirculation continued to imereass largely
tall Septeruber

“The country 1ssues contiued to iner ease laxgely tll June, 1839, and it 18 re-
markable that they were st theie munemum pomt when the bullion was at s
maasmum (March, 1838), and they advanced to then mavsmim pomt whist the
Dullion was wndergomg a decrease of stvdy por cent (June, 1839)

The cause of this diam Mi. Loyd states to have been---

“1 Lage unportation of foreign corn

“2 Large mportation of American sccurities

“ 3, Large mereantile credits given to Amenica

1 Pecalm state of eredst m France and Belgm

5 Pecubar cucumstances connected with the cotton speculation

“ ¢ The mportation of the 1aw cotton had been principally paud for by advances
which the consignees on this side obtawed upon 1t'—Tooke, p 74

“ Here, ogon, had the management of the eweulation followed the mdications
of the bullion, the check to the xmportation of foreign securibies, to the excessive
mescantile credits, and to the advances made to the consignees of cotton, would
have been applied early m 1838

Now, 1f we examune this pertod by the same 1ule as we have
that of 1833 to 1887, we will also find that theie 1s nothing 1n
the new law which could have accomphished what Mr. Loyd
deems needful to have prevented o1 averted this cusis , there s
no provision which could possibly have made the enculation
follow the ndications of bullion mn the early part of 1838, nox
mndeed till long after Maich m 1839—fo1 in that month the
bullion held by the bank was 8,106,000Z, when the cncula-
tion of the bank would be, unde: the new law, 22,106,0007,



114 ARTICLE X

and the aggregate cuculation, 81,106,000 , wheieas the for-
mer was only 18,208,000/, and the latter 80,557,000L—both,
therefore, were below what the new law would have given,
even at that advanced peiiod of the cuiss,  Now, at that time
(Maich, 1839), all the 1easons above enumerated fou the cusis
had alieady occunned We had then alieady imported, m
less than six months, upwards of two mithons of quarters of
wheat, and we had puichased above one milhon of quarters
more, which ainved duiing the next fowm months; and, as
cucumstances afteiwards proved, we were obliged to 1mport
another milhion of quaiters, making m all four mllions and a
half of quai ters of wheat fiom Octobex, 1838, to October, 1839,
melusive.  The mmportation of American secunities, and the
extension of Amenican ciedits, had alieady taken place
thioughout 1888, The monetonal and commercial ciisis m
Paus and Belgium, and the stoppage of the Bank de Belge, had
abeady occmied m November, Decembel, and Janumry, and
these causes, therefor¢, could not have been acted upon, o pre-
vented by any pecuhai o1 dufferent action of the Bank of Eng-
land under the new law, as its effects on the cnculation would
not have been expettenced till after Maxch, 1839, at which time
all these moving causes and necessities of the drain of bullion
had occunned There 1s every 1eason to believe that, with
these necessities on the countty, had the cuculation been more
1apidly contracted than 1t was from Maich forwaid, the same
consequences would have occunred that we have alieady de-
scubed as being moie than probable, 1f not qmte certain, to
have occmied 10 1837  As 1t was, the deposits of the Bank
and 1ts branches, which amounted mn Januay, 1838, to
11,280,0007, fell m July, 1839, to 7,489,000%

Mi Loyd next 1efers to the cuisis of 1825, and gives the
followmng table *—

Bullon Bank Cirevlation
1834 L T
February 13,810,000 19,736,000
August 11,787,000 20,132,000
1825
Fehruary 8,779,000 20,753,000

August 3,634,000 19,398,000
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“Here, agam, 18 & cusis preceded by o long. contimued decrease of hullion and
alarge icrease of paper cnculation  The pame of 1825 wos the vesult of thus
course, but, had the cwrculation been contracted with the bullion fiom the begin.
nung of 1824, can any person entertain a doubt that the revolution of ciedib wn the
lntter part of 1825 would have been mfinitely less sudden and less sevesely felt

But, agam, theic 1s nothing m the new law to have mduced
any contiaction of the circulation fiom the beginning of 1824,
no1 indeed until some considerable peitod after February,
1825, for n that month the bullion amounted to 8,779,000Z,
which would have entitled the bank to a cnculation of
22,799,000, and the whole country to 81,779,000Z, whezeas
the former was then only 20,758,0007, and the latter, taking
Lovd Laverpool's estimate of 8,000,000/ as the country eneus
lation, mn the absence of any published ietuins, was only
28,753,000/ So that 1t1s quite clear that no action which
the new law could have exeited on the cuiculation, had 1t then
been m existence, could have m any way miluenced the wild
speculations which ocewzed cluefly m the last thiec months
of 1824 and 1n the fuist thiee months of 1825 All the mis-
chief had been done which afterwaids induced the heavy dramn
between Februay and August of that yea , the obligations
had been undeitaken, and the imperative necessities for therr
provision had atsen long before the new bill could have
acted as any check. The deposits m the bank sunk from
10,168,000, m February, 1825, to 6,410,000/ m the follow-
ng August

As an example of a different kind, M1 Loyd 1efers to the
diam of bullion fiom August, 1830, to Febiuary, 1832, without
beng productive of any ciisis, and gives the following tables —

Lullon Band. Cuculation
1830 3 3
August 11,150,000 21,464,000
1831
Februmy 8,217,000 19,600,000
Avgust 6,439,000 18,533,000
1832 -
February 5,293,000 18,051,000

“ On ths oceasion the drn upon the bulhon docs not, as 1 all the other cascs,
termimate m a erisis ?
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Duimng this period the bullion was 1educed nealy
6,000,0007, while the circulation of the bank fell hittle more
than 3,000,000 Theie is no means of knowing how the
country civeulation then stood, but, even admitting that 1t
may be tiue, as suggested by M1 Loyd, that 1if we knew the
fluctuations of the counfiy euculation during that period, 1t
1s probable that the ieduction of the aggregate arculation
coresponded nearly with that of the bullion, yet 1t must be
qute evident that theie 1s nothing whatever m the new law to
have accomplished this 1esult, fo1, by 1ts prowisions, m
August, 1831, when the bullion stood at 6,439,000, the
1ssuing department would have then had out 20,439,0007, -
stead of 18,538,0007 , and even at the lowest point of bullion
m Febiuary, 1832, when 1t was 5,293,000Z, the bank 1ssues
under the new hill would have been 19,298,00017., whereas the
circulation was only 18,051,000, the New Bank Bill, there-
fore, could not have pioduced the effect had 1t then been in
operation, though it would not have prevented 1t. The truth
15, that dmmg this period, and for some tune previously,
puices of commodities (except wheat) had been very low, and
theie had been a very long absence of any speculation what-
ever

All this, however, suffices to show that, even admutting My
Loyd’s punciples to be true, the provisions of the new bank
bill aze by no means caleulated to ca11y those prmeiples mto
effect. For example, furthei—the bank at present has about
16,000,0001, which will make 1ts issues 80,000,000% , whch,
with the count1y 1ssues, will make an aggregate amount of
89,000,0007 , of which, however, not more than 80,000,000Z,
at the ontside can be used. It 18 quite clea, therefore, that
all kinds of speculations may be fostered, and an enotmous
amount of mjudicious credits may exist, and a dram of bullion
to the extent of 9,000,0007 may take place, before, under the
new bill, any action whatever can be expeiienced on the pre-
sent amount of the enculation, or the enculation might even
ncrease to an aggiegate amount of 84,000,0007, while a diain
of bulhon might be gomng on to the extent of 5,000,000Z,
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without any check whatever being expetienced fiom the
new law

So will 1t be when the next seriously adverse exchange and
commelcial cusis ocews. At present 1t 15 1mposstble to fore-
see what may be the immediate predisposing cause of such
derangement, but, suppose 1t to be the uncontrollable neces-
sity of importing lage quantities of grain, to make up the de-
ficiency of a bad harvest, 1s 1t not sufficiently evident that all
the other obligations for the futme employment of capital, in-
to which men ale now so eageily enterng without limit, will
then constitute hiabilities and demands on the capital of the
country, which no 1egulation of the curiency under the new
law, or any other law, can contiol? However adverse the
exchange may be, engagements which aie now being entered
1nto to make 1ailways abioad, when once begun and paitially
peiformed, must be completed, if by any means 1t 13 possible
However severe the ciisis may be, and however scarce money
may be, no man will voluntatily for fert his interest m the half-
completed 1ailways at home by neglecting to pay up the calls,
1f by any means 1t be within his power to do so  The obliga-
tions which, 1n such an event, will constitute the uncontrolla-
ble necessities of the moment aie being entered mto now (as
was the case 1 all former instances), while yet capital 1s abun-
dant, and there 1s nothing to excite the shightest alarm

Not will thete be anything n the action of the new hill
any way to amehiorate the symp itheito exp d un-
der simlar circumstances; but, as we shall be able to show, 1t
will have the tendency mateiially to aggiavate them, and more
especially when we extend to Scotland and Ireland the pro-
posed provisions of Sn Robert Peel’s new ill,




ARTICLE XI
THE CRISIS.—THE MONEY MARKET

Teasons for Special Attention to the Questions of Capital and Currency at tlis
time —Confusion of Teims—What Really Constitutes Cupital ?—What
Constitutes the Difterence between Fixed and Floating Capital>—January 23,
1847

THERE are certan questions of the highest mmportance to a
clem undeistanding of the changes which aie constantly
taking place m what 1s populaily tevmed the “money man ket,”
of a chaiacter too dufficult and abstruse to command, undexr
odmary a fiom the active
man of business, m order that they should be fully understood
The only time when we can hope usefully and entuely to
avest public attention to such questions, 1s when the cunent
events of the day clothe them with moie than usual mnterest,
and when every man 1s disposed to give lus whole attention
and mtellect to then considaration, 1n order the moie safely
to govern his own policy at a tune of existng o1 expected
difficulties.  Such an opportumty 1s the piesent moment,
for the ainval of which, we candidly admt, we have been for
some time waiting. It 15 1mpossible to concewve that at the
present moment, when just a sufficient amount of the pie-
dicted distmbances of the capital and finances of the country
15 disclosed to public obseivation, tending to create a general
behef that much more serious developments of the same ele-
ments 1emamn behind—that those who me deeply interested
either in the commeice o1 the finances of the countiy will be
unwilling to devote the whole of then poweis of mind to a
clem comprehension of passing events, and of the causes by
which they are goveined  Many have been deterred fiom a
sufficient attention to these subjects fiom an exaggerated no-
tion of their abstruseness and difficulty ~We shall, therefoie,
in the 1emarks which we aie about to make upon the gieat




LHF CRISIS OF 1847 119

elementaty causes which regulate the ¢“money market,” and
then mfluence upon the piesent passing events, use terms and
language as popular and simple as possible

The three first gieat primary pomnts, without a clear un~
derstanding of which to stait with, all attempts usefully to
discuss the subjects of Banking, Currency, or the “ Money
Market,” must be a mere waste of time, and a fuither be-
wildexment of bewildered notions, but with a clear understand-
mg of whlch the whole science of capital snd money becomes

ly simple to the ae—
T stly—What 1eally constitutes capltal?
What the diffe between fixed

and floating capital ?

Thndly—What constitutes the difference between capital
and cuniency ot cuculation?

Without cleaily undeistanding these thiee pomnts, all at-
tempts to draw conect deductions fiom passing events with
respect to the « Money Market” will be entirely van, with a
familiar and clear undeistanding of them, 1t will be a com-
paiatively easy and simple task  We piopose, therefore,
shortly to consider these thiee pomnts in as popular a way as
possible, before we pass to a consideration of the present state
of the ¢ Money Market,” and the claims which exist upon the
capital of the conntiyy ~ With 1espect to the first pont of con-
sideration—

WHAT REALLY CONSTITUTES CAPITAL?

there 1s & much more general and accw ate notion than of the
other two pomts. This question has been so often treated
m a clem and distinet mannei, that we do not piopose to
dwell much upon 1t It 13 generally and cleaily undeistood,
that capital, i the broad sense, means labow accumulated m
such a form as to facihitate future production. The savage who
hunts and fishes just enough, with the simple means which
Nature provides, in orde: to supply his wants, neither possesses
nor accumulates capital ~ But the moment a savage spends
L
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any portion of his time 1 constiucting an 1mplement which
facilitates his hunting o1 hus fishing, so as to enable hum to
procute more food with the same labom, that moment he 1s
Ppossessed of capital, consisting of such umplement, the value of
which 15 determied by the extent of the facility which 1t
affords mn acquuing food This capital, consisting, for ex-
ample, of a net, has two values, one which would be measmed
by the time and the skill expended m constiucting 1t, which
would detexmme the price which another peison would be
willing to pay for 1t by puichase, and another which would
be deternuned by the piofit o1 facility which 1ts use would
afford, and which would determine the price which a peison
would be willing to pay for the loan of 1t. The first value 1s
the selling pruce, the sccond 1s 1ent or wnterest. If, m such an
early stage of a community, only one person accumulated
capital, that 1s, procured as much food as he himself consumed,
and made nets besides, 1t 15 clear that he could not sell hus
nets, because no one else possessed more food than he actually
consumed , but 1t would be quite possible at once for any one
to rent such nets, and to pay a portion of the extra food which
he was able to obtan by 1ts use, for the loan of it. As soon,
however, as the uss of this net enabled the boiiower of 1t to
obtamn as much food as was sufficient to support him, to pay
the stipulated quantity for the use of the net, and to leave him
sufficient leisme to make a net for himself, or to buy the net,
he would become the owner of so much capital, m place of the
renter of 1t.  Thus, the capital of every mdividual would m-
crease just n propoi tion as he produced more than he actually
consumed, and the value of this accumulated labour would be
proportioned to the facilities which 1t afforded for futwe produc-
tion If a man expended the labour of a yea m the attempt
to make a machine, which at length gave no new facihty m
production, he would add nothing to his capital; but 1f hus
labour was expended i 1mproving the soil or making an m-
plement, which would m futme enable him, with the same
quantity of labour, to produce more food o1 clothing, he
would have added so much to his capital—which improved
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land o1 1mplements he might either sell foi a price, ot lend at
an annual tent.  What 18 tiue with respect to an ndividual,
13 equally so with a whole commumty, In pioportion as a
country produces more than 1t consumes, and 1n propo:tion as
the extia labour o1 1ncome fiom reuts o1 nterest, which must
be all paid out of labow, aie mvested mn profitable means of
future production, does 1ts capital mcrease? Fiom the most
simple to the most complicated state of society, all capital,
therefore, 1epresents aceumulated labow, and 1s valuable just
m propoition as it has been invested i means calculated to
facilitate futwe production In the earhest stage of socety,
the net which repiesents the fust saving or accumulation 15
valuable just 1n propor tion as 1t 1s calculated to factlitate the na-
twal and unassisted means of catching fish In the most1efined
and complicated state of society, the machine, the 1aihoad, or
the ship, in which the accumulations of mdividuals a1e mvested,
add to the general amount of capital just i propoi tion as they
facilitate and cheapen production o1 profitable exchanges, and
that facility determines the price which people will pay for

then puichase, 01 the 1ent which they will give for then use,
as the case may be. It s, theiefore, clear that capital consists
of all impiovements m the natural elements of production—of
all implements which facilitate production—and of all com-
modities which, though pioduced for consumption, yet the
value of which will be replaced to the pioducers, from the in-
comes of those who consume them. Thus, permanent 1m-
provements on land, by which laiger ciops are 1amsed with
the same labow , improvements 1 watei-comses, 11veis, o1

docks, the constiuction of canals, roads, or iailways, which
facilitate intercowse and the exchange of commodmes build-
ngs, ships, mact cattle; all impl for

and commodiies of every descuiption, such as dodl, wheat,
suga1, gold, silve1, non, &, which ale produced for the pm-
pose of sale, the puice of wh)cl.\ 18 to be replaced from the m-
come of the consumers, while the piofit only 1s to be con-
sumed by the producers, constitute the capital of a nation

Whatever adds to the efficiency of any of these elements of

L2
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production mcieases the capital of a country, as, for example,
the application of steam to ships, machmery, and railways,
while anything which juies o1 destioys them, such as fites,
shipwrecks, &c, abstiacts so much fiom the capital of the
country. The 1ecent inundations mn France have subtiacted
as much from the Capital of France, as 1t will require of
labow to 1estore the mischief they have done  So with re-
gard to the effect of seasons on the productions of wheat, cot-
ton, o1 other articles, while, i an abundant yea:, moie 1s

duced than 1s suffi for the p of the year,
the swplus goes to accumulation, and constitutes so much
capital, so, m a deficient yea, when the produce 1s not
enough for consumption, the accumulation of former yeas
must be used to make up the deficiency, and thus the capital
of the countiy 15 reduced.

The next point which we would consider 15,—

WHAT CONSTITUTLS THE DIFFERENCL BETWEEN FIXED
AND FLOATING CAPITAL?

This 1s a point, with 1espect to which much greater obscunty
exists than the one which we have alieady exammed , 1t 15 one
also on which though the most impon tant practical questions and
considerations arise, yet which we believe has not yet met with
such a clear and explieit explanation as to enable men of
business 1eadily to distingmsh between the oneand the other
n the numerous cases which aie constantly arismg i the ap-
pheation of capital, and where a clear understanding of the
distmetion 15 of the first consequence A want of a cleat un-
derstanding upon this pomt has, we have little doubt, had the
effect of causing losses to the community of this countiy to the
extent of many mihons during the last two years, as a con-
sequence of obligations which have been undeitaken, which,
had this distinetion been clearly understood, would not have
been entered upon

We will endeavour to do something towards cleaiing up this
mportant point  Every accumulation of capital furnishes a
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cettain command over labour, and can only be 1endered pro-
ductive by the employment of labour ~ Tlis labour may, how-
evet, be used for the production of two distinct classes of com-
modities. It may be applied to the p1oduction of implements,
the mmpiovement of land, the building of houses, o1 the con-
stiuction of 10ads, all for the pmpose of facilitating fu ther
production, o1 1t may be employed for the purpose of produc-
ing commodities for the immediate consumption of the com-
munity, to be repaid and replaced by the mncome of the
countiy In the fist case, the labow 1s fixed, and the piofit
which 13 dextved from 1t must be erther mn the form of an ad-
ditional facility for future production, o1 in the form of a 7ent,
which some one 1s willing to pay for the use of such facility.
In this case the capital 1s not itself retuined to the owner, In
the latter case, the whole capital 1s 1etuned to the producer
along with his piofit, pad fiom the fund constituting the
general mcome of the countiy. For example, 1 the fist
case, a man builds a mull, and fills 1t with machmery, the
mill and the machinery present to the owna a facihity by
which he can more easily produce cloth than hitheito, and
this greater facility 1etwins a profit upon the capital thus sunk,
analogous to ren¢, o1 he may let 1t on hwe to another peison,
who 1s willing to pay 7ent for such a facility thus given.  All
the profit detived fiom such capital must be n the chaacter
of 7ent, and 1 all such cases the 7ent o1 wmter est alone 1s 1epaid
from the meome of the county, mcluded m the cost of the
goods, the prod of which 1t facilitat In all cases,
therefore, whete the capital 1tself 1s not 1epaid fiom the m-
come of the countiy, but only a rent or wterest for 1ts use, 1t
must be classed as flaed capital This applies to houses, 1m-
provements on land, navigation, 10ads, machinery, ships, and
all classes of commodities which form only the means of pro-
ducing articles of general consumption

On the other hand, another man who rents o1 employs the
mill and machmery i producing eloth, and uses Ius capatal
for that pwipose, employs 1t n the puichase of wool, and in
the paymentof wages, and does so upon the faith of seling his

L3
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cloth at sucha puce as will 1eplace the whole of his capital so
expended, together with the rent o1 wterest of the outlay of the
mil, and with such a profit as will 1emunerate him for the use
of hus capital, and the labow 1n conducting his busipess. In
this case, the whole capital, with the profit, 1s 1eplaced fiom
the general mcome of the countiy, and 15 agamn available for
the peiformance of a similar operation, and for contmuing the
employment of & similai amount of labour. All such com-
modities constitute the floating capital of the country, includ-
g agicultmal produce, manufactured goods, imported arti-
cles for consumption, and, 1 shoit, every thing which 1s fully
and entuely out of the mcome. In all cases of fized capital,
the communty only pay out of income a charge for the use of
a facility analogous to rent. As, for example, the fares paid
to a ralway company by the community, out of the geneial
annual income, are only a consideration foi a facility, and m
the foom of wnterest o1 ront, including the cost of upholding,
but do not 1eplace the capital which it cost to construct the
ralway. On the other hand, the puices pud by the commu-
uty, out of the general mncome, for cloth, grain, o1 sugar, &c,
replaces the whole caputal expended thereon, leaving the same
fund undimimshed for the further employment of sumlar la-
bour, and the 1eprod of siula

The distinction, then, which we make between fixed capital
and floating capital 15—that all commodities 01 1mprovements,
for the use of which only the current income of the country 1s
charged—o1, 1n other woids, for which the owners only receive
rent or interest—constitute the fized capital of the countiy,
while all commodities, the entire cost of which 18 1eplaced
out of cwirent income, constitute the floatng capital of the
counwry.  The forme:r class of commodities ae stationaty,
yielding only mcome, the latter class are constantly cnculat-
ing, affording a constant means of new employment for then
reproduction fiom the current mcome of the country

The two most important distmctions between fiaed capital
and floatig capital are, fust, that the former consists of labout
employed only foi the puipose of affording greater facihty for
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the production of those commodities 1equired for the daily use
of mankind, while the latter consists of labow employed in
the actual production of those commodities themselves, and
second, that the use of the commodities representing fixed
capital, 1eturns no fund from which the same amount of labour
can be contmuously employed, whereas the use of the com-
modities representng floating capital returns an undiminished
fund, by which the same amount of labour can be again em-
ployed  The occupation of & mill, o1 the use of well-diamed
land, may add to the income of the capitalist, but the fund
employed m the bullding of the one, o1 the performance of the
other, 1s absolutely withdiawn, except so fa1 as the additional
profit, rent, or produce which they yield 1s conceined, from
the fund for the futme employment of labour, while the fund
employed 1n the immediate g1owth of wheat o1 the manufactme
of cloth, 1s 1eturned to the faimer o1 manufactmer entie, and
13 agam available for the employment of labow to the same ex-
tentas before, It 15, thercfore, quite clear that no commumnty -
can, without the greatest inconvenience and derangement, m-
crease 1s fired capital faster than 1t1s able to spaie labour
from the production of those commoditics on which the com-
munty 1ehes for 1ts daily sub Under all

1t can only he the amount of labour which the savings of the
country can command and sustain, that can be appled to the
inciease of 1ts fixed capital. The time which the savage could
spare m order to make hus fiist net, must have been confined
to that which was not absolutely requied to procure his sub-
sistence , and the fund which any countiy can set aside to the
1ncrease of 1ts fized capital must be lunited by the commodities
of geneial use which 1t produces over and above 1ts consump-
tion, or, in other woids, by the savings of the countiy ~ This
important pomt will be more plain if we considet, that n fact
the wages paid for labow, though nominally in so much money,
1eally consist of the distribution of the commodities used by the
labomiets 1 mamtaimng them during 1ts performance.  Whe-
ther wages are paid 1n money, o1 whether the labouter 1s,
1etmn for hus wok, supplied with food and clothing, are one




126 ARTICLE XI

and the same thg. Now, the whole labow employed
producing those aiticles of daily consumption, such as wheat
o1 cloth, whethe: for consumption at home, o1 for export 1
exchange for sugai, coffee, tea, o1 other foreign commodities
1 common use, 1eplaces 1n the hands of the employer the
whole of the commodities used to sustan 1t, and leaves the
funds for the futwe employ of labow und hed The
labous ers employed m manufacturing calicoes not only produce
as much as they themselves consume of this particular aiticle,
but as much as will exchange for any other aiticle which they
do consume, besides 1eplaciug the capital of then employer
‘The produce of tlus Jabout 1n calicoes exchanges for the con
and the provigion which they consume of home giowth, as
well as for the sugam and coffee which they consume of foreign
growth.  Suppose a manufactuer, for the sake of sunpliity,
to make one thousand pieces of calicoes, and that, mstead of
the payment of money-wages, he distiibutes amongst his work-
people the pioper quantity of biead, meat, suga1, tea, and
clothing to support them,—is thousand picces of calico are
then distibuted i exchange for wheat and pirovisions to the
farmer, for clothg of different kinds to other manufactmiers,
for sugar and tea to the merchant, who m thewr turn distribute
these calicoes, with other things, to the Jabomers employed m
producing these vaiious commodities, and thus the manu-
factwie, 1s again possessed of another stock of commodities, to
1epeat the same operation. By such a process all labow 1s
1e-producing the fund for 1ts futwe support. The mtioduction
of money and ciedit are mercly means of affording additional
facilities to this simple operation. This process will go on
without any mteriuption as long as labow 1s employed m the
production of the commodities thus consumed, because every
day’s consumption and expenditme will be 1eplaced on the
aggregate by a similax production, or, n other words, as long
as the caputal of the country 15 continued m this floating o
coculating state  But the moment we begin to build houses,
to make 10ads, 01 to 1mpiove navigation, however much they
may add to the facihities of futwme 1eproduction, while theic 1s
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the same consumption of biead, meat, clothing, tea, sugai,
&e., there 15 no 1mnediate 1eproduction of these commodities,
o1 of any thing that exchanges for them, however good or pro-
fitable an investment such works may be as fa as the mieest
o1 rent 1s concetned which they yield. It1s, therefore, clear
that they cannot be undeitaken, except with the swplus pro-
vistons, or capital which 1s left over and above the quantity
1equired fo1 1cgular 1eproduction, and that this quamty must
always lmut the power of a community to merease its faed
capital

In short then, the floating capital of the countiy 1s that which
1s employed m the prod of all those dities which
censtitute the ordinary consumption of the country, or which
exchange for such commodities so consumed which are pio-
duced abroad, and 1s at ell times represented by such com-
‘modit1_s 1 whatever shape they a1e found, and which 1s al-
ways 1eplaced fiom the cuirent mncomes of the countiy, whe-
ther deuved fiom labow, rents, interest, or profits, while
Jfized capital anses fiom that potion of labou, which, bemng
over and above that which is 1equued for the immediate pro-
duction of commodities for cuent use, 1s withdiawn fiom
such production, and nvested 1n some way which will yield an
annual mterest o1 rent, by affording new facilies to ardinary
production, and by thus mpaiting gieater value to the floating
capital and labow of the countiy.

It 15, therefore, not dufficult to see, that 1t becomes a most
essential thing to the continued prosperity of a countiy, that
1ts floating capital, on which the continued 1eproduction of
commodities of every-day use depends, as well as the contmu-
ous employment of labow, should not be withdiawn fiom those
necessay pwiposes, and converted mto fived capital, m a
greater degree than the swiplus accumulation of the countiy,
after replacing the whole fund needful to continue the produc-
tion of such commodities, whether of home o1 foreign growth,
will admt. If the foatmg capital of the country 1s thus mis-
dnected mto fized capital, 1t 18 quute plan that the ultimate
1esult must be, that as the labour employed n the works 1e-
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presenting the fized capital does not reproduce the commodi-
ties which aie consumed in supporting 1t, o1 any commodity
which can be exchanged either with the home or foreign pro-
ducers of such commodities, they must become scaice and
dear, and ultimately the fund for the employment of labow
must be d hed; and the individuals who withdiaw thewr
Sloating capital fiom 1its ordinary oceupation, and convert 1t
mto fized capital, must either to that extent reduce then ordi~
nary busmess of production, or suffer the gicatest embaiiass-
ment from the absence of their ordmary capital, however
large may be the annual mterest o1 profit deved fiom thew
mvestment.

It is quite true that, for a tune, while the pirocess of the
conversion of flatmg mto fived capital was proceeding, there
would be a momentary appearance of great piospemty It
would, 1n fact, m the fust instance, be the same as 1f we were
to expend m labour the prinepal, mstead of the wnterest, of our
capital; as far as the immediate effect upon the demand for
labour, and dities of daily p was 4
The production of commodities requued for daily use bemg
unequal to the consumption, they would contiue to 11se m
puce, meieased importation would follow, as a matter of
comse, and, as no conesponding commodity had been pro-
duced to exchange for such impouts, they must ultimately be
pad fiom the existing fund of floating capital, 1 reduction of
that fand, and before long a 1eaction must take place, deeply
prejudicial to the general interests of the country, and. espe-
cally to those of the labouing-classes, who will have been ex-
hausing the food on which therr futwie employment depended,
without 1eproducing more. The ultimate effect of such a dis-
twhance o1 misdirection of the floating capital of the country
must be to cieate a great scarcity of it, which will be evinced
by the hugh 1ate of interest, and ultimately a gieat dminution
mn the demand for labour, m consequence of the exhaustion of
the fund on which 1t depends for continuous support.

Having thus woiked out the impor tant distinction between
Jized and floating capital, we will proceed, i om next aiticle,
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to consider the thud of the three propositions, — What
constitutes the difference between Capital and Cuirency or
Cueulation?—and then practically to apply these gieat prin-
ciples to the present condition of the country.



ARTICLE XIL

What conshitutes the dufference between Capital and Money, Curiency 01 Cucula-
tion >—The state of Barter —The Origm and Use of Money —The Ecotomy
of Capatal by the of Paper Money the basis of
Credit —The eftect of Bauks upon Credit.—Bank Deposits, &e & —Feb 6,
1847

Havine, m the preceding aiticle, disposed of the two 1mport-
ant questions—Furst, What really constitutes capital? and,
second, What constitutes the cifference between fixed and
floating capitali—we now come to the proposition,

WHAT CONSTITUTES THE DIFFERENCE BETWEEN CAPITAL AND
MONEY, CURRENCY OR CIRCULATION {

There 15 probably no smgle pont connected with mone-
tor1al questions which 1s so little understood as the distinction
Detween capital and money, curiency o1 cuculation, and a con-
fusion of which terms has been so productive of enior both m
legislation and 1n o1dinary practice  We will first endeavour
cleaily to explan the difference, and then we will show
what way some of the most dangerous and populai opinions,
both 1n legislation and 1 the pesent calculations and views
of the public, are ernoneous We have aheady shown thatall
capital 15 lated labour, 1cp ted by, and g
of, the commodities m which the labow has been expended ,
and that the distinetion between floatmg and fiaed capital 1s,
that the fist 1epresents the fand (whach tself consists of com-
modaties for every-day consumption,) which 1s employed in pro-
ducmg food and other axticles of consumption, the whole cost
of which 18 1etwined to the producer fiom the annual mecome
of the country, along with the profit, which constitutes the
producers’ income, and which fund, therefore, provided such
producers spend no moie than the profit, 1emams perfect and
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without dimnution, to 1epeat agamn sunilai piocesses of pro-
duction, and to mamtamn a simular amount of labow , while
the latter consists of that accumulation represented by such
commodities or property, which are not repad m whole from
the income of the countiy, but for the use of which only an
annual sum 1s paid, 1n the shape of rents, dindends, &c., thus
the fund o capital employed m giowing wheat, m manufac-
tuning flow, 1n feeding cattle, m making cloth, m 1mporting
suga1, 1 providing entertamments, &c, &c, 15 1eplaced m
full fiom the income of the country, and 1s agan 1eady to
petform the same operations over and over agam, and 1t 1s
therefore on this fund that the contmuous labow of the coun-
1y 1s most dependent, wlule the fund or caputal employed m
bulding houses, making machinery, improving land, con-
stiucting 1mlways, bulding ships, making docks, mmpioving
navigation, 1s not repad from the smcome of the countiy, but
yields only a 2ent o1 dundend, which 1s paid fiom the meome
of the countiy, i consideration of the uss of the object on
which that fund has been expended, and, theiefore, becomes
fized capital, not bemg agam available foi a siular production
1n the following yea1, excepting so fw as the 1ent o1 dividend
goes, and, therefore, with this small exception, this fund 1s
withdrawn from that on which the continuous employment of
labour depends. Thus, 1f a man employs a capital of 20,0007
n making cloth, o1 impoiting sugar, the whole of his capital,
wn addition to the profit, which constitutes his mcome, 1s1epaid
from the annual mcome of the countiy, and 18 available at
once to 1epeat stmila opelations, and to continue to give em-
ployment to the same amount of labow, while another man,
who employs a capital of 20,0002 m the constiuction of a
121lway, even though his income fiom the latter may be as
gieat as fiom the foumes, yet he 1eceives no pait of his capi-
tal back, with which he could 1epeat the same operation, o1
continue to employ the same quantity of labout, and, therefore,
except to the extent of the dundend 1ecerved, the fund 1s
wholly withd: from active empl

We shall afterwards find, as we pioceed, that this distine
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tion entirely forms the basis of what are, and what are not,
proper banking secuities.

From what we have alicady said, 1t 15 evident that capital
existed long before any system of money was ntioduced.
Before the mtioduction of the use of money, the capital of
a countiy consisted, as 1t does now, of the poition of

which the produced more than
they d, and the exch of those dities be-
tween the different producers was accomplished altogethe: by
duect barter, mstead of; as 1615 now, by mderect barter, thiough
the use of money. The mtroduction of money was, therefore,
only a scheme for making the exchanges of commodities more
convement and easy. These commodities consisted of every-
thing produced by labour, mcluding food of all kinds, cloth-
mg of all kinds, mplements of all kinds, gold, silver, won,
and, m shoit, everything to which a value had been given by
labour; and the relative exchangeable value which attached
to these different commodities was determined by the amount
of labows 1t required to produce them. If itrequired as much
labows to produce an ounce of gold as a ton of ron, these com-
modities would exchange with each other i this proportion ;
1f 1t 1equired as much labout to produce a quaita of wheat
as an ounce of gold, these two commodities would exchange
with each other m these proportions; and the ordinary de-
mand for different aiticles would determune, on the broad
scale, the portion of the labour of the country which should
be occupled in each pursuit. The exchangeable value of
commodities would, however, be subject to sudden and acci-
dental fluctnations. Suppose a very abundant season, n
which the ordinary quantity of wheat produced was doubled,
the labour 1epresented in a quarter of wheat would just be
one-half, and by the self-acting prnciple of supply and de-
mand, the producers of which, having double that quantity
requued under ordinaiy circumstances, would, by competi-
tion, be compelled to dispose of a quarter of wheat for %alf an
ounce of gold, or for kalf a ton of won O1 1f, on the con-
trary, 1n consequence of a vely bad season, the same quantity
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o1 labour produced only Zalf the usual quantity of wheat,
double the quantity of labew would be represented n a
quarter of wheat, and, agam, by the self-acting prmneiple of
supply and demand, competition to obtan the wheat would
make each quaiter exchange for #wo ounces of gold, or two tons
ofnon  And so, 1n the same way, the quantities of every de-
seuiption of dities which would exchange fo1 othes,
would be continually fluctuating and varying, m piopo1tion
as, fiom natwmal or accidental cucumstances—such as the
state of the weather, the discovery of new mnes, or other en-
cumstances—the quantity of labour 1equired to produce them
varied ; LEBOUR béing the sole-Tegulatorof valie,

The inconvenences which must soon have arisen fiom this
state of things—one of simple baitel—is too obvious to re-
quire to be pomted out or dwelt upon; and long before a
cownage of money was thought of, the foice of the mconven:-
ence of that state of things had induced the most advanced
communities to adopt the precious metals as a standard of
value and a medium of exchange  In the very eaily stages of
society, we 1ead of a given article bemng worth so many oxen
o1 sheep, but, in a more advanced stage of those same com-
munities, we always find the puice or value of an article ex-
pressed 1 a certain weight of silver or gold. The piecious
metals seem to have been determined upon as a standard of
value, and asa medum of exchange, notfrom any general
reasoning as to thewr peculiar suitableness for those pwposes,
but, as has been the case with most of the permanent regula~
tions of society, fiom then being found by experience to be
best adapted for those purposes. And here expetience o1
necessity, which flist adopted these commodities, 15 found to
correspond exactly with what the most perfect 1easoning upon
the subject would have suggested o1 pomted out. If one
commodity weie requited to be used as a standard, 1 which
the value of all other commodities was to be expressed, it 1
quute clear that we would adopt that which, by 1its natwe and
chavacter, was least subject to fluctuations n its own intrimsic
value, that approximated in 1tself the nealest toa determinate
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and fixed quantity of value o1, n other woids, m the labom
1equned for its production. And 1if we 1equired to fix upon
a commodity which should not only seive as a standmrd of
value, but as a meduum of eachange, then we should look for
that commodity which, m addition to steadimess of value, had
the least tendency to be depieciated by wea1, and was of the
easiest tianspoitable character, by 1epresenting the gieatest
quantity of value 1n a given bulk o1 weight. With all the
knowledge which we now possess, 1easomng upon these
pomts would duect us to adopt, fou these pwmposes, the
commodities which expeitence and necessity induced society
m 1ts emly stages to adopt There are no commodities
the production of which depend upon such even and un-
varymng elements, as gold and silver, and the mtunsic
value of which, or, in other woids, the quantity of labow
which they 1eptesent, 18 so uniform, and, therefore, they are,
above all other commodities, smted to be adopted as the
standard, with 1espect to which the value of all other com-
modities can be expressed o1 measmed, and thus constitute a
more perfect standard of valu than any other commodities.
Agam, there aie no other commodities which are so httle
hable to depreciation by weai, o1 which are so convenient for
transpoit, in consequence of representing in a given bulk and
weight the gieatest mtrmsic value.  As a standard of value,
and as a medium of cxchange, gold 1s the most perfect and
convenient commodity, and next to gold 1s silver—tited by all
these tests

When fitst the precious metals weie adopted as a standaid
by which the value of all other commodities was measured, and
as a medum by which other commodities were exchanged, o1,
m other words, weie bought and sold, the simple plan of
weighig was used-—an ox or a piece of land exchanged for so
many shekels of sulver o1 gold,, but 1t was soon discovered that
much time and inconvenience would be saved m weighing,
subdividing, and testing the exact fineness of the sunple
metal, 1f 1t were subdivided mto small peces of a umform
weight and a uniform fineness, which would save the process
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of weighing, subdividing, and assaying, and which would con-
stitute mere counting of such pieces a perfect and easy mode
of conducting exchanges But the first thing that became
obyiously necessary, m order to accomplish this most desitable
facility, was to adopt some system which should afford a guai-
antee to the public, that each of such pieces 1eally did possess
the stipulated quantity of a stipulated fineness of metal. In
order to fumsh this guarantee, the practice of coming was 1e-
sorted to, and this necessity first biought the question of cwr-
1ency o1 money into immediate connexion with the state. The
prineiple of coming was stmply, that the pieces, or subdivisions
of the metals, 1ssued, should be known to contamn a given
quantity of metal of a given fineness, and 1t was considered
that nothing shoit of the State stamp would afford a sufficiently
satisfactory evidence to the public of these facts  Gold and
siver, were, therefore, divided into pieces of umform weight,
the metal fiist having been made mto the unifoim standard
quality by the State, with a stamp upon them, to mndicate the
guarantee of the State that each piece did contam the proper
quantity and quality of the metal agieed upon ~ Thus o1igm-
ated the practice of commng metal into money, as a mere
facility for the tiansactions of business

It may be well here to 1emark that, thioughout all these
changes, the ongmal pumciple of baiter 1s never depaited
fiom. Ina state of baitel, the 1elative value of all commodities
depends entirely upon the quantity of labow which eachiepre-
sented  When commodities come to be bought and sold by
quantities of gold or silver, weighed and assayed for every
transaction, the quantity of metals to be given for any paiticu-
lar commoduty 15 still detexmined by the same pinciple—that
15, by the quantity of intunsic labowr which each 1epiesents,
and when the metals come to be comned mto money, the sum
of money for which any aiticle would buy o1 sell 1s determined
alone by the mtimsic value o quantity of labour 1epresented
by the article 1n question, compared with the mtunsic value as
a commodity, of the metal of which the comn 1s composed. All
the steps, therefore, which bung us down fiom simple baxter

B
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to the most petfect money system by means of coms, are all
so many means adopted to sunplify and facilitate the exchange
of every man’s produce with that of otheis, which was onigin-
ally very imper fectly accomplished by direct barter.

