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ADVERTISEMENT:

THE original design of this publication was

that it should serve as a’'sequel to one in which
I bave ende'avoured_ to trzice v‘ the causes of the
fluctuations which ‘hqd,‘oqcurréd down to 1822,
And in pursuance of f}thgt design it was my in-
tention to introduce a detailed desc1*iption of

the circumstances which have led to the late

crisis, with statements of quantifies, as well as
of  prices, illustrative of the different points
which it was my object to explain. But in the

progress of my attempf, I found that to pursue
this pfan systematically would require, in the
collection and arrangement of materials, more
time than I could allot to it, consistently with

the purpose of being ready for publiqaﬁon‘

within the period in which alone the discussion
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was likely to be of any interest or use. It
occurred to me also, upon consideration, that
as the greatest part of the facts which I had
originally purposed to insert, are either matter
of notoriety or of ready access, a detailed de-
scription of them would have made the work
‘more cumbersome, without adding, in a propor-
‘tionate degree, to the force of the conclusions

I have conﬁned myself therefore, in the follow—
ing pages, to a sketch of the most promment
features of the c1rcumstances Wthh have pre-
ceded and accompamed the recent transitions,
and to such statements only as ‘are essential to
a full exposition of my view of the general
causes which have produced those transitions.

Richmond Tqrmce, Whitehall,
~ Jan.28, 1826.

INTRODUCTION.

THE perlod of three years which has elapsed
since I attempted to explain the causes which
had producéd’thé vriations of prices in'the
thirty ‘years ‘terminating in 1822, has ‘been
signalized by ﬂuctuatlons almost as ‘great as
in that ‘remarkable interval, and by revul-
s1ons of commerclal credit, stlll more stukmg'

and destruétive. . L
‘The urgent necessity of dev1s1ng means  of

pr eventmg, or at least dlmmlshmg the range of

such ﬂuctuatlons, has been pamfully brought
home to the conviction of the public. -But this
object, if it is attainable at all, can only be
realized by an accurate appreciation -of the
‘whole-of the causes of the evil. . No lemedy ean
be apphed until ali ‘the. defects in the system of

our currency. be exposed. . To do this as com-

pletely as the importance- and extent of'the sub-
ject would require, is ‘a task requiring much
. o B
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more leisure than I can devote to it. If there
are a few points relating to the discussion of
these topics, which the following pages will be
found to elucidate, my purpose in publishing
them will be fully answered.

Of the different causes which I had occasion
to assign, in explanation of the fluctuations that
occurred from 1793 to 1822, the alterations in
the syétem of our currency, by the bank restric-
tion and resumption of cash payments, and by
the effects of war and the transition from war
to peace, being wholly mapphcable to the ﬂuc-
tuations of the last three years, there remam
only, ,

1. The seasons.
2. Alterations in the value of the currency¥,

% On reference to. the arguments contained in my
former work on'the subject of alterations in the value of the
currency, as among the concurrent causes of the great fluc-
tuations of prices which had occurred in the thirty years
endlng in 1822, I am sensible of an error in the mode of
statement of the arguments, and in one or two expressmns,
which, although of no great lmportance, I take this opportu=-
p¥y-of explaining. The whole scope and object of my argu-
“ment 'was to negative the alleged influence of the bank re~
striction and resumption acts in raising and ’depressing
general prices beyond the degree indicated by the difference

between paper and gold. I did not mean to deny that there
“were great fluctuations in the value of the currency during

the period referred to, beyond the indication by that test:-on

the contrary, I distinctly stated, that from the powerful in=
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in a state of the circulation in which the bank
paper.is perfectly convertible. -
"But the former not having been, in the last

three years, characterized by any very decided

deficiency or exuberance of general produce,
cannot be adduced as having had any promi-
nent share in the recent, as they undoubtedly
had in the former, fluctuations. I shall, there-
fore, not consider these under a distinct head,

* ducements held out to speculation, by the circumstances of

the war and the vicissitudes of the seasons, there were great
alternations of enlargement and contraction of country bank-
notes, and of private paper,and credit, occasioning great tem-
porary variations, which would equally have occurred in the
value of the currency, independent of the bank restriction.
But I ought, at the outset of the work, to have stated, more

* distinctly than I did, the division of the argument into two

branches, viz., that of alterations in the value of the currency '
arising fromthe suspension and resumption of cash payments,
and that of alterations in the value of the currency from cir-
cumstances which would have affected it independently of
those measures. With this explanation, and withthe correc-
tionof two passages, viz., one inpage 135, second edition, line
16, from top, where, instead of the mere word ¢ currency,”
should have been inserted the words ¢ alterations in the
system of the currency ;”’ and the other, in page 143, in last
line but one, where I have inadvertently used the word
<« yalue” instead of ¢ system of the currency,” I am perfectly
ready to abide by the result of any comparison of the con-
sistency of the views which I then entertained with those
which I am now bringing forward on the subject .of the
currency.
B2
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but only notice them incidentally. .And the
whole discussion . in the following: pages will
turn upon the degreé in which: the currency has
been connected; in the . relation of -cause. and
effect, with the violent tr ansitions between high
and low- prices, between . the extremes. of con-
fidence and. alarm which have: prevalled in the
commercml world

 SECTION" L
Upon the causes whlch determme the rate of 1nterest and
‘  the apphcatlon of these to the late ﬂuctuatlons

’ AMONG the most strlklng and 1mportant of the

fluctuations. which have - occurred within ‘the
period under discussion, are those of the prices
of the British and Foreign funds : but the prices

of the funds, in as far'as there is no question of:
risk; are neither more nor less than:the: mea-

sure of the varlatlons in the rate of mterest In

~accounting, therefore, for the great alteratlons

in the prices of government annuities and- secu-.

rities, it becomes desirable, as a preliminary

step, to-investigate the circumstances on which

the-rate of interest depends.” It will appear,:
moreover, that the rate of interest enters as
cause and effect into every conmderatmn of the,

regulation of the paper currency inthis country ;

it would be difficult, therefore, if not lmp()SSlble :
to proceed intelligibly in.the discussion of the.

manner in which the paper circulation has been
administered, or of the merits of the system
itself, without . somethlng hke .a_clear under-

standing of the causes Wthh influence - that
rate.. : ‘ ‘

The commonly recelved opmlon and that
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which is generally adopted by political econo-
mists is, that the rate of interest is governed by
the rate of profit. “In an article inthe Edinburgh
Review, No. 79, under the title ¢ Standard of
National Prosperity,” pp. 8 and 9, which'is
nearly a transcript of some of the opinions con-
~ tained 'in the lectures delivered by Mr. Mac
Culloch, is the following passage: < Interest

rises as the rate of profit rises, and falls as it -

falls : ‘the one is directly as the ‘other.” It is
admitted, in the same passage, that it is often
difficult to deterinine what is the ‘precise ave-
rage rate of profit at any particular period; but,”.
the reviewer adds, : ¢ it is never difficult -to de-
termine whether it is higher or lower ‘at one.
period than atiother, or Whérther it is rising or
falling.” ““ For,” he goes on to say, ‘* this may
always be learned with the greatest facility from
the rate of interest paid for capital lent on good:
cfurity.r e

My only purpose, at present, is to inquire
in what respect the rate of interest is an index
of the rate of profit, and how far the former
depends upon the latter. ~Without entering
therefore into the question, whether the rate of
pxj\og)t‘ ever has been, or is, or ever can be deter-
mmeﬁ‘,as applied’to t‘Jhe return to Qapital; in a
national point of view, I would ask, whether the
rate of interest, dt any particular period, is in-
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dicative of past, present, or future profit? “Past
profits, the present rate of interest cannot indi-
cate, because the capital borrowed for the

purpose of obtaining that profit, has, by the

supposition, been realized, and the borrower
has, for that purpose, no further object in pay-
ing for the use of the capital.. Present profits, as
contra-distinguished from past or future, cannot
be said to exist. When they have been real-
ized; they are past ; as long as they depend on a
contingency, they are future or ezpected profits.
The proposition, then, resolves itself into this.

That the rate of interest, at any time, indicates

the degree of expectation of profit : and then, as
it is assumed that the expectations of those who
borrow _money,:with a view to profitable em-
pioyment, are likely, on an average, or in the
long run, to be realized, the average rate of in-
terest may be-supposed to bear some proportion
to the rate of profit. Thus, on an average of
some indefinite number of years, sufficient to
equalize the _eﬁ"ects of seasons, political and
commercial changes, alterations in the value of
money, and every source of miscalculation,
the customary rate of interest might be assumed
to bear somg ,I%’r\,pportion to the rate of pr_oﬁt..'
But, even on this supposition, the rule would
be of little practical utility in the application
to passing occurrences, or to determine whether,
in any period so short as three or four, or even

t
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ten. years, the. rate of. profit, was " higher or

lower, rising or falling, compared with any.other
~_equal.period. : . The . author;. however; of - the
~article which. I have.quoted, infers,  that: be-

cause the rate .of interest.at:the precise time
when he. was.writing, had fallen, and: was appa-
rently.. fallmg, the rate. of profity» and thepower
of -accumulation 'in. this. country, were:dimi-
nished.in a.corresponding.degree. 1. By thewsame
rule.it might. be:inferred, thatsas within:the last

few months therate oﬂmtenest hasirisen: cons1de- ;

rably, the rate,of ploﬁt‘ andthe. power:ofiaccu-
mulation are, in the present distressed state ofthe
commercial community,.greater than: theyswere

two years ago : nay;-even extendingthe remark.

to longer periods, viz.:of. ten ‘or. twenty: years’
duratlon, what, according to that:ruley: would
be the inference as to the rate of profit?: Cer-
tainly this: that as, during the whole of :the.last

century, and ‘the-twenty-five years of:the: pre-
~ sent, the average, or customary rate of interest
-on ‘good securlty, was higher-during the periods
of war, than in the intervening; periods of: peace;
~ the rate of - proﬁt and-consequently the power
of national accumulation, must have been

greater in the periods of war than in the | pe-

-~ riods of peace. Butas I believe that no person
~ conversant with the nature of  the money

market would for a moment doubt that in. every

future war, if of any ‘extent and duration, the

9
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rate of interest not: .metely-on government secu-
rities, but on-all safe- investments, would: be

hlgher than in an equal period of the. precéding -

or:succeeding peace,.the : :proposition ‘would;
upon the: grounds: sapposed,. admit . of beéing
generalized thus: That the rate of .profit,-and
the power™of accumaulation, . must be: greaterin
war-than in peace ;:and the final - conclusion
would-be, that. perpetual war would be atténded

‘w1th perpetual prosperity : a conclusion’so mons

strous, that it must naturally lead to a suspicion;
or rather to a- convxctlon, that the- premlses are
unsound. - T ot L. e S

T am inclined to thlnk that one of the funda-

’mental errors: of:-the doctrine 'in - question’ is,

that the following consideration is overlooked;

viz: that” while - the returni-to “the “whole of
the :'national capital laid out with. a. view to
reproductlon, are, and must be; estlmated in
kind #, . (supposing - that ‘there were " means of
mdkmg such estimate,) the rate:of interest is
always computed in money; consequently, pro:
fits estimated in money’ are not, necessarily, in
the ratio of national profits estimated in commo-
dities : the variation of the one is’ not therefore, ,

* And that the author of the artlcle Whlch I have qyoted
supposes ‘the estlmate of proﬁt to be made in klnd or m the
quantity’ of commodltles, may be’ collected from- what he

statés at p. 14 to 16 of ‘thdt article, and, 1ndeed £ the
" .whole course of his reasoning. ' :
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necessarilyindicative ofthe variation of theother.
It would be incumbent on - the reviewer, in
the first instance, to point out the invariable

- cohnexion between the returns to national

capital, estimated in kind, and the returns to
individual capitals, estimated in money; and in
the next place, the invariable equality of the
proportions of the whole national capital, com-
pared with its productiveness, and of the supply
of monied capital seeking secure investment,
compared with the demand for the use of such
capital, -by persons having good: security to
offer, this latter being the condition by which
the rate -of interest is determined. ~This, the
author whom I have quoted has not attempted
to do. . Lo o -

Another source of error.in the reaeonmg,whlch
seems to lead to the conclusion which I.have
pointed out, is the unqualified assumption, that
money is borrowed with a. view only to.repro-
duction, or in other words, for profitable em-
ployment, The assumption is an unqualified
one, otherwise it would not bear.out the con-
clusion. For admlttmg that such may be the

case in the majority of i mstances, the exceptions

might be, as they are, so large as to destroy the
application of it to the business of real life.

" A third source of error consists in overlook-
mg the consideration, that monied capitals may
increase in a greater ratio than the means. of
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employing them, without personal superintend-

ence; although the sources of: produetion, and-

the degree of their productiveness may likewise
have increased. And thus the interest on the
best securities; involving no trouble, may fall,
as the returns to mercantlle or other . profes~

‘sional: sklll rise,

Having thus noticed What I conceive:to be

the errors:of a‘doctrine, whlch.zpr_oceedmg from.

a writer whose opinions. have deservedly very
great weight, might, if not pointed.out, lead to
injurious practical results, I.will proceed ta
state what occurs to me in explanation of the
causes of‘the ‘variations.in: the rate-ofinterest,
~ I.should define the rate- of interest to.be that
proportional sum which the lender is content
to receive, and the borrower:to pay, annually,
or for any longer or shorter period, for the use
of a certain amount of monied capital®, without

* T 1§t1hgﬁ1sh with perfect accuracy between mionied
capital and currency: is a matter of some dlﬂ"lculty, .and
perhaps would require a detailed analysrs of every species
of mercantlle transaction. In general terms, however, that

may be called monied capztal which is lent on the security
of bills, that is, on discount, on mortgage, or on any other

- kind of security ;—while currency is that medium, whether

consisting” of gold, notes, bills, or credit, by which the
purchase of’ commodities is effected. In ordinary discoufse,
both monied capital and currency are called money, and the
market for monied or disposable capital is called the money~"

" marhet, and hence much® confusion arises from the use of
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ahy consideration for trouble. in the :collection
of the income, or for risk as 'to the ‘punctual

repayment of the interest or ‘principal at the.
“stipulated periods. Whatever is- received by
‘the owner of 'a monied capital for the loan- of
it"beyond'that rate, ought to be: considered.

in the light of a remuneratlon for’ rxsk or
trouble. S L
+In this v1ew, the rate Qf ‘interest is tlze measure
of ‘the net. profit on capital. = All returns beyond
this; on the. employment of capital, are resolva-
ble into. compensations under distinct heads,
for risk,  rouble, or skill, or for advantages -of
situation or connexion.” When the owner of a
capital'employs it actively in reproduction, he

- does not come under the head of those capital~
ists, the proportlon of whom, to the number of -

borrowers, determines the rate of interest, It
is only that class of capitals, the owners of which

+are unwilling or unable to employ their mone
actively themselves, which has any 1mmealate

: mﬂuence on the rate of 1nterest

This is the descrlptlon of capltals which M

‘Say. CauS Capztaux dzspombles.

the word money, where monied capztal is meant. M Say
notices this distinction between money and dzsposable capital,

“Jand the errors to Whlch the confoundlng of the two terms

together has- ‘given rise, in his excellent and Justly celebrated

Jwork ¢ Traité d’Economie Pollthue,” p- 112. et seq..
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The possessors of disposable monied capitals, -

who operate on the rate of interest as lenders,
may be classed under the following heads:
~1.- Persons or bodies of persons, trustees,
or others, who are precluded by legal .or other
disability from investing any money which they
have tolayout, in any security that is attended
with -either risk or trouble. .. Banks, whether
corporate, or’ consisting of ‘private individuals,
in as far as they conduct their business. ac-
cording to correct banking principlés, may.be
reckoned under this head. It is perfectly pos-
sible that, within certain limits, an increasing
proportion of national monied income may be
accumulated in the hands of persons or bodies
coming under this 'description, to such an
amount that if the borrowers who have secu-
rities to offer which involve neither risk nor
trouble to the lenders, be limited to a certain
number, the rate of interest upon ‘such. se-
“curities - may be depressed in almost' any
degree* - It is clear, in this point of view,
that a fall in the rate of interest on -the best
securities .is ‘no. criterion of " 'the returns . .to

% Tt'is on'this account. that an m(:leased 1ssue of Bank of
England, and other bank, notes in the way ‘of loans to go-
vernment, or of discount on mercantile’ bills, contributes .to
reduce the rate of interest, when there is no corresponding

increase of borro /ers having the most undoubted security
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Vs capital ,actlv’e.ly employed', which involves -the
,// @ﬂ necessity of rlsk,‘:trouble,'and.skill. If by any

“~financial operation, brought about without any
/ intermediate disturbance of property, as. for
_(’ A instance, by an effective sinking fund, our
MQ W,}mational debt were reduced to one or two hun-

e . e

. g dred millions,. it is not inconceivable that any
' / perpetual annuities offered by government,
% y *~within that amount, would fetch fifty years’

N #2e /7 purchase, or in other words, that the rate of
%Mu interest, all other things remaining the same,
~ would, on such securities, be. reduced as low
as two per cent..per:annum. X . :
. A state of war, on the other hand, may easily
be supposed to raise the rate of interest by
creating a supply of that description of security
to a larger amount, and more rapidly, than could
be absorbed by the accumulations of the class
coming under this head. A rise in therate of
interest is, therefore, a condition for obtaining
the requisite  funds from the other classes of
persons possessing monied capitals. ’
Hence it may be. seen why the rate of in-
terest, as measured by securities involving no
risk or.trouble, should be lower in peace than
in war, without resorting to any difference in
the rate of profits, to accountfor that difference
in the rate of interest. TR

% | . 9, Persons who are willing to take some -
A ‘ - _ o f— LT P2
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: %/ _2. -trouble, with little if any risk, and who invest
W/ &Ltheir mon?ed- capitals in mortgages, groupd-
S rents, or in loans on goods and other secu-
Vet l rities involving the necessity of superinten-
oz Zsffaéxg dence, and more or less .of trouble and
#e ceeze-exertion in collecting the annual interest. In
- ﬁ; proportion to the difficulty ‘of obtaining good
o securities of this kind, except at a reduced
' rate of interest, this class would be liable to
merge into the next class which will be
mentioned. EERT
_ The prevalence, however, of habits: of pru-
dence, and the consequently increasing propor-

-

tion of the national income accumulating in the
hands of this, as well as of the first class, would
enable persons possessing skill for the active
.employment of capital, or enjoying advantages
of situation or connexion, and offering sufficient
security, to retain a larger portion of the re-
turns, as a compensation for their risk, trouble,
and skill. Supposing: the whole returns to
capital to remain the same, a diminishing pro-
portion- might go as the net profit to the
monied capitalist, and an increasing one to
mercantile, manufacturing, farming, or other pro-
fessional skill. These returns, beyond the meré
interest of money, and beyond what-may arise
from rent or the monopoly of -situation, con-
nexion, &c., M. Say.classes under the head of
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profits industriels, -as contra- distinguished - from

profits de- capitaux, ‘2 distinction'which our “eco-

nomists might adopt with advantage.
- 8. Persons, who, in‘order to obtain a higher
rate of interest,  or a higher price for the use of

their ‘monied capitals, are willing to run .an

- extra degree of risk in the investment of them,
but without bestowing personal labour, or pos-
“sessing any technical knowledge or skill, to
_qualify them for the active manavement of such
1nvestment :
. This is a class, the extent of which ‘could
not.have been adequately conceived till the ex-
petience of late years, in which the success of
foreign- loans, and mining schemes  of the most
hazardous nature, proves how many - per-
sons’ there were in this countr'y,‘ who, hevin'g
some property, were. wﬂllng to -embark it in
- enterptises ‘of more or less hazard, provided
that such enterprises :promised on the face’ of
them to yield more than the common rate of in-
terest, without requiring labour or skill. In pro-

portion as the funds of this class have been

absorbed in successive payments to the -loans
and schemes, they must-have been withdrawn
from the competition with the two first classes
“of lenders;  and : this ‘new mode of investment
must, consequently, -have operated thus farin
‘preventinga fall; if not, in’occasioning a rise; in

//—7/2/0’ //g/,f%/pf:ﬂ,,{/z,éﬁm/ f/(/C 521&’?7/2:9‘-2’/&% '2/’
Lt Lo o / — O Fen P /W?/b'z ,,f»/ zﬁ'} /cD

77“1.{//,/7{&9 /'//1 //‘,/ /vﬁﬁ({" ( — /M - .,/ %ﬁg
%Mme L '/ﬁ A e a/{,«/ A / ‘
LA é\_,/(;-//ﬁ/ f A7 . ,,/%; L / P /b@d:

,4/,//% the rate. of interest on the best secuf'{;:les in thls
s2C country. At the same time that the progressive B
ﬂ"’/ reduction in the rate of interest, on the best o

-securities, must have. detached many monied i
W“A%apltahsts from - the two first - classes, and
%( Z»brought them ‘into. the third.. There can.be no

doubt, therefore, that the. fall in the:rate of in-
7 » terest, an artificial one'as it now. appearywas,
./%,, . in some. degree, a. necessary. condition. of: the

ﬁ,&/ #. success of: those loans.and schemes to the ex-
ez tenttowhich they were carried. -

- The three classes of persons here enumerated
9 1T .

' those, who, being actively engaged in trade,
/4,, manufactures, or - farming, accumulate - more
" with the prospect of getting the ordinary rate
4. s/ ¢ of interest, after allowing: for a remuneration
y for their labour and risk.. -~ oo |

(et ey )

. A material consideration to be here’ borne in

“/ % ind is, that it is only as long as those capitals
#—§~ are floating, or disposable, that they operate on

Q as being lenders ‘of monied - capital, - include |
~ 2t

. éf{i é' than.they can re-invest in their.own occupation, Ol

B A i

the rate of interest.. When once they are’in-
é vested, whether for a long or a short time, they:
2 &"Z/?/ are out.of the competition of lendable. capitals,

f j/ ég’éﬂs C
2 ~ Thus, if I have invested my monied capital in _
by .
the disgount of bills; howe)}er doubted in-point ;4/-
? &}”‘/""“’"Zﬂ’ / L lale ol ‘2&/ C ez /M /b/{/'-{.-n
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and cease to affect, directly, the rate of interest,
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7 of seburity, and at however short a date, .tpat
Z@r,{i—iﬂ'iéQWi{hdraWLi from the amount of floating
or disposable capital. 1 may, indeed, if 1 have
o sudden occasion to require so much money for
~immediate use, get the bills re-discounted for
me, but then this sum must beWithdrawn: fro¥n
the amount of floating or disposable capital in
her quarters.. . ol
(')t The%ebel}: the ﬁ'fui'ﬁéiﬁal heads under which |
_the lenders of monied c,apitalsrmay be classed, ~
constituting one of the conditions o'n'whicl} the
tate of interest depends, viz:, the supply, 1t re-
mains to consider what is the description of the L
borrowers, who constitute the demand. These‘ s
may be classed as follows :— BRI
1. Persons -who have the prospect of being .
able to employ a.capital beyond their own fund'gf
in such a manner as to afford a return-adequate
to remunerate them for their trouble, and skill,
and risk, aftér replacing the amount advanced,
together with the sum stipulated ffo'r’Ath'e use
-9, Persons who, having embarked the whole
of the 'cdpital which they possessed, and llavillg
entered-into engagements which require larger
advances, and afford smaller returns than they
had anticipated; call for a further sum, of such
an amount, as their securities, or credit, enable

N
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them to obtain, in order to make up for the de-
ficiency, or temporary absence of the returns
which they had reckoned upon. :

- 8. Persons who have occasion to borrow, in
order to supply the means of unproductive ex-
penditure. beyond their income. . This head in-
cludes a great number of borrowers, having
various kinds of securities. It embraces not
only those who are proprietors of lands and
houses, which admit of being mortgaged, or
who have personal security to offer; but the
government, which may mortgage the revenues
of the state, Under this head may be con-
sidered the agents of foreign governments, who
may raise loans in this country, or, in more
general terms, may offer foreign government se-
curities, which hold out adequate. temptation
for.investment on the part of capitalists in this
country. R o

~ An attempt at a classification of particulars
like these, may appear to some too much like a
parade of science; but it is-only by treating the

subject in this way, that the causes of variation

in the current rate of interest can be extricated

from the confusion in which they are involved
by the attempts which have been made, in
discussions purely scientific, to account for all
such variations by the supposition of correspond-
ing alterations in the rate of profit. .

