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INTRODUCTION. *

THE ﬁrst mtentmn of the Wrxter of the
followmg pages was merely to expose some popular
érrors which related chiefly to the suspension of the
cashpayments ‘of the Bank of England, and to the
influence of our paper currency on the price of pro-
visions. - But in pursuing his purpose, mé_n‘yr ques-
tions occurred which it seemed important to discuss,
partly on account of their having some bearing on |
the topics under consideration, and partly because
they appeared to be of general importance, and had
either been' left unexplained, or had been inaccu-

© rately stated by those English writers who have
treated of paper credit. This work has, therefore,

assumed, in some degree, the character of a gene-
ral treatise. ' '

The first Chapter contains a few preliminary
obServations on commercial credit. The obje,ct
of the two following Chapters is distir‘;ctlyl to de-
cribe the several kinds of paper credit; to lay down
some general principles respecting it; and, in par
ticular, to point out the important consequences
which result from the different degrees of rapidity
in the circulation of dlﬁ'erent kinds of circulating
medium, and also in the crrculatxon of the same

med»mm at. dlﬁ'erent perlods of time; |
< A ~ The
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“of the amount of the notes of the Bank of England

vi
“The nature of the institution of the Bank of

England is then explained ; the necessity of main-

taining the accustomed, -or nearly the accustomed,
quantity of its notes, however great may be the fluc-
tuations of its cash, is insisted on; and the suspen-
sion of its cash payments is shewn to have resulted

neither from a deficiency in its resources, nor. frorn

a too great extension of its loans to government not
from rashness or improvidence in its directors, but
from circumstances which they had’ httle power of

" controuling: this event ‘being one- to which a na-

tional establishment, hke the Bank of England, 15,
in some srtuatrons of the country, . unav01dably

5ub_;ect

The manner in. Wthh an unfavourable balance

of trade affects the course of exehange, and in
whrch an unfavourable exchange creates. an excess
of the market price above the mint price of gold
and a proﬁt on the exportatlon of our coin, are the
subjects of a.succeeding Chapter. -

The 01rcumstances, also, which.. have led to the.

,ultrpllcatlon of our country banks, and the seve-
ral advantages and disadvantages of those ‘insti-t;u-;
tions, are fully stated.. '

The earher parts of the Work havxno” tended to

shew the ev1l of a too great and sudden dlmmutlon
of our circulating medium, some of the latter Chap- ,

ters are employed in.pointing out, the consequences
of a too great augmentation.of it. “Fhe. limitation

is

- ¥ii
is shewn to be the means of restricting the quantity

of the circulating paper of the kingdom, of pre-

venting 4 rise in the price of commodities in: Great
Britain, -and of thus extending our exports and ré-
straining our:imports, and rendering the exchange
more favourable. 'Some objections to the limita-

tion of: the ‘Bank. of . England paper are: llkewxse
stated and answered. '

- The last Chapter treats of the mﬂuence of paper

credlt on the price of all the artlcles of life: a sub-

ject, the difficulties of which are in some degree

removed by the anfecedent discussions. .
. In the course of this enquiry, several passages in

the work of .Dr. A. Smith on the Wealth: of Na- -

“tions are animadverted on, as are also some ‘obser-
vations made by Mr. Hume in his Essays on: Mo-
ney and on the Balance of Trade, and by Sir James
Stewart in his book on Political (Economy, as well

as some remarks in the ‘writings of Locke and Mon-

tesquieu. : :
The mode in Whlch the snb]ects of coin, of pa-

per credit, of the balance of trade, and of’ exchanges
~(subjects intimately connected with each other),

have been treated by those writers, was suggested
by the circumstances of more early times: and we
ought not to be surprised, if, in treatises necessarily
in some degree theoretical, or written for'the purpose
of establishing a particular tr uth certain incidental

observations should not be Just, nor even 1f some

A2 B m’un




iy
- e e ey e o o

e

viil
main. principles should have been lald down in
terms not,sufﬁc‘:ientlyf'guarde'&. | |
A person who presumes to differ from the autho-

tities which have-been mentioned, and who pro-

poses to correct the public opinion on the important
subject of our paper credit, ought, undoubtedly, to
be very cautious lest he should propagaté new er-
rors while he is endeavouring to'remove the old.

A sense of the duty of mature consideration has .

caused some delay in the publication of the follow-
ing work. That its leading doctrines are just, the
writer feels a confident persuasion. That it may
have imperfections, and some, perhaps, which
greater care on his part might have corrected, he

‘cannot doubt. But he trusts, that a man who is

much occupied in the practical business of life,
will be excused by the public, if he should present

to them a treatise less elaborate, and, in many re-

spects,‘more incomplete, than those on which he

has found it necessary to remark. Future en-

quirers may possibly pursue, with advantage, some
particular topics on which he has felt a certain de-
gree of distrust. ' ~

It may not be irrelavant or improper to observe,

that the present work has been written by a per-
son whose. situation in life has supplied information
on several of the topics under discussion, and that
much use has been made of those means of correct-

ing the errors of former writers which recent events

have. afforded. \ .
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 PAPER CREDIT OF GREAT BRITAIN.

CHAP. I.

Of commercial Credit——Qf Paper Credit, as arising

out of ite—=Qf commercial Capital,

COMMERCIAL ctedit may be defined
to be that confidence which subsists among com-
mercial men in respect to their mercantile affairs.
This confidence operates in several ways. It dis-
poses them to lend money to each other, to bring

themselves under various pecuniary engagements
- by the acceptance and indorsement of bills, and

also to sell and deliver goods in consxderatlon of
an equlvalent promxsed to be given at a subsequent
period, Even in that early and rude state of

K B , society,
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society, in which neither bills nor money are as
yet known, it may be assumed, that if there be

commerce, a certain degree of commercial cre-

dit will also subsist. In the mterchange,_for ex~
ample, of commodities between the farmer and the
manufacturer, the manufacturer, probably, will

“sometimes deliver g'oods to the farmer on the credit

of the growing crop, in confidence that the farmer
will come into possession of the fruits of his labour,
and will be either compelled by the law of the
land, or induced by a sense of justice, to fulfil his
part of the contract when the harvest shall be over.
In a variety of other cases it must happen, even in
the’ infancy of society, that one man will deliver
property,—,to his neighbour without receiving, on the
spot, the equivalent which is agreed to be given in
return. It will occasionally be the interest of the
one party thus to wait the other’s convenience: for
he that reposes the confidence will receive in the price
an adequate compensation for the disadvantages in-
curred by the risk and the delay. In a society in
which law and the sense of moral duty are weak,
and property is consequently insecure, there will,
of course, be little confidence or credit, and there
will also be little commerce. p

This commercial credit is the foundation of

pbper credit; paper serving to express that confi-
dence which is in the mind, and to reduce to

a Wntmg those engagements to pay, which might
| otherwise

~‘of paper, an
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otherwise be xﬁerc’ly verbal. It will heredfter be
explained in what manner, and to how very great
a degree, papet credit also spares the use of the
expenswe “article of gp]d and how the mu]tlphe
cation of paper securities serves to enlarge, con-
ﬁrm, and ch,ffu e ‘that confidence among’ traders,
which, in 's»; measure, existed mdependently

’ ok
S -

‘though paper should be abolished. ‘
~ If there may be a convenience in giving cre-

dit in the infancy of society, when the interchange

of commodities is small, there may be, at least, the

~ same convenience when goods begin to be multi-
phed when wealth is more varlouslv dlstnbuted and

society is ‘advanced.

The day on which it suits the British merchant to
purchase and send away a large quantity of goods,
may not be that on which he finds it convenient to
pay for them. If it is made necessary for him to give
ready money in return, he must always have -in his
hands a very large stock of money ;. and for the ex-
pence of keeping this fund (an expence consisting
chiefly in the loss of interest) he must be repaid in the
ptice of ‘the commodities in which he deals. He
avoids this charge, and also obtains time for preparing

and adjusting his pecuniary concerns, by buying on
‘credit ; that is to say, by‘paying‘ for his goods not

by money, but by the delivery of a ndte in which he
promlses the money on a future day. He is thus
Be set

otild, t6 a certain degree, remam, |

R
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set more at liberty in his speculations: his judge-

ment as to the propriety of buying or not buying, or
of selling or not selling, and also as to the time of
doing either, may be more freely exercised.

The general pr1nc1ple, according to Wthh the
length of the customary credit in different trades has
adjusted itself, seems clearly to have been that of
mutual advantage and convenience. For examples
if we suppose the merchant importers of any parti-
cular article for home consumption to be generally
rich, and the retailers of it to be poor—that is, to have

a capital insufficient to enable them to keep the as-’

sortment and stock of goods necessary in their retail
commerce—the credit customarily given by the im-
porters, and taken by the retail traders, will natu=

~ rally be long. In other words, it will be the custom

of the 1mporters to lend part of their capital to the
retail dealers, in consideration of an advantage in

the price proportionate to the benefit conferred by

the loan. Sometimes two or more customs prevall
as to the period of credit, in the same trade; and
to each custom there are individual exceptions.

_.The deviations from the rule obviously arise out of

that principle of mutual advantage and convenience
on which the rule itself has been founded.

The option of buying and of selling on longer or
sherter credit, as it multiplies the number of persons
‘able to buy and to sell, promotes free competition,

‘and thus contributes to lower the price of articles.

A var xety

17

A variety of degrees in the length of credit whmh‘ '
is afforded, tends more especially to give to some’
of the poorer traders a greater power of purchasing,

and cherishes that partxcular sort of competition

most adapted to lower prices, namely, the com-

petition of dealers likely to be contented with a very

moderate rate of gain. Opulent merchants some-

times complain of the intrusion of dealers who pos-
sess a small capital and take long credit, for this

very reason, that such dealers reduce the profits of,

trade. :

But the custom of taking and giving Iong cre-
dit has its inconveniences as well as its advan-
tages. It encreases the amount of the bad debts
incurred in the course of commercial transactions.
The apprehension of loss, is, therefore, continually
operating on the mind of the lender as a restraint
on the custom of giving credit, while the compen-
sation he receives for the use of the capital which he

~_supplies, acts as an encouragement to the practlce.
The subsisting state of credit may, in general ‘be

considered as resulting out of a comparison. made

both by lenders and borrowers of the advantages
and disadvantages which- each discover that they,

derive from giving and taking credit.

Mercantile confidence, however, is not always
dealt out in that proportion.-in which there is rea-
sonable ground forit. At some periods it has risen
to a most unwarrantable height, and has glven

B 3 ~ occasion

o o e e e e e e e
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occasion to the most extravagant and hurtfui

- speculations.. Of these the cases of the Ayr bank,
and of the South Sea scheme, are instances. Evils
of this kind, however, have a tendency to correct.

themselves. In a country possessed of commercial
knowledge and.experience, confidence, in most in-
stances, will not be mlsplaced

.. Some persons are of opinion, that, when the cus-
tom of buying on credit is pushed very far, and a
great quantity of individual dealings is in conse-
quence carried on by persons having comparatively

little property, the national commerce is to be con-

sidered as unsupported by a proper capital; and that
a nation, under such circumstances, whatever may
be its ostensible riches, exhibits the deiuswe ap-
pearance of wealth. ~ :

It must, however, be remembered that the prac—
tlce of buying on credit, in the internal commerce
of the country, supposes the habit of selling on

credit also to subsist; and to preVail on the whole, -

in an exactly equal degree. In respect to the fo-
reign trade of a country, the practice of deahng
on credit indicates poverty or riches, in proportxon
as the credit generally taken is longex or shorter

than the credit given. The custom which trades--

men have of selling to the consumers on credit,
I1s also an indication of wealth in the commer-
cial world: the traders ‘must possess a surplus of
wealth, either their own or borrowed, which bears

an

1,
;
g
a4
g
1
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an exact proportion to the amount of f1ebts due. to
them by the consumers. Thus that practice of tradfn g
on credit which prevails among us, so far as it subsists
between trader and trader, is an indication neither
of wealth nor of poverty in the mercantile body ; so
far as itrespects our transactions with foreign coun-
tries, is an indication of extraordinary wealth be-
longing to the merchants of Great Britain 3 and so
far as it respects the trade between the retailer and
the consumer, implies a deficiency of wealth in the
consumers, and a proportionate surplus of it among
commercial men. The existing customs imply, that,
on the whole, there is among our traders a great
abundance of wealth. .

Tt may conduce to the prevention of error, in

the subsequent discussions, to define, in this place, -

what is meant by commercial capital. This consists,

first, in the goods (part of them in the course of
-manufacture) which are in the hands of our manu-

facurers and dealers, and are in their way to con-
sumption. The amount of these is necessarily larger
or smaller in proportion as the general expenditure
is more or less considerable, and in proportion, also,
as commodities pass more or less quickly into the
hands of the consumer. It further consists in the
ships, buildings, machinery, and other dead stock

maintained for the purpose of carrying on our.ma-

nufactures and commerce, under which head may
be included the gold found necessary for the pur-
B%‘ﬂ, S p%%
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poses of commerce, but at all times forming a very
small item in this great account. It comprehends
also.the debts due to our traders for goods sold and

delivered by them on credit; debts finally to be
discharged by articles of value given in return.
Commercial capital, let it then be understood,
consists not in paper, and is not augmented by the
multiplication of this medium of payment. In

' one sense, indeed, it may be encreased by paper. I
mean, that the nominal value of the existing goods

may be enlarged through a reduction which is caused

by ‘paper in the value of that standard by which all

property is estimated. The paper,itself forms no
part of the estimate. :

- This mode of computing the amount of the na-
tlonal capital engaged in commerce, is substantially
the same. with that in which each commercial man
estimates the value of his own. property. Paper
constitutes,, it is true, an article on the credit side
of the books of some men; but it forms an ex-
actly equal item on the debit side of the. books of
others. It constitutes, therefore, on the whole,
neither a debit noracredit The banker who issues
twenty thousand pounds in notes, and lends in con-

~ sequence 'twenty .thousand pounds to. the ‘mer-
chants on the security of bills accepted by them,
states himself in his books to be debtor to the va-
yvious, holders of his notes to the extent of the sum
in question ; and states himself to be the creditor
.of the accepters of the bills in his possession to the

same

L e e e Y e SRR T e S
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same amount. His valuation, therefore, of his own
property, is the same as if neither the bills nor the
bank notes had any existence. Again; the mer-
chants, in making their estimate of property, deduct

the bills payable by themselves which are in' the

drawer. of the banker, and add to their estimate
the notes of the banker which are in-their own
drawer ; so that the valuation, likewise, of the ca«
pital of the merchants is the same as if the paper
had no existence. The use of paper does not,
therefore, introduce any prmcxple of delusion into
that estimate of property which is made by indivi-~
duals. The case of gold, on the other hand, differs
from that of paper inasmuch as the possessor of gold
takes credit for that for which no man debits hlmself
The several commercial capitals of traders, as esti-
mated in their books, would, unquestionably, be.