But 1t will be borne n mind that as the precious metals
have other uses besides forming a medium of exchange n the
character of money, the quantity abstracted fiom the geneial
stock for the puiposes of a currency would be confined to that
which was absolutely 1equn ed for such a purpose  As a whole,
the quantity of precious metals 1equued for the cmency of a
country would be so much of 1ts capital withdiawn fiom pro-
ductive pmposes m order to facilitate the greater production
of the 1emamnder. Suppose a countiy pmswing a cowse of
barter weie all at once to adopt a pei fect system of gold cui-
1ency It 15 to be inferied that the stock of gold in the
country was only sufficient to provide for the demand fou 1t
for usual puiposes of oinaments, plate, &e., and 1t would be-
come needful to expoit a quantity of commodities produced n
such country 1n oider to procwe a sufficient quantity of gold
to use as a cuntency  Thus gold, coned mto money, would
not be of itself 1e-productive capital, but would only afford a
greater facility for the productiveness of the 1est of the capital
of the country , so that, in tiuth, the piecious metals converted
mto com ate so much of the floating capital abstiacted from
immediate productive putposes, i oider to affoid gieater
productiveness to the remainder, by simphifymg and facihitat-
mg exchanges. All peisons, therefore, will hold as little of
this unproductive capital as 1s just sufficient to conduct then
business—that 15, no one will keep 1 his possession moie
money than he requues to make his payments  As the whole
tetest of the comn m enculation 15 lost to the community, s>
each mdividual shares that loss just 1 proportion as he holds
it 1n hus possession.  The rule, theiefore, is, that no one holds
mole than he actually requires from time to time to conduct
his ¢ o1 make his p. , and the 1ntiod
of the system of banking enables each person to 1educe that
sum to the lowest possible amount, and thus enables the com-
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munity to economise 1ts capital by peifmming the gieatest
possible amount of business, n exchanging commodities with
the least possible amount of money

The next step 1n the consideration of the 1mpot tant subject
before us, by which this capital necessmy to constitute the cui-
1ency has agamn been gicatly econonused, was the intioduction
of notes payable on demand, called ¢ paper money,” because
they 1ep ted, and g 1ly corresponded, with the comn 01
metallic money m general use  The natwie and chasacter of
this money 13 simply a wuiten obligation to pay on demand
the comn 1t 1epresents, o1 a means by which a claim 15 tians-
ferred fiom one peison to another A has a ciedit with a
banker , he has a payment to make to B, of 200 A would,
m the eahest stages of bankmng, have withdiawn from s
banker fwenty pounds m com, and paid them to B, who
would either have 1etaned 1t 1dle 1n his possession, o1 paid 1t
away m another payment, o1 1eturned it to the banker  But
m place of taking 207 1 com, A. takes the amount m notes,
which obliges the banker on demand to pay the com, these he
gives to B, and thus nansfers hus claim upon the banker to
B, precisely the same as if he had given hus check for the
amount, only that the document bears the obligation of the
banke: #0 pay, mstead of a mere o1der to pay, with these notes
B either makes other payments, and thus tiansfers the clam
to a thnd paity, or he 1etuins them to the banker, either 1
payment of a debt due to the banker, o1 1 deposit to lus cic-
dit. Now, the veiy same principle which Limits the use of
com to the smallest sum necessary to conduct the tiansactions
of the country, must also imit the cnculation of these notes to
the smallest possible amount A banker does not part with
his notes, any moie than his com, without recewving what he
believes to be full value for them  Eveiy one who holds notes
moie than are actually 1equued for hus tiansactions, loses the
terest of them, just as much as 1f they weie com  And,
therefore, the sum which can be kept m cnculation must be
detexmined by that which 1t 15 absolutely needful for the uses
of business, and not by the quantity which bankeis may 1ssue.

M2
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Bankeis may 1ssue 1n loans, by discounting bills, or 1n pay-
ment of deposits, as much paper as they please, but not one
pound would 1emam out more than the country required
__all the rest would 1nstantly find then way back, either 1
exchange fo1 the comn they obliged the banker to pay, or m
payment ofa debt due to the banke1, or in deposit to the credut
of the holder, on which agan he could draw at pleasure
Notes, are, therefore, a mere means of transfering a claim for
a given quantity of money, o1, m other words, of gold, upon
the 1ssuer of the note, fiom one peison to another , the present
holder always being entitled to demand payment m gold for
the amount the notes 1epresent. Aslong, thesefore, as notes
are payable on demand, 1t 15 utterly impossible to keep moie
of them m cireulation than the sum. that would be 1equued,
wete the ciculation pmely metallic, but there 13 the obvious
advantage m notes bemg thus circulated m place of gold, as
long as then convertibility 1s secwed, that they economuse the
quantity of gold which 1s 1equued to be abstiacted from the
re-productive capital of the countiy in order to peifoim the
function of a cmirency, and they, moreover, econonuse the
com 1 the wear, besides being more convement for tians-
mission to a distance. But the note contans no tumsic
value m 1self; it only 1epiesents the Lability of the issuer to
pay on demand so much gold, and, theicfore, the whole value
depends on the credit of the 1ssuer  The 1ssue of notes 1s a
smple question of the credit of the 1ssuer—ofhus ability to pay
at all times, on demand, the com which the notes purpoit to
1epresent. So far, therefore, nofes are precisely the same as
bills of exchange, except that the foome1 ale payable at all
tumes on demand, and, theiefore, cannot be made a security
for advancing money upon at nterest, while the latter are
payable only on a given distant day

Whoever, therefore, holds a 204 note, holds sumply & power
to demand from the 1ssuer fwenty coms of the same denomma-
tion, which twenty cons contam a certain specified quantity
of gold, of a fixed fineness, and which gold 1epresents so much
labow, which latter deteimines the quantity of any other com-
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modity, which 1t, and all its 1epiesentatives, down to the paper
note, will purchase

Having thus traced the ougmal and simple exchange of
commodities, by duect baitei, through every step, down to the
present mode of buying and selling by the means of notes and
money, o1 com, we would now especially clam the whole at-
tention of ow 1eaders while we proceed to show the 1eal dis-
tinetion which exists between capital and money, and, under
the tetm money, we will include, according to the populax ac-
ceptation of the word, banket’s notes, payable on demand,
which, with the comn, constitnte the exculation of the country.
On this subject there 15 the greatest confusion 1n the public
mind, without removing which 1t will be an utterly hopeless
task to explamn satisfactorily the singular phenomena which
are presented m the money maiket at this moment, and which
are Likely to become still more remaikable as events become
developed which atpiesent are unces tain to happen.

The confusion which exists between money, curency, and
eu culation, which, for owr piesent pw pose, we shall consider
as synonymous and convet tible terms, and caprtal, has 1cference
only to floating capital, which 15 contnually cnculatng and
1e-producing itself.  When people mvest then capntal 1n an
undertaking, they see only the money by which the tiansfer 15
made of 1t from one to another, and hecause they see no
dunmution m the quantity of money, but see 1t only trans-
ferred fiom one hand to anothes, they contend that, as long
as the capitalis mvested in the country, it makes no difference
m 1ts character o1 agglegate efficiency for futuie operations

The floating capital of the countiy, we have alieady seen,
consists of all those commodities of every day use, which have
been accumulated by production exceeding consumption, and
the employment of which 1n new acts of production, 1etuins to
the owne:r the whole amount with his profit, fiom the mncome
of the country, while money, 1s only a small poition of one
paticular commodity, which has been fixed upon as a
standard of value, and as a medwum of crculation, for the paipose
of facihitating the exchange of all these commodities constitut~

M3
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1ng capital. The possession of capital 1s mezely the command
over commodities of vailous kinds These commodities consti~
tute the basis of all credit, whether made in money o1 1n goods ,
they constitute the basis of all bank deposits, of government
1evenue, and of all debts due by one person to another , and
money 13 metely an mstiument used to pass the command of
these commodities fiom one to another.  If money had never
been mtioduced at all, the present complex 1 elations ofereditor
and debtor, of bank depostts and bank credits—and even of
bank notes, and of government 1evenue, might have subsisted
1n reality, the same as now, commodities themselves being used
m all the changes of propeity, mstead of being 1epiesented
simply by money. The payment of wages of all kinds 1s 1eally
gvng so much of the vailous commodities which constitute
the labomers’ consumption. If paid 1n money, the labourer
smply thereby obtamns a command over so much of the vaiious
commodities which he requnes for his consumption, but if
the medium of money bad never been itroduced, he must
have been paid m the commodities themselves, Suppose the
system of money had never been mtioduced, and a farmer
took a fam and bonowed the capital to conduct 1t He
would, n this case, borrow the commodities of vailous kinds
1equisite to support the labouters and cattle that he employed
before lus crop was 1eady for consumption, when hus produce
should replace the capital o1 commodities advanced dwimg
the year to the labowier, with an additional quantity to pay
the o1igmal owner of those commodities for then use (the -
terest of money), and a fuither quantity as the piofit of the
farmer.  What would be thus accomplished m a very awk-
ward and inconvenent foum, 1s 1n 1cality what 1s now accom-
plished by the interposition of money Even bankmng, i a
rude way, might exist without money ~Suppose the system
of duect baiter had been peisevered in  Capital would have
accumulated in the same way that 1t has  There would have
been a class of capitalists, whose capital would consist of the
commodities themselves, instead of, as at present, a mere com-
mand over them, and these capitalists would be 1eady to lend
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out their commodities at mnterest, as now they ate then money
The bortowers would obtamn the commodities themselves n
place of money, which now gives him a command over them
as he requires them Now, it 1s easy to concewve, m such a
state of society, that, m oder to facilitate such loans of com-
modities between the lender and borower, an nteimediate
party, o1 banker, should have existed, who had a set of cus~
tomers who weie lenders, and another set who wete borroweis ,
that the lenders would deposit their goods with this interme-
diate agent o1 banker, recerving a receipt entithng them to a
return of a similar quantity, either on demand o1 at a given
date, and with so much mote m addition for the use i the
meantime , while this agent or banker would let them out
agam to a class of boirowers, to be 1epaid withm a given
time, with so much moie m addition for then use as would
constitute hus profit for the expense and tiouble  The greater
facility and safety which a person thus engaged, wholly as an
agent between lenders.and borioweis, would have i accom-
modating both paities at all times, and the ceitainty that the
borrower would repose m the supenor wealth o1 credut of the
agent to 1ccover back s commodity when he requued 1t,
compated with what he would feel in lending 1t to the peison
who 1equned the loan for hus own use, as well as the difficulty
of occastonal lenders judging of the safety of lending to occa-
sional boriowers, would always afford such a profit between
the 1ates at which such an agent or banker could bonow, and
at which he could lend, as would constitute hus profit. It1s
quute easy to suppose that such tiansactions might take place
with wheat o1 other commodities, but there would ceitamnly
be an mfinite amount of difficulty m determining the exact
qualities of cach mticle borowed and to be repad. The
agent o1 banker dealing 1 such commodities, would always
be obliged to keep a certam quantity of each article on hand,
to answer the demands of his lendeis or depositors.  Now, this
15 just whatm 1eality does take place with bankers at this pre-
sent moment, only with the difference that the tiansfer of
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these dittes 15 sumphified and facilitated by all bewg te-

duced to a price m 1elation to the adopted standard of value,
and by this means all the difficulty of diversity of qualities,
and the inconvenence of moving commodities m bulk, o1 nu-
merous subdivisions, to smt particular boiroweis, are avorded.

Suppose A, a capitalist, possesses commodities to the value of
10,0002, which he wishes to lend upon mterest He sells
them, and 1eceives money, which he 1mmediately pays to his
banke1, i order that he may 1eceive interest The 1epresen-
tative of the commodities thus passes mto the banker’s hands,
at a definite sum  The banker lends the whole o1 a poition
of this money to C., who only boirows 1t because he has to
pm chase o1 pay for other commodities; but C does not bor-
10w the money a day before he requunes 1t, because he pays
1ntetest for the loan. Nor does C. borow this sum without
giving the banker some secunity He discounts bills of ex-
change, which are themselves repi esentatives of other commo-
dities sold, on a ciedit  With the money which C boitows
fiom the bankers, he pays D for the goods, for the puipose
of which he borrowed the money, and D., with the same
money, immediately dischaiges a debt to a smlar amount,
due by hin for goods pwichased, o1 perhaps pays 1t back to
the bankers for a bill fallng due. Now, though these tians-
actions aie performed on the mere personal credit of the par-
ties connected with them, yet the whole basis on which they
are bult, and without which they could not be sound, 1s the
various commodities which they repiesent. A bill 1s good,
and is certam to be paid, because 1t 18 supposed to 1epresenit
goods delvered to the acceptor, which goods, not being con-
sumed, but used for the puiposes of repiroduction, will be re-
paid out of the current mcome of the commumty who pui-
chase them fiom the dealers for consumption  The cuirent
come of the country 15 thus pledged mn 1eality for the 1cpay-
ment of loans made on bills of exchange, 1epresenting commo-
dities sold to the acceptor, and 1t 15 the ceitamty of bemg
thus provided for from cmient income 1 the usnal cowse of
business, that bills of exchange constitute a sounder banking
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secunty, though xeally only dependant on personal cxedut, than
landed property, 1ailway shares, ot any other object of fixed
capttal, the mterest of which 1s only paid out of 1ncome A
loan based upon the secuiity of commodities, which ae cn-
tuely replaced from the mcome of the count1y, presents a cer~
tamty of repayment at a stated time, that a loan based upon
fixed property does not. The former 15 the best tempoiay
nvestment, although contingent only on peisonal secunity, the
latter would be the best secuity for a lengthened and perma-
nent loan. The former 15 a fitting security for a banker who
wants temporary employment for lus deposits, and the latter
1s the most fitting secuuity for the moitgagee who wants a
permanent mvestment for his capital.  The former secunities
1epresent floating capital, while investment 1n the latter con-
verts floating nto fixed capital, and 1s, therefore, wholly un-
suitable for bankers

Wheu a banker 1eceives deposits, he m 1eality 1ecerves a
certain d over d and when he d
bills, he funnushes his customers with a command over com-
modities, and although, m both cases, the deposit and the
loan are defined by 1efcience to the standard of value, and ex-
pressed 1n money, yet money may, 01 may not, be used m or-
der to effect the various transfers of the goods so 1epresented
A deposit may be made mn cheques; advances to a customer,
by a banker, may be metely placed to Ins credit, and s
cheques diawn agamnst them, and commodities, o1 capital,
tiansferred fiom one to another, without the nteiposition of
money at all

So that, m fact, capital 18 constituted of commodities which
are tiansfenied fiom hand to hand, and banking 1s the mam
medium by which those tiausfers are made, while money 1s
the mere mstrument for effectmg the tiansfer of those commo-
dities i certamn cases, but beais a very small proportion to
the whole value of the dities which 1t 15 employed to
tiansfer, by means of 1ts repeated use  Thus, for example, by
Pathamentaiy evidence, the deposits on the Scotch banks, all
of which can be demanded at thé will of the depositors, amount
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to upwaids of thuty nulhons, and this sum 15 constantly float-
ing upon the fund: 1 secunty of d of vaious
Jands, thiough the medium of private credat, but 1t only re-
qunes about three mullons of money, o1 cnculation, to perform
all the functions of tiansferng this #hwty mlhons of capital
constantly floating, and 1epresented by the glowing erops n
the fields, the 1aw mateiials m the progiess of manufacture,
the goods n the warehouses and shops of dealeis, the foreign
produce 1 the docks, and the manufactutes of the country
consigned to foreign countiies,—the ity mallons of deposits
in the hands of the bankeis of Scotland, besides then own
laige capitals, leaving only a sufficient 1eserve at then imme-
diate call to sccure the ordinary demands upon them, bemng
advanced upon bills diawn agaist all these classes of commo-
duties, which must ultimately be 1epaid out of the mcome of
the as they aie d, 13 1eally and tiuly 1e~
presented by these vaiious commodities, although thiough the
medium of private credst only, but all being 1educed to de-
fined value i 1eference to the standard ~ Thus #hrty mallons
of floating capital, deposited with the Scotch banks, and mn
addition thereto the capital of the banks themselves, 1s all
managed, 1n 1ts constant and daily tiansfers and changes, by
about three mullons of cuculation, oo money And m Eng-
land, wheie the system of banking 1s more peifect than
Scotland, 1n the particular 1espect of affording greater econ-
omy of cwiency m the performance of the same amount of
business, in consequence of the geneial use of cheques, the
proportion which the floatiny caprtul bears to the mere money
and notes 1n circulation must be even much greater than m
Scotland

It s, theiefore, cleal, that when we speak of caputal, we
1eally mean the vaiious commodities which constitute the stock
1 trade of the country, and that when floating capital 1s con-
verted mto fixed capital, by bwlding a house o1 constiucting
a railway, we actually consume such portion of those commo-
dities without 1epioducig them—while the mere money,
coin, 01 notes, used to pass those commodities fiom one hand
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to another as a simple mstiument of exchange, 1emam un-
changed m then amount, by merely passing fiom one hand
to another  In another article we will proceed to consider a
piactical dlustration of the prnciples we have now endeavoued
to explan, and of the modus operand: by which the 1eduction
of the floatmg capital in the constiuction of 1ailways to an ex-
tiavagant extent, while 1t adds, to a coiresponding degiee, to
the fixed capital of the country, 1s certamn to 1a1se the 1ate of
mterest, to affect the foreign exchanges, and to derange the
monetor1al affans of the country

Theze 15 also a pomnt of much importance ansimg out of
these geneial punciples, which we will discuss sepaately,—
we mean, the effect which the obligation on all parties to pay
these habilities n the standaid com of the realm, has upon
the functions and value of bullion different fiom the other
general commodities



ARTICLE XIII.

COMMERCE AND FINANCE —OUR PRESENT STATE AND FUTURE
‘PROSPECTS.

Eatent of Rmlwey Intestments and Luabilities —Effects of Raulways on tho Capital
of the Country —The Distuction between Floatmg and Fised Capital —
Causes which have led to the present Crisis —Great morcase of Imporls
caused by Raulway Expenditue —Effect of Ralnays m Economusing Capi-
1] —Ow Present Posiion and Futwe Piospects —Apul 10, 1847

Ox the 4th October, 1845, when the 1ailway mama was at its
height, we devoted exght columns of the Eeonomast to a calm ds-
cussion of the dant upon those specul
and the effects which they weie hkely to produce upon the
mterests of the country, by so 1apid and so extensive a con-
version of floating into fired capital. In that aticle we showed,
that up to the end of 1844, the extent of 1ailways completed
m the whole woild was 8,650 mules, of which 2,069 miles
were i Great Butain, 3,688 miles i Ameiica, and the 1e-
mamnder 1w the different contmental countites The whole
cost of those 1mlways had been 118,589,1607, of which those
m Great Biitamn 1epresented 64,238,600/, those in America,
17,702,4001., and the 1emamder was made up of smaller sums,
expended by the Ewopean countues Of the 64,238,6007
expended mn Great Biitam, the sum of about 60,000,0007 had
been imnvested during the preceding fwelve years, m construct-
g the chief lines completed up to that tune, so that the ex-
tent of capital which, during that period, had been appropi-
ated to railway undertakings, had been at the 1ate of fie mal-
hons a-year  We fmither showed, that at that tune there were
ratlways undel constiuction, o1 authoused by law, to the ex-
tent of 13,924 males, of which 3,543 miles were 1 Gieat Bui-
tamn, 2,410 n Fiance, 2,347 1n Germany, and 5,624 m Amei-
ca, 1epresenting a capital amounung m all o 164,269,000
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Of this amount 74,407,000/ 1epresented the lines to be made
m Great Butan, under the acts granted mn 1844 and in 1845,
leaving nearly 90,000,0007 to be expended by other countiies
‘The expenditure to which we were at that moment commatted
exceeded, therefore, the amount which we had been able, with
the greatest shammng and difficulty, to devote to railways
duing the preceding twelve years. But this was altogether
independent of the mmense flood of new undeitakings pro-
posed n 1845, and sanctioned by Parliament m 1846, which
finally amounted to 110,000,000Z

In the article to which we have 1efeined, we had 1n view
the combating of what appeared to us two distinct and very
dangerous fallacies, under which the bulk of men disguised
from their minds the hazaidous caieer mto which the countiy
had plunged  The fiast of these was the extent to which the
savings of the countiy could be appropuated to any one ob-
ject  We showed, by the most satisfactory process of which
the pioblem was capable, that the annual accumulation of
property could not be reckoned at less than 65,000,000/ ,
but, at the same time, we endeavomed to show the extieme
abswdity of supposmg, as was then commonly done, that, un-
de1 any cucumstances, any very unusual proportion of such
accumulations could be diverted mnto the formation of rail-
ways. On the contrary, we endeavoured to show that any
attempt to make 1ailways to an extiacidinaiy extent must xa-
ther have the tendency of leading to the absorption of capital
n other ways motre 1apidly than usual, by stimulating the de-~
mand for all d of geneial ipt1 The ex-
penditme of so Jarge a sum 1n a pa1ticular way, could not fail
to stimulate consumption to an unusual extent More com-
moduties must be supplied—more must be mmpor ted and manu-
factmed—mote ships and more factones would be 1equued
to effect those objects,—and moie dwellings, and m new lo-
calities, would be necessaiy for the accommodation of those
whose means were thus added to by an extraordinary expen-
ditwe, and, moreover, moe non-wotks must be elected-—
more means used to supply tmber—all involving an mvestment
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of fixed capital to facilitate increased production. So that 1t
was then obvious to us, that so far fiom the extiaoidinary ex-
tent of 1a1lways bemng rendered practicable of constiuction,
simply by applying the chuef pottion of the annual accumula-
tions thereto, the tempoiary stinulus which they would fnn-
nish would promote an absorption of capital in other ways to
an unusual extent. Under an unusual demand, all articles
wete Likely to rise m price, and an ncieasing price 1s a cei-
tain means of inducing to new efforts to increase the supply.
Nor did we then, 1n ow calculations, oveilook the poweiful
fluence which the railways aheady fimshed were likely to
exert m economusmg and 1endenng more efficient the existing
capttal of the country, and, to some extent, hbelatmg a con-
siderable amount from other puiposes to which 1t had lutheito
been apphied. On this pont we then dealt at gieat length
It was, therefore, very obvious to us at that time, that the
extent of works to which the countiy was then committed-—~to
say nothing of the enoimous amount of new undertakings
d 1d only be lished by converting a lage
pnmon of the floating capital of the country, necessary to
caury on the usual tiade and 1eproduction of food and other
commodities of oidinary use, nto fized capital. But 1t was
equally obvious to us, that the fiist effect of this p1ocess would
be to 1ender capital scaice, and in propo1 tion to raise the rate of
mterest, and that the next effect would be, by 1endering com-
modaties of common consumption scarce, to inciease thewr de-
mand, and to afford, thus, a stionger inducement to continue
capital m 1ts exasting channel, than to divert 1t nto a new
one The fist operation, 1t was plan, would be to withdiaw
. capital fiom other souices, and so materally to inciease the
1ate of interest, until those other somees held out a stionger
nducement than 1ailways o the railway companies could
offer  The next opeiation would be a struggle between vaii-
ous mtetests for the use of capital, and the last and imevitable
result of that struggle, 1t was plam, would be, that a gieat ma-
Jonity of the railway schemes must be abandoned o1 indefin-
1tely postponed.
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The next fallacy which we then attempted to combat was,
—that most supeificial and transparent one—though almost
umversally indulged m, down to the present moment, even by
a great bulk of the practical men of busmess and bankers m
the countif—viz —That 1t made httle matter how much
money was expended 1 railways as long as 1t was expended
wn the country, because, as 1t was contended, 1t was at most a
mere tiansfer of money fiom one class of men to another;
and, theiefore, though one class mght be piessed and incon-
ventenced 1 paying up their “calls,” yet, that as the moncy
went 1to the hands of othets, so, as 1egards the nation at
lage, 1t could make no difference. Laige amounts mght be
collected, 1t was contended, by duectors fiom the public for
“calls,” but as they were agan disttbuted among labourers
for wages, fiom whom they went to the gocer, the butcher,
the baker, and so on, and fiom these to then bankes, o1 to the
non-master, o1 to the timber-mexchant, and fiom them to then
bankers, the whole tiansaction, to whatever amount 1t was cai-
ried on, was, after all, a mere transfer from one class of bank-
e1s to anothet, o1 perthaps only fiom one class of accounts with
the same banke to another class.

There has been no fallacy entertamed duiing the last two
years, which has led to consequences so dangerous as this,
And 1t was especially for the purpose of explaming and 1en-
deung clear this fallacy m connexion with others auising out
of 1t, m order to render ntelligible the present position of the
money market and 1ts piospects, that we published owm
articles on the 231d of January, and the 6th and 13th of Feb-
1uary, m which we attempted popularly to solve these thiee
questions —Fu st—What 1s Captal?  Secondly—What 15 the
difference between floatug and fiaed Capital?  And Thud—
What 15 the diffrence between Capital and Cuniency, o
Money

It 15 absolutely essential to a clem undeistanding of the
effects which ow 1a1lway undertakings have produced, and ate
still Likely to produce, upon the capital of the country—and the
same 1easoning will apply to any othex cause that affects the
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supply and value of capital, whethe: 1t be defective hatvests
or any other cause—that we should bear m mimnd the defini-
tions of capital, and the distinctions between floating and fized
caputal, and between caprtal and currency, o1 money contaned
1 those anticles We have seen that all capital consists of
accumulated labour, 1ep1esented by commodities—but floating
capital consists of those commodities, 01 the command over
them, which aie used m the annual production of such com-
modities as are 1equied for the consumption of the country,
and which ate 1eplaced by such annual production (together
with a profit to the ownei), 1eady to perform a smla
office for the following yenr,—-that fixed capital consists of
mp1 of the soil, 1 buildimgs, 10ads, 1ail-
ways, ships, and all othei objects of mvestment which facili-
tate and 1ender production more easy, but which aie not re-
produced to the ownei, but who 1eceives an annual mcome,
i the shape of mterest o1 dividends, for then use. The
Sloating capital of the countiy 1s 1eplaced enfire to the owners
along with then piofits, fiom the expenditure of the annual
mcome of the country. The wterest only of the fized capital
of the count1y 1s 1eturned to the owneis, fiom the expenditme
of the annual mcome of the country. The entue cost of
manufacturing cloth, consisting of the wool, the food of vai-
ous desciiptions, the clothing and the house accommodation,
the mterest of the machinery employed, and all other chaiges,
together with the manufactuiel’s profit, 13 1etmned entne
fiom the mcome of the countiy, and 1s 1eady to 1epeat the
same operation. The entuc cost of growing wheat, mcluding
wages, 1ents, and the faimer’s piofit, 15 1etuined to the grower
fiom the income of the country ~ The entue cost of producing
sugaz, tea, andall other simila1 imported a1 ticles, 1sreplaced from
the mcome of the country, thus, mn all cases of floating capital,
1eplacing the means for a continuance of a sumdar supply of
such commodities, and, of cowse, for the contmnued employ-
ment of labow  While, on the other hand, investments m
houses, machmely, 1ailways, &c, are not replaced fiom the
meome of the countiy, but only an annual dividend 1s paid
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for the use of them, and the funds once mvested in the em-
ployment of labour, necessary to constiuct a railway, &c,
except so fa1 as the annual meome derived fiom them 1s con-
cerned, are lost for the pw pose of employing labour i futue,
It 1s true, howevey, that, so far as such fixed investments of
capital are for the pwiposes of facilitating production by
cheaper processes, as machinely, 01 by qucker and moie eco-
nomical transport, as by 1ailyays, they induectly lead to the
employment of moie labour, by the moie extensive consump-~
tion of the cheaper products, And, lastly, we have seen m
the articles 1eferred to, that while capmiel thus consists of
commodities, money or currency consists only of the mstrument
by which, for the sake of convenience, those commodities are
exchanged or passed fiom hand to hand, and that the precious
metal the d d standard of val used only
as such an wstiument, or the commodity mto which any
other mstrument, such as notes, so used, shall be convertible
asa test of thewr true value. It 1s, theiefore, quite clear that
the gieat and essential object, m all the questions which have
reference to the investment of capital, and to what 1s popu-
larly termed ¢he mongy maiket,” are most mtimately con-
nected with the distribution of commodities which 1epresent
capital, and the due apportionment of the use of such capital
to floating or fized employment.

CAUSES WHICH HAVE LED TO THE PRESENT CRISIS.

With these preliminary 1emarks, we will now pioceed to
consider the causes which have led to the present state of the
“money market,” and the effect which those causes aie likely
to produce 1 futme. Since the 4th of October, 1845, when
we published ou1 views, at gieat length, as to the effect of the
enormous 1ailway expenditure which the schemes then pro-
posed contemplated, we have fiequently referied to the sub-
Ject, and have traced therr effect, from week to week, upon the
state of the money market. For twelve years prior to 1845,
we had, with much dufficulty, been able to expend at the 1ate

N
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of five mullions a yea1, fiom the annual accumulations of the
country, for the pupose of constructing 1amlways. At the
moment when we wrote in 1845, there had been passed i the
two previous sessions, acts for the puipose of constructing
ratlways to the extent of 75,000,000.—the gieatest part of
which were then to be commenced. But besides this existing
lLability, the country was about to apply to Parliament for
poweis to construet all the new 1ailways proposed n the ses-
sions of 1846, which ultimately amounted to 110,000,000
Up to this moment, 1t may be said that the only pressme
upon the capital of the country has been to constiuct the
schemes passed 1 1844 and 1845—few of those of 1846 be-
ng yet begun, and, those that aie, but httle advanced. This
postponement has, therefore, up to this peisod, mitigated the
effects which amore 1apid progress would infallibly have p1o-
duced. On the other hand, however, other events, to which
we will heieafter refer, have occurred to aggiavate the incon-
venience
Let us now consider the exact operation of this enormously
d f this rapid of floatmg
nto ﬁ.zed capltal When we talk of expending 75,000,000Z
n making railways, we really mean that we will apply out of
owr usual stock of food and other commodities, such as timber,
non, &c, which m then turn can only be procmed to a
gleater extent, by an ncieased consumption of food m the
labour so employed, to that amount over and above our usual
sowces of consumption. If we thus expend only a sum equal
to the savings of the country, o1 consume commodities pro-
duced, over and above those which are1equued to1eplace the
full amount of the floating capital required fou the futuie 1e-
production of such d then no will
arise from such investments But 1f, on the other hand, we
apply the capital of the country—or, m other words, the com-
moduties which we possess, to a greater extent than can thus
be spared, to the construction of works which do not 1ep10-
duce such necessary dities, o1 other
exchange for which they can be procuted, then 1t 1s plam tbat
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we must abstract from the capital of the county 1equned fou
the duect production of those commodities, consumed at
home, o1 exchanged for forelgn commodities imported fou

consumption.
For example ‘—Suppose such an unusual expenditure to
take place i the constiuction of a 1ailway. Suppose hwenty-
Jive millions 1ased by the directors by ¢ calls.” The shaie-
holde:s fiom then vaiious sources transfer to the directors the
command over so many dities; and a new p-
tion to this extent 15 called suddenly mto existence. The de-
mand for labour 15 ncicased, wages 11se m all bianches con-
nected with the opeation 1 question, and a greatly mereased
consumption begms The chief articles of which such -
clease I consumption takes place, aie those of food. But
while this increase of consumption takes place, theie 1s 1athe
a tendency for production to dimush, in consequence of the
hlgher wages, and, m some places, the withdiawal of labom
fiom field industiy to railways, The consequence 15, that,
with such 1ncieased consumption, and the higher price which
cnsues, Jaige impoitations a1e promoted, and make up the
quantity requued for such mcieased consumption, but fou
these 1mportations there are no commoduties called mto exist-
ence to be exported m payment of them. On the contrary,
at such a moment, 1n place of an mciease of cxports corres-
ponding with the food 1mported, the tendency which all com-
modities have to rise m price m the home market, has rather
the effect of checking and lessening the amount of our ex-
ports, when they 1equue most to be increased. Wath respect,
then, to articles of home produce, two distinct effects take
place; first, alaige portion of those commodities which weie
destined to support the labour employed 1 reproducing such
commodities, 15 withdiawn to sustam labow n making rail-
ways, the effect of which 1s to 1a1se the price upon the general
consumers, to absoib theieby a much lmger portion than
usual of the whole income of the country, and thus to contract
the demand for other aiticles of less pressing necessity 3 and
thus ultimately an undue poition of the labour and commod:-

N2
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ties of the countiy bemg employed in such a way, has a ten-
dency to muie othe:r classes of producers : and secondly, this
ereased demand gives rise to an ncieased mportation with~
out creating any article which can be expoited n payment
thereof, There can be no doubt that, mdependent of the bad
harvest of last year, a very laige import of food has been p1o-
moted to meet the increased demand for various aiticles,
created by ow railway operations. In this way theie has been
a constant tendency for ow1 1mports to exceed om expoits,
for though there can be no doubt, 1f that demand for foreign
produce weie to continue and be peimanent, a corespond-
mg demand for owm productions, either diect o1 indnect,
would ause to meet such 1mports, yet such an operation 1s a
question of time.

But there 1s another and more palpable way n which such
an expenditute 13 calculated to promote 1mpotts, without pro~
viding expotts to a coulesponding extent. A laige portion of
the commodaties consumed 1 the constiuction of 1ailways a1e
those of foreign production, such as suga1, coffee, tea, spnits,
the 1aw mateiial of clothing, &c. & Under ordmary cir-
cumstances, these a1 ticles aie consumed only to such an extent
as the demand for om manufactmes places them withm the
reach of the consumers, and as fa1 as the mcome of the
countiy 1s enabled to pay for them Sugar, tea, and coffee,
consumed by the cotton o1 the woollen operative, aie paid for
by the export of those articles, m the production of which
they are consumed, and thus indnectly reproduce themselves.
But, with 2espect to the enormous consumption which 1s
created by raways, a double effect 1s produced, by which our
mports have a tendency to exceed om expoits Fnst, the
mereased demand for such aiticles incieases therr puce to all
classes of the and, dly, 1t the
quantity mmpoited to supply the new demand, But, while
such effects take place, no commodity 15 created which can
be exported mn payment for them, The notion, therefore,
that the constiuction of railways, while cainied on at home, 15
a mete transfer of capital fiom one class of men to another
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class, is a gieat error. It 1s true, as far as 1egaids the mere
money which 15 used to pay “calls”—and, after that, to pay
for wages, materials, &c., 1t may be so,~—but the money 15
the mete nstrument by which a command over the commo-
dities of various kinds 1s obtained for the object in question,
« Calls” are paid to duectors, duectors distiibute the money
1n wages, and for mateials, which are agan chiefly composed of
wages, the labourers expend then wages in food, 1n suga, tea,
coffee, spuits, and clothes, and the money passes mto the hands
of the various tiadesmen with whom they deal, who tansmut 1t
to London mn payment of corn, piovisions, sugaa, tea, and othe
articles imported fiom abroad No commodity has been, 1
the meantune, produced, which can be expoited to meet these
mereased mports, and they must, therefore, be paid for ulti~
mately by the tiansmussion of bullion. So that, as fax as 1e-
gards the effect upon capital, the making of 1a1lways at home
has a tendency as unquestionably to 1ender it scatce and dear
as 1f 1t were employed m the construction of 1a1lways abroad.
By keeping the mind constantly fixed upon the commodities
which ae consumed n any undei taking—which, m 1eality,
represent the capital—and not on the money, o1 the mere -
strument by which these commodities are passed fiom one to
another, we shall most easily get 11d of the fallacy which,
during the last two years, has deceived so many mto a belief
that no inconvenience would aise out of the ialways con~
structed at home The truth s, that every shilling used for
the construction of railways, whether at home or abroad, be-
yond the capital deaved from the actual cunient savings of the
country, 1s so much abstracted fiom the fund at present appli-
cable to other objects. If a man withdiaws money from his
banke to pay hus “calls,” the banker 1s left with less captal
to employ for the usual puiposes of business; o1 1f a man sells
consols, or any other secuity, to pay his “calls,” some one
clse must take lus place with other capital, withdrawn from
some other use.  As a 1ule, no capital 15 1dle 01 unemployed

If not absolutely mvested, 1t 15 1 the hands of a banker o1 a
bill bioker, who, on theiwr part, employ 1t to facilitate busmess

N3
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i some way or other. Sg that, fiom whatever somce calls”
are paid, they have a direct tendency to lessen the amount of
capital in some channel o1 other, And these “calls,” let 1t
never be forgot, although they may for a time 1cmain as de-
posits with the banker of the company, are all ultimately ex-
pended 1n food and provisions of various kinds, without either
reproducing those d o l t}mt will exch

for them, They may ultinately become v very profitable un-
dertakings, and yield & high dividend for the capital mvested ;
but they, nevertheless, constitute an abstiaction fiom the
Sloating capital of the countiy, and an addition to the fived
capital, and this cannot possibly be accomplished to an extent
greater than the annual savings of the country without pro-
ducing the most setious derangement i all the o1dinary chan-
nels of reproductive dustry, We must never lose sight of
the fact, that it 15 essential to the continued employment of
labow, as well as to the reproduction of all the articles of
ordinary consumption, that the floatig capital shall not be 1e-
duced below the amount necessary to 1eproduce all the com-
modhties required for ordinary use.

With these views, when 1t 1s considered that the railway
schemes of 1844 and 1845 amounted to no less than
75,000,0007, and those of 1846 to 110,000,0001, 1t may be
a matter of surpuse that a gieater inconventence has not al-
1eady arisen from this somece. In the fist place, however, a
very large portion of the undertakings mcluded 1 the
75,000,0001, are not yet completed, while those embraced mn
the 110,000,000Z ae only just commencing; and when to
these considerations we add the fact, that there are schemes
before Paliament 1n the present Session to the fnther amount
of neaily 40,000,000Z, 1t is obvious that, up to this time, we
have 1cally experienced but a very small amount of the pres-
sme to which such an extent of undertakings, to which the
countiy 1s committed, must expose us. There has been, moie-
ovel, a cause 1n opelation dwing the last six yeais, which has
tended matenially to mitigate the presswe which would other-
wise have been felt. We allude to the great economy of
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capital effected by the 1ailways alicady finished and m opera-
tion, which took the country neaily twenty yeais to complete
To this element, as calculated to postpone the pressme, we
fully alluded 1n ow article on the 4th of October, 1845, and
we have never since lost sight of 1t.  The following letter, re-
cently 1ecerved, exp the ad ges thus obtawned, 1na
clear and popular way .—

To the Editor of the “ Economst "

“Sim,—T am a constaut reader of your Journal, and generally agiee mth you,
but I do not fully participate m the alarm you fecl at the rapd conversion of
floating mto fixed capatal, by the construction of rmlroads 1 think causes have
Deen, and are at work, 1apdly to cconomuso the amount of flonting capltal neces-
sany or the hadiog trausustons of the ountr, and that & connderatle propor-
H1om of 16 has become app wmthout loss 01

“ Have you ever considered how gunt an amount of floating capital 15, and will
be, economused by the faciihes of inter-commumeation by rairoads and steam
vessels? 1 know large districts, the valuable manufacturing products of which
0w 1cach London, Livetpool, and other points, where consumption takes place
i noarly as few hours as they foumerly requred weehs, m waggons, sailing
vessels, and canal boats  Consider the enoymous amount of eapital economised
1 tus way, on goods m transif, as well as on stocks, from the ceriamty and
celenty of 10plemshment, also, the luge saving of flosbng caputal made by
Dankers, merchanis, and taaders, by the shortemng of the tune occupied m the
transmission of the post

“Under the railway system, less money and less goods suffice to trensact the
same amount of busmcss  What proportion of the floating capital of the countiy
will be thus economsed, can hardly be ascertmmned , but I firmly beheve that,
under theralway system, mded by steam vessels, one-third of i will be hberated
and be appheable to fixed mvestments

“ Agam, I see an mstance recorded (and there must be many such), of an m-
Iand aity, where the cost of coal was reduced ten shnllings a ton by the opening
of a1mlioad The eftect of this was equal to a gift of the whole house rent of
the city to the mhabitants, and if they apphed that amount annually to the con-
structon of ralways, I apprehend the state would be no poorer m flonting
capidal

“T4 15 true, the seving 1 not avadable until a railway 15 opened, but m some
part or other of the ungdom, railways are opencd monthly , and every raulway so
opencd hiberates a luge mmount of floatng capital, winch, to that extent at
Teast, may be expended n fixed wvestments, leavmg the means to carry on trade
as great as they were before

“T may exaggerate the 1clcase of workmg capital m the way I have suggested,
but I am convinced an cnormous amount must be so economused and it 15 a set
off which you haye not noticed, but which, I thunk, you should conder and
allow for
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My Judgment mey be 1 ervor, bu T have no Imge 10li0ad myestment to
warp b

«1 am, Sir, your obedient servant,
«J P B
Ystalyfeta, 8th February, 1847 **

Now, there is no doubt that the 1ailways which have been
brought mto operation dwing the last seven years, and espe-
cially the long trunk lines, have tended to 1elease an 1mmense
amount of caputal , and this fact 13 one of the explanations of
the favomable state of the exchanges, and the enoimous accu-
mulation of bullion fiom 1842 down to the mddle of 1846.
By the opening up of 1ailway communication, a great economy
of caputal took place, and here we again see the way mn which
capital and commodities are 1dentical. When the 1ailway, for ex-
ample, between London and Manchester was completed, goods
were conveyed i 24 hours, which, by canal, took five o1 six
days. There was, therefore, constantly on the way, mn tiansit
between London and Manchestei, a quantity of commodities,
such as London suppled, equal to six days’ consumption, be-
sides the necessity which all dealeis felt of keepmg larger
stocks, 1 order to provide for the greater 115k of delay. Now,
when 1t 15 considered that all the chief consuming districts of
the countiy became connected with the chuef poits, by 1ail-
ways, within a few yeais, 1t 13 easy to see how a very gieat
economy was effected m the quantity of goods necessaty to
conduct the tiade of the country. In the fiist instance, there-
fore, the opening of a 1a1lway was equivalent to an immediate
addition to the general stock of commodities, which weie saved
by the facility of transpoit. It had the same effect as 1f such
an additional importation had taken place, without any pay~
ment beng requued. Between London and Manchester, for
example, as soon as the goods went by railway, a quantity
equivalent to at least thiee days’ consumption out of the five,
which weie always before 1n tranut, was 1n 1eality and practi~
cally added to the stock of such commodities m the country.
This practical addition to the stocks 1educed the prices of all
such commodities, and discom aged 1mportation, so that we
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did not impoit goods 1n the same proportion as even the con-
sumption required for a considerable time  Ow stocks accu-
mulated m bond, end thus, while by cheap pioduction, ow
exports rapidly 1ncieased, owr mports did not merease m the
same proportion, the exchanges became geatly m our favour,
and a long and continuous mflux of bullion took place fiom
1842 up to 1844 and 1845. By this 1elease of so large a
quantity of commodities, o1, 1n other words, of floating capi-
tal—the latter became so abundant and cheap, that m April,
1844, the 1ate of discount for first-class paper was 13 per
cent , and, even so late as January, 1845, 1t was only 2 per
cent. Duiing the last two yeas, a considerable poition of
ralway works have been peifoimed by means of the capital
which had been accumulated m the way now desciibed, which
had found a tempoiary mvestment m foreign funds and
other foreign creduts, but which have been gradually rcalised
dwing the last two yeas. And so much has the capatal which
had thus become accumulated been absorbed dwimng the mter-
val, that the 1ate of discount for the same class of paper 1s from
4% t0 5 per cent  While, theiefore, there 1s no doubt that tﬁ’us
economy of capital has had a gieat effect during the last five
yeais, yet theie 1s every reason to believe that we have already
derwved the chuef advantage fiom this cause which we aic
likely to do for some time, for, though there can be no doubt
that any new portion of a 1ailway opened piesents, to some ex-
tent, such an economy, yet there 1s not likely to be, for a long
period, any great extent of new lines opened which can exeit
a very mmportant effect n this way.