C2
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- The simplest: way, as it stiikes me, on all
such ‘occasions;. 18, where any’’ thmg like:-an
analysm can be. made, 'to consider, in ‘the first

place, the effect of an:alteration in each class

of the c1rcumstances under consideration sepa-

| rately, the:others remaining the same, and then
.to. trace: the, influence of any variation in*éach

class:on all the others.”. ! To-do this completely,

B however, would require a much greater length
_'of discussion than would be consistent withithe
immediate object of. the present inquiry ;-and I

shall . content myself * with pointing'«out -the
manner. in whleh the :7state: of ‘theicurrency
affects the conditions of the rate'of:interest;and
in Wthh the change of- these conditions agaln
affects the state: of the currency: = b
Suppose that, at a given time; all:these con-
ditions :were in their ordinary state;:7and- that
the current rate of interest were, consequently,
steady, it is'very easy, then,:to conceivehow a
sudden increase in:the issue of paper; by banks

of circulation, may:disturb that state of things,

notjvs?ijt}i's.tandting that the amount of suchincrease

may be apparently:small; when" cdmpared- with
‘the whole. of the national capital} for it is not

with the. whole,: nor even with any conside-

rable: ipart of the: national capital,  that what I

cons1der as. a nominal addition to it, bya fresh

issue of bank promissory notes, comes in com-
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petition. :Theamount of capital seeking invest-:
ment, at any given time, may easily be imagined

to be:so limited, that what might ‘otherwise
“appear {0 be’ an insignificant sum, may yet be

a large proportion of that amount, and may,
consequently, produce a great:temporary - de-
pression in - the rate of' interest, on' that ‘de-
scription of. securlty for Whlch it comes dlrectly
into. competltlon : co RS

- But'in- reducmg the 1ate ‘of interest on the
best class of securities, this competition drives
the possessors.of capital seeking investment, to
the alternative of submitting to a.diminished
income, or of running a risk which they other-
wise would not have done, in the disposal of
it. ' And it is, in most instances, the proprie-
tors of the smaller capitals, being those ‘upon

whom the reduction of income presses hardest,

who:have recourse to the more hazardous in-
vestments, whether on comparatively slender

private security, or in sleeping partnerships, or

in joint-stock companies, or in foreign loans..
. It must be evident that the :same reduction
of interest, which leads. the possessors. of float-

ing capital to incur an extra risk in their invest-

ments, is likely - to mduce persons Who have
credit, and who are in the active employment

“of capital, to extend their engagements, if there

be any speculatlve ground - for anticipating an
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advance of prices. This they may do, either
by purchases on credit, to a greater extent than
usial, or by borrowing at the reduced rate of
interest. If the reduction in the rate of interest,
and the facility of credit thence arising, should
coincide with a tendency from other causes,
to a specu]atwe rise of prices, and with the
opening of new fields for enterprise, there will
naturally be a great extension of the demand
for the loan of capltal by borrowers under the
first head. ‘
In the period, however the consideration of
which will form the chief subject of the present
inquiry, the increase of borrowers under that
head, in consequence of the dlsposmon to spe-
culate, and to form joint-stock companies, had
not any immediate or very sensible effect in
raising the rate of interest: it merely prevented

“the greater fall, which, otherwise, must have

been occasioned by the immense augmentation
of paper, or nominal capital*, which was created

# | make a distinction between capital in the scientific use
of the term as applied to the actual funds destined for re-
production, consisting of raw materials, '&A,g,v, and monied
capital. In a settled or uniform state of the;gurrency, how-
ever, and in the ordinary use of credit, these two, terms may
be considered as ideptical or convertible. But durlng the
progress Jqf an 1ncrease\pﬁ the currency there is a factltlous

increase of monied capital, and this I  have called nominal,
which comes in competition- with the pre-existing monied
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during that perlod as will be hereafter more

-partrcularly notlced. The supply of nommal

capital ; ‘and it is while in thls state of increase that it both
reduces the rate of 1n'ceres1:, and diminishes' the value of
money. It cannot enter into cxrculatlon otherw1se than by
1educmg the rate of interest, other things 1ema1n1ng the
same ; as it must inevitably, at. the time it is ‘issued, increase
the number of lenders, or dlmlmah thé number of borrowers.
The additional currency, in whatever way it comes into
circulation, and whether it is in the form of gold or pape&;\
or mere credit, must, eventually, raise the prlce of cognmo-
dities and labour. But.as almost every. 1ncrease of paper,
excepting What is pald by the ‘bank for bulllon, is issued in
the way of loan, either to govemment ot to'individuals,
it is likely to affect the rate of interest in the first instance,
before it comes in’ contact with commodltles. _And this may
account f01 an observatlon which I have heard ‘made, and
which appears to me to have some foundatlon, and that is,
that the effects of an increased circulation are pe1 ceivable in
an advance of the funds, and othel securities bearmg inte~
rest, before they can be traced to the prices of commodities:
and the converse holds with regard to a ‘diminution of the
currency while in progress.  When the amount of the cur-
rency has become settled, for any length of time, at a par-
ticular level, it is immaterial, as relates to the rate' of inte-
rest, Whether the level of the currency be at one half or at
double of its former value: the rate of interest will then be
governed entirely by the supply of, and. demand for, capital,
as resulting from circumstances mdependent of the currency.
But it cannot be too constantly borné’in mind, that every
alteration in the amount of currency pr oduces a temporaly
effect upon the rate of interest.
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capltal was llncreased,,dqrmg,hthat pemod in a

ratio equal to 1f no’g .beyond; that, of the 1mme- |

H!?

dlate mcreabe of demand, great:as, it,was. ..

‘(de[th if?%% . progress of a general; spequla-
ion, the, diate, a‘gsorptxon of gapital jgcom-

SHEY

it ed
paratlvely small . The, increased “den}gnd for

&x(g

Cf‘lp’lit?.“ by tge( ,elass of borgowers . _de§cr1oed
under the ﬁrst;?heda}sd _may nef only’ n,ot outrun
the 1ncreased sum)ly@of nommqgl . Capita] tcneated,
by an enlargement, of, the,cireylating, medivm,
s0 as to. produce a rise, 11%(1,he Jate paid for; the
use of, syeh capital; bu, the,enlasgementof. the
cuculanng medlum may; be, elndi(,lpdee\d;“gom-
m'only is, undeg“,‘s;y;ch ciy dmlﬁap}geis, s0, Jarge
as to proddc X f,“,llf,{n 'cheJ rate gf\_];_,ngeresf‘.-m@}&?
the case, in the further ,nggpesgvepd,“ternﬁpa-

tion of - a geheral specu}atlop, A8, w&dely Jifferent.

There is, then, an immense increasgiin that
class of borrowers, which comee(;yqderg,the
second head and fplr portlon‘ ,ep,,@he 1fagi-
hty of obtammg credlq,ras m)dlqatedwyc,ehlow
rate of mterest has,_been such, as to, give
great latltude to specu]atlon there will be;.an

\t/

1nc1eased demand for capltal and ‘the 1nten31ty

............

m the rate of 1nterest The demand 1s no

fffff

lono er hmlted as 1t was, by the prospect of:ad-

antage to be made by the outlay of the capital,: -

after defraymg the rate required for the use of
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it; it is now limited only by the utmost extent
of the securities-of every descrlptlon, which all

persons “who-_have: entered into engagements,

beyord-their'own' 1mmedntely avallable or con-

vertible'* ¢apital~can- bring’ forward.  If; there- ,
fore,. the: nominal -amount of capital were the

same as it had been when ‘the dlsposmon to
over-trade was at'its’ height, there would, by

the fapidly increasing abborptlon of funds, and.

the’ consequeﬁtly urgent W'mts of the borrowers,

be a-considerable” r1se in® “the. rate of interest..

“No COmplamt (observ ‘Dr A Smlth Wealth

ho’hav“ & hi thevrwwherewnhal to. buy 1t
NGIEF c’ht to borrow 1t Those who have elther
Wﬂl‘ seldoinr be in’ want of the money, or of the

wite, VVthh they have occasion for. This com-
plaint, However, of the scarcity of money, isnot

always confined to improvident spendthrifts ; it

is’ sometimes general through a. whole mer-
cantile town and- the country in its neighbour-

hood : over-trading is the common ‘cause of it.
Sober meérf, ‘whose projects have been dispro-
portioned S their capitals, are as hkely to have
neither wherewithal to buy. money nor. ‘credit to

borrow 1t as prodzgals, whsds expense hasgheen
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disproportioned to their revenue. Before their.
projeets can be brought to bear,. their. stock is
gone, and their credit with it. . They run about
everywhere: to borrow money, and every body
tells them that:they have none to lend.”

But coincidently with, and partly arising
‘out of the very circumstances :which entail a
recoil of the speculation, and a consequent in-

crease of the number of borrowers, is the occur-

rence of a great diminution of ‘the amount of
disposable.-or monied capital. .- All that part of
the -nominal capital which- arose;out .,,,pf -the in-
crease of the circulating medium, beyond what
the ultimate reference and nedessar’y subsidence
o a level with the value of gold, in the rest of
the commercial world, ,cou?dv admit of being
retained in circulation,. is .swept. away by
the process which I have, on* former occasions,
described. Not only is there a very great dimi-
nution of the amount of disposable capital, from
Ythis cause, but a further reduction must be
llowed for, from the large. proportion of per-

sons, bankers and others, who having, in ordi-
nary times, and during the general prevalence of
prudence in the conduct of business, confined
themselves to the safest and most convertible
securities, have been tempted, if not driven by
the low rate of interest, into loans on doubtful
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or inconvertible securities, and, perhaps, into
engagements by which ‘they are themselves
brought into the class of borrowers.

Thus, while the demand for capital is in-
creased in-a very great degree, the supply of it
is “diminished, not ouly relatively to  the in-
creased demand, ‘but to the former amount of
“supply. There can, therefore, be no difficulty
in such cases, in accounting for the';'g‘reat rise
in the rate of interest. -‘And this process has
been strikingly exemplified in' the recent. state
of the moneymarket#. '

* The following extract from a paper published at New
York in July last, describing a state of things very similar’
to that which we have lately witnessed here, and ‘arising
frqm similar causes, may, perhaps, not be uninteresting as-
an illustration of the foregoing remarks :— .

« The scarcity of money is probably greater in Wall-street’
at this moment than'it has been for many years; the full
explanatién whereof, it would perhaps be difficult to ascer-
tain. ~_Some of the causes may, however, be assigned.’
Among the most prominent, wé should be disposed'to' place’ .
that of the many hew companies incorporated by the last
Legislature. - It was assumed as'a fact, both by the petitions
for these companies, and by the Legislature itself, thata
great mass of unemployed capital was lying idle in- New
York, to which these companies would afford the means of
profitable investment and-employment. This assumption
was, in our judgment, unfounded. - 'We do not believe there
was any excess or superabundance of capital ; and all calcu~ -
lations, therefore, made on the existence of such were er-
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roneous, .

culation was engendered and men of all.descriptions and
degrees, were seen striving to get shares in this or that
bubble, not with any view to (for most of them had not the
means of) a permanent investment ; but calculating that, by
good management on the part of the directors, and from the
craving of the superabundant ca.pltal for' employment, these

shares must rise. Hence persons w1thout any means, or any

Judgment or knowledge in such matters, became subscribers ;

borrowing, on- ‘the pledge of their shares, the money to pay‘

for them, until, by a- repetltlon ‘of this process, one and the

same sum  was . often made to.represent as many times its .

value as there were new companies.. - All of -a sudden, how-
ever, in the natural course of trade, that capital.which was
deemed superabundant, but which:was in fact only awaiting

its usual and - accustomed modes: of employment, is called

for —the pu_rchaser of cotton has_to:pay for:it—the importer_

of goods has to remit, the projector of distant.voyages has to
prepare his funds.
ments -have fallen short of expectation. -The adventures
round-Cape Horn and to the Brazils, in ﬁour, &c.; have
brought. back few or 10 returns; the markets are glutted—
the shipments to_the Spamsh Main, of dry goods; have been
overdone, The pause in cotton abroad has. mterrupted sales;

hence, from all these combined.causes, the. merchant is

thrown upon his resources at home, and the money that had
been-lent on' pledges of stock, is recalled to its natural and
proper vocation. But how is it.to be repald ? The borrowers
of it must sell the stock given to_secure the loans. . But the
very demand. for money, for the purposes above enumerated,
dampens the spirit and means of speculating in the stocks,
and sales cannot be made therefore without great sacrifices.
What is the consequence ?. - The holders for the rise make

. New . companies, however, were chartered, and
great. dgmand was created for these.stocks—a spmt of spe-

.Moreover, . receipts from . foreign ship-.
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every possible effort to avoid the necessity of selling; they
borrow anywhere “and everywhere, and at every rate of in-
terest. They besiege the Banks, the Insurance Companies,
and individnals—for they must, at.some sacrificeé or other,

* repay what they have borrowed, or their career is up; and

it is precisely, as'we are infornied, among"tliis’class ‘of spe-
-culators, that the' distressifor money.is most:severely:felt.

- ¢ Another cause, perhaps, -of ‘the scarcity of rmcir'iey;’ and
of the extreme unwillingness of the banks to ‘discount, is the
disproportion - between the speme in bank’”" d the paper in
circulation. - Itis- very———We'should sayiif-cénsure could be
made to bear: whera it Gughti-ingxcusably great. ' Ho this
has - happenedy it would - at-this moment:carry us too- far to
inquire;‘though'" wélmay dttenpt - it ‘hereafter. . 'The fact,
however,'lslmd1sputable.”"’“ Dol .

" The:followin fextract ‘of e Letter from an emlnent mer-
chant in New" York ‘dated” 23rd November, is ' likewise
strongly -corroborative: of my observations ° respecting the
effect’ produced orni: the“mtere% by the recoil of extensive
speculatlons Delamelortoe N

«:Nobill-of exchange can be sold here but on credlt of
two, three, -and four monthq, and such 1s the precamous
state.of commerce; that such payments are ‘hazardous i in the
extreme, and:paper discounted at froth’ 14 to 3 per cent. per
month. - Failures are: consequexitly daily ‘occurring, and nu-
merous ;: .some; ta a considerable amount,”
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SECTION IL

Upon the high and low Prices of the last three Years, and
upon the Degree in which these have been connected with
. the State of the Currency. '

Tur phenomena. of the hlgh and low prlces,
which have occurred within the three last years,
may be classed under two distinct heads.

The first comprehends those articles of which
the rise of price may be clearly traced to a de-
ficiency of supply, arising from the operation of
natural or artificial causes, such as the seasons
or other casualties in soie instances, and in
other instances from the more permanent influ-
ence of monopoly, as in the case especially of
articles of food, this class of commodmes still
mamtammg a high range of prices. '

The second comprehends the commodltles
and other objects of exchange, which, having
risen more. or less, as a consequence of-un-
founded speculation, have, in the majority of
cases, subsided to, and in some below, the level
_from whence they rose.

The latter class is that-alone, the great va-
riation in the prices of which can fairly be
ascribed to the operation of the currency; but
it embraces objects of such extent and im-
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of general excitement and despondency, and for
the appearances of unbounded commercial pro- f?' A, Ln
sperity, succeeded by every indication of de-

pression, stagnation, and discredit, which have VZ@ < 7

marked the period under consideration.

~ That a great part of these fluctuations of/ / /

prices may be ascribed to the state of the cur- Aé"”’“—’
rency, is, & priort, to be. inferred from princi- 7z .~ 7
ples generally admitted: for the theory of
money alone would lead us to expect, in cases
where a great alteration. in the prices of nume= /’m &(
rous and extensive classes- of commodities or /4 Vz l&z/‘
other objects of exchange, cannot be distinctl / |
traced to any adequate difference in the circum- /%Mé

5/}7/1;

stances affecting the supply and demand¥that L 7T 54.&

there musthave been some corresponding alter- /

~ ation in the amount of the circulating medium.
The cdrrectness of this inference a priors, admits, ’/ZL ‘ A
in the present instance,- of being confirmed by ™,
direct evidence .of the fact of an enlargement &+~
of the circulating medium, sufficiently consi-
derable in point of amount, and coincident in
point of time, to account for the rise of prlces
while, on the other hand, in the absence of any (¢€
direct evidence of the relative-amount. of Bank B %ﬁ
of England notes, since the fall of prices ‘has
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portance, as fully to account for the alternation 222 ||

occurred, the jxj nsive Zzstluctlop /f the cir- Sy
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/,; o) culation: of: country ‘notes “by ~ the s numersiis

%7 /& failires and: suspensmns of ‘the 'baiiks, ‘and the

depréSSI(jnf oft'mercantile ‘eredit, ‘are’ quite suffi<

cient itorestablish: the fact of a'great: dimitiution

,Zé/wwof ) thefzaggregate amount of ‘the c1rculatmo~

/{, //D(medlum* ;y J T P SRS ST 73 N LSRR P ik
/ 2 ‘Thedirectors of - the*Bank of 'England

and = mystery iover their: 'proeeedmgsi Bemg

brua1 5 1

L& s COMPLY w1th ‘the request. Parhament havmg
v acqulebced in- that refusal, 1t would have been

¥ Cons1stently w1th my main object, of glvmg practlcal
‘the general reasoning, from. which ‘it.is to be inferred, that

of ‘the circulating medlum, and vice versd. 1 shall content

2N myself therefore, ‘with merely referring, in general terms,’
to-the obvious nature: of  the grounds on whlch that conclu-
sion rests, and-assume it-to'be gfanted. 71\

% /;&/\19’/1

pursuancerof a: policy;: ‘whichy; i without *belng“‘

ﬁﬁ/! Ao bereficial itoithemselves ot the pmpuetors,“ls-:
é/f very injurioustin ity consequeﬂ*ces»foi thepublie)
5* * commonly 'endeavodr to thréw'a veﬂ’of\secfé‘cy

o latle vy ‘them, they ' thought properl‘w“}refuée’ 16

| Z and detailed proofs in'illustration of ‘the points now ‘undér’
& discussion,’ it will be superﬁuous for me’ to: énter'here into -

7 K{ no such extensive. rise of prices, except in case- of scarcn:y,,
- could take place w1thout; an increase of the eifectlve powers
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’f;}}u /" called-upon in: ‘Pirliament, -during dast !sessu:in,~
" Yoriai teturp-oftheirs issuési‘of. motes sifice Fe::
1824, the}date oft'the, Jist refuinimade”
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difficult,.if not impossible, to obtain any account
of the amount.of bank. notes:in. circulation; be-

yond - the very -imperfect : information:: given

-in’ answer to.questions by proprietors, at.their
half-yearly meetings. :.But it was; fortunately,
discovered, that as the ‘bank was’ obliged, by
Act of Parliament, to'deliver-to- the -Commis-
sio'xreré 0£.S;t;ampsa«30n;~"the 1st 'of May in each
year,.an account of, its. weekly issues, the de-
sired:,accounts .might. be obtained through the
Stamp Office.., Owing to the wording of the
order,in the ﬁrstflnqtance, ‘2 réturn-was ‘made
only:;of -the -averages for:the three periods of
three ;years. each, «ending respectively in April,
1823;.,1824,,1825. Thls returnepresented the
followmg .results —i

; fﬂ[’fl"&‘ years, endmg Aprll 1823 £, é0,603.548
;,’:-.."‘:f;)'\':- R ':,_-{‘I Hz :; ,. i 1824, . 18,984,‘499
f 1825, . . . 19,092,005

t_;r{x}gz a, decrease 1n the two last averages

ThlS eneumstance was deemed by most of those

who: commented upon it at the time, as being
conclusive agamst any 1mputat10n upon the
bank, of having contributed, by its issues, to the
speculatlons which then prevalled It was,
however, not difficult to see, that the view: pre-
sented by this return was a fallacious one; - for

the ﬁrst average contained. more than' a year,
'D
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and - the - second a few months, in which the
issues of 1/. notes formed a-considerable. pro-
portion, not less, probably, than seven or eight
millions ;. whereas, in  the period embraced by
the last average, the 1. notes had been called
in, and replaced by an issue of sovereigns:
The amount of the 1/. notes ought to have been
allowed for, either as a deduction from the first
two averages, or to have been added as sove-
reigns, after the perlod when and in proportlon
as the 17, notes were withdrawn.

‘The fallacy became evident upon a return
from the Stamp Ofﬁce, in obedlence to_an
amended order for the weekly issues. From thls
document, which was ordered by the House of
Commons to be printed, on the 2d of June, 1825
it appears that there was a very . consuierable
increase of the issues durmg the two years
ending April, 1825. The increase is most
striking upon a comparison of some partlcular
weeks in corresponding periods of each year:
thus, the amount of notes in circulation was,

Jan. 4, 1823, . . £.16,379,530
Jan. 3, 1824, . 17,230,799
Jan. 1, 1825, . 20,756,948

But as this difference may be supposed.to be

accidental, and of ‘a duration ‘insufficient to in-

fluence the value of the currency, let us-take the

the Stamp Office, dated May 28, 1825.
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average of -the weekly returns for each: of the
three years, ending April, 1825, viz., -

April, 1823, .. £17,750,473
April, 1824, © - . 19,011,575 - =
© o April, 1825, 0 . .. . 20,881,123

After these statements, itis pr esumed that the

fact of an increase ii the bank- circulation, of

three mlHlOIlS, having taken place in the year
ending April, 1825, as compared: with the cir-
culation in the year endlng Aprll 1823 W111 not

A be dlsputed*

‘T'am very far'from’ contendmg that an exten-
sion of the issues of Bank of England notes
necescarlly operates in raising prices, and even-
tually’ depressmg the exchanges. Much less
that it i, as has been sometimes asserted, inva-
rlably accompamed by a correspondlng increase
in ‘the issues of country banks, and in the circu-
la‘uon of private paper : on the contrary, I have,
in'my former work, adduced instances to shew
that a considerable diminution of country bank
notes, and of private paper, and a great fall of
prices, have sometimes occurred coincidently

with a marked increase of Bank of England :

notes.

~ * T have inserted in the Appendlx (B), a sta.tement of
the monthly averages of the weekly issues for each of the
three years, ending April, 1825, as stated in the return from

D2




36

s ek instanees it was clearithat'a redue-
‘tion"of thie.other component:parts of ‘thecireu-
“lation had taken place ina proportionigreatly
beond thevincrease of Bank of England ridtes,
“and that the total’ of ‘the- cn"culating‘“medluin

f,.:::s»_ f'unzlmx A 1o

was' diminished:’ "
2o But I h’”d"further"dccasmnﬂto& shew'that 1f'
under circufiistances’ ‘favourable to speculation,

and, consequenﬂy, to. the‘*extetiéro’rﬁ*of country
bank ‘noted; and b privtel paper,lan @xtended

quantity of Bank‘oft England!hetesiwere issued,
the rise) of p‘rléésJWblﬂd! B8 s6imuch. thengréater

"an_d»’mo,re i'apid.“f“*),“’ vllgvavnn odd y¢d -l
. Ipse Happeniain thb dastahcgobeforeus/ithat
the lextensiol ofitheibanlkeiteulationtbokplage

at“a, time, Wwhetl! othefis ciréumstances uwdre
contributing; in‘a remarkable degre‘e SR 0ELc) &

“cite speculation, andiwhen, evenoif ¢’ baik

issues had remained stationary, thereviwonldfirh
all:iprobability, havebeen afi! increadys.indthe
general circulation, by IP‘?[@% of‘ t)lrle ;c{oi‘untry
bank notes and puvate pap s g
After., the elose. of, 1822,;1}1,1@1‘%‘1‘1&7&5 a,,,p,ro

gressrve._rrlse +in - the: - pricesyiof s agricultural

“produce. - This rise- may be’ referred chleﬂy
~ to the following causes.— neorab
'Of corn, the produce of 1822, elthough very

POHTEATT - L0

ﬁne n quahty, was a, bare average in quantity.
The glut which, had prevmusly ex1sted ,had
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been: ‘abat'e‘d}’sb,y the: increased . . consumption
consequent  oni-the low. prices;. and :as . the

harvest .of 11823 was not above, and. that .of

1824, -was - rather below an avelage produce,
‘théLstock on hand, which had previously heen
of extraordinary magnitude, was undergoing a
gradual.- diminution,. This, seircumstance com-
bined; with a still: increasing. population, has
broucrhtu,the, monopely. . created;by the . Corn
laws into" full ,operation, . and.a. hlgher Tange of
prlces has;xbee,n,(the‘consequence Vo o

191 OF meat,,the;,rlse in| prigeds, easﬂy accounted

for by the unusually extensive, ;slaughter. of
caﬁtle;and:sheep)durmg the great.depression of

ipricesicthree  years .agoy; ;andisby. the prevalence

-ofan extensive rot, among the latter, in conse-
-guence: of the extreme Wetness of the autumn

051824, leavmg a. reduced ‘number to meet

theidemand#*. ‘This rise in. aorlcultural . pro-
sdacer aﬁ"orded;the means-—for an: extension  of
Y tjuji

# ' That the rise in the prlce of corn, and of farmlng stock
in general, was the ‘cause. rather than the effect of the
iriérease of ‘the issiies of the country banks, may, I think,

« fairly be inferred. from the following considerations. - 'While

the prices of all other commodities which, \’Vlthout being
in deficient supply, rose between the close of 1824, and the
fivst three or four months of 1825, from 30 to 50,.and, in

:some mstances, as high dS 100 per cent. have fallen in the
’ last ‘thtee - months of 1825, to, or below the 1evel from
" ivlich they rose ; the prices of corn, and of meat, have been
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the issues of the country banks; and: ac-

cordmgly it appears from the" followmg official

on the average of the correspondmg perlods, as hlgh in the
latter perxod as in the former. The comparlson Wlll stand
thus '

R

Aggregate average of the six Weeks endmg—- ‘

‘Beans, "

Wheat. "Barley Oats. Rye. ‘Pease.