" found, if deducted from their other property and

added together, to correspond, in amount, ‘-with a
general estimate of the commercial stock of the
country, calculated under the several heads already

stated. N |
It is true, that men, in estimating their share in
the public funds of the country, add to their esti- '
mate a debt due to them which no #ndividual de-
ducts from his valuation. On this head, it may be
observed, that the nation is the debtor. But the
commercial capital, which has been described, exists
independently of capital in the public funds. The
man in trade has property in trade. If he bas pro-~
' perty
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perty in the stocks, he has the property in trade in

addition toit. In speaking, therefore, of the com-

mercial capital, whether of the nation or of an indi-.

vidual, the idea that any part of it is composed either
of the paper credit or of the stocks of the countryy
is to be totally excluded.

CHAP,

iy W s e bt s i e i 50 o S B

23

CHAP. IL

OF Trade by Barter—Of Money—~—Qf Bills of
Exchange and Notes—Of Bills and Notes, con-
sidered as discountable Articles—Of fictitious
Bills, or Bills of Accommodation.

: SOCIETY, in its rudest state, carries on
its trade by the means only of barter. When most
advanced, it still conducts its commerce on the same
principle ; for gold and silver coin, bankers’ notes,
and bills of exchange, may be considered merely as
instruments employed for the purpose of facilitating
the barter, The object is to exchange sucha quan- -
tity of one sort of goods for such a quantity of ano-
ther, as may be deemed, under all circumstances,
a suitable equivalent ¥,

Barter

* By the term suitable equivalent, is not intended that equivalent
which an impartial umpire, determining according to the strict rule
of equity, might dictate. The equivalent obtained by men deal-
ing in the way of barter is not exactly of this sort; for that power
-which the proprietors of a scarce and necessary commodity have over
the consumers of it, will always lead them to demand a much higher
price than the production of it may have cost. .

In Africa, for example, where the mode of barter prevails, the
price of rice is at some times equal to about two pounds, and at .
others to about sixteen pounds per ton. It canmot be supposed
' ' that
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Barter being soon felt to be inconvenient, the
precious metals are resorted to as a measure of va-
lue, they being, at once, portable, steady in their
price, and capable of subdivisions. The state fixes
a stamp upon them, in order thus to certify the
quantity and fineness of each piece.

The precious metals, when uncoined (or in the
state of bullion), are themselves commodities ; but
‘when converted into money they are to be consi-
dered merely as a measure of the value of other
articles. They may, indeed, be converted back into
commodities ; and it is one recommendation of their
use as coin, that they are capable of this conver-
sion.

We shall now advert to some of the simplest
forms in which it may be supposed th'lt paper cre-
dit will first exist.

To speak first of bills of exchange.

- Itis obvious, that, however portable gold may
be in comparison of any other article which might

be-made a measure of value, to carry it in quanti-

ties to a ﬂreat distance must prove incommodious.:
Let it be supposed, that there are in London ten
manufacturers who sell their article to ten shop-

" keepers in York, by whom it is retailed ; and that
there are in York ten manufacturers of another -

that the variations in the crops of different seasons can bear any pro-
portion to this variation of prices. Monopoly also is an evil which

isincident to trade as trade. It is, indeed, more partlcu]arly apt to
exist in the infancy of commerce,

c¢om-
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commodity, who sell it to ten shopkeepers in Lon-
don. There would be no occasion for the ten shop-

‘keepers in Londonto send yearly to York, guineas for

the payment of the York manufactures, and for the
ten York shopkeepers to send yearly as many guis
neas to London. It would only be necessary for

the York manufacturers to receive from each of the
shopkeepers, at their own door, the money in ques~

tion (for we may assume a sufficient quantity to be
usually circulating in the place): giving in return
letters which should acknowledge the receipt of it

~and which should-also direct'the money, lying ready

in the hands of their debtors in London, to be paid
to the Londen shopkeepers, so as to cancel the
debt in London in the same manner as that at
York., The expence and the risk of all transmission
of money would thus be saved; and the traders in
question would of course be, on the whole, enabled
to sell their article at a price proportionably lower
than that which they would otherwise require. Let-
ters ordering the transfer of the debt, are termed, in
the language of the present day, bills of exchange.
They are bills by which the debt of one person
is exchanged for the debt of another; and the debt,
perhaps, which is due in one place for the debt due
anothex.

"Fo speak next of Promissory Notes.
- When goods are delivered in conmsideration of
an equivalent in money to be received at a sub-

‘ cequent pemd, it becomes desirable that, for the

sake
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sake of precisely recording the day on which
payment is to be made, and the exact amount o

the sum, a note, expressing each of these particu-

lars, should beé given. The term « value received”
is introduced into the note, as also into every bill of
exchange; that expression being deemed necessary
" in Jaw to make the bill or the note binding.

Bills of excharige and notes have been hitherto
 considered as created only for those simple pur-
poses for which they seem originally to have been
drawn, and which are professed by the form always
used in drawing them. Both these sorts of paper
must now be spoken of as possessing an additional
character, nam'e]y, that of being Discountable Arti-
cles, or articles which there is an opportunity .of
conve‘rting, at any time, into money ; such a dis-
count or deduction from the amount of the bill or
note as is equal to the interest upon it, during the
period for which it has to run, being paid as the
'price‘ of the conversion: The bills of exchange,
which were described as drawn from York on Lon-

don, and as serving to transfer debts, would-equally

answer that purpose at whatever date they might be
payable.. Itis customary, however, to make '%Imost
all bills payable at a period somewhat: distant.
Countrf bankers, for instance, an‘d shepkeepers,
who often act in this respect as bankers, indemnify
themselves for the trouble and expence attending
the f‘dr'awilig of bills, not-by a commissioy, but by
a protraction of the time at which the bills are to

~ become

'
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‘become payable. Thus is created a paper credit,
which shall remain in existence for perhraps one or
more months, and may serve, during any part of
that time, as a discountable article. ‘

Promissory notes were before represented as
drawn on the occasion of the sale of goods, and
made payable at a distant period. In returning to
the more careful consideration of them, we shall
discover the existence of the same disposition to
multiply paper credit. -

When a merchant in this country sells his goods
on credit, it is, perhaps, not very important to him
that he should receive from the buyer a promissory
note (or an accepted bill, which is the same thing),
if the only object of taking the note or bill is the
ascertainment of the exact amount of the debt, and
of the period of payment. It is true that the law
gives superior facility to the recovery of debts for
which promissvofy notes have been given. Never-
theless, if the sum be small, and the party in credit,
all these advantages, in the present high state of
confidence, would, in many cases, be thought
scarcely to compensate even the trifling expence of
the note stamp. The debt will be a book debt, if
no note be taken; and, as such, may be sufficiently
secure. ,

Notes, even for goods sold and delivered, are
therefore to be considered as given chiefly for the

sake of a convenience of another kind, which the
seller finds in having them. 'The note, like the bill

of




28

«of exchange just spoken of, is a discountable at- '

ticle. It may be turned, if circumstances require,

“into money ; or into bank notes, which answer the

same purpose. It is not, perhaps, fully intended
to turn the note or bill into money ; they are taken
rather as'a provision against a contingency. The

" holder is rendered secure against the effect of dis-

appointments in the recelpt of cash. Itis in this

manner that his credit is fortified, and that he is

enabled to fulfil with punctuahtv his pecuniary en-

egacrements, for there is a certain sort and quantity

of bills and notes, on the turning of which into mo-
ney, at the common rate of discount, the holder, if

he be a man of credit, may almost as confidently

rely on the changing of a bank note into guineas, or

‘of a guinea into silver. .

The interest which traders have in being always
possessed of a number of notes and bills, has natu-
rally led to a great multiplication of them; and not
only-to the multiplication of notes given for goods
sold, or of regular bills of exchange, but to the
creation of numerous other notes and bills. Of
these, some are termed notes and bills of accommo-
dation: and the term fictitious is often: ﬂpphed to
them. It may be useful to describe them particu-
larly. .
It was before shewn, that the prmmpal motive
for fabrxcatmg what must here be called the real
note, that is, the note drawn in:consequence of a
real sale of goods, is the wish to have the means of

' turning
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turnmg it into money ‘The seller, therefor@ who

desires to hdye a note for goods sold may be con-
sidered as. taking oceasion to mgraft on the trans-
action of the sale, the convement condltxon of re-
ceiving from the buysf 3 ¢ dxscountable pote of the

same amount with the value of the goods. A fic-

titious note, or note. of accommodatlon, is a note
drawn for the same prrpose. of being- discounted ;

_‘ though it is not also sanctioned by the cxrcumstance

of havmg been drawn ip. consequence ¢ of an. ac-
tual sale of goods. Notes of accommodation are,
mdeed of various kinds. The followmg descnp-
tion of one may suffice.

A, being in want of 1ool requests B to accept 2

* note or bill drawn at tvo months, which B, therefore,

on the face of it, is bound topay; it is understood
however, ‘that A will' take care elther to dlscharge

“the blll‘hlmself or to fumxsh B W1th the means of

paying it. A obtains ready money for the bill onthe
jeint credit of the two parties. A fulﬁls his promise
of paymg it when due, and thus concludes the trang-

«««««

ever, not unhkely to be requlted at a more or less

distant period by a similar acceptance of abill on
A, drawn and discounted for B’s convenience. |

‘Let us now compare such a bill with a real bill.

}Let us consider in what points they dlffer, or seem
“to differ ; apd in’ what they agree. ‘

They agree, masmue;h as eachisa dxscountable
amcle 3 each has also been created fox the purpose

C of
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of bemg drscounted and each is, pethaps, dis- .

‘counted in fact. “Each, therefore, serves equally to

supply means of ‘speculation to the ‘merchant; . So

" far, moreover, as bxlls and notes constitute what 18

called the mrculatmg medlum, or paper currency,
of the country (a topic -which shall ‘not be here an- -
thlpated), ‘and prevent the use of guineas, the fie-
titious and the ‘real bill-are upon an equality ;- and

if the price of commodities be raised in proportlon

to the quantlty of papér currency, the one contri*

‘butes to that rise exactly m the same manner as the
" other.’ | e ‘ S

Before we come to the pomts in which- they dlﬁ'er
let us advert to one pomt in Wthh they are com-
monly supposed ‘to be unlike; but in which tlrey
cannot be said always or necessarrly to differ.

-« Real notes,” it is sometxmes said, ¢ represent
s actual property “There are actual goods in ex~.
“’,1stence, which are the counterpart to every real
“ note.. Notes which are not drawn, in consequence

¢ of a sale of goods, are a species of false wealth,

“« by which "a ‘natiofi is ‘deceived. . These -supply
¢ only an mlagmary caprtal the others 1nd1€ate one
"¢« that is real.” o SR .

In answer to’ thlS statement it may be observed,
ﬁrst, that the notes given in consequence of a real
sale of o'oods cannot be considered ds, on that. ac-

R count, ceftamly representmg any actual:property. -

Suppose that A sebls one hundred pounds: worth of
goods 10 B at six months credit; and takes. a bill at -
o siF
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six months for it 5 and that B, within;a month after,

.sells the same goods, at a like credit, to C, taking a
~ like bill ; and again, that C, after another : month,
‘sells them'to D, taking a likee bill, and sooni There

.may then, at the end of six:mionths, be:six.bills of

100/, each existing:at the same time; and.. eyety
one of these may possibly have been: discounted.

‘Of all these bills, then, one only represents any ac~

tual property. e A
 In the next place it is obvxous, that the number

of those bills. which are given in consequencé of

sales of Croods, and which, nevertheless, do not re-
present property, is liable to be encreased through
the extension of ‘the length-of credit given .on the
sale of goods. 1f, for instance, we had supposed
the credit given to be a credit. of twelvé months

’ instea'd of six, I,QOOl.yins_t\e_ad of 6007 would have '.
Been the' amount of the bills drawn-on the occasion

of the sale of goods; -and 1,100/ would have been

the amount of that part of . these which Would re-

present no propelty ' T B L
In’order to justify the supposmon that a real brll

(as ‘it is called) represents actual property, there |

ought to be some powerin the bill-holder to prevent

‘the property which. the bill represents, .from: being

turned to other purposes than:that of paying the

bill in questron -No- such powet exists ; ‘neither

the ‘man who holds. the real billy nor ‘the man
who discounts  it; - has any property in- the spe-
cific: goods for which it wil given: 'he as much

| , C 2 trusts
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trusts to the general ability to pay of the giver of
the bill,. as the holder of any fictitious bill does.
‘The fictitious bill thay, in many cases, be a bill
given bya petrson having a large and known ca-
.plta} a part of which:the fictitious bill may be said,
~in that case; to represent. The supposition that
real bills represent property, and that fictitious bills
-do not; seems, therefore, to be one by which more
" than justice is done to one of these species of billsy
and something less than justice to the othet. ,
' We come next to some pomts in Whlch they
- differ. - . C -
 First, the fictitious note, or note of accommOa

:dation, is lable to the objection that it professes to

‘be what it is not. This objection, however, lies

only against those fictitious bills which are passed
asreal: In many cases; it is sufficiently. obvious
what they are. -Secondly, the fictitious bill is, in
general, less likely to be punctually paid than the
real one. There is a general presumptlon, that the
dealer in fictitious bills is a man who is a more ad-

" ‘wenturous speculatér than he who carefully abstains

froth theth. It follows, thirdly; that fictitious bills,
besides being less safe; are less subject to limitation
-as to their. quantlty “The extent of a fman’s actual
sales form some limit to the athount of his real
notes; andy as it is highly desirable in commerce
that credit should be dealt 6ut to. all persons in some
sort of regularand dite proportion;: the measure of a
man s agtual sales, cemﬁed by Ihe -appearance of
VT A L his
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his bills drawn in virtue of those sales, is some tule -
in the case, though a very 1mperfect one in many:

respects

© A fictitious bill, or bill of accommodation, is’
evxdently, ‘,m substance, the same as any. common:
~ promissory note ;  and even better, in this respect,—

that there is but one security to the promissory note,
whereas, in the case of the bill of accommodation,

there are two.  So much jealousy subsists lest traders:

should' push their means of raising money too. far,

that paper, the same in its general nature with: that.
which is given, being the only paper which can be.
given, by men out .of busmess is deemed somewhat:

discreditable when coming. from a merchant. = And
because such paper, when in the merchant’s hand,
necessarily imitates- the paper which passes’on the

occasion of 'a sale of goods, the epithet fictitious
has been cast upon it ; an epithet which has seemed’

to countenance the confused and mistaken notion,
that there is something altogether false and delusive

in the nature of a certain part both of the paper

and ’of the appar'ent Weal_th of the country.