But wlule this cause has been operating, dwing the last
two years paiticulaly, to modify the effects which so rapid a
conversion of floating mto fized capital, was calculated to pro-
duce, theie has been, dwing the last six months paiuculaily,
another strongly counteracting cause caleulated to diminish
the floating capital still more We allude to the deficient
haivest, and to the laige mportation of food which has been
requited n consequence. Still bearng 1 mind the fact that
capital and commoditics aie synonymous, 1t will be 1cadily
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seen that whatever loss the country suffers i consequence of
a bad harvest 1s so much abstiacted fiom 1ts floating capital.
The loss of the capital of the countiy, dwming the year, on this
account, cannot be estimated much below 20,000,0007, of
coutse, mcluding Treland; not that that loss has fallen wholly,
o1 even chiefly, upon the farmers, but upon the puble, 1n the
shape of an enhanced cost which they have paid for then food.

WHAT IS OUR PRESENT POSITION, AND WHAT ARE OUR FUTURE
PROSPECTS ?

But the gieat and essential consideration for all parties now
1s—What 1s our present position, and what ate om futwe
prospects? The state of the foreign exchanges, and the ligh
nterest now paid for the use of capital, and the comparatively
small stocks of all the most impoitant and essential articles of
1aw matetal, and of ordmary consumption—are sufficiently
dicative of the fact that we have exhausted a large portion
of the accumulation of floating capital which pressed so much
upon the maiket two or thiee yeais ago—in a gieat degiee by
conversion 1nto fized capital, and m some mmportant degiee,
by actual consumption of foreign produce, to 1eplace the defi-
cency at home  We have, therefore, hittle to fall back upon
m this way  In this position we find omselves commutted to
a public expenditme m Dieland of eight malhons duwing the 1e-
mamder of the present yeai, which must be chiefly expended
1n 1mpor ting foreign provisions, and which, as far asiegaids
the floating capital of the countiy, will be absolutely, m the
meantime, anmhilated  Any portion of 1t, meluding the -
terest, that will ever be repaid, must be abstiacted fiom the
produce of futme years, n the meantune, the capital of the
countty must be absolutely abiidged to the extent of exght
mallons 1n a few months for this object. Then, ndependent
of this laige sum, a laige amount will be 1equued to mmport
food to make up the consumption of other paits of the Unmted
Kingdom, fiom which so much has aheady been abstiacted fou
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Ireland, and lost in the dcficient potato crop of last year. We
have taken a good deal of pans to ascertam the extent of the
existing stocks of gran in the farmers’ and dealers’ hands . oux
quuses have extended over the east and south-cast, the noith
and the mdland counties of England, and to some parts of
the west—as well as to some of the southern parts of Ireland ;
and the opimon which we are obliged to form fiom those m-
qunues 15, that the stocks of wheat aie much below what they
were at the same time last year. A very large mmport of pro-
visions, meluding grain, must mevitably take place duiing the
1cmaimder of the yeai. The best hope which any can enter-
tam 15, that sufficient will be obtamed to prevent any further
impot tant advance m piice; but even that 1s a question which
tme only can decide. Stll, whether there are large importa-
tions to cheapen the price, or whether the importations aic so
scam:y as to PleVel\C a fuirthex lmPDltB.nﬁ 11se, 1t 15 now 1mpos-
sible to escape the abstiaction of a further extensive diam of
capital on this score during the next few months, Then,
agam, with vespect to all the leudmg articles of 12w material,
cotton, wool, hemp, flax, tallow, and most a1 ticles of colomal
and foreign produce, the stocks are much below then usual
amount, and 1n no article of any importance aie they larger;
and thus, notwithstanding the state of the money market, no
mateuial 1eduction has taken place m the piice of any axticle,
or 1s Iikely to do so, while of many the puce 15 much higher
now than 1t was when discounts weie 2 pe cent. The reduc-
tion of the stocks of many aiticles has been caused, m some
measwie, by the high 1ate of freights dwing the last mne
months  Of wool, for example, the impoits m the present
year, fiom the st of January to the 1st of Apuil, 15 18,555
bags less than in the coiresponding paitod of 1846, bemg
82,242 bags this yea1, agamst 50,797 bags last year. But of
some othets the falling off m our impoits has ausen fiom a
failure of the ciop, as n the case of cotton, which has now
falled for two yeais successively  Up to the 1st of April, the
quantity imported m each of the last thiec years was—
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Bagy
1845, . 438,624
1846, 206,160
1847, . 259,450

And the stocks are now reduced to 522,000 bags agamst
895,000 bags at the same peiod last year Ify therefore, we
look to om bonded waiehouses, we find no unusual stock of
commodities, such as we held at the end of 1825, which could
be re-exported mn payment of those commodities for which
theie 15 a pressing demand, o1 which will enable us to go on
without ow usual imports of those at ticles 1n addition to others
On the contiary, we cannot but look to considerable pressure
upon ol capital i payment for wool, flax, hemp, and tallow,
which will be 1mpo1ted 1n laige quantities to make up the de-
ficient stocks as soon as the Russian and Baltic ports are
opened.  Then, agaw, for the a1ticle of cotton alone, we must
caleulate to pay at least five mellons more than we did last
year for the same quantity, the price beng 50 per cent. hugher,
for though fully that advance has taken place, yet the quantity
impotited will be neaily as large as that of 1846, the great 1e-
duction being 1n 1eference to the impoits of 1845, which left
so Jaige a stock on hand at the begning of 1846, that no
advance of impoitance took place until 1t was evident that the
supply of 1847 would agam be as deficient as that of 1846—
one-thud of the consumption of that yea1 bemng taken out of
the stock left on hand at 1ts commencement.

But agamnst these meteased 1mpor tations, what probability
15 thete of any mateiial inciease of exports?  Of foreign and
colonal produce, om stocks do not admit of it.  Of manufac-
tuied goods, the high price of the 1aw mateiials will operate
matenally aganst such an inciease. But independent of this,
the depressed state 1 which, fiom exactly simlar canses, ow
laigest of the populous countiies 1n the
west of Ewtope, France, Geimany, Holland, Belgium, Spamn,
and Portugal, as well as the countiies i the south of Eulope
bordeting on the Mediter1anean, except Russia, will also ma-
ternally tend to lessen our exports  To the Umted States, the
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West Indies, South America, and other Eastern markets, theie
will, we think, be some increase, but which will Ybe much
checked by the high puce of cotton goods. On the whole,
thetefore, taking a careful swvey of all om maikets, the most
favourable view that we can take of our export tiade 1s, that
the additional demand for some, may compensate for the fall-
1ng off of others, and that the entne amount of om exports
will, m 1847, be equal to those of 1846; we say this 15 the
most favourable view we can take of the matter. But, when
considering these operations n 1elation to the cffect upon cap-
1tal, we must not overlook the fact that, 1 the usual course of
business, this country requires to supply the capital to conduct
them, For our umports, bills are diawn upon us 1mmediately
on theil shipment, and any ncrease of such mmports 1equues
therefore an immediate supply of capital, while a large bulk
of owr exports, and especially to those markets in which we
have any 11ght to look for an mncrease during the present year,
are made on consignment with British capital, and for which
returns are not 1ecerved until a distant petiod To meet,
therefore, the pressure for capital 1 the piesent yeai, we can-
not look with much hope to this souice

Thus fa1 aie our commeicial prospects, as connected with
the “money market.” We have now to glance at the effects
of our 1ailway obligations. The undertakings to which the
count1y 18 actually commtted at this moment, and which are
wncompleted, cannot, at the lowest estimate, be stated at less
than 130,000,0007, independent of the schemes now before
Paihament  Unquestionably useful and highly benefieial as
these undertakings are when finished, theie 13, as we have
shown, a limt to the extent to which we can avail omselves
of them, as there 15 a limt to the extent to which any mill-
owner can nciease o1 improve his machmery, o1 a landlord
dian and mpiove lus estates, That limit, as regaids 1ail-
way undertakings, we held to be fm passed. The  calls”
and money borrowed duing 1846, expended 1n 1allways,
cannot be estimated at less than 24,000,000 , fo1 the
present yeai, including the curient month, the ¢ calls” and
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money botiowed amount at least to 14,000,0007 ; but the
larger portion of the latter sum has yet to be expended, and
will tend still further to mduce to a laige consumption of
commodities, without aiding m any way mn ow means of m-
creasing our exports. In the meantime, however, this extia-
vagant expenditure of the capital has given the appeaiance of
mternal prosperity, by promoting an unusual consumption of
articles of geneial use, and has given to the revenue a ceitan
appearance of prosperity. Now, after the most careful 1eflec-
tion upon these subjects, and having closely watched then
effect duing the last three yems, we me peisuaded that,
although the present monetaiial crisis has been hastened by
the failme of the crops of last year, yet that the mam cause
has heen the execution of 1ailway projects to an extent wholly
disproportioned to our means. While the consumption, to
which this unusual expenditwre of capital, has given a great
temporary activity to mdustry and demand for commodities,
and has called mto a dependence upon 1t, a lmge class of
labourers, theie can be no doubt that, 1n the changed state of
the “ money market,” it will be impossible to continue these
projects, and a seilous 1eaction m tade and to the 1evenue
must be looked for, when this extiao1dmnary expenditure must
cease, o1, at all events, be matenally abiidged. A good har-
vest may have some effect i tempering the difficulties which
we at present have before us, but 1t 15 impossible, with such an
extent of obligations as the countiy 1s commutted to, and m
which a huge aggregate amount of capital has aheady been
wvested, which, 1f they are abandoned, must be entuely
sacuficed, that gieatly mcreased pressure on the “money
market” can be avoided

We 1egtet that 1t 1s not 1 ow powel 10 give a mote cheei~
g prospect for the imediate fature, but 1t 15 @ state of mat-
ters which, ever since the 4th of October, 1845, we have mged
upon ow readers as certam to happen, soonci or later, from
the 1ailway undertakings, and it will now be most easily met,
and 1ts effects most mitigated, by cleaily understanding the
extent of the difficulty
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With respect to the whole commercial classes, they were
never m a sounder state. In ordmay trade, there never was
a period free1 fiom speculation than dutmng the last two yeas,
the only mstances of importance having been cotton and corn,
and m both of which the greatly 1educed stocks and small
amount of production now 1ender any severe losses impossible.
The dunimshed stocks of goods of all kinds have reduced the
oblhigations of commetce to the lowest ebb; and this has been
aided by the enormous railway expendituie which, by the
gieat consumption of the last year, has placed the means of
1mmediate payment in the hands of dealers; and 1t may be
safely said, that less cicdit has been taken dwing the last two
yeats, by dealers of all classes, than at any former period.
But this 1s only one of the effects of that process which has
been gomg forward, of the country spending 1its capital m-
stead of only 1ts income. In this 2espect 1t 1esembles the ex-
tiavagant expenditwe of a wai, m the immediate effect 1t
produces upon tiade and the price of commodities, though,
of comse, 1t 1 mfinitely less prejudicial m sts ultunate 1esults,

‘We apprehend, therefore, no cnies m tiade o1 great shock
to credit. The great and mmmediate loss will fall upon the
holders of railway stock, but especially of those undertakings
which are only patially finished, and which will be unable to
Pprocure money to complete them, and those which aie not yet
be,t,m.n, and wluch wﬂl necessarily be either 1elinquished

or d. That the time will come
when all those u.ndeuakmgs, “which in themselves aie good,
will ultimately be finished, and become profitable, we have no
doubt, but 1 the mterum the stock must become unsaleable.

We have gieat confidence m the enormous energy which
this country can display m such peiods of difficulty as we
are mevitably approaching, i the incicased facilities and
economy which such necessities mtioduce mto production,
and of the mdiwvidual puvations which our countiymen will
suffer, and the efforts they will make m order to 1etiieve a
misfortune , and 1t 1s to these, and these alone, that we now
look for a mitigation of pending calamities and a 1estoration
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to a condition of prospenty Theie are some fuither con-
siderations which we shall follow up mn futwie papers.



ARTICLE XIV

The Crisis not refetable to Undue Specalations 1 Trade.~The Indurect Eftects of
Railway Expenditure upon Commerce —Companson between the Custs of
1825 and 1847 —Bxeess of Speculation m Commodsties in 1825.~Sudden
Incuease of Imports —Great Fluctuations of Prices —The different Charac-
tenistics of the Pressuie of the Present Year —dprl 17, 1847

In our last article, we stated our conviction that, as the im-
pending financial difficulties, through which the country must
pass, could not be attibuted to any undue speculations mn
trade—that as all obhgations m relation to general commerce
ate 1educed 1o the lowest ebb—and that as the stocks of com-
modities are so low as to admat of but lttle immediate 01 sud-
den 1eduction of piice, under any cncumstances, no gieat
crisis 1n business, o1 shock to credut, 1s to be apprehended,
notwithstanding the ceitainty that caprtal must continue to
115e 1 value, and the 1ate of mterest conespondingly to n-
cresse  We showed, by arguments which appemied to have
been conclusive to the generality of our1eaders, that the present
monetarial difficulties, under which the country labows, and
with an aggiavation of which we aie further thieatened, had
then otigm solely m an extiavagant application of the floating
capital of the countiy to the construction of 1ailways—al-
though, no doubt, the present difficulties have been hastened
by the falme of the haivest of last yem,—and that the
somce of ow futwe appichension 1s chiefly confined to
the continued exhaustion to which the capital of the
country must be exposed fo1 a lengthened period to come, 1
the struggle to fulfil the engagements which these mmense
undertakings have entailed upon the countiy It 18 quite
tiue, as has been suggested to us, and, 1n fact, to which we
have often refeired, that so far as regards the portion of the ex-
penditwre of a railway paid for the Jand, 1t 1s a mere tiansfer of
0
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capital from one paity to another, provided the landowners
1e-invest the sums so recerved, and do not add them to then
expenditwe, which, howeve, theie 1s too much 1eason to be-
lieve 1s fiequently the case, fiom the fact that, n the great
majouty of cases, the amounts are not large. The sums ex-
pended 1n 1eplacing other buildings, 1 lieu of those destioyed
by the 1a1lway company, form so much absolutely expended
capital. It 18 also tiue, that whatever actual accumulations o
savings take place from the profit of those who are employed
n constiucting the railways, or supplying mateuals for them,
may also, in a national account of the capital expended, be
deducted from the whole sum  But the puofits, as well as the
wages deirved from these undertakings, which foom the m-
comes, and, as such, supply the current expenditure of those
so engaged, aie absolutely abstiacted from the geneial fund
of floatng capital. These two 1tems, therefore, to which some
of om coriespondents 1cfer, as being subject to deduction
fiom ow 1ailway habilities, though, m the aggicgate, showing
a considerable sum, yet, i compatison to the entire amount
of those iabilities, me as little deserving of bemng taken mto
account, as would the thickness of a man’s shoes m calculating
the probability of his being saved n twelve feet of water
While, however, we have mferred fiom these undemable
considerations, that the gieat pressme will be confined to those
mterests 1mmediately mnvolved 1n 1ailway habilities, and by
those whose interests depend chuefly on the continued pio-
gress of these works, such as the producers of non, &e., yet
1t 1s 1mpossible not to foresee that geneial tiade will suffer a
very severe depression from the cessation of a gieatly stimu-
lated and artificial consumption, for the supply of which ex-
tensive ariangements have been made. The great amount of
employment which has been promoted during the last two
yeats, by the expendituie of the capital m place of the wmcome
of the countiy, has led to a gieatly mcreased demand, especi-
ally for those articles which constitute the chief consumption
of the working classes  This mncieased demand has necessa-
rily led to the adoption of means and facilittes for supplying
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1. The mmpossibility of ol g money to these
under takings, eithe as “calls” or as loans, must end m a
general suspension of the woiks, such as took place m 1839 to
1842. A suspension of these woiks, which have so mamly
contributed to the employment of the woiking classes, directly
and wdirectly, durmg the last six months paiticulaily, while
business m the manufactwing distiicts otherwise has been so
dull, will depuive great numbers, throughout the whole
county, of employment, and which will be followed by a
considerable reduction in the demand for all articles of gene-
1al consumption This 1esult will be gradually experienced
dunng the present and the next yeai, and will, we fear, lead
to a state of general depiession m business, from which there
18 no probability of a very1apid recovery During that peitod
of depiession, all the consequences of such a state of busimess
must be expected. With dimmished employment and con-
sumption, we must expect a gradual 1eduction of piices, o1 at
least of profits, and a matenial decline m the revenue, While,
therefore, the classes whose operations have been confined
stuetly to trade, have not to look for any immediate panic,
yet must they look forwaid to a gradually incieasing depres-
sion i business It 1s, therefore, a period when the gieatest
cucumspection should be used m all arangements which are
now made with reference to the futwe, 1 the lmts of prices
which ale now sent out to om distant maikets for produce,
which will ainve dming the next yeai, and the 1result ot
which tiansactions must depend upon the extent of consump-
tion then, and not upon what 1t 18 now 1t may save mdividu-
als from large losses on the mportations of next ycar, by sul-
ficiently considering now the influence which such a depiession
as must anse fiom these causes will exercise on prices.

Theie 13 also another way i which general business must
suffer for some time to come, and probably moie so during
1848 than the 1emamnder of the present year It 1s to be
feared that many paities thioughout the countiy, engaged
business, will suffex severely fiom the depreciation of 1ailway
property ; and these losses, 1n a variety of ways, will re-act, and

02
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be felt upon then commercial engagements, and to a consi-
derable extent, ansing out of such connexions between rail-
way liabilities and stuictly commercial habihies, discredit
may be created.

One of the most impoitant considerations, both in 1eference
to the commercial and monetaial effects of this pressure, 13
1ts probable dwation, This question can only be solved by
a Just consideration of the causes, 1n 1eference to the probabi-
ity of their removal, and to the extent of the mischief which
must be repaired. In oider to consider those two mmportant
pomts, and to render ow views most clear, we will mstitute a
comparison between the cucumstances under which the
panic of 1825 occmied, and those under which the piesent
pressure exists, which will lead us to some most 1mpo1 tant
and deeply g considerations and

COMPARISON BETWEEN 1825 anp 1847

Every particular instance of commercial and monetary
crisis 15 marked by special circumstances, eitha entuely, o1
m pomt of degiee, pecuhar to itself, and which deterimne the
general character of the derangement, 1ts dwaton, and the
parties who moie especially ae the sufferers fiom 1. In
closely examining the cncumstances which attended the pres-
sure of 1819, of 1825, of 1830, of 183637, and of 1839-40,
1t 15 not difficult to tiace the mmediate causes, o1 to sce that
those causes gave a distinctive chaiacter to each period, so far
pecubiar to iself. At a moment like the present, 1t 1, there-
fore, an inquny of the fust importance that we should cleaily
undeistand the peculiar causes which aie m operation, and
the peculiar character which they are likely to give to the
present crisis—and especially as 1egards the paities on whom
it will fall with the greatest loss—the mtensity of the effects 1t
will produce upon the money market, and the pobable dura-
tion of the depiession which must attend and follow upon 1t
It may, however, 1ender our 1easoning much clearer, 1f we
carefully consiclel the peculiar events which hiought about
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the crisis of 1825, and the peculiar way mn which they affected
the commercial and monetaty mterests ol the country, and
compare with them the events which have led to the present
pressure, by which we shall discover the distinction, and
thereby wall be enabled to mfer the gieat difference of the in-
mediate effects which may be looked for at the piesent tune
‘We propose, therefore, to mstitute a careful comparison of the
causes which led to the crisis of 1825—and the 1esults of that
cusis, as contingent upon, and 1eferable to, those causes—
and those which have led to the present pressme, and the re-
sults which may fanly be expected to aiise from them

In the cowse of 1824 two classes of cncumstances tended
to produce a speculative fecling. The great success which
had attended all the foreign continental loans which had been
made during the preceding five yems, with one exception,
and the lugh piemwums to which the stock had 1isen, had
cleated a gieat appetite for such speculations among our

pital Some also bmed to place
foreign muung speculations m a favourable hght. But one
of the most unportant facts, as ultimately bearmg upon the
panic of 1825, and as giving a distinctive character to 1t, was
that the imports of commodities were geneially small mn 1824,
and scaicely equal to the consumption, so that a considerable
nise 1 prices took place, especially towaids the close of the
year. All these cncumstances combined, at the close of 1824,
to promote the speculative fever in the fiist months of 1825
These speculations may be divided mto five heads—

Fust—Speculations in foreign loans.

Second—=Speculations m foreign mining companies.

Thud—Speculations m land and property at home, which
suddenly 1an up to a very high puice, especially i the neigh-
bouthood of laige towns

Fourth—Speculations m compames of various kinds, n-
cluding mining, 1ailway, steam-boat, msmance, and loan
companies, &c, &c, in Gieat Butain

And fifth—A speculation in commodities of all kinds.

In the Economust, October 18, 1845, we gave a detailed

03
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statement, fiom a parliamentary mquny, of the vaiious zpecu-
lations to which we have ieferred, with the amounts em-
barked, o1 1ather proposed to be embarked, in each, of which
the following 15 the 1esult —

Foreign loans, 34,278,000 —contracted for at, £23,722,000
Foreign minng and other compames of all Junds, 24,467,0007,
on which a deposit of 10 per cent, was pad .+ 2,446,000

Schemes at home, of all kmds, a5 enumerated 1 the Beonomist,
October 18, 1845, 156,778,000¢, on which deposits wee
pad, varying from nothung to 10 per cent , tekang an aver-
age of 5 per cent 7,838,000

434,006,060

Beyond these, weie the immense speculations m propeity
and land, and, above all, n commodities of all kinds, which,
affecting as they did the whole propeity i the country, 1epie-
sented enoimously mereased peisonal habilities among dealers
of all kinds It may be here well to obseive, by way of dis-
tinguishing the effects of these vainous speculations m pro-
ducing the cusis of 1825, that the foreign loans were only
payable as the mstalments became due, and that a very small
propoxtion of the companies, foreign o1 Buitish, ever went be-
yond recerving the first deposit, and as many of them were
inswance offices, loan compames, &c., the deposits themselves
1emamed for a considerable time with then bankeis, and were
not, therefore, actually abstiacted from the ¢ money mas het.”
Though 1t 15 mpossible not to attach considerable 1mportance
to an amount of foreign loans to such an extent m one year,
yet we beheve then effects have been much over-rated i the
share they had n producing the crisis of 1825, for it must
be remembered that, though loans were contracted, they were
not geneially for the purposes of expenditure—not for the
disbuisements of wars or public works—but chiefly for a more
economical ainangement of the existing Labilities of foreign
states, and, thercfore, though the capital of the subsciibers was
thus absorbed, yet that of other paities was released, and a
general demand was created for other public securities for
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the 1nvestment of the capital so 1eleased , and, moreover,
these stocks always formed an easy mstiument of t1ansmission
for payment from London to the other capitals of Europe
Foreign loans are, therefore, far from being the al{smpuon and
lock-up of capital, which at first sight they appear to be, ex-
cept when they are made to meet an immediate expenditure

But the great and essential charactesstic of the mania of
1825, and to which we wish to duect the immedhate attention
of om readeis, was the speculation m produce of all kinds
We have alieady stated the grounds on which such specula-
tions commenced m 1824, The story 1s very shoutly told.
In the latter part of that yea: a general impiession prevatled
that consumption had overtaken pioduction, and that a
permanently higher range of piices must ensue, An advance
took place—the effect of the first advance, and the anticipa-
tion of further advances, induced to a gieatly incieased -
portation of goods of all kinds, and which was most geneially
felt upon those mported from near countites Dwing the
early part of 1825, speculation was at the highest pomt.  Im-
ports of all kinds were flowing mto the countiy n gieatly m-
creased quantities, and exports of foreign and colowal pro-
duce were 1apidly diminishing, Before long the mcieased
prices tended to lumt the consumption, and befoie the autumn
of 1825 a violent reaction took place. The stocks of dear
goods were heavy in all hands, and mcieased importations to
orders foomely sent, all at hugh prices, continued to ainive , so
that by the end of the year, om wa1ehouses were full of goods,
all held at enoimous piices, and the obligations of meichants
and traders of all classes were propoitionately great.

The following table, taken fiom Mi Tooke's Ihistory of
Prices, shows the piices of each aiticle on the 1st of Apuil,
1824—on the same day i 1825—and on the same day m
1826. It may, howeves, be well to observe that the mse ap-
patent from 1824 to 1825, took place chuefly in the three last
months of 1824, and n the thiee first months of 1825; and
that the fall observable between 1825 and 1826, took place
chiefly m the last six months of 1825:—-
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PRICES ON THE FIRST OF APRIL EACH 1DAR

1824 1520 182
%o d & dlks G £e d|Ls d £a d
percwt| 013 Gto014 0016 0t0 017 0012 000 0 0
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o B 380 5140|3180 600800 500
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ey 87 00 000100 4200400 000
Indigo
E 1 Sy perdb|o 8% 01l 9f0120 0160/076 01 0
ice, G perowt|1 80 11201100 200[110 0 11560
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Bengal perth [014 8 010 6[1 07 111 0[018 1 0101
China 01410 170 4[018 0 17100130 010 0
Foppor, Black, 0085 000,008 004005 00 5
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1 White, in Bund,
per ewt 190 16 oflwo 260[1100 1160
rown, too 140(180 T90[lso 170
Havaad, whito, 1140 220270 2130(220 2560
Tailow 18 101166 17o0l1oo 000
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0126 00 0fll00 0ogl0BO 000
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Lovp Keat 1800 000{(600 000100 000

It 1s now a very essential part of our considerations to see
how the mciease of prices, caused by the speculations at the
end of 1824 and beginmng of 1825, mcieased the supplies of
commodities generally  The following table, compiled fiom
parhamentary 1ctuins, shows the quantity of each of the fol-
lowing articles imported 1 1824, 1825, and 1826, by which
1t will be seen how sudden an inciease took place m 1825,
and how equally sudden was the decrease m 1826 —

1824 1825 1820
Buk ewt 960,468 1,017,250 545,610
Bristles h 1,700,121 2,036,459 1,178,346
Coffee—Foreign — 9,926,043 23,008,393 11,664,925
Coffee—all lands. — 50,674,247 52,507,518 42,017,103
Cocoe—Foraign — 1,733,566 2,185,055 1,605,561
Cocoa—ull so1ts — 2,761,629 3,274,375 2,227,563
Cotton wool, total lb 141,038,743 202,546,869 162,889,012
Cochuncal b 219,343 304,858 195,165
Logwood tons. 19,105 22,016 10,246

Madder ont 63,174 90,487 10,172
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Smalts b 399,308 544,408 216,699
Zaffres — 108,409 321,842 82,237
Flax sud Tow ewt 742,581 1,065,233 688,622
Hemp - 571,036 595,089 489,330
Butter - 160,355 279,067 196,086
Cheese - 168,435 220,474 176,148
Quicksilver b 550,886 1,001,548 191,420
Rags tons 8,387 10,385 6,420
Ove O gl 880,673 1,681,074 724,719
Clover sced ewt 107,140 145,942 68,141
Lunseed o hush 2,195,003 2,888,247 2,153,077
Ouon seed I 52,379 177,267 80,012
Cunnamon - 381,050 425,043 156,485
Tobnceo — 22,155,550 40,001,185 25,828,045
Tallow ot 680,382 1,164,037 864,962
Wool b 22,564,485 43,816,966 15,989,112
Wine gl 6,637,506 10,892,033 7,680,937
Sill—Ttahan b 1,821,343 2,080,965 67,004
— all kinds —_ 3,477,648 3,804,770 2,665,226

Parliamentary 1eturns show that the following weie the
official values of foreign and colomal produce imported m
each of the thice years 1n question —

Yems €

1824, 37,669,985
1825, 14,137,482
1826, 87,686,113

This account shows an meiease of nearly 7,000,0007 of imports
m 1825, but when 1t 15 considered that the offical value 1e-
presents the goods at one uniform price, and that the average
prices in 1825 cannot be called less than 25 per cent above
those of 1824, the following will more justly represent the
1eal dufference 1n the value of the imports of each year —

1324 1825

£
Offical value by quantity at sume puce, 37, 559 935 44,137,482
Add 25 per cent of merensed price, 11,034,370
87,659,085 55,171,852

Thus showing that the impouts of 1825 could not 1epiesent a
less mncrease of value on those of 1824 than 18,000,0007., and
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that the habilities of the meicantile community weie increased
by that sum, and they were even fuither mereased by the
smaller amount of foreign and colonial produce exported m
that yea1. The following 1s an account of the official value of
foreign and colonial pioduce exported n 1824, 1825, and
1826 —

£
1824 .. . 10,204,785
1825 . . 9,160,404
1826 . . 10,076,285

So that, while our 1mpoxts weie so rapidly ncicasing, om ex-
ports wete falling off i 1825, and which, by the end of the
yean, created so large a balance of tiade agamst us, as to cause
an adverse exchange and a 1apid dram of bullion, which 1e-
sulted 1n the extieme pressuie of the winter of 1825 and the
spring of 1826, The commercial presswe began mn the au-
tumn of 1825, as the piices of commodities began to fall, and
the laige meicantile habilities became due. But the giest
ensis did not oceur until December, when the unsound busi-
ness which had been done by banke1s, in making advances on
1mp1oper securities, became fully appaient, which cieated the
ciiscredit and panic so well 1emembered.

The shaie 1n the losses and difficulties of that time, borne
by the mercantile community, was necessaiily very great, in-
asmuch as then hiabilities, created by the enormous mmports of
the yea1, and speculative pwichases, were cxtensive, and the
losses to which, fiom a sudden fall of prices, they weie sub-
Jected, were of the most serious character The whole tiading
classes were, theiefore, serously and deeply implicated, not
only m the diseredit, but also m the losses, which attended
that cuims.  Produce for a time was wholly unsalcable, and

1uin was the q

We thus very clearly see the rcasons why the commercial
classes weie so deeply and so 1juriously inplicated m that
cusis It was shortly, that they themselves had been greatly
the cause of 1t, and that a gieat extent of the overtiading,
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and, consequently, the great weight of the Labilities, 1ested
upon them,

But while we thus easily tiace the duect causes which so
deeply 1mplicated the commercial classes m that monetary de-
rangement, which will be found to be 1 such stiiking contrast
with the facts at this moment, we must also claim the serious
attention of all, to a great pecuharity at that time, and atismg
out of these facts, which, as far as 1egarded the faciity with
which the adverse exchanges, which 1mmedately led to the
monetary crisis, could then be 11ghted, but which do not now
apply. The payments which we were called upon to make to
foreign countries, at the end of 1825, were for goods which
had been 1mpotted, and which had been 1 gieat measwe ac-
cumulated 1n om waiehouses, They had not been consumed,
and they, theiefore, of themselves, furmshed a means, to a
great extent, of conecting the exchanges The sudden fall
1n puices, though 1uinous to ow merchants, had two effects
upon ow foreign trade, both caleulated to coiect the ex-
changes  Tust, the lower prices suspended, o1 greatly dimm-
1shed, further importations, and next, the same cause induced
an 1ncreased expotation of those commodities, Thus we
find, by the tables aheady given, that while the official value
of owr 1mpots 1n 1825 was 44,187,4821., but, taking mto ac-
count the mereased prices, compated with 1824 or 1826, to
be calculated at least at 55,000,0007, 1t fell down, mn 1826, to
87,686,1187,—s0 that the 1eal value of owr mmports i the lat-
ter year must have been about 18,000,000/ less than m 1825 ,
that 15, the supphes of 1826 weie paitly made up by the ex-
cess of our umports m 1825 Then, agam, our exports of
produce, m 1826, amounted to 10,076,286L agamst only
9,169,494 m 1825, so that the laige stocks of goods left on
hand at December, 1825, which proved so rumnous to the mer-
cantile commumty, supplied an mmportant means of moe
quickly coriecting the foreign exchanges.

The present crisis, 01 rather pressure, 15 marked by civeum-
stances totally different i every respect, and the 1esults will
be as different.  We have ahieady, in a former aiticle, caie-

.
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fully traced the causes which ale now oppressing the money
maiket, and which, for a long peniod, must continue to do so.
In an aitnicle—* Retiospect and Compaiison” —formerly re-
ferred to, published m the Eeonomust, Oct 18, 1845, m which
we compated the liabilhities of 1825 with those of 1845, we
showed that there weie 1n 1845 schemes pioposed, nnplicating
capital to the extent of 691,000,000Z, foreign and home, on
which deposits requuted to be paid, amounting to 78,000,000
We have smee seen how much those schemes have been re-
duced, but still the pottion which have stiuggled thiough Par-
liament, and are sanctioned to be undertaken, amount, as we
showed m a forme1 aticle, to a sum utterly beyond the means
of the countiy to accomplish, except 1n a very lengthened pe-
10d. It has proved a most fortunate ciicumstance, and we
tiust may be adduced as a stiking evidence of the moie pru-
dent and wiser prineiples on which business 1s now conducted,
that the fever of speculation which 1aged so much n 1845
never apploached commeicial commodities, but was confined
nearly exclusively to ratlways. ~ As fa as the effect which those
speculations weie likely to produce on the countiy, 1t was also
a most fortunate thing that none of these undertakings could
be proceeded with, until they had obtamed the sanction of
Pahament. This fact necessauly delayed the absolute ex-
pendituie of capital, which otherwise would have been imme-
diately begun in the commencement of woiks, & A laige
amount of deposits paid up, and placed mn the hands of bank-~
e1s, but not withdiawn fiom the money market, was the only
1mmediate inconvenience felt, beyond the extensive losses which
a re-action produced to those who had pad high premiums
for the stock they held  The delay thus obtamed has saved
the country fiom many of the wost consequences which those
headlong speculations would have entailed upon 1t, and 1t
may be said that, even up to this moment, very httle beyond
parhamentary proceecings has been done to canry out the
schemes of 1845,

In the meantime, howeve, a gradual, though 1apid, absorp-~
tion of capital has been taking place i executing the works
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sanctioned 1n 1844 and 1845, and now the country 1s called
upon to carry out those sanctioned m 1846. To the effects
of this expendituie upon the capital of the countiy we have
alieady sufficiently 1eferied. As fm as the meicantile com-
munity 1s concerned, (we mean, 1n then own puisuts,) the
supply of commodities has not been gieater duimg the perod
in question than the demand. In the present yea therc has
been no speculation, (cotton and coin excepted—of both of
which, howeve1, the stocks are lower than foi some yeas,)
and, theiefore, theie aic, at the present time, m place of lmge
stocks and extensive habilities, at high prices, on the con-
tny, vey small stocks of most of the leading articles
of ordinay consumption, held at moderate prices, and 1t may
safely be said that, whatever may happen, the habilities of
merchants were never less than at this time, nor waie there
ever fewer reasons to excite distiust 01 discredit

But this very fact, which places the commetcial commumty
1n so safe a position, 15 calculated to prolong the pertod of
presswe and of adveise exchanges As we have such small
stocks of foreign products, we shall be unable, as m 1826,
to 1educe o 1mpotts o1 to mciease ow expoits, and, there-
fore, 1t will be longer befoie the exchanges can be corrected.
‘We must increase om 1mpotts of food, and we must, at least,
continue ow other gencial impoits on the usual scale, and,
therefore, nothing can prevent capital still mereasing 1n vale
This difficulty can only be met by such an meciecased 1ate of
mterest as will induce foreign capital to find its way heie for
employment, and especially by the puichases of public secu-
11ties, which must fall i price in proportion as the mnterest of
money 1s 1a1sed

We have thus endeavowred to explamn the giounds upon
which we have formed an opmion, that no commercial dis-
credit o1 cusis 1s to be feaved at this time, except so far as 1t
may tuin out, that 1ailway obligations and losses are mixed
up with other commercial undertakings, and even mn those
cases, the 1mmediate difficulties will be gieatly modified by
the necessity which all compamies will find to postpone their
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under takings, a suspension of which, howevel, must gradually
produce a great depression mn busmess for a long peuod to
come, but it need not be attended with any severe eusis o1
shock to credit. Extieme prudence and caution 1n entering
into distant engagements, and n giving hmts for future 1m-
ports, will well repay those who exeicise them.
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The Crisis —Its Chaaoter —The Piesent Condition of the Benlk of England, and
how 1t 18 affected by the present Guss —Bay 1, 1847

GrEAT as have been the advantages which the world hag de-
rived fiom the intioduction of a system of money, mn order to
facihitate the exchange of commodities, 1t would not be easy
1o estimate how much those advantages have been 1educed by
the confusion which has, m consequence, aiisen, as to the
true punciples which 1egulate all such exchanges, and which
could not have existed had simple baiter been adhered to
The mtioduction of the systems of credit and money, how-
ever admnable 1n themselves, and however needful in order
to conduct commerce onits piesent scale, and with due1egaid
to the convenience and necessities of evilised hife, has,by

thdrawing attention fiom 1 1ules on which all ex-
change of commodities must proceed, done much to complicate
and confuse what would otherwise have been simple and
plam.