: : s odioose o dios. de.s. do s de 8. d
Dec.24,1824, 63 6 40 8 28 4 88 4 40 T 47 7
Mar. 81, 1825, 69 17 88 11.°/%4’8 89 T 371278919
Dec. 26,1825, 64 4 41 2 26 8 441 45 9 4810

Hence it will appear that notWIthstandmg the great con~
traction of the circulation of the Whole kmgdom during the
last s1x Weeks of 1825, he prlcevzof allngram, wheat ex-
cepted, was higher than' even durmg the great specu]atlons
of the first threé monthscofcthat year. . The fall:in wheat,
since:that-time;may be: acco,unted for,, first, by the.admission
of between three and four'hundred thousand quarters .of fo-

reign, which were bonded prlor to May, 1822, and 'by the

clrcumstance of the wheat -crop of 1425 havmg been” both
early ‘and’ abundant. “‘As to barley, i35 WAl kit tHNE
it was artificially, kept down, in order to prevent the ports
opening for it in August last, and that the subsequent rise,
which admitted the. importation, was,. from scarcity ;ayers

powering both. that effort and the effect . of .the contractlon

of the: currency which was already felt. ‘
The prices of the best meat in Smlthﬁeld market, as quoted
from the Farmer’s Journal, are as fol]ow, viz:

; BEEF. MUT’I‘ON

Highest, Lowest. Mean. Highest. Lowdst. Mear.
o ; sd. S.d s odo s d s d sid.
Last Quar. of 1824, 4104 0 4 5 . 5 0 4.2 4.7
Fitst  Ditto 1825, - 5.8 410 5 0. . 6°0 5.0, 5 6
Last Ditto 1825, 5 4 4 8 5 0. 54 570 59
: ‘ TN e
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statement, that there had been, from that fime,
to.the latest permd to wh1ch the: returns haye,
been made up, a progressive increase in that
branch of the circulation. R

By an account from the - Stamp Ofﬁce, f‘ of
the number of country bankers’ notes stamped
in_each year from 10th October, 1820, to. the,
latest period at which the same can be made
up”-—-the number stamped amounted,

In the year endmg 10th October, 1822 to .' 2,293, 035 '

, endmg 16¢h ‘October, 1823 . 2, 455,731
endmg 10th October, 1824 2,935,081; :
1"716 387i ,

st Accordlng 1to the proportlons here glven of

| the” hdinlér 'of notés stamped, and " assuming

the commoh calculatloné that the total amount
in, 1822 was about twelve. millions, to be ‘¢or-

‘ ‘rect, the amount in 1825 would be between

The prlces have kept up durmg the greatest pressule
of'tHe” ontractlon of 'the “ currency, at néarly the same
height as ‘they we1e during the ‘greatest énlargement of -the
ciréulation, ‘and “dre almost as high as they weére on the
average of the last war. If this statement does not afford: a
presumptlon of " scarcuy, I do not know what can; -and 1
believe that I ‘may appeal to'all those who are- conversant
with country matters, for the notoriety of the fact, that the
stock of cattle, and partlcula.rly of sheep, has been deficient
in ithe last two years. The probablhty now is, that the
supply will be increased, from the great encour, agement held
out: by the hlgh prices of those two years. -
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for commercial security, had- been made- by the
government.of this country: - o

The fall'in the rate.of interest, which.was,. to
a certain extent, the effect of the increased
issues of paper, becamey in its  turn, a. cause-of
speculation, and thence of afurther increase. of

_the circulation, by the facilities which it afforded

for the use and abuse of credit. The rise-of
the funds had allowed a great profit-on the
subscriptions to some of the new insurance
compames, and other schemes. It had also
operated in.raising the, premlum on several of
the South American and other foreign loans.
‘These causes, combmed ‘Wwith' thiose’ which

have been before alludéd to, ‘Were'inl operatmn;

subject only to occasional and-trifling’ Teaetion
through 1824 ; and ‘were' sufficient- tobrendet
the circulation excessive, without any’mcrease
in the amount of the Bank of ‘Englandivissues.
Tiideed; the tendency 'to excess in-the"circu-
latmg medium, and to an exportatlon of the
precmus metals, ‘Wwas already indicated by the

| shlpments of ‘bullion’ to' South’ Amerlca ‘which

were' in the course of being made in the Spring
of 1824 ; and- although 'the exchanges with
the continent’ of Eth‘ope did not apparently

yielda proﬁt on the export of gold tntil July of

that year, there is reason to believe that there
were some operations which kept up; the ex-
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changes by the transmission of gold; when an
attempt to have remitted the amount in: bills
might have caused a great and alarmingde-
pression. .. - .« : =

- Unaccountable as 1t may seem, the Bank of
England, instead. of taking warning from. the
indications. of pre-existing excess, actually in:
creased its issues in July of that year. B

.The amount of Bank of England. notes in cir--
'culatlon I o : ‘

: ’- £ “19'soo,61’5"'
Iy s 1824 SRl L e, 660,9'7'3

B0 { :
.- But it, Was reserved for the ﬁrst three or four
months of 1825,,t0 dtsplay to.the fullest extent
the, .effects , of -an., .increased issue of Bank of

_ England notes,,co;nmdmg with circumstances

fayourable to speculation.

. The close of each yearis the perlod at whlch
by annual custom, the stocks of goods on hand
and “the prospects. of supply and consumption
for the coming season, are stated and reasoned
upon, by merchants and brokers, .in circular let-

ters. addressed to their. correspondents and em- -

ployers By these circulars it appeared that, of

some important articles, the stock on hand fell

short of that at the close of the preceding year.

From -this, the conclusion. was more or less

plausibly deduced, that the rate of the annual
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- consutnptionof those articles wasoutivnning the
; rate’ of the annual supply, ‘and that an:advance
‘ in'price ought to takerplacel; at:the’same time
there weére; asin: the case of cotton and silk;con-
“fident repot‘ts oftfailure: of»crops,fov other causes,
‘which would-inevitably:diminish: the forthcom-
mgws‘upply.f Expeetatioti‘of ‘scarcity was'thus
combined with:actual deficiency in: exciting the
spirit of ‘speculation, This ‘was dirécted, in the
first instance; to- the articles ' which; tpon fair
mercantile. groundsjotjustified and) called-ifor
some advance in_price, inasmuch as the rate of

the consumption of theth hadrotran the aver age
' _'rate ‘of’ supply Tﬁe?‘”‘rlse‘” Howeverd,  which

! ki ol ad TaeEn npr !
: would - have been requ1s1te “to !mcrease t’He

_'supply, or to d1m1n_1§h ];he,,copeumpmon,r;&‘r’ould,
in ‘most of the  cases. ‘In.. question,.. have rheen
| trlﬂlng vl

“But, When speculatlo 'isonce o fobt, With
k'a circulation of the’ expanswe natire " of o rs

5" the rise of any one article may not only be in a

ratio far greater than the occasion really, calls
cW culatmg medlumﬁmay cause mdlrectly a rlse 1n

g ST e adi

for, but by i lncreasmfr the’ aggregate:of -the cir-
%/Zﬂébther commodities. "
/W% The 1mpulse, therefme, to a rise being glven,

7 ;w///v and every succeedmg purchaser havmg realized,
~ or appearing to have the power of reahzmg,

Z%A Zproﬁt a fresh inducement appeared at gvery
2 4 WM/Zy//c W)/ s

/ L2l Jﬁk’//b,ﬂ//

;%&4 /L/ca/aé/éé¢2:5/7 Lz

- ,4. - T
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e /e/“/é« precers g i o e
L2 4/4,///74'1/ (///7 i /4%/’5{4% |
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/
o Clicez e / u//z,é/“}z ‘,//«z/’

pe y’Z,& o’
e &tep of/ headvanee to bring: forward new:buy- L,
Vs 7 -
ers.:» [These were.mo longer:- suchrxonl‘y aswere,,
> )
cenversant /with- the: -market : ' many; persons /”

- wereinduced torgo:.out.:of - their:own: line;.and / e i
to.-embark:. their funds or:stretch. thein-oredit, / o
with.aview:to.engage;in iwhat was represented £ e //(4
to them by the brokens: as 2 tcertain;means” 7 /e /QE
of realizing: a.great.and, immediate gain. ] L=
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SL L
C@ttemexhl,blted the 1most,; extraordlnary in« /2"!4"’;"}79‘
st;a»nqg«qf speculatiori-garriedibeyond all- reason- , A
able«;,hmmds% $lebj‘9,‘}’00l ,uand some :.other <7 ' M
iy otes o0t re doumesai ?«,)\)Hx! iy soupvlin fatoe %)/, :

ool ther more orsh while de'motice; the, speeulations “

111,1’ §illk,and, wool, b peause, some; gfjthe cog??eﬂqqnceﬁ of those
)sliecul‘athpsﬂhia;ve PIeeI% 31:}53! Ipretenc{ez Lfo)acal}h}nég in g_uestmn
tile SO?lfI?d{'l{BSS of (fhe \po 1cy’ of the ‘commercial measures

WA a8 DELH 36 ght’ o%v%nﬁﬁ”b‘j‘the presulent ‘of the :
fBH?aﬁ;d Off Pradelo! IThE Teortiplairits 56f  those who: afraign
the policy in question, are not, however, exactly :alikein
SYery. p@r}}cglar -8y ;‘eg@rde the itwo, artlcles. .But .on one
point they gla)e‘e{,l v1z . m con31der1ng that El}e eg)ceissqe
1mportat1ons of thes'e altlcles, which have contrlbuted (to
déi}ireé‘s the'! exchanges, ward the effects "F tHe reﬂuctmn
ofs dutﬁr‘i ‘Now"T# s inclirled to' believe that - 1o partof
the exdessicof: )Impoﬁa,bmn ocaiv beiascribed: to- the redugtion
of duty.. The,- detaﬂed,xeqsqns fo;' that opinion, ‘Ivoulgl,,be
here misplaced, as not 1mmed1ate1y bear;pg Qr}‘th_e sub_]ect

One remark howevel, is
de01s1ve, 'oni the questlon,

unde1 dlscussmn in the text

obv1ous, and ‘at the same tlm
and thiat is; that a still greédtey e&ée&s of! 'speculatmﬂ’ahd
consequent::importation-has tdken place in cottonyin; which
there was no,alteration of the import duty.., The same re-
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‘articles, .in which some advance was justified
by the relative state of the supply-and demand,
became the subjects of a speculative ‘anticipa-
tion,.and advanced much beyond the occasion,
mark applies to other articles which are now very low, such
as tallow, flax, timber : on none of these has any alteration
of duty. taken place ; on. thé other hand, the importation
of hemp, on which the duty has, been reduced 50 per cent.
has been much smaller in thls last _season, than on the

average of the three precedlng years Wlth regard to silk,
1ndependently of the charge br0ught by those who ob-

ject to the reduction’ of ‘duty on ‘the ‘YaWw material, that it

tends by inducing excessive importation, to depress the
changes, ~ the manufacturers .complain .of .the, .depress-

mg effects produced. upon the vent.of wrought silks,

by the antmlpatlon of the admlssmn of the f01 elgn
manufacture in July next, at a duty of 30 per cent 1t
stagnation and depression weve pecuhar to ‘the‘tradé in
manufactured silk, and could mnot ‘be distinctly' traced' to
other causes, the complainants might. have,-at least, a plau~
sible ground for considering the impending, foreign. compe=
tition as the cause of that depression, although this would
form no suﬂ"unent ground for continuing to tax the consumers
of silk, for the benefit of the manufacturers. But how
happens it that the same stagnation and depression exibt
in ‘cotton, linen, woollen, and other manufactured goods,: in
which there can be no such dread of foreign competition ?
Is not the same sufficient cause applicable to them all,

viz., the excessive 1mportat10n consequent upon the pr ev1ous
speculative advance of prices ?” Excessive importation has
the manufactured article.: :'The depression-in the silk trade
is’ perfectly accounted for by this general cause.

produced a decline of the raw material, and this agdin of _

T

|

/§¢ 7//{/&,/% =l
i%m /

—C c:m'}m,j e
— 6/ Afzwé’f

Jts notes. -
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degree ‘as -cotton,
~~Speculative operatlons embracmg 80 many S
commodltles of great importance in pomt of d‘/A A

amount, necessarxlz created a large ‘mass of - M{%

paper, and of transactions on - mere crealf- (D .
‘ thus adding to a circulation already swelledgzzw a. 5
by the increase of countiy bank notes. Such g |
were the circumstances under which the Bank Z/é , &
~of England issued, and for some months main=# /“’y At

tained .in cu‘culatmn, an increased amount of z /,;m
&»’M’aﬁ/=f¢

Al

~Although this’ 1ncreased issue by the bank, as
I shall have occas1on ‘to shew more particularly

yet it gave a fresh and powerful 5 Fue L)
stiinulant to that spirit, and assisted in convert-
ing incipient delusion into absoluto 1nsanity

For never did the public (Uhat part ol It at Jeast % < 4[

which entered into the vortex of the operamons

in.question) exhibit so great a degree of infa- M }
Coe

tuationiyso complete an abandonment of all the

most ordinary rules ‘of mercantile reasoning

smce ‘the celebrated bubble-year 1720, as it W
did in- the latter part of 1824, and in the first W
three or. four months of 1825. -

- The speculatlve anticipation of an- advance %M&
as no 10 longer confined to articles- which - pre- ¢
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- sented a plaus1b1e ground for some rise,. how—
eversmall. It extended itself to articles.which
were not only not deficient -in - quantlty, but
‘which were actually in excess. Thus, . coffee, of
which the stock was mcreased compared with

the average of former years, advanced from 70
to 80 per cent. Spices rose, in some mstances,

from 100 to 200 per cent., Wlthout any reason .

whatever,,and with a total 1gnorance on the

part of the operators, of. every thing connected' '
with the relatlon of the supply to the con-,

sumptlon s
In short, there was nardly an artlcle of mer-

chandise: ‘which did not . partlclpate in the Tise.

For it had become the business of the. specula— -

tors or. ‘the - brokers, Who were mterested in

raising and keepmg up prices, to look mmutely k

through the Geeneral Price Currents,w1th aview
to discover any article . which' had not ad-
vanced, in order to make it the subJect of antl-
cipated demand L ‘

If a person, not under the 1nﬁuence of the
prevaﬂmg delusmn ventured to  inquire for

- what reason any : partlculal article had risen,
the common: answer was," ‘“ Every thmg else

has risen, and therefore thlS ought to rise.’

The comparative : statement of prices in the
Appendix (1), will eXhlblt the moqt str1kmrr in-
stances of this extraordlnary rlse ‘ ,
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‘While such. were the transactions in the mar-
ket for goods, and while there was an extension:
of the.system of loans: to:the Transatlantic

States, some. of them affording little or no-secu- . -
rity, -but ‘almost-all coming- ot at a premium, .
an enlarged. field was ‘pre'sLented' for:the spirit of
gambling to’enter.upon.. New mining, insurance;. .
and - other. schemes, were.: set-on foot on the
-pr1n01p1e of Jomt—stock compames, in 1mmense

numbers. .

*The" earllest South Amerlcan mlnmg as50- .-
matrons formed -in-this: country, had been-en- -
tered into: with: considerable circumspection;

the: partles with whom 'they originated, had, by
1oca1 1nformat10n and connexmn, secured: comi:

paratlvely beneﬁc1al contracts ‘and. pI‘lOI‘lty of .

R an T R R S RIS e feT

the working of somé of the most productive
mines. - These apparent advantages being' made

ﬂﬁknown, attracted numerous persouns to-'buy
- shares: from: the: original - subscribers at:a pro-
o gfreSSiVely'i increasing ~premium.: The. great
‘gains, or .rather 'premiums in:anticipation of
gaiﬁs,thtiéobtained by oneor:two ofs these
'aSSoolatlons, held out an mducement to- the

formatlon of neW ones.

it is well known how numerous]y mmlng and ,

other Jomt-stock companies. sprung . up,.- and.
how successful “they *were - for some time in

catchmg and turning to account the- dlSpOSltlon
E




R

50

for hazardous a‘dventure Which pervaded' the
nation.’ o ' '
"The operators on the share- market made the
new schemes the basis for an enormous extent
of gambhng Many persons, quite removed
from all connexion with businéss, retired offi-
cers, widows, and single women of small for-
tune, risked their incomes or their savings in
every species of desperate enterprise. The com-

petition and scramble for premiums in concerns.

which ought never to have been otherwise than

at -a: discount, were perfectly astonishing to -

those who took no part in these transactions. -
These operations in shares had an effect like

that of the speculations in goods, in adding to -

the mass of the circulation of paper and credit ;
and this, be it still kept in mind, concurrently
with the addition which had been made to the
Bank of England issues. ‘

It is not possible to compute, w1th even any
approach to accuracy, the amount of the addi-
tion to the total of the circulating medium by
these united causes; butif I were called upon
to hazard an estimate, I should conjecture that
the whole amount of the circulating medium,
including transactions on credit without the

. intervention of paper, must have been, on the

average of the four months, ending April, 1825,
little, if at all'short of fifty per cent. above what
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it‘had been inthe corresponding period of 1823.
The approximation of this estimate to the truth
is rendered probable, by the consideration, that
upon the principles Wthh determine money;
prices . and nominal - values, such a general rise;:

of prices, amountmg, ‘in some mstances, to up-a
wards of 100 per cent., without even the allega-* g

* tion- of any general scarcity, could not have

taken place without an immense ‘expansion of
the circulating medium. It is also to be con-
sidered, that the greater part of the transfers
of the original shares in the foreign loans, and
new schemes, while the payments on them
were light, and_while confidence was still en-
tire, were carried on. by a m,edmm engendered
in a great degree by those. very. transactions ;
and that the profits realized or “anticipated by
the successive shareholders, afforded a fund of
additjonal credit as well as of nomiinal caplta]
with which they might and did- appear as pur-
chasers of other objects of. exchange

.. This sort of medium comes:under the de-

'_s_'ciripti‘on,of what is familiarly and expressively

denominated a .bubble, which bursts upon the
test of metallic value, or of ‘ultimate payment
in: the basis of the currency being applied to it.
But it does not the less, while it lasts, add to

the mass of nominal values and 'exchanges,

nor arethe ﬂuctuatlons arising out of it less real
E 2
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in_their - influence. upon - the fortunes ' of:indi-.
v1duals than the:fluctuations ansmg out of bu31—
ness more strlctly mercantile. o
. Thus far, then, as to the enlargement of the
currency. in part caused by, and in- part caus-
mg, a high range of prices® | S

We now. come to that which has’ constltuted

the main feature . of the fluctuations, which are

the subject. of the present 1nvest1gat10n-——tlze

Jall of prices. -

It was perfectly. clear to any person not pos-
sessed by the mania which prevailed last .

spring, that there was no solid foundation for

the general rise of prices which had then oc-

curred, and appeared to be still in progress.

From the information which had been commu-
nicated to me by Mr.Jacob, as stated inthe Sup-

plementary Section to my last work, it appeared

that there had been a great fallingoff in the an=

nual supply of gold and silver from America. The
fact had since been fully confirmed by - official
accounts of the coinage of the mint of Mexico
dovvn to the close of 1823; and, by an official
report from the great mining district of Gua:

naxuato; which stated both the fact, and the

cause of the diminished produce of the I'netals;
viz., the abandonment of the prmc1pal mines,
Now the reduced produce seems to be little, if

at: ,.,all more ‘than may be -cons1de1ed to-be -
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sufficient  to supply the' consumption for plate,

'ornaments, ,&;cm ‘and" the wear and loss of the
“coin ; so that there was no- ground for lnfenlng

the;t any diminution of the value:of gold and

~silver could ‘have yet occurred.. On the con- '
‘trary, there was reason to suspect; from the con-".

siderations’ above mentioned, that the greatly-
’diminisile‘d production “since 1810, compared
with that of the_corresponding antecedent pe-
riod, must have left a ‘chasm in the aggregate

~ supply; which could hardly fail of being felt in
“a lower range of metallic prices than had been

experienced for many years, before it could be

- counteracted by the increased produee of the

‘metals, ‘which may. be ‘anticipated from: the
‘mining projects now on foot. : It might, more-

over, have been perceived, that as the prices
of food abroad, and of most other articles which

were not interchangeable with this country, and |

consequently not affected by any speculative
demand from hence, were not higher than they
had been for some time before, and in several
instances not so high'; a still stronger presump-
tion:was afforded of the probability of an in-
creased: rather than . diminished value of the
metals. in the ‘rest of the commercial world.
Upon this view there could be little doubt that
the rise of prices, in every case in which it
could  not be distinctly accounted for and justi:

e N e
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b fied by scarcity, was delusive; and must have
1 . been connécted with excess of papor.wlt was,
%ié‘, A ev1dent ‘that " this: excess of paper: aper.-could 1ot
g ve rétained much longer while subject -to ‘the

1y cﬁeck ‘of ¢onvertibility ; -and . that. ‘when the
3 efflux should take place, the great- contraction

i of the currency ‘which” would ensue; niust in-
evitably entail d fall of prices to;- or- poss1bly
below, the-level fiom whence they had risen;
accompanied ‘with great coininercial’ reverses;
and with éveéry appearance of gloorn and depres-

;! sion; succeeding to “the excitément and appas

rent prosperity which had marked the precedmg

L twelvemorith:

‘How  correct this: antecedent réasoning was;
has béen proved by theevent.” The process by
which the fall has taken place 18 sunple and
i obvious. - IR T AR IR
- As applied to goods——-an overwhelmmg ims=
: portatlon and consequent a¢cumulation of stock;
and, at the same’ time, a diminished export;
most articles: having risen beyond the piice
which the foreign consumer ‘could. pay for them.

As apphed to the funds; or public securities;
of this country=<a rise in the rate of interest,
occasioned. by circumstances which have been
already explained. ’

more accurate appreciation of a greater outlay

- Asapplied to shares in the new schemes——a :
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and of smaller returns than had been before an-
ticipated, and a limitation of the demand for in-
vestment in them to such persons only as could
afford to depend upon remote contingencies for

' an income: above all, a general deficiency of
means among the subscribers to pay up the

succeeding instalments, as they relied, for the

most part, upon a continued rise to enable them -

to realize a profit before another instalment, or
upon the same facility as had before existed,

- of raising money for the purpose at a very low
rate of interest.

As applied to foreign loans—the absence of
security for some of them, and the rise of the

~rate of interest in this country, which has.the

same depressing effect upon all of them.

In these, and in all other cases, in which a
great reduction of nominal value has taken
place, an inversion of every step, by which it
has been shewn, that the rise of prices and the
fall in the rate of interest, became both the cause
and the effect of the great enlargement of the

circulating medium, will account for a tall of
prices and a rise in the rate of interest, as being
both the cause and the effect of the contractlon
of the circulating medium. A

- There is another c1rcumstance which always
attends a great fall of prices, and which tends,
for a tlme, to reduce the circulation of private

S
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paper, ‘even below the amount which. existed
before :the factitious : rise,- . viz.,. commercial
failures,  which, . when occurring. to a' great ex-
tent, - occasion ~-a . general : distress, and diffi-
‘culty.in obtaining:credit, even in the course of
ordinary - mercantile . business *. - This is the
natural and necessary effect. of the - reaction
from  a previous- speculative rise of prices,
which: had ‘been accompanied by an enlarge-

~ment of the:circulation, through the medium of

mercantile paper and credit..: But in the pre-

-sent instance, the contraction of the:currency

has been :aggravated by the peculiarly slender
means with which a.great part-of the-private
banking ;establishments in England. have been

conducted. The issues of many of these banks

had. been.enormously: extended, without-any
adequate reserve of available funds to meet such.

~sudden demands as it is of thé very essence of

the principles of banking to contemplate and
provide for. It appears, by the disclosures
arising ‘out. of the late disastrous and -unprece-
dentedly nummerous failures, that several of the
'banks had been for. some: tlme before, 1nsolvent

* It is this effect of a fall of prlces, whlch ‘sometimes
admits(and has done so in the Tecent “fall) ‘of the Bank

of England keeplng up the amount of its issues consis-
tently with a recovery.of the excha,nges
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and had been kept-afloat merely by the-confi-
dence of their customers,: and. the facilities of
the. money-market, which had - accompanied

~the increase of the Bank of-England-issues

during the high  prices. : The: first: -breath of
suspicion, and- the smallest reductlon ‘'of their
accustomed "accommodation was  sufficient to
sweep ‘away “this description of ¢itculation of
paper. -It has been discovered, moreover, that
several -of the country banks, -which - were

solvent, as far as related to the -power of

eventually liquidating their engagements, had
not. been conducted-on- correct banking prin-
ciples, having either no reserve at. all, or ‘a

~ very inadequate one in an available and imme-
diatély -convertible form. -

Some, too, of the: London banks had carried
on an extenswe busmess Wlth Very msufﬁment

to b‘ ‘Tun upon on the occurrence of any general
discredit. One “of the: most considerable  of
these, after strugghng through dlﬁicultles for
upwards of a Week topped payment early

in- December The ‘notoriety ' of -these - diffi-

culties in ‘the ﬁrst 1nstance, and the. eventual

‘failure, diminished the resources of the country
connexions of this- firm, and such of them as
had not  independent ample and immediately-

convertible funds, were under the necessity
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of suspending their payments ; thus adding
to the alarm which was already prevalent.