Bills of exchange are drawn upon London to 3
great amount, - from all parts, not only of Great
Britain, but of the.world ; and the grounds on whlch
they have been drawn i in a great degree elude obs
servation. A "_rge proportion of them, ‘no doubt
partakes of the nature of bills of accommodation.
"They have, however, in general, that shape com-

| Ccs mumcated
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municated to them, whatever it' may be, which is
thought Tikely to render them discountable ; and it
is not difficult, as ‘the precedmg observations will
have shewn, ito: make use¢ of somé real, and, at the
same. time; -of many. seeming, transactions, of com-
merce asa ground. for drawmg, and as a means of :
mu]tlp]ymg such billsi: R T T Rt
- - The practice oficréating'a paper cred1t by draw-'
ing and re-drawing, has been particularly describeds
by Dr.. Adam- Smithi ;s and is stated by himto have
a: tendéncy Wthh isvery.ruinous to the- party re-
sorting: to:it... "This practice, however, is ‘often car-
~ ried on at- much lésg expence to those en«raoed init
than Dr. Smith imagines. Ay for instance, of Lon-
don, ‘draws-a bill at two. ‘months on B, of: Amster-
dam, and receives immediate: money. for the bill.
B enables himself to pay.the bill by drawing, when
1t is nearly ‘due,’ a bill:at-two months on A.for’ the
same sum, ‘which bill he sells or discounts ; and A,
again finds the meansof piyment by again drawing:
4 bill, at two months;on B. : The transaction-is, in
substance; obviously:the same asif A and B had bor- .
rowed, on their joint seeuuty, the sum in question
~ forsix months. - The: rrround on which transactions
of - this sort have bcen stated by Dr. Adam Smith
“to be ruinous is, that of the heavy expence. of a
. commiission. on every bill drawn, which Is paid by
him who raises money in; this -manner. If, for in-
stance, one-half per..cent is. the commission, “and

the bills are ‘drawn at two months, and a d:scount
clh ‘ : QF
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of five -per cent per . annum is paid, the ‘money
is raised: at an mterest of elght per cent Such
transactxons, however, are often camed on alter-

" mately for the beneﬁt of each of the two parties 3
_that is to say, at one tlme the transactxon is on the

account of A, who pays a commlssmn to B;

another it is on the accopnt of B, who pays a com-
mission - to A. Thus each p'uty, on the whale,
gains . about as. much as he pays in the shape of such
commissions ; and the dlscount in turnmcr the bill
into money, which is the same as that on any other
bill, may, therefore, be considered as the whole .
expence incurred. Money may be raised in this
manner at an interest of only five per cent. In the
case recent]y proposed, the drawing and re-draw--
ing were'imagined to be only between A, of Lon-
don, and B, of Amsterdam. This. practice, how-
ever, is often carried on between three or more
parties drawing from three or more places. Insuch
case, the draft is drawn on the plage on which the
existing course.of exchange shews that it will best
answer to draw'it. An operation of this sort may
obviously be carried on partly for the purpose of
raising money, and partly for that of profiting by

- a small turn in the exchange. Transactions which

are the converse to this, are, on the other hand,
entered into by those who happen to possess ready

"money. They remit, if the exchange seems to

favour their remittance, and draw in consequence
of having remltted To determine what bills are
. C4 fictitious,’

S
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ﬁctmous, or bllls of accommddatlon, and what are

real, is often a point of d]fﬁculty Eveh the draw-
ers and remltters themselves frequently either do

not know, or do not take the trouble to' reflect, |

whether the bills Guglit more properly to be cons
sidered as of the one class or of the other ; and the

private d:scounter, or bankef, to whom they are

offered, still mdre frequent]y finds the credit of the
bills to be the only rule which it is possible to fols
low in Judgmuwhether he oughit to discourit themv

CHAP. 11‘1‘"

Of czrczzlaimb Paper—-——qf Bank Notes—-—qf lels.;

~ considered as circulating Paper—different De-
grees of Rapidity in the Circulation of dzﬁrenth
Sorts of circulating Medmm, and of the same

 Sort of czrculatzng A[edzum at dz;fc; ent szes—-- .

. Error of Dr. 4. émztk—l)gﬁ%rcnce in the 6’ucm-_

- tities wanted for effecting the Payments of @
Country in C’onnqueme of this Difference of Ra-»:

- pidity—Pr oof of this taken from Lvents of 1793
. .—Fallacy involved in the Supposztzon t/zat Papgr‘
- Credit might be abolzshed

\/&’ B proceed next to speak of cifciis

Tating paper, and fitst of Notes paydable to Béarer

on Demand, whether issued by a public bank or by’
a private banker.

When confidencé rises to a cerfam hemht in a
country, it occurs ta some peisons, that proﬁt may
be obtained by issuing notes, which purport to-be
éxchangeable for money ; and-which, tlirough the
known facility of thus exchanging thém, may ¢ir-

‘eulate in its stead ; a pait only of the money, of

which the notes supply the - place; being kept in
store as a provision for the carrent payments.  On
the remamder mtetest is 0amed and this interest

consti-
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constitutes the profit of the issuer: Some power-
ful and well accredited company will probably be
the first issuers of paper of this sort, the numerous
proprictors of the company exerting their influence,
for the sake of the dividends which they expect,

in giving currency to the new paper credit. The’

éstablishment of a. great public bank has a ten-

dency to promote the institution of private banks. .

The public bank, obhged to provide itself largely
with money for its own payments,- becomes a reser-
voir of gold to wh1c11 private banks- may resort with
httle difficulty, expence, or delay, for the supply of
thelr several necessities.
Dr A ‘Smith; in his chapter on Paper Credit,

- ¢onsiders the national stock of money in the same
light with thofe machines and instruments of trade
which require a certain expence, first, to erect, and

afterwards:.to support- them. And he proceeds to

observe, that the substitution of paper, in the room
of gold and silver coin, serves to replace.a very
expensive instrument of commerce with one much
less costly, and .- sometimes. equallv convenient.
i Thus,” he says, ** a banker, by issuing 100,000L

< in. notes,} keeping 20,000/, in hand for his cur- -‘

¢ rent payments, causes 20,000L in gold and silver
¢ to perform all the functions which 100,000
¢ would.otherwise have, performed ; in’consequence_
<« of which, 80,0001 .of gold ;and silver can -be

R spared which -will:not fail to be .exchanged for |

l forexvn
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% foreign good,s; and become a new fundﬁfor a new
< trade, producing proﬁt to the country.”

. Dr. Smith, although he discusses at-some: length
the subject of Paper Circulation,. does not at. all
advert to the tendency of bills. of exchange to. spare
the use’ of bank paper, or to their faculty of _sup-
plymg its place in. many-cases. '

In the former CRapter it was fhewn that bllls,

- though professed y drawn for the purpose of exs

changing a debt due to one person for a debt due

1o another, are, in fact, created rather: for the sake

of serving as a discountable article, and of formmg
a provision against contingencies ; - and that, by

‘being at any. time convertible into cash (that is, into

either money or bank notes) they render that sup-

% Dr. Smxth, in conﬁrmauon of thls, remarks how greatly Scot-
land had been ‘enriched in the twenty-five or thirty years precedmg ~
the time at which he wrote, by the erection of new ‘banks in almost

“every considerable town; and even in some country villages,.-the
effects having been, as- he affirms, ptecisely those which he had

described. . The tr ade of Glasgow he states to have been doubled in

-about ﬁfteen years after the erection of its first bank and the trade

of Scotland to be thought to have betn more than quadrupled since
the first erection of its two first pubhc banking cofupanies, This

‘effect, indeed, he conceives to be too great to be. accounted for by
that cause alone ; though he deems it indisputable, -that the banké
-have essentially contributed to the augmentation of the trade ancl
.mduﬂ:ry of Scotland.. The gold and s11ver of Scotland 01rcu-=

lating before ‘the umon, is estimated by him at full a million’; the
quantity since the union at less than half a million ;.and the paper
circulating in Scotland since the union at about one mlllxon and a

= .-PIY,
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fﬁy of cdsh which is’ necessary to be kept in storé
much less cotisiderable. VT :

* But they not only spare the use of ready money ;
they also occupy -its place in many cases. Let us
imagine a farmer in the country to discharge a debt
of 10/ to his neighbouring grocer, by giving to
him a bill for that sum, drawn on his cornfactor in

London for- grain’sold in the metropolis ; -and the

grocer to traiismit the- bill, he having prevxously
indorsed it, to 4 nelghbourmg sugar-baker, in dis-
charge of -a like debt ; and the sugar-baker to send
it, when agaiti indorsed; to a West India merchant
ifi-an’ outport and the West India merchant to
deliver it to his country banker, who also indorses
it; and sends it:inito further circulation. “The bill
in this case will have effected five payments exactly
as if it were a 10/ note ‘payable to bearer on de;
mand It will, however, have mrcu]ated in conse-
quence ‘chiefly of the confidence placed by each

teceiver of it in the last indorser, his own corres~

pondetit in trade; whereas, the circulation of a
bank note is owing rather to the circumstance of
the name of the issuer being so well known as to
give to it an universal credit. A multitude of bills
pass between trader and -trader in -the country
in the manner which has been described ; and they

evxdently form, in the strictest sense, a part of the
:cxrculatmg medium of the kmgdom*

, BIHS
* Mr Boyd in hxs pubhcatxon addressed to M. Pitt on the

into

\ ‘4.1
- Bills, however, and especially those ‘which are

" drawn for large sums, may be.considered as in

general circulating more slowly than either gold or

bank notes, and for a teason which it is material
‘to explain. © Bank notes, though they yield an
_intetest to the issuer, afford none'to the man

who detains them in his possession; they are. to
him as unproductive as guineas, The¢ possessor of
abank note, therefore, makes haste to part with it.
'The possessor of a bill of exchange possesses, on
the contrary, that which is always growing more

“valuable. The bill, when it is first drawn, is worth

something less than a bank note, on account of its
not being due until a distant - ‘day; and -the ﬁrst
receiver of it may be supposed to obtain a coms
pensa_t,an for the inferiority of its v,ah/xe ih the PUQ@

5

into which many others have fallen, of considering bills as ho parf,
of the circalating medium of the counntry. He says, * by the words
! means of circulation;” ¢ c1rculatmg medium,” and ¢ currency,

e (which are ufed as syfionymous terms in this Letter) T understand '

o always ready tmoney, whether cousistinig of bank noftes or spetie, int

s contvadiction to bills of ewchange; navy bills, exchequer bills, or
¢ any negdtiablé papet which form no part of the circulating mediam, -

& as ? have always undefﬁood that termi. . The latter is the dlrcula.«
s tor, the formér are merely cbjects of circulation,”...See ndte
to the firit page of Mr. Boyd's Letter to Mr. Pitt,

ftwill be seétiy in the progress of this work, that it was necessm-y :

to clear awliy much confusion which-has arisen from the want of a
suﬁicneutly full dcquaiiitance with the -several kinds of paper credit ;
and, m parucular, to remove; by a cdnsxderable-detad, the prevallmg
exrors respecting the nature of bxlls, before it could be possxble to
rqg.son properly gpon the effécts of paper credit.

bf
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of ‘the article” with which the' bill is pirchased.

When he parts with it, he may be considered as

grantmg to the next receiver-a like. compensation,

which is’ proportxonate to  the time which the bill
‘has still to run. Each holder of a b111 has, theres

fore, an ‘interest in detaining it.

* Bills, it is true, generally pass among traders it
the country without there 'being any calculation of
regular allowance of discount ; the reason of which
citcumstance is, that there is a'generally understood

period of time for thch those bills may have to

run, ‘which; accordmg to the custom of - traders;
are accepted as current payment. Ifany bill given

in payment has a longer time than usual to run,
he who receives it is conSIdered as so far favourlno'~

thé person from whom he takes it; and the fa-

voured person has to compensate “for this advantage,

not, pelhaps, by a recompence of the same kind
accurately calculated, but in the general adJusb
ment of the peeumary affairs of the two parties.

This quality in bills of exchangé (and it might be - |

added of interest notes, &c.) of occupying the
place of bank paper, and of also throwing the hi

terest’ aocrulncr durmg their detentlon into' the

pocket of the holder, contrlbutes greatly to the use
of them. The whole trading world may be' con-

sidered as- havmg an’ interest in engouraging them .
“To possess some article which, so long- as it is'des

tamed shall produce a regular mterest which ‘shall l»
be subject to no ﬂuctuatxons in pmce, WblCh, by the -

custom

i3

custom of commerce, shall pass-in certain cases as
a payment, and shall likewise be convertible into

ready money. by the sacrifice of a small discount, is
the. true policy of the merchant. = Goods ‘will not

serve this purpose, because. théy do not grow more
valuable by detention ; nor stocks, because, though.

they yield an interest, they fluctuate much in value;

' and, also, because. the expence of brokerage isin-"

curred in sellmg them, not to mention the- mcon-
veniences ,arising from the. cxrcumstance of thexr

being transferable only in the books of: the»Bank; of .
England. - Stocks, however, by being at all times -
a saleable and ready money article, are, to a certain-

degree, held by persons in -London on the same

principle as.bills, and serve, therefore, in some mea- -

sure, like bills, if we. consider these as a-discountae

ble article, to.spare the use of bank notes. - Ex-

chequer bills will not fully answer the purpose,

hecause there is a commission on the sale of these,

as on the sale of :stocks ; and because, not to speak

of some other inferior objections to them, they

fluctuate, in some small degree, in price.