The economy of human laboa: and time, accomplished by
the mtroduction of those facilies for effecting the exchange
of commodities, 15 gieater than has piobably been derived
fiom any other 1nvention whatever , but, strange to say, the
science o1 principles which 1egulate these great facihties ate,
as yet, so little undeistood, that 1t 1s difficult to find two prac-
tical men of business who entertain the same views on ques~
tions of money and cwiency. And yet theie 15 no science
whatever which 1s based upon more mvauable and tangible
laws, and which, theicfore, should, if pioper attention were
pad to 1t, be so exact o1 so well defined. Much, 1if not the
whole, of the confusion and erior which exists, 15 to be tiaced
to the fact, that men habitually look upon money as an inde-
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pendent element of wealth, and not as a mele 1epresentative
of commodities ; and therefore neglect to 1efer all the fluctua-
tions m the abundance o1 scaieity of money to fluctuations in
the quantities of commodities, over which bankers and
others, who a1e supposed to 1egulate the monetatial affans of
the country, have no control whatever  So little attention 1s
paid to these subjects, duiing periods of ease and leiswe, that
when times of pressure and difficulty ainve, men aic scized
with panuc and tenor, in a gieat measwe, because the subject
15 so little understood, and so little acordance exists m puble
opmion as to the causes which have immediately led to such a
state of things. We have before us a pile of letters, r1ecerved
duning last week, bearing the maiks of proceeding fiom men
with strong powers of thinking, and many of them contamnmng
very valuable suggestions, but which exhibit such a variety of
contiadictory views, as to the causes of the present cusis, as
show, 1 the stiongest way, how unsettled and 1ll-defined pub-
Tic opinton 1s upon a subject so essential to the best interests
of the country.

In consequence of this want of a cles and well-defined
view of the real causes which influence the severe pressures,
which fiom time to time ate experienced 1n the commercial
and monetanal affans of the countiy, 1t 15 common to 1efer
them 1ather to some of the symptoms by which they are 1m-
mediately accompanied than to such true causes themselves,
and the public are always too apt to iy to shift the conse-
quences of then own impiudence, o1 of me1e musfo1 tune, upon
those who are sunply the mstiuments thiough whom the m-
convenience fiist became felt

This 18 stukingly so at the present moment. A wiita,
whose only desne was to gam popularity, would have httle
difficalty m obtaming his object, by joming mn the general com-
plaints agamnst the Bank bill of 1844, and agamst the manage-
ment of the Bank directors, as having led to all the mconve-
nience and presswe which 1s now felt among commercial
classes  Whatevel may be om views with 1espect to the one
o1 the other, which we have never hesitated fieely to express,
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we are bound to say, that we do not attiibute any very impo1-
tant shaie of the present cuss, to either of those commonly
assigned causes. That the immediate pressure and want of
confidence have been aggiavated by the Bank dnectors
having too long delayed to use the proper means to contiact
then labilities, 1n proportion as their 1eserve of capital (the
bullion) diminished, and the severe measwes to which they
have necessaiily had 1ecourse of late, to 1ecover then position,
we think no one can deny, nor have we evei failed, duting the
last thiee months, week after week, to mge this pomt on then
consideration. To this we shall have occasion hereafter agam
more specifically to allude.

It shall be owr object, 1n this aiticle, to confine omselves
as much as possible, to a consideration of the practical causes
which have led to the present cusis, to the comse which 1t 1s
likely to take, and to the nfluence which the two commonly
assigned 1easons alluded to have exeicised upon 1t. In doing
so, we shall carefully avoid, as much as possible, any contio-
verted points of punciple, and apply ouiselves, as exclusively
as the subject will admit, to the piactical beaings of the
questions under consideration. Having aheady, m foimer
articles, explamed ow views as to the mam causes which have
led to the piesent scarcity of capital, we piopose now to con-
sidey, first, The character of the present ciisis, and, second,
The effect which the Bank Bill of 1844 and the management
of the Bank of England have had 1n piomoting 1t

WHAT IS THE CHARACTER OF THE PRESENT CRISIS ?

It 1s one of the most essential considerations, both for the
public and the duectois of the Bank, to foom a just estimate
of the precise chaiacter of the cucumstances which have led
0 the present monetary difficulties of the countiy, and of the
probability of then dwation In foimer aiticles, we have
tully considered the effect which the extiavagant expenditme
1n railways has pioduced upon the available floating capital of
the countiy. In those aiticles, we have shown that we have

r
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fixed 1n 1a1lways a large portion of capital, 01, 1 other words,
of commodities, m a way which have not 1eproduced them-
selves, or anything else which will exchange m foreign
countizes for commodities which we 1equne ; that, as a conse~
quence of that process—wlule owm home consumption of all
the articles of ordinary use matenally mcreased, the puices
10se, and 1nportations wele laigei—the exports fiom thus
countiy necessanly dimmshed, and the debts due to us abroad
weie giadually extinguished, or, at least, much 1educed
These consequences wete sevelely aggravated by the failwe of
the crops of last year, which 1endered an extensive impoita-
tion of food imperative In 1846, and cluefly duiing the last
si» months, we mpotted no less than 3,814,666 quaitars of
gam, and 4,356,812 cwts. of flow and meal, and up to this
time 1 the present yem the mpoitation of gian and flour
has already amounted to about 1,500,000 quaiters. At a mo-
ment when we had exhausted, o much hed—Dby a long
series of extended 1mports, to supply the consumption of the
last two yeas, sumulated so much by the expenditure on rail-

y d over the ditr s of foreign coun-
tutes, 1n the form of ciedits, as mndicated by the state of ex-
changes, a sudden necessity aiose to mport for Tieland and for
Great Bittam the enormous quantities of gram1efered to, as
well as other prowisions  While, however, ow imports had
been increasing, and exhaustng ow clams on foreign
countiies, we weie accumulating no commodities m this
country which we could, under any exigency whatever, export
We had fixed our capital m 1ailways, except under the hughly
mmprobable supposition that English 1ailway stock could be
sold mn foreign markets, and especially at such a moment,
wete utterly useless as a means of meeung the impeiative 1m-
portation of food which became needful. The 1eal state of
the country, duiing the last six months, has been, and still
continues o be, this :—With unusually small stocks of all the
oidinary commoditees of commerce,—with a small amount of
foreign debts due to this country, as indicated by the state of
the exchanges moie than six months ago,—with out caputal
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withdiawn fiom these souices, to an unusual extent, the sud-
den necessity ai1ses of imporung food to an extent eltogether
without precedent, and that at a moment when many of ow
neatest and most usual sources of supply are not only unable
to afford us 1elief, but are even m a woise position than ow-
selves, Putting out of view altogether, m this place, any con-
sideration of om monetary matteis, the 1cal source of all our
difficulties 15, that we have a sudden and imperative necessity
of impozting a laige quantity of food, and have no sufficient
stock of such other commodities as foreign countiies 1equire,
to exchange for them, nor have we a sufficient amount of
foreign debts due to us with which we can hquwdate our pm-
chases It 15, 1 1eality, a question altogether of the exchange
o1 barter of commodities, 1t 15 a question of an mport of
food, for which, as far as Ineland 1s conceined, the legislature
of the countiy 1s commutted, to a past and future expenditme
within a yea, to the extent of about eleven nullions sterling,
and to which the remamnder of the United Kingdom 1s com-
mutted to an expenditwre of thewr own means, to whatever ex-
tent may be requsite to procure sufficient supplies, the whole
18 & question which involves the supply of wants i themselves
so unperative, that any sactifice will be made in order to do
so. Of comse, the extent of the difficulty must depend alto-
gether upon the extent to which those umperative necessities
of impoitation exist. We know what we have already im-
ported, which 1 the state of om 1esowrces as they have ex-
1sted, has been productive of the inconvenience alieady ex-
pertenced 5 and, if we aie to judge by the nadequate power
of our supplies hitheito to affect piices, we cannot enteitam
any hope that ow wants are nealy satisfied. Of the Iush
expenditwe for food, upwards of six mullions have yet to be pro-
vided ; for the expenditwie for the remainder of the kmgdom,
a vety lmge sum must yet be necessary. If we aie to judge
by the 1educed state of the stocks of grain m the hands of the
growers at this moment, as compaied with this time last year,
which, after the most minute and careful examination, are
unquestionably much less—if we are to take mto consideration
r2



186 ARTICLE XV

the enormous stocks which, a yea1 ago, exsted in owr bonded
walehouses—and 1f we ate to consider the backwaid character
of the season, both mn this countiy and especially on the con-~
tinent, which at least piecludes the possibility of an ealy
harvest, no 1easonable man can 1esist the conclusion that a
laiger quanuty of food will be 1equued for the Umted Kingdom
dwing the next six months, than during any similai former
perod At such a moment, when owm means of procuring 1t
aie aheady so much exhausted, this, we confess, 18 an ap-
palling fact  But 1t would be criminal, and the height of
folly to shut ow eyes to a danger because 1t 13 gieat. Ifit
can be met—if 1t can be ameliorated (of which we are not
without hopes)—it will only be by forming a just estunate of
its extent In all the views which we take of the present
cusis, of its causes, 1ts ntensity, and 1ts duration, we must
never lose sight of those gieat necessities which are at the
foundation of all, and over which neither Bank Bills nor Bank
Duectors have any very mateiial control. These necessities
will contiol our monetary affaus, m spite of any regulations
oL ar , while no 1egul with 1espect to om

3
cusency will matenally affect them.  As, however, all com-
mercial obhigations are much affected by the comse ofour
monetaty affaus, 1t becomes a most essential consideration to
examne how fax the eircumstances to which we have alluded
will affect them  We will, therefore, proceed to consider :—

IHE PRESENT STATE OF THE BANK OF ENGLAND, AND HOW
IT 1S AFFECTED BY THE BILL OF 1844.

The easiest and clearest way of ariving at a satisfactory
conclusion upon this question, 15, that we should place before
our readers a simple expl of the real ch and
state of the Bank of England, which will show that, though
1t 18 an establishment possessing an enoimous capital, that 1t
nether possesses the power to stem such difficulties as the
country at piesent experiences, nol 1s 1t any part of its duty
to doso. Ow 1emarks, too, on this pomt, will'tend also to
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show how exaggeiated have been the popular complamnts
which of late have been made aganst the bill of 1844, as
having been the cause of the present pressure The Bank of
England possesses an independent capital, amounting mn all
to 17,950,0777,, which 1s thus made up —

£

Propuetms’ Stock 14,553,000
Rest, or Reserve, being the ncc“mu]m.u)n of

prits from time to tim 3,397,077

Totul mdependent capital 17,950,077

As bankes, beyond this capital, the Bank denves laige
means from two othei 1esouices, on account of its credit. The
one 15 from 1ts criculation of notes, which the public take and
use to perform the same opeiations as com, for a medium of
exchange mn carrymg on the busmess of the countiy, and the
other 1s the deposits which the public place 1n their hands for
safe-keeping. These different 1tems, according to the last
Bank Return, stood thus —

£ £
Propuetors’ Capital 14,533,000
Rest 3,397,077
Independent Means ———— 17,850077
Cureulation of Notes, ncluding Banlk post-bills 21,162,853
Deposits . 13,015,731
—— 34,168,684
Total means of the Bank 52,118,661

The entire means possessed by the Bank, according to the
retmn of last week, amounted to 52,118,6617 —of which,
17,850,0771 was 1ts own mdependent property (without cal-
culating the value of the Bank bwildings, which 1s always done
m the assets of the Bank of Fiance), and of whch
84,168,5841 formed claims on the pait of the public, payable
on demend  As a tiading establishment, the gieat and only
consideration for the Bank of England 15, how 1t can most
profitably employ these laige sums, so as always to be pie-

r3
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pated to meet any portion of the demand which may ause
upon the sum of 84,168,5847, held upon ciedit from the
public

It 1s clealy the first duty of the Bank of England, as 1t 1s
of any other commercial establishment, to take every precau-
tion to meet 1ts liabihities to 1ts creditors, and with the Bank
of England this 1s peculiaily mperative Its, therefore, obvi-
ous, that of the funds, amounting to 52,118,661/, with which
1t has to deal, 1t 15 the duty of the Bank at all times to retan
1 1ts possession a leserve m bullion, equal to whatever por-
tion of the 34,168,5847—which 1t 1s hiable to be called upon
to pay at the option of the public—as 1s likely, under any
ordinary encumstance, to be demanded , and, beyond this, to
mvest the 1cmainder 1 public secmities, bearimg an mterest,
which can be sold, if necessary, and m discounting commer-
cial bills of exchange. By the accounts of last week, the
whole means of the Bank weze thus distubuted —

£
Debt due by the Govermnent 11,015,100
Government secanties of various kinds 14,662,719
Puvate securities, 01 commeresal bulls 17,111,001
Bullon 9,429,841

£52,118,661

Therefore, to meet such part of the liubilities of the Bank,
consisting of 1ts deposits and cnculation, as 1t 1s likely to be
called upon to pay, 1t had m 1ts possession a sum of
9,329,8417

Now, 1t 15 quite clear that the amount of liabilities which
the Bank owes to the public, consisting of the cuculation of
notes, and deposits, must be subject i then fluctuations not
to the will of the Bank, but to the wants and means of the
public The Bank cannot keep more notes i cnculation
than are requued for the mternal exchanges of the countiy
at any specific time, for the simple 1eason that, as a 1ule, no
one keeps more money 1n his possession than 1s necessary for
his wants, and, therefore, whatever advances the Bank may
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make beyond that sum must unmediately fall back upon 1t
for payment, and thus-all such advances ae in reality ad-
vances of capital. Noz has the Bank any means of reducing
the eirculation of 1ts notes at 1ts own will, as long as 1t holds
a large fund belonging to depositors, which can be withdiawn
at pleasuie, for 1f the Bank weie to attempt to withdraw 1ts
notes fiom cuculation, either by withholding discounts or by
the sale of 1ts securities, so as to reduce the cenculation below
the sum actually requued to conduct the mteinal exchanges
of the countiy, 1t 1s evident that the public would withdraw
the notes so requued fiom then deposits, thiough the medium
of private bankers, to whom the private deposits in the Bank
chiefly belong  So that, until the private deposits m the
Bank of England ate very much reduced, en effoit on the
part of the Bank to withhold the notes, absolutely needful for
cnculation, i the hands of the publie, would be counteracted
by withdrawing the deposits. It 15 thus that we frequently
see, on the one hand, a very great mnciease n the amount of
secunities held by the Bank, mdicatng extensive advances,
without any corresponding iercasc of the notes m cucula-
tion, and, on the other hand, a very extensive decrease of
sccurities, ndicating that those advances aie much curtaled,
without any corresponding deciease of notes in ciculation

But we will always see, when such increased advances have
been made as we allude to, that they have been accompanied
by a deciease of the bullion, and when such decicase has
taken place m the advances, that 1t has been accompanied by
an mciease of bullion, we mean, when the enculation has
not been affected It 15, thetefore, plain that the cnculation
and the deposits are acted upon by circumstances over which
the Bank can exeicise no immediate control, and, thexefore,
that the chief 1egulation of the reserve of bullion held by the
Bank to meet 1ts liabihities must necessanily be though 1ts ad-
vances upon secuuities ; and, theiefore, that when a period of
scarcity of capital arrives, and the reserve of bullion m the
Bank 1s smlang, the only means which the Bank possesses of
prese1ving a necessary amount of bullion to mect the demand



190 ARLICLE XV. f

which will probably be made upon 1t, 1s by a 1eduction of its
secunities, either by the sale of stock o1 by dunmuslung its
discounts

The amount of the bullion held by the Bank, 1t 1s plam,
should bear a certam proportion to the extent of 1ts habilities
payable on demand; and should, therefore, be equal to any
probable dummnution which may take place 1 the deposits and
circulation duning a peiiod of pressme  The extent to which
the deposits and the ci1culation may be diminished at any pai-
ticula1 time, must depend upon the causes which are at work,
which ale likely to withdraw capital fiom the country, and
which are hkely to mcrease ow tiansactions abioad and limit
them at home, and, theicfore, 1t 15 impossible to fuimsh any
precise 1ule which can govein the Bank at all times. But let
us examne what the circumstances are at this moment which
are likely to affect these two classes of claims upon the Bank.
We have had a large demand for bullion to meet forexgn pay-
ments for giamn, At the commencement of that cham, the
Bank held m 1ts possession upwards of suvteen mallons of bullion,
a sum considerably larger than was considered necessary to
hold as & reserve. As the demand for capital meicased to pay
for foreign gram, the first way m which 1t showed 1tself, was
m a demand upon the Bank for incieased advances on secu-
11tres, which the Bank was then 1 a condition to grant  On
the 28d of Octobel, after the payment of the dividends, the
Bank account stood thus —

Prvate Secunties, or

Bulliou Bills under Dascount

£
15,143,048 N 12,788,039

On the 22d of January, after the payment of the dividends,
thesc 1tems stood thus —

Pusate Scitics, oo

Bullion Bills under Discount
£

£
13,018,681 14,450,711
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On the 23d ult,, after the payment of the dividends, these
1tems stood thus —

Tinate Secutics, or
Bullion Bills under Discount,
£

£
9,329,841 . 17,111,001

On the 23d of October, and on the 22d of Apiil, the de-
posits and the cnculation of the Bank weic as follows —

Depontts Cuculation
£ £

1846 October 23 14,410,684 22,314,213

1847 Apnl 22 . . 18,015,731 . 21,152,853

During this petiod, the amount of bullion taken fiom the
Bank amounted to 5,813,207, of which 1t will be seen that
no less than 4,322,062/ was fuimshed by mcreasing the
amount of discounts During the same time, the deposits di-
mimshed only 1,424,808/, and the cuculation, 1,151,360,
the only aid which the Bank has had resoit to, bemng the sale
of Government stock to the extent of 1,130,300% dwing the
whole time It 13, therefore, quite cleai, that the gicat somee
fiom which the corn hitherto mpoited has been pamd,
has been the 1ese1ve of bullion held by the Bank 1n October
last; and, 1f the Bank has d any enor at all d
we think 1t has—it has been 1 pernutting so gieat a deciease
of bullion to take place, without reducmg 1ts habihities to a
gieater extent, which could have been done by 1aising the
1ate of mterest sooner and more 1apidly; so that, if bullion
was withdrawn, 1t should be m exchange for 1ts deposits

The fust item which 1s affected m the Bank accounts,
dung every diam of bullion, 1s the 1ese1ve, which the Bank
18 willing to advance on secuiities  This has been done, on
the present occasion, to too gieat an extent ahcady The
next sowce which 15 applied to, when advances ae withheld,
15 the deposits constituting the 1eserves o1 balances of the pui-
vate banks, and the last sowce 1s the cuculation of notes
The first source, we must consiclel, 15 now exhausted as fu as
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it can be, and the private secunities i the Bank must 1ather
be diminished than mcieased. To provide for the payment
of fuu ther 1mpo1ts, the pressure will next be upon the puivate
deposits, as the balances n the hands of the bankeis thiough~
out the country dimnish, and the last pressme on the Bank
will be felt m the teduction of the enculation of notes, which
will be carred m for bullion  The last process will occur
thus—The lugh puce of provisions will materially, as 1t has
already done, cuitail the demand for all other commodities,
the inteinal exchanges, and the quantity of money required
to conduct them, will be lessened, and the poition of the cap-
atal of the country thus ficed fiom cuculation will be used to
pay for foregn gran. This 1s precisely the process which would
occm under a purely metellic currency, and which must oceur
under one of a mixed character, when the pape: 1s convertible
at pleasme. In 1839, undes the diamn which then took place,
a sumlar comse followed The fiist dian acted upon the
bullion which the Bank was willing to pait with, m advances
upon securities; 1t next acted through the deposis, and,
lastly, thiough a decrease of the cuculation. In 1839, the
bullion, deposits, and circulation, stood as follows.—

Bullion Deposits Circulation
1839 £ £ £

Apr 3 7,073,000 8,998,000 18,085,000
July 1 4,344,000 7,567,000 17,620,000
September 19 2,816,000 7,781,000 16,899,000
December 12 2,887,000 5,952,000 15,817,000

In considermg, therefore, the sources on which we must de-
pend to meet the fuuther demand for bullion, to pay for the
port of giam, 1t 18 quite evadent that the Bank must prepare,
first, for a considerable reduction 1 1ts private deposits, and,
dwing the yeai, as the tiade of the country becomes con-
tiacted, fou the redemption of a large amount of 1ts notes To
what extent the puivate deposits may fall, and to what extent
the tiade of the count1y may become contiacted, so as to lib-
erate the notes at present 1n cnculation, 1t 1s impossible to
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say In 1839, the whole deposits, cluding government and
private, fell to 5,952,0007, and the cnculation, exclusive of
Bank post bills, to 15,082,000  With a certamnty that very
Iage mmports of gramn will still be requued both for Ineland
and Gieat Buitain, besides laige supplies of 1aw matevials es-
sential to owm manufacturing mdustiy, the stocks of whuch are
all extiemely low—and looking to the small stocks which we
possess of other commodities, which can be used as a mediim
of payment to corn-giowing countiles—we cannot deny the
necessity which must exist for a fnther and very considerable
drain of bullion, and as such, of a strong action, first, upon
the puvate deposits of the Bank, and next, for the 1edemption
of a portion of the circulation. And, theiefore, we do not be-
Tieve that, under the piesent cucumstances, the Bank would
be m any degiee safe to pernut 1ts bullion to smk below 1ts
present amount, except in order, fast, to hiqudate 1ts deposits
as they ate 1equued, and next, to 1edeem 1ts notes as they are
presented.

It 1s common to talk of the low state of the bullion m 1839,
when 1t was 1educed to 8,000,0007, and to compare the pre-
sent amount held with that pertod , but those who make such
a comparison entuely overlook the fact that m 1839, when
the bullion was 1educed to the pomt mentioned, the deposits
had already been satisfied, down to a pomt of 5,952,000, and
the cuculation, mcluding bank post bulls, had been reduced to
15,317,0007 , wheieas, at this moment, these two great habil-
1ties aze yet to be met. The comparison 1s thus*—

Dec, 1839 Apsil, 1847

£ £
Deposits . 5,052,000 13,015,731
Cuculation 15,817,000 21,152,853
Bullion 2,887,000 9,329,841

Ouw 1emarks have been hithe: to made without any reference
to the anangements under the Bank Bl of 1844, because,
1eality, the same general 1easoning 1efeis to the gencial state
of the Bank assets and Liabilities m cither case, the whole dif-
ference effected by that bill, and by the scparation of the two
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‘ departments, bemng one smply of account, and which could
'be, and m fact s, done merely by different modes of stating the
'aceount The only practical difference m the management of
the Bank 1s, that the 1eserve of bullion 1s divided mto two
parts  one as applicable to the payment of the deposits, and
the other as applicable to the 1edemption of the notes. That
law assumes that the lowest state to which the cneulation
could be 1educed would be to 14,000,000, and theiefore 1t
provides that the Bank shall always keep a 1eseive of bullion
equal to the notes 1t cntculates over and above that sum, and
which shall not be applicable to any other Lability of the
Bank. To effect this object, 14,000,000Z of secuiities are
placed 1 the 1ssue department, and all the bullion of the
Bank, over and above a sufficient supply of comn for the bank-
g depaitment, for the full amount, notes aic given to the
banking department, from which the cnculation of the coun-
tiy 1s supphed, and a 1ese1ve kept to provide for the deposits
as they may be requred  This 1eseive of notes 1s the only
command which the banking depai tment has over the bullion,
which, were they entuely converted into gold, it 1s plan that
a sum would still be left m the 1ssue depaitment, equal to the
whole of the notes in cunculation, over and above the
14,000,0000. of secmities The old and new plans aie sub-
stantially the same, as 1egaids the entne habilities of the
Bank; but, by the new bill, the 1eserve of bullion 15 practi-
cally separated and apportioned to the enculation and the
deposits.  The following statement, made fiom the last 1e-
twns, will show exactly what the difference 15, and by which
1t will be seen to be metely a matter of fom. Under the old
law, the accounts of the Bank would have stood thus.—

£
Circulation of notes . 20,242,785
Deposits C. . 13,016,731
—_—
Total habihities to the public 33,258,516

Aganst which would have been held a 1esexve of 9,329,8417,
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m bullion. Under the new forms, the two depaitments stand
thus: —
ISSUE DEPARTMINT

Notes to the bauking depmtment, for public exculas
tion, and for the 1eserve, agamst the deposits 22,801,100

Agawnst which notes, bullion 1s held to the amount of
8,801,1007, being the excess above 14,000,000Z of secwities
In the banking depaitment the liabihty 15—

£
For deposits . 18,015,731

Agawmnst which aie held—

Notes which can e exchanged for bullion fiom the
1ssuc department 2,568,315
o . 028,741

3,087,056
Suppose the banking depaitment weie to conveit all the
notes mto bullion, which 1t has the power to do, then the bul-
lion would be held thus —

£

Tssue department . o 6,242,785
Bankung department . 3,087,066
Total bullion .. 932,841

The practical effect, therefore, of the new bill 15, to assign
absolutely a reseive of bullion agamst the 1eal enculation 1n
the hands of the public, equal to whatever sum 1t exceeds
14,000,0007, which cannot be touched by the Bank, o1 used
for any other purpose, the 1emamnder bemg assigned, what-
ever 1t may be, to the payment of the deposits, wheteas, under
the old bull, the whole bullion was held equally agamst all the
Labilities By the old bill the bullion, amounting  to
9,329,8411, held last week by the Bank, was held equally
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agamst the cuculation and the deposits, amounting together
to 83,258,516/, while, under the new bill, 6,242,7857 1s
practically held aganst the cuculation alone, and 8,087,0567
agamst the deposits alone

If the new bill be moie stringent than the old bill, 1t can
only be because the amount of 6,242,785 of bullion, which it
compels the duectois to hold, 1s lager than 1s necessary, m
ordinary prudence, to place as a 1esexve upon a cnculation of
20,242,785/, o1 that, 1f the Bank dircctors weie conducting
then business under the old bill, they might with prudence
reduce theu 1eserve below 9,329,8417, to meet claims payable
on demand amountng to 33,258,516/, TFrom the action
which, 1 foimer times, we have scen take place upon the de-
posits, and the cuculation under a contmued diam for the
wport of grain, and looking to the many 1easons which we
have already given why that dram may be expected to be con-
tinued for some months to come (though there may be a tem-
porary suspension), we ate cleaily of opmion that no prudent
body of duectors would allow then bullion to sink below that
sum, and we have neve: 1efiained fiom expicssing our opinion,
during the last thiee months, that the duectors should have
taken measutes at a much earlier period to prevent 1t sinking
even 5o low, excepting m 1eduction of its habilities

Whether the new bill has been moie stimgent than the old
bill, prudently managed, depends entirely, therefore, upon a
question of opinion, as to whether the Bank dnectors could
prudently have suffered then bullion to go below 9,329,841/,
as a guard agamst any large piobable mmpoit of giam, upon
deposits and eirculation to the extent of 83,258,5161., we have
no hesitation . expressing the opimion, that after the exper-
ence of 1839-40, no body of directors could have been rash
enough to have done so

But while we cannot hace any pat of the present pressure
to the conduct of the Bank directors, or to the operation of
the new Bank Bill, but simply to the uncontiollable and -
perative necessity of mpoiting large quantities of food at a
time when we have no other means to pay for 1t, but by draw-
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ing upon ow 1eseive of banlang capital, we would not thereby
be undeistood to approve of the cowse the diiectois have pu-
sued. Oun object 1s not to vindicate the Bank duectors, but
to keep public attention duected to the sole and great cause
of the dexangement. If the Bank duectors have erred at all,
of which we entextamn no doubt, 1t has been that they have m~
cicased the puvate securities, by discounts of commercial bills
too fieely, considering how 1apidly thewr 1eseive has declined,
that they did not sufficiently ealy, o1 to a sufficient extent,
metcase the vate of discounts, which would have checked the
demand upon them, and mnduced an importation of caprtal (if
we may use the teim), for investment mn this counny

think we need only to place before ow 1eaders the following
statement of the hills unde: discount in each week, since the
begmmng of this year, and compate those amounts with the
1eserve and the bullion, (the foimer 1epresenting the portion
of the latter at the command of the banking depaitment,) to
show that the public cannot, at least, complam that the Bank
diectors have withheld accommodation, but to ever y prudent
man, familiar with banlwg, this statement will 1ather show
that the dunectors have mereased then secuiities, m the face
of a rapid dimmution of bullion, m a way which but few
banke1s would consider safe  The following 1s the table, ex-
tiacted fiom the Bank 1etuins of each week —

anate Securities Reserve Bullon Rate of Discount.
Jan 14,654,005 9,437,736 15,066,691 3 per cel
— 8 15,071,820 8,920,897 14,951,572 I
— 15 14,464,948 7,471,177 14,308,022 35 —
— 22 14,450,711 7,269,311 13,948,681 4 —
— 29 14,489,657 6,843,790 13,442,880 4 —_
Feb 5 14,106,072 6,432,343 12,901,658 4 —
— 12 14,019,936 6,674,267 12,287,737 Fa—
— 19 15,071,256 6,675,174 12,299,109 4 —
— 26 15,039,339 6,732,821 12,214,761 4 —
Mor 5 15,819,148 6,711,800 . 12,044,934 4 —
— 12 1b,905,705 6,316,390 11,595,535 4 —
— 19 17,358,712 6,217,261 11,449,461 4 —
26 17,650,874 6,162,440 11,231,630 4 —
Apn.l 2 17,824,355 6,671,258 11,015,588 4 —
— 9 18,627,116 4,391,470 10,246,410 5 —
— 16 18,136,377 38,463,628 9,867,063 v b~

— 23 17,111,001 3,087,056 9,320,841



198 ARTICLE XV.

Thus we see, while the bullion has sunk fiom 15,066,6917 to
9,329,8417, and the banking 1eseive fiom 9,437,786 to
8,087,0561,, the bills under discount have ncieased from
14,654,9957 to 17,111,0017, and 1t will be seen that, from
the 22d of Jan., the bills under discount 10se fiom 14,450,7117
to 18,627,116L, on the 9th of Apuil, i the face of a declne
of bullion fiom 18,948,6817 to 10,246,4107, and without the
shghtest effort bemg used to mciease the value of money, by
1aismg the 1ate of discount. In the face of that demand, the
1ate 1emamed at four per cent during the whole pertod. These
facts ave a sufficient justification for those who have, dwming
the whole of that time, been calling upon the Bank to merease
the 1ate of discount, and we aie satisfied, 1f they had done so
at an early pertod, and sufficiently much, the sudden shock
which has affected confidence so much duiing the last fort-
nught, might have been avoided, and so the piessute, though
not aver ted, might have been mitigated

We entertain a stiong opinion that 1t would be Inghly myu-
dicious, under the present cncumstances of the countiy, fou
the dnectors of the Bank to allow the bullion to sink below
1ts present amount, except by a coriespondng reduction of
deposits, 01 by a 1edemption of its notes i the event of the
nade of the countiy leading to a contiaction of the encula-
tion, and we are the more decided 1n that opimon, on account
of the large ninports of gram which will be 1equued dwng
the 1emainder of the yeax  To whatever extent more bullion
18 exported, 1t must be obtamned, not by the Bank adding fu-
the1 to 1ts discounts, but by the public falling back upon then
own capital,

It 1s probable that, fiom a varety of cncumstances, the
pressure will be pa tially mmtigated for a shoit peitod, but it
15 ble that any can occur which can
avelt the consequences which must ai1se fiom a deficient sup-
ply of food, and the necessity in which we a1e placed of making
any sacrifice in order to obtamn 1t, and 1t would, theiefore,
only be decerving owselves to 1magine any permanent relief,
exeept thiough the means of stict economy and ncreased
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production.  We look forwaid to the future condition of the
commei ce of the country, and that of the labouring population,
with much gieater alaim than to the meie money maiket, for
past experience has pioved that the condition of capitalists
may be 1endered casy, and the exchanges coitected, while the
tiade of the countiy continues to suffer severely for a long
period afterwards.

It 15 our intention, m next article, to lay before the country,
for 1ts serious consideration, an extensive plan, by which the
pressme may be mn aveiy gieat degiee mutigated, and by
which the tiade and mdustiy of the country may be saved
duning the next two yeas, fiom an extent of suffeng and
depession of which 1t 1s appalling to think. It will be 1emem-
beted that the full effects of the erisis of 1839 and 1840, were
not expetienced to the full extent before 1841, and even 1842,
long after the oligmal causes had passed away. We have no
faith whatever m tempoiary palliatives, they may give mo-
mentary ease, but they invaiiably prolong, and often aggravate
the evil.  We pledge owselves to propose nothing that shall
not be m the stuctest accordance with the most appioved
pruneiples, sustaned by experience, and that shall not be as
advantageous as a permanent measuie, as 1t shall be efficacious
as a cue for the disasters with which the countiy 1s thieatened
duing the next two yeas, fiom a singular and unparalleled
complication of causes.

Meantime, we crave the careful attention of our readers to
this article, and to the fact, that the evil we ate labou.n.ng un-
det 15 an exl of capital scacity of
which nothing but economy o1 incieased productiveness can
cuic.
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Tre awful predicament 1n which the countiy 1s now placed,
and the still more awful p1edicament nto which 1t 1s fast hui-
1ymg, from causes over which human power can now execise
little o1 no duect control, 1enders 1t the mmperative duty of
all to exert every effort of mind n order to avert, o1, at least,
to amehorate, if possible, the disasters which impend over us.
But, above all, 1t 1 our duty, while suffeing under the
sevelty of a gieat pressure, to be caieful that we do not yield
to mere empnical palhatives, which, wiile they may affod
some hate ease, must mn d disorder
and the aggiavation of the evil At the same time, while
this caution 1s necessary, 1t 1s ow duty, as mtelligent bemngs,
to dwscard every prejudice which former abuses have cieated,
and to bung all owm intellect and experience, uncrippled by
preconcelved notions, to ow aid. In fulfilment of om promise
1 last article, we now propose to lay before the country an ex-
position of the only safe plan which can now be adopted 1
order to meet the extiaoidinary difficulties with which we ae
beset—m which we pledge owmselves to propose nothing that
15 not 1 the strictest accordance with the most 11gz1d punei-
ples of safe finance, and supported by ample expeiience. And
1fy 1 the course of our exposition, theie should occur some
propositions which jar with the present notions o1 prejudices
of the public, we must beg that they will suspend then judg-




THE CRISIs OF 1847. 201

ment until they have carefully gone thiough it, and seriously
considered 1t asa whole. If our views upon these subjects are
entitled to any confiderice on the part of the countiy—if our
witings for the last fom years entitle om opinions to any
weight—then, on these grounds, we claim from all a caieful
and patient consideration of omr proposals, before they permit
Ives to be prejudiced by any p t

formed under different circumstances. If we huve my Tepu-
tation for economical science or commercial knowledge, we
stake the whole of 1t for the perfect safety of every part of the
plan we shall now ventwe to propose.

Theie was probably never a peiiod, at least, n modein
times, when such a combination of causes existed, all tendng
to produce the most serious and the most complicated difficul-
ties, as at this moment. Fust, we have, during the last thiee
years, been engaged m expending owm capital, at a 1ate m-
finitely exceeding our available means, m the construction of
raitways, which, however useful and beneficial of themselves
as great and new machunes for economusing time and labour,
and facilitating the tianspoit of goods, have absobed the
floating capital of the country to an extent Leyond all propox
non to owm means, consistent with the demand upon it for 1e-

or the ordinary dities necessary
fou the consumpuon of the country, During the last thiee
years, the foumation of 1ailways, and other sumlal mteinal
works, has been sanctioned by Pailiament to the cxtent of
TWO HUNDRED MILLIONS STERLING, and schemes amounting to
about TORTY MILLIONS more ale seeking for 1ts sanction 1 the
present session  Out of the Two HUNDRED miLLIONs alieady
sanctioned, as nearly as we can estimate, not moie than
SEVENTY OF EIGHTY MILLIONS have yet been expended. How-
ever men may complicate that expenditme mn their 1deas, by
the 1ntervention of the money, used merely as the nstrument
for tr d or a d over them, fiom
one to another—the simple fact 1s, that we have consumed
commodities m the shape of food, clothing, lodgmng, &e., to
the extent of eighty millions m 1ailways, which, though they

Q2
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may facilitate the futme production of commodities, do not,
at this moment, 1eplace them for present consumption ; nor
do they furmsh a means of exchange, by which we can obtam
them from foreign countites  In order to look at this subject
fanly, and to understand 1t distinetly, we must put money out
of the question altogether (and 1t 15 a mete nstiument of ex-
change), and confine om views entirely to 1t as & question of
commodities.

At 2 moment when we weie mdulging in this extravagant
course of exhausting om floating capital—f om haivest had
been unusually productive, by which a g1eat abundance of cheap
commodities had been placed within our 1each—had the sup-
plies of the 1aw materals of om mdusty been abundant and
cheap, whereby we could have employed ow population and
mills 1 producing cheap goods to exchange with foreign
countries for other commodities which we 1equire to 1mport,
such an mciease of wealth would have enabled usto go on
with that extravagant expenditme much longer But the
very opposite 1s the case  The haivest of 1845, and especially
the potato ciop, not only mn this country, but m the whole of
Western Emope, was deficient, so that all the old stochs of
gain and piovisions weie consumed mn ekemg out the con-
sumption up to the haivest of 1846, which unfo: tunately proved
even much moie deficient than the pieceding one The
effects which these two bad haivests, m succession, have pro-
duced m this and the neighboung countries, dumg the
past six months, are too well known to 1equire any special
allusion 1n this place. The fluence which they have had m
producing the piesent ciisis has alieady been so fully discussed
m our columns, and 18 so fully appreciated, that we shall not
now lose tume by further considerng them In about eight
months, we have lost neaily seven mulfons of bullion, mn order
to satisfy an adverse exchange, ansing immediately from the
causes referied to, and that, while the habihties of the Bank,
payable on demand, bave dimimshed but very httle m pro-
portion. In addition to the total destruction of the potato
crop, and the failure of the other crops m Iieland, estimated
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at 16,000,000/, and the extensive fallme—in many places
the entue destruction—of the potato crop, and the deficiency
of the bailey and oat ciops 1n England and Scotland, we find
that the gieater portion of Ewope was smlaily encum-
stanced Nevel, probably, at any foimer time, hes the de-
stiuction of c1ops been so general and so complete. All are
familiar with these great promment canses, which have led to
the present difficulties, and which press so severely on com-
meice at this moment.