The consternation now became general, not
only among the holders of local notes, but
among depositors, as well in the metropolis
as in the country. There was, in conse-
quence, a severe run upon several of the London

bankers, of whom three or four, besides the '

one: before alluded to, suspended..their pay-
ments. - The panic was then at its height;
nearly seventy banks, in town and country, sus-
pended their payments in the course of the
single month of December last. - Bank of
England notes and gold were almost the only
medium which would then be accepted. in
payment .throughout the ‘country ;- but Bank
of England notes, where even they were
taken as readily as gold, could not supply

the chasm created by the discredit of the.local
paper, since the bank had ceased to issue one
pound notes:; gold, :therefore, was. requlred

specifically for this as well as for the more

general purposes of meeting. the..demand from
want of confidence in the paper. - The drain
upon the bank coffers for gold, for internal
purposes, was, from these causes, 80 great,

that, following a previous drain for exportation, -

doubts were  entertained whether cash pay-
ments could be -continuengappily, the public

%mzm
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escaped the: calamity of a second suspension,
The contraction. which ‘had - taken. place in;the

circulating medium, - by the destruction. of

nearly all the country paper,: and the cessation
of almost all transactions on- credit, and the
detention of- sums for the purpose of increased
reserves by bankers and ' others, was greater,
perhaps, than’ had -ever before -occurred, not-
withstanding that an enlarged issue’ “of.Bank of

England_notes had been made through” the
medium _of extended discounts of mercantile

bills ; .and this c()ntraction was ‘at length effeg-

tual in. occasmnmg mﬂux of gola sufficient
to place the bank out: of immediate danger. " In
the mean tme it had 1ssued a.few one- pound

notes; “to- supply the- urgent ‘wants of the

country cireulation. - - - r
" Under the 01rcumstances Whlch 1 haVe here

very hastily’ and- imperfectly sketched, a me- -

lancholy exemplification has been afforded of

the mode in which extremes produce their op- .

posites; in which unbounded eonﬁdence, and
all the delusion of unfounded anticipation, have
been succeeded by distrust and dismay.

To the great facility which only a few
months before had beén experienced by specu-
lators, projectore, and adventurers of every
kmd in raising whatever sums they niight re-
quire at the shmtest notice, and at a low rate
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“of interest, on securities of.goods, on mortgages,

or on bills of whatever length'of date, or on
‘mere personal crédit, the most ‘signal contrast

’was exhibited, of an-utter inability: to. raise

money upon ‘any but the best and most con-
vertible securities. Goods became unsaleable,
beyond the immediate and urgent wants of the
consumers, so ‘that the stocks which are usually
held in antlc1pat1on of demand were wholly un-
avallable to meet the pecumary engagements of

the holders Thus, - many merchants having

accepted blllS for only half the invoice amount
of waol,. cot’conZ and silk, comingt to their cons1gn—
ment,,were ?unable to realize’ even that halfiby

T Ay

sales, or by advances on the ‘security of the bill

“of lading : and not -only no further advances

could be obtained by way of loan on the secu-
r1ty of goods, but the advances already made
were’ peremptorlly called in. Advances on
mmtgage, owmg to the usury law* were

* The oper atlon of the usury law may be d1st1nctly t1 aced
ina great aggravatmn of the distress among merchants and
bankers durmg that critical period.. Had'it not been for
that preposterous law, many individuals would, in all proba-
bility, have been enabled to obtain immediate relief, by getting
bllls, which were not within the bank -time, discounted at
seven or eight per cent.; but those who would have lent on

’that kind of security, if not hmlted to five per cent., natur ally

directed their disposable cap1tal to such modes of invest-

6l

wholly out of -the questmn me the same
cause,  viz.,- the value 'of - the "use of ‘monied
capltal having risen beyond the rate of five per

.cent., which has been imposed by law:as the

maximum, no bills, however good. in pomt of se-

curity, were convertible; which ‘had - longel to -
run than ‘ninety-five days,”and which- did not -
- come within the forms prescribed by the bank; ..
as the rule of its discounts. The different shop" .

keepers, retail tradesmen, and small: farmers,
having taken in payment, in the course of their
dealings, the notes of the country banks wh1ch
subsequently failed, were prevented from -
making their payments within' the stlpulated

periods, to the manufacturers and wholesale?f’;
dealers; and ‘these, consequently, were unable ;]

to fulfil their engagements, or discharge their
acceptances to the importing merchants.
It would be an endless task to attempt to

ment as admitted of their realizing a larger interest without
coming under the operation of that law. Thus numbers who
would gladly have given an advanced rate of e1ght or ten
per cent., were driven by an enactment which was absurdly
intended as a protection to them, to sell stock or goods at a

loss of twenty or thirty per cent: for cash, compared with

the price for time. TFor it is a matter of notoriety that ex-
tensive sales were actually made of stock, at that difference ;
and it is within my own knowledge that sales of goods-for
immediate money, were made at a still greater sacrifice. -
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follow all the steps by which disappointment
and loss and insolvency, have, at the close of
1825, followed the brilliant hopes, the reputed

gains, and the unlimited credit, which charac- -
terized the early part of the year. Suffice: tto

say, that these contrasts, inadequately as they
are here exhibited, serve to illustrate .the pro-
cess, by which, T have endeavoured to-shew,
that the factitious increase of a medium of paper
and credit, raising the prices: of commodities
and of the public funds above the level which
the metallic basis of the curreney can support,
must be succeeded, not only by a destruction .of
all that artificial medium, but by a temporary

contraction of the circulation below the level
from which that enlargement took place.
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SECTION III

Upon“the Regulatlon of the Bank Issues

FROM the cursory view which L have glven of
the circumstances connected Wlth these ﬂuc-
tuations, I am ‘inclined to think that there were
causes in operation, Whieh,‘witho'u't any increase
in the amount of Bank of England notes; would
have created a  speculative . rise of -prices,
above the level which the proportmn between
the supply and the rate of consumption. rea.lly
warranted. There mlght likewise have existed '

some part of the disposition to hazardous adve.n-v

ture, which has been exhibited in the forming
of new projects, and in the trade in shares.

" Fluctuations, to a greater or less extent, are
inseparable from the course of commercial
affairs. The business of production, or supply,

proceeds wholly upon anticipation ; it is de-

pendent on the seasons, and on an endless
variety of casualtles Whlle consumptmn, or
demand, may be influenced by changes of
habit, fashion, legislative enactments, and by
political events. The contingencies which may
excite a spirit of speculatlon and enterprise on
the one hand, and disappoint expectation and
defeat calculation on the other, are therefore
almost innumerable.

*,
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But assuredly that is a most vicious system"
- of currency, which instead of ‘mitigating, aggra--
vates the evils that attend: all violent fluctu-
: ations. ¥ Such, however, has been the system
of our currency ‘We have seen that ‘precisely
at the time at’ Wthh there ought to have“been:
a contractwn, there was an - extension of thet:
Bank of England issues, increasing, both’ divectly -
g and indirectly, the mass of the circulation; and*
| ?_g promoting’ the extravagant speculations‘which
', have' so dlstmgulshed ‘the" perlod under ‘con-"
| s1derat10n ‘Seeing this, we- are naturally led
. to inquire upon what system the directors: hiave -
proceeded in enlargmg ‘their " i§sues’ coinei+
- dently with-a tendency, from other causes;
‘toa speculatwe rise ‘of pricés; when suclian’
enlargement of “the circulation: would neceg- "
sarily extend thé - range of the rigeand *by
entalhng the necessity of a ‘contraétion, ‘would "

increase the violence of the ultimate fall. -39
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ZWW - The constant language of the bank''directors,
Zc/zJ during the Ttestriction, as appears by’ ‘their
;é,{ A evidence before the Bulhon Commlttees of 1810 -
5 (I Ler and 1819 Was, that’ the criterion by ‘which’ they“

%g Judged of the prope1 ‘amount of their issues,
- ; ““was the greater or less demand for dlscount ‘
cea -upon bond * fide: bllls, at the " legal- rate “of -
| ’)M interest, viz., five per cent.’ Conslstently with

/ / his cnterlon, the inferepce is ¢ that
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of the rate

when even..; after .a reductlon,_

A 1)

2 propriety 6f inci
‘There ‘Wis; Ho “hot only an a'bbence ofy’
demand for. dlscounts at ﬁve, or even at four per&
cent,; but, there were other, general appearances;ji
which I have before. alluded to, of a fulness oﬂ”
the circulation of paper. ' These appearances@,
which might have given Trise to suspicion and -
precaution,;.on. the..part of those who had’ the.
regulation of the main sources of the supply of
paper;.were. converted into a certamty in 1824,
and ;the first three month of 1825.: and yet
this Tast period was, as we have seen, that in
which, the utmost extent of -issues 'was main-
tained. o : .
It may, however, be sald that the prlce of
,egold ought to.be the only. guide  to ‘the, direc-
tors, in, regulating their issues; and, Judgmg
by .this_ test, .the price having been mostly
et 3l 17s 6d., and never. having * exceeded
3l 178 101d, 1t may be  said that there has’ =

'f"-

jbeen no symptem of excess But_those who
urge this ob'ectlon ne ide .
s Cem—p——

| o ‘that, since t

F




66

has removed all::obstruction whatever to-ithe

only the Iegal dlsquah cation of theeoin ‘for
purposes of export, ordnjudiciots- -purchases by
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Qwords the exchanges:

the bank, which could, before 1797 have ad-
itted: of bulhon bemg sold - above the- mmt
price. X- Sl i
The only test of eXCcess,’ thelefore, s the
tendency to an efflux.of the metals ; 1n,gther

::,;f(te .

‘I have before stated What were . the mdl-
CathnS of theexehanges in the spring of 1824.
1 have mentioned that an efflux of -the- metals
“to South America was then taking place,, apd
that there was reason to believe that seygral
‘remittances of bullion had been made to,.the
-Continent, - even whilst the exchanges were
~but in July,
1824,  there was -a considerable decline :in
__the Continental exchanges, and an evident
efﬂux of gold. Here, then; was a warning not
to be mistaken, even-supposing .the amount:of
thﬁ,,cu'culatxon Justlﬁable .down to that time.
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But instead.of attending to. thls infallible cri-
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‘has been stated in the previous-section, when- a
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Office, reach, there:-was no dlmmutlon of ‘bank / i

- cént. might, at” that t1me, havé done some- ( /
~ thing' at’ least in~ "putting the country on’its .
“‘giard, % Such a contraction ‘might, : / @ ’?Zé !
" Havé' hastened’ the fall of prices; but it ’Wonﬂd ;§
have prévented, or at’least abated, the further__ A/ & w;f:!
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preclse tlme, ‘the great increase to thelr issues, /ZA 2 2
compared with the precedmg January, Whlch |
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drain upon. their treasure had.actually begui.
=:Down’ to-'the beginning of -April; 1825, the ’//// AL
period to which the latest returns’ of the Stamp . 222C
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notes -in:circulation. The comparatlve amountx/ 7
- . . N : - ut
stood thus:=— - - -, = ) : : Y
’Apr11'5, 1823, . . £16,845,840" /
Aprll 2, 1825, 120,328,979 AV

“‘Even’ in March last some of the ev1ls which S y
were: 1mpendmg, and have since “burst upon / Ze 4//
us, mlght have Dbeen averted. A Tresolute :
réduction ' of ‘the bank circulation, ° ‘and an i
advance of ' its rate of dlscount to ﬁve per~ ,443[ Ceyl

— 7{//'(,“

indeed,

efflux of gold, and the necess1ty for so great ?}7//40%
‘and ‘violent '8 contraction of the cmculatmo

medium, as has since taken 'p'lace A dlmmu %
tion of ‘the bank issues, ‘was, moreover, called
for at that time, merely as a measure of pre /r e

Gaution against the contingency of ‘a'bad har- // ‘
yest,. which,.. hy. .opening ‘the. ports for: corn, S /Z// :
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| Ha§ BEsH affordéd to trade by “'a liberalit
~ discount, whieh" the” mercantﬂe mterests
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would 1nev1tably by 1tself ave occas1oned _a
great drain on the bank coﬁ'ers ‘But the direc-
tors’ seem not to have been aware of the pos-

! unt11 they were on the brmk

,,,,,

of : the prec1p1ce SRR

Tt still remams that we should mqulre m01e
accurately ‘into "‘he v1ews ;Whlch coul ] '
the: bank d1re tors ‘to. extend their Issues at
such a tlme, and under suc’h mrcumstanc s’
k In all” the ‘cases. of over-lssue by the M]g?{:ank
of England from that of the year 17Q5 (whlch

ISR R IR

Inay, I think,’ be clearly proved to have been

Byri &

the remote cause of the 1nab1 1ty.iof,thia(t. b.od ‘
t ti meet its | engagements 1n“1719'l7'_)i. dngn{pn‘;%

the t1me of th’eJ passmg of Mr Pee 'S
one or. other of two pleas, has{ always been

vy

studlously put forth not only as a Justlﬁca-

tion; . but as a. clalm of merlt One of these :
pleas 1s, that the bank has alded the pubhc
when the

BBl IBes
state of credlt or a pressure on thwe Toney-
oy s for
market rendered a resort ‘to open loans, for~
the whole of the government expendlture,zm-

expe‘dlent “The’ “other is, that 'accommlotdat pg.

[ \111) !\J\L
ad no
EESTRRLEN bt
other resource to rely upon.. On nelthe ; of.
these ground could any extensmn “of 1ssues,'

bexond the amount wh1ch was consxstent wnh‘
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preservmg ‘the ; conform1 Y.0 f the paper to its /7 ﬂf

standard “be Justlﬁed _ R e P )
But in: the recent 1nstance of the extended 1s- 7 A
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sues, in 1824 and down ot the sprlng of 1825, ng
plea of state necessity, nor,any pressing demarids - - % <
for accommodatwn to the trade of the country,,, [2 - Z

dlsposal of the mllltary and. naval pens1on an “'ﬂ
-nultles could not have been carried into effect
w1thout the 1ntervent10n of the bank, and that
the conversion of the four per cents. into three
and a half per cents. was facilitated by the bank
undertaking to-advance;to government between
five and six millions.of the four per cents. paid
off in' October, 1824, which the holders would
. 1ot convert into three and a half per cents., to
- be _repaid out of the. sinkingfund. - How far.the
latter of thede measures was Justlﬁable, if. it
could not be carried into effect without. the
ass1stance of . the bank through an_increased
1ssue of its notes, may falrly be questioned. ; It
was not, however, so likely as the former, to

- entail a permanent addition to the circulatjon, ‘ .

a]though whatever addition was made, in:con-

- sequence of that operatlon, could. hardly fail of
belng injurious. - :

It is the- former measure, the purchase of

_th:e‘ .p_ensron ~annuities, :which seems, as far, as
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of great part of the over-t'k Sue, .

if the bank- directors”had refused to ‘hazard'an
excess of: lssues, ~which Would not be readlly
within then‘ own control “in order to facﬂltate
that most absurd ﬁnanc1al meéasure; their obJec-
thIlSXCOUId hardly have been overruled ‘by an
appeal to the pressing’ ‘exigencies of’ the state :
and the public - -could hardly have’ thought that
t Would suffer much loss by the bank re-

~ can be ju ged of ity to have been- the "occaswn

Indeed’ ’t s difﬁ-

cult to suppose that mlmsters, Yeomnitted as
they,.are, and s1nce1e1y dlsposed as,IEbeheVe
them to be, to the. preservatlon of the currency
on the footlng of strict convert1blhty, would
have ventured to overrule’ ObJeCtIODS, vvhlch
might have been’ derlved from a vidw 1o e
danger, however remote, of berng obllged to
convertlblhty SRR Ve e

The true reason for the enlarged lssues I

' suspect to have been, that the coffers’ of the bank

were, at that time, (the begmmng of’ 182‘3 ,)'Sur-
charged with gold to ‘an mconvement atnoiint
greatly reducing the profits,and rénderitig doubt-

- diminish its. stock of gold

71

ful, the, permanence: of ; the existing rate of divi-
dend on bank stock, ° To extend its paper, and
the followmg means

3.

presented themselves :
1. To. buy exchequer bllls in- the market
-2, To. reduce the rate, of mercantlle dlscount
..8,.To adopt nevv modes of accommodatlon to

1ud1v1duals, in orde1 to. 1nduce them to borrow

at.d-pericent. .. ool : :
A To - purchase the pensmn annultles, of
FEORRE AT

Wh1ch the plo‘}ectyoffered ltself at that tlme

"""" \\?Th

mducement equer
bllls, afte the payment of the premlum, bemg
little, above two per cent, per: annum Bés’ld'éé,
as the bank then professed not to. sell exchequer
bills,. they . d1d not form a. readlly convert1ble
security ; or, if sold the very emergency 'e-
qu1rmg the sale mlght occas1on a dlﬁ’erence in
' u{ﬁcxent’to

but thls reductlon takmg place aftel the’ current
rate had . fallen still lower, ‘was attended Wlth '
little, if any, extension of apphcatlon for dis-
counts.. The experlment of a still further reduc-
tion . mlght, indeed, have been ‘made,’ but in
: order to. make it eﬁ”ectual it mlght have been

e o o
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- necessary .to.;push.thereduction, tosaiveryilow

rate,; which:i could;PnlY;};h@feabeeh;%dbneséyiﬂx

‘Safetymbm&?ua ing:;the/meagure with.a notice

tO;\I, ) PuPllﬁ zth@ﬁ th% rateb\muldt mtfuture)be

been very unpal,atq})leyto suqh of the dmctoxs
as stood,. commltted,tby\,thgl r, evidencel;before,
the. Bullion, Commlttee, A9 opinionscofsa very:
pecullar descrlptlon, relative sto)the r'tte,of inte-:
rest ;-opinions’ qu1te irreconcilable with a:mea-
surefof. this kind, and it was- probably, itherer
fore, never sucrgested and ‘much less,;eveljé
serio usly entertalned L dnon iveal
.. The, third jwas adopted by ,the,iresolutmn,tep
advance mouey on stock, and on mortgage at

four per cent. The advance of money on, stock '

was unobject1onable, if coupled wit ‘ ‘
as to the amount to be advanced to .any. lndIV],qj
dual, (quch limitation - belngiexpedlent for:rear:
sons similar to ‘those for “which the amount of
bills dlscounted “by+the: bank for: sparticular
houses, ‘is. limited ,) and also Wlth a hmltatlon of
time for the repayment. But this mode was
not 11kely to lead, nor" dld, in fact, lead to
any great extensmn ‘of bank' paper, as; long as
the.. smarket-rate of interest’ was below' four per
cent. ;-and soon: after the markret-rate rose above

four per cent. the practice was' discontinued.

RS ri)(

13

+Fheradvance ofordrey’ on'itortgage “was a

“measurealtogétheianjustifiable!” "The governor
 stated, onl thie 22456 1 SEptetiber last;  that the

anguiit s HdVHH{EEd did not exceed ' £1 ‘400 ,000.
This. amount howeveri éoﬁswle‘x‘able 48 1t may
seeit, Forfiis no small propo‘rtlonﬂof sthatspart) of
thie' bank “citculation,; Wwhich; being over - and
abevethe advances fo government‘ W
alone, ﬁthi’OUgh the - tiedium of ‘whichiit:

could

~ conveniently crégiilate Ity 18§u6E. 70 render.

this ramduiit, tHerefors, likewise inconveitible,
wagiHt \fallianee with évery sound pTIﬁClple‘of

i3

baﬁkmg’w fdiren Boe

SVAcTi

The fourth, combmmg the amount of Hdvanee:

to! whithlqegsledbed: thiesbanks 2 with its impbr-

Agosametiontaa huie oinota ga v e oasvhs

,()A: 0 \7 sOEOTs ey £ copyRE i e i :n Y50 VIR ¢

dvances . made by the bank agamst an annulty of
ég"ﬂ«(}l 1'b0ught y them on 'the 2’7th March Y bR

pa‘x‘tl b#2,800{0001, f)el annum, forforty-four jears; in names:
of{‘commlssmners;;f T «defraymg the: charge of - nayal { and.,

Rilikary BHsions TR
“182810APKI A5, TOT. 14£885,7193 Annuities received:in: ha]f-yeaﬂyn
. July 15, !. . 1 225,000 ; ) gpayment

to qie@ctzogul, L 67:870: / / L
1824, Jap.15, <. 1175’000 1823 Oct. . . :£292 870.“
apwe AgHLAE, T 917 ,870 1718247 Apnl SR t292 L8701
- July 15; 1,175,000 | - o .
ol 5}003{ 20, o870 :Oct, . . .. 292870 |

e
825 Jan 15, 11%5,000 1895, April, . . 299870
SO HLA P, 1A 27,8707 g a, B e AR
py 15, . .1 130,375 T"‘““'e - .. LITT480
Cr oAy el 0_Tecelve upto
Paymentsto Ju]y]825 6,017,574 | July 1828, - _
" TeOpay; 1o July. 18285 6,171,850«" “Motal Redeipts; - ¢ 1 142,928,700 5

Total payments, ...+ 18,089,424 1. " v i Gy ,

—_—

1,Y87,2201 1
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fect convertibility®; was: the:most:objectionahle
of -all.:.the, . modes:i ienumerateds;: butyas; At
appeared. toifacilitate: the attainment of the.im-
taediate objects in vigwyit:was,too-tempting-te
be resisted: It presented the means.ofiinyest:
ing a large sum-at:airate of .interest somewhat
beyond the: marketqrate, ..and -it; enabled-.the

¥ I s Beddaia! in’ favons of ‘this’ purchase, “tHat fthe
aniiuftisst: Awere ‘saleabile} rand:that,  according : to theipr ices
of other annmtles, they might-have been sold at:a; ‘profit soon
afterzthey were taken by the, bank., But those who urge

"""" e
this, ;ustlﬁcatlon, do not. consuder that all speculatlve pur-

IRV bra. LT RPN

chases, 1f made to a large extent, raise the market and
a.ppear to'afford the means to the specufat‘ors of reahzrﬁg a
pfoﬁt it s 'only, However, thieir own: purchabes ‘whith p‘ro-
duee ithe nse, » dnd-the-momient: that ,theyz attempt to realize,

1ssuds, the very “first step towards that obJect Wouh':l Have
counteracted itself.” The ‘extetided st Prodided the'iise
in prlce ial contractlon Would of course, depresss ufm If

s; contended that h &ght have beexg, @nd

sold When i ml
1dent that ‘the 'payment for them

i A
when 1t ha become ev

- were llkely to lead to an enlargement of 1ssues beyoffd hat

the (nrculatlon could bear" The ‘alternative; thelefdr; is
clear, that_either the pulchase was obJectlonable, o1 the
reagons; which: I have stated, or that the purchase: havmg
been, made, the ~annuities ought to ha.ve been sold WLtha.
view to prevent the pressure of advance Whmh has since

been $0 1nconven1ent1y felt
z E ; é B |

5

bank' to- extend:its: issue’of paper; and thus to
get-rid’ of its.surplus::gold- without: resorting

to such‘a ‘reduction in'thesraté of’discountas

would “have been» requlslte to accomphshﬂthe
.same objeet.. . ¢ i iy
- Even if it had been in- thls view" a: deswable

investment, the precaution ought to:have been -

taken as soon as the increased .issues for. pay-
ments upon the purchase produced.anunfaveur:
able - effect on the' exchanges; to have:re-sold
the annuities, or to have raised the'rate of‘dis-
count as a’ means of w1thd1aw1ng the redundant
paper. Indeed, in as far as relates to a r gu-
lation of the issues on, correct, pr1n01p1es,v,',,the
rate of discount ought to-have:been -earlier
reduced; and agaln earlier raised. '
‘One of the great difficulties Whlch the dlrec-
tors have experlenced in the regulatlon of th it

issues, has arisen from the. uniformity. of, the

bank rate of discount, while the miarket-rate of
interest has been subject:to frequent and some-

times " grea,t variations. The consequence ‘of

tlns has been, that when the market-rate has
been above the rate charged by the bank,. the
applications  for. discount ;have been so- nu-
merous and . urgent, - that the issues through
that medium have tended to an-éxcess ; ‘whilg,
on-the other hand, when the market-rate has

fallen below the bank-rate, the channel for
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keepingiup the, circulation of papert] through the varled véry conslderab]y I 181'0,~,tthe notes -

medrum of, dlsconnt seems ahnost wholly tO issued " thro‘u:gh 'hét' medlum : must’“'have