Bills, since they circulate chleﬂy among the trad-
ing world; come little. under the observatxon of ‘the
public. The amount of bills in existénce may yvet,
perhaps, be at all times greater than the amount of

all- the' bank notes of- every kmd and - of a}l the "

c1rculat1n<r gumeas* S

~

sanmle payments not bv cogntry bank nqtes, of which none are issued
- by

The .

* vaerpool and Manchester effect the whole of thex. Iarger mer-
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The atnount -of what is ca]led the ciroulating

medmm of a country has been supposed by some
to bear a regular proportion to the quantity of trade

" and of payment& It has;, however; been shewn,

that such part of the circulating medium as. yiclds
an interest to the holder will effect much fewer
payments, - in proportlon to its athount, than the

_pirt which yields to- the holdet no interest. A
 number of countty baiik notes; amountlnv to. 100,

may, for instarte, effect on an average ofie pay-
‘ment in three days; while a bill of 100/ may;

~ through the" disposition of eidch holder to detain lt,
effect on]y ‘one payment ih hine days. =

There is a passage in the work of Dr. Adam
&mith which sefves to inciilcate the etror of which
1 have been speaking ; a passage on which it may

~be useful to comriént with some partlcularlty

He says, ¢ The whole paper money of every kind

& Wthh can easily circulate in any country; never

s¢ can exceed the value of the gold and silver of
#s. which it supphes the placey or wliich (the com-
¢ merce being supposed the same) would circulate
% there, if there was 1o paper money

Does Dr. Smlth meah to include, in his idea of
- 'the wlzole paper thontey of every kmal yvhxch can

by the banks of . those places, but by bxus at one of two months dat.:,7
drawn on London The bills annually dra\&m by the banks of each
of those towns amount to many millions. ‘The banks obtain a small
‘commission on these bills.

“ easily .

. « ‘purpose.”. .

¢ which can easily ¢irculate.”
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* easily circulate,” all the bl“s of exchanrre of a

country, or does he not? And does he also.include

~interest notes, exchequer bills, and Indxa bonds,
. and those other articles which very much resemb]e
bills of exchange . In an earlier part of hls chapter, '

he has this observation——* There are different sorts
* of paper money; but the circu]ating notes of

* banks and bankers are the species which is best-

“ known,. and which seems best adapted for this
We are led to _;udge.}by this passage,.
and also by the term ¢ .paper money of every kind’ ’
in the passage before quoted, that'it was his purpose
to include bills-of exchange; on the other band, if
all the bills of exchange of a country are to be
added to the bank notes Wthh circulate, 1t becomes
then so manifest, that the whole of the paper muqt
be more than equal to the amount of the money
whxch would circulate if there_were no paper, that
we feel surprised ' that the erroneousness of the po-,
sition did not strike Dr. Smith himself. He intro-
duces, indeed, the qualifying word « easily;” he
speaks of * the whole paper money of every kind
But this term, as I
apprehend, is meant only to refer to an easy, in

v contradist_inétion to a- forced, paper circu]atidnv;‘

for it is on the subject of a forced circulation that a
great:part of his ohservations tm;n.' He seems, on
the other hand, to have paid no regard to the dis-

D - tinction,

~
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tmctxon on whlch I have dwelt; of a more slow and’
a more rapid 01rculat10n ; a thing which is quite
dlfferent from an easy and a difficult citculation.
He appears, in short, not at all to have reflected
how false his maxim is rendered (if laid down in

the terms which he has used) both by the different

degtees of rapidity of circulation which generally
belong to the two different classes of paper of which
I have spoken, and also by the different degrees of
rapidity which may likewise belong to the circu-
lation of the same kinds of paper, and even of the
same gumeas, ‘at different times. e »
The error of Dr. Smith, then, is this:—he repre..
sents the whole paper, which' can easily citculate
‘when theré are no guineas, to be the same in quan-
tity with the guineas which would circulate if there
were no paper; whereas, it is the quantlty not of
¢ the thmor which circulates,” that is, of the: thmg
which is capable of c1rculat10n, but -of the actual
circulation which should rather be spoken-of as the
same in both cases. The quantity of circulating
paper, that is, of paper capable of circulation, may
be great,” and yet the quantxty of: actual circulation
may be small, or vice versa. The same note may
either effect ten payments in-one day, or one pay-

ment ‘in ten days; and one note, therefore, will

effect the same paymentsin the one case, which it

would requxre a- hundred notes- to effect in- the
- ¢thery -

| | I have
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. T have spoken of the different degrees of rapxdlty
in the circulation of different kinds of paper, and of
the consequent dlﬁerence of the quantity of each
which is wanted in order to. effect the same pay-
ments. I shall speak next of the different degrees
of rapidity in the circulation of the same medium at
different times : and, first, of ‘bank notes.

The causes which lead toa variation in the rapidity

of the circulation of bank notes may be several.” In

general, it may be observed, that a high state of con-
fidence serves to qmcken their c1rculat10n and this

_ happens upon a principle Wthh shall be fully ex-

plamed It must be premlsed that by the phrase
a more or less quick mrculatlon of notes, will be
meant a more or less qulck c1rcuht10n of the whole
of them on an average. Whatever enereases that
reserve, for instance, of Bank of England notes
which remains in the drawer of the London banker
as hlS pxovmon against contmoencxes, contributes
to what will here be termed the less quick circula-
tion of the whole. NOW a hwh state of confidence
,Contrlbutes to make men prowde less amp]y against
contingencies. At such a time, they trust, that if
the demand upon them for a payment, ‘which is now
doubtful and contlncrent should actually be made,
they shall be able to provide for it at the moment ;
and they are loth to be at the expence of sellmg an

‘artxcle, or of gettmg a bill dlscounted, in order to

D2 L ~ make




48
make the provxslon much before the perlod at which
it shall be wanted. ‘When, on the contrary, a sea-
son of distrust arises, prudence suggests, that the
loss of interest arising from a detention of notes for -
a few additional days shou]d not be regarded.
It is well known that gumeas are hoarded, in

~ times of alarm, on this punc1pfe. Notes, it is

true, are not ‘hoarded to the same extent ; parﬂy be-
cause notes are rot supposed equally likely, in thé

~ event of any general confusion, to find their value,

and partly because the class of persons who are the
holders of notes is Iess subject to weak and extra-
vagant alarms. In dlﬂicult times, however, ‘the dis~
position to ‘hoard, or- rather to be largely’ provxdeci
with Bank of Eng]and notes, will, perhaps, prevall
in no 1ncon31dexable degree

. This remark; has been applied to Bank of Eng-
land notes, because these are always n h1gh credlt 5
and it-ought, perhaps, to be chiefly confined to these.
They constltute the coin in ‘which the great mercati-
tile payments in London, Wthh are paymernts on ac-
“count of the ‘whole country, are effected. If, there~
fore, a dxfﬁculty i convertmg bills of exchange into
notes is apprehended the eﬂ"ect both _on bankers,
merchants, and tradesmen, is somewhat the same
as the effect of an apprehensxon entertamed by the

10wer class of a difficulty, in converting Bank of

England notes or bankers’ ‘notes into guineas:. ~ The
-apprehension of the approachlnfr d1ﬁiculty makes

meny
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men eager to do that to-day, which otlxerwise the_y_
would do to-morrow.

The truth of thlS observatlon, as apphed to Bank
of England notes, as well as the lmportance of at-
tending to it, may be made manifest by adverting to
the events of the year 1793, when, through the
failure of many country banks, much general dlS-
trust tock place. The alarin, the first material one
of the kind which had for a long time happened,
was extremely great It does not appear that the

- Bank of England notes, at that time in c1rcu]at10n,
 were fewer than usual.

It is certam, however,
that the existing number became, at the peuod of

“apprehension, insufficient for giving punctuahty to

the payments of the metropohs ; and it is not to be
doubted, that the msuﬂimency must have arisen, in
some measure, from that slowness in the circula-
tion of notes, naturally attendlng an alarm, which
has been just described. Every one fearing lest
he should not have his notes ready when the day of
payment should come, would endeavour to provide
himself with them somewhat beforehand. A few
merchants, from a natural though hurtful timidity,
would keep in their own hands some of those notes,

‘which, in othe1 times, they would have lodged with

their bankers, and the effect would be, to cause
the same quantxty of bank paper to transact fewer

payments, or, in other words, to lessen the rap:dlty
D3 of
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of the “circulation of notes on the who]e, and thus’
to encrease the number of notes wanted. Probably,'

also, some Bank of England paper would be used
as'a substitute for country bank notes suppressed

* The success of the remedy which the parliament
administered, denotes what was the nature of the
“evil. " A loan of exchequer bills was directed to
be made to as many mercantile persons, glvxng

proper security, asshould apply. It is a fact, wor-

thy of serious attention, that the failures abated
greatly, and mercantile credit began to be restored,
not at the period when the exchequer bills were

actually delivered, but at a time antecedent to that.

@ra. Italso deserves notice, that though the failures
had originated in an extraordinary demand for guiy-
neas, it was not any supply of gold which effected
the cure. That fear of not being able to obtain
guineas, which arose in the country, led, in its con-
sequences, to an extraordinary demand for bank
notes in London; and the want of bank Totes in
London became, . after a time, the chief evil. The
very expectation of a supply of exchequer bills,
t};g’tis, of a supply of an article which almost any
trader might obtain, and which it was known that

he 'rni’ght then sell, and thus turn into bank notes,

and -after turning into bank notes might also con-
vert into guineas, created an idea of general sol-
vency. This expectatxon cured, in the first in-
' ' ' stance,

-
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stance, the distress of London, and it then lessened
the demand for guineas in the country, through that
‘punctuality in eﬁ"ectmg the London payments which
it produced, and the universal confidence which it
thus inspired. . The sum permitted by parliament
to be advanced in exchequer bills'was five millions,

of which not one half was taken. Of the sum

taken, no part was lost. QOn the contrary, the
small compensation, or extra interest, which was
paid to government for lending its credit (for it was

‘mere credit, and not either money or bank notes
~that the government advanced), amounted to some-

thing more than was necessary to defray the charges,
and a small balance of profit accrued to the public.
For this seasonable interference, a measure at first

“not well understood and opposed at the time, chiefly

on the ground of constitutional Jealousy, the mer-
cantile as well as the manufacturing interests of
the country were certainly much indebted to the
parliament, and to the government ¥,

* The commissioners named in the act state in-their report "¢ that
“ the knowledge that loans ‘might have been obtained, sufficed, in
¢« several instances, to render them unnecessary; that the whole

< number of applications was three hundred ard thirty-two,

¢ for sums amountmg to 4. 3,855,624 ; of which two hundred and
¢ thirty-eight were granted amounting to £ 2,202,0003 forty five
s for sums to the amount of £.3,215,100 were withdrawn; and
$ forty-nine were rejected for various reasons. That fhe whole

Da . ¢ sum
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That a state of distrust causes a.slowness in the

eirculation of guineas, and that at such a time a

greater quantity of money will be- warted in order
to effect only the same money payments, is a position
which scarcely needs to be proved. Some obser-

wations, however, on this subject may not be use-

less. When a season of extraordinary alarm arises,
and the money of the country in some measure dis-
appears, the guineas, it is commonly said, are

hoarded, In a certain degree this assertion may.
be literally true. But the scarcity of. gold pro-

bably results chiefly from the circumstance of
a considerable variety of persons, country bank-
ers, shopkeepers, and others, augmenting, some in
a smaller and some'in a more ample measure, that
supply which it had been customary to keep by
them. The stock thus enlarged is not a fund which

& sym advanced on loans was paid, a considerable part before it was

¢ due, and the remamder regulatly at the stated periods, thhout

¢ apparent difficulty or distress.”

They observe that, ¢ the advantages of this measure were evinced
by a speedy restoration of confidence in mercantile transactions,

¢ which produced a facility in raising money that was presently .

“ felt, not only in the metropolis, but through the whole-extent of
«¢ Great Britain. Nor was the operation of the act less beneficial
g w1th respect to a variety of eminent manufacturers, who, having in
< g great degree suspended their works, were enabled to resume them,
$¢ and to afford employment to a pumber of workmen who musc
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its possessor purposes, in no case, to diminish, but a
fund which, if he has occasion to lessen it, he en-
deavours, as he has opportunity, to replace. Itis
thus that a more slow circulation of guineas is oc-
casioned ; -and the slower the circulation, the greater
the quantity wanted, in order to effect the same
number of money payments. -

Thus, then, it appears, that the sentiment Wthh
Dr. Smith leads his readers to entertain, namely,
that there is in every country a certain fixed quan-
tity of paper, supplying the place of gold, which is
all that ¢ can easily circulate” (or circulate without

being forced into circulation), and which is all (for

such, likewise, seems to be the intended inference)
“that should ever be allowed to be sent into circula-
tion, is, in a variety of respects, incorrect. The
existence of various hoards of gold in the coffers of

bankers, and of the Bank of England, while there.

~are no corresponding hoards of paper, would -of
itself forbid any thing like accurate comparison be-
tween them. Many additional, though smaller,

circumstances mlfrht be mentioned as contnbutmg ;

to prevent the quantity of notes which will circu-

late from being the same as the quantity of gold

which would circulate if there were no notes; such

as their superior convenience in a variety of re-

spects, the facility of sending them by post, the
faculty which they have of being either used as

. gulneas,

e ey
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guineas, or of supplying the place of bills of ex-
change, and furmshma a remittance : to distant
places.