But much must alwe.ys depend upon how far the causes of
adversity have ext It1s, theicfore, of the
fiust 1mportance that we should foom an accwate estimate of
the present state of those causes which aie so obviously i
opeiation against us  First, it would appea: that the most
alatming estimates of the deficiency of food mn Ewope have
not been exaggeiated, but have 1ather fallen shoit of the
tiuth  that notwithstanding the enormous and entwely unpre-
cedented supplies which have ai1ived fiom the United States,
and fiom Russia (especially fiom Odessa), duiing the last
eight months, they have not only been totally inadequate to
satisfy the deficiency m this and the neighbourmg counties,
but aie msufficient to prevent a still fmther and serious ad-
vance upon even the 1ecent extiavagant prices Everywhere
thioughout all the neighbow ing countries, the advancing state
of the maikets—in Fiance, Belgium, Holland, and Geimany
—proclam the most intense scarcity. And what 18 owr con-
dition at home? Iieland we put out of the question as a
settled pomnt, 1equung to the full the whole public expendi-
tute, to which the Goveinment 1s commutted, and which must
be denived fiom the futuie nstalments of the exght mullions
loan, abstiacted fiom the general capital of the country, ex-
hausted as 1t now 1s, but besides which a fuither enoimous
sum must be contibuted by all the classes m Iicland, who
ale not patakets of the Government bounty, for thewr share
of the imported gian and piovisions  But what 1s the con-
dition of this countiy otherwise?  With our bullion 1educed
to a pomt, below which 1t cannot safely be peimitted to fall,

Q3
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there 18 no evidence whatever that ow mmpoits of giain, gieat
as they have been, are sufficient to make up the deficiency of
ow own stocks. On the contiary, theie1s everywhere at this
moment thioughout England a stronge: evidence of short and
deficient stocks of gram, mcluding Buitish and Foreign, than
at the same period for many years past. The best and
largest wheat-giowing districts are drawing supplies from the
sea-ports for their own millers, who appear at Mark-lane and
Laveipool for that purpose. Ou short stocks have been re-
cently much aggiavated by the expoitation of British wheat,
tlus having been a cheaper market than any of those m the
mmediate viemuty, Duiing the fom weeks ending the fist
of May, no less that 88,000 quaiters of English-grown wheat,
and 50,000 quarters of foreign wheat, were shipped from this
country to France, Belgium, and Holland. Except Russia,
Egypt, and the United States, there are no countries 1n the
world able to spare any quantity of gram worthy of mention ,
and for the surplus of those quartes, there are nearly one
hundred mallions of people now waiting, mn this and the adja-~
cent countries. One of two things must now oceur. Either
the prices here must 11se much above thewr piesent 1ate, o1

the foreign supplies must be very laige. Of comse, 1n pio-
portion to the advance of price will the effort be made to send
foreign supples, and just in proportion as foreign supplies
aive must the exchanges be rendered adveise, and the de-
mand for bullion o1 other commodities become greater.
Another cncumstance which will aggiavate the scareity of
grain, will be the absence of ow usual extensive supplies of
provisions fiom Deland, which do not there exist i any form,

and which must be made up by mcreased 1mportations from
the Unuted States, again tending to aggiavate the adveise state
of the exchanges In this serious predicament, our prospects
aie rendered still worse, by the fact that the scason 1s ex~
tremely late, and that, be the weather henceforth what 1t may,

we must have a late haivest, a serious fact 1 two respects —

fiist, 1t unposes upon owr msufficient resow ces for this season

the necessity of supplying the 3 of all Emope—ft
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all are alike late—fo1 a month o1 six weeks longe: than if we
had had an eaily harvest; and, secondly, because a late crop
15 exposed to danger. In the south of Fiance, the faillme of
the 1ye c10p 15 already considered almost a certamnty. Inthis
position, we must see that supplies are yet required for nearly
five months’ consumption.  Up to this time, the supplies fiom
the United States, though upon a scale without any former
precedent, have had no cffect m preventing a 1apid advance ;
and 1f they are for the next fom months sufficient (o prevent
a matenal fmther advance, 1t will be most fortunate for the
country, at whatever sacuifice they may be obtamed. As 1e-
gmds the geneial wealth of the countiy, and om ability to
pay for impoited corn, the loss of the ciop i Iicland has been
finthe aggiavated by the almost total suspension of produc-
tive labow 1 that country.
If, m this state of matters, we had a lmge stock of other
dities required for puion, such as sugar, tallow,
§c, and of the raw matenials 1equired to sustam out ndustry,
such as cotton, wool, flaa, §c , so that we could, for some time,
suspend any further 1mpoit of them, and so thiow the pur~
chasing power of our exports moie exclusively upon corn, it
would be some ease. But here agamn we meet with an evi-
dence of a 1educed caputal, by a small stock of these commo-
dities, of wlich we must inport even more fieely than we have
done for some time past. The failure of the cotton erop
America 18 & musfortune scarcely sccond to that of the corn
ciop ; for, being the material on which the laigest portion of
ow laboui 1s employed i producing articles of export, a large
portion of our people aie 1endeted unproductive at a moment
when then labour, o1, 1 other woids, i#s produce, 1s most 1e-
quued to pay for the food they consume, and thus another
gieat difficulty aiises in making our foreign payments. But
even here this peculiar difficulty with 1egard to the short
crop of cotton does not end. The cotton which will be m-
ported this year may be nearly the same mn quantity as last
year (one-thied of the consumption of last year having been
taken fiom stock on hand at the beginning of the year), but
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at a price at least fifty per cent hugher. Thus, compared with
1846, we must pay to America from fow to five mulhons
sterlimg more for o cotton m 1847 than 1n 1846.

So far, then, om difficulties aiise entirely fiom a scarcity
of the commodaties which we 1equire for consumption, or of
those which would be exchanged for them. But thele ale
some considerations of a purely financial kmd, of gieat im-
portance, which it may be well here to refer to, as hikely to
have a serlous effect upon our condition, i the piesent low
state of the bullion and the 1ese1ve i the Bank of England.

Furst—Duing the next five months, the whole of the 1e-
mainder of the eight milhions loan for Tieland will be ab-
stiacted fiom the capital of the countiy, and being chiefly, of
not wholly, destined for the puichase of piovisions, will n
reality be sent out of the countiy to meet our foreign pay-
ments. The roney, 1t 13 true, goes to Ireland first, where 1t
1s expended for provisions, chefly imported fiom abioad, and
fiom the dealeis, but 1t finds 1ts way back to England, to
pay the bills drawn agamst those shipments of foreign gram
fiom abioad, and 1s tiansmitted to the Umited States, to pay
the balance of tiade cieated by the umpoits of food. The
greatest patt of the eht mullhons loan will, therefore, be an
abstiaction of the capital of the countiy to meet foreign pay-
ments

Second.—Ac the conclusion of the session of Paxliament, the
1a1lway bills now before Pailiament will be either passed or
withdrawn, and the deposits at piesent lymg with the Bank
of England, amountng, we believe, to about #hee mallions,
will be withdiawn, and the present deposits of the bank re-
duced by that amount ~ Another po1tion of those companies,
who have mvested then deposits in secuities, amounting, we
beheve, to about one million, will probably then requue to
dispose of them, so that funds to the amount of four mulhons
will have to be dealt with. It 1s tiue that, so far, thisis a
mere tiansfer of capital, m the fist mstance, fiom the Bank
ot England to the puvate bankeis of the various companies ,
but 1t 15 capital, which, bemng now loched up, though used by
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the Bank, will then be hiberated, and eithet expended by the
companies o divided among the shaicholdeis, m either of
which cases some considerable portion of 1t will be applied
to foreign p and 1f not duately, yet ul 1y, 1t
will be n effect the Bank repaying a lage portion of these
deposits m bullion.

Third —The most 1mportant difficulty which immediately
impends over the money maiket, and which cannot fal to
create great uneasimess until 1t 13 disposed of, 1s—that, on the
21st mstant, Exchequer bills to no less an amount than
9,000,0007 fall due. Now it 1s certain that, at the present
1ate of nterest, no portion of that sum can be kept out, and
that the whole will be sent in for payment unless the rate of
mterest be very much 1aised. At the piesent moment, there
we buyers of these secuiities only at ten shillings discount.
To1 some time past 1t has been evident that the amount of
Exchequer bills upon the market has been gicater than has
been 1equued for the sclect puiposes fou which those securi-
ties are usually held, and the most economical plan for the
Chancellor to have puisued would have been to have funded
a portion of them at the time he 1a1sed the nterest, by which
means the remainder mght have been kept at the present, o1
at a fmther small advance in the 1ate of interest. As 1t 1s,
the holders of the 9,000,0007, due on the 21st inst,, wall 1e-
qune a very laige meiease of mnterest to mduce them to ac-
cept new bills m place of cash, There are thiee cowmses open
to the Chancellor of the Exchequer. Iither he may offer
such a1ate of mterest as will induce the holdeis to 1etan
the bills, which will be fully one per cent above the 1ate at
which the Goveinment is lending then money—or be may
fund an amount equal to the bills now fallng due, which
could only be done on very disadvantageous tetms, and which
would cause a considerable fall in consols—or he must be
picpated to pay them off. The latter 15 1mpossible 1 the
present state of the public accounts

But with this mcieasing expendituie, what aie om pros~
pects as to ncome? It only 1equues that we should 1eflect
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upon the present condition of trade, and the rapid mezrease in
the numbe1 of unemployed a1 tisans 1 the manufacturing dis-
tuets, to undeistand to what extent a 1cduction may be looked
for m the customs and excise duties, probably not immediately,
but towards the close of the year , for, as we have seen on all
formex sumilar occasions, as the duties aie 1n the first place ad-
vanced by the impot ters and dealers, 1t is some time before a re-
duction of consumption tells upon the 1evenue. Under the pre-
sent high price of food, with a certainty of its continuance for
a long pertod to come—with a scareity and high piice of the
chief 2aw mateital of our manufactwiing industiy, formng,
as cottons do, about one-half of owr entne expoits, with the
monetatial detangement which exists, and which must sooner
or later, 1if 1t contmues, lead to such a depreciation of property,
and, more especially, n ralway stock, as will tend to shake
mdividual credit, — looking at all the cucumstances mflu-
encing our piresent and prospective position—it 15 1mpossi-
ble not to feel the most intense anxiety as to the ultimate
results.

Such, then, are our difficulties. By what measuies shall
they be met? Temporary expedients would not mfuse confi-
dence, would not even give immediate relief, but might ulti~
mately seriously aggiavate the mischief. Al proposals for an
meiease of currency are mere lusions. It 1s not a question
of deficient currency, 1t s a question only of deficient capital,
o1, 1 other words, of commodities, and anything that does
not increase the quantity of commodities can be of no use
whatever. It must either be, theiefoic, by meieased economy
of the commodities within our 1each, o1 by the cieation of
new commodities, that any 1elief can be afforded. The com-
mon talk 15, that theie 15 too hittle currency—that there are too
few bank notes. 'The error thus commutted will be best shown
by examming the cowse of the Bank accounts duiing the last
eight months, during which period the Bank has mcieased 1ts
advances on bills discounted by upwaids of s mullons, while
the criculation of notes has not mereased at all.  On the 18th
of September, the amount of bills undar discount by the Bank
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was 12,321,816/, and the amount of notes in cnculation was
20,922,2321.  Fiom that period there has been a gradually
mcreasing demand for money, and applications fo1 advances
and discounts have been pressing upon the Bank, so that, on
the 5th of Apil, the amount of bulls under discount had m-
creased to no less Lhan 18,627,116L, but the amount of notes
m 1 ding this d amount of ac-~
commodation, was only 20, 81.;,2341., so that, m reality, while
the Bank had ncieased 1ts advances to the public by
6,306,000Z, the bank notes 1 circulation had 1ather dimin-
shed. What the pubhe 1equued, durmg all the perrod 1e-
fared to, was caputal, and not ewculaton, and, therefore,
when they obtained ciscounts fiom the Bank, although paid
1 bank notes, yet those notes weie soon retwned to the Bank
m exchange fo1 bullion, which 1s & portion of the absolute
capital of the Bank. So that when the Bank discounts bils,
although 1t 1ssues paper m the first place, 1t must look upon
such tiansactions preciscly the same as if comn were given for
them. If 1t would not be convenient to give com, 1t cannot
be prudent to advance notes, convertible into com, If the
Bank were to discount &wo mulhons extra to-moi1ow, 1t would
not sensibly add to the cuculation, or the quantity of notes,
but 1t would be found mmmediately to act 1 a 1eduction of
the bullion. The Bank may merease or dimuinish 1ts advances
of caprtal at pleaswie, but 1t cannot ncrease the cerculation of
notes at will, nor can 1t diminish them until the deposits, which
can be actéd upom at pleasure, “afe réduced to the lowest
pomt. This s a pont well deserving of attention, for, fiom
this confusion of caprtal and currency, a gieat portion of the
populal erors on these subjects 1s founded. The facts
alluded to aie so mstructive, that we will place them mn com-
paiison —-

Bills under Bank notes m
Discount Cireulation,
£ £
Sept 18, 1846 12,321,816 20,922,232

Apnl 5,1847 18,627,116 20,815,234
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The truth 1s, that we labow under the disadvantage of a
great scarcity of commodities, which can be procured only in
exchange for other commodities, and as suck by bullion.  But
we have paited alieady with as much bullion as we have to
spare; and of other commodities, owing to their scaraity, the
puices are generally not low enough to enable us to export
them to a foreign market Our capital 1s inconvemently di-
minished It behoves us, then, to see 1f there 13 any pait of
1t which 18 at present 1dle and unproductive, and which could
be called mto active service. This s a moment when economy
on all hands must be studied, and especially 15 1t mcumbent
upon us to see that none of om exchangeable commodities are
unp1oductive and useless.

There are various modes by which we have alieady done
much to economuse capital By the system of banks of de-~
posit, all the spaie capital, from day to day, 1s collected from
the public, and foims m the hands of bankers a laige fund,
with which they make advances to those who are willing to
pay for them, by discounts and otherwise. Without this sys-
tem, all this fund would be scattered thiough the country m
small sums, locked up 1n chests o1 cash boxes, and 1emain ab-
solutely 1dle.  The economy so accomphshed 1s just the same
as if so much additional wealth were added to the countiy
Another souice of y has been the suk of paper
for com, the former bemg convertible into the latter at plea-
sute, a sufficient qaantuty of which being always kept on hand,
1n ouder to secwe such convertibility  Whatever amount of
capital has been saved by these means, has been so much ac-
tual addition to the commodities of the countiy, and has -

‘creased to that extent owm power over the commodities of
other countiles by means of exchange In oider to see 1f
there 1s any fuither 1mportant economy which we can safely
avail ourselves of, let us shoitly stitute an exammation nto
the natwie of capital and the functions of cwiency.
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NATURE OF CAPITAL AND FUNCTIONS OF MONEY.

That we may be able the more clearly to discover whether
we possess any saf¢ means of further economusing the capital
of the countiy, o1 1endeing 1t moie effective, let us shortly
examine the vatious steps by which wealth advances, and the
laws by which commodities constituting that wealth are dis-
tributed.

Capital consists only of those commodities which each man
saves fiom luis annual product until such it
takes place, there 1s no capital. The fuist step, therefore, n
the formation of capital 15, that a man does not consume all
he produces. The next step which expertence has taught the
world 15, that division of labow, more than any thing else,
aids and facilitates the power of accumulation. That a man
occupying his whole time at any one employment, will pro-
duce more, and that moze perfectly, than if he was producing
a vaiety of aiticles. But the adoption of this practice ne-
cessar1ly led to the necessity of an exchange of commodities
between the different produceis, Each member of a commu-
mty finds that he can procwe any paiticular article at less
cost of labow, by exchanging the aiticle that he humself makes
with what he 1equues, than by making 1t himself. Hence,
each man labouts at one class of production, and exchanges
with others the suplus of his produce for so much of the sur-
plus articles of each of his neighbows as he 1equies for his
own use A division of labow, theiefore, rmmediately led to
the system of barter

The difficulty and tiouble of always asceitaining the relatwe
wvalue of vailous commodities, which of comse was always
changing 1n propoition to then supply and demand, led to
great loss of time and inconvemence A cwt. of sugar might
be worth a quaiter of wheat at one time, and by sugar be-
coming scarcer, or by wheat becoming moie abundant, 1t
might at another time be worth a quarter and a half. Justin
proportion as aiticles wete subject to sudden and gieat -
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crease of supply o1 of demand, 1t 15 obvious would thewr ex-
changeable value with other aticles fluctuate. It became,
theiefore, evident, that if any one commodity could be found
that neither fluctuated i 1ts supply o demand, and, therefore,
retained one uniform and unchanging value, 1t would be an
enormous economy of tune and labow, to adopt that commo-
dity as a standard mn which the value of every other aiticle
should be expressed. No such article, however, did m 1eality
exist, but the closest approximation to 1t was found in the
precious metals—gold and silver—which have been 1espec-
tively adopted as standards by which the value of every other
aticle 1s expiessed 01 measured. The mtinsic value of gold
and silver, like all other commodities, 15 regulated solely by
the labow expended 1 procurmgit,  After the standard of
walue was agieed upon, no more diffiulty could aiise as to the
1elative value of other commodities, even though the system of
barter had been adheied to. If a man had two quaiters of
wheat to exchange for sugai, he knew how much gold his
wheat was worth, and he would receive as much sugar as was
woth the same quantity of gold. But 1t was soon found that
the exchange of commodities would be futher greatly facili-
tated by the intioduction of a general medium of exchange,
as well as the adoption of a standmd of value. The same
commodity which had been adopted as a standard of value,
offered, on many accounts, the best medium of exchange, the
quahities of which must be, that 1t always conforms m value
with the standa1d, that it piresents m atself the greatest value
1 the smallest bulk, and is, therefore, more easy of transpoit,
and that 1t 15 Jess than any other article subject to decay n
the use But the whole object of the adoption both of a
standard of value and of 2 medium of exchange, 1s to facili-
tate the exchange of commodities ~they are sunply mstiuments
to that end, and no other. But 1t 15 plamn that the quantity of
the errculating meduim necessary for a countiy will not depend
upon the quantity of commodities which 1t possesses at any
tune, but by the rapidity with which they are exchanged. A
arculating medium, thercfore, never can alter o1 contiol the
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mtiinsic value of commodities, but being an nstiument only
for then exchange, must be contiolled 1 1ts quantity by the
d the exchange of which 1t rep

When gold had thus been adopted, first, as a standard of
value, and next, as a cnculating medium, another step soon
suggested 1tself, by which a still fnther facility could be ob~
tamed 1n cond g the exchange of d A great
deal of time was consumed m weighing and assaymg the gold
presented m payment, and 1n caleulating any difference which
1ts quality bote to the standerd quality. In order to get ud
of this dufficulty, the system of money was mvented, by which
the metals were comed 1 pieces of a certan weight, and of
certamn fineness, bearmg the stamp of the mint as a guarantee
for the weight and fineness, so that, i all ordinary transac-
tions, the simple operation of counting 1elieved the public of
all the trouble of weighing and assaymg ~ We have thus scen
that the steps m the ereation of capital, and the establishment
of a currency, are these —

Furst —All capitel 13 the saving or accumulation of labow.

Second —To facihitate this accumulation, a subdivision of
labow, by wluch each man adhexes to one employment,
was adopted

Third—That this led to the neeessity of barter,

Fourth —That, m order to facilitate barte1, one commodity
was fixed upon as a standard, 1 which the value of
all others should be expressed.

Fifth—That, futher to facihitate the exchange of commo-
dities, the standard of value was adopted as the me-
dwm of exchange.

Biwth —As a fu ther facility, the commodity used as a me-
dium of exchange was comed mto pieces, of a given
uniform weight and fineness, guaranteed by the stamp
of the munt, called Money.

Now, heie we would claxm the special attention of the read-
er to a fact which has been much oveilooked, even by those
to whom all the above propositions are perfectly plamn and fa-
miliar. In a state of baiter, commodities will be supplied to
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a community just m propot tion as they ate 1equued for ordi-
nary uses, gold and silvar will be mmpoited 1n exchange for
the produce of the countiy just in proportion as they are re-
qured for the ordmaiy uses of plate, ounaments, &. But
when a countiy 1s so far advanced that 1t deteimines to adopt
gold as a standa1d of value, and as a cnculating medium, 1t
must be prepared to give up and devote to that puipose a ce1-
tan potion of 1ts capital or accumulations. The nioney cn-
culating m a country 1s a ceitan portion of the capital of the
country, absolutely withdiawn fiom productive purposes,
oider to facilitate 01 1ncrease the productiveness of the remamn-
der. A certam amount of wealth 1s, theiefore, as necessary,
m order to adopt gold as a circulating medium, as 1t 13
to make a machme 1 order to facihitate any other produc-
tion. The process 1s this —Suppose m a countiy a system of
barter existed. The commodities produced over and above
the consumption of the country, would be sent abioad and
exchanged foi foreign products, to the extent and m the pro-
portion as each commodity was used in the exporting country.
Among the articles so 1mported would be gold and silver ; but
only to” the extent to which the commumty required them for
general use, for plate, oinaments, &  In such a state, let a
countiy determine upon adopting gold moncy as a cuculating
medium, It 1s quite clear, 1f the countiy does not produce
gold, a sufficient quantity must be imported for that pmpose,
and m order to do this, a coriespondingly laiger quantity of
the commodities produced at home must be exported, m o1dex
10 obtain the 1equisite quantity of gold, which 15 to be used
as an instiument for the exchange of commodities m geneal.
The commodities, theiefore, which are thus expoited for such
gold axe so much absolutely abstiacted from the geneial cap-
1tal of the country, mn order to facilitate the exchanges of the
1emainder, and the expense of supporting such a cuirency 18
borne by the community, just m propoition as they use 1t, 1
the following way —The whole of the money n use 1s scattered
over the community, but no one 1eceives any mteiest for what
he holds, If he borrows, he pays interest, but for any portion
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which he holds m his possession he 1eceives none. It 1t 1s hus
own money, 1ecerved m exchange for lus own labowm o1 pro-
duce, as long as he keeps 1t 1 his possession he jeceives no
mterest. Thus the money actually m cuculation at any tine
18 totally unproductive,, and 1t 1s an expense which the com-
munity go to, in order to 1ender the 1emainder of then capr-
tal moie productive, by facilitating exchanges. On this ac-
count, the smallest quantity of money consistent with the con-
venience of buswess will, as a 1ule, be kept mn cuculation.
Adam Smith describes money as beaimg a resemblance to
machines o1 wstruments for facilitating production, thus —

Turst, as those machmes and wmshiuments of trade, &c , 1equire a cortam ex-
pense, frst to erect them, and after wards to support them, both which exponses,
though they muke a pmt of the gioss, are deductious fiom the neat revenus of
the society, so the stock of money which cnculates i any conntry must requie
a certam expense, first to collect 1t, and afternmds to support 1t , both which ex-
penses, though they make part of the gross, arc, 1n the same manuer, deductions
from the neat revenue of the society A certain quantity of very valuable materals,
gold and sihver, and of very curious mmm, mxlud of augmenung the stock re-
served for immedhate and amuse-
ments of mdiniduals, 15 emplosed n sllppmhug ﬂuw gieat but expansive instru-
ment of commetce, by means of which every mdwidual 1n the society Las his
subsisteiice, couvensences, and amusements, regularly distuibuted to him 1 their
proper pioportions

Secondlv, as the machines and mstrnments of tiade, &e , Which compose the
fixed capital exther of an mdrnidual or fa society, wake no part cither of the
gross or of (he neat 1evenue of ther , so money, by means of wluch the whole
revemue of the socisty 18 regularly distubuted among all its different wmembers,
mal cs 1tself no part of that revenue  The great wheel of cnculation 19 altogether
different from the goods which me enculated by means of 1t The revenue of
the society consists aitogether 1n those goods, and not i the wheel which creu-
lates them  Iu computiug either the gross o1 the neat revenue of auy society, we
must alwass, fiom then whole annual creulation of money and goods, deduct
the whole value of the money, of which not & simgle fuithing can ever make eny
part of either

Money, therefore, the great wheel of circulation, the great mstrument of com-
merce, lihe all other mshiuments of tiade, though 1t makes a part, and a very
valuable part, of the capital, makes no pait of the revenue of the society to which
1t belongs , and though the metol peces of which 1t 15 composed, m the course
of thew aunual cireulation, distribute to every man the revenue which properly
b longs to hum, they make themselves no part of that revenue

Thirdly, and lastly, the wachines and instruments of iade, &e , which compose
the fixed caprtal, bem this further resemblance to that part of the eirenlatimg capitel
which consists 1n money, that as every saving m the expense of erecting and
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supporting those machmes, whieh does not duminish the produetive powers of
labout, 18 an muprovement of the neat evenne ot the sociely, 8o every saving fn.
the expense of collecting and supporting that parb of the enculating capital which
conststs 1 moncy, 15 & Improsement of exactly the same kud

We thus see that, 1 mamntaining a gold curency, the
countty absolutely loses mnot only the whole interest of
so much capital, but also a sum equal to the wear and tear of
the com. Any means, therefore, by which the currency can
be economised, by which the same facilities can be with equal
certanty and safity performed wathout the use of com, offers
means of absolutely adding to the available and pioductive
capital of the countiy ~ Without the adoption of such econo-
mical facilities, the wealth of a countiy would be enoimously
retarded  Suppose that, for every tiansaction i bustess,
comn weie actually used as the medwm of payment, the
amount of capital o1 commodities that 1t would be necessary
to pait with, 1 order to mmport a sufficient quantity of that
metal (even were 1t possible to get 1t), would be enormous,
and by such an addition to the com, the country would be
cortespondingly impoveiished, o1, m other words, depived of
the ordinary quantity of the other commodities of geneial
consumption, which would have been mported had not the
gold been 1equned Bills of exchange, when used to pass
goods fiom hand to hand, and the use of cheques upon bank-
ets, by which the command over money 1s tiansferied from
one to anothel, are the chief and most extensive means used
by me:chauts themselves to economise the use of money. But
the most impo1 tant and most pexfect means for effecting such
economy, has been the substitution of bank notes, payable on
demand.

But 1t 1s perfectly plamn that no substitute for com can be
perfect o1 safe, that does not in every 1espect perfoum exactly
the same operations, that does not follow the same laws 1n the
fluctuations of its quantity, and that does not 1n every 1espect
conform to the com 1itself Admitting this prmeple m the
most unqualified way, in order to enable us to test the quali-
ties which any substitute should possess, let us shortly examme
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what aie 1eally the offices petformed, and the chaacter of
the fluctuations which take place, under a purely metallic cui-
ency

THE OPERATION OF A PURELY MELTALLIC CURRENCY

If we used only a metallic cumiency, the business of the
Bank of England would be precisely the same as that which
15 now conducted n the banling depaitment  The wssuing ot
papet constitutes no necessaiy part of the busimess of the Bank
of England o1 any other Bank., The business of all banks
such case, which would be the same as many banks at this
moment, would be to 1eceive deposits of money fiom the pub-
Lic, for 1ts safe keeping, and, asthewr agents, to make whatever
payments they ordeted  But, as a banker must mew a great
expense for the convemence of his customers, he 1s allowed
to use such portion of his deposits 1n discounting bills, or m
holding mterest-bearing secunties, as he can, with safety to
himself; considerng hus hability to pay these deposits on de-
mand. By this means the banke1 acqunes a fund, n addi~
tion to lus own capital, by which he can advance money to
such of hs customers who requne to borrow it, taking what
he considers good secuty for its repayment; and the piofit
which he thus derives enables huim to perform the busmess of
his customers without any chaige. It 1s, however, evident
that the first consideration fo1 a banker must be, that he at all
times should keep such a quantity of his money unemployed
as will meet any probable demand upon lum—that this quan-
tity must have a 1eference, first, to the entue amount of de-
posits which he holds, and next, to the cicwmstances which at
any paiticular period rendeis it likely that his customers will
1equue more than usual of then money.

With a puwely metallic cuculation, the Bank of England
would have 1ts own capital and the deposits of its customers
only to deal with  The deposits would be made in com only
(o1 m bullion, by an anangement fo1 that purpose, by which
the Bank would 1eceive bullion at a small reduction from

R 2



218 ARTICLT Xvi

ats value m comn, to pay for the trouble and loss of time in
sending 1t to the mint to be comed, as at present) In addi-
tion to 1ts own capital, the Bank uses such portion of its de-
pots as experience pioves to be safe and prudent, in pubhe
secunities and 1 discounting bills of exchange  The depo-
sits of the Bank m this case would vary as they do now, just
n propoition as the unemployed money of the commumity

dor d hed  Gold 18 a dity which 15 1m-
poited, hike other commodities, only when 1t offers to the
merchants the gieatest mducements  As long as wool, o1
sill, or tallow, or any other commodity 1s scaice at home, and
offers a profit to 1mport, no meichant will buy bulon, but
when the stocks of all other commodities are so full, that the
prices at home are such that 1t will not answer the puipose of
the me1chant to 1mpor t them, then he has 1ecourse to bullion
as the most piofitable vetmin  So that bullion 1s never i~
ported except when the stocks of other commodities are large,
and then relative piices mn this countiy and otheis such as
will not remunerate the importer  Then bulhon 15 taken as
the best mode of balancing the exchanges The merchant,
mmporting gold, places 1t m the Bank of England, as the
merchant 1mpotting wool places it m the London Docks
But the use which the Bank may make of the gold winle they
hold 1t, enables them to do so without any charge for rent ot
usk, while the Dock company, having no use of the goods
placed m then hands, chaige a 1ent.  The process, thercfore,
of an merease of deposits in the Bank, would always ifer a
great mcrease of the stock of other commodities beforehand ,
that 15, 1n shoit, a general abundance of capital. A deciease
of the deposits of the Bank would infer exactly the opposite
state of thangs  If we 1equuied to 1mport commodities fiom
abioad, we should fiist send such other commodaties as bote a
profit, the piice of winch, fiom then abundance here, was
less than the price abioad, and 1t would not be untl our
general stocks of other commodities were so much 1educed,
and the prices weie so high, that no piofit would be denved
from their export, that gold would be sent to make a foreign
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payment So that, as an influx ot gold mplies a gieat abund-
ance and low price of all other commodities, so an expoit of
gold mmplies a great scaicity and high piice of all other com-
modities  As a commodity, the price of gold 18 so umform
m all places, and at all times, that 1t 1s seldom used as an
aiticle of commerce between nations, except under the peculiar
circumstances desciibed, o1, m other words, to balance the
exchanges of other commodities. When, therefore, the depo-
sits 1 the Bank weie meieasing, 1t would be an evidence of a
greatabundance of those dities which the float-
g capital of the countiy, and when they weie decieasing, 1t
would be an evidence of the great sca1 ity of such commodities
The deposits held by the Bank would be a fund altogether
different fiom the com m enculation, over which the Bank
could exercise no wmmediate contiol  Suppose a commumity
requned a crculation of twenty millions to perform its -
ternal operations of business, and that that quantity of com
was 1n cuculation, theie would be no possibility, on the pait
of the Bank, of mcieasing that amount of enculation, as long
as only the same amount of tiansactions was performed, for
no one would take money fiom the bank, and pay mterest for
1t, to keep 1t 1dle i Ins possession  If; under those circum-
stances, the Bank weie able to nciease the amount of their
advances, by discounting more bills than were sufficient al-
ways to tetun mto the channels of cnculation, the same
amount as flowed n fiom day to day, either as payments of
former advances falling due, o1 as deposits on private accounts,
o1 n payment of the1evenue of the State, always supposing that
the cuculation had been exactly sufficient for all mternal ex-
changes before , then such further advances made by the Bank
could only be, either for the puipose of tiansmutting the bul-
lion abioad, o1 for the pwpose of using 1t as an aticle of
manufactwie, for plate o o1naments  Such advances, there-
fore, would not add to the cuculation, but would be a 1educ-
tion fiom the capital of the Bank, until replaced, when the
security on which the advances had been made became due,
And asthe Bank cannot add tothe ciculation byme elyincreas-
n3
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mg 1its uisual advances, so neither could it dummish the circula~
tion by withholding such usual advances, as long as so many
persons held deposits with theu bankeis, upon which they could
diaw at pleaswe. Anyattempt on the part of bankeisto contiact
the cireulation below the 1equued amount would immediately
lead to a 1eduction of the deposits, and, untl such deposits
were 1educed to the lowest pomt, would prove unavailing.
We are all along referung to what would take place with a
purely metallic cunency. But there are means by which a
laiger cunculation may be induced n the one case, and a
smaller one m the other case. At a period of great plenty
and abundance, we have alicady seen that the deposits m the
Bank would mcrease, n consequence of an import of bullion.
The difficulty to employ the deposits to the extent to which
the Bank would judge 1t safe to do so, would nduce it to
lower the 1ate of discounts ; and thus at a moment, too, when
the cheap and abund of dities would be tend-
1ng to create an wmereased demand for the manufactuies of the
country, owing to then cheapness, the two causes combining
—a greatert demand for cheaper commodities, and a lower
charge for the use of money—would lead to a moie extensive
tiade, and fuller employment, and thus the quantity of encu-
lation 1equued would be greater, but all that the Bank can
contubute towaids such a 1esult, 15 by 1educing the 1ates of
mterest, which 1s of 1tself one of the component paits of the
caleulation of every commeicial operation,

To the way m which a contiaction of the enculation, were
it purely metalhc, would take place, we claim especial atten-
tion, as bemng vely mportant to owr considerations hereafter
‘We have alieady shown that an expoit of gold occws when
we have such a diminution i the stock of commodities gene~
1ally, that 1t becomes unpiofitable to expoit them to a suffici-
ent extent to pay for our mmpoits. Fiom whatever cause this

scaicity of d at home procceds—whether fiom a
very undue mvestment of the floating caputal of the country
m public works, which had sumulated an enoimous

D
tion of everythung, without reproducing the same commod:-
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ties, o1 anything that would eschange for them—or whether
fiom a great deficiency of our own c10ps at home—or whether
fiom & great deficiency of the ciops, and, consequently, the
scatcity and high puce of those raw mateilals, by which our
manufactuiing mdustiy 1s kept employed—or whether fiom
all these causes combined—it 1s the most certamn evidence of a
diminished floating capital. At the commencement of such a
peitod, let us suppose that the Bank accounts stood thus —

Capiial L4 500,000 Government Secunties 10,000,000
Rest. 3,501,000 BIll, of Exchange 12,000,000
Deposits 12,000,000 Bullion or Cow 8,000,000

30,000,000 | 30,000,000

Thus would have been neaily the state of the Bank six
months ago, leaving out of consideration 1ts 1ssucs of notes
altogether, and supposing a purely metallic cwiency. The
Bank would have advanced 22,000,000Z of comn on Govern-
ment secunities and bills of exchange, retamning 8,000,0007
unemployed as a rescive, But as then only liability would
have been that of 12,000,000 to depositors, the ieserve of
8,000,0007 would be considered much too lage, and a low
1ate of mterest would be chaiged to t1y to employ more of 1t,
probably three per cent In this state of thmgs, a peitod of
scaicity has set m—ow impoits are meieasing, and a demand
for capital exists to pay for them The Bank 15 wiling to
discount at hree per cent  The first fund the merchants apply
to, theiefore, 1 the 1eserve of the Bank, which generally sinks,
while the bills under discount aic meicasmg, The Bank,
finding the demand upon 1t ncieasing, 1ises the 1ate of dis-
count, and goes on until it has 1educed the 1eserve of comn toas
low a pomnt as 1t 1s prudent to preseive agamst the liability
of deposits—say to 4,000,000/, while lls under discount
have 11sen to 16,000,000/ —the sum of 4,000,000 having
Dbeen exported for coin. At this time the Bank accounts
would stand thus —

Capital £14,500,000  Publc scomties £10,000,000
Rest 3,500,000  Bills discounted 16,000,000
Deposts 12,000000  Bullon o com 1,000,000

30,000,000 30,000,001
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The demand 1s unsatisfied. Corn continues to rise, and
more 1s imported and must be paid for. The Bank 15 unable,
with safety to 1ts own solvency, and looking to the claim of
12,000,000Z due to depositors payable at call, to allow any
further reduction m 1ts 1eserve fund. By a high rate of m-
terest or by hmiting discounts, a pressure 1s thrown upon the
deposits, which consist chiefly of the reserve balances of
various bankers and private peisons, and as they are reduced
to pay for the imports of giam, the bullon sinks m propor-
tion. But 1t must be plam, that when the deposits had sunk
to 9,000,000Z, the whole 1eserve com, except 1,000,0007,
would be exhausted, and therefore, m o1der to prevent this
great 1eduction, the Bank would be obliged, during this
operation, to lumit its discounts daily to a sum much less than
the amount falling due, so that, while 1ts deposits diminished,
the advances on bills should dimmmish likewise, o1 the Bank
would sell a portion of the public securities, but as they are
geneially, at such a time, at a low price, 1t 1s moie hkely that
1t would depend upon luniting 1ts advances upon bills ~ Sup-
posing that the Bank held 1t as a 1ule not to be departed from,
that 1t should hold at least one-thud of 1ts deposits as a 1e-
serve, then, to meet a 1eduction of the deposits to 9,000,0007,
a reduction must be made mn the amount advanced on hills
of 2,000,000/ At this pont, the account would stand thus —

< £
Capital 14,500,000 |  Government Securities 10,010,000
Rest 3,500,000 Bills Discounted + 14,000,000
Deposits . 9,000,000 Bullion  Com 3,000,000
27,000,000 27,000,000

The pressme created by dimmshing the discounts by
2,000,000 at such a time, when a great demand for caputal pre-
vatled, would be mtense, But, suppose the demand for foreign
gram still unsatisfied, and the deposits finally sunk to 4,500,000
—aganst which the Bank would hold a reserve of 1,500,000%
—the bills under discount would have to be reduced, or pub-
lic securities would have to be sold, to the further extent of
8,000,000, The amounts would then stand thus —
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N ©
Capital 1450000 | Public Securtis 10,000,000
Test 3500 0 Bills under Discount 11,000,000
Deposits . 45000 0 Bullion or Comn 1500 000
o000 | 22,300,000

During a portion of this time, while the advances on bills had
been 1educed fiom 16,000,000/ to 11,000,000/, the amount
of enculation withheld by the Bank’s lmuting the discount,
would be supplied from the sums withdiawn from the deposits.
But 1n such a state of things, with a scareity and lugh puce
of 1aw materials, with & dummshed demand for goods, owng.
to the exhaustion of people’s means, for the payment of food,
the trade of the countiy and the amount of employment
would rapidly dimmsh, and with them the amount of cr-
culation 1equued. The amount of the cuculanon thus Libe-
1ated would be used for the payment of foreign corn,  Thus,
with a pwely metallic curiency, m all cases the enculation
would be acted upon last, and as an inducct consequence of
other causes, both i the case of an impoit and an export of
bullion—and 1t would only be 1n extieme cases that the en-
culation would be acted upon at all, for—n the case of an
adverse exchange, which only went so far as to 1educe the
veserve of com m the Bank to the proper proportion to the
deposits, and there stopped—a considerable export of ballion
might take place, without any derangement of business, o1
any sensible contiaction of the cuculation. Dwing an mflux
of bullion, the effect would be—

First—To mciease the deposits, and correspondingly the
1eserve of bullion,

Second —To mciease the securities, and, if discounts were
not 1equued, by advances on stock at a low 1ate of
mterest, and

Tlurd —By the establishment of a low interest ultimately
to promote more active business, and to mciease the
enculation through advances on iils.

Duning an expoit of gold, the effect would be—
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Furst—To diaw upon the 1eserve of comn m the Bank (by
discounting more bills), which the Bank held over and
above the quantity 1equued to protect then deposits

Second —To diaw upon the deposits held by the Bank,
which could only be done, paitly by a reduction of
secmities, and pattly by a reduction of the com n
hand ; and

Thud~—As a consequence of these measwmes, and other
causes, to contiact tiade and reduce the cuculation.

So that, as M1, Tooke has always contended, the first effect
of an mmpoit o1 expoit of gold to coriect the exchanges, 1s
felt exclusively on the reseive of bullion held in the Bank.

Such would be the operation of a puiely metallic cuiiency ,
and 1t will be seen that, under the cicumstances supposed, of
an adveise exchange, aising from the necessity of 1mporting
alaige quantity of coin, at a tune when ow other commo-
dities weic much exhausted, a presswe of gieat magmtude
must be expertenced by the commeicial classes, when a 1e-
duction of the amount of hills under discount becomes need-
ful n consequence of a withdiawal of the deposits. And if 1t
15 not possible to avoid this evil under a purely metallic em-
aency, how can 1t be expected to be accomplished by any
contrivance with a mixed curiency? The whole amounts to
this—gieat ease 1s the accompaniment of abundance, and
great difficulty and pressme, of scavcity, which cannot be 1e-
medied by any aitifice which does not give gieater abundance
of commodities. By other schemes, the burden may be shifted
from one shoulder to another, but 1t cannot in 1cality be
lessened.

HOW CAN THE CURRLNCY BE ECONOMISED ?

Having shown that all the piecious metals used as a cieu-
lating medum aic so much of the wealth o1 the capital of the
countiy, abstiacted fiom 1eproductive uses, m oider to be
used as an mstiuntent for exchanging other commoditics, and
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having shown the practical operations of a pwiely metallic
cuilency, we now come to consider how f; cheaper substi-
tutes may be used, and to what extent the expensive commo-
dity of gold may be liberated, i order to add to the real and
reproductive wealth of the country, We lay it down as a
clem and undemable 1 ule that, whatever substitute be adopted,
1t must be upon a prmeiple which will secute to 1t an adentity
of exchangeable value with the com whch o reprosents, and that,
m all its changes, under any ciicumstances, 1t should be found
to follow the same course precusely as a purely metallw cur rency
under similar en cumstances.