% -have falled Thus, before the restrlctlon on Sy d PE Yel'y farge proportlon of the Whol

cyes

izt

N cash’ payments, the Tange was from, Bh0 while tiéle’ is reaso’h) 5. Belicve :
2 accordmg to the ’scale Whlch 1s 1nserted that‘rt' 1925 fell oﬁ' in’ 1817 to W most 1ns1g111ﬁ-

“the: Appendlx* ' cant amount

: Jq; SIEHOS- 10 1O H'm)fm 1 L
the amount, ;Of, gdlscounts 1s known tog; haxp | 4t ubless” there “was!'a "Compensation 1n the |

amount; -of ::the t"bank- -*Issue-s-v-lthtfough oth‘er« ‘

AT Wi 1AL St
It must® be ev1dent therefore

| ,r*f‘The amountn jof dlscounts, as Wéll as) zof ‘the cash :and

t bu,lhon in; the, coffers _of/ the, bank,, has,shltherto been studis ‘ channelsi than? those: s 'éd\ran(\:é'S t(j 1’[’1‘ divi 15
‘ ‘ i \x'( r\ o ; ” < licy ‘
. ously l‘ieptl };y the dlrectors from the v1ew of the pubhc. i bv- Of dlscount or loan, there must Occa_,‘ :
They were, mdeed Eobhged to furmsh to the Par}ramentary 0 ryrm ﬁ( 1t Ua {,e bee n eno mous arlatlon 1n the

i i H DEY Kit s

i oh‘xmittees”ni 1'79'7, 181(‘) a.nd 1819 some data upon whl' k Sle{?".y:‘J B 0r n aF r v

amount . of the. crroulatlon of itsmotes:: The: only- ‘ i
other channels are those of advances to: govern—] 1
ment; :(or: what: ‘would come to thie: sane’ thlng,
the purchase of government secur_ltl s) and t &
purch’ese' of‘h{ilIlon ) Snpposfng therefore that
the advances to government~~- or- repayments_

fmm.ylt,t.do.wnot, commdently inpoittrof time;

to’form ‘an oplmori of the' dé i'eel f varlation’whic'h‘ h d

glven in’ as mystenous a- form s possﬂ)l,e 1 Wiz ‘that of ¥

: ’ s‘oﬁl‘ zlmhe s}cele hlch Was glven in to the Lords Conr-
mittee of Se recy in e
of t'he newspapers “6f that perlod In the Mom‘hl y Maga- i
i EH O8tBher” 1797, thit' Scales Was pubhshed togeth

with: & key: by rwhich it ‘was: solved.” The”reasonmg Froh ;
which;that. key was derived seems to be' conclusivei At any counterbalancerin' amount the- greatoc‘casmnal
: rate the solution must be so near the tiuthas:to be, sufficient : vatidtions of the": amount ‘of igstied th r(’)ugh the
i ' for: all purposes of general 1nfe1ence The statements conj—gl - fmd e '

: ' of dlscounts there ‘must be
b nected -with this: scale ° were copled into Mr Allardyces a o t th th ano t Of no tes
book on the Bank ‘A ffairs i 1n 1798, and I have not, on ainy pon g varla lon el er m e t un

‘ occaswn, heard'their. general correctness call‘ed in q tlor’ _ i, mrculatlon, or in. the amount Of treasure in.
: I, therefore, assume that ‘they are! atdurate i the fithing il b the coﬂ'ers of the bank. TR R L

on

as; I have occasion: in” the course of this discussion o Te-
fex, to' them, - I insert them'in the Appendix ‘D.,” with-an
addltlonal ta.hle, in- Whlch 1 have’ apphed that - ke 10. the(
solutlon of -such. palt .of the scale as was not already com-
putéd 1nto mbney RIS L ' '

~But;it- has. so happened ‘that;in some: in=
stances the advances to government and ‘thig’

a7 !Hua

repayments by 1t lnstead of belng in compen- |

1

sation of the opposite. tendency of the amount
of issues:through the medium of :discount;’ have-
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been in the same direction:: and. that it should
be so, in the majority of instances;. is obvious:;
because, when:.the market-rate of interest:is
high, there must;be an; increased -disposition-on:
the part of government;ito.apply to: the bank- for
accommodation ; .as, on the other hand, when it
is. low, ito take the-opportunity of paying .off
previous -advances. - ‘The. only“mod‘e of obvi-
ating - the:inconvenience hence arising;’ and .of
regulating: the . circulation upon: :correct prin-
ciples,:would have . been: by' Afrequent;and
sometimes, : great . alterations-in- the rate of
discount.: - .- L ETE L D

«{Of : this influence: of the market—rate of “dis-
countxcompared-wnh the rate charged by the
bank, on the amount of its issues,:the directors
appear not to have been aware; or;if saware;
not to have acted uponithat conviction. ' From
1820 t0 1823, by keeping the rate::of ‘discount
above the marketrate, -they so.reduced::the
amount of their issues through that channel,
that, as has already been observed; they-experi:
enced: a great-and inconvenient -accumulation
of gold, for, in fact, they had no-other medium
than -the purchase: of bullion.for keeping ‘up

the numerical amount.. of their - circulation:

Then, and not till then, when the accumulation

" was nearly as great-as it -could possibly - be;
- and when the market-rate of interest had:fallen

79

considerably, did: they:itake -any-measures: for.
reducing the-amount of their-treasure: -But

they seem to have been perfectly unconscious
of the violent effect-which “the measures they
did ‘take, -were, under the circuistances, cal-
culated .to have upon -the:rate of interest;

#nd. not to have known ‘that: when the “influx

of the’metals had already reached sich a height,
there'was some ‘danger;lest in applying a great.
foree to prevent more:of them' from coming in;
they. might-not jonly overpower ‘any tendency
‘to aifurther influx;:but. occasion: too: >str0ng a
tide in an opposite direction. .

.{iThereis, in‘the situation of the: Bank of Eng-
land -in' 1789 ‘and 1790, and the measures then
-adopted, ‘and. the .consequences of them, .so
_great-a degree of similarity to the more recent
-state of the circulation as:connected with that
Jestablishinent; - that it may be: desirable " to
:nloticeone: or- two partlculars relatlve to ‘that
fpenoda fii :

1oThe (advances of - the bank to government\

./had/been:reduced from nearly ten .millions in
.1'782;to little-more than seven millions in 1789
and : 1790 and its’ dlscounts, ‘which had been
_as high as four millions in 1785, did not: exceed

aoneimillion, - L R T
sct Théis followmg isa comparatlve sbatement» of

iaflad bed e teovran s e Ly Tt A THE
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its treasure‘,- computed~froin th'e scale: ‘}igf;;he

s ‘Cash andsBulhpn
.. Ayerage. of the four quarters
1789, ... 10,024,000
’ 1790, . ‘._';. 10,097,000 i

ThlS was a, posmon:m yvhr

t10n of paper was ent1re1y un kroduetlve3 ‘8

3 6§ 17£5(

18"0 to 1823, has been very generally ‘siscribed i
termrnatlon on the part of the bank dlrectors to‘b y é.s riiichise
gold as they could, with a view to the resumption of cash
payments ; and the fall of general prices which’wa- AfSurisds
to be the. consaquence of that 'absorption:of ¢ gold by the
bank, was therefore charged to:the operation' of>Mr." Peel’s -

Bill. Now, there appears to be no reason to beheve, that Mr. -

Peel’s Bill had .any more to do with the accumulatxon of
gold by the bank in 1821 and 1822 than it had- withthat in
1789 and’ 1790. In both cases, the same ‘general: ‘canise”
operated ; viz.; that the bank-rate of discount ' being kept
greatly above the. market-rate, the power :of | 1squmg Pank
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“In order to gét out of 4 s1tuation so‘disadvan:
tageous, the diféctors were inder the necesmty
either of reducing their rate" of discount, or of
extendmg their advancesmzo; government

- An"opportunity. for resorting to the latter
expedlent presented itself’; and by, thelr advan-
ces to government they were enabled, in 1791,
to. increase. thel"f,'ssues by about 1,500, OOOZ *

Contemporaneously thh or. rather precedmg,

England notes, there Was a great 1nc :ease of

the issues of the country banks.

."This .great . factitious i increase of. nommal mo-
-med .capital coming into ‘competition- with,, the

pre-existing real monied capitals seeking invest-

ment, operated in reducing the rate of interest;
- and -accordingly the market- rate of- dlscount of-

good bills. fell to three per . cent. The artlﬁmal

) 1ncent1ve to speculatron thus aﬁ'orded coincided

‘

bnotes, through the mechum of advances on mercantlle bllls,

was reduced.to next to nothing.. There was a Tepayment,
indeed, by:government, of five mﬂlloﬁs, in pursuance of the

"provisions of Mr. Peel’s. Bill; but there was likewise a

repayment of :nearly three millions (a large sum in - propor-
tion to the whole circulation,) in 1786, and it is not at all-

‘clear that a repayment would not have taken place since
1819, although it had not been prescribed by that. Bill, -

¥ Amount. of bank notes in’ c1rcula.t10n —_—
- 25th February, 1790, . 10,217,360."
 25th February, 1791, . . . . 11,699,140 -

‘ G

'~.,-¢~.z;~ L.
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with : circumstances which were of - themselves

calculated to excite a spirit of mercantile enter-

prise. The consequence was, a'very general ex-
tension of private paper and of transactions on
credit, operating as cause and effect in a great
rise. in the ' price of “colonial produce; and of
many otheri:‘commodities*. . While ‘the rise’in’
the price of commodities induced an increased
import: and diminished export, the reduction in
the.rate’ of interest; indicated by the rise in the
three:per cent. consols to: 972 in March, 1792,
forced capital abroad ‘in':the way of extended

credits:-to the foreign -merchants, and of occa- |

sional investments, ‘¢ven at that time; in foreign
government funds. There was great extrava-
gance in the direction‘of British capital, both at

home and ‘abroad; and; as invariably is the. -

case in times of spe‘c‘ulat-iOn“;‘the ‘country was,
both in and out of Parliametit, represented to
be in a state of ‘unexampled prosperity.

The treasure of the bank ‘then ﬂowed out asi

fast as the dlrectors could wish, The ex-
changesT fell in the beglnmng of 1792 suffi-
mently.to admlt of, an, efﬂux of bulhon. 2

o Corn was not among the number, as the season happened
to be abundant. R

T The Hamburg exchange fell to 84s.-8d;, ‘and ‘thie price

- of foreign ‘gold rose to 4., and of Sparnish dollars to 5s. 5d.
The reduction,.therefore, of the -treasute of ‘the bank, from

el
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‘This  superfluous ‘paper. and credit being
brought, after an interval of more than twelve
months of speculation and of artificially-raised
prices, to the limiting principle of final liquida-
tion in gold, at'its standard-value'in the rest of
the sworld, was swept away at the close of
1792 and the begmmng of 1'793 The destruc-
tion: of the redundant and factltlous cuculatlon,
was" accompamed by a commermal crisis 80

 violent;-and in so ‘many points resemblmg that

which we have Just now experlenced that a re-

ference to historical notices of it, will, perhaps, _

be read thh interest; and T accordmgly insert
in: the Appendlx (A) some extracts of such
notlces '

L .',

;thle computed amount of 9,588 000/. ‘which it stood at “in

September, 1'791 t6 6,255,0001., in September, 1792, seems

fobe accounted for by suppdsing an exportation to that ex=
tént)! “THe subsequent drain of nearly three millions more in

* the six months followmg, (the exchanges havmg then tumed

in our favou1 ;) appears..to have. been’absorbed into thé
country. circulation, to make good the chasm occaswned by
the d1sc1ed1t of the local notes EEEEE R R A S

G2
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»‘ * Part of thls dlﬂiculty arises out of the nature
- -country bank circulation. ~The issues of country bank fibtes

SECTIO:NA IV

Upon the Dlﬁ"mult’y of regulatmg a Paper Cn'culatmn.i‘f

ITIRL vifog

Wz have seen that one of the great cl1fﬁcult1es
attendmg the, regulatlon of the bank 1ssues,

L= !‘

with, reference to.the proportmn of 1ts paper £

L e L0 l'\)“

its. treasure, has arrsen out of the endeavour of

i

.the, dlrectors to preeerve a umforrn rate of “dis-

ETT RS VIS

. Acount Wh],le the malket rate 1s hable to great

NG RN E

,@uctuatlon But although the mana ement of

ciiify

the | mrculatmn of paper, by the banl{i has been,

BV DR >irfw

,,accoﬁrdl,ng to the view, Whlch I have venture

JEE R RTINS 14 -)\,(bgp

.take jof ;it, any thmg but Jud1c1ou I am pre-

I ng “‘-, |\€;

.pared to, allow that the. reO'ulatlon ‘of the issues

,,,,,, L ‘the 1550
of .such an. estabhshment as the E:ank of En'g-

land; supplying, - as it does, the whole of, the

Z9l0i7

-paper ‘circulation - of the metropolis,. andt the

‘basis for a large proportmn ‘'of the paper circu-

‘la‘uon of the rest of the kmgdom 1s a matter
s . of great, d1fﬁculty* L

7 AF
R ANE T

3]

"6f'the

seem to be “dependent on mrcumstances not 1mmed1ately
. under the control .of the Bank of England I have, on a
former occasion, stated instances, in which there Wi 4'on-
siderable growth of country bank notes, without any ‘eoinei-
dent, or immediately preceding, increase of Bank of England

85

There is, indeed, so much nicety requisite, in
regulating ‘a' circulation - of that kind, and. of

- that magnitude, so. as to avoid.the danger.
of frequent and great variations in the value

of the currency, in the rate of-interest, and in
the state of .credit, that I have.great doubts
whether any person, or body:of persons, would

be competent to the task’; nay, more; whethei
a/ system” of ' currency consisting of ‘so large a
.proportion of paper-money, is not: of necessity

liable to great and preponderating evils,—evils
quite sufficient to outweigh the consideration. of

‘the cheapness of such a medium of exchange. .

It remains for us to inquiré whether:the
bank directors, or any other body of mien; can
have any criterion by which they can decide
with'accuracy,: at any particular’ period, that
an issue or acbntra’ction of their; paper will or

notes ; ‘and other instances in Wh1ch there has been a con51-
“‘derable reductlon of the country c1rculat1on, notwrthstandmg
an increase of the bank issues. At the same time, we have
 seen, that if, coincidently with circumstances favourable to

the growth of country paper, the Bank of England should
increase its issues, the extension of the former-will be the

.greater and more rapid; and the reverse, of course, under

opposite circumstances. The indirect effects, therefore, as

_well as the dzrect eﬁ'ects, on the rate of mterest and the
'prmes of commodities, of any given enlargement or contrac~

tion of the cn‘culatlon of the Bank of England may be very
great

o
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will:not be excessive; and by: *whlch’ftheyn!can
keep the currency at an uniform-value: «»" -
= Jt'will‘be urged that the state of the exchanges

aﬁ‘ords this criterion:  ho st o e e
: That ithe exchanges “do 1nd1cate ‘excess or:

deﬁmency. in the-circulating medium:is perfectly-
true; and that such indication of excess existed

ins thée ;suminer- of 1824, -when ‘the -bank in-

creased; instead:of d1m1n1shed 1ts 1ssues, :has

a,lready’been stated: << e i e
sButrit stillis-a questlon, Whether the.ex-

'changles indicate’’ quickly: enoughi: and swith:

sufficient : precision;::the :degree of; excess: or

~defect-of the circulating medium;, and the corses
quent degree of the tendency of'goldito flaw: out;

ot to flow:in, so'as toradmit: of preparablon on:the

part- of the bank to" counteract that: ;tendeﬂcy,“
and 'to proportion: the effort to the oceasion, : -

The facts which have been already referred toj.
conhécted: with' the recent state of the’ ¢ireulas

tlon leave ho doubt ‘that 1t Was 1n excess as

_compared Wlth the value, of gold .in the 1est of

‘the'world, for several. months before the excess,_
was manifested by the exchanges, or; by, .any:

décided eflux of the metals, - There'was ground
indeed for precautlon on the’ part of ‘the bak,

accordmg to the 0p1n10ns ‘of the dlrectors'
‘avowed on former- occasions, but there was
none by the generally-acknowledged tests... . ..
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-15The explanation.of the fact of the existence
of excess,: by which I mean, such-an enlarge-
ment:of the. circulation through the. medium:of
paper, as cannot be maintained at.a level 'with
the value of ;gold.in.the rest.of theworld,ito
which we must: eventuall,y confo1m, appeal s.to-
be this = o i SEERE I e

The .principal - medlum through which. the ex:
clianges; are affected, is.that: of prices: Such:of

these, as relate. to objects of interchangeiwith:

other::countries; if raised; beyond:ithe :bullion

prices of: those:-countries;: will:induce .an in; .
creased,importation and diminished:exportation .
oﬁe:thosefcoﬁlm'o,dfimies;;  But it.not:unfrequently:.
requiresian-intervalof some length; before the :

commodities -which are interchangeable,iwith..
other: ‘countriés rare affected: by.an excess.in,
the circulation, in such a degree asto: produce
the effectiof increased.import, and-:diminished

exporti&e:* ; and even. that effect may not-im- .

jzij;‘; e BE S “-"‘.'f,’:-"'

* Where a pr(')h;bltlon‘ of import of articles of exténsive -
consumption ‘exists, especially when that prohibition extends -

to’soi important an article as corn, .an: .interval of. greate1
length may. elapse, before the level of a currency, which has
been:disturbed by excess -canbe restored, than where there
is a perfect freedom of trade... -But it is probable that the
excess could not have taken place at-all, and.certainly not
to the samé extent; if corn had been importable at a mode-
rate duty in 1823..: The ‘price would not:have visen assit

AT
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 they produce;, aggravate the fluctuations. to. ‘Whlch the )vaflue\
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mediately :operate -on::thei-exchdngesiiThere -
may be . counteracting :circumstances. 1::The

excess may have communicated itselfiinwan-in-

_creased medium of credit, ite:the:countrieswith -

which we -happen- toi-have:.the:gréatestzinter-
change ; and. it has se:happened;:that inssomie
remarkable instances this has been: the casejias

in:1818, ;and. very. particularlys in: 179k Btlis-
enly upon the final liquidation in geldyrofsthe
; eﬁgagemerits connected.withi:thesrextension of-
,thl,si;nternatlonal; mreulakwn -oft creditythat:the

effect, one,w ay;0r the; otheriupen the:exahanges:

s produced: and this effect will be so mush

,more;violent, .ias;the: previous:iymiscaloulatign

;upop;the value. of;, the curremcy‘ hasvbeexrmf

long duration: .. i tande gy ol diw
Ttis therefore impossible to estimate withany
approach to exactness, the force and permanence
of -the ‘causes which may. produce tan*iftux or
an efflux-of the precious metals, even When the
direction of the tide has mamfested 1tself and
accordmgly the degree of the increase or con-
e ; T A s T
dld giving occasmn, as has been shewn; to; an‘mcreased [ gir-
culation of country paper ; neither would it have:been:ljiable
to the great fall, whlch after an interval of famme, is,:under
the present system, 1nev1table S R TN
- Our, corn laws, therefore, besnies all the other sevils .Whlch

of the currency is liable. = = . ..., s ol
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straétion-of: ‘thmbank%mssues'3necessary to’cotn-

stéfact theronenory rthe other};caniot always be
vrdet}ermlned trobeode ST sl c G aeas

i{irvIn:some: mstances it ihas been' found thatian :

- eﬁiuxmﬁxthe meftalswcouldi not be/stopped’even

2ba ,»:afzconbractlon ofithe bank ‘cireulation teian .

~ameunt-below: that! atiwhichs it stoed+ before
~the enlalgement ‘v‘Whlchv‘ produced ‘thé! efﬁux,
>wasrmade“ a3

,,:t’ PESTRT R DR SYRIRS u 259

. Theidrain;: nearly to exhaUStlbnf’o‘ﬁfthe* bank

Jtreasure* 1in11788,vtook place, motwithstanding

sthersimmenge Uprepo‘rhona} rediiction-of2'tHe -
~ damount sof ity issdes coincidently  withi the
apiiogrobsefuthatdiain ofiwhich I: ‘here'givetthe

lstatemers ui—The computed treasure ° ‘compdied
with the issues stood thus P TR LR IO I
a8 IIW 9186 F SASoe e 0 s s
” ash aud Bullion computed
ADAGNBNETS DIy S0 Zffom the Scale.
10 X!M?Xfcb\'ml782J * e e 13,648,000 ..

-‘»Baﬁk}NOtéi;;v;f\v :
v 629,160,470%;,.

sd rzqrcitv 11782 Abstr 2332’000' st 637‘,.30,0
- Mi;,rch{ 783 - 1,261,000 .". . . 7,338, 230
DUR - ldell 1hes 4TS, ooo

, 5 894 520 §
SO0 TG 83897
+ * The amount of bank notes here stated, is extracted from
~thieb Appendies to' the Report of ‘the Lords’ Cotmittéd' of
~Betrecy in’ 1797. Of the circulation previous to ’1'782, I
¢ havermot-been’ able to find any connected " account *for: an
- uninterrupted series of years. Mr. Samuel Thotnton, in- ‘his
t ev‘ldence before the Lords’ Committes in 1819, p. 755 states,
~that in'1779 ‘the ‘amount of notes was' 6,000,000, and that
in 1780 they were 1ncreased to 8,400,000,
It

R T
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-This " contraction .of thei currency,wasmat=
tended, as might have beeniexpected;;with-a
great rise in the rate of.interest ; the best, crix
terion of which is, that three per cent: consols
which had . risen’ in iMarch 1783, immediatély
after the peace, to 68, fell by the close .of: thd:
year to 58, eventually to 54, and contmued
under 60. t111 September 1785. " The omnium
of a loan concluded in 1783, after having been.
at.a premium of upwards.of eight per.cent: ifell
afterwards: to. below. par.i;The.rate;jof discount.
“on mercantile bills, being limited by:lawtorfive:
per cent,, affords, of.course;mo, criterions, bug:
all, property.yielding a revenue.fell so, muuh) ag
to.. 1nd1cate an extraordlna,ry mcreas& m}theﬁ
" rate of interest. - Hvery one.(says Chalme,rs,,-
in his Estlmate, p 186). must.. remember) how:

1mposs1b1e it was. for. 1nd1v1duals to,,borrow{

money on ‘any: security for any premlum still,
towards the end of 1784 ” Lo, il sitrw
In a, subsequent and more remarlqabl € My

i boad s

. It may: be worth while here to. rema.rk that assuming the
above; amounts to,be.correctly. stated, :an;ingrease; which

eventually proves to be an excess, may be in.progress,for.

some time, before it produces such an effect upon,the; exs

changes. as; to occasion a drain upon the.coffers of; the.bank, .

for it appears that the amount of treasure was at its medium
nearly two years:later, When thexe was a- st111 further in-
crease of notes. - .. i B '
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stance,” viz., from’ 1795 to 1797, the contrac-
tion ‘of paper, in order to arrest the progress of
the drain of gold from the bank was ° still
greater *. e : ,

- The’ comparatlve amount of bank notes stood
thus*—-— R SN P

o ;
February 26 e 1795
T . 1/97

TS U I Sy

12 968, 707
T, 167 949

]

" This contraction;’ éxcéediﬁg*four millionsand
a'half'of bank notes) which: reduced the circula~
tiori'belgwthe avétage of what it had ‘been’ ini

tﬁ%"pr’ééédit‘lg‘ eight “years, was accompaniéd-

by a ‘great fige 'in' ‘the rate of interest, and

prdVed 1nsufﬁ(:1ent to avert the cataétrophé of
“The” pnce of ‘the * ‘public finds:

suspensmn
fell, ‘as is well knovvn in an extraordmary de-

gree; but as the fall of the funds, ‘and the rise’
of''thie ‘market-rate of interést, were connécted"

with’ the political events'of that time; ‘no acci-

‘_rate estlmate can be formed of the effect which

can be dls_tlnctly ascArllbed,,to A_t’hre_oontractvlon of

;,5‘-

R By the followmg comparatlve statement of the amount .

of the bank tredsure, according to the scale and computation

from- it; *before referred to, the drain ‘was upwards of six

mllhons and a half, : :
: R Amount of Treasure. o

s March 1795 . ... . 7,940,000 .

Feb. 1797 . ... .. ,272,000
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thet‘circul‘ating_medium ,Y.WhiCh then took place.