There is a further objection to the same re*nark
of Dr. Smith. It would lead an uninformed per-
son to conceive, that the trade of a country, and
~of this country in particular, circumstanced as it
now is, might be carried on altogether by guineas,
if bank notes of all kinds were by any means anni-
hilated. It may already have occurred, that if bank .
paper were abolished, a substltute for it would be
likely to be found, to-a certain degree, in bills of

. exchange ; and-that these, on account of their

slower circulation, must, in -that case, be much
larger in amount than the notes of which they would
- take the place. But fulther, if bills and bank notes
were extmgulshed other substitutes than gold would
unquestlonably be found. Recourse would be had to
devices of various kinds by which men would save
themselves the trouble of counting Wucrhlng, and
transportmrr guineas, in all the ]awer operations
of commerce, so that the amount’ of guineas brought
into use would not atall correspond with the amount
of the bills and notes suppressed. - Banks would be
instituted, not of the description which now exist,
, but of that kind and number which should serve
best to spare both the trouble of (rold and the ex-

pence “incurred: by the loss of interest upon the
quantity

quanti‘t'y' of it in pésséssi_on. Merely by.the trans.
fer of the debts of one merchant to another, in the
books of the banker, a large portion of what are
termed cash payments is effected at this timé with-
out the use of any bank paper®*, and a much larger

sum would be thus transferred, if guineas were the -
only 'circulating medium of the country. - Credxt'

would still exist; credit in books, credit dependmg
on the testimony of witnesses, or on the mere verbal
promise of parties. It might not be paper credit 3

. * The following custom, now prevailing among the bankers within
the city of London, may serve to illystrate this observation, and
also to shew the strength of the disposition which exists in those who
are not the issuers of bank notes to spare the use both of paper and
guineas, It is the practice of each of these bankers to send a
clerk, at an agreed hour in the afternoon, to a room provided for
their use. Each clerk there exchanges the drafts on other bankers
received at his own house, for the drafts on his own house received

at the houses of other bankers, The balances of the several bankers

are transferred in the same room from one to another, in a manner

, . . . s . .
which it is unnecessary to explain in detail, and the several balances

are finally wound up by each clerk into one balance. The difference
between the whole sum which each' banker has to pay to- all other
city bankers, and the whole sum which he hasto receive of all
other city bankers, is, therefore, all that is discharged in bank notes
or money ; a difference much less in its amount than the severa/ dif-
ferences would be equal to. This device, which serves to spare the
use of bank'mnotes, may suggest the practicability of a great variety
of contrivances for sparing the use of gold, to which men having
confidence in each other would naturally resost, xf we could suppose
bank Paper to be abolished, ‘

but

s
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but stlll it might -be such credit as would spare,
more or less, the use of guineas. It might be cre-
dit of a worse kind, less accurate]y dealt out in pro-
portion ‘to the desert of different persons, and there-
fore, in some instances, at least, still more extended;
it might be credit less contributing to punctuality
of payments, and to the due fulfilment of engage-
ments ; less conducive to the interests of trade, and
to the. cheapening of articles; and it would, per-
haps, also be credit quite as liable to interruption
on the occasion of any -sudden alarm or material
change in the commercial prospects and circum-
stances of the country |

CHAP,
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CHAP. 1V.

Observatiovn' .'of Dr. sz;t,lz,respecting the Bank of

" England—of the Nature of that Institution—

Reasons for never greatly diminishing its Notes
~—its Liability to be exhausted of Guineas—the
Suspension of its Cash Payments not owing to too
great Issue of Paper—nor lto too great Loans—-
Proprz'ety of parlz’ame}itmy Inte7;ference.-, :

DR Adam Smith, 'xfterlaymg down the
prmcxple thch has been ]ately ammadverted ony
¢ that the quantity of paper which can easily cir<
« culate in a country never can exceed the gold and
« silver Whlch would circulate if there were no
“ paper,’ proceeds to observe, that the Bank. of

v Encrland « by issuing too great. a quantity. of

¢ paper, of whlch the excess was continually
“ returnmg, in order to be exchanged for gold -and
s silver, w was, for many years together, obliged to
« coin gold to.the extent of between elght hun-
¢ dred thousand pounds and a million a year. For
< this great comage the bank was frequently obliged
to purchase gold bulhon at 41, an ounce, which
s¢ xt soon after issued in coin at 8/, 17s, 105d. an

3¢

ad ounce,

R
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“ ounce, losing two and a half and three per cent.
* on the coinage.” Dr. Smith probably could

“mot be acquainted -with the secret of the actual

quantity of those bank notes, of the number of
which he complains; he must, therefore, have taken

it for crranted that they were what he terms ex-.

cessive, on the ground of the price of gold being
high, and the coinage great.” He does not pro-
ceed, in any respect, to- guard or to limit the ob-
servation in question an observation which,. when
thus unqualified, may lead the reader to suppose,
that whenever the bank finds itself subjected- to
any great demand for gold in consequence of a high
price of . bullion, the cause of this evil is an excess
of crrcu]atmg paper, and the remedy a reduction. of
‘There is also danger, lest it should be
concerved that if the remedy should appear to
fax] it can fail only because the reductlon is ‘not
suf’ﬁcrent]y great. ,

"The - point of whlch we are speakmg is of great
1mportanre, and will be the subJect of mu&h futme

' dlscus.sxon One ob)ect of the present and, succeed-

ing Chapter will be to shew, that, however just. may
be the prmcrple of Dr, Smith when pr’oper]y hrmted
and explamed the reduction of the quantity .of

‘Bank of England paper is by no means a measure

whrch ought to be 1esorted to on the occasmn of

every demand upon the ban “for gumeas ansmo |

H
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from the high price of bullion, and that such rée .

duction may even ag ggravate that sort’ of rise Wthh

is caused by an alarm in the country. .~ ..
"It will be proper, first, to describe the nature of

-the institution of the Bank of England, and the re-

lation in which it stands to the public ; in. this dee
tail, the event of the late stoppage of its. cash pay~
ments will be particularly noticed.

‘Bills are drawn on London from every quarter of
the kingdom, and remittances are sent to the me~

tropolis to provide for them, while. London draws‘

no bills, or next to none, upon the country. . Lon-

don is, in this respect, to the whole island, in"some .
degree; ‘what the centre of a city is to the suburbs -

The traders may dwell in the. suburbs, and lodge
many goods there, and they may carry on at home
a varrety of smaller payments, while their chief cash
account is ‘with the banker, who fixes his residence
among the other bankers, in the heart of the city.
London also 1s become, especially of late, the trad-
ing metropolis of Furope, and, indeed,:of the
whole world; the foreign drafts, on .account: of
merchants living in our out-ports and other trading
towns, and carrying on business there, being made,
with scarcely any exceptions, payable in London.
The" metropohs, moreover, through™ the extent of
its own commerce, and the greatness of its: wealth
and population, has immense receipts and payments

: -~ on
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‘on its own dCCOUDt and the circumstance of its

being the seat of govemment, and the place where
the publxc dividends are ‘paid, serves to encrease
its peciniary transactions. The practice, indeed,

of transferring the payments of the country to Lon-
don bemg once begun, was likely to extend itself.

For, in pTOpOl‘th‘] as the amount and number of
payments and recelpts is:augmented inany one par-
ticular place, the business of paying and receiving
is more easily and cheaply transacted the necessary

guineas becommg fewer in proportion to the sums.

to be received and pa1d and the bank notes want-
ed, though encreasmg on the whole, becoming
fewer in- pl‘OpOl‘thB also.  On the punctuality with
which the accustomed payments of London are
eﬂ'edted depends, thérefore, most essentially the
the whole commercial ¢redit of Great Britain, The
]arver London payments are effected. exclusively
through the paper of the Bank of England; for the

supeﬁorlty of its credit is such, that, by common
agreement among the bankers, whose practice,’ in

this respect, almost invariably guides. that of other
persons, no note of a private house will pass in pay-
mént .as a paper circulation in London.

The bank hasa capital of near twelve millions, to
which it has added near four millions of undivided
profits ot savings : all this capital and savings must
bé lost before the creditors can sustain any. loss.

: ' The
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The Bank of England is quite independent of the
executive government. It has an interest, un-
doubtedly (of the same kind with that. of many pri-
vate individuals), in the maintenance of our finan~
cial as well as commercial credit. It is also in the
habit of.lending out a large portion of its ample
funds on government securities of various kinds, a
comparatively small part only, though a sum not small
in itself, being lent to the merchants in the way
of discount. The ground on which the bank lends
so much to government is clearly that of mutual
convenience, as well as long habit. It is the only
lender in the country on a large scale ; the govern.
‘ment is the only borrower on a scale equally ex-
tended ;.and" the two parties, like two wholesale
traders in a town, the one the only great buyer,
and the other the only great seller of the same ar-
ticle, naturally deal much with each other, and
have comparatively small transactions with those
who carry on only a more contracted business. The
ba‘nk 'moreover; in time of peace, is much bene-
fited by lending to government. It naturally,
therefore, continues thosc loans, during war, whick
it bad been used to grant at all antecedent periods.
It occasionally fumxshes a considerable sum to the
East India company. If, indeed, it lent more to
the merchants during war, and less to the govern-
ment, the  difference would not be so great as
E o ngh‘tf ‘
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might, _pérhapé’, at first view be supposed.” If, for
instance, it furnished a smaller sum on the security
of exchequer bills, that ‘article might then be sup-

~posed to fall in price, or, in other words, to yield

a higher and more 'te‘mpting' interest ; and the
bankers, in that case, would buy more exchequer
bills, and would grant less aid to the merchants;
they would, at least, in some degree, take up
whichever trade the Bank of England should re-
linquish. The preference given by the bank to the
government securities, is, therefore, no symptom of
a want of independence in its directors: they are
subject, in a much greater degree, to their own
proprietors than to any administration.
manner. in which the directors of the bank * at
the time antecedent to the suspension of their
cash payments, insisted on having four millions
and a half paid up to them by the government—a
payment which, though demanded at a very in-
convenient time, was accordingly made—may be
mentioned as one sufliciently striking mark of the
independence of that company. There is, how-

ever, another much more important circumstance

o be noticed, which is conclusive on this subject.
The government of Great Britain is under little

. * See the correspondence of the bank on this subject, in the Ap~

pendix to the Report of the House of Commons respecting the or-

der of council for authorising the suspensmn of the cash payments of -
‘the bank, - :

or
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or no temptation either to dictate to the Bank of

‘England, or to lean upon it in any way which is
inconvenient or dangerous to the bank itself. The’

minister has been able to raise annually, without
the smallest difficulty, by means of our funding

system, the sum of no less .than between twenty

and thirty millions. The government, therefore,
is always able to lessen, by a loan from the publie,
if it should be deemed necessary, the amount of
its debt running with the bank., To suppose that
bank notes are issued to exceSs_, with: a- view to

furnish means of lending money to the minister, - =

is, in a high degree, unreasonable. The utmost
sum which he could hope to gain in the way of
Joan from the bank, by means of an extraordinary

“issue of bank notes, could hardly be more than

four or five millions; and it is not easy to believe,
‘that a government which can raise at once twenty
or thirty millions, will be likely, for the sake of
only four or five millions (for the loan of- which
it must pay nearly the same interest as for a loan
from the public), to derange the system, distress
the credit, or endanger the safety of the Bank of
‘England*.~ This banking company differs in this
most important point from every one of those national
.banks,‘which issue paper, on the continent. I under-

* The same remark has been made in a shert yynphlet lately pub-

stand
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banks ; which extension of issue naturally produces 0l
a nearly correspondént depreciation of the value of
the notes, and a fallin the exchanve with other couris
tries, if computed at the paper price. ‘The notes,
moreover, being once thus depremated the govern-'
ment, even supposing its embarrassments to cease;
is scldom disposed to bring them back to’ their
former limits, to do which implies some sacrificeton
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‘stand that the banks of Petersburgh, Copenhagen,
Stockholm, Vienna, Madrid, and Lisbon, each of
which issues circulating notes, which pass as cur-
g ~ rent payment, are all in the most direct and
3 . strict sense government banks#*. It is also well
:  known, that the governments residing in these se-
! veral places have not those easy means of taising
money, by a'loan from the people, which the mi-

their part at the time of effecting the reduction;

nister of Great Britain so remarkably possesses.
‘Those governments, therefore, have, in times even
-.of moderate difficulty, no other resource than that

of extending the issue of the paper of their own .

. % The bank of Amsterdam did not issue circulating notes, but
was a mere bank for deposits, the whole of which it was supposed by
some to keep always in specie. It was d\scovered however, when
the French possessed themselves of "Holland, that it had been used
privately to lend a certain part of them to the city of Amsterdan,
and a part to the old ‘Dutch. govemment. Thése loans ought cer-
zainly rather to have been furnished in that open manwer in which
those of our bank are made. Neither of the two debts, as I under-

stand, have yet been discharged. The bank’ of Amstérdam had na

capital of its own.