We have ahieady remarked that the most peifect mstrument
by which the cuniency can be economised, and by which gold
can be liberated fiom an unproductive to a productive use, 15
by means of bank notes, to be used as a substitute for com.
But, 1 oxde:r that these bank notes should at all times be
identical m value to the com they 1epiesent, and expiess
equally the value of commodities m 1elation to the adopted
standard, 1t 13 absolutely necessary that they should be con-
vertible, at the pleasure of the holder, mto the com they 1e-
present, so that whatever pmipose the com could seive mught
be equally well performed by the note, o1 1f not—as, for
example, a foreign payment—that the note would mstantly,
and without loss of time, command the com 1tself That such
a condition, attached to a bank note, must at all times, wlule
the condition 15 complied with, make 1t 1n every 1espect 1den-
tical with the coin, 15 to us self-evident, admutted, too, by all
the first authorities on the subject  Adam Smith says —

A paper money, consistng 1 bank notes, issned by people of undoubted
ciedst, payable upon demand, without any condition, and, 1n fact, alweys veadily
pud as soon as presented, 1s, 1n every respect, equal m value to gold end shar
money, since gold and silver money can af any tme be had for 1t Whatever 15

euther bought or sold for such pape1, must necessarily he bought o1 sold ns cheap
231t could have been for gold and siher

If there be any difference of opiion on this subjeet, among
men whose opions are worthy of 1espect, we tunk 1t moie
appatent than 1eal
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From Su Robeit Peel’s speech on the muioduction of the
Bank Bill, in 1844, 1t might be ferned that he doubted the
efficacy of mere converubility, as a secwity agawst deprecia~
tion, and for constant 1dentity of value between the note and
the com. But, lookmg to the provisions of the bull, it would
1ather appear that Su Robert Peel did not so much dispute
the puneiple 1tself, as that he considercd some furthes restiic-
tion (o be necessary m order to secure a fulfilment of the con-
dition on which the notc was 1ssued—namely, payment on
demand  We come to thus conclusion fiom the fact, that the
bill of 1844 depends on no other prnciple, agawst deprecia-
tion of bank notes, except convertibality at pleasue, though 1t
does provide a guarantee that that convertibility shall be cer-
tam, by imposing the necessity of heeping a large 1eseive of
comn against the notes 1ssued  Now, no one will deny that
certawmty of payment on demand 1s a necessay condition Lo
mamtam an 1dentity of value between a bank note and the
coin 1t 1epresents  But whether that certainty 18 denived fiom
a faith 1n the ability of the 1ssuer always to pay when called
upon, o1 fiom a reserve of com, held voluntanily by the 1s-
sue, o1 fiom the same being held compulsonly by an act of
Pailiament, can make no difference  As long as the holder
of the note 1s satisfied that he can at pleaswie 1eceve com for
1t, 1t 1s the same value to him, and, when he doubts that fact,
he carines 1t to the 1ssuer for payment. So that, till the 1s-
suer actually ceases to pay, no depicciation can take place.
We may, then, take 1t for gianted that all a1e agieed that a
certainty of convertibility at pleasuie, fiom whatever that cer-
tainty 15 denved (which may be a pioper subject for discus~
sion hereafter), 1s a perfect guarantee against depreciation of
bank notes, and fo1 then mamtaining an identity of value
with com. If this be the case, then 1t will be 1eadily admitted
that all the fluctuations and changes which take place 1n a cur-
1ency composed of coin, and bank notes conver tible mto comn,
must be exactly the same as would take place under a puiely
metallic curiency, and, therefore, that such bank notes, so
guuanteed, peiform all thefunctions of & measure of value
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and a medmum of exchange, as perfectly as gold.  Itis, how-
evet, quite plam that, m order to secure the convertibility of
such notes mto gold at all times, the 1ssuet must hold m hus
possession, o1 the immediate command over 1t, such a stock
of gold as will meet any probable demand upon him for the
payment of such notes—the iemainder being held mn good
mterest-beating secutities, and, therefoe, only a certamn por-
tion of the gold, iberated by the substitution of notes, can be
applied to other and productive pmposes By this substitu-
tion, the public gam m two ways—first, by the addition of
such part of the gold thus absolutely liberated, to the geneial
capital of the country, and, secondly, by the saving of the
wear to which such comn 1s always subject.

Before while we inqune how far we have availed ourselves
of this great source of economy, by which the capital of the
country 1s so much increased, we will consider how far some
other countiles have done so

THE CURRENCY OF HAMBURG.

The commetce of Hamburg 13 conducted entuely by silver,
without any economy whatever 1n 1ts usc as capital They
do, however, save the wear of the metal, by depositing 1t m
the vaults of a bank, and tiansferiing 1t from one to another
by means of wiitten cheques upon the Bank. The Bank of
Hambuw g 1s exclusively a bank of deposit It 1eceives silver
mto 1ts vaults, crediting the depositor with the amount he
pays  The Bank possesses no capital, and, therefore, the sil-
vel m the vaults of the Bank 1s always exactly the amount of
the deposits, The depositors withdiaw fiom, o1 add to, this
amount of silver at pleaswe The commerce of the town 1s
then cailed on by cheques o1 orders, given by the buyer to
the seller, which o1ders being paid into the Bank, the amounts
are transferred from the ciedit of one account to that of the
other  The Bank, theiefore, neither discounts bills nor makes
any advances whatever upon secunties Theiefore, as the
Bank of Hambuig has no means of making a piofit by the
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use of any part of the bullion deposited with 1t, any more than
the propuietors of the London docks have of using any part of
the goods deposited with them, 1t becomes necessmy that the
depositors of the Bank shall pay for this safety and conveni-
ence they derwve in thewr treaswme bemng thus kept Al the
economy which the Hamburg people denve from banking,
therefore, 1s—they save the wear to which the metal would be
subjected 1f 1t actually passed from hand to hand, but for this
they pay certam chaiges to the Bank  We do not know the
exact amount of silver thus deposited with the Bank of Ham-
bwg, but taking it on an aveiage at 4,000,000 sterling,
then that amount of capital 1s entuely withdrawn fiom all
productive purposes, for the facilitating of exchanges. Taking
1t, on an aveiage, to be 4,000,000, and supposing that when
capital 15 very abundant, 1t sometimes increases to 5,000,0007,
and, on the other hand, when capital 1s very scaice, 1t dummn-
1shes to 3,000,000/, and never below 1t, we see how much
banking capital 1s thus unproductively locked up, which might
be usefully engaged 1n making advances on good securities,

and in discounting bills of exchange If the Bank of Ham-
buig kept at all times a 1eserve of silver equal to one-thud of
1ts deposits, the 1emamder might be used as active captal, and.
the depositois (1t bemng a public estabhishment not secking to
denive a profit) would, mn place of paying for the safe keeping
of thewr capital, 1ecerve a certan amount of mnterest derived
fiom 1ts use  As a matter of fact, the 1ate of mterest 1s more
fluctuating i Hambuig under this system than m any other

capital 1 Europe; the changes often beng equal 10 1 per

cent. week after week

THE CURRENCY OF PRANCE.

In Thance, the currency 1s of a mixed chaiacter, and the
capital of the country 1s economised, not only by the use of
the deposits n the banks, but also by a portion of the cncula-
tion bemng n paper  We will leave out of consideration the
local and private banks, and glance only at the Bank of
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Thance, as the most 1mportant estabhishment. The busimess
of the Bank of Fiance 13, m effect, precisely simlai to that of
the Bank of England, 1t 1s a bank of deposit and of 1ssue,
combined 1n one, as the Bank of England was, m foim, piio
to the bill of 1844, and 1s-stll i 1eaity The Bank of
France, like the Bank of England, has a capital of its own,
1ecerves deposits {rom 1ts customers, 1ssues notes payable on
demand, and advances 1ts funds on public secuiities, and m
the discount of bills; and 1t 18 thus enabled, while 1t affords
great facilities to the commeice of the countiy by these ad-
vances of capital, to pay a good dividend to 1ts proprietos,
without any chaige to its customeis, On the 15th of last
month the accounts of the Bank of Fiance stood thus, con-

veited 1mto sterling money — .
Lublties £ Assets £
Coculation of no es 10,880,000 | Bills undey discount, &e 9,400,000
Deposits 2,720,000 | Bullion or com 4,200,000
13,600,000 13,600,000

The notes of the Bank of Fiance ae payable on demand,
and so, bemg converfible mnto silver at the pleasme of the
holder, perfom equally well all the uses which com would
peiform  So that, compared with the system used by the
Bank of Hambuig, the Bank of France, between 1its deposits
and 1ts 1ssues, supples capital, which would otherwise be, 1na
great measuic, useless, to the extent of 9,400,000Z. And mn
order to secute to the public the payment of then deposits and
the notes m circulation, a reserve of 4,200,000, 1n bullion,
1emams n the vaults of the Bank.

As the Bank of Fiance 1ssues no notes below the value of
Jive hundred fiancs, or 201, the cuiiency of the country can-
not by this means be economised to any gieater extent than
mas far as notes of that and higher denomunations can be
used. The whole of the 1emamder of the cuiency 1s pei-
foumed m siver The economy, therefore, practised by the
Bank of France, though affording many millions of capital to
the public (which would otherwise be locked up unproduc-
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tively) m performing the functions of a cuculating medium,
is extremely mmpeifect In notes of 201 each, 1t enculates
9,400,000/ , against which 1t holds bullion, say, to the amount
of 8,200,000 , the remaining 1,000,0007 of 1ts bullion being
supposed to be held m 1ese1ve agamst the deposits. By this
means, therefore, the capital of Fance 15 thus economised or
augmented, by—

£
Vhe amount of cirenlation of notes 10,880 000
Deduct the bulbion held m reserie to secure the con-
verbibility of the notes 3,200,000
7,080,000

Thus, 7,680,000 of additional capital 15 obtained by France,
Just as much as if that quantity of silver weie dug fiom a mme
m one of her provinces But still the extent to which this
economy 15 cariled 1s extiemely imperfect. Let us compare
1t with the Bank of England, and see how much mote capital
Tiance would 1eally economise, and render available for all
her puiposes, if the Bank of France caiied the prieiple to
the same extent as 1s done by the Bank of England  The
Bank of England 1ssues notes of the denomination of 57 and
upwards  On a 1ecent day, the whole cuculation of the Bank
of England was thus composed —

£
Notes of 5/ 6,100,000
Notes of 107 3,900,000
Notes of 20¢ to 1007, hath melusive 5,700,000
Notes of 2001 to 1000/, both mcluswve 4,300,000
20,000,000

So that the notes under 207 weie exactly 10,000,000Z, and the
notes of 207 and upwards weie also 10,000,000/  Supposing,
therefore, that if the Bank of France weie to extend then
1ssues to notes of the same denomunations as the Bank of Eng-
land does, and that the amount of the smaller notes would beax
the same proportion to those of 207 and upwards, m Fiance
as m England, then the cnculation of the Bank of Fiance
would be me1eased by 10,880,000Z 1n addition to its present
amount. But this additional cuculation of notes would not
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merease the cnculating medium of France by one fianc, but
would only displace so much silvel, and liberate it fiom the
unproductive puiposes of a enculating medium, and give 1t to
the countiy as an 1ncreased amount of capital, for foreign
payments or any other objects In issung this additional
quantity of notes, the Bank would, of comse, be obliged pro-
portionably to increase its 1eserve of bullion, to secue then
convertibility at all times. 'The mode would be thus.—The
Bank would 1ssue, 1n payment of 1ts deposits, 1n advances upon
seculities, and 1n exchange for bullion, the notes m question
to the extent of 10,880,0007 , as the bullion mcreased n 1ts
vaults, 1t would extend 1ts accommodation to the public by
additional discounts of bills, or 1t would nciease the amount
of 1ts nterest-bearing securities, retaining always a sufficient
additional proportion of bullion to secure the convertibility of
its notes. At the conclusion of the operation, the accounts of
the Bank of Fiance would stand thus, supposing the deposits
to1emain the same :—

Laahihities Assets

£ £
Circulation 21,760,000 | Securiies 17,030,000
Deponits 2,720,000 | Bulbon and com held
— agamst the circulation 6,400,000
24,480,000 | Ditto against the deposits 1,000,000

24,480,000

So that such a change would accomplish an economy of capi-
tal, thus .—

£
Cireulation of notes 21,760,000
Deduct bullon held as a reserve to seenre therr
convertibility 6,400,000
N 15,360,000

Thus, besides absolutely addmg to the capital of the
country, after g a d reserve of
com, the sum of 7,680 ,00017,, this step would save the country
the great expense caused by the wear of the cown, and the

s
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enoimous inconvenience which attends a cuculation of five
franc preces, carried about 1 bags  The mntioduction of this
large economy 1s now contemplated by France.

THE CURRENCY OF RUSSLA, AND ITS CURIOUS EFFECTS IN THE
RECENT TRANSACTIONS OF THE RUSSIAN GOVERNMENT.

We will next consider the state of the Russian circulation,
It 1s most mteresting and mstiuctive.  The money ot account
of Russia 1s the 10uble—a silver comn equal 1 value to 38d.
o1 40d sterhng, accordng to the rate of exchanges. Ougi~
nally, the 10uble was a silver com only, but at a very ealy
pertod the Government, to awd 1ts finances, 1ssued paper
20ubles, which, for a time, while theu quantity was small, en-
culated at the full value of the silver 10uble. In the comse
of time, as the necessiies of the Goveinment piessed, the
amount of papet 10ubles was me) eased in payment of the Go-
vernment expenditure beyond the wants of the country; and
as there was no provision made for their convertibihty mto
com, they gradually pressed the latter out of ciiculation alto-
gether, and were 1apidly depieciated m value. Thus process
went on untl, at last, the paper 10uble, ouigmally worth 382
or 40d. sterling, exchanged only for 11d. to 113d steshing
the tiansactions between Russla and England In order at
length to contect this abuse, and to 1estore the cnculation to
asound footing, the Empero1, by an mmpeiial mantfesto, dated
the 1st of July, 1839, ordamned the adoption of cash pay-
ments, by making the paper 1oubles i cnculation payable
m siver on demand. To have done this at the original 1ate
at which they were issued, or 1ather which they origimally
bore—that of 88d-—or one rouble paper for one rouble silver,
would have been mamfestly unjust to the country, nor did
justice to the holders demand 1t, as they had all obtaned them
at the depreciated value of about 11d. The paper 10ubles
were, therefore, by this ordinance, made payable on demand
. sulver roubles, m the propoition of 8} of paper to one of
slver, which indicated the real value. This 1s a remaikable
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example of the effects of inconver tibility . producmg depre-
ciation. But since the 1st of January, 1840, when the ordi~
nance referred to fiist took effect, no further depreciation has
taken place, but 8% paper 10ubles e for all purposes taken
for 1 sulver rouble, for the sunple 1eason that the Goveinment
is always 1eady to convert the foimer mto the latter at this
1ate, Convertibility at pleasure 1s thus proved to be a suffi-
clent guarantee agamst depreciation. This act was smmilar 1
prnciple to o 1esumption of cash payments m 1819, though
not accomplished 1 precisely the same way.

But the Russian government did mote. The Commercial
Bank of St Peteisburg, unde: the super d of & mixed
Board of Duectors, composed of Gover nment Bank officers and
eminent merchants, was empowel ed to receive deposits of specie,
and to 1ssue agamst those deposits new bank notes repiesent-
g siver 1oubles (intended ultimately to displace the old
notes, of which 8} are equal to one of the new ones, as long
as they circulate together). This bank has cailed on these
operations smce January 1, 1840, and has up to this time ac-
cumulated deposits of specie, for which 1t has 1ssued notes,
payable on demand, to the amount of 114,000,000 1oubles,—
o1, about 19,000,000Z steiling, so that the present account of
this bank stands thus —

Laabilities Assets

£
Notesissued . 19,000,000 | Bullion 19,000,000

Tt 15 undeistood that the convertibility of the whole cireula~
tion of paper, including the old paper 10uble, (the amount of
which 1s not known,) depends upon this fund of bullion.

The Government officers and duectors of the Bank have
come to an opmion that this bullion of 19,000,000, locked
up m the fortiesses of St, Peter’s and St. Paul’s, 13 much
greater than 1s necessasy to hold as a 1eserve agamst the cir-
culation of notes, and that they may thus safely employ a por-
tion of 1t, 1 interest-beaimg securities,—and as such have de-
termined to mvest 30,000,000 of roubles, or at the exchange
of 40d., 5,000,000. sterhng, m “home and forewn stock.”

52
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When this 18 accomplished, the accounts of the Bank will
stand thus —

Luabilitzes Assets -
Ciroulation 19,000,000 | Securiiies 5,000,000
uilion 14,000,000
19,000,000 19,000,000

OF the safety of which, as a bank aiangement, theie can be
no doubt, and as 1t 15 essentially a Government bank, the -
tetest o1 profit 1s to be used for the benefit of the public, m
hqudating liabilities of the Government

Thus, the loan of the Emperor of Russia, which has excited
so much mterest during the last week, 15 neithet moie noi
less than the adoption of an cconomy of banking capital

THE SCOTCH SYSTEM OF BANKING

In this system, the most peifect fieedom existed up to 1845,
and even now the restiictions placed upon 1t by law me less
than on any other system of banking 1ecorded 1 history, and
under 1t the economy of Capital and Curiency ate pushed to
the greatest possible extent. These banks ate Banks of De-
posit and of Issue, but, unlike the Bank of England and the
Bank of France, they extend then 1ssues fiom 17/ and up-
waids  The entire cuculation of the countty 1s papei, except
the silver comn for sums below 12, but the notes being conver-
tible at pleaswie, and on demand, always conform strictly to
therr real value m gold, and cannot therefore suffer any de-
preciation, o1 be mcreased beyond the sum which would e~
culate, were gold substituted entnely m then place. But m
order to preserve this convertibility, 1t 1s absolutely needful
that the Scotch bankers shall always keep beside them a suf-
fictent amount of gold, o1 the command over 1t, as will secure
the payment of any poition of the notes sent m to be 1e-
deemed, either for the purpose of making a foreign payment
or anv other

Besides the 1ssue of notes. the Scotch bankers hold deposits
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to a greatel extent, in propoition to thew business, than any
othet banks in the world, which arises from their gieat stabil-
1ty and the confidence 1eposed m them, and also fiom the fact
that they allow mtetest upon them from day to day. As
near as it 1s known, the deposits of the Scotch Banks amount
to about 80,000,000/ But m the present case, we will treat
only of the cnculation. The quantity of gold for which they
can ever be called upon m Scotland 1s so trivial, that the
smallest possible quantity would be sufficient to hold there.
The ouly considerable demand which they can have for gold
1s to make foreign payments, and this 1s 1equired m London
o1 Laveipool. The Scotch Banks, therefore, hold their gieat
command over bullion, wherewith to piotect the circulation
as well as then deposits, m credits o1 secuuties, which will
give them a command over bullion when 1equned m London.
The Scoteh cuculation, prio: to the act of 1845, nay thus be
stated —

Luah ities Assets
% £
Notos undnn £5 25000 0 f Secmies w Bills of Dhe
Notes above €5 1,000,000 | change 2,500,000
Securities m Londow, aud
bullion 1,000,000
3,500,000 3,500,000

The Scotch Banks mught hold the 1ese1ve against the cix-
culation 1 Government Stock o1 mn Exchequer Bills, but
which would always be liable to a loss, m converting, at the
moment of an adveise exchange, when then customers are
most likely to 1equue funds for foreign payments, but these
arc much moie likely to be taken from the deposits, and cer-
tainly would be so 1 the fiist instance, and always, except 1n
a case of extieme diain, than fiom the cuculation Stll, as
amatter of economy, 1t must be a calculation with Scotch
bankets, whethe: 1t 1s better to keep such a balance unem-
ployed with thewr London agent, to answe: all the purposes of
then foreign payments, o1 to 1un the usk of loss, by being
obliged to sell sceuities at a disadvantageous moment. It 1s

s3
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a question of caleulation between the loss of mterest on such
a balance in London, and the loss of selling securities when
1equied  But the Scotch do, and always have, kept such un-
employed balances of cash with thenr London agents, o1, mn
other woids, a command to that extent over the bullion of
the Bank of England. A poition of the bullion in the Bank
as much belongs to the Scotch bankers, as if 1t lay m then
vaults; and 1emamning in the Bank of England, 1t has this ad-
vantage—it 1s always on the spot where 1t 15 1equired for the
only purpose for which 1t 1s ever wanted, to meet foreign pay-
ments. A Scotch bank leaves this balance with then agents
—say Messts Jones, Loyd, & Co.—Messis Jones, Loyd, & Co.
keep then unemployed balance in the Bank of England,
and the bullon m the Bank of England always answeis to
the demands of 1ts depositors This system, therefore, per-
fectly cairied out, secures at all times the convertibihty of the
notes, and renders then depreciation impossible.

Now let us examme, as we have done 1n the case of France,
what the effect would be, 1f the Scotch system of 1ssues was
made to confoum with that of the Bank of England, and they
were prohubited fiom 1sswing notes under 52 As the banks
1edeemed then notes, theit place would be occupied with sov-
ereigng, and the banks would be obliged to withdiaw their
advances of capital to the public to a coresponding extent,
but as courespondingly less reseive would be 1equued, the ad-
vances to the public would not necessarily be 1educed by the
whole amount of the 1edeemed cnculation. When completed,
the statement of the Scotch emrculation would be—

Liabilises. Assets,

Notes, £5 and upwards 1,000,000 | Secwtics on Bulls of Ex-
o

700,000
Securities 1 London and
‘bulbion 300,000
1,000,000 1,000,000

By this means the eapital of Scotland would be actually 1e-
duced for all productive and useful puiposes, by the amount
of 800,0007%,—thus, 1n the fiist casc, the economy would be—
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£
Notes m ewreulation o 8,500,000
Reserse agamst it, even though all held m bullon 1,000,000
2,500,000
i the last case the economy would be—

<
Nutes 1 cucu'ation . 1,000000
Reses ve agamnst 1t . 300,000
700,000

In the one case, the economy of capital affords additional
means for productive puiposes, to the extent of 2,500,000/,
and 1n the latter case, to the extent of 700,000Z, and mn both
the cnculation has the same extent of guamantee against de-
preciation  But Scotland would lose still further by the
change,—n two ways. First,—The piofits which the bank-
ers obtam fiom the enculation of the notes, not only enables
them to avoid the chaige made by the Bank of Hamburg, and
to keep the money of thewr customers without any charge, as
the Bank of Fiance and the Bank of England do, but 1t fur-
ther enables them to give a liberal 1nterest, fiom day to day,
for all monies deposited with them, so that, by this means,
the profit of the economy of caputal thus brought about goes
idurectly to the public, the bankers’ piofit ausing fiom the
difference of the inteiest he pays for deposits and recerves for
loans. Second, —~The Scotch nation are saved from the ex-
pense consequent upon the wear and teat of a metallic cu-
1ency, which the experience of England within the last seven
years has taught us 1s no t1fling matter

The only possible question to which the Scoteh system 1s
left open 15, whether the convertibility of the notes 15 suffier-
ently and absolutely secwed. Experience should be a sats-
factory proof of this

THE STATE OF THE CURRENCY IN ENGLAND.

We now come to consider the charactar and state of the
cuitency of England, and to examme how fu the unques-
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tionable punciple of economy, which we have described, and
which has the sanction of every writer and pohitician of any
eminence whatever, has been adopted. The amount of gold
comn 1n ceuculation in England 1s not precisely known, but by
a vaiety of tests and calculations, to which 1t 18 not necessary
here to allude, the lowest estimate 15 85,000,000/, Exclu-
sively of silver comn, then, the whole circulating medium may
be thus stated —

%
Gold com . 35,000,000
Bank of England notes 20,000,000
Couutry notes 8,000,000

Total cuculation ... 063,000000

"These notes are all payable on demand, and therefore al-
ways confoim exactly m value with the com they 1epresent.
Theie 1s no provision by law for the countiy banks to keep
any rese1ve of bullion against then notes, but there can be no
doubt that every well-managed bank does keep such a stock
of bullion, or an immediate command over such an amount of
the bulhon in the Bank of England, as to secure the payment
of any portion of then notes as may be presented For the
sake of simpheity, we will confine ow attention now, only
to the Bank of England The Bank of England issues
20,000,0001, convertible at the will of the holder. This con-
vertibility 1s secuted to the public by the act of 1844, thus —
1t 15 theie provided, that agamst any amount of notes which
the Bank shall enculate, 1t shall hold as a secuuty for themr
payment, 14,000,000 of Goveinment Stock, and for the re-
maindei, gold and silver m the proportion of four-fifths of the
former, and one-fifth of the latter, The circulation of the
Bank n the hands of the public, averages about 20,000,0007,
the notes 1n the banking depaitment of the Bank bemng m re-
ality bullion, having gold and silver representing them 1 the
1ssue department, Iying to the full amount over and above the
bullion, which acts as a 1eserve for the notes out of the Bank
If the notes 1n the hands of the public are 20,000,000, then
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there 15 absolutely assigned, as a guarantee for thewr payment,
14,000,000/ of Government Securities, and 6,000,000 of
bullion, the economy of capital, therefore, which England
enjoys from the use of Bank of England paper may be thus
stated.—

£
Circulation of notes 20,000,000
Bullion held m reserse 6,000,000

Ecouomy of captal 14,000,000

The Bank of England 1s not, as some writers have sup-
posed, 1eheved by the opcration of the bill of 1844, fiom
payng the whole of their notes m com. They aie liable to
pay them, as before, to the last pound. The bill of 1844
only provides that they may issue notes, to the extent of
14,000,000, upon secuiities, but that whatever amount 1s
1ssued above that must be agamst bullion. The prmeiple
which seems to have been acted upon 1n fiaming that bill 1s
this  the author of the bill has considered to what sum, under
any concervable cucumstances, could the cuculation of bank
notes be 1educed, while they aie 1ssued ot the piesent denomi-
nations, that 1s, 5/ and upwards The lowest point n modern
times to which they have contracted, under a smulai process
as we have described the contiaction of a metallic cuniency
would take place, was to 15,000,000, i December, 1839—
after a severe diam for con,—he then seems to have acted on
the safe side, and adopted the sum of 14,000,000/, under
which the ciculation could not fall, and then, by compelling
the Bank to keep bullion above that amount, he secmied at

. least, under any possible event, the immediate payment of all
the notes which wete likely to be cairied in But 1if, under
any extiaordinary cncumstances, more than the 6,000,0007
weie presented for payment, the Bank would be equally bound
to pay them 1n gold, for which pwipose 1t would sell a portion
of the Government Stock held against them  In this airange-
ment theie 1s nothing new m prnciple, 1t 15 precisely the
sume as all banks of wssue follow, which aic bound to pay
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therr notes on demand ~ What s new, and the only essentral
part of the anlangement, 15, that 1t prescribes the kinds and
propoitions of the secunities which the Bank shall hold, mn
oider perfectly to guatantee the convertibility of then notes.

By this means England 1s 11cher m the possession of abso-
lute and effective capital—has the command over other com-
modities to an extent of 14,000,000 more than she would
under a metallic cmiency, leaving out of view the countiy
Dbank issues altogether  But the public have other advantages
fiom this economy ~ The Bank of England vittually pays to
the Govelnment a large sum annually, as a shaie of the profic
denved fiom the notes cuculating, agamst the 14,000,007,
of securities, and further, the public are benefited by saving
the loss which the wear of so much mote com would subject
them to, they save, as Adam Smith says, all the capital which
1t would require, “first to collect and afterwaids to support”
this additional 14,000,000 of bullion.

Now let us consider how we should be affected i England
were we to adopt the French system, and confine the cucula-
tion of our notes to those of 20% and upwards We have al-
ready scen that the cuculation, on a 1ecent day, of notes un-
der 207, and of notes of that denomination and upwaids, weie
exactly 10,000,0007 each, this was the case withm a meie
tufle  In the case now supposed, the Bank would be called
upon to 1edeem all 1ts notes now cnculating under 20Z, 1t
would be called upon for this pwiposc to furnish bullion to
the extent of 10,000,000, which would pass into cunculation
m the countiy n place of notes  If at the moment thare was
not a very large stock of bullion m the country, 1t would
have to be impoited, and commodities to the full amount ,
sent in payment of 1t; and when completed, supposing the
securities to be held m the same proportion as they are at
present, the Bank account of 1ssue to the public would stand
thus —

Lunbilities Asscts

£
Goyernment Secunties 7,000,000
3,000,000

10,000,000 10,000,000

£
Notes 1ssued .. ++ 10,000,000
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By this charge, the country would be absolutely depiived
of 7,000,0007 of capatal, of one-Aalf of the annual sum allowed
by the Bank for the 1ssue of notes, and also the finther ex-
pense of the wear of so much moie comn.

THE PROPOSLD REMEDY.

We now come to the chief and important object of this arti-
cle,—having fiist cleaed the way of every objection that can
possibly be 1a1sed agamst ow proposal, either m principle o1
practice.  We have shown that the circulation of gold m this
country amounts, at the lowest estunate, to 85,000,000L, of
which, probably, 5,000,000/ consist of kalf-soveragns, and
80,000,0007 of sovereigns,—and that the whole of this amount
18 capatal, for which we have given commodities—food, clothing,
§ ¢y 1n exchange, and 1s absolutely withdiawn fiom all pro-
ductive uses, to be employed only as an mstiument, o1 ma-
chine, by which the rest of ow capital can be with gieater
facility cuculated. For this puipose, 1t would be worth all
1ts cost, but, if a cheaper and equally efficient mstiument can
be found, 1t 15 the height of folly to peisevere m the use of
one 80 expensive.

It 1s impossible that any can entertan stionger or deeper
convictions than we do, of the necessity, at any cost, of mam-
taning and secuing the value of oul cuirency ummpaned,
m 1elation to the standard, and therefore of securmg, n the
most perfect way, the conver tibility of the notes whch form a
part of 1t, and no gystem, however perfect and attiactive m
other 1espects, that does not possess this important quality,

should be bstened to for an mstant. Whatever plan, theie-
fore, may be found most peifectly to guarantee the converti-
bility of our paper, should be adopted, nox will we propose
any system which shall, by any possibility, endanger 1t~ Well,
then, we have a cnculation of at least 80,000,0007 of gold
soveLeigns i England, and we prohubit, by an act of Pailia-
ment, the 1ssuing of paper of a lower denommation than 57,
‘We hnow that a shong piejudice prevails agamst the use of
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17 notes, but if we show that that prejudice arose fiom causes
which ow plan will entnely obviate, and that no more dangex
can exist with 1cspect to 17 notes than to those of 5L by the
system which we advocate, while at least Twexyty MILLIONS
or CarrraL will be liberated nimmediately fiom an unproduc-
tive use, and 1endered available for the puichase of food and
of 1aw watenals, for the employment of om population, and
for all the purposes to which such an increase of capital could
be applied,—then we feel ceitan, that m the present and 1apid
accumulating difficulties 1 which the countiy 1s placed, a
mere prejudice, founded upon the adoption of false principles
half a centuy ago, will not be suffered long to 1emam between
the countiy and such a boon

The prejudice aganst the use of 17 notes onigmated with
the depreciation which took place m ow carrency duing the
suspension of cash payments, foi twenty yeais preceding 1819.
But tlus depreciation arose entiely fiom the fact that the
notes of the Bank of England, like the paper 70ubls of Russia,
puor to 1839, weie not convertible mnto gold. But thus ap-
plied just as much to notes of 57 and upwaids as to those of
1L The depreciation was the same on all, and fiom the samé
cause, and 1t would have been as umeasonable for the Bank
of England to have withdiawn 57 notes fiom cu culation, after
the 1esumption of cash payments, because they had been de-
preciated duning the suspension, as 1t was to withdiaw 17,
notes  What was the consequence? The Bank of England,
a laige and wealthy bank, withdrew what had previously been
the mam cuculation of the country—its 12 notes. To 1eplace
them with gold 1equued an abstiaction of actual capital fiom
the county, the immediate effects of which wele severcly -
felt. Under this piessuie, as no law exusted agamnst piivate
bankeis beyond a certain distance fiom London issuing such
notes, a gleat number of new private banks sprung into exist-
ence, which became issuers of 1. notes, and soon filled up the
channels of cuculation, which had been pireviously occupled
by the notes of the Bank of England, and, but for the with~
diawal of which, then notes could never have found then
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way into circulation  Undoubtedly, wise as was the bill of
1819, there can be no doubt that the precautions taken by the
Bank of England for the change, weie very msufficient to
prevent a gieat amount of muschief and abuse. The 1estric-
tions 1mposed by the then existing Bank Charter prevented
the formation of sound and good banks, and thiew the
duty of 1ssung notes upon a class possessed neither of capital
not knowledge  This extensive 1ssue of notes by an mfenor
class of private bankers was one, though not a very important
one, of the 1emote causes which led to the pame of 1825
The sudden command which ignorant men found they had
of capital by the 1ssue of these notes, which they weie enabled
to keep out mn consequence of the withdrawal of Bank of
England notes, led to wild and extiavagant systems of ad-
vances upon secuiities ofa class which no banker, understand-
1ng his business, would dieam of, and the consequence was,
that such bankers, the moment the breath of disciedit passed
over the country, and thewr notes were retw ned for payment,
weie a mete herd of bankrupts, with nothing to offer then
ceditors but valueless secwities. But all this agam was as
good & 1eason for the abandonment of 57 notes as those of 1,
or, in fact, agamsta system of banks of deposit as agamst
those of circulation , fo1, strangely, the panic of 1825 began
with Banks m London which did not circulate notes, but
were metely banks of deposit But 1t 1s peifectly 1dle to
dwell upon 1easons against a system founded upon such
abuses.
‘We have had an experience of twenty years more, duiing
which the whole system of om banking and banks has been
“greatly impioved, and the punciple become umversally
admatted, and proved by expeiience, that bank notes, agamst
which a certain 1eserve of com 15 held, the 1emamnder being
represented by interest-beaing secuiities, as a guaantee for
thewr convertibility, foun a curtrency m every 1espect as effi-
cient and as safe as com 1tself.
Now let us see what would be the effect 1f, at this tume, we
wete to adopt, upon a sound and unquestionable puneiple, a
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crculation of 12 notes as a substitute for gold. Take the
circulation of sovereigns at 80,000,000/  Now, let 1t be
cleaily understood, we would not add one shilling to the cur-
culation, what we would do, would be to substitute paper,
payable on demand, the mstant and 1mmediate convertibility
of which should be secured by a sufficient 1eseive of gold
comn, and the remamnder m goveinment securities—for the
gold now performing the pwpose, which such paper would
do equally well. The paper could only be got out as the
gold came 1, and, theicfore, the change would be gradual,
but the greatest part would be accomplished within a yea,
and a very laige portion withm a few weeks.

We will not now discuss what would be the best machinery
by which such a paper circulation should be managed—
whether by a Boaid of Commissionets appoted by Patlia~
ment, by which the whole piofit would go dnect to the pub-
lic, o1 through the means of banks of sufficient magnitude,
like those m Scotland, 1 open competition, but all comply-
ng with whatever restuctions Parhiament might impose—and
through which plan the piofit would reach the public, by,
more liberal texms of business, as we have shown prevail m
Scotland—or by the piesent machmery of England, under
the existing chaiter, and 1n every 1espect conformung theieto
m spiit—the bank paymg to the goveinment a sufficient
sum for the additional profit which 1t would devive fiom such
a privilege, and extending to certamn countiy banks the same
participation 1 the profits of the cuculation as at present.
We will not now discuss which of these thice plans would be
best; but we will, for the puipose of lustratng the advan-
tage, as well as the safety which would 1esult to the country, ~
Dby the adoption of such a system, suppose that the last-men-
tioned plan—that of employmg the bank—were adopted, at
least for a time, and that would present the great advantage
of being m a state of perfect preparation and 1eadwness to un-
dertake it.  As we have at present no absolute data by which
we could form an opmion as to the lowest pomt to which,
under any probable it the 1! of 17 notes
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would contract, a certain propoition should be fixed of the
whole amount 1ssued, which the bank should hold m govern-
ment securities and 1n bullion, one which would be amply
safe, would be two of the former and one of the latter; so
that for every 1007 of one-pound notes which the bank 1ssued,
1t would place 1n the 1ssue department 667 13s. 4d. of govern-
ment securities, and 331 6s. 84, of com. Now let us see
what the effect of this would be when the opeiation was
effected  The bank now stands thus .—

Lanbilities Assets
£
Notes m the hands of the Gavernment securities 14,000,000
public 20,000,000 | Bullion « . 6,000000
20,000,000 20,000,000
After the change . question 1t would stand thus —
£ £
Notes m the hands of the Govermnent securibies 34,000,000
public  Of 61 30,000,000 | Bullion 16,600,000
OF 5 and upnwds 20,000,000
. 50,000,000 50,000,000

"The economy of capital, at present secured by the adoption
of thus prineiple, compated with what it would be, thus
compaies ‘—

At pesent Under the proposed system.
£ £
Cuculation of notes 20,000,000 . + 50,000,000
Bullion held specially agamst this 6,000,000 . 16,000,000
14,000,000 34,000,000

Let 1t be observed that the 16,000,000Z of bullion held by
the bank agamst the cuculation would be over and above
what 1t held agamst its deposits 1n the banking department,
and would be applicable only to the payment of notes, and for
whuch 1t would provide mstant payment, down to the amount
of 84,000,0007, to which the whole cuiculation of this country
never could sink3 but if 1t dud, then for every shilling below
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that sum, theie would be goveinment secuiities to sell m order
to provide payment for the notes. Who could doubt the
safety of paper to the extent of 50,000,0007, guaranteed by
English consols to the extent of 84,000,0007, and gold to the
extent of 16,000,0007 ? While, theiefore, al present we
economise the capital of the countiy by the use of 5 notes
and upwards to the extent of 14,000,000, we would accom-
phish the same to the extent of 84,000,000 —o1 20,000,0007
m addition—by the use of 17 notes, and with the most per-
fect safety We should thus immediately add to the effective
capital of the county, to our stock of commodities, o1, which
15 the same thing, om command over them, to the extent of
20,000,0007 —just as much, as 1if we dug that amount of bul-
Tion out of the centie of England, m the same way as Russia
has, by the Jaw of 1889, accumulated 1n the Fortresses of St.
Peter’s and St, Paul’s, bullion, o1 capital to the extent of
19,000,000

While we wiite, 1t 1 just a week smce all London, fiom the
Royal Exchange to the House of Pailiament, was one buzz of
cheerful congratulation at the prospect of the countiy bemg
saved, by the news that the Empeior of Russia was about tor
mvest 5,000,000 of bullion which he had thus economised
fiom hus cuculation by substituting notes, under a peifect
guarantee for then convertibility, m English stocks, by which
the annual mecome or dividend deived fiom them would be
tiansferred fiom the owneis m England to the Russian Go-
vernment, but, of couise, 1 lieu of ample value given 1n 1e-
turn, while we, by the adoption of smulai means—Dby the
extension of the same prnciple and system, which we have
already adopted with 1egard to notes of 5. and upwards, ~
would possess a fund at home, from which we could, with the
greatest ease, deuve a stock of bullion to the extent of
20,000,0007 over and above the 10,000,000/ which would be
needful to protect the immediate convertibility of the notes! !

But to some 1t may appear at fiist sight that so sudden an
addition to owr stock of bullion would depreciate the whole
cmency of this countiy, m pioportion to that of other
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countries  Any such effect would be prevented by the imme-
diate export of such part of the bullion as we did not require,
just as the Emperor of Russia1s exporting his bullion, col-
lected by the 1ssue of notes of the value of thirty-mne pence
each. The effect of such an economy of gold fiom our cueu-
lation would be the same as 1f a similar quantity were produced
fiom a new mine, and distuibuted over all the markets of the
woilld  An immediate distubution would take place,
so as to tetamn the same value over the whole woild.
The operation would be this . —Immediately that the
Bank of Egland began to 1ssue the 17 notes, the gold which
they would displace would be at the seivice of the bank, two-
thirds of which would consist m the public secuiities 1t now
holds, and one-thnd as an addition to the bullion m the
vaults  Foi every 100L which came in, 667 13s. 4d. would
form a fund for additional advances to the publc, for, though
publié stock would be held for 1t, yet that stock must either
be puichased m the market, o1 taken from the Government
securities now held by the bank, and so 1t would go on until
the whole 20,000,000/ additional capital was diffused m the
count1y. By this operation the rates of discounts would mm-
mediately fall, facilities would be afforded to commerce—the
oiders held by om fo rs could be ted—and &
large fund of bullion would be provided for the mmport of
gram, a sufficient supply of which mn this country has become
a matter of the most alaiming doubt.