The: bank directors:: continuedy ;indegd,ztordis- -

count:at-the-ratei of fivepercent. ;butrtliey took

‘only a very limited proportion of sthe:bills -

offered.. ./ This: limitation ~was iniits -operation
equlvalent to.a .greatirise in~the; rate,»of ne
terest®.: . o i bk s

CIf athe’n‘-, ~under- %eiﬁcumstanees;;occasm'nmgiaa
drain on the bankccoffers ;u’se:‘-g-i'eat alcontraction,

riavrie ol

attended with so:great:a- risel incthe: rate:of in-

terest,is requisite; it imay«befinferred” from

'analogy, that. in.orderieffectually to-preventian

inconvenient: mﬁux under the: opposnte clrcum-
&iuuuf TR TR pooo e NSl et T S Yo
Th\ei.clrcumstances connected w1th the varlatlons ;in
the va.lue .of the currency between 1782 a.nd ]7’9'?’ had
struck me so formbly, that It was my mtentlon to have ad-
ge11;e(1 to them in' my former work, 'With that view I had

‘drabn up’a sketchiof the reasoning’ whlch thé facts  coni-

Hected with that -period suggested  tome; -but-I was in=
‘duced to.. omit. the insertion. of :it, because to have.done

: Justme to.the algument, requu ed a reference to. statements

and explanations whlch would have led me fu1 ther than was
consistent with my ougmal plan. I now, however, give in
‘the Appendix (A 2.), the fr agment exactly as it was" written
iri 1822, because in that form itis most ‘strictly explaniatory
ofi the ‘point of view in ‘which I then considered-the bank
restriction as operating on the value of the currency, and

because it will be equally applicable to correct the very

erroneous oplnlons which prevail, as to the exemptlon of the

currency from fluctuations in -value, - durmg the mtelval
which 1mmed1ately preceded the bank 1estr1ct10n. ’

PR
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cyagbny o eadd e Taceian
stancés,avproportionate’ enlargement-of issues
dndi reduction of the rateof interest would be
‘néeesea‘ry T e R L
uoButthe rdlﬁ‘icultyﬂls notsso:: much 1n prevent:
ing ‘the: gold:from . coming:in, 'as’iin knowing
the strength of thie tide with which it setsin;:and
therprecise s level atiwhich:its - force is likely to
bespent:o In endeavouring to prevent an influx
by incteasedibank:issues; the opposing power
may . berinsufficiént iiin ‘which : case, -theiigold,
faftenehavq%ngl céimeT'muls to« bex'sem backs:at
‘the “hazand:cofij cretiting.t00 viclent an heflux;;
or, the. opposing power. may be too forcibly
’;iP‘p‘li*’éd“’ eandiﬂfé’ri-, «f‘n’ﬁt’-‘-fdn]y -»fwﬂl”'vchfé“ifnﬁﬁ&*bé

,.operatlng by the supposmon ona small stock
-of. bullion;, enda,ngers ‘the, complete exhaustlon
-of the bank: .And; as I.have hefore observed,
-Ivknow. of ‘no. criterion by ~which i the  exact
Heg‘ree of the* mcrease of - the 1ssues requ1s1te
K w]ode;hss:“exr{telned ‘ RN

-.For instance, t,he proportlon of enlargement
,111;‘1821 and 1822 requisite, under such circum-
istancesy;might- have been to the extentof five

H S

"ot six millions, -and - this “enlargement- might

'have béen” cons1stent -with getting a stock “of

bulho’n' o’ the.amount of one half of what the
'bank eventually did _get, and consmtent hke~

wise with not causing any immediate depres-
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siowof the exchangesbelow par. But, from what
we have since seen, it is clear ‘thatisuch an in-
creased amount of paper could not have been
kept in circulation ;:and the necessity for a con-
traction would have arisen so much:earlier and
more urgently. T say, so much more urgently;
because, the bank having more ‘paper .out and
less bullion in its coffers, a larger proportion of

the contraction must have been effected through

the medium of the rate of interest, inasmuch as
less of ifs paper could be cancelled: against: the

demand for gold. It was only in consequence of

having solargea treasure when the drain com-
menced in 1824, that the bank was enabled. to
stand the further progress of the runi'ini:1825,
without a great reduction of its. issues; and
even that proportion of treasure was hardly
sufficient to place its solvency out of danger.
Tt was at last saved from: exhaustion only:by
the sudden and unprecedentedly -great contrac:
tion of the whole amount of the currency by

the failures of the country banks; and a con-

siderable part of that very contraction was in
fact produced through the medium of the great
rise in the rate of interest, which prevented
many ‘of the bankers from borrowing - to the
extent to which they had been accustomed
and on which they had relied. AR

If a great and sudden varlatlon in the rate
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ofinterest * &, .as: I+ think it «demonstrably:is,
an inevitable effect-of extremes-suchi:as 1 have
described; and:such asjunfortunately the re-

vulsion which-the commercial:part of  the com-
munityis-now-suffering, ‘proves to be:of more.
than barely: possible occurrénce, there must be
a. proportionate.:variation;, “upon ecéry'i-n'tér-

mediate degree.of enlargément or contractlon

of the circulating medium: S
-« The:result. of  the" preceding. reasonmg upon
the regulation of a paper ‘circulation, even with.

a- considerable amount “of bullion' and coin in -

the. count;ry to meet emergenmes, ‘seems ‘to: be
thlS bt PR : Caties e !
" That the exchanO“es do not always indicate;.
until after some interval, more or less accord-
ing’ to circiimstances, .an excess or- deﬁmency
in’ the: 'clrculatlng medium. - SR
:*That when ' the  exchanges - do. 1nd1cate an
excess; or deficiency, they ‘do not indicate

Jthe force of the tide in which the metale are

ﬂowmg n or out.

* Tt s dlstmctly to be understood, that in speakmg of

“the rate of interest as being powerfully affected by the

regulation of the bank issues, with reference to the state of
its coffers, I mean only the temporary effect which is pro-
duced durmg the progress of the forcible extension or con-
traction of the paper. When that effect is completed, the
rate of interest will be the same, whether the value of the
currency be ‘at a hlgher ora lower level.




,01' contractlon must be made to a greater
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. That, .consequently, the bank directors have

no sufficiently accurate. cr'tenon by which-they
~can regulate their’ 1ssues,

$0 ‘as constantly to
preserve, the paper. circulation at the level. which: .
a gold circulation Would;preserve, with: respect
to the.currency of the rest of the world, _
'That this béing the case, when an mﬂux or“‘
efflux: of the metals’ begms, and when ‘the ne-"_
cessity for the enlargement or the contractlon_._"
of the mrculatlon is apparent such enlargemei “

of 1nterest
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SECTION V

Vs

Upon the sta&vantages of & Clrculatlon in whlch Paper is
ez pin large Proportlon compared w1th the Metals

TuE, last Sectlon relates to the dlﬂiculty of

ATRER

regulatmg a paper c1rculat10n .even with .a
xomr and. bulhon as; large as has. or-

f the bank, 1n thls country.l_ It ap-,

prov

value of the currency will ‘be more;uniform, in.
proportlon .as the quantity of the metals, com-
pared w1t11 the paper in c1rculat10n, is larger

M‘Cullech to mamtaln an excluswe paper cur-,

rency convertible into bulhon only, and as every.

suggestlon_proqeedmg from those dlstlngulshedf

writers is ‘entitled to respectful attention,- 1.

deem it incumbent upon me to_examine, some- -

what in detall the merits of that plan. = :

- In Mr. Ricardo’s Proposals for an econo-

ml,caland secure Currency,” p. 8, is the follow-

ing paragraph:—¢ Amongst the advantages of
H

kept in c1rculat10n, and in. the -

dered h1ghly probable that the '

et e
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a paper.over,a metallic circulation, may be
reckoned, as not the least, the facility with
which it may be altered in quantity, as the
wants of commerce and temporary circum-
stances may requlre, enabhng the desirable ob-.
ject of keepmg money at an uniform value to be,
4s far as it is otherwise practmable, securely
and cheaply attained.” Of the superior cheap-
nesstof paper as a material, there can be no
doubt, and if there were no counter- balancmg
disadvantages: in the fluctuations: of value,
‘attending the exclusive use of it, this would be
a sufficient reason for its adoption.

- ‘Mr. M:Culloch, in- his recommendatwn of
Mr. Ricardo’s plan, in the article Money, in the
Suppl. Encycl. Britann., gives the followirig -esti-
mate of the proportion of bullion, which he thinks

may be sufficient to secure the convertibility

and the consequent uniformity of the value of a
given amount of paper.—* By declaring: Bank
of Enaland notes to be a legal tender, and by
obliging the bank to give bars of bullion to those

only who made a demand for 10001. or 20001, it

is nearly certain that the bank would be able to
keep twenty-five millions of notes afloat, with
not more than one or two millions of bullion in its

‘ coffers as dead stock ». Here it is assumed as
, nearly certain, that two millions, and, in thls

view, it must consequently, be quite certain, that
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five millions of bullion would be sufficient to
keep in mrculauon twenty-five millions of
paper#. T e

There would be, under this plan, as I have
already endeavoured to shew' with respect to
our present system, no inconsiderable difficulty,
under circumstances favouring an influx of the
metals, to prévent: an accumulation in the
bank coffers, -beyond the maximum of the
amount proposed: for Mr. M<Culloch; in the
sarhe article, provides' that the bank should be
obliged to buy gold at 8I. 17s.6d. or 8l. 17s.
But even etdmitt‘ing‘, that by a sufficiently forcible
reduction of the rate of interest, such an addi-
tion may be mdde to the circulation of paper as
to stop the influx of goldt, and that there may

% Mr. Ricardo, in his evidence before the Lords’ Com-
~mittee, on Cash Payments, in 1819, with reference to hi§ plan
of bullion payments, by which he proposed to limit- the obli-
gation on the part of the bank to pay notes only of 504., 60/.,
or IOOZ value, or to a number of smaller notes, amountmg,
in the whole, to such a sum, gave it as }us opinion, *“ that
three millions of bullion would, urider good managemeht be
amply sufficient, upon a'supposition of twenty-four illions
of : Bank of England notes in circulation.”— Minutes of Fui-
dence, p. 187, S : o
A When I speak of the cir cumstances determlnmg an in-
flux of the metals, I mean that there may be large veturns
fiom abroad, to be made for previous exports from this
country, at the same time that, owing to good:harvests.of
H2




100

not be. danger;‘as well as inconvenience, in the
attempt; it is under the opposite circumstances

that the greatest dlsturbance of the culrency is

likely to arise. o

“"With a bank cn‘culatlon, then, of twenty-ﬁve
mllhons upon a reserve. of - five millions - of
bulllon, suppose (no 1mposs1b1e nor even impro-
bable.case) that, owing to a failure of the crops
at home, and the consequent ne(,ess1ty of an im=
portation of corn, or to over- tradmg of any kind,

extra. payments abroad, to the amount ' of seven

or ‘eight millions, are suddenly requlred beyond
the sums due, and- 1mmed1ate1y avaﬂable to’ th1s

~country. But in addition to- the sudden neces-

sity for: payments for anunusually large importa-

tion; there may, if it be a period of war,bea

large- expendlture abroad by government, for
subsidies, or for the pay of. its. troops;-.or, in
peace, there may be loans or other: financial
operatlons, suchas. the conversion of the French
rentes, or extensive Tre- comages abroad Wthh
may still further swell the payments “to' ten
millions or upwards R PR

Assummg then, that, under these circum-
stances, extra payments are ‘to be made .within

- six or even. twelve months, amountmg to ten'

,-"_;.\"1,*:3 AR
corn, or a, prevmus over-supply of 1mported commodltles,

the demand for the produce of other countrles is less than
usual, ' TR L '
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millions, how I will ask are these payments to

be made? T am aware that it is‘commonly
argued by the advocates for an excluswe paper

~currency, that forelgn payments to’ any amount

may be prov1ded by such a contraction of. the
paper, as will raise the value of the’ currency

~ and, depress the pr1ces of commod1t1es, thus

causing an- add1t10nal exportatlon, Wthh will

c 'make the payments to the extent requlred But

no explanation is given of the process by Wthh
such an increased export of commodltles can be
made with sufﬁc1ent promptltude to meet the
exigency, Whlch 1s sudden and urgent

ITam ready to admit to the fullest extent that
can be “desired, ‘that the reduced prices in this
country consequent upon the contractlon of the
paper, will eventually diminish the 1mportat1on
and increase the exportation.’ There is, in fact,
no dlﬁ‘erence between the advocates of a paper
currency and myself, as to the pr1n01ples by

‘which international exchanges are ultlmately
‘balanced. The only question between us is as

to the extent of the disturbing causes, for which

'they make little or no allowance, while it is my
‘opinion that these may occaswnally be of con-
siderable extent and duration.

When forelgn payments to the amount above-
assumed are to be made, the number of Te-
mitters beyond the number of ‘drawers, causes
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the exchange to fall to such a rate as makes ‘the

-exportation of gold profitable ; and as, by the

supposition there is no gold in circulation, the
remitters. apply to the bank. for gold in exchange
for its notes. ;

Supposing, then, that by the gontract10n
which the bank might find it necessary to make,
in consequence of the fall of the exchanges; and
the drain thence arising on its coffers, commo-
dities should fall so much, that many, which it
would not before have answered to export, ad-
mit now of being sent abroad with a profit. ‘But
before the fall can be known in the East and

- West Indies and America, and the distant parts

of Europe, so as to induce fresh orders from
thence, several months must elapse. Or, if spe-
culative shipments should be made, it is to be
observed that these-are not likely to form

any immediate resource. It is the common

course of trade, that a very considerable pro-.

portion of the manufactures of this country
are shipped for account of the manufacturers,
Who, through their aoents abroad sell - the
goods, when they reach the markets, to the
dealers and shopkeepers on credit; so that
taking the time occupied.in.the shipment, the

transmission, the interval between arrival and

sale, and again between the sale and the ex-
: plratlun of the cxedlt a period of a year and a
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- half,.or two years, may:elapse. before:the-funds
‘arising' from such shipments can be made appli-
cable: to foreign payments. . Someincreased

shipments will, doubtless, ‘be :made ‘to - the

nearer ports of Europe, and of these part may

be for account of the merchants abroad. But
all: persons conversant:with business must be
aware that:there:is not likely:to. be any consi-
derable increase of funds avaliable for an emer-
gency from this source: S
. Itiwould, perhaps, be tedlous to enumerate

‘_a-ll,t,he,reasons why it ‘should ‘be so. I will

mention only one or two.. The fall, which: by
the supposition, takes place suddenly in-the
price of commodities here, would have the effect

inithe first- instance: of reducing -the price.of
similar..commodities which are held as. stock

abroad, from. the anticipation-of an increased
and cheaper supply from hence. And, in point
of  fact; on .such occasions of falling markets,

there .is. little speculative .demand. - Another

citcumstance - which = prevents ~any- dmmediate
increase of drawers for shipments made.in con-
sequence: of a fall in prices from the contraction

in the currency, s, that the effects of so great:a

contraction in this country, must inevitably be

felt in a-depression of credit, greater or less, in

the places abroad, with which:we have  any

- considerable intercourse, and there will, .con-
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- sequently, ber a disinclination to: authorlze 'drafts

from hencerto'any great additional extent. That

‘there will’ be: éventually~an increased ‘export,:
.there-can‘be;no doubt; ‘but-it is ‘equally: clear
.that a very:small proportion only of it will-be
-available ras a means:of. Iiiakin‘g‘an'immediaté'

foreign-paymernti: There: will, ‘likewise, even-

-tually be aidiminution:of:imports ;butin’ the

mean time-an‘unusually' large importation is
forthcoming, . ‘in- consequénce of "orders -which
had: beensent from ‘hence before- th'e‘ fall of

‘prices,~and-for ‘that.importation: it is that ’the
' Pa}’ment dst0 beiprovidedivo o v w i et e
«.After thé lexplanation: which I~ have ‘here

glf,ven,_dt must be obvious that*there:is hardly
any conceivable degree: of: contraction of"the
paper, upon-such:an -emergency:as: that which

has here been assumed, that wouldibe effectual

in forcing so great.an additional export<of comx
modities: as’ would ‘preserve the ‘exchanges-at
any thing like their level. . While, on the other

hand, in the:case ofi'a circulation iconsisting

chiefly, - or::in :large’ s{proporti’on; “of coin;:‘the
utmost limit of the: contraction: would be ‘the:

amount of the extra payments supposed ;as, in-

fact,; the abstractlon of so ‘muchi coin swould:

_effect;thepayiment ‘but in the: progress:of" ithe"
payment; the curtencies of theiplaces to which:
it-was:made, would, by the addition:ef so much::
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specie,. be..more: nearly:assimilated in value to

~ours, .thus: diminishing  the . préssure upon:the
-And it may; therefore; fairly be:in- -
ferred:that in the case: of:a:circulation: consist-

exchanges. .

ing of.so0 large -a proportion of paper;-the coh-
traction -requisite- to keep:;up- theexchanges,
(even, if this were possiblé;) and. to preserve'the
convertibility - of ;the: paper,:-would -be nearly
twice .as .great as in the case:of one,«in which
the bullion: in the :coffers;of- -the: banky: :andisthe
coin in circulation;, were of such an-amount asito
admit of .the: greatest:part, - if ‘ot iof the. Whole
of the extra payment-being made-in specie.+:

-~ But. before the:contraction:could-be pushed
to qany thing like the extent requisite ifor‘this
purpose,.the: notoriety. of the drain upon the

‘bank,.and; of the smallness of 1ts reserve, would

create -a nun, from fears among the holders-of

. paper ifor. its. ‘eventual convertibility; .and - the

'the part. of the pubhc in a bank, isa knowledge,*
that.the reserve is ordmarﬂy of sufficient: mag-:
nitude to serve as a security’againstcasualties:

suspension .of cash payments would, be inevi-
table. ~It is in'vain to call this a panic, and to
say::that no system of banking can be proof
against a panic. . l
yond : the-occasion ; but ‘in the 'case supposed;
there . would be just ground for apprehensmn

The only rational foundatlon for confidence on

A panic is an apprehensioﬁ' be=
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and emergencies.: ‘Now a reserve of one-tenth,

- or even one-fifth, would:present :ne such secu-

rity, and: would naturally lead to the recurrence
of frequent alarm and periodical suspension. In
the: event, therefore, of'a contraction to meet
foreign payments, the drain would be increased,
and the effects of the contraction aggravated,

by. the necessity which the bank would be under,

of supplying bullion #o the circulation ; while,
in.the ease of a circulation, in which there was
a large proportion of coin, the effects of a-drain
upon-the bank, whether from previous excess or
from any unusual foreign ‘payments, would -ad-
mit of being counteracted and speedily reme-
died by supplies.of coin from the circulation*,
- Of the comparative- facility “with which the
coffers of a bank which has suffered’ too greata
reduction of -its reserve by imprudent issues’ of
paper may be replenished out of a:'circulation
consisting in great proportion of coin, notwith-

L¢#0f an amount of bullion, adequate to ‘the puff)dse “of
‘ making the payment, were in the coffers of the bank; the

contraction might, be less, than if the :whole: or the greater
palt ‘were to be taken from the coin in circulation. But as
1t mlght happen that When the occasion for a sudden pays~
ent should ' amse, the treasure in the coffers of the bank

‘might be below ‘its aver. age amount, there would be no secu- ‘

rity agalnst their exhaustlon, unless- the cnculatlon wele
abundantly supplied - w1th coin. ‘
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standing a coincident demand for large payments

abroad, a strong instance is afforded in the case -

of the Bank of France, in 1817 and 1818, The

~circumstance -is thus sstated in Mr. Baring’s

evidence, in 1819. (Vide Report of Lords” Com-
mittee on the Resumption of Cash-Payments,
p-103.) Speaking of a:drain which that bank

‘had experienced, he says :— Their bullion was

reduced, by imprudent issues, from 117 millions
of francs’ to 34 millions 'of francs, and has re-
turned, by more prudent and cautious measures,
to 100 millions -of francs, at which it stood ten
days ago; when I left Paris. = This considerable
change took place since the first week in No-
vember, when the amount of specie in that bank
was at its lowest. It must, however, be always
recollected that this operation took: place in a

country, every part of the circulation of which .

is-saturated: with specie, and, therefore, no.in-

ference can be drawn in favour of the possibility -

of so rapid an operation in this country, where,
owing to the absence of specie in circulation,

the: supply must entirely come from abroad; for
‘in Paris, though some portions mhay have come

frém foreign countries, the great supply must
undoubtedly have come through all the various

small channels of . cn‘culatmn through tha.t‘

kingdom.” ..
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u;;rAgé;in, in«the:.same: :Evidence,. p.- 105 :—

s Q. -Has: not France, after.two years of great

scarcity in corn, and two years of* foreign con-

_ tributiony been;able;to contribute -a . proportion
ofi:the: preoxous metals ‘to.the ‘'wants of Rugssia.
CandoAustria? Lo we S R ud
s AL Undoubtedly, the precmus metals have.

been ;supplied from: -France :to. Russia and
Austria, and;shipped,-to a.considerable. amount,

tor:America, :notwithstanding: the: payments to

foreign .powers;: and very large: payments for

jmpOr;te‘d corn, -whilst, at- the same. time; wine

having almost: tOtally failed. for several.years
past; they were" deprived.of the most essenhal

article-of their-export.”

~And,: in reference to. these payments, in; the

precedlng answer, Mr. Baring states, that they

“ produced :no- derangement whatever: of’:the
c1rcu1at10n of that country (France).”” “: :in
+..It ' may not be unimportant further to rema?rk‘,

~ that the state of .the. currency in France, ever
since the suppression.of the assignats, appears to
be decisive of the great advantages attending a

metallic circulation, in times of political. diffi-
culty and:danger. -On no one -great. occasion
did her:efforts appear to be -paralyzed, or even

rejtricted, by any derangement of the currency; -
-andin the two.instances . of her territory: being

LT
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occupied by an invading‘army; there does/mot

appear to have been any materlal ﬂuctuatlon in

its value.

~To this facility of resource, and exemption

from great “disturbance of the currency, arising
out of a large circulation of coin, the derange-
ment which took place in -the currency of the

United States of Amenca, very 'soon-afterithe
breaking out of the last war with this' country,

presentsa s_trlkmg.contrast._ Uponvthe firstpres-
sure of financial difficulty, nearly all the banks;

notwithstanding the utmost efforts to:contract =

their paper; suspended their paymentsin specie:
And this circumstance  was not only felt; in
greatly embarrassing the government:- of: that
country in its‘operations during the remainder
of the' war, but entailéd a very unsettled state

ofiithe currency:for some: years after the termi- -

nation of hostilities: = ST

ATtewould. appear, therefore, that a currency,
consisting chiefly of paper; requires a much more
violent degree. of contraction to'meet the occa-
sional emergencies of sudden payments; thanis
nécessary ‘in a: ‘circulation - containing a large
proportion of coin; .and that there are emergen-

cies: of no improbable occurrence, in Whlch the-

utmost possible. contraction would' be insuffi-
cient to: preserve the convertibility of the paper.
This dlfﬁculty, or rather, I should sayy 1mpos-

e
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sibility of meeting many conceivable exigencies,
without ‘a large reserve of gold and silver, seems
not to-have occurred to the advocates for a cur-
rency consisting - of paper- circulating upon ' a

‘very small reserve of bullion, as an objection:to

their system. They have overlooked the ob-
structions, which distance, habits of trade,

legislative restrictions, and various' casualties
and m‘is'calculations,”’th'at' are inevitably inci- -

dental to -all extensive commercial relations,
interpose 'in the way of such an immediate ad-
justment of international payments, as 'ought; in
their  view; to supersede the necessity forthe

‘transmlssmn from one state to’ another, of any

cons1dérable amount of bullion.