In whatever way we may suppose the property of the bank of
Amsterdam, or that of any othet public bank or private individual,
z0 'be employed, it is not easy to imagine that'it can altogethey
escape the hands of a needy and successful Invader. If the pro-
“perty of a public bank is kept 1 in money, a rapacxous enemy may

but it -contents itself, perhaps, with eithier a little

lessening, or with not further adding to, the evik

The expectation of the people on the continent;
thereforé, generally is, that the paper, which is fall-
ing in value, will, in better times, only cease to
fall, or, if it rises, will experience only an immate-
rial rise, and this expectation serves of course to
accelerate its fall. Hence it has happened, that
in all the places of Europe, of which mention
has been made, there exists' a great and esta-
blished, and, generally, an increasing discount or
aglo between the current coin and the paper money -
of the kingdom. Nor, indeed, is this all: several
of the gov’emmcnts of Furope have not only ex-
tended their paper in the manner which has been
descrlbed but have, besides ‘this, deprecmted from
time to t1me, their very coin; and thus there has

been a two-fold cause for a rise in:the nominal prlce? -
of their commodities when e\xchanged with the cur- :

'geize that' money, If lent to ‘the mercharits,” the enemy, by their
requisitions, may ‘draw it from the merchants; and by thus inca-

o o pacitating the merchants to.pay their debts to the bank, may cause ‘ ! rent paper. There is, th erefore, a fundamental _dif*"' -
e the failure of che bank. o ol ference between the nature of the paper of the

A ; banks ; E : ’
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Bank of England, and. that of all the national or
government banks on; the continent. No one sup-

~ poses that the English guinea contains less and

less gold than heretofore, through frauds practlsed
by government in the coinage; and. as little is it
to be suspected that the Bank of England paper
is about to be depreciated by an excessive. issue
either ordered or needed by the government. There
is, moreover, at present, this further ground fer
assuming that the issue of Bank of England notes
is' not likely to be excessive,—that it has lately

become a practice to make the number of them
Their quantity, as it now appears, has ne-

p.ubhc.
ver, in any- short time, varied very greatly; has
seldom, in late years, been ‘below ten or eleven
millions, even ‘when no one pound and two pound
notes were issued ; and has at no moment ex-
ceeded .the sum of about fifteen millions and a
half, including two millions and a half of one
It is not 1mpossxble
that the discredit into which the paper of the go-
vernment banks of the continent of Europe hag
fallen, into which also the paper of the American
banks sunk at the time of the American war,

’throuon the same e‘ztensxon of its issues by the then

American government; and alsothat the total. an-
nihilation of the paper issued by the successive
French' revolutionary géver-nment‘s, may have, in
50Me degree, contributed, though most unjustly, to

that
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that fall in the exchange which Great Britain has

experienced. Foreigners not adverting to that in- -

dependence of the Bank.of England, the grounds of
which have been stated, and misled sts1bly by the

abundant misrepresentations which have taken
place in this country, may have thought that it was’

the government which, ‘by its loans,; involved the
bank in difficulties (a point which shall be discussed

presently), and that the bank is-merely an instrument -
in the hands of the government;

an instrument
which may be turned, as the government banks on
the continent have been, to the purpose of issuing
notes to an extravagant extent. If such should, in

any degree, be their sentiment, it would be just in

them to infer from thence, that the Bank of Eng-
land notes are not unlikely to fall in their value in the
same manner as the notes of the continental banks.
An unwillingness to leave in this country whatever
sums they may bave a right to draw from us (sums
probably small in the whole) may have been the
consequence of this fear, and a great unwillingness
to trust with us even a small quantity of property,
may happen to cause, under certain 01rcumstances,
a considerable fall in the exchange. '

It may be mentioned as an addltlonal ground of

‘confidence in the Bank of En/gland,~ and as a cir-

cumstance of importance in many respects, that the
numerous proprietors who chuse the directors, and
have the power of controlling them (a power of

F2 Whiclr
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which they have prudeht]y forborne to make any

_ the pr-ic-é of all the articles of life*.‘- While the pro- i
frequent use), are men whose general stake in'the

priétors and directors of the bank have thus an

country far exceeds that particular one which they

have in the stock of the company. They are'men,

therefore, who feel themselves to be most deeply
interested- not merely in the increase of the divi-
dends or in the maintenance of the credit of the
Bank of England, but in the support of commer-
cial as well as of public credit in general. There
is, indeed, both among.them and among the whole
commercial world, whe make so large a portion
of this country, a remarkable determination to sus-
tain credit, and especially the credit of the bank;
and this general agreement to support the bank
is one of the pillars of its strength, and one pledge
of its safety. . The proprietors of it themselves are
not likely to approve of any dangerous extension
even of their own paper; both they and the di-

rectors know the importance of confiping the bank -

paper, generally speaking, within its -accustomed
limits, and must necessarily be supposed to prefer
1ts credit, and the paper credit of the nation, to
the comparatively trifling consideration of a small
increase in their own dividends ; an increase which
“would prove delusory, if it should arise from that
extravagant issue of bank notes which would have
the effect of depreciating all the circulating me-
" dium of the country, since it would thus raise upon
~ the propx‘ie_fors, of bank stock, as well as on others,

o : the

interest, on the one hand, in limiting the quantity of

paper issued, they are also naturally anxious, on the
other, in common with the whole commercial world,
to give the utmost possible credit to it and al-
though an opinion should prevail, even to some ex-
tent, among persons out of business, that the ap-
pearance of gold is the only test of wealth, and that
the absence of it, however temporary, implies great
danger to the country, the mercantile interest, and
in particular the bank proprietors, the bankers, and
the traders of London, by whose transactions the
value of the London paper is upheld, may be con-
sidered as combined in the support of a juster sen-
timent. The bank itself is known to have expe-
rienced, at former times (as appears from the evi<
dence of the directors given to parliament), very
great fluctuations in its cash; and, in one period of
returning peace and prosperity, a reduction of it be-
low that which took place at the time of the late

* If the bank notes were increased even five millions, the addi-
tional profit which would accrue to the proprietors would not be
more than two per cent. A proprietor qualified to vote in the bank
court (that is, having 5ool. stock) would, therefore, gain by this ex-
travagant issue, supposing it to be maintained for 2 year, the sum of
10l A large proportion of the bank proprietors do not hold more
than 1000/ stock. The gain of each of these would not be more
than 20/ ; a sum perfectly insigyniﬁcant,' éompared with the interest
which they have in the maintenance of the general commercial credit
of the country. : . o
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suspension of its cash payments: the amount of
gold in the bank, at any one particular @ra, is, per-

haps, th‘erefor‘e, on the ground of this experience, not

now considered by the commertcial world as having
all that importance which was given to it when the
bank affairs were involved in greater mystery. It
is perfectly well Llnde}‘stOOd among all commercial
men, that gold coin is not an article in which all
payments (though it is so promised) are at any time

intended really to be made ; that no fund ever was -

or can be provided by-the bank which shall be sufhi-
cient for such a purpose; and that gold coin.is to
be viewed chiefly as a standard by which all bills
and paper money should have their ‘value regulated
as exactly as possible; and that the main, and, in-

deed, the only, point is to take all reasonable care

that money shall in fact serve as that standard.
This is the great maxim to be laid down on the
Let it,’ then, be next
considered what is necessary, in order sufficiently to
secure -that, whatever the circulating paper may
be, gold shall be the standard to which the value
of that paper shall conform itself. Tt is no doubt
important, that there should be usually in the coun-
try a certain degree of interchange of gold for pa-
per, for this is one of the means Whlch will
serve to fix the value of  the latter. Whether

the interchange wanted to produce this effect must
‘be more or léss large and frequent, depends much

on the habits and dispositions of the country, and,
: . in

~
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in particular, on the degree of knowledge of the
nature of paper credit generally prevathng, and on
the degreé of confidence in it.

In order to secure that this interchange shall at all
times take place, it is important that, generally speak-
ing, a considerable fund of gold should be kept in the
country, and there is in this kingdom no other de-
pository for it but the Bank of England. This
fund should be a provision not only agamst the

“common and more trifling fluctuations in the de-

mand for coin, but also against the two followmg

the effects of an unfavourable balance of frade, for

First, it should sérve to countéract

this infallibly will sometimes occur, and it is what

one or more bad harvests cannot fail to cduse,
It is also desirable, secondly, that the reserve of
gold should be sufficient to méet any éxtraordinary
demand at home, though a demdnd in this quarter,

- if it should arise from great and sudden fright, may

undoubtedly be so unreasonable and indefinite as to
defy all calculation. If, moreover, alarm should
ever happen at a period in which the stock of gold
should have been reduced by thé other great cause
of its reduction, namely, that of a call having been’
recently made for gold to discharge an unfavourable

‘balance of trade, the powers of any.bank,howefvei‘

ample its general provision should have been, may
easily be supposed to prove insufficient for this

double purpose. S ]
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To revert, then, to the Bank of England. A
short time before the suspension.of its cash pay-

ments, the gold in its coffers had been reduced
materially through an unfavourable balance of trade.

The exchange Wlth Europe had, however, so far

lmproved for some time preceding the suspensxon,
as to have caused gold to begin again to flow

Into- the country, When it was thu5 only be-
ginning to return, the fear of an invasion took

place and it led to the sudden failure of some

country banks in the north of England. Other.

parts felt the influence of the alarm, those in Scot-.
land, in a great measure, excepted, where, through
10n<r use, the confidence of the people, even in paper
money of a guinea value, is so great (a circumstance.
to which the peculiar respectability of the Scotch
banks has contributed), that the distress for gold was
little felt in that part of the island. A great de-
mand -on the Bank of England for guineas was
thus created; a demand whmh every one who can
possess hlmbelf of a bank note is entitled to make
by the very terms in which the note is expressed.

In London, it is observable that much distress was
beginning to arise, ‘which was in ifs nature some-

. what different from that in the country In London,

confidence in the Bank of England being high, and
its notes mamtammg their "accustomed credit, its
gumeas were little called for with a'view to the

mere object of London payments. The guineas ap-

plied for by persons in London was, genera]ly speak-
: ing,
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frig, on the account of people in the country.- The
dlstless arising in London, like that which took

place in 1793, was a distress for niotes of the Bank

of England. So great was the demand for notes,
that the interest of money, for a few days before the
suspension' of the payments of the bank, may be
estimated (by calculating the price of exchequer
bills, the best test that can be referred to, as well as

by comparing the money price of stocks with their

time price) to have been about sixteen or seventeen
per cent. per ann. The bank, on this occasion,

- pursued, though only in"a small degree, the path

which a reader of Dr. Smith would consider him to

~ prescribe, as in all cases the proper and effectual |

means of detaining or bringing back guineas.  They

lessened the number of their notes, Whlch, having

been for some years before near eleven millions,
and hé.ving been reduced, for some time, to be-
tween nine and ten millions, were at this particular
moment brought down to between eight and nine
millions. :

It has been shewn already, that, in order to
effect the vast and accustomed payments daily

~made in London, payments which are most of them

promised .beforechand, a circulating sum in bank
notes, ncarly equal 1o whatever ‘may have been
its customary amount, is neéessary. But a much
shore clear idea of this subject will be gained by en-
iering into some detail.

There
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There are in London between sixty and seventy
bankers, and-it is almost entirely through.them that
the larger payments of London are effected.
be estimated (though the conjecture is necessarily
~ a loose one) that the sums paid daily by the bankers
‘of London may not be less than four or five
millions. The notes in their hands form, pro-

It may

bably, a very large i)roportion of the whole circu- -,

lating notes in the metropolis. Itis certain, at least,
that only a very small proportion of Bank of Eng-
‘land notes circulate far from London, and that it is
to -the metropolis itself that all the larger ones are
confined. The amount of the bank notes in the
hands of each banker, of course, fluctuates consi-

derably; but the amount in the ‘hands of all pro-
bably varies very little ; and this amount cannot -

be much diminished consistently with their ideas
of what is necessary to the punctuahty of their
“payments, and to the complete security of their
houses.
to the whole of that larger part of the notes of the
Bank of England which is in the hands of the Lon-
don bankers : the notes which may chance to circu-
late among other persons, especially among persons
carrying on any commerce, if we suppose the usual
punctuality of payments to be ‘maintained, and the

ordinary system of  effecting them to proceed, can

admit also of little diminution. A deficiency of
notes in London is a very different thing from a de-
ficienicy either of country bank notes or of coin in
' the

Thus there is little room for reduction as

75
the, country A large proportion of the London
payments are payments of bills accepted by consli-
derable houses, and a failure in the punctuality of
any one such pdyment is deemed an act of insol-
vency in the party. The London payments are,
moreover, carried on by a comparatively small
quantity of notes; and they, perhaps, cannot easily
be effected, with due regularity, by a much smaller

number, so complete has been the system of eco-
nomy in the use of them Whlch time and experience '
There 1s,

have introduced among the bankers.
moreover, no substitute for them. They have an
exclusive, though limited, circulation. They serve,
at the same time, both to sustain and regulate the
whole paper credit of the country. It is plain,
from the circumstances which have just been stated,
that any very great and sudden diminution of Bank
of England notes would be attended with the most

serious effects both on the metropohs .and on the

whole kmgdom. A reduction of them which may
seem moderate to men who have not reflected on this
subject—a diminution, for instance, of one-third or
two-ﬁfths, might, perhaps, be sufficient to produce a
very general insolvency in London, of which the
effect would be the suspension of confidence, the
delangement of commerce, and the stagnation of

- manufactures throughout the country . Gold, in

such case, would unquestionably be hoarded through
the great consternation which would be e¥c1ted

and it Would probably, not again appear until con-
fidence

]
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fidence should be restored by the previous int1'<j~
duction of some additional or some new paper cir-
culation. '

The case which has been pdf, is, however, merely
‘hypothetical 5 for there is too strong and evident an
interest in every quarter to maintain, in some way or
other, the regular course of London payments, to

make it probable that this scene of confusion should

occur; or, even if it should arise, that it should.

continue. Whether there might chance to be much
or little gold in the country, steps would be taken
to induce the bank to issue its usual quantity of
paper, or measures would be resorted to for provid-.
ing, by some other means, a substitute for it. The
credit, however, of even the best substitute, would
be far inferior to that of the old and known Bank of
England notes; for the new paper Would be guaran-
teed by a capital probably far less ample than that of
the Bank of England: it would also be just as im-
- possible for the issuers of it to procure, at the time
in question, a supply of guineas to be given in pay-
ment of it, as it would for the Bank of England to
provide a supply of guineas for payment of their
notes. ‘The new paper, then, though it should be
the same in its general nature, would be inferior to
that of the bank. It would yield, indeed, a pro-
fit to the issuers, a profit which the bank would lose
the opportunity of gaining; and the defire of this
profit might co-operate in producing a disposition
in new bodies of men to proceed to the creation of

' ] it.
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it. If we suppose it to be created, and to form one
part of the current circulating medium of the metro-
polis; and if we suppose, also, as we necessarily
must, a reduced quantity of Bank of England notes

to continue current at the same time, the new paper
- would then be easily exchangeable for the Bank of
England paper; and every holder of the new paper

would, therefore, be able, by first exchanging it for
the bank paper, to draw gold out of the bank. The
directors of the bank, therefore, by proceeding to

such a reduction of their notes, as should create a

necessity for the bankers and merchants to create a

new paper among themselves, would only increase

the general paper circulation in London. They have
now, by their exclusive power of furnishing a cir-
culating medium to the metropolis, the means of, in
some degree, limiting and regulating its quantity; a
power of- which they would be totally divested, if,
by exercising it too severely, they should once cause
- other paper to become current in the same manner
as their own. Projects for the introduction of a new
circulating medium into the metropolis have, at dif-

ferent times, been formed; all such schemes, how- .

ever, must necessarily fail, as long as there continues
to be an unwillingness among the bankers to unite

in giving currency to the new paper.. This unwil- -

lingness would, of course, diminish in proportion as

the pressure should become generaland severe.
The idea which some persons: have entertained
of its being at all times a paramount duty of the
: ' Bank
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Bank of England to diminish its notcs,.’ip some sort
of regu/l:ir'proportion to that diminu.t‘lon wh.lch }t
experiences in its gold, is, then, an idea which 1s

 merely theoretic. It must be admitted, however,

to be very natural. «

"It has been supposed by some, that the pressure
on the mercantile world which a great diminution
of notes must cause, would, especially if it were
1 severe one, induce the merchants to send for gol’d-_
from abroad, in order to supply their own want of
money. The supposition, when thus put, is. stated
in much too vague a manner to be susceptible of
that close examination which 1 wish to give to 1t..
There can be no doubt that we shall find it alto-
gether false, when pushed to the extent of assum-
ing that the extreme severity of the.press.ure ;1s to
be the remedy. Let us consider this point 1n as
practical a way as possible. - , .