Besides the ad ges which would diately 1esult
fiom the addition of such an enovmous amount of capital, the
Bank of England would make an amount of profit (including
~the additional cost of management) of 600,000Z, bemg thee
per cent. on the 20,000,0001. of government stock pwechased,
and held as a guaiantee for that poition of the notes m circu-
lation, out of which the government would 1ecerve such a poi-
tion as might be agreed upon for the puvilege gianted to the
bank, and, besides this, the countiy would be saved the m-~
cessant cost of mamtaining a gold circulation, which amounts
to a large sum, and cannot be estimated at less than 2} per

T
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cent. in twenty yems fiom wea. All these advantages we
have voluntarily foregone for the last twenty years; but no
persod could be imagined when such a combination of the
most complicated difficulties called upon the country no longer
to neglect so obvious, s0 sound, so vast, and so easily attamn-
able a boon. The question—how ave the hundred milluons of
people which inhabit these 1slands and the adjacent countries to
be fed duning the next fom months ?—1emams still without
the shightest solution, while every maiket-day witnesses fiesh
advances 1 the prices of gram. And the almost equally im-
portant question—how are om aitizans 1n the manufactwing
districts to be employed during the remamnder of the year?—
it 18 difficult to answer.  And, lastly, the gieat and essential
Juestion—how 1s ow public 1evenue to be kept up amid such
prospects ?—fouces itself upon us. It 1s a period when common
danger demands that all paity o1 othel conuiderations should
be set aside, and a gieat effort made to avert the seiious
calamities undet which we suffer, and which time will only
aggiavate,

In concluston, we claim for om suggestion the calm and
deliberate consideration of the countiy In suppoit of every
principle which we have advanced, we have ample authonty
We have the authoity of Smuth, Horner, Huskisson, Lord
Luverpool, Ricado, Tooke, Loyd, and Sir Robeit Pecl, an
ariay of the most unquestionable authouities upon political
economy and finance to be found 1 history. Ow plan, more-
over, 15 1n peifect accordance with the prmeiples of the bill of
1819, and to which all the checks and guarantees afforded by
the bill of 1844 may consistently be added. We would,
therefore, suggest, that the various chambers of commerces
throughout the country should immediately meet, and should
each appomt a select committee of therr membeis, best ac-
quainted with these subjects, carefully to consider and 1cport
upon the plan as a whole The only objection which the
most careful exammation of the subject has enabled us to sug-
gesty 1s the greater Lability to forgery—but practically that
1s not found to be the case 1 Scotland, and, moreover, that
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objection 1s perhaps more than balanced by the present liability
to counterfert com, and the loss caused by the wear of comn,
which, when 1t does occur, falls greatly upon the lower classes.
We can only say that 1t 15 with feelings of the deepest anxiety
for the welfaie of the country that we venture to propose this
plan, and we shall be glad to furnish any further explanation
of our views which the public may requure.



ARTICLE XVII.

Repb to certawn Olyections to the proposal of substituting One-pound Notes for
Gold —May 15, 1847

Iy owm preceding article upon the state of the cunency, in
which we proposed a plan foi the substitution of a paper cir-
culation, nstead of the gold now used, based upon a principle
which should secure, at all times, the most ceitain immediate
convertibility, we puiposely avoided the discussion of the pre-
cise machimery by which 1t would be best to cariy out that
plan.  We were anxious, first, to establish, beyond any doubt,
the coriectness of the princplo on which the proposal was
based, and we should then be picpaied to consider the de-
tails of the machmery by which 1t could, with the greatest
ease, stmplicity, and security, be cairied mto operation. The
numbe' of the communications which we have 1eceived during
the week, i 1eference to that proposition, 1enders 1t utterly
impossible to notice thom mdividually The great majouity
of these communications (and many of them fiom men of the
highest authority) fully and entuely concut, not ouly on the
prneples on which the plan 1s advocated, but also as to its
pr cticability, as a safe and ceitamn means of effecting an ex-
tensive economy of the capital of the country, and thus secm~
ng a measuwe effective for immediate relief, and likewise for
permanent economy. The objections which have been made
to the plan, not only by our coriespondents, but also by con-
temporary jomnals, have been chiefly confined to matters of
detatl, which we have not yet ciscussed.. Theie are also
numelous points, on which some of owr coirespondents appest
t have misundeistood the last aiticle, or 1ts practical opera~
tion, on which 1t may be well that we now offer some observa~
tions, by way of more perfectly cleating up some of the popu-
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la1 extors m ‘relation to the piinciples wvolved 1 ow pro-
posal

Some of our corespondents 1egard the proposed substitu-
tion of 30,000,000 of ong-pound notes for the same amount
of sover exgns as an addition to the awrculation, and, therefore,
fear, with such an addition to the cuculation, that, compated
with 1ts present ntunsic value, 1t would become depreciated,
and that contracts based upon the ¢ Bill of 1844” would be
virtually violated, because “money would be cheaper.” It 1s
mmpossible to concewve any conclusion more at varance with
the truth, or one which evinces so impeifect an understanding
of the proposal made by us, than 1s 1mplied 1 this objection,
All contracts made m this countiy, m the sterling money of
the country, since 1819, are, n tiuth, made for so much gold,
at the rate of one ounce for every 81 17s. 104d of such cu-
rency , and solong as ow cuirency maintaims that proportion,
whether 1t be m comn, o1 mn wiitten obligations of any kind,
convertibility at pleasuie mnto com, so long does every con-
tract, to pay 8L 17s. 103d., impose the necessity of paying one
ounce of gold. Noi could any depreciation of the value of our
cmiency take place, except by such an adulteration of our
comns that 8L 17s 104d. did not contain one ounce of gold, o1
by the 1ssue of written obligations (notes), which should not ,
be convertible at pleasure, and which might, therefore, not at
all imes be woith the com they represemed. ‘The parties
who start this ob) ale g the effect of
the plan proposed by us with the state of the cireulation
during the peitod of the suspension of cash payments, when
bank paper, not bemng conveitible mto gold, was depreciated
m relation to the com-—when 1t 1equired a bank note of one
pound and seven shillings wn silver to pwichase a gumea comn
No doubt that contracts entered nto in 1814, under such a
depreciation, and fulfilled 1n 1821, after the resumption of
cash payments, did impose on the debtor a gieat loss, and
give to the cieditor a corresponding benefit. But the same
objection prevailed then with 1eference to notes of all deno-
mimations. The 1ssue of one-pound notes had no more con-

T3
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nexion with that depreciation, or, as 1t 1s called, “ cheap money,”
than the 1ssue of notes of a hugher denomnation.

The idea that our plan would add to the enculation 1s
equally erroneous, We have shown, by unanswerable argu-
ments, that under no cucumstances will moie cnculation be
retaned m the hands of the public than 1s just sufficient to
perform the functions of a medium of exchange for the mter-
nal transactions of the countiy. No man retains more money
in his possession than he iequires for immediate use, but
places 1t 1 a bank, o1 employs 1t i the puichase of commo-
dities on which he expects to obtamn a profit, or securities
which will yield an interest. As a rule, therefore, the cicu-
lation 15 at all times confined to the lowest sum which 1s suf-
ficient to conduct the tiansactions of the country. If; there-
fore, any amount of one-pound notes were 1ssued, they would
displace the same amount of sovercigns, which, m the first
place, would be 1ecerved by the bank 1ssuing the notes. » The
greater amount of capital thus placed at the disposal of the
bank would enable either that body, or those fiom whom they
purchased public secuiities, to give to the meicantile com-
mumty that d: by the d of 1
bills, which would enable the latter to impoit food and 1aw
materials, and to exccute those orders for the manufactures
"of the country, which would not only keep the people em-
ployed, but would also convert labom mto a means of pay-
g for the food imported fiom foreign countries. In the
cowse of this operation, the gold which was no longer 1e~
quired here, would be expoited m exchange for those commo-
dities which we requred more than gold. But the gold,
though exported, would not on that account be lost to the .
country. Its whole value would be 1etaned as perfectly as
at this moment ; the only difference bemng that it would be
performing an active and profitable purpose, mstead of,
as at present, remamung dormant, as fax as reproduction 1s
concerned.

If we export 10,000,0007 of gold, we 1ecerve 1n return the
full value in a vaitety of commodities which aie to us moie
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valuable; otherwisc the transaction would not take place.
In the present mstance, suppose we export that amount of
gold to the Unmted States, and import coin and cotton 1n
exchange, the 1mport cost of the corn and cotton 1s replaced
from the general mcome of the country, o by the export of
the goods to foreign counties. The capital itself remamns
undimimshed, and whenever other articles become agan
cheaper m this countiy, and gold moie valuable, the latter
would agam retwin heie, 1n exchange for the former, just as
certamly as a supply of any other commodity 15 received when
the puce 15 50 high as to offer a profit on 1ts 1mpo:tation.

therefore, of one-pound notes, convertible at
p]ea.sme, for the gold now performing the function of cucula-*
tion, would immediately place at ow disposal an additional
capital, which we could employ in securing the laigest possible
shaie of the coin and the 1aw materials of ow manufactuies
which the maikets of the woild have to offer , and that not
by dimmishing ow capital, but by 1endering effectwe for 16~
production that which at piesent must be 1egarded as
doimant.

No doubt the liberation of this quantity of gold would be
precisely the same 1n effect as an increased supply to the same
extent fiom the mines. But hat incieased supply, because
liberated fiom the cnculation of this country, woul | have no
effect n depreciating the value of property n this countiy in
particulai, m relation to owm standard. The effect would be
that of so much gold added to the general stock of the whole
world, and not to that of this countiy 1n paiticular, and
when even this large somce of economy, the profit of which
would be deiived by this country exclustvely, 1s considered
m 1elation to the wants of the whole woild, no appteciable
change could take place between the ielative prices of gold
and commodities 1n general, and certainly none between the
exchangeable value of the commodities of this country and
those of others. And, therefore, no such disturbance as1s ap-
prehended by some, could take place 1 our standard of
value
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Another objection has been stated, which 15 also founded
on an entire musapprchension of the effects which such a
change would piodace. A notion pevails that the effect
would be to increase the piice of *corn and cotton,” but to
diminsh still further the price of cotton goods, and conse-
quently to aggiavate the present want of employment.  Now,
this notion again proceeds upon the supposition, that we add
to the amount of the curiency, 1 place of metely substituting
an mstiument which, as long as 1t 1s conveitible, 18 equally
secure for mteinal ciiculation, but which could not be used
for a foreign payment, for another instiument, which could be
used for the exch of foreign d The effect
“would just be the 1eveise of that anticipated by such parties,
It would tend to lower the cost of coan and cotton, and to in~
crease the price of manufactured goods, and thus to 1emedy
the evils of shoit employment, so sensibly expenienced mn the
manufacturing distiiets at this tune  The operation would
be this —The Bank of England would become possessed of a
larger quantity of bullion, the operations of the American
merchants, mstead of bemng, as at this moment, brought to a
dead lock for the want of the o1dinary facilities, would be re-
sumed. Corn and cotton, bemg both scarce and dear m this
country, would be impoited m exchange for the gold thus
hiberated from a uscless pmpose. The mecreased supply of
these articles, would lead to lowe:r the prices, while the greater
import would also tend to a greater demand for ow manufac-
tures. At the same time, the laiger supply of food, tending
to moderate the puce at home, would leave a larger portion
of the national mcome fiee to puichase clothing, The effect,
m short, would be, that we should exchange a commodity
which we at present have, and which 1s of no absolute utility,
for other commodities, mamly, for the want of which the
country 18'now suffering.  We sljould obtain) corn and' cotton
n greater abundane, and, the_ge{ore, at, Jower prices, while
the demand both for exp and home ption of
our manufactures, would be mcreased; and thus, not only
would the supplies of the necessaiies of hfe be gieater, but
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the means of the working classes to purchase them would also
be increased.  That some portion of these advantages would
be obtamed by railways 1s very tive, but, n the present state
of the puices of corn, we do not believe to any very great ex-
tent. However, to whatever extent even 1ailways might share
m the advantage of the gieat national economy proposed, 1t 15
certainly better than allowing this capital to remam, as at
present, entirely unproductive—ot, at least, not mote so than
the convertible motes would be which we would substitute 1n 1ts
place. The great and immediate effect would be to place us
m an ifintely better position than we now are mn the great
struggle which will take place i the world duing the next
five months fo1 the corn and the cotton which can be brought
to market

A suggestion has been made by many, that n adopting the
change m question, 1t might be better to begmn by the adop-
tion af an mtermediate denomination of notes between 17 and
50 —or to himit the amount of notes at first to one-half of the
whole amount whicl 1¢ 18 supposed would represent the whole
of the gold cnculation  Another suggestion has been made,

*proceeding fiom a very sumilat view, that so great and unques-
tonable a reserve of capital as this sowice opens up to us
should be kept till some more pressing and trying emergency.
With respect to the foomer propositions, as far as they affect
the mere detail of the mode of cariymg the system most con-
vemently mto opeiation, we will not now treat, but as to the
notion, that by such a plan we should be 1etaming a fund for
use at a futme time, which would otherwise be exhausted now,
we will endeavom to show the fallacy.

. In the fust place—although 1t Weie a somce to which we
could apply only once, and which, having appled to once,
would fail us m futme—we may remark, that 1t would be dif-
ficult to concerve the possible recuirence of such a combma-
tion of unhappy events, when any extraordinary reserve of
means could be more demanded that 1t 15 now certain they
will be during the next six months  And, therefore, on that
score alone, and even admitting the view thus taken, 1t would
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be difficult to concerve any time when such a resexve could be
1esorted to with moie propriety. But those who reason thus,
do so upon a msapp:ehension of the effect of the change pro-
posed. They appear to suppose that the capital thus econo-
mused would be absolutely expended, and the gold sent abioad
and uretievably lost to the countiy. No such effect could
ensue. If we thus added so much to our effective and dis~
posable capital, which, m the fast place, would assume the
shape of gold—and 1f we disposed of that gold m payment for
foreign commodities, consisting of coin and the 1aw matersals
of our manufactw es—we shounld 1eceive full value for 1t, and
the same amount of capital would cxust as before, only m com-
modities which we did 1equue, m place of those which we did
a0t so much 1equire.  The cost of the corn and the cotton so
mported, would be 1eplaced to the importer o1 the manufac-
turer fiom the cutrent mcome of the country, and the capital
atself 1emam und hed, unless the popul d on
then former accumulations instead of then cuntent mcome,
whuch they are much less likely to do with the aid which such
additional facihiies would afford to commerce than without
them. This great national reserve, therefore, 1n place of be-»
g exh d by its d to useful puiposes,
would, 1n reality, be gieater next. year than 1t 18 now, by the
profit which 1ts useful application would afford to the country,
and whenever the 1elative values of other commodities and gold
were such, that an ineicased supply of the latter weve desnable,
1t would find 1ts way back to this country, with as much cer-
winty as the laige quantities of bullion do, which always accu-
mulates i the Bank of England dming a peitod of a favorable
exchange, and thus this fund, to a gieat extent, would always
return to this countiy m pemads of great plenty, and be 1eady =
for a 1enewed and similar use 1 periods of gieat scarcity, on
precsely the same giounds that, fiom 1842 to 1846, many
mullions of gold lay m the vaults of the Bank moze than were
1equued for its immediate use  Under any state of cuiency,
the great commelcial character of this country, and 1ts gieat
command of capital, will always, duing periods of great
plenty, become the chicf depository of the precious metals,
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The great and main objection which has been taken to our
plan—that 1t would subject the countiy to a gieat nciease of
forgeries—is m no way appropriate to our last article. In
that axticle we sought only to establish the prmciple. The
objection 1s one which would be apphcable exclusively to the
details of any plan which might be proposed for caiiying the
prieiple mto effect, If, indeed, we weie to be content to
115k the whole plan upon the adoption of a smular manage-
ment as that employed by the Bank of England, duing the
time of cash suspensions, then might we expect a great objec-
tion on the score of bemng exposed to the evil of numeious

forgeries, As 1t 15, this ol rased by our
raues the Globe and the Manchester Guardian, is wholly n-
licable to om prop as so far developed Ou first

obJect was to establish the prmaple, and that being done, we

will next addiess ourselves to the mode by which that prieple
can be most effectually and safely cainzed mto practical oper-
ation.



ARTICLE XVIII.
Reply to fusther Objections and Remarks on the same Pyoposal.—5fay 22, 1847

Berore proceeding to consider what would be the best mode
of ca1ying nto effect owr proposal for substituting a convert-
1ble paper cnculation for the gold comn now m use, we feel
called upon to make some fuither preliminary 1emarks on the
metits of the pioposed plan, n 1eply to objections o doubts
suggested by some of the numeious couespondents to whom
we aie indebted for 1emaiks and citicisms theieon. We
must, however, be excused for 1emaking, that, had the whole of
our two last aruicles been carefully 1ead and consdered, the
gieatest bulk of those correspondents would have been spared
the trouble of putting foowaid thewr objections, as, 1 most
cases, they had been anticipated and answeied 1n the length-
ened mtroductory 1emarks upon the geneial puneiples on’
which the proposal itself 15 based. We well knew how gieat
a force of hostihty we should have to encounter, ausing from
preconceived opimions based upon a long association of one
pound notes with a state of the cuirency utterly and entnely

defensible upon any well d priaple, and on this
account we felt 1t more necessary to pieface om proposition
with a full expl of the fund, 1 principles upon
which every sound currency must be based, and to confine
owselves to a plan which should be m every way consistent
with such prmeiples. To those preiples, as lad down 1n
Article XVI, we have not yet met with one single objection,
no1 has there been an attempt, on the part of any one, to show
that ow plan 1s mconsistent with the stuictest application of
those prnciples. It would, however, be just as reasonable to
object to banks altogether, because we have seen, fiom time
to time, so much mischief aiise fiom therr mismanagement, as
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3t 1s now to object to the use of one pound notes, based upon
a punciple which must secure then convertibility under all
cncumstances, because m former times the greatest abuses
have been permitted n the way m which they weie used
Inconveitible one pound notes, 1ssued by the Bank duing the
petiod of the suspenston of cash payments, o1 convertible one
pound notes, 1ssued from 1822 to 1825 by banks which, from
then chaiacter and the cncumstances under which they ex-
1sted, as explamed n a former article, were utteily unworthy
of exercising such a function, ot of the ciedit 1eposed in them
by the country, ale no more to be considered as a test of the
use of such an mstiument of cwrrency, when placed upon an
unexceptionable basis, than the numerous fatlues of non-issuing
banks during the last twenty-five years, and the enormous
losses inflicted thercby on the countiy, ate to be taken as a
conclusive reason for the suppression of all such banks We
will endeavom, m a few genetal observations m 1elation to
ow proposal, to embiace the mino1 objections which appear
still to be entertained agamst the proposal
Many of our conespondents proceed, mn their 1ema ks, up-
“on the supposition that om pioposal 1s intended as a tempo-
raiy palliative to meet a temporary exigency If 1t were so,
we should doubt much the wisdom of applymng 1t~ We should
doubt much the wisdom of having 1ecouise to any plan which
is caleulated to afford a temporaiy 1elief to temporary diffi-
culties, and which was not 1ecommended by undeniably sound
principles, as equally applicable to all times  Temporary
palliatives have only the effect of delaying and postponing the
natural cure which 1s mherent i every evil. But while we
+ would object to the adoption of any system as a temporary
palliative, the pressing exigencies of the times are surely not
to be used as a 1eason why a system, calculated to effect a
great and permanent economy mn the capital of the country,
should be 1ejected  As well might 1t have been urged that
the coin laws should not be repealed during a period of scar-
aty and famme If our measme be sound m pimerple, 1t
would be desnable at all times, but most useful at a moment
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Tike the present, when cvery means of incicasing the supply
of commodities should be caiefully economised, just as fiee
tiade, though equally sound and applicable at all times, even
at pertods of the greatest abundance, is yet of the gieatest
practical importance at moments of scatcity.  But 1f, on the
other hand, 1t can be shown that there 1s anything n our pro-
posal inconsistent with sound principles, m 1ts application af
all tumes, then we would not for a moment wge its adoption
as a tempotay 1emedy  On this alternative we have alieady
placed our proposition, and as yet, not one objection has been
raised to the principles on which the plan 1s based, or on which
1t 15 supported.  There are, however, some pownts requinng
further explanation and illustiation

‘We have stated, m a former article, that we hold 1t as an
mdispensable prmeiple, with regard to a paper cuirency based
upon a metalhc standard, that 1t should conform m every re-
spect with a cnculation consisting excluswvely of comn. It
must perform the same functions as an mternal cwrency; it
must mamntam at all times precisely the same value; 1t must
be equally capable of bemng used to effect a foreign payment, |
by commanding the amount i gold which 1t 1epresents; 1t
must follow precisely the same rules 1n all 1ts fluctuations—
m 1ts conbactions and 1ts expansions, it must, m fact, in
every 1espect, be practically identical with a pure and entue
metallic cmrency. If so, 1t 15 impossible that any objection
can apply to paper that would not apply to gold. Now, the
plan which we have proposed embiaces the whole of these es-
sentials of a cwiiency. We should not add one shillmg to the
cuirency; we should only substitute paper, secured m 1ts con-
vertibihity into coin, for the coin 1itself. We should withdraw
30,000,000Z of gold fiom ch culation, and we should replace
1t with 80,000,0007 of one-pound notes, which would be gua-
1anteed by the deposit of 20,000,000/ of Government secuni-
ties, and 10,000,000 of gold com, to meet any possible de-
mand which might anse under a contiaction of the currency
for a demand fo1 gold in exchange for paper Out of the
30,000,000L, we should thus hiberate gradually, as the substi-
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tution took place, 20,000,000, of gold, which would be added
to the effective capital of the countiy, for the puichase of fo-
eeign d and the employ of our people. Ifit
were possible to effect the whole change at once, 1t would be
precisely tantamount to mereasng the stock of our commodr-
ties, of coin, raw mnteuals, &e., by that amount, Just as much

ad 1 3

as if we had, by 1 industry, p 108 to
that extent.
But, then, some of our L hire cot d )

that such a measure, masmuch as 1t would ‘make capital more
abundant, and discounts, therefore, more easly obtainable,
would merease the piice of both cotton and coin, by enabling
the mmpotters to hold moie tenaciously for thewr price, and by
making the demand on the part of the manufactmeis, m con~
sequence of a better tiade, more wigent. Our coirespondents,
who take this view of the matter, enurely confuse the benefits
of a Tow price produced by abundance of supply, and of alow
price produced by the absence of demand, 1 spite of scarcity.
‘What benefit 1s 1t to the manufactwer, that cotton should be

. Pressed down a penny a pound, 1 consequence of lus mability

to purchase and consume 1t? What benefit to the mechanic
15 1t, that coin should be forced down 10s, a quarter, only be-
cause he has not the means to pmichase 1t? Pice 15 a thing
relative to supply and demand, and a low price, existing m
spite of a short supply, 1s the very worst evidence of the smw
of the country, and 15 prod of the worst

the manufacturers and consumers. What are the facts at the
present moment? Laveipool 1s said to be the cheapest mar-
ket 1n the world for cotton, owing to the mability of the m-
porteis to hold 1t, and to the mability of the manufactwers
generally to puichase and consume 1t. The result 1s, that
shipments of cotton are bemg made to all other matkets, end
a scanty supply 1endered stll more scanty there, while, by
the two last packets, all o1ders have been countermanded, and
credits upon Laverpool closed, so as to discourage as much as
possible fwther shipments to this country The same has
been the case with 1espect to gram and provisions  We have
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evely 1cason to believe that, by the two last steamers, nearly
everly order to puichase gramn o1 provisions mn the United
States, for this country, has been countermanded, not because
thete 15 any doubt that supplies, both of cotton and coin, will
be wanted, but because paities have no faith i bemg able to
effect the payments necessary for the operations Whatever
effect, therefore, the present pressure may have in reducing
prces, o m closing the usual channels of supply, it must
act most prejudicially upon the inteiest of the manufactmers,
1 making cotton still mote scaice—and upon the general con-
sumet, 1n making grain and piovisions still dearer

We last week stated that om measwme would meke both
cotton and coin cheapel, by incieasing the supphes. It would
have becn more acemate 1f we had said that 1t would increase
the quantity of these commodities which, with the same demand,
would give gieater cheapness. If, however, the piice were
to 11se, 1 spite of the greater abundance, m consequence of a
better demand, such a result could only be an evidence of a
greatly impioved state of trade and the means of the consumer.
At the present moment, both with cotton and corn, 1t 15 en-
tirely a question of quantty. Any plan, which 1s not of 1tself
otherwise objectionable, which will meiease the guantiy of
cotton, must be beneficial to the manufactareis,—or what will
1nerease the quantity of corn, must be beneficial to the general
consumer. Whale a hugh price 18 the only natwal corrective
of scarcaty, a low piice 1s not only calculated to aggiavate the
evil, but, as 1t can only be the consequence of the absence of
demand, 15 the swest evidence of extreme depiession and suf-
fermg. But as 1t 15 quite clear that the plan we propose could
ot fail to obtam a greater abundance of cotton and corn for
this country, 1t follows, as & matter of necessity, that we must
erther have a lower piice, o1 if not, a better tiade and a lmiger
consumption, which would mamtan or inciease the present
prices m spite of a laiger supply. Whether, therefore, we
had Jower piices, with the present demand, o1 ligher prices,
as a consequence of increased demand, greater abundance
could only be a source of unmixed blessing to all.
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Some of ow coulespondents, agam, who see cleaily the
manner 1 which the 20,000,0007 of capital might be hber~
ated, and used most oppoitunely to mcicase owr piesent
amount of necessary commodities, aie alaimed as to the effect
which a retwn of such an amount of bullion would have upon
the curiency of the countiy  This alaim 15 founded upon an
entue musapprehension of the operation  The effect of an
efflux and influx of bulhon, unde: the plan proposed by us,
would be m every iespect identical with that which would
take place under a purely metallic cuiiency, as explaned at
great length m Aitiele XVI.  Bullion, bearing so umform a
value m any countiy, 1s never made usc of as a subject of
expoit o1 mpott, until other commodities have ceased to bear
apofit  We do not export bullion, until we have no other
commodities which we can expoit at a piofit, no1 do we m-
port bullion, until owm stocks of all other commodities are so
laige that 1t will no longer be profitable to impoit moie. In
both cases, bullion 1s usnally 1eso1ted to as the last mstiument
of mte1national exchange, excepting fiom the countiies where
1t 15 produced  We mie now come to the predicament 1 this
“country, that we have no dities to export i suffi
quantities to meet the payment for those which we must import
We have airived at the pomt when we must have recowmse to
bullion  We had fiom five to sz mullions of bullion lymg
the Bank above what was needful to be 1etamed  That has
been clisposed of in payment for gram and cotton.  We now
propose to liberate 20,000,000Z moie, by an operation which
would be gradual i 1ts effect, for the puipose of contmuing
our impoi tations of gram and 1aw matenals  The effect of
«tlus last operation would be that we should have so much more
cotton and flax to work up, and so much more food with which
to suppoit ow labomers, and these combmed would fuimsh
more goods to exchange, for a furtha quantity of raw mate-
11al and food The additional capital of 20,000,000Z, thus
added to the cxisting means of the countiy, would cortespond-
ingly add to the extent of ow commeice, the employment of

u
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ow people, aud the geneial mcome and wealth of the com-
munity,

But, then, some of out couespondents appiehend meonve~
nience fiom a 1etwn of the bullion, unless we again 1evert to
a gold cneulation, which we do not contemplate, and which
would be quite inconsistent with the prnciple upon which our
plan 1s based This apprehension we will show to be quite
groundless It will easily be understood that we will not im-
poit gold as long as we could unport commodities which
yelded a profit to the merchant.  As long as coin, o1 cotton,
ot flax, a1e n demand, and can be imported at a profit, there
will be no nflux of gold, but, 1f we had seasons of abundance,
and owr 1mports of all other commoduties had been so large as
to 1educe then piice, so that 1t was no longar piofitable to
impott them, then, as the last aiticle, an nflux of gold will
tahe place to balance the exchanges. Now, suppose the sz
mdbons which have alieady been exported wete fitst to 16tuin,
then there would still be 20,000,0007, which would have been
subsequently expoited, existing i the general marhets of the
wotld. But under no encumstances could the whole of that
quantity 1etmn, for the laiger extent of business which the
employment of that additional capital enabled the countiy to
perform, would 1equue larger impor ts of all the 1aw matei ials,
as well as of aiticles of food of all kinds, consumed by those
to whom such an extended tiade would give an inciesaed
employment A portion of the gold, theicfore, which we fiist
exported, would be cuculatmg among those whose 1ncreased
industiy we called mto existence to supply us with the addi-
tional commodities which we 1mpoited, and those new pro~
ducers would become new customers for o manufactures, -

But suppose omr mpotts wete at length m excess of om
wants, and that accumulated stocks 1cduced piices so as to
diminish ow 1mports, tmn the exchanges, and lead to an in-
flux of gold. Gold would then accumulate m this country,
as 1t did fiom 1841 to 1844. But an accumulation of gold
the vaults of the Bank would no moie lead to an undue ex-
tension of the curiency undei the new state ol things, than 1t
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has done lutherto  Fiom 1841 to 1844, although bullion
the Bank mcreased fiom 4,000,000/ to 16,000,0007, yet,
comparatively, a very small mciease took place m the cncula-
ton of the Bank  The stock of bullion temamed i the vaults
of the Bank, as the stocks of other commodities 1emamed
1 the various public warehouses, until 1t agam became profit-
able to export1t m exchange for food and other commodities
No doubt, however, such abundance of capital as 13 dicated
by large stocks of commodities of all kinds, ncluding bullion,
would necessarily lead, not only to lower prices of commodities
1n general, but also to alower 1ate of mteiest for a use of capital
Ifwe have a stock of commoduties on hand, which 1s sufficient to
setve the country for two yeais to come, a command over
those commodities would be obtamed foi a given peitod, at a
much lower 1ate than it the stocks were barely sufficient to
last us two months, All loans of money, m whatcver shape
they®aie made, are sumply a tiansfer of a command over com-
modities fiom one to another  Whenever, therefore, commo-
dities are abundant, the interest of money must be low, and,

, when they are scarce, the interest of moncy must be ligh

The way 1n which this undemable prineiple opetates 15 this—
As commodities become abundant, the number of sellers, m
proportion to the number of buyers, mcreases, and, m propor-
tion as the quantity 1s more than 1s 1equied for immediate
consumption, so must a larger portion be kept for futuwre use
Under these cncumstances, the tetms on which a holder be-
comes willing to sell for a fatwie payment, 0 on c2¢dity become
lower than 1f he were certam that his whole stock would be
1equued within a few weeks

But let us examme the paiticular effect upon the cuniency
which this gieater abundance of capital, and a consequent 1c-
tmn to this country of a laige portion of the gold which 1t 1s
now proposed, by our plan, to liberate, for the puwipose of
making foreign payments  There can be no doubt that a re-
tmn of abundant haivests, which would 1ender 1t unnecessary
for us to 1mpoit food to the same extent as before, while owr
expoits were ineieasing, would lead, m the cowse af tme, to

2
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atetwn of a considerable portion of the gold now expoited,
Just as the bullion, expoited m 1839 and 1840, retmined m
1842 and 18438. The effect of this 1etwin of bullion, weie
the cwrency pucly metallic, has alieady been explamed in
Article XVI  Capital would be mote abundant, and the
price pad for 1ts use, o1, n other words, “the mterest of
money,” would be lower, and as a greater abundance of ge-
neral commodities and a lower 1ate of mterest, would lead to
an extension of busmess and a gicater amount of employment,
some mciease would take place n the quantity of money 1e-
quired for the circulation of the countty ~ But m the case of
a putely metallic cuniency, all the bullion, over and above
the quantity 1equied for an ncreased cnculation, would 1e-
main i the vaults of the Bank, as so much accumulated capi-
tal, waiting for the fiist opportumity of bemng profitably em~
ployed agamn m a foreign payment, jJust as the s milhons of
bullion 1¢ecently expoited 1emamed m the Bank fiom 1842
mntil the end of 1846  The same would precisely take place
under the plan now proposed We Lbeiate 30,000,000Z of
gold fiom cnculation, supplymg its place with the same amount _
of one-pound notes, guamanteed by 20,000,001 of Government
secunities, and 10,000,000 of gold ~ We have a balance left
of 20,000,000% of gold, wherewith we can go into the markets
of the woild, and puichase food and 12w mater1als, and where
we can only obtamn a lage share of a limted quantity, just
m pioportion to the price which we are willing o1 able to give.
In the fiist place, the 20,000,0007 of gold sent abioad would
be repiesented only by other commodities 1mpor ted, and would
continue to be so represented, until a 1eturn of general abund-
ance, when, as explamed, a portion of it would retmn m -
the form of bullion.  As capital became abundant, the 1ate of
nterest would fall, and the incieased tiansactions of the coun-
try would 1equue a somewhat larger cnculation. This would
be finmshed by an mncreased 1ssue of paper, but iepresented
Dy the additional quantity of bullion m the Bank. The -
ciease of circulation, however, always beais a small proportion
to the mciease of bullion. Thus, at the beginnmng of 1840,
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the bullion in the Bank of England did not exceed 8,000,0007,
when the cuculation was 15,550,0007 Tiom that tme until
the end of 1842, the bulhon mereased to 11,050,0007, while
the circulation of notes meieased only to 17,400,000%; so that,
m the face of an accumulation of gold to the amount of
8,000,000Z, the circulation ncieased only by 1,850,0007, and
this 1 the absence of the legal yestiictions which have since
been 1mposed upon the Bank The effect under the system
now proposed, would, theiefore, be, that we should hiberate a
larger amount of bullion for the purpose of making foreign
payments when requited, and that in petiods of gieat plenty
we should agam accumulate a large reserve of gold 1n the
vaults of the Bank, to meet a simila emergency when 1t again
occmred Under the new cucumstances, m place of a stock
of bullion, amounting only to five ot s mllions, held m 1e-
serve by the countiy, to meet an emeigency, as we had last
aatymn, we should hold a 1eserve equal probably to Zwelve o1
Jifteen tullions at such a time, the difference, making up the
twenty mdlons ougmally liberated, bemng held i an mcreased
quantity of othe: commodities, to sustam the larger trade to
which the active employment of 20,000,0001. of capital would
give use. The plan, therefore, which we now propose would
always place us 1n a moie effective condition to meet any
emeigency, whatever 1t might be, which 1equned a trans-
mussion of bullion to meet foreign payments—whether to carry
on a foreign wai, or to impoit giamn dwing peiiods of deeth,
By some an objection to ow plan has been made that by
1etaming a gold cnculation we have always a laige supply of
bullion 1n the countiy to mcet the emergency of a war, But
to assume that the cuculation of the country 1s kept as aie-
serve for such a pmpose, 18 to admit that, on the 1ecuiience
of such an event, we should agam suspend cash payments—a
measute to which no government o1 pailiament would assent
Com, constituting the enculating medim of the country,
would be entnely unavalable for the purposes of makmg
foreign payments, either for the expenses of a wax, or for the
impott of giain, Befoic 1t can be used for either purpose, 1t
v3
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niust be 1eplaced with some other medium of exchange  That
had better be done under the system which shall sccwe the
greatest possible economy of capital, consistent with the per-
fect conver tibility of the paper, than left unul the pressute of
the moment mght mvolve the country i the necessity of 1e-
soiting to some violent and 1ll-considered mcasme of 1ehef.
The economy of capital proposed by us would at all times
find us much better prepared to mect any emergency, what-
ever 1t might be It would give us a command over
20,000,000%. worth of commoditics, and whether gold, o1
gram, o1 cotton, matters hittle, wlneh at thys moment we do
not possess

But agamst out proposal every prejudice which has been
called mto existence fiom tume to tume, owing to an abuse of
the 1ssuc of paper, has been stated Amongst others, we
have been 1eminded of the Amercan Banks, which piofessed
to cnculate paper, conveitible at pleasme Theie 18,10
parallel whatever between the paper 1ssues of the American
banks and those contemplated by us The paper of the
Amencan banks, though piofessedly convertible, yet, by the
undeistanding which existed among the banks themselves,
and between them and the public, the paper was 1eally not
convertible By an agieement between the different banks,
they never called upon cach other to pay then notes m specie ;
and thus each bank always held laige quantities of the notes
of other banks, for which they did not demand payment, and
such was the political prejudice against the payment of specie,
that any puvate mdividual who demanded the payment of
specie to any large amount, was maiked as a common victun
by the banks. The latter practice, however, would have
been altogether unavailing, had the banks themselves ex-
changed 1egularly with each othey, as the Scotch banks do,
twice 1n each weel, the balance being paid m cash  No over-
1ssue could have taken place. Asit was, the paper of the
American banks was not practically conver ted, much less was
it 1ssued against well-ascertained secunities, and a switable
portion of bullion to secure its conver tibility as now proposed.
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But besides notes nomumally payable at sight, a laxge portion
of the Ameiican papei cwiency, when it was depieciated,
conststed of notes payable on & distant day, beaiing interest,
s0 that 1n no respect 1s theie the slightest parallel between the
two systems. We would, however, 1emaik, that as soon as
the American banks adopted the system of eachanging then
notes peitodically with each other, and paying the balances
1n cash, then notes wete never aftei wards depieciated

An impression also exists that the plan proposed by us
would favour a more lax system of ciedit m gencral busimess
No such 1esult could ocem. No note would be 1ssued for
which theie was not goveinment secuiities o1 bullion
deposited torepresent 1t No better secunty could be offered
No more absolute 1epresentation of real capital, 01 a command
over 1ty can be found m this country. No one doubts the
security of consol watants, o bais of gold, and swely no
credst; based upon such undemiable repiesentatives of value,
could be considered as unwaitanted or subject to abuse It
15 & cwious fact that, m Lancashue, where the gicatest pre-
Judice has always existed agamst the use of nofes (but this

* was always more dnected agawst those 1ssued by local bank-

e1s, than by the Bank of England, and, 1f well considered,
would have no 1elation whatever to the piesent p1oposal)—it
15, howevel, cmous that, co-esasting with this prejudice, 1f
we may teim 1t, an unlimted circulation of bills has been m
use fiom time mmmemonial Where the notes of bankers,
payable on demand, and, theiefore, the value of which could
be tested at any moment, weie 1efused, the bills of the same
bankeis, payable at the end of two o1 thiee months, have al-
ways ficely cnculated  Notes payable on demand can never
be kept out m excess, because the excess would always retmin
to the bank for payment, while bills at two months may he
1ssued 1n gieat excess, theie being no means of checking the
1ssue il they have anved at matmity, when they may have
been replaced by others  For people to admut the safety of
the cunculation of bills payable only on a ditant day, and to
object to the safety of a cuculation of paper payable or demand,
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18, to us, perfectly unaccountable But even the paper which
we now piopose 1s altogether deprived of the objections which
the Lancashuire people always felt with 1espect to an 1ssue ot
local notes.