It may, perhaps be said, that the late crisis
has been felt in France, in the Netherlands, and
in° Hamburg, as well as in this country, and in
the United States of America; and that, there:
fore, no argument can be drawn from it against
our paper-system. That the crisis has been:felt
in other places, I am quite ready to admit, and
I'havé formerly had;occasion'ito~notice an:ini
stance of a great derangement of credit in
Hamburg, arising out of speculatlons, Whlch
appear to have had their origin in ‘that mty
But the occurrence of such instances of delangeg
ment ‘is  comparatively rtare, and, as applied to
a city like Hamburg, is not strictly analagous to
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the case of disturbance of the value of the cut-
rency in an extensive and populous district or
country,  Hamburg is a mere cluster of mer-

chants, of a highly enterprising character, among

whom, there are considerable dealings on credit,
and, where the trade 18 consequently subject to
great vicissitudes*. . o

- There have also been, extensive fallures at

Paris, Amsterdam, and Berlin; and there has
been a general rise in the rate of discount in

those places. But these failures were chiefly

among the speculators in the public securities_

of the different states of Europe and America.
Now these public securities are neither more
nor less than annuities, which depend.upon. the
rate of interest for their market value, and; in
their turn, produce a temporary influence .on
the rate of interest; and, as these annuities
form -one -of the most extensive classes of ob-
jects’ of interchange between London and -the
great commercial cities of Europe, it is quite

clear ‘that the operations .of the former must, -

fro’nr their..-relative ‘magnitude, influence the
%, The mstances of Hamburg and leerpool of whlch
leerpool 1s the most remarkable for its entelpnse, and its
rapid plogress in wealth and population, are decmve as to
the-inference, that banks of circulation are not: essentlal
as’ has' 'been supposed to the development of- commercial

activity .and adventure,
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latter ; consequently any- great fluctuations-in
the funds, which produce extensive failures,and
a rise in the rate of discount, here, must pro:
duce some corresponding effect on the places
which. T have alluded to. But, in the instance
of none of those failures, does any general de-
rangement of the currency appear to have been
experienced.in the countries. or districts adjoin-
ing to those. cities. And, although the rate of
discount rose .abroad, that rise indicated the
utmost rate paid for the use of monied 'capita]

‘Whereas, during the crisis in,this country, the
real rate of interest must be considered as having
been very much higher, as I have before stated,

when- alluding to the ruinous: expedlents Whlch
were resorted to in order to evade the oppres-
sive restrictions of the usury law. ;

But, it may be further argued by the partlu

sans of an exclusive paper circulation, -that the
great fluctuations in the value of the.currency

“which have occurred within the period now
under dlscussmn, may be ascribed to the very:

imperfect and insecure grounds on which the

paper of the country banks in England has
been issued, and to the injudicious manner in
which the issues of the Bank of England have

been regulated.
Tam certamly no” advocate. for the mode of
management of the circulation by the Bank of
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England; and T am ready to give up ‘our country
circulationias being nearlytheworst'coniceivable:
But I n’have already endeavoured to shew-that
there'is'no test by which an‘excess in'the issue
of:piper canbe deétermined with certamty, till
ani-interval greater or. less after the excess; ‘has
elapsed:i+i Now, as: all:former- -experience;:as
welli/aszthe 'véry: nature : of- a paper- currency
issued” by banks] leads “to the ' conclusion:that

théylwill>extend their'hotes to the utmost limit

ofsthesaniount:which the ‘¢irculation will tempo—
rarilyi ‘abisorb;ithere-seems 'to be:no reason to
supposerithat sunder the icircumstances; suchi as
Ithuvesbeforeideseribed them, favourable to:the

extensioniofscountry: notes; the issués of papéer

m1ght~.x noty tandcwould. not, - ‘have’ been-carried
as far by banks established: on a solidfoundation
asiiti I}anbeen*by :banks. on a: weak: foundatlon* '

aldose ot
»f"EJt; w111~ perhaps, be: obJected tha,t thele has mot: been ‘S0

{, ‘%,’ 2 N HEE TR A S R Y

7 much over-lssye of paper, nor so much eventual contraction

1n cotlaxild} and i ;Ireland as m England That there has

en over-1ssue a;nd c sequent contractmn in both is certam ;

_‘nobﬁhltherto appear t0 ‘havé beén'so much'- overtra,dmg in
 thoseparts;of ;the kingdom as inthis ; although, pérhaps,’ -

evern; upon, this; pomt it is. yet too. early in the- subsidence of,

the crisis to _]udge “That Scotland i is, notmthstandmg the.

super1011ty of her system of bankmg, hable to overt1 admg‘,'

and Sotntierdial distress’s tiay be'proved by referenc

and ‘¥815; when“the failures at Leith'and-other towns of the’
I

1814 ‘
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There would, therefore, have been a necebsxty
for an eventual contraction, as great at least as
that wh1ch has actually been made. The con-

north rather exceeded those of the south. In Ireland the
dlsasters which attended her banking-system in 1820, may
have been sufficiently recent to preserve her from so great
an excess of paper as might otherwise have been cir culated
there. : :

Since the. above part of this note was wrltten, accounts
from Scotland state that commercial distress is begmmng
to be most severely felt there. The following extract is
from the Glasgow « Free Press” of the 18th of Ja,nuary,
1826.—

«The distresses that we ventured to predict as~11ke1y

to result from the money panic, are now overflowing in
every quarter, and many highly respectable mer chants, ma-
nufacturers, and traders, find no little dlﬂiculty in keeping
their heads above the water. The lessening of the amount—

‘the limiting of the time—and the increasing of the rate of
discounts, are severely felt in Glasgow; and within the:

short space of twenty days, nearly the same number of
houses are reported to have fallen in consequence. The

state of business in Glasgow.is as gloomy as ‘it can well-
be imagined. This is an aw ful fact, and a fact, the publica~-
tion of which, at an earlier period, might have augmented.the’
evll but it is now too notorious for further concealment.:
Complalnts are heard on every side, and the distress appears
to be not only grievous, but general. To specify part1cula1,'
branches, even if we could do s0, would be imprudent, but

we -confess that we cannot. All are alike affécted; and

though some have borne-it better than others, it is: not be-.
. cause those have had less to bear, but because these have been,

less able to bear it.”’
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traction would not indeed in such case, be ef-
fected, as it has been, through the medium of
the failures of country banks,and would therefore
not be attended with the peculiar description
of distress which has recently occurred from
‘those failures. But, it is clear that there would
be the same depression of prices, whether the
contraction were effected through one me-
dium or -another; as it is by the means of
general prices alone, that the adjustinent of the
level can take place. This degree of fluctuation
which must periodically occur, is, as I have
shewn, over and above that to whlch a metalhc
circulation is liable. 2 :
Viewed therefore in every light in whlch the

_subject can be placed, the conclusion strikes

me to be irresistible, that the liability of a cur-
rency to fluctuation in value, will be the greater,
as the basis of the metals in proportlon to the
cir culation of paper is smaller.

~ Upon the great moral evils arising out of ex-
tensive fluctuations in the value of property, as
there is not, I apprehend, any difference of
opinion, I will not dwell further than to observe,
that, in as far as the liability to the occurrence
of such fluctuations is greater with a paper
than with a metallic circulation, this ought to
weigh heavily against the consideration of the

pecuniary saving which is the only object pro--
12
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posed by the substltutlon of the cheape1
material. .

- Butin truth a great Waste and posmve loss of

natlonal wealth attends all such changes, by the
‘misdirection of capltal and 1ndustry Wh1ch they
occasion. :
_ Of the mlsdlrectlon, Wthh the art1ﬁc1al ex-
.citement to speculation, : 1nc1denta1 in so much
, greater a degree to a paper than to a metallic
currency, 1s calculated to give to. capital and
industry, a mem01able mstance is afforded by
the transition which we have recently ‘experi-
enced, and from the effects of Whlch we a1e stlll
‘suffering. ' :

If a computation could be made of the losses
‘that have been sustained within the last two
years,—by the excess of prices pald to foreign
countries for commodities*, beyond what those
commodities are worth for home consumption

rexportatlon,——by the fluctuation in the' de-

‘ .mand for labour, at one time elevatan* manufac-
“turing wages beyond the rate which the eventual‘

price of the manufactured goods could afford,
and then depressmg them so much, and throw-
ing so many workmen out of employ, as 'to
occasion an increased burdenkon the poor- rates,

~ * T have seen. computatwns, by which it appears, that in
the article of cotton alone, the loss amounts to upwards of
two mllhons and a half
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—by loans to foreign states, which present no
adequate security for repayment,—by schemes,
which upon a large outlay, hold out no prospect
of any net profit,—by rendering the commodi-

~ ties produced with. a view to the consumption

of particular classes, of reduced value, by the
dimipished demand, consequent upon the altered
condition of a large proportion of the indivi-

; idu_alﬁs,/ constituting those classes—it would be

fouh_d, 1 suspect, to amount to an enormous sum.
And if the proportion of such losses, not only on
the recent occasion, but on many other similar

occagsions Wh1ch have occurred in our commer- -

cial history for the last fifty years, which can
be fairly ascribed to the difference between a

paper and a metallic circulation, admitted. of

being accurately computed, I am fully convinced
that, as a mere question of national wealth,
the balance of loss would be greatly agalnst the
former. :
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| SECTION VI.
Upon the Defects in the ‘System of our Clrculatlon, whlch
call for an immediate Remedy /

Sucu and so great being the evils which seem
to be inseparable from our present monetary
system, and infinitely aggravated as these evils -
have been and are liable to be again, by errors -
in the administration of it, it will, 'when ‘the
whole subject comes before the legislature for
consideration, upon the nearer approach of the
termination of the present charter of the:Bank
of England, become a question of the greatest
importance, to determine whether the whole of
that system, as connected with the circulation
of promissory notes, ought not to be entlrely
re-modelled. ‘ Lo

In the mean time there are tWo“spe-’ciﬁc:éVi'l’sv,

which are severely and extensively' felt, and of -

which the remedy is'so obvious and easy as‘to
admit of being immediately applied.  One’'of
the evils is that to which I have already al-
luded, viz., the secrecy and mystery in which all
the proceedings of the Bank of England are
enveloped. o
While that secrecy prevails,‘ all investments
of capital, all mercantile engagements, and all
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contracts of whatever kind, are exposed to'an
element of uncertainty, in addition to any other
that can have been in contemplation : and plans,
otherwise well combined, ‘may be defeated by
some great operation of the bank upon the cur-
rency, which, if it were known and exposed
to public scrutiny and discussion, would either
be quickly abandoned, or would admit of being

~appreciated and acted upon.

It may, I believe, be set down as a rule, that
the administration of all institutions, of which
the ' functions or operations, in any degree,

affect the public interest, ought to be constantly-

and: strictly subjected to the supervision of the
public. Such supervision is the only effectual
safeguard against errors and abuses, Next to
the administration of the state, there is no

;administration of any office so immediately and

extensively affecting the interests of the com-
munity, as that which is intrusted to the persons

~who.are invested with the privilege of issuing
paper-money, and who, by the manner in which
‘they exercise that. privilege, have it in their
power. to produce great changes in the property

and condition of every individual in the kingdom.

No man, nor set of men, ought, in my opinion,

to be intrusted with that privilege : but being

so intrusted, their exercise of it ought to be
subjected to the.constant control and correc-
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tion: of public -opinion.. Such. pubhc1ty would
enforce a steady and  consistent:adherence to

some: settled rule, the uniform operation of which

the mercantile world mlght understand ‘and be
prepared for. There is no reason whatever why
the accounts of the Bank of England should not
be publlshed W1th_as_much fulness of detail as is
exhibited in the accounts published half- yearly
by the Bank of France. 'As a specimen: of the

latter I insert, in the Appendlx, E. a copy of

an’ account for the last’ half-year, as it has re-
cently been rendered. A statement. of this kind
ought to be reqmred not only from the; Bank’ of
England but from every bank in the. klngdom

whlch s allowed to exercise the pr1v1lege of
1ssu1ng paper-money S e -
. The other evil which calls most urcrently for
immediate mterfelence on the part of the legis-.
lature, is "the state of. the _country, circulation..

Someé: secunty ought forthw1th to be.provided: .
against the recurrence of faﬂures of the country: -
banks, such as those which. took place in.1810,::
1815, 18186, and lately, in 1825.. If the,Bank:of: .
England would ‘consent to give up so-much: of:.

its exclusive privileges as would ‘admit of the
establishment in England of banking-companiés,

- on the footing:-of ‘those in Scotland, the- present’
- country-‘banks might " be- entirely 1eplaced by
banks on a different footmv and of unquestioned,
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stability.: But ‘as such a concession on the part
of the Bank of England is'not l1kely to be made,
some other measures ought, in the mean time,
to be adopted. - Every country banker ought to
be called upon to give some pledge of hlS ablhty
to pay on demand ‘the motes which he may be
permitted to issue. Whether this- object of se-
curity: would be best attained by requiring a
sum to be invested in the funds, or by any other
method, it would lead me too far at present
to- 1nqu1re '

“But whatever may be determmed upon as to

the expediency of prov1dmg additional securxty, |

for the-general circulation of the country banks
thereis one partof that 01rculat1on which ought
not, upon any footmg, or with any modlhcatlon
to‘be: any- longer toleratéd.- I mean the notes
under£5. These are, in every point of view, a

most obJectlonable medium of exchange Theyv

are’ 1mperfectly convertible into coin, as, for in-
staice;in the case of Mr. Jones and the Br1stol
Bank; last spring ; and, I bélieve, manymstances
of:difficlty, ‘ short of absolute refusal of pay-
ment mlght be c1ted* They oﬁ'er greater‘

* Smce writing the above, an instance has occurred in

which a demand, even upon the Scotch Banks, for coin or

Bank of England notes, in  payment of the local notes, was

made the subject of - angry animadversion by an Edmburgh;

paper the Edinburgh Evening Coup ant, of Jan. 7. ‘W hlle there

{
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facilities for being issued in excess:than notes
of a higher denomination ; and they almost in-

variably exclude specie entirely from the dis: -

trlcts where they pass current.’ : :

* But leaving out of the question: the cons1dera-
ton of fluctuations in the value of the currency,
some protection for the lower classes against
the severe losses to which they have so often
been exposed, as the holders of small notes,
when the banks i issuing them have falled 1s im-
peratively called for. SRR

It .is quite idle to' contend that the lower
classes have the option of refusing to take the
country notes. Practically, in" the great majo-
rity of instances, they have not and cannot have
any such option. : But if. there is any object
more important than another for which the.go-
vernment of. e\vr‘ery;state has been invested:with

‘the exclusive privilege of coining money,-it.is

that of protecting the lower classes of:-society,
who are little ‘competent in this. particular.to
protéct ‘themselves, from the risk of loss.in re-
ceiving their stipulated w‘age“s, or ;othér;;g_pay-

‘ments. And this function of the _so,vereign{t-y,;;of

issuing coin, which, under the strongest sanc-

1‘3 any feeling of this sort of the har. shness of defnéndihg coin

,fm the notes of a bank such notes are more or less imper-.

fectly conve1 tible.
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tion, certifies to every member of the community

" the weight and fineness of the money which

he may be entitled to receive, is justly guarded
against the interference of private individuals
by the severest penalties. But by a strange
inconsistency, while such care is manifested to
secure the community from being imposed upon
by metallic money of less than standard-value,
every adventurer who chooses to follow the
trade of a banker, is allowed to issue a spurious
paper-money, which having neither intrinsic
value nor any adequate security for eventual
convertibility, is in too many instancés, ‘neither
more nor less than a fraud: a fraud of which
the most numerous, and most helpless classes,
and those who can least bear the loss, are most
commonly the victims.

- Important and urgent, however, as are the

‘considerations of policy, in respect to the value

of the currency, and of justice, in respect tothe
protection of the lower classes, which dictate
the suppression of the small country notes, it is
to be feared that the same influence which has

on other ' occasions been successfully exerted

against improvements in our commercial” or
financial system, will be brought into operation
against this. The country bankers, who are
supported by the power of the landed aristo-
cracy; had 'inﬂuen(:e enough to throw out a bill

~
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‘which was introduced some years ago into Par
liament, for affording - greater security to the

‘ pubhc in the circulation of: country. bank notes

under 51.. And we may expect that no efforts
will be spared, and no sophistry left untried, in

" the ensuing session, to prevent the suppiessmn
- of that class of notes. ‘I have little- doubt that if

such a measure had been proposed and carrled

last spring, during the apparently prosperous ’

state of the country, the recoil of prices, the rise
in the rate of interest, and the general stagnation
that have recently taken place; would have been
ascribed -to the actual or prospective operation
of “that measure. : If the measure should.be
proposed in - the ensuing: session, it will be
pertlnacmusly objected that the country is’al-
ready suffering under all the'effects’of. feaction;
and it will be said that we ought not to aggra-
vate the distress arising from-a contracted. cir-
culation by perpetuating that contraction. - And
of this we may be assured,” that whenever this
salutary alteration be made, as sooner or later
it must be, the effects of it will be: grossly exag-
gerated, and whatever coincidently with, or soon
after, may be untoward in the aspect of finance,
commerce,or agriculture, will be wholly ascrlbed

‘to-that alteratlon*

* It‘ is, in my view of the ‘subject, a matter of great and

serious regret that the privilege of the country banks to.issue
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- “The ' principal source of -éxaggeration as to

the effects of the suppressmn of the smail notes,

is in supposing. ‘that such a'measure would have:

a great and permanent influence in reducing the

price of agncultural produce, and’ of. commo-
dities in general. That prices could not have
risen so high as they did in the two last years,

without, as with,-that class of notes, I am per-
fectly ready to'admit, but neither, on the other
hand, would they now have been so low.. Itis

only a greater range of fluctuation, and not a
higher permanent level of. prices, that can be
produced by the substitution of paper for'gold
and silver, in that part of the circulation: - To

12. ‘and 21 notes was not suﬁ'ered to expne at the tlme pre-
scribed for the cessation of it, by Mr. Peel’s bill, v2., in: May,

' 1823, instead of being extended, as it was by an act ‘passed

in 1822, for ten years longer. - No time,.indeed, could have
been more fit for its dlscontmuance than that. . Prices had
aheady reached their minimum, as compared w1th the prices
of the rest of the commercial world and, without any eff'ort

ot saorlﬁce, there was aheady s0 g1ea,t a surplus of gold in

the ¢offérs of the Bank of England, as to have admitted of its

_supplying as much as’ would have fully filled up the ‘chasm

createdi by the withdrawing of the small country notes,

- without reducing its own circulation of paper. The, country

banks were, themselves, prepared for the measur e and, there
seems no reason to believe, that if'it had been calrled 1nto
‘execution, it would have had the shghtest sensible effect in
a further: depression of prices. :

IO e e e e g

SRR A AR 8 Pl e 0 T




Ll

126

the value of ‘gold, in the rest of the world, our
paper must conform as long as it is convertible,’
although the interval during which it may di-
verge from that value, owing to a partial excess.
may be greater, as I have endeavoured to prove,
than is commonly supposed. But exactly, by
the same reasoning by which it is shewn that
there may -occasionally be an enlargement of
the circulation of paper beyond what is even-
tually found to be consistent with preserving an
uniformity with the value of gold in the rest of
the world, it inevitably follows, that in propor-
tion to the degree of excessive enlargement,
must be the eventual contraction of the whole
circulating medium below the level from whence

‘the excess began; the level, or the average of

prices-, being still determined by the value of
gold. ‘ ‘ ' '

- The only queétion, therefore, is, how far the

value of gold would be raised by the absorp-
tion of so much as would be requisite to supply
the place of the small notes? The grounds upon
which any answer can be given to this quéstion

are, of course, vague, as s‘omething must de-
pend upon the estimate which may be formed

of the quantity of gold which will be necessary

f_or the purpose. The utmost computation of

this quantity, however, would hardly raise it to

eight millions, considering that there would be-
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-an increased economy in -the use of such cur-

rency, and that the reserve of the Bank of
England need not be so large, when there is
no country circulation of 1/. and 2/, notes, As-
suming, as I think I may, most confidently, that

eight millions of gold is the utmost that would :
“be requisite for the purpose, it can only be an -

apprehension magnified by the bigotry of self-
interest, which could lead to the supposition,
that such a sum, taken from the whole amount
of the metals in the world, would produce any
sensible influence on bullion prices.

However inauspicious in appearance, the pre-

sent, I am satisfied, is a season, which though
not so favourable as 1822, is one, in which the
privilege of circulating country notes under 5.
may, (after giving due notice) be rescinded with
less disadvantage, than probably at any interven-
ing period prior to the time, at which that
privilege will cease by the provisions of the
existing Act. The circulation of this class of
notes is in consequence of the late failures, now
reduced to as low an amount, as it 1s conceivable

that it can be, at any time hereafter, before its .

final extinction. And to replace it, therefore,
with coin, will probably require a smaller ab-
sorption of gold and silver than at any later
period.
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. With regard to any remedy as specifically
applying to the existing state of distress, I have
none to propose.. The evil arose out of an
excess of paper and credit. ‘The only cure is in

the removal of that excess. The operation:of
removal, however salutary in the end, is painful
in the process; but I am not aware of any other

mode of arriving at a sound state. The sole

object of the suggestions which I have ventured
to offer, is to diminish -the chance of a recur-
rence of the disorder,
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APPENDIX
A (1)

Eztract frdm the Report of the Select Committee on the

State of Commercial Credit.—April 25, 1793.

A spirit of commercial speculation and commerce had been
for some time increasing in-every part of the kingdom, and
had now got to such a height as to threaten public credit
with very serious danger. The-circulating specie being by
no means sufficient to answer the very increased demands
of trade, the quantity of paper currency brought into circu-
lation, as a supplying medium, was so great and dispropor-
tionate, that a-scarcity of specie - was produced which
threatened a -general stagnation of the commercial world,
In consequence of this alarming state of public credit, on
the motion of Mr. Pitt, a select committee was this day ap-
pointed, to take into consideration the present state of com=
mercial credit, and- to report their opinion and observations
thereupon to the House. ;
. Apml 29.—The Lord Mayor reported from the said com-
mittee, That the committee had made a progress in the
matter to them referred and had directed him to make the
followmg
REPORT.

YOur‘c‘ommittee have thought it incumbent on them, in pro-
Eéé‘diﬁg to execute the orders of the House, to direct their
attentlon to three principal points : :

~ 1st.—Whether the difficulties at present experlenced or .

the probablllty of their continuance and increase, are of such

urgent’ importance to the public interest, as to requ1re the

interposition of the Leglslature s :
2d.—On the supposmon that such 1nterp031t10n should be
K
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deemed necessary, what is the most practicable and effectual
plan which can be adopted for giving relief?

8d.-—What means can be suggested for preventing the
renewal of similar inconveniences ?

The consideration of the first and second head, appeared, in
some measure, blended together ; and the third, though of
great importance, appearing to be less urgent in point of
time, your committee have thought it proper to submit to
the House such considerations as occurred to.them upon the
" two first points, reserving the latter for a separate report.

- Under the first of these heads, the.notoriety of failures to
a considerable extent,—the general embarrassment and ap-
prehension which. has ensued,—the consideration . of -the
- mecessary .connexion between different--mercantile houses,
and their dependence on each other,—and. the: -influence
which the state of commercial credit must have: upon the

trade, the revenue, and general interests of the. country, -
appeared sufficient, without minute.examination, . to,satisfy

your. committee, that the present situation strengly:called
for an immediate and effectual remedy, if any. practicable
plan could be suggested for that purpose.. G e
In addition to this, the committee had. an opportunlty of
‘collecting from several of their own members, .1nforma§;on
grounded either on their general.observation upon the sub~
ject, or on their own immediate and personal knowledge..
Your committee, understénding, that some suggestions’on
" this subject had been laid before,the Chancellor, of the Ex~
chequer, on' the part of several persons.of great, eminence
and respectability in the city of London, were of. epinion,
- that ‘a-communication of these suggestions. would be very
material .to the objects of their. inquiry, with.a view of
ascertaining the.opinion of p ersons of this description, ._hoth«
with respect to the necessity. of some remedy, and to the
particular mode in which it.might be applied.
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The Chancellor of the Excheéquer accordingly laid hefors
the committee a paper which: fiad’ been' deliveted to™hit on
the 23d instant by the Lord Mayor and Mr. Bosanquet;
which' is mserted in'the’ Ap‘pendlx to this' Réport. - He also
stated to thé committée the circumstincss which had led to

* this papér being drawn up.<-That’ he'had received repr esen-

tations from many differenit’ quartérs, which'induced him'to
believe; that the failures which'had'taken’ place had begun
by a rin on thosé houses' who Kad' istied’ c1rculat1ng paper
without belng possessed of siifficient’ capital’; but that the

consequernces” had' soon extended’ thichiselves so far a§ to

afféct many hotses’ of great sohdlty, dnd possessed of funds
ultlmately much more than sufficient to’ answer all'demainds
upoii' therd, bt which had’' ndt the meins of conver tmg ‘thosé
funds into’ money, or negotiable’ securities, in time to teet
the pressure of - the’ motiiert. ——That ‘the' sudde dlscredlt of
a considerable quantlty of paper which' had been' 1ssued by
d1ﬁ‘erent ‘banks, in itself produced a deﬁmency ‘of the’ circu=
latmg medmm, whlch, ifi' the mdmary cours§” of thmgs,
¢ould not ‘be’ immediately’ replaced ; ahid that thls deﬁc1ency
occasioned mateual inconvetiierice in mercantlle transac-
tions.—That in addltlon to this immédiate effect these cn-
cimstahees ‘dlso ‘were represented to have 1nduced bankers
and others to’ keep in their Hands™ & greater quanﬁty of
money” than they thought necessary in' the’ usual tlam
of business; and that large’ sumis® wers’ thus kept out of
citculation, and great difficulty arose in’ procuring the usuial

-advanceés'on bills of exchange, parﬁié’u‘larly“’ those of” a long

daté~~THhat many petsons were said to be’ possessed of
laige stocks ‘of goods, ‘which'they’ dould not at' présént’ dis-
pose of ; and on' the” credit” of' which” they could niot raise
money.—That this occasioned an interruption’ ‘of the usual
orders to manufacturers, which circumstance, together with

the 1nterrupt10n of the means by which they were enabled
K2
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to make:their weekly payments,-tended to prevent the em-

ployment of a number of persons engaged in dlﬁ'erent manu-.

factures. That theése evils: were represented as hkely ra~
pidly to increase to-a very serious extent, if some extraordi-
nary means. were not adopted to restore credit. and. circula-

tion.—That in consequence of these representations, he had
desired a meeting of different gentlemen, in order to obtain

the best information in his power respecting the extent of
the evil, and, the possibility and propriety of any measure to

remedy it.—That after much discussion, all the gentlemen

present, seemed to agree. in a very strong opinion of the

extent of the evil ; though many objections at first occurred

to. any. plan for remedying it—That in. the result, it was

agreed to desire the gentlernen whose names were mentioned -

in the paper now delivered, to meet, the next day, at the
Mansxon House, to consider more partlcularly the proposal
for the i issue of Exchequer bills to a certain amount, to be
advancedﬂunder proper regulations; for the accommodatlon

of, ,such persons as might apply for the same, and 11kew1se'
the, ,objections to which. such a proposal mlght be llable,

and. that the paper whlch he had laid before the comm1ttee
contained the opinion of this. second meeting. :

.. The. Lord Mayor informed the committee, that m confor-
mity to the statement mentioned by the Chancellor of the
Exchequer, eleven gentlemen met at the Mansmn-House on
the 23d, selected principally from that part of the Precedmg
meetmg who had expressed the greatest. dlfﬁculty in finding

out a remedy ; and, after a long dlscusswn upon ’che sub_]ect, »

they unammously were-of opinion, that the 1nterposn;10n of
Parliament was necessary, and that an issue of Exchequer
bllls, under certam regulatlons and stxpulatlons, was the

‘best practlcal remedy
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1Wacpﬁerson s Annals of Commerce, p- 266
A. D. 1'798

"At this time also, the. concerns of both merchants and
manufacturers -were much more widely extended, and were

“much‘greater than at any former- perlod a natural effect of
incredsing prosperity, and,: sometimes, a cause of ensuing’
calamity. From the operation of  causes,” which I shall not-

pretend to explam, the unprecedented number of bankrupt-

cies in November, 1792, was plodlglously ‘exceeded in
number ‘and amount by those“which took place in the spring

and” summer of this year; 105 in, March ; 188 in April ;

209 in May ; 158 in June; and 108-in July. Many houses:
of “the most- extensive dealings and most established credit,’
failed ; and their fall involved vast numbers of their cor="

respondents ‘and " connexions in all parts of the ‘country.