It was supposed that the difficulty of obtaining
bank notes would cause ¢the merchants to send
abroad for gold, in order to effect their payments.
But what merchants? Certainly net thQse merchagts
whose goods are unfit for a foreign market_,‘ and are
in no demand there. They must first exchange
these unsuitable goods for goods which are suit-
able, that is, they must sell them; and if they sell

them, they must sell them, in the first instance, for

money, or what passes as mMONCy, and answers,

in their view, all the same purposés. ‘Thus the.y
get possession of the very thing, to supply their

want

79

W‘ant of which they are supposed to send ‘abroad..

The trader acts, in this respect, like any one who
is not a trader. If distressed for the means of
effeCting what is called a cash payment, he no
more turns his thoughts to a foreign country for a
supply of gold, than the farmer or landed ,gentlem'ab.
who is equally pressed. FHe considers only what
part of his property he can turn into bank notes.
These he sees to be at hand; of the gold which is
in foreign-countries he knows nothing.

It will be allowed, then, that it is not on our
traders in general that the pressure will so ope-
rate as to induce them to send for gold from the
continent. It will, perhaps, however, be said to
operate on our foreign merchants: but we must
now distinguish, also, between one foreign mer-
chant and another. The export trade to foreign
countries is, generally speaking, one trade; the
trade of importing from foreign countries is a se-

cond ; the trade of sending out and bringing home

bullion, in order to pay or receive the difference be-
tween the exports ‘and imports, may be considered
as a third. This third trade is carried on upon the
same principles with any other branch of commerce,
that is, it is entered into just so far as it is lucrative
to the speculator in bullion, and no farther. The
point, therefore, to be enquired into is clearly this,
~-whether the pifessure arising from a scarcity of
bank notes tends to render the importation of bul-
lion a more profitable speculation. " |
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In solving this question, there is not, perhaps, all
the difficulty which might be supposed; for it is
obvious’ tha’t,,»gen’erally speaking, it will answer to
import gold into a country just in proportion as the
goods sent out of it, in the way of trade (that is, the
goods which must be paid for), are greater in value
than the goods which are, in the way of trade,
brought into it. ‘We may, therefore, now disriiss
also the case of the mere dealer in bullion from our
consideration. "We have only to examine in what

~ way the pressure arising from the 'suppression of

bank notes will affect the quantity of goods which
are in the way of trade either exported or imported.
That a certain degree of pressure will .urge the

‘British merchants in general who buy of the manu-

facturers, as well as the manufacturers themselves,
to sell their goods in order to raise money ; thatit
will thus have some influence in lowering prices at
home; and that the low prices at home may tempt
merchants to export their articles in the hope of a
better price abroad, is by no means an unrea-
sonable supposition. But, then, it is to be ob-
served on the other hand, first, that this more
“than ordinary eagerness of all our traders to sell,
which seems so desirable, is necessarily coupled with
a general reluctance to buy, which 1s ex%ctly pro-
portionate to it . it must be obvious, that, when the
general body of merchants, being urged by the pecu-
niary difficulties of the time, are selling their goods
in order to raise money, they will naturally also delay

’ - making
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making the accustomed purchases of ‘the manu-
facturer. They require of him, at least, that he shall
- give them a more than usually extended credit; but
the manufact‘urer, experiencing the same difficulty
with the merchants, is quite unable to give this
credit. The sales of the manufacturer are, there-

fore, suspended ; but though these are stopped, his -

daily and weekly payments continue, provided his
manufacture proceeds. In other words, his mbney
_is going out while no money is coming in; and this
happens at an 2ra when the general state of credit is
such, that he is not only not able to borrow, in-order
to supply his extraordinary need, but Whén he is ‘also
pressed for a prompter payment than before of all
the raw materials of his manufacture. Thus the
manufacturer, on account of the unusual scarcity of
money, may even, though the selling price of his
article should be profitable, be absolutely compelled

_ by necessity to slacken, if not suspend, his opera~

tions. To inflict such a pressure on the mercantile
‘world as necessarily causes an intermission of manu-

facturing labour, is obviously not the way to in-

crease that exportable produce, by the excess of
which, above the imported articles, gold is to be

brought into the country.

But, secondly, that very diminution in the price
of manufactures which is. supposed ‘to cause them
to be exported, may also, if carried very far, pro-

duce a suspension of the labour of those who fabri- -

cate them. The masters naturally turn off their

G : . hands
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1 hands when they find their article selling exceeds 7‘ R L . o .
Hands ey el selling exceed- g the sort of distress of which we now speak, would 3

ingly ill. Itis true, that if we could suppose the : e o ' . i

gly vl A ve : : vccasion much discouragement of the fabrication i

diminution of bank paper to produce permanently ‘ B A - . _ ‘ i

LT, . : ; & nf manufactures, . S i

a diminution in the value of all articles whatsoever, B ‘Thirdly, a great diminution of motes brever ol

and a diminution, as it would then be fair that it : , P e Of hotes prevents 2

! much of that industry of the country which had been

should do, in the rate of wages also, the encourage- . 1 . . . .
: - , g exerted from being so productive as it would other-
ment to - future manufactures would be the same, - e b . . oo )

- _ wise be. When a time either of multiplied failures;
though there would be a loss on the stock in hand. Ceven of el . o ) >
. < A or even of much disappointment in the expected

The tendency, however, of a very great and sud- means of efecting payments ari | ‘o
. S . 1 s e 1 rises ; -
den reduction. of the accustomed number of bank e . 2 Payme » plans ol com .
; : ot merce and manufactare, as well as of general im- B
notes, is to create an unusual and lemporary distress, : [ 1 . S : ;
; ~ P : provement of every kind, which had been entered
and a fall of price arising from that distress. Buta . ! o _ ;
o g - ; upon, are changed or suspended, and part of the !

fall arising from temporary distress, will be attended labour which had been : o - :
; , . ) abour which had been bestowed proves, therefore |
probably. with. no correspondent fall in the rate of to have been thrown away. If, for instance e.xf |
wages; for the fall of price, and the distress, will T : ' ’ > ‘;
be understood. to be temporary, and the rate of
wages, we vkrtllo.v\v‘, is not -so variable as the price of

R

ternporary fall in the ptice of articles (a fall, that is to say, even in
their gold price, for we are here supposing gold and paper to.be in-

S gOOdS. Ther_e is reason, therefore, to fgar that the. ,i,g "t_e'rchange(_])., the gold price must, in 2 short time, find its level with
unnatural and -extraordinary low price * arising from Lt the gold price over the rest of the woild. The continuance of the ;
: N . the T great limitation of the nuinber of bank niotes would, theréfore, lead

RN may, perhaps, be supposed, that a diminution of the quan- -

tity of Bank of England notes, if permanent,. would produce that
permanent. diminution of the price of articles which is so much
desired,~and the observation made above may be thought to give

some countenance to this supposition. Such permanent reduction in

the price of commodities could not, however, as 1 apprehend, be by

~ any such means effected. The general and permanent value of bank
" potes must be the same as the general and permanent value of that
- gold for which they are exchangeable, and the value of gold in
England is regulated by the general and permanent value of it all
over the world ; and, therefore, although it is admitted that a great
and sudden reduction-of bank notes may produce a great local and
temporary

either, as has already been observed, to the creation of some new-
London paper, or possibly to some new-modes of ¢conomy in the
“use of the existing"notes; the effect of which econoimy on prices
would be the same, in all respects, as that of the restoration of the
usual quantity of bank notes. “What seems most probable; s, that
the continuance of any great limitation of the number of bank notes
) would lead to the transfer of the present cash payments of London
't'o some other place or places in which the means of :eﬂ;ectin'g pay-
ments should not be obstructed through the too limited exercise of
that exclusive power of futnishing a paper citculation with which the
1}anl-i of England has, by its %after; been invested. This subjééﬁ of
the {nﬁgepcg-of paper creditioh prices will be-more fully entered
fato.in a future chapter,
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pensive machinery had been erected, under an ex-
pectation of regular employment for it, a pressing
want of the means of effecting payments may cause
that machinery to stand idle. The goods which
ought to form part of the assortment of the factor
or the shopkeeper, and to be occupying their pre-

‘mises, are loading the warehouse of the manufac-

turer *, and, perhaps, are suffering damage by too
’ long
* When an interruption of the usnal credit arises, it naturally

happens that the individuals having the least property, and the fewest |
resources, are the most pressed ; and it is sometimes assumed by the

| public, rather too readily, that those who suffer are justly punished

for the too great extent of their speculations. It is true, undoubt-
edly, that those who prove to be the first to fail, have probably been
men of too eager and adventurous a spirit.  Let the spirit of adven-
ture among traders, however, have been either more or less, the
interruption of the usual credit cannot fail te cause distress ; and that

" distress will fall upon those who have merely been, comparatively,

the more adventurous part of the trading world. Ttis often also as-
sumed by the public (and without the least foundation) that the want
not of gold merely but of bond fide mercantile capital in the country is
betrayed by a failure of paper credit. The error of this supposition
is not only plain, from the general principles laid down in the first
chapter of this work, butit is also distinctly proved by the circumstance
stated above, that while the premises of the factorand of the shopkeeper
are becoming empty of goods, the warehouse of the manufacturer is
growing.proportionably full. The time soon comes, indeed, when that

* suspension of labour (which, it should be remembered, is the conse-

quence of the suspension of credit) causes the general stock of goods
(or the mercantile capital of the country) to be diminished. The

evil, therefore, consists not in the want of fond _fide capital, but in the

want of such a quantity of -the circulating medium as shall be suffi-

cient,-at the time, to furnish the means of transferring the goods of*

the
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lIong detention. On the other hénd, some sales are

' forced ; and thus the goods prepared for one mar-

ket, and best suited to it, are sold at another.

There cease, at such a time, to be that regularity

and exactness in proportioning.and adapting the
supply to the consumption, and that dispatch in
bringing every article from the hands of the fabri-
~ cator into actual use, which are some of the great
méans of rendering industry productive, and of
adding to the general substance of a country. Every
great and sudden check given to paper credit not
only operates as a check to industry, but leads also
to much of this misapplication of it. Some diminu-
tion of the general property of the country must fol-
low from this cause ; and, of course, a deduction also
from that part of it which forms the stock for ex-
portation. - It can hardly be necessary to repeat,
that on the quantity of exported stock depends the
quantity of gold imported from foreign countries.

It will be supposed, perhaps, that the limitation
of bank notes, by lessening the means of payment
of the importing merchant, may induce him to
suspend his imports ; and that, since it is the excess

the manufacturer from his own warehouse to that of the factor and
the shopkeeper. The quantity wanted to be employed in the circu-
lation, and especially the quantity of gold, becomes more, as was
observed in the third chapter, when confidence is less, because the
rapidity of the circulation is less, The substitution of gold for paper,
and of better paper for that which is worse, and some temporary

_increase of the gold and good papef actually circulating, are ob-

viously the remedy.

G3 o ’ of

SRR

L




et
PEaSIs0 |

86
of exports above the imports which causes gold to

o enter the country, the limitation of paper may, with

a view to the diminution of imports, be very de- .
sirable. There is, probably, some justice in this
supposition. Tt should, however, be observed on
this subject, that Great Britain, at that penod of
an unfavourable balance which we are now suppos-
ing, may be considered as importing chiefly either,
first, corn, of which no one would wish to check
the import by a limitation of paper; o, secondly,
that class of articles which are brought from one

~country in order to be ttansported to another; ar-

ticles which come chiefly from very distant palts.
and of which the payment cannot be declined,

.havmg been promised long before hand; altlcles,

also, which soon serve to swell the exports in a
somewhat greater degree than they bhad increased
the imports ; or; thu‘dly, that rude produce of othex
countries which forms the raw materials of our own
manufacture and serves, after a short time, to supply
exportable articles to a very increased amount.

The limitation of credit at home will chiefly be
of use by urging the exporunw merchant to press
the sale of the goods which he has abroad, and to
direct them to be sold, if he can, at a short cre-

dit; and also by its urging, in like manner, ‘the

: xmportmcr merchant to delay. buymcv abroad, as long
as he can, and to buy at a long credit.  In other
words, it may be of use in ]eadmor English mer-
chants, in their dealmas with forewners, to antici-

: patc
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pate their receipts, and to delay their payments ; on
the other hand, it is carefully to be remembered,
that an anticipation of receipts, and a delay of pay-
ments, are only a temporary benefit; while a sus-
pension of manufactures operates, as far as it goes,

as so much permanent and entire loss to the country.

It is, moreover, to be borne in mmd that a very se-
vere pressure is sure to produce a suspension of
manufactures, while it is not sure to cause British
merchants to obtain an extension of credit from fo-
reigners. Any very extraordinary suppression of
bank notes must produce distrust abroad through

the failures at home, to which it is known abroad

to give rise. It, therefore, indisposes foreign mer-
chants to lend money to England, and it induces
those foreigners, who have debts due to them from
Fnglishmen, to urge -the payment of those debts.
England during the prevalence of any great dis-
trust, is obliged to send abroad manufactures not
for the payment of goods: imported, or for the pur-

chase of gold, but for the extinction of debt."