We know that a difference 15 made m the public mind
between notes and blls, masmuch as the foimer crrculate
among the lower classes, who cannot judge of the solvency of
banks, while the latter cuculate among the trading classes
only, who are supposed to be able to judge of the ciedit of
the draweis. But whatever weight such an objection might
have agamnst an unlimited 1ssue of local paper, which, were 1t
needful, we could show 1s much less than appems at first
sight, 1t cannot m any way apply to the plan now proposed
by us. Notes, sued upon the basis on which we propose,
could never be the objects of disciedit. The knowledge that
each note was repiesented by government secm ity and bullion
would cffectually prevent this, But, then, 1t 15 smd, ¢hat a
sudden panic might seize the lower dasses, and that they
mught rush, m 1gnoiance, suddenly to demand payment of
these notes Piactically, this objection has no existence
The lower classes, although the medium thiough whom, m
the payment of wages, these notes aie cnculated, yet never,
at any one moment, aie holders of any gicat quantity beyond
a tew hours What 15 the practice? A manufacturer te-
cerves fiom lus banker 500% n notes on Satmiday for wages,
which he distributes among lus men  On the same day the
great majonty are caued to the shopkeepets, and by them
agamn 1eturned to then several bankeis. As long, therefoic,
as the hanke1s take the notes fieely fiom the shopkecpers, and
the shopkeepers from the operatives, there cannot be a lLesita-
tion on then paits on taking these notes  There 15 no hoard-
ing, as & rule, among the woiking classes. Those who do
save money, place 1t 1n the savingg'-banks, but do not keep 1t
bythem Thisapid and duneet cuculation of notes fiom the
banke: to the manufactuier, then to the operative, and from
hum to the shopkeepe, and, lastly, agam to the banke1, would
always secme the plan agamst the effect of an 1gnorant panic,
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and 15 also one of the best guarantees agamnst the poorer classes
sufferng from forgeiies under any cucumstances. While 1t1s
possible to suppose that & great and inconvenient demand might
be made upon the savings’ banks, fiom a sudden panic among
the lower classes, no such pamic could oceur with respect to
such paper as we propose, which would always be freely taken
by shopkeepers, and by bankeis, fiom the fact that mn their
hands 1t would always be convertible

We cannot too often 1epeat and wsist upon the fact that
our proposal 1s not one of an mereased curency, but sumply
one by which we ale enabled to 1eplace gold, so as to add to
om exchangeable capital, with an mstiument practically con-
vertible nto gold. No attempt to mciease paper upon a prm-
ciple which did not liberate gold would be of the slightest use
to the country; and, no papei, which was not at once con-
vertible into gold, could be safe  Itis commodities alone that
we want, arid no paper which will not command gold can be
of any service mn p them. But a cor: dent says—

“You assume, as @ truth, that convertible notes connever e redundant  But
were not the notes of 1826 convertible, and was 1t not also admuted that the
1ssues of 1836 had been too profuse? Is 1t not mdeed & subject of reproach to
the Bank, by yourself, at present, that discounts have been too profuse, and what
‘means has the Bank of discounting, but by an issue of notes> Does ot every
bill discounted imply an ssue of notes for 1ts amount > It surely 18 not pretended
that the bullion advertised weekly 15 the source Whence these discounted bills are
supplied

If this correspondent had carefully 1ead our two lastarticles,
these questions would have been unnecessary, as they aie
fully discussed therem. We have proved abundantly that
conver tible notes cannot be 1edundant, and theie can be no
doubt that the abuses of 1825 and 1836 consisted entuely
of an excess of mjudicrous credits, and not of an excess
of circulation, fiom the simple fact that at nether penod
can 1t be supposed that any one held moie notes m his
possession than baiely sufficed for lus tiansactions  That the
power of issung notes ncieased to a ceitan extent the
means of some bankeis to give mjudicious credits, there can
be Iittle doubt, but the fact that judicious advances weve
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made as much by non-issuing banks as by those who did 1ssue
notes, shows that 1t was an injudicions advance of capital
rather than a tedundant issue of paper  But the facts of the
last eight months, to which we referied m ow article of the
8th mstant, are conclusive as to om coriespondent’s question,
We found fault with the Bank that 1t did not sooner check
the demand for discounts by 1a1sing the 1ates, not because 1t
was thereby meicasing 1ts 1ssue of notes, but because 1t was
parting with 1ts capital m the form of bullion, too easily. Owm
conespondent asks, “Does not every bill discounted 1mply
an 1ssue of notes for 1ts amount?” Oui 1cply 15, that although
notes may be mmmediately given for every Wl that 1s dis~
counted, yet that such notes do notadd to the enculation, but,
when the cueulation 1s full, immediately 1etumn to the Bank,
1 exchange for bullion; and that the bullion 25 1eally the
only soulce whence these bills ate discounted, when the cii-
culation 15 full. Let us see what took place dwmg the*period
with 1espect to which our complants agamst the Bank
1eferied.  On the 18th of September, 1846, the 1ate of dis-
count was three per cent. 'The amount of bills discounted by
the Bank was 12,321,0007, the enculation was 20,900,0007,"
and the bulhon was 16,273,000/ Thom that perlod a greater
demand for discounts occunied, and, yielding to this demand,
the Bank mecieased the amount of bulls under discount on the
5th of Apul, 1847, to 18,627,116/ , but at that date, not-
withstanding this mciease, the notes 1 cnculation were only
20,815,0007, while, however, the bullion had been reduced to
10,246,000/, Let us place these facts i a tabular foim, to
make them more plam. Thus —

Bulls under Cnculation
o Bullion P

September 18, 1846 £12,321,000  £16,273,000  £20,900,000

Apri 5, 1847 ., 18,627,000 10,246,000 20,816,000

Thus, while the Bank imecreased during the period in ques-
tion, the amount of bills under discount, o1, 1 other words,
1ts accommodation to me:chants, by mote than 6,000,000Z, no
ncrease took place m the cnculation of notes, but a corie-
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spondmng decicasc m the amount of bullion. So that,
although for each bill ciscounted the Bank actually gave out
notes, yet they weie immediately exchanged for gold, and
id not add to the ciiculation, but 1educed the available capi-
tal of the Bank No banker should discount a bill m
exchange fo1 his own notes payable on demand, wlich he
would not equally discount 1f gold weie at once demanded
‘When the enculation 1s full, every 1ssue of notes 1s tantamount
to an 1ssue of capital, because they immedately 1etwin fo
payment, and, therefore, a 1eally convertible cuculation can-
not be 1edundant. The above facts, connected with the
transactions of the Bank, aie a conclusive lustiation of this
pomnt
The same corespondent says —

«At another place, von say the gold hiberated fiom 1t uscless offce, would
puichase fe com and cotton of which we have need, which agam would m-
crease the expoitation of ow manufactures 1 can easily understand that a
dnushed prace of food, wiuch would be the 1esult of an mereased supply,
should lead to en mcrease of home consumption of ow mauufactures, but I
do not see why 1t should necessanly occasion thewr neieased exportahon  And
gndeed, do you not presume, 1 the outset of your wgument, that the sovereigns
to be dwplaced by mu 1ssue of motes, are to pay for the food and cotton
mported

Ow present export tiade 1s notoriously suspended, or, at
least, matenally lessened, not only by a want of the raw mate-
11als of om manufactwies and food to pay for labour, but also
for the want of those faciliues of credit which ale necessary to

“conduct them. Any plan, theiefore, which mecieased the
abundance of 1aw mateiials and food, would facilitate and
.cheapen ow productions, and 1if, at the same tune, 1t afforded
eieased facilities to credit, would agam open the channels
by which ow foreign tiansactions are conducted  The Liber~
ation of 20,000,000Z of gold would not only give us a com-
mand ove that amount of commodities which at present we do
ot possess, but it would further, m the very act of 1ts hibera-
tion, fumsh to the Bank the means of contmumng those faci~
lities which would insure the execution of the laige oiders
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which have 1ecently been 1eceived fiom Ameriea, and
exchange foi which fuither supplies of food would be ob-
tamned.

Some of our correspondents have mquied what 1s the
chaiacter and natwe of the secmities which we would propose
to deposit along with the necessary proportion of bullion
oder to guarantee the ultimate safety and 1mmediate conver-
ubility of the proposed cuculation of notes; and by what
means the Bank, 1ssuing the not&s m question, would become

d of such in ge for the notes so 1ssued
The only securities which we would piropose, and which we
have alieady mdicated, would be the public stock of our own
Goveinment. The mode m which the Bank, 1f the notes
were 1ssued by that body, would become possessed of such
stock would be as follows —TFo1 every 100/ of notes which
the banking depaitment reccived fiom the issue department,
the former would give to the latter 661 13s. 4d. of Gpvern-
ment secwrities, and 331, 6s. 8d of gold The Government
securities would erther be given out of that portion which the
banking depaitment at present holdy, or puichased by 1t fou
the express purpose, and by this means, to whatever extent
notes weie 1ssued, the public sccuiities and gold would be
placed 1 the 1ssue department to 1epresent them, as mdicated
by our proposed plan.

Some of ow corespondents, as well as many public wiite1s,
have doubted whether one-pound notes could be sul d for
the gold com in circulation. This subject 15 so well handled
mn a letter which we have 1eceived, that we cannot do better
than quote 1t, m oider to answer such objections —

“Srr,—Refernng to your admuablo and most clemly elucidated plan for the ™
extrication of the country out of 1ts present want of avalable capital, the editor
of the Globe doubted that the issue of one pound notes would speedily displace
any large portion of the gold cuculation, prmaipally becuse of the supposed
preyudice of the people against one pound notes But 1t1s to be observed that
that prejudice was against the notes of the country banks, not aganst those of
the Bank of England  Was 1t not by wswing one pownd motes the Bank of
England stopped the panio of 1825 Assuming, however, such a pijudice to
exust, there 1 ta be set agamst 3t what I helieve would piove a potent antidote,
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w1z, the mamfest wterest whach the great body of the country banks, thiough
whose hands the whole gold cnculation of the country probably passes mn the
cowrse of the yem,would have m the substitution of one pound noles, even
those of the Bank ot England, for gold Any one who has ever been engaged m
comntry banking, hnows what sn endless plogue, expense, and nisk that part of
then busmess 18 which has to do i ther supplv of gold, whether the bank be
situated m an agneultwal district, where gold has always a tendency to accumu-
late 1 the banks, o1 1n @ manufacturing district, whete the banks ae geneially
n want of gold  The countiy bank from which I wnte this letier s situated at
a peat distance fiom London, and has held, for the last thres months, a
gradually meteasing sw plus of gold over and above 1ts wants, not as yet sufficiently
great to make 1t worth while to wmem the expense and tiouble of a special
massenger to London, but causing, nevertheless, 2 dead loss of inteiest, which
would have heen saved, had one pound notes of the Bank of England come mto
our liands mstead, for 1n that case we should have, day by day, sent our smplus
stock o London We should further save the loss on om Light gold , for, let us
be ever so puiticalas 1 weighing the gold we send to town, we find we are al-
ways muleted for shades of deficiency of weight so fine, I supposc, as to cscape
penchation of proviucual eyes

“With such powerfol reasons for preferiing the use of one pound notes, do
you thynk 1t Likely country bankets would humow the idle projudices of their
customers agamst them? They would of course remst them to the utmost point
short of gvmg actual offence, and those who weae not their customers they
would compel to recewve the one pound motes i peyment, for [ presume, of
course, you piopose to make them legal tendars, as the cxisting deseuphion of

» Bunk of Englaud notes now ate

“Thus the bankgis’ interest to use one pound notes would e immediate and
permanent, w fact, & “constant quantity,” wiile the prejudice of the public
(f1t exust, of which thete is xeally no proof), would m all probability, turn out
to be a constantly dummshing quantity

“Did not your contemporary make a singular mustake m bis estnate of the
compataive evpense of a paper aud melallic cireulation, 1 settng down e cost
of the latter as consisting 1acrely of the wear and tear (2} per cent 1 twenty
yems) , forgetting to allow for the loss of interest on the capital sunk . the
puchase of the gold, say & per cent per aunum, tekng the preseat Bank of
England 1ate?

“Permit me to put o furthe question,

“ As you propose doug away with o gold circulation, what 1 that case, would
e the necessity of continumig the cost of a gold comage 7 And what objection
would there be to the adoption of Ricmdo’s plan of making the Bank of Eng-
land notes payable only i gold ingots, and for sums amounting to at least 2007 ,
3007, or 5007, adopted prion to the full iesumplion of cash payments by Peel's bill
of 18197 The only pmposes tor which gold would then be wanted would be
for export abroad, o1 for manufactuie mio plate, &c, at home, so that wgols
with the mint mark would serve as well as the comed metal, and that 1t would
peseave the value of the note cuculation es thoroughly as complete conveiti-
Dility, there cannot be a shadow of doubt , for the moment a difference took
place between paper and gold, the Tyns-cyed bullion-dealers and wmetchants would



276 ARTICLE XVIIL,

1w the Bask of England, and speedily rosiore the cquhibuam  Tb may
be, us a matter of principle, objectionablo {0 depart fiom complete convertibibity,
but T submnt thot we have already done 0,1 makig the Bank of Englund
notes a legal tender , for 1f I, a country banker, 1esuling fu fiom London, cun
compel the holde of my five-pound note to recorve m payment of 1 2 Bank of
England note, althongh he wants gold, 1t 15 clem that full mumodified converti-
ity does not eust, and my creditor, m ovdler to get gold, will probably have to
make a gieater sacrifice than a porson hving in London would 1equre to make
1n gettmg gold for o fivo-pound note, supposing Ruardo’s system 1 operaion

Thus, we should commt no new breach of prmeiple, and should make a luge
annual saving, not metely of the cost of the comage, but of the wem and teer
of whateves amount the preyudice u the public wind, before allnded to, nught, 1f
not checked, canse to be stll ncedlessly retmned m mtemnal crenlation  When
the wigot plan was put in practice, 1t becatue a dead letter, and for tus plam and
wholesome 1cason  the Bank of England had, by conraction of her issucs, wsed
the value of her paper to a pm with gold, and the balance of trade hemg m our
favour with foreign countuics, not an ounco of gold was called for  Such, no

doubt, would be the action of the ingot plan, werc 1t now adopted, a dead leiter
when the exchanges weie 1 our favom, and an effectual means of supplyng gold
when they came agaust us —I am, Sh, vours 1espectfully

A Counrny Bankir "

There 15 only one other objection to which we will now
1efer. A conespondent says, that ¢ the only vahd objection .
Thave heard to the 1ssue of one-pound notes, the conver tibility
of which 15 secured as you propose, 15, that such notes would,
as a matter of course, come m fo1 payment pietty much as fast
as they ave 1ssued”  This would be the case after the full

amount 1equuted for the enculation of the country was 1ssued,
butnot sooner If we ae right n ow estmate, that 30,000,000
of sovereigns arc always 1n cnculation, then there 18 no reason
why the same amount of ong-pound notes should not be kept
out 1n their place. It 1s truc that a Jaige amonnt of sovereigns
15 daly caired anto the different banks by one class of °
customers, but, on an avetage, an equally laige amount 1s
cattled out by another class  So 1t would be with notes A
large amount of these notes would daily be caitsed into the
vanious banks by one class, but an equally laige amount would
be cariied out by another class, the daily euculation of com-
modities 1equuing then use. The only puipose for which
such notes would be cartied mto the bank and exchanged for
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gold twould be when the holdes 1equured gold to send abioad
—a purpose for which the notes weie not applicable, and 1t
1s Just to meet a possible contiaction of the cnculation for this
puwipose that a reserve of one-thud of the whole amount 1s pto-
posed to be 1ctamed m com  One thing 1s clea, that to
whatever amount sovereigns could be kept m ciculation at
home, one-pound notes 1rep ted by su

secuity, could also be so. And that to whatever extent the
quantity of notes might be exchanged for gold to send abioad,
to the same extent would sovereigns be withdiawn fiom encu-
lation for that purpose, under our presentsystem. In fact, the
operation of the two systems would be m every 1espect 1denti~
cal—the only difference being, that the one places at oui
command & capital with whuch we can puichase commoditics
to the extent of 20,000,0007 , while the other keeps that capital
unproductiye and uscless.

Wt 'have carefully consideied every objection that has been
offered, and every doubt that has been expressed, with the
most carnest desire to give them all the weight to wlich they
are justly entitled  We have not, however, yet met with one
which has i the shightest degiee shaken ow confidence in the
safety, as well as the effecuveness, of the proposal to meet
the gieat difficulties which the country must endwe for a
long time to come, and also to add peimanently to the wealth
and general p1ospenty of the countiy, by such an addition to
the actuve capital of the countiy. We do not, indeed, pretend
that 1t would make coin and cotton abundant and cheap, but
1t would place us i a position, in the stiuggle which must go
on for the next six months, for the scanty supplies of those
articles which at present exist, to obtam a quantity to that
amount mote than we can command under present cncum-
stances. And when we 1eflect, that, in the face of the present
puices of giam, om orders, mstead of going out moze fieely to
the only country fiom which supplies can be obtamed, have
been all countermanded, for want of confidence, on the pait of
metchants, that money will be found for then payments, 1t
would be difficult to concerve a moment when any possible
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somce of cconomy of the national capital could be 1csoited
to with moie piopilety.

Ou proposed plan for cairymg those prineiples mto pract-
cal effect, n oider that 1t may be iendeied as mmediately
applicable as possible, must patly 1est upon the constiuction
of the existing Acts of Pailament, which at present are not
very clear. There cannot, however, be any serious practical
difficulty, whatever that constiuction may be, though the plan
may accordingly be somewhat vaned.
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Plan for a secme Paper Curtency, i accordance with the Punaiples lnd down in
the Thise preceding Articles —Face Competition m Banking —A Natsonal
Bank of Issue considered —By means of the Bank of England considered —
May 29,1847

THE principle of the measwe by which we propose to effect
an extensive economy of the capital of the countiy by substi~
tuting notes, secmed m then immediate convertibility, for the
comn now 1n cueculation, having been fully considered, we now
propose to examine by what means that prmeiple could best
be caiied.nto pactical operation  We aie quite 1eady to
admit that 1t 1s not enough to enunciate a new p neiple,
which 1s sufficiently sound to 1esist all objections, unless we
can at the same time show how that prmeiple can safely and

, advantageously be cairied into mactical effect  For though

no practice can be safe which 1s not based upon a pure and
sound theory, yet mn questions connected with banking and
finance, 1t 1s of the utmost mmpoitance to the success of the
most unobjectionable principle, that the details of the measmes
by which 1t 1s proposed to be caiiied outshall be equally safe

In a former aticle we sad—¢ We will not now discuss
what would be the best machiery by which such a paper en-
culation should be managed—whether by a board of commus-
sioners appomted by Pailiament, by which means the whole
profit would go duect to the public, a1 through the means
«of banks of sufficient magmitude, like those of Scotland, in
open competition, but all complyng with whatever 1estuc-
tions Parhament might impose, and thiough which plan the
puofit would reach the public by the more hbeial terms of
business, which we have shown to prevail in Scotland, or by
the present machmery of the Bank of England, under the
existing chaiter, and m every 1cspect conforming thereto

v
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spuit—the Bank paymg to the Government a suflicient sum .
for the additional profit which 1t would deive fiom such a

puvilege,” &c & Such ale the questions connected with

the practical details of our pioposal, which we now come to

considel.

In the first place we must 1emaik that 1t must be obvions
to all that there 1s no necessary connexion between the two
functions exercised by some bankers—viz, the issuing of
notes, and the tiansacting of ordmnary banking business, con-
sisting of 1eccrving deposits and making advances upon cer-
tain securities , o1, 1 other words, between banks of 1ssue and
banks of deposit. At the piesent ime many bankers, among
whom all those m London, except the Bank of England, cairy
on the latter depaitment of the busmess without any connex-
10n with the former function, bemg exclusively banks of de-
posit.  There me, howevel, no banks which are, exclusively
banks of 1ssue, as those who exercise that depaitment of the
business ivarjably combme with 1t the business of deposits,
sull there 1s no 1eason why a bank of 1ssue should not exist
ndependent of the busmess of dcposits, there bemng no neces-
sary connexion between the two. The question which we
have now to discuss 18 one exclusively connected with the
1ssumng of notes, and 1t will be competent for us to consider
1t erther 1n connexion with the other bianch of the busmess
o1 separately.

We have alieady mdicated three modes by which om pro-
posed plan mught be cairied mto effect, and we will now
examine them separately, m oider to detetmine which of the
thiec, all things considered, would be best adapted to the pre~
sent state of public opwion, the geneial convemience of com~
merce, and the existing laws of the country, to which we are
comnutted for some years to come  The three modes alluded
o ale —

First.—By means of Banks openly and fieely competing
with each other without any legal 1estiiction whatever
£ Second —By means of a Government o1 National Bank

& Tho d.—By means of the Bank of England, unde: 1egula-
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tions, corresponding in spuit with those by winch the issue of
papet 13 now conducted,  Frst—

FREE COMPETITION IN BANKING

We have never been able to ciscover any good ground for
the objections which appear to exist in the minds of a laige
portion of even the most uncompromusing fiee traders, agamst
the appl of the same p ples to banking, and espe-
eally to the 1ssue of notes payable on demand ~No1 have we
ever been able to elicit any satisfactory 1casons for then ob-
jections, which the mote we have considered the more we are
satisfied me based upon giroundless fears and misapprehen-
sions, At fiist sight, 1t appears a stiange anomaly, that no
party should object to banks being established o1 carried on
by any one, and without any 1estiictions whateve:, as long as
they"confine then business to recciving the money of the pub-
e 1n deposit, and to the diawing and aceepting bulls, 01 mere
witten obligations to pay, at a distant date. Ior these two
great functions of banking the public and the Legislatwe are
perfectly content to tiust to the prudence and credit of any
who chooses to embark m the busiess, and whom the public
choose to employ. But the moment 1t 15 suggested that notes,
payable on demand, may be 1ssued by the same class of bankers,
msuperable objections ae instantly 1a1sed agamst 1t as a dan-
gerous puactice, although the whole amount of such notes
could not mvolve habilities to the public equal to one-tenth
of the sums with which the same parties aie now mtrusted,
for at the very lowest calculation of the amount of deposits
held by bankers, including then cunient diafts, the amount of
notes 1equired for eirculation would not exceed ten per cent.
of that sum. The deposits alone 1 Scotland amount at least
to thurty mullons, while the notes m cnculation seldom much
exceed three mallions Public opimon m England has long
decided agamst mtrusting the same parties with the power of
1ssuing upon then own credit the three mallons, without ven-
turing an objection to thewr title to be entiusted with the

ve
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keeping of the thurty milhons. It 1s, therefore, quite clear that
the objection which has been raised agamst free competition
m the 1ssue of notes, has not arisen on the scoie of the credit
which may be 1eposed 1n well-constituted banks ~ These -
distinet objections which float m public opinion, agamst such
a use of bankeis’ credits, are now of ancient and historical
origin, and are chiefly associated with the abuses which aiose
during the pertod of the suspension of cash payments, and
fiom the 1estuctions 1mposed by the Legislatuie agamst the
formation of such banks as weie likely to offer to the pubhc
the best gnmantee  There can be no doubt, that were 1t not
for the legal 1estiictions as to the formation of banks, for the
purpose of protecting the monopoly of the Bank of England,
numerous lage and wealthy jomi-stock banks would have
been called mto existence m the metropolis, as well as in the
provinces, many ycms ago, and would have thus prevented
the establishinent of those mfe1io1 banks, the failure of which,
fiom time to tune, has caused so much distress and rum.  Of
this, we canuot have a better proof than by 1cferiing to what
has taken place m Scotland  In that countiy, up to 1845, no
law whatever existed, which m any way attempted to regulate
o ntetlere with the mode in which banks should peiform
then business, with the exception of a very ancient act which
prolubited the 1ssue of notes of a lower denommation than
one pound, and this law was a dead letter, masmuch as 1t has
been ascertained, that no bank could make a puofit by the
use of smalle notes  Practically, we may say, up to the pass-
g of the act of 1845, the busmess of banking mn Scotland was
conducted upon the most peifectly fiee principles, nncon-
trolled by any inteiference whatever on the pait of the
Government. Theie was a perfectly fiee and unrestiained
competition. But do we find that, i consequence of that,
there was any tendency to establish unsafe banks, o1 that
banking was conducted on & principle more lax o1 dangerous
to the public than m England? On the contraiy, the whole
tendency of the piactice for the last fifty years in Scotland has
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been to 1ender the bankmg establishments more sound, and
mote deseiving of public confidence, for the simple and plan
1eason, which would equally operate i all places, that one of
the gieatest 1ecommendations of a bank to the confidence of
the publie, and, consequently, to a lmge: shaie of business, 15
1ts known safety. Private bauks have gradually disappeaied,
and the pubhe banks have added, hom time to time, to the
amount of then capital, m orde1, not only to enable them the
bette1 to accommodate theu customers, but also to give
greater confidence to the public It was thus that fiee com-
petition led to a gradual unprovement i the chaiacter of the
banks n Scotland, and ulumately produced the lai g, wealthy,
and well-managed establishments as they at piesent exist, so
distingwished 1 the annals of banking  In Scotland 1t has
been found by experience, that no weak o unsound bank
could exist m open compettion with the otheis, and such
banks, as possess a limted capital, have been gradually diven
to unite o1 amalgamate with one o1 othet of the numeious
wealthy coiporations with which they found 1t difficult to com-
pete. That fiee competition m banking m Scotland has
afforded to the public gieater secunity than has been enjoyed
in Englend under the 1estiictions which have existed dwing
the last fifty yeais, we think no one wall deny, and we believe
1t will be equally admitted, that, consistently with that g eater
sectty, the banks have conducted then busimess moie to the
general convemence of the public. And thus the two meat
objects of bauks, secunty and convenience, have been
admuttedly enjoyed more under astate of hee competition,
than under any other yet tiied

‘We know, however, that many attach an upoitance to the
privilege of 1ssuing notes, apait altogether fiom the question
of the credit of the 1ssuers  Some hold an opinion, that not-
withstanding notes aie made payable on demand, 1t1s still in
the powet of the 1ssuers Lo keep out moire than the public
1equute, and that they are hable to be depiceiated mcterence
to the standard. This 15 an opmuon which we have <o often
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combated, and which facts so much dispiove, that we shall
not now allude to 1t finther than simply to quote the state of
the enculation of notes m Scotland, as one other conclusive
evidence agamst the assumption In Scotland, notwath-
standing the fiee and unrestiieted way m which the banks
were cond d up to 1845 3\ d the
branches throughout the whole countiy, belonging to cach of
the Jaige banks, and notwithstanding the efforts made by each
to obtain as laige a shate of the cuculation of the country for
then own notes as possible, they have never been able to keep
out so large an amount of notes m propotion to the popula-
tion as have been kept out 1n England  In no countiy do the
notes 1etwn mote 1apidly to the issuers than in Scotland,
from the fact, that the smne fice competition has long ago
mtroduced the practice of allowmg interest fiom day to day
upon depostts, which mduces the holdets of notes to pay them
mto then bankers as soon as possible; and, as the bankers
exchange with cach other twice m each week, paymng the dif-
ferences m cash, o1 m an oider at sight on London, no bank
can issue 1ts notes i the discounts of bills, o1 1 making other
advances, which 1t 18 not prepared to 1edeem mn cash, a¢ least
within the same week

We have considered 1t needful thus far to express owr con-
viction of the unfounded chaacter of the alsm which exists
with 1eference to fiee tiade as applied to banking, even by
those who advocate the prmaple as applicable to all other
bianches of commerce. With the present views entertamed
by the public m England, however, and the geneal state of
our banking business, we would not advocate the mtioduction
of thus system, howevel unobjectionable 1t inay be m prineiple,
and however well 1t might have answeied, had 1t been suffi-
cienly long m opeiation to acquue the confidence of the
people, and to produce such establishments as thosc possessed
by Scotland. Ow allusion to 1t i this place 15 therefore
mote for the pupose of defending a general prnciple, and to
show that whetc 1t has alieady been so successfully adopted,
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there can be no good giound for terterng with 1t
Sccond—

A NATIONAL BANK O} IssUEk

But 1f 1t be judged unwise to apply the pumeiples of fiee
competition to banking m all its paits, we should be at least
+ desuous to do so as far as 1t 15 admittedly safe  If we are to
1egard the function of 1ssuing notes, payable on demand, as
an exception to all other commeicial transactions, and to
which the geneial prineiples of fiee competition caunot be
applied, then we would propose, as the only satisfactory and
safe alternative, to scpaiate entirely the busmess of 1ssumng
notes fiom other geneial banking busmess, stictly 1egulat-
g the foumer by fixed and well-defined 1ules, and leaving
the latter to fice competition. We are satisfied that there
15 10" wise or safe middle comse. Fiee competition affords
1tself a great g agamst 1mp; t and
ment, but 1if the public aie to be depuived of that guamn-
tee, and 1estiictions ate to be 1esoited to, confinng pri-
vileges to celtan parties, then we ate convinced that both
public mterests and safety 1equue, m this case, that the 1egu-
lations should be as shingent and as well-defined as 1t 15 pos-
sible, and that the profits should be enjoyed by the public at
lmge. We would, therefore, propose entnely to sepaiate the
bustness of ssung notes fiom that of other bankmg, and to
regulate the former upon stuct and well-defined punciples,
Ieaving as little as possible to the option o1 judgment of those
who have to conduct 1t, and so that the public should 1cap as
much of the profit derrved fiom the use of notes as possible
‘We should propose to confine the privilege of 1ssung notes to
a public depai tment, the whole profit gong to the State, and
to have all other banking peifectly fiee and uncontrolled. -
We are quite aware that there ate setious objections enter-
tamed as to the Government undertaking any kind of busmess
whatevel, and more especially being intiusted with the ssuing
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of paper money or the conducting of a bank  We are quite
alive to the ohjections which aie 1aised, that such a power
placed 1n the hands of a government might easily lead to
abuses of a serious natwe, whenever the mimsters of the day,
for the pressing emeigencies of wat, o1 m order to meet a de-
ficient 1evenue, would have strong temptations to abuse the
powers which a goveinment bank would give them. But Mi.
Ricardo, 1n his proposed plan for a National Bank, has long
ago shown that there 1s no necessity for mewmring any such
risk; that all the safety and public advantages mught be
obtamned without giving the ministers, for the time being, any
control o1 connexion with such a bank. And in om propo-
sals, we shall go even farther than Mi Ricardo, m order to
secure these objects.

We will now desciibe the plan by which we would secure
to the public the whole , pofits, and ad
to be deuved fiom the substitution of a paper cuculhﬂon,
secured at all times m 1ts instant convertibihty. Suppos-
mg we weie now to commence de novo, without any public
obligations towaids the existing 1ssues, and then, looking to
those obligations, we will consider what modification of that
plan would be needful, 1n o1der to appioximate as near to 1t
as such obligations will fanly permit.

‘We would establish one public bank for the issue of notes
only, to be ged by thiee > who, as pro-
posed by M1 Ricaido, should be appownted by the Govern-
ment, but 1emovable only by a vote of the House of Commons.
It would be desnable that an ariangement be made, by which
one of the commssioners should be & member of the House of
Commons. The busimess of the bank of 1ssuc should be as
simple and as well-defined as possible by an Act of Parliament,
and strictly confined to the 1sswing of notes agawmst pubhic
secunities and gold bullion It should, moreoves, be stietly
prolubited from having any dealings, of any kind, with the
government, not even, as Mr Ricardo proposed, keeping the
government account, for that duty would mtioduce to 1t a
branch of busiess foreign to a bank of mexe 1ssue.
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Such a bank would, in fact, be as neaily as possible what
the 1ssue depatiment of the Bank of England 15 at this mo-
ment The Act of Parliament under which 1t would be
mstituted, could define 1ts functions and 1ts business so well,
as to leave very hittle to the discietion of the commussioners,
The 1ssue department of the Bank of England 15 so regulated,
that the directois have no power whatever over 1t. The prin-
ciple 1s this.—It 15 conectly assumed that there 1s a certan
pomt below which the mteinal circulation of notes cannot fall,
under any possible contiaction of trade that may take place ,
and that, 1f the Bank holds gold for any sum for which 1t
issues notes, over and above that lumit, the piactical and
mstant convertibility of the paper 1s thus secured, and that
Government secuiities held against the remainder of the notes,
are a sufficient gnmantee for then ultimate safety. The pun-
ciple, howevel, does not 1mply a 1release fiom the obligation of
paymy the whole amount of the paper m gold, if requued,
and 1t might, therefore, become needful, that the Government
secutities so held, should be sold m oider to pay the notes.
In the case of the Bank of England undex the present law, 1t
15 assumed that the amount of 5. notes and upwaids could
not, under any possible contiaction of tiade, fall below
14,000,0007 (the lowest pomt m modern times having been
15,000,0001 1n December, 1839), and, theiefore, if the Bank
deposits Government sceurities for that amount, and retains
gold for whatever sum 1t 1ssues beyond that amount, the pub-
lic have not only a guarantee foi the mmmediate payment in
comn of such pait of the paper cuculation as 1s ever likely to
be conveited, but 1t has also the gumantee of Goveinment
stock for the ultimate payment of the whole ~ But though the
Bank 1s permutted to 1ssue notes on Government stock to the
extent of 14,000,0007, yet 1t 1s not 1eleased fiom the obliga-
tion of paymg those notes, o1 any pamt of them, on demand.
If, thetefore, the Bank found the notes m cuculation wete
sapudly coming i for payment, 1t would become the duty of
the directors to sell a poition of the secmities for gold, when
the amount became so much 1educed as to 1ender 1t probable
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that the circulation mght sink below 14,000,0007, a state of .
things which 1t 15 impossible to conceive  Still, if 1t did arise,
the sale of Government securities would provide for the diffi-
culty. In the 1ssue department of the Bank, tins 1s the only
act m which the dunectois could be called upon to exercise a
discietion.  All the rest 15 a puiely mechanical operation,
stuietly regulated by Act of Pathament

Our proposed bank of issue should be as smple, as well
defined by the Act of Paliament constituting it—and with as
Dittle left to the discretion of the Commussioners  Assuming
that the whole cuculation of the country of one pound and
upwards 1equired notes to the amount of 50,000,000Z, when
the business of the countiy was m 1ts usual state, and assum-
mg that the lowest pomt to wlhich, under any possible encum-
stances of trade, the ciwrculation could be contracted, was
84,000,0001, then the national bank would 1ssue notes to the
extent of 50,000,0007, agamst Government secwrities to*the
amount of 34,000,0004., tmd gold to the amount of 16,000,0007,
and to any further amount 1 cxchange for gold only. So that
at all times, to whatever extent notes should be 1ssued, the
whole amount over and above 84,000,000, would be 1epie-
sented by gold. The bank would be compelled to buy gold
to any amount, as at piesent, at a 1ate hittle below the mme
price, and to pay 1ts notes 1n com or bullion, always on de-
mand, at the mmt price.

By this means the Bank would make an annual profit cqual
to the dividends 1ecerved upon the 84,000,0001 of Government
stock, which, taken at the 1ate of 8 per cent., would give a
sum of 1,050,0007, subject to a deduction for the cxpense of
management  This expense would be considerable, as 1t would
be necessary, m each large town, to have an agent, whose only
business 1t would be to exchange notes of one denomination
for those of another, and to countersign all notes 1ssued fiom
Tus office, and who would not, m any way, mterfere with any
other branch of the Banking business, not even in tiansmitung
sums from one pait of the countiy to another  The busmess
of such agent would, thereforc, he confined almost exclusively
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to the bankeis in the neighbourhood, who would find an 1~
mense facility by having the power at all times to obtan small
notes for laige ones, 1n the dishicts wheie laige amounts are
required for the payment of wages o1 large notes for small
ones, when they 1equire to transmit large sums to London, It
would be, by the facilities thus afforded to country bankers,

at the notes of the National Bank of Issue, would easily be
got mto cuculation m the first nstance, and after wards kept
m enculation. By this plan, also, the enculation of each
neighbowhood would be confined chuefly to the notes issued
and counteisigned by the local agent, whose signature would
not only be fanuliar to all the bankers, but to the people
generally. This would be a much greater guarantee agamnst
forgery than 1s now possessed m Scotland, where forgeies
have been, for many yeas, almost unheard of There, the
notes are issued only by the head banks m Edmbmgh and
Glasyow, and cnculated thionghout the whole country with-
out any local signatuie, but with kocal agents to refa to.

‘With such a cirenlation of notes, the danger of forgery (pro-
vided the best a1ustical means were adopted to make imitation
difficult and expensive) would be exticmely small. The duect
1ssue of notes from the agent to the local banke1s, and fiom
them to then customers, for the payment of wages, and the
rapid return fiom shopkeepers agan to the bankers, would
rendet 1t difficult, 1f not wmpossible, for forgers to get out any
quantity of notes that would repay the gieat expense of -
tating them The best security agamst forgery 15 when 1t
becomes unpiofitable

"The whole expense attending the 1ssue of notes, mncluding
such agencies as we have ieferled to, and also the manage-
ment of the business of Government, which we do not piopose
to attach to such a bank of 1ssue, 13 caleulated by Mr. Ricardo
at 188,000%.—but supposc 1t 15 called 200,000Z.—a yem, the
Bank would still make a net profit of 850,0007 to be applied
to the public benefit

‘The only diseietion which we would piopose that the Com-
nussioners should exercise, would be that which we have al-

<5
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1eady shown 1s left with the Bank duectors m the managenient .
of the 1ssue department, viz —That they should deterinine at
what pomt, duiing the period of a contiacting cwiency, 1t
would be necessary to sell a portion of then secunties, held
agamst the 34,000,000 of notes so as to prevent the possi-
bility of an exhaustion of theit bullion, and when agaim they
should 1e-pmrchase these sccuiities, nevel, however, exceeding
the oigmal amount of 34,000,000Z. Then, as the sale of
securities at such a time nught entail some loss upon the Bank,
we would propose that the profits should be allowed to accumu-
late for thiee yeats, which would create a 7esf of 2,550,0001,
which should always be held as a reseive fund to pay any loss
which the Bank might mewm by the sale of secuntics, under
the possible but highly impiobable encumstances which we
have alluded to And beyond this, the whole p1ofits should be
paid over to the public exchequer, so that, after securing the
conver tibility of the notes and the Bauk fiom loss, they would
go to the 1eduction of public taxes

By this plan the business of the Bank would be confined
exclusively to the 1ssumg of notes, upon stuictly defined 1ules,
and would not be connected with the government of the day
any way whatever, beyond paying over the net annual profits
to the Exchequer The Chancellot would keep lis accounts
with the Bank of England, as at present, and if he 1equued
any accommodation to eke out his quaiteily payments, he
must look to Ins banker for accommodation, o1 must borrow 1n
the money maiket, as at present By this plan, also, all banks
would be placed on prccisely the same footing, none possess-
g any privilege which others did not, but left peifectly fiee
to transact all the business of banks of deposit and agency
i competition with each other  And by tlus plan fwenty
malhons of capital, which 1s at piesent wasted 1n peiformmg
much less perfectly the function of a cmieney, than would be
accomplished by such notes secured m then convertibility,
would be libeiated, to nciease the geneial stock of com-
modities, and to afford new facilities to nciease the commerce
of the countiy, just as much as the same amount of capital
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. derived from any other source whatever The country, more~
over, would save a fuither laige sum, which at present 15 ex~
pended 1 comning, as well as n the wear of the coin, and the
cost of 1ts transmssion , for when gold was 1equned m exchange
for notes, as 1t would usually be for foresgn payments, bars
would generally be taken in preference to com

The immediate adoption of the plan now explained, would,
howeve1, be 1mpossible, m consequence of the Bank Chauter,
at least so far as 1egarded notes of 57 and upwards, and 1t
would 1a1se a very doubtful question whether even the 1ssue of
one-pound notes by another body, would not be indirectly an
mfiingement of that charter , but whether o1 not, 1t would not
appear desuable that the notes wssued should be fiom two
boclies, and lly as the same machineiy and establish.
ment might easily accomplish 1t all. We theiefore now come
to consider, n the #urd place, how the proposed plan can be
cantefl fo effect by means of the Bank of England, under
regulations corresponding with those which we have proposed
for a National Bank, and of those by which the 1ssue depart-
ment of the Bank 1s now conducted ~ Third—

BY MEANS OF THE BANK OF ENGLAND

'To all intents and purposes the 1ssue department of the Bank
of England 1s now as completely separated from the banking
depaitment, as if the two were conducted by a separate and
distinet admimstiation.  We have aheady explamed that the
durectors have no discietion left to them by the Act of Parha-
ment which regulates this operation, excepting m a very ex-
treme and highly mpiobable case, when 1t might happen that
the duectors would find 1t needful to sell a portion of the
securities held agamst the 14,000,000Z of notes 1ssued against
them Practically this branch of the Bank 1s self-acting,
and all that the directors have to do, 18 mechameslly to follow
the regulations laid down by the Bank Act. The precise
character of the issue depaitment has not been very cleaily
understood, o0 Mt Masterman would not have proposed that
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the next quarter’s deficiency bills should he paid out of that
department, And we 1ather agiee with Sir Robert Peel, that
if the two departments aic to be scpaiated at all, 1t would
have been better to have made the distinetion more clear and
palpable than 1t1s to the public, while 1tis left under the same
admmstration. And this might easily have been done without
erther mpaning the piofits of the Bank, or depriving the Bank
of England of the advantage of conducting 1ts busmess by the
Bomd of Duectors as at present constituted — If, n place of
the 1ssue depar tmenl7 a sepatate bank of Jssue had been esta-
blished, d by a pp d by the Govern-
nment and the Govemm‘ and Deputy-Goveinot of the Bank for
the tume being, whieh bank should have dealt solely with the
Bank of England, on preciscly the same texms as the 1ssue de-
partment does with the banking department, there would have
Dbeen no real difference 1 the profits or managenjent of the
geneal business of the Bank of England , but the distiiebion,
contemplated under the Act of 1844, would have been more
perfectly understood.

If, therefore, the Bank of England should be employed to |
manage the cireulation of one-pound notes, under the plan
proposed, at least until the end of 1ts present chaite1, the 1ssue
department of the bank might be easily modified, to accom-
plish all the objects of a national bank of issue, as alieady ex~
plamed, without mtafeimg m any way with the privileges
which 1t holds under the present charter.

Instead of the piesent wssue department of the bank, we
would pmpose to constitute a bank of 1ssue, to be managed, as
proposed, by thiee C d by the Govern-
ment, in conjunction with the Govex nor and Deputy-Governor
of the bank, who would form a Board to cairy out the whole
of the objects already explamed, 1 precisely the same way as
proposed to be done by a national bank of 1ssue, the whole of
the profits gomg m the first place to the Bank of England.
This would give to the Bank of England a profit upon the
cuculation of the one-pound notes, over and above what 1t 15 at
present guaranteed by the existing chaiter. If the figures