Houses of great respectability and undoubted solidity, pos="
sessing ample funds; ‘which actually did, in a short time,
enable them to pay every shilling of “their debts,” were'
obliged to stop’ payment and some bankers; who, almost

1mmed1ately on recovering from the first panic, resumed

" the regularlty of their payments, were obliged to make a
pause.” Many whomi the temporary  assistance of even a
moderate sum’ of money would have enabled to surmount’
their difficulties, could ‘not obtain any accommodation ;- for,’

in’ the’ general distress and dismay, every one looked upon
his “neighbour with caution, if not with suspicion." It was

impossible to raise any money upon the security of machi-

nery or shares of canals; for the value of such property
seemed to be annihilated in the gloomy apprehensmns of the

sinking state of the country, its commerce and manufac-
tures ; and those who had any money, not knowing where
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they could place it with safety, kept it unemployed and
locked up in their coffers.

Amidst the general calamity, the country banks, which
were mult1phed greatly beyond the demand of the country
for circulating paper currency, (thexe being about 288, or,

agcording to other accounts, 400 of them in England and

Wales,) and whose eagerness to push their notes into circu-.
lation had lajd the foundatlon of their own. m1sfo1tunes,
were among the greatest sufferers, and consequently, the

ne.ct.ed with them “and they were also ﬁhe, 9h1ef cause

of the great drain of cash from the Bank of England, ex-

ceeding every demand of the kind for about ten years back.

Of these banks, above 100 failed, whereof there were twelve
in Y orkshlre seven in Northumberland ; seven in Lincoln-

shire ; six in Su%sex five in Lancashire; four in North-

amptonshire ; four in Somersetshlre, &ec.

-In consequence of an interview of several of the prmmpal
melchants and tladels with Mr. Pitt, the Prlme Minister, a

* meeting was held at the Mans1on-House, (Apr11 23d,) to,

concert measures for putting a stop to this terrible calamlty H

when - the Lord Mayor, .and Messrs Anderson, Bosanquet,

For=ter, Ch1swe11 Barmg, Tho1nton, Harman, Wmthrop,

the outhnes of a. pldn f01 the rev1va1 of commerc1al credlt
and the restoration of conﬁdence, by a. Parhamentary ad-

vance of Exchequel bills, under proper. regul,atlons,k

to houses of real capital; a copy of. whlch ‘was imme-

chately laid befoxe, Mr. Pltt by the Lord Mayor : and Mz.
Bosanquet.
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A. .(e'),
Tize followmg fmgment was 'wmtten n 1822 wzth a
_ylew fo insertion in my fm‘mer work, entitled

< Tiwug/zts and Detmls of . the kigh and low Pmces
of the thzrty Years, endmg 1822. Part 1.7

ON THE EFFECTS OF ALTERATIONS IN THE CURRENGY

I—Iavmg stated the grounds on which 1 cons1de1 the ut-
most effect on prices that may be ascribed to the bank re-
striction to be the difference between paper and gold, or in
the absence of any quotations of gold, the depression of the
exchange below par ; it strikes me that there is one view in
which it ma.y be a question whether prices were affected by
the restriction quite to that extent, .There is - no: doubt

_that the measure would be quite accurate, supposing that
- the bank directors, if the restriction had mot taken place,

would or could have so regulated their issues, as to have

- preserved .the price of gold constantly at or. below the

mint-price and the exchanges at par. But, in point of fact,
there - were ‘ previously to 1797 some occasions’ when the
‘price of gold in: the market was above the mint-price, and
there were many more when the ‘depression of the exchanges
“was to a still greater degree than would be- inferred from a
reference to the price of gold only. :

: From August 7, 1795, to June, 1796, no price of gold is
quoted in any of the lists laid before Parliament ; but, it

appears by the evidence of Mr. Abraham Newland, (Report.
of Lords’ Commlttee of Secrecy, 1797, p. 49,) that in that
interval the market-price was consulerably above the mint,

price of gold. -
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N

Q. “Has -the price.of gold at any time within: the last

two years been as high as 4 guineas per ounce, when

guineas could be purchased at the .rate of 3. 17s. 103d.
per ounce ; and was there not, at that time, reason to ap-
prehend that they would either be melted or cla,ndestmely
exported ?. . o ) . L e

A, I.believe that. gold W1th1n the last twa- years;: has

been at a ‘higher price than 4/. 4s. per ounce, whichisia
great inducement for persons to melt the guineas which-

are circulated at 8. 17s. 103d. .
Q Does: the bank ever pay more in thelr purchase of
gold than the mint price 7 e
“A. Frequent]y . S C )
Q. Do the bank in such case carry: theu' gold to the
mint to be coined ? - L & , :
A, Theydo D e e e

Q. What' is the hlghest pnce you ever kneW the bank /

pay for go]d perounce. - v ool syatens s
A, 4l V5., 4l 2s., 4. 6., and as hlgh as: 41 83., but Very
seldom at those prlces. :

Q. State to ‘the committee at what time the bank gave so -
large a prme as 4/ 8s., and’ what‘ were’ then' reasons for.

orlvmg a price 'so much- above what they give at-present. -
A1 beheve it was about ‘two years since the bank gave
so lalge a. prlce as 44. 8s. per ounce for gold; it- -was but a
small quantlty, ‘1t was soon stopped on account of its price;
the bank at that tlme thought it expedlent to obtain gold

from - Portugal, which thelr agent could not do at a: less

Pucethan4«l 8s.” - = SEUREEE T
Durmg the znterval referred to by Mr. Newland, the
exchange on - Hambu,g “fell from 86s., which it ‘had-been

at in February, 1795, ‘to 32s. 4d. in August-, and continued:. -

on an average under 33s. till February, 1796: ' The price of
silver. rose from 5s, 1d. in February, 1795, to 5s.-54d. in’

i
§
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Septemberﬁfollmving,‘ ahd wagas high‘ as 5. Gd;éin July,
Th1s rise in the price of bulhon -and'.depression of the

exchanges ‘may be:easily .accounteéd.for by the -combined -

effect of - a‘large government expenditure; and considerable
imports of corn;. but.still it is material to bear in mind
that! the “market-price of gold-and silver, and the foreign
exchangees] were liable to no inconsiderable degree of fluctu~
ation; even in a convertible state -of the currency- -and-a per—-

fect state of the gold coin. e B R R ST
‘A still’ more- remarkable- instance of fluctuation-in - the

exchanges, and in the price ‘of silver and: foreign gold, s
observable in an anterior period. The period to- ‘which I

allude is from the latter:part of the American war ofinde-
pendence, viz., from January, 1781, +till the close of 1783,
which was twelvemonths after the Mgmng of prellmmarles
of peace: T s : ‘
The exchange on Hamburg for two years precedmg 1781,
had ranged from 865, t0 84s., the price of silver from 5s. 2d.
to 5s. 51d.; and the price of foreign as well as’ ‘ standard
gold had been mostly at 3. 17s :6d.; in.no ‘instance ex*
ceeding - 84.- 17s. 104d. In January, 1781, .the prlce of
standard .and. foreign gold were both ‘at 3/. 17s. 6d. ; silver
55.51d: and the exchange on Hamburg, 34s. 1d. - At the
close of 1782, the standard gold was quoted at 8/. 17s. od.,
foreign-gold was at 44. 1s. and 4/. 2s.; the price of silver
5s.94d.and ;: 5s. llld. ;- and the exchange on Hamburg,
from 32s. 11d. to: 3ls 8d.- .In June, 1788, foreign gold was
at 4l. 2s. 3d., standard silver 5s. 10d., and the ~exchange
on Hamburg, 315..5d. And it was not till the - -spring of

1784 -that -all these resumed the level from .which they '

had departed ‘in 1781, making an interval of upwards of
three years, in which, while the paper was strictly conver-

tible, and the.gold coin. per; fect, the currency was of a dlml-‘

nished value compared with the currencies-of other countries.

et
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It might naturally be inferred, that there would be a con~
siderable efflux of the metals ; and there is direct proof that
the drain of bullion from the bank for exportation was very
great; for it is stated, in the Evidence before the Lords’
Committee of Secrecy, 1797, that the cash in the bank was
lower-in 1783 than at the memorable period of February,
1797. The fact, and the reason assigned for the fact, are
so curious, that I cannot resist making the following extract
from the examination of Mr. Bosanquet, Minutes of Evi-
dence, P 20:— P . :

Q. «“ Wasyou a dlrector of the bank in. 1783 ?

“A. T was.

Q. It appearing, by the scale of cash in the bank, in 1783,
that it was much lower than on the 26th of February last,
¢an you state to the Commlttee what measures were then
pursued by the bank ? '

A. I cannot answer that question, without taking notice
of the very different situation the country-was in at the two
periods of 1768 and the beginning of 1797. In'‘the first pe-
riod, the drain of cash proceeded from the gieat exten-
sion of commerce which followed the peace; and which occa~
sioned so considerable an export of the commodities of this
country, that the circulation wés-hardly sufficient: to support
it. It was evident that if this drain could be:supported for
a shprt time, the influx of wealth that must follow, from the
return of the amount of the exports, would amply compen-
sate for the preceding’ dr‘ain,' and so it turned out. - The
bank directors, therefore, Wlthout opening the state of their
affairs to the then administration, took a bold step of their
own authority, and refused to make the advances on theloan

pf that yea1 *," This answered the purpose of making a tem-

* Tt wasa bold step indeed, for it reduced the circulation of bank

_ notes at once from about nine millions to- six mllhons, and yet this

1eductlon, gxe'tt as it was, does not- appear to have had the effect. of
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porary suspension in the amount of the drain of their specie.
The time at which they. had most ground of alarm was not
when their cash was at the lowest, but about April or May,
when they refused to advance-on the loan ; and although in
October their cash was lower than before, yet they had such
reason to expect a sum in their favour by a favourable altera-
tion of the exchanges, that they were under much less appre-
hensions than they were in the spring. .

Q. Is it to be understood that no measures were. taken by
the bank at that time to progure cash or bullion?

A. T do not recollect that any particular mode was adopted
to procure gash or bullion, nor do I know how any effectual
one could be adopted, for if the exchanges (I do not know
what they were at that period) would not enable individuals
to bring cash into the country, it would answer no purpose
for the bank to attempt to do it, which would only make the

exchanges still more unfavourable, On. recollection, I do

. not know whether some attempts were not made to bring

gold. from Lisbon and Amsterdam, at a considerable loss, but
think it could not have been to a large amount ; certainly
when the object was only to gain time, it might answelj to,
bring it in, although at a loss.” - :

. Here it is .to be observed that the drain of cash was con=
sidered.as the effect of ‘extended commerce in consequence of
the peace. ~ It. might, however, with more probability be re-
ferred. to, two circumstances unconnected with the peace.

The one, a previous greaily-enlarged issue of bank notes, and

the other, a very considerable importation of grain in 1788,

as a consequence of the bad harvest of 1782. But, whatever
might be the cause of the depression of the exchanges, s0
much below even the silver par, and of the consequent efflux
of the metals, for so long a period, the fact itself is materlal

ralsmg the exchange, or auestmg the drain of treasm e, till nedllv '

six m(mths after.

o
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“as provmg, that even while the cur rency was undepreciated,
accmdmg to its standard in this country, it was liable to

) * considerable fluctuation in value, relatively to the currencies

" of other countries ; and that the extent of this fluctuation of
the exchange, ViRey from 363. in 1’7'79, to 81s. 5d. in' 1783 ;
and agam to 87s. 6d. in 1‘793, viz., a fall of about 14 per
cent., and a rise of nearly 20 per cent.; should be deducted

- from the effects ascribed’ spec1ﬁcally to the operatmn 'of / theif :

restriction oni’ cash payments. IR
Iam perfectly aware that a-considerable proportlon of the

' ﬂuctuatlon of the exchanges, inthe permd which I have no- - !
ticed between 1779 and 1793, is referable to’ alterations in

the 1e1at1ve values between gold and s1lver but so, likewise,’
has it been in the subsequent perlod ‘Subject to this allow-

ance, it will appear that measuring the value of the currency’

of this country, either by the exchange with Hamburg, which

has ‘the' most perfect metallic standard, or by the price of"
. sﬂver, there was not in the whole penod of upwards of ten
k years followmg the bank restriction, with the exceptmn of

very ‘short intervals in the years 1800 and ‘1801, a greater ,

variation than had occurred in periods preceding 1797,
when the paper was convertible and the coin perfect; and
the legltlmate practwal inference is, that if the run on the

‘bank, in 1797, had subsided so as'to have precluded the. sus-.:

pension; and that the bank had subsequently, while liable to

pay in cash, regulated its issues; as it had "done prevmusly,
there would not, down'to the close of 1808, have been any
sensible difference of 'prices, compared with those which”’

actually prevailed. »
B B TR

’
<
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MON’I‘HLY AVERAGL‘ taken from the Amount of the. Week]y Issues

of all the Promissory Notes and Post, Bills of the Bank of, England
from Apnl 1822, to March 1825, mcluswe._

Aprilb' .
M‘ay“..
June’

Adgiest . :E.

Séptember &
- October .
November . .. .

December . .

Jan uary
February

March . .

1822,

£'1e,21'5,955~' .
: 17,320,547. .
Vle,eo Leid

' losiesne

18,517,694

17,071,343

17,575,968

17,453,761

16,396,217

1828.
- 19,096,471

18,174,771

17,339,538

| 1823,

£18,567,423

| 1‘8,2188’,2;.’)7‘-"
17,050,4‘15,
19,760;495 |
104650

18,234,629

18,621,589

20,406,565

17,955,119 .

1824,
19,800,615

20,067,549

19,093,682

- 1824;

£20,647,449"

19,926,896

19,141,058

21,660,978

" 20,775,386

19,171,783
" 20,355,378
21,123,242

- 19.548,772

‘1825,
91,884,743

21,383,658

19,847,514
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“By comparmg these tables with each other, and also with
some parts of the evidence dehvered before the committees,
it will appear that the truth which they were intended to
conceal, is in a great degree capable of being unravelled.
I have very good reason for ‘believing (although the circum-
stance is not inserted in either of the reports); that one of

“the directors acknowledged that the Bark, -in'the ¢ourse of

six days before it stopped" payment, had been drained of its
cash, after the rate of 100,000/ each day. = From the 18th
to the 25th of Febluary, therefore, the sum of 600,0001
was paid, and the fictitious number was, in consequence,

reduced from 314 to 210. Hence it follows, that the mean.

number 660:denotes the sum. of four millions, and-that the
sum- of 1,272,000/., represented by the number 210, was
very nearly the cash remaining in the Bank on the day in
which the directors were prohibited, by an order of council,
from the further payment of their notes in money.

In Table IL., it appears that the amount of cash and bul-
lion, and bills discounted on the 26th of February was
4,176,0801. ; deducting’1,272,000/. from this sum,the re-
mainder, or 2,904,080, will be the whole" amount of the
diseounts on that day. :

In Table IIL, ‘the scale of discounts in the beginning of

the year 1797, is expressed by the number 2; and on. the

16th March following, by the number 24. In Februaly,
therefore, it is.most plobably expressed bv the 1nterven1ng
‘number 1%. Now, since unit is the medu_;m, and the amount
of the discounts on the 26th February appears to be thrée
millions nearly, it is highly probable that this uhit denotes

two millions, and consequently that the fraction § denotes
one million. - The truth of this' supposition is in a great.
measure confirméd by the evidence of Mr. Giles ¥, who ac-
' knowledges that, in the course of a little more than a fort-

night after the Bank had stopped payment, they had in~

* See the. Report of the Seciet Commi ttee,. p- 54,

147

creased their discounts about two millions ; and, in conse=
quence,. we find the..scale is- inci‘eased an unit, from 14:to
.24, which accords exactly with. this .evidence. . Comparing
the numbers in Table III. with. those .in the following-table;
‘the mean number in the latter, or.that which- expresses two
mllllons, appears to. be 90. If, therefore, the cash and bul=
lion, and the discounts be reduced agreeable.to.those solus
tions, their amount compared with the bank notes in circu-
lation, and the advances to government (as stated in the
reports of the committees) will be as follows:”

Average | . Average
DATE. Clgfﬁiz:;d of Bank Notes | . B‘"st d Advances to
. circulated. iscounted. | Government.

1798 March . . | 3,508,000 | 11,963,820 | 4,817,000 | 8,785,200
June. . .| 4,412,000 | 12,100,650 | 5,128,000 | 9,454,000
September | 6,836,000 | 10,938,620 | 2,065,000 | 9,455,700
December | 7,720,000 | 10,967,310 | 1,976,000 | 8,887,500

1794 March . . | 8,608,000 | 11,159,720 2;908,000 8,494,100
June . . .| 8,208,000 | 10,366,450 | 3,263,000 | 7,735,200
September | 8,096,000 | 10,343,940 | 2,000,000 6,779,800
December | 7,768,000 | 10,927,970 '1,887,000 7,545,100

1795 March . . | 7,940,000 | 12,432,240 | 2,287,000 | 9,773,700
June. . . | 7,856,000 | 10,912,680 | 3,485,000 | 10,879,700
September | 5,792,000 | 11,084,790 | 1,887,000 | 10,197,600
December | 4,000,000 | 11,608,670 | 3,109,000 | 10,863,100

1796 March . . | 2,972,000 | 10,824,150 | 2,820,000 | 11,351,000
June. . . | 2,582,000 | 10,770,200 | 3,780,000 | 11,269,700
- September | 2,532,000 | 9,720,440 | 3,352,000 { 9,901,100
December | 2,508,000 | 9,645,710 | 3,796,000 | 9,511,400

1797 Feb. - 26| 1,272,000 | 8,640,250 | 2,905,000 | 10,672,490

Thus far is extracted literally from the Monthly Maga-
, L2
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zine, for October, 1797, p. 249 1';o‘ 251, .T_hé follo*wing‘

‘Table, No. 5, is made up,- as far as ‘relates to the scale of

cash and bullion and of discounts; from materials furnished
by the foregoing Tables, Nos. 1 to 8. The amount of bank
notes in circulation, and of advances to government,. from
1782 to 1792, is extracted from the Reports of the Lords”
Committee of Secrecy in 1797, p. 96 and 98. :

149

TABLE . V.~——Shewing the SCALE of CASH and BULLION in the‘]?;ANK,
the Amount of Notes in circulation, of Bills discounted, and of Advances
~ to Government, from 1782 to 1797.

Cash and " Amount of Bank < . Advances to
Bills d ted.
DATE' Seale. Baullion. Notes in Circulation. (Sc:l: O;SDC;Z:“:G‘) Government.
Computation at . Unit supposed to
. |660 to 4,000,000, be 2,000,000, -
1782 Mar, 602 | 3,648,000 | Mar, | 9,160,470 |
June . 586 | 8,552,000 | June | 8,775,680 C ,
) L1to 13 9,991,678
Sept. 382 | 2,333,000 | Oct- | 6,371,300 .
Dec. . 352 | 2,183,000 | Dec. | 5,994,970 |]
1783 Mar. 208 | 1,261,000 | Mayr. | 7,338,230 [1
June. 186 | 824,000 | June | 6,970,660 ,
» 1% to 1to 13| 9,629,071
Oct. . . 78 | 478,000 | Oct. | 5,894,520 . .
Dec.. .| 116 708,000 | Dec. | 6,006950 |]
1784 June. .| 224 | 1,355,000 | June | 6,716,950 I
Sept. 25| 326 | 1,976,000 | Oct. | 6,073,480 rl% to 13 7,565,853
Dec. 31| 445 | 2,697,000 | Dec. | 5,948,380 |j
1785 Mar. 19 | 582 | 8,527,000
June 25 | 884 | 5,358,000 : :
: . . | 12to2to 12 | 7,030,200
Sept. 24 | 1174 | 7,115,000 : R
Dec. 31| 1226 | 7,430,000 |]
1786 Mar. 24| 1178 | 7,139,000 |
June 301220 | 7,394,000
S . | ahout 1 6,634,872
Sept. 80 | 1256 | 7,612,000 .
Dec. 30| 1190 | 7,212,000 |
{1787 Mar. 21| 1096 | 6,642,000 |
June 30| 1140 | 6,909,000 )
LFeb25| 8,688,570 | 1% to 13 7,144,896
Sept. 28 | 1270 | 7,697,000
Dec. 29| 1186 | 7,188,000 |
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N COMPARATIVE STATEMENT of the PﬁlCESofithe following Articles
S : in the Years 1828; 1824, and 1895. - :
B | Pricesin 1823, | Prices in 1824, | Prices in 1895,

s ARTICLES. (In Bond.) (In Bond.) {In Bond.) .

_‘ T | Lowest. | Highest, | Lowest. -{ Highest. Highest. | Lowest.
R 6. d.| 5o d| s d) s &) s do|'s o d
el _:Coc_hi_l_leal,Spanish ... .120 0|21 019 0[{2 0]|26-0[19 0
w— | Coffee,  British Plantation |120 0 |42 0 [100- 0'|114 .0 185 0,100 0
S $t. Domingo 82 011z 058 0(75 0/88 0|56 0
~ Cotton, Bowed Georgia .| 0 8| 010§ 0 9| 0-9% 1 6} 0 9§
X - Bengaland Surat | 0 6} 0 8 0 6} 0 83 1 13 o0 63
¥ |indigo,  EastTndia . . .| 9 9|12 0| 9 0|15 016 0|12 0
L £ 5| £ s | £ s | & s | £ s | £ s,

¥ |1ron,, British, . . . 6 0| 7.0/ 6 0[11 0[18 0[|10 0
¥ |Lead,  British. . . ; .[2210]2310 |28 0231080102210

: ; s dol's. d.| s. d.] s do| s d.] s. d.

—— { Saltpetre, FastIndia .. . .|'24 0{389 0]20 0|23 0 386 0(21 0
% |spides, Cinmamon . . .| 6 8| & 8| 6 8| 7 6 13 6| 76
Yl "% Mace .....| 5 2|68 4851018 0|56
1 . Nutmegs....| 3 1| 86| 28| 5% 12 0.8 6
 ¥| ', Pepperblack. .| 0 s} 0 Ti 0. 53 0 S 6
¥ |Sugery = B.P.Gaz. average | 30 10 38 2% 29 2|34 5} 45 11}
- *< Havaunah, white [ 44 0|48 040 044 0] 57 0. 44 0
¥ Reggio. « - - .| 11 6|16 0|11 6[15 0|17 0|12 0
— China,Raw. . .| 20 0|22 0|20 of21 0|28 0|2 o

. . £, s | £.08 1€ s L £ s | £ 080 £.0s.
Spelter . . . .0 oo e o] 201018 0|411512 0
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: # In the early part of 1823, Prices of some Articles ".vere driven up by a speculation upon

the war-like aspect of politics, in conseq of the proposed invasion of Spain by France,

and the apprg_hension that this country might be ivolved in the war. i C

Printed by WILLIAM CLOWES, Northumberland-Court, Strand.