Although, therefore, it may possibly admit of a |

doubt whether some moderate restriction of the pa-
per of the bank may not be expedient witha view
to mend for the time an unfavourable balance, it
seems sufficiently clear that any very sudden and
violent reduction of bank notes must tend, by the
convulsion to Wthh it will lead, to prevent gold
from coming into the country rather than to invite

it, and thus to increase the danger of the bank itself, .
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The observation which was before made may, there-

fore, be repeated, that it is not the severity of the
pressure which is to be the remedy. It is, indeed,
in every respect plain that it must be important to
mamtam, and to maintain. carefully, the credit of the.
country, at that time in particular, when its guineas
are few, and are also leaving it; that is the time
when our own funds are necessarlly low, when the
- most regular industry should by every means be pro-

moted, and when there is the most need of the aid

both of our domestic and foreign credit; and it be-

longs to the Bank of England, in partlcu]ar, to °

guard -and to superintend the interests of the coun-
try in this respect. The very policy of the bank
differs, in this particular, from. that of the mdmdual
country. banker, whose own share of the evil re-
sulting to. the country, from the sudden suppression
of his ownnotes; is small; who inay trust, moreover,
that there will be. a substitution either of guineas or
of other paper in the place of his own paper which
is suppressed; and who, it may be remarked, sup-
plies. himself with the means of discharging his own
notes by obtammg guineas from the Bank of Eng-
land. '

But the Bank of England has no bank to which
it can resort for a supply of gumeas proportioned to
its wants in the same manner in which it is. resorted
to by. the country banks; nor have the bankers and
traders in London, to- whom at present is transferred
the business of effecting the great cash payments of

‘ - the
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the whole country, the same resource in.ease Bank
of England notes are suppressed which traders in
the country have, supposing country bank notes to
be withdrawn. . The country. payments being not

' strictly promised before hand, may, many of them,
bear to be postponed.. Bills.of exchange on London -

may also form some substitute for country bank notes,

and may pass as such in the manner which was

some time ago described ; but if Bank of England
notes are suppressed, and are suppressed, as we

~ have been supposing them to be, in consequence of
‘guineas being scarce, there then remain no means -

whatever of effecting the London payments. There

can be no doubt that the extinction or very great di- |

minution of bank notes would be a far greater evil,

' inthe present circumstances of the metropolis, than

the disappearing of guineas. If guineas disappear,

_notes may be substituted in their place; and through-

that general confidence which may be inspired by
the agreement of bankers and other leading persons
to take them, they will not fail, prowded the issues
are moderate, and the balance of trade is not very
unfavourable tothe country, to maintain exactly the
geld price. The punctuality thus introduced into
all the larger operations of commerce, will facilitate
contrivances for effecting the smaller paymeﬁts. :

Differences of opinion, undoubtedly, may exist as

to the exact degree in which the notes of the Bank

~of England ou0ht under any given circumstances,

to be dxmuushed.-. It may be heoped, however, that
at
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atleast one pomt has now been fully and completely
established »hamely, that there may be an error on the
side of too much dlmmlshmg bank notes, as well as
on the side of too much mcreasmg them. There
is an excessive llmltatlon of them, as every one
must admit, which will produce failures ; failures
must cause consternahon, and consternatlon must

lead to a run upon the bank for guineas. There -

must, in short, then, be some point at which the

bank must stop in respect to the reduction’ of its .

_ notes, however progressive may be the drain upon
it for guineas. -

But if its notes are not lessened or if even they are
lessened but are not entirely extinguished, it is then
in the power of any one who can possess himself of
a bank note to possess himgelf also of guineas; as
long as the bank pays in guineas; ahd it will be
found to follow, moreover, that the bank is thus
rendered liable to be totally exhausted of guineas.
I mean, that it is liable to be totally exhausted
of them, however great their number may have
been, if it determines to maintain even the smallest
number of notes. By maintaining, that is to say,
five millions, or two millions, or even one million,
of notes; the bank: cannot avoid being exhausted
(supposing the alarm to rise high enough to do it)
of even five millions, or ten millions, or, if it had

them, of twenty or fifty millions of guineas. It .

will depend, in such case, on the degree of alarm,

and not on the maintenance of the greater or of
| © the

g1 ,
the less quantity “of notes, whether the guineas
shall be more or less rapldly called for from the
bank ; or, in other words, the bank 'may be as
much exhausted of guineas if it maintains five mil-
lions of notes as if it maintains ten millions, provided

the alarm is only the same in the ong case as in the

other. If, therefore, the maintenance of the five

~ millions of notes is sure to produce more alarm than

the maintenance of ten, then the maintenance of
the larger quantity 'of notes will'serve -to diminish

* the demand for guineas, and the maintenance of the

smaller number to increase it.
The following is the manner in which that opera-

tion, which is finally to exhaust all the guineas of the

bank, may be supposed to proceed A, for instance,
‘the holder of a note of 10001 (and it is what any man
may obtain by selling . goods) carries it to the bank
and demands 1c00Lin gold. Thebank gives the gold;

which gold, let it be xemarked either goes abroad to

pay for an unfavourable balance of trade, or, as we

are now rather supposing, fills a void in the circula-
tion of the country, occasioned by the withdrawing
of country bank notes in consequence of alarm, or
serves as an addition to the fund of country banks,
or forms a hoard in the hands of individuals. "The
1000/ in gold, thus furnished by the bank, does not
supply, in any degree, the place of the 1000l note
for which it was given; for the 1000/. note had
been employed in London in making the larger
- payments.

It is hardly ever, in almost any degree, |

T S T T T N I

oo

TR

Epr R




92 .
as a substitute for Bank of England notes, that the
- gold taKen from the bank is wanted. 'The bank,
therefore, having paid away this 1000L in gold, and
having received for it their own note for 1000/, must
now re-issue this note, if they are resolved to main-
tain the amount of their paper circulation. How,

then, is'the bank toissue it? The only means which

the bank, on its part, is able to take for the exten-
sion of its paper circulation, is to enlarge its loans.
It must, therefore, re-issue the 1000 note, in the

shape of a loan, to some person who offers a bill to

discount. It receives, therefore, a bill of 10001. and
gives a note of 1000l in return for it. For the

“same note, thus re-issued, we may suppose 1000/,

in money to be again demanded, and to be again
paid. The paper. circulation of the bank is now
again diminished 1000/ and, therefore, there arises

a necessity for issuing the same 1000/. note, or some

other note or notes to like amount, a third time, in

" order to maintain the amount of notes in circulation.

The-like transaction, or rather: a number of such
transactions, may be supposed to be repeated either
five, or fifty, or a hundred, or a thousand times.

Even if we should suppose the bank to bring down .
- its paper circulation to one hundred thousand

pounds, and to mamtmn it at that sum, it is ob-

‘vious that this same operation might be so reite-

rated, from day to day, as to extract at length from
the bank even the greatest imaginable number of

guineas. Thus, then, the bank is rendered ‘liablez_
‘ ' to
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to be exhausted of its guineas,” by its determination
to maintain the number of its notes, whether that
number be greater or smaller ; and here, also, let it
be remarked by the way (a point on which more shall
be said presently), that the bank, in consequence
of its determination to maintain a given number of
notes, is placed under an absolute necessity of in-

: creasmg its loans to the very same extent to which

it is deprived of its guineas. The bank, let it be
remembered, was stated to lend an additional 1000/,

on the occasion of each reiterated demand upon it
. for 10001 in guineas. It thus clearly appears that

the Bank of England is placed, by the very nature of
its institution, in a situation in which it may not
be possible toavoid a temporary failure in the regu-
larity of its.cash payments. |
Anidea has, indeed, prevailed, than which no-
thing can be more natural, that because an indivi-
dual merchant is presumed to be blameable if he is
not able to make good his payments, therefore,
also, a national bank, in case of failure, may- be pre-
sumed to be censurable in like manner; and, on
account of the greater 1mportance of its transactions,
to be censurable even in a still higher degree. But
the total disparity in the circumstances of the two
cases should be taken into consideration. Private-
houses may, in gener’al be fairly presumed to be in
fault if they fail in the punctuality of their- cash
payments, supposing the bank of Eng]and to pay

n money, because, if they have made on their part
a tolerably .
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a tolerably prudent provision, they may be in general
considered as having in the bank a sure resource:
‘Take away from them that resource, and they wilk
then be not only as liable as the Bank of England to
the like accident, but they will be much more soy.

their means of supplying themselves with guineas

becoming then exceedingly precarious. It may be
apprehended; also, that, if instead one “national

bank two or more should be instituted, each having

‘a small capital ; each would then exercise a separate
- judgment; each would trust in some measure to the

chance of gettmO' a supply of gumeas from the

other, and each would dllow itself to pursue its owri
particular interest, instead of taking upon itself the

| superintendance of general credit, and seeking its

~public; unless, indeed, we should suppose such a

own safety thxough the medium of the safety of the

good undelstandmg to'subsist between them as to

make them act as if they were one body, and re-

°emble, n many respects, one smvlc institation.
The accident of a failure in the means of makmg

the cash payments of a country, though it is: one

against which there can be no security -which is
complete, seems, therefore, to be best: provided

against by the establishment of one prmcrpal bank.

1t, however, becomes the public not tojudge the
bank, which is thus rendeled its servant; and is

‘completely subjected to its interests, by the same
_rules by which it judges of smaller bankmg and

" commercial

rectors, in all former times.
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commercial establishments, but to advert to the
peculiarity of its case., - -

If there has been any fault in the conduct of the
Bank of England, the fault, as I conceive, has ra-
ther been, as has just been stated, on the side of too
much restricting its notes in the late seasons of
alarm, than on that of tdo much enlarging them:
In doing this, it has happened to act (though but
in part) according to what seems likely to have been
the advice of Dr. A. Smith in the case. - It has also
taken that course which is the natural one for smaller
banks, and which might, perhaps, have been the
proper one for the Bank of England itself, in the
infancy of its establishment, when the country was

~ less dependent upon it for the means of effecting

its payments. It has, probably, pursued a prin-
ciple which had been acted upon, by its own di-
It has also ‘followed
what was, at the very period in question, the com-
mon opinion of the public on the subject. It has,
moreover, only diminished those notes, perhaps, in
too great a degree, which there might possibly be
found to be some argument for restraining with =
more gentle hand. I venture, however, with de-
ference, to'express a suspicion that the bank may

‘have, in some measure, aggravated, perhaps, rather
- than lessened, the demand upon itself for guineas

through the suppression of too many notes at the
time precedmg the suspension of its cash pay-
ments ; and I.w1ll hazard an opinion, that it might

: alse,
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also, with proprlety, have somewhat extended the
temporary issue of its paper in the year 1793, when

- that alarm, arising from the failure of country banks,

which has been already spoken of, took place. It
is clear, at least, that it did not, in the more recent

" instance, succeed by the diminution of its notes in

curing the evil which it thus.aimed to remedy.

‘A suspicion prevailed, at the time of which
we have been chiefly speaking, that the loans af-
forded by the bank to the government had caused
the distress of the bank. But the government,
it should be remembered, has no supply of gui-
neas with which it can discharge any debt. It
is circumstanced, in this- respect, like any other
debtor of the bank. It must, if forced to pay its
debt, pay it .in bank notes, an article which the
bank cannot refuse to take. And the govern-
ment must collect these notes wherever they are to
be obtained; that is, from the bankers and traders,
and other persons in possession of them, to whom

it must, in return, give new stock or exchequer bills, -
" which it may, at all times, easily create; though,
at a period of mercantile distress, this would be -

done at a somewhat unfavourable price. We learn,
from the evidence given to parliament, that the go-
vernment was urged by the bank to pay up four
and a half millions of existing debt a short time be-
fore the period in question, and that it complied
with the demand ; thatis, the govenment collected

some of the bank notes which wagre in circulation,
and

- in circulation, must have-been equal.
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and paid them into the bank ; and then a part; but

“only a part, of the notes so pald in were re-lssded to

the merchants. " If the whole of the notes paid into
the bank by the crovernment had ‘been 1mmed1ate]y
re-issued in loans to private traders, then the sum of
notes in circulation would have been the same.."
The government is only one ldrge borrower from the
bank ; the merchants are a number ofys_x_mllar, though

- smaller, borrowers. Whether, vthferefore, the bank

lent more to individuals and less to government, ot
less to government and . more to individna]s;the ef-
fect as to the number of notes allowed to be
The Eﬁiche—
quer, -after receiving notes from the bank -almost
as quickly pays them away,.and thus sends them
into the common circulation as the merchant does ;
and it is the total quantity of circulating notes, and
not the manrier in which they come into erculatxon,
that is the material point. , v
It may be thought, indeed, that commerce would

" be encouraged, and commercial credit, as well as

general paper credit, would be supported in a much
greater degree by the bank sending their notes into
circulation, through the medium of a loan to the
merchants, than through that of a loan to 'gOVevm-«'

menf But the difference Would not, as 1 appre-

hend, be so great as many commercial men them-
selves at that time imagined.- Those merchants who
obtained an increase of the '1ccustomed advances

from the bank, would, some of them, probably in-
H ‘ vest, .
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vv'e'st in the new exchequet bills which were created,
> ~ ;

a part of that vétjy sum fwith v.vhic.h' the ban%{ fa’-‘
voured them. 'The;merchant-s in higher crgdxt, of
course, would have- the preference at the bank ;
and they wcreﬁfcc_:rtainly}(u‘r‘ider a very strong tempfa-‘
tion' to borfow of the bank at five per cent. In-

' terest for the sake of investing the sum so bor-

rowed in exchequer bills, yielding 'ﬁ.ve gnd a half
or siic, or, for a time, even seven or elg.ht‘ per c.ent.
6r more. As far as this Was-the case,. 1t 18 obvious
that the bank, instead of lending to the govern-
ment, would only lend. toAthose-wl.lo lent to th.e‘
goxfefnmerit~; the govgrnment paymg a.n. ’ ad(%l»
tional - interest, ‘and the merchants r'ecelvmg it.
Where this did not take place,' that might happen
which would be éxactly equivalent. The ‘bankers’
finding that the merchants wére, many of them, al-

lowed to become- larger borrowers at the bank:than
before, would think it less necessary to lend to
: b

them, and would, therefore, add to the sum which

- they themselves kept in exchequer bills, the - great

profit on that article tempting them, at the same

time, to do this. 'The bank, . on this supposition,

would lend to the merchants, ‘who would forbear
to borrow of the banker (which is the same thing for
‘the présent _purpose as lending to the banker),

who would lend to the government.  But let us put.
o third case. Let us imagine it to be a gentleman -

in the country who invested the property in the

new exchequer bills. That property would pro-

bably

1
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bably, since we must suppose it easily apfilicable to-
such investment, have been lying in some private

. hand at interest. Let us. imagine' it to consist of
-100/. which had been in _the hands of a country

banker; the country banker, in this case, would:

draw upon his London banker; the coun‘tryfbarl’ke'r’s“ '

account with' the London banker would then be
worse by 100L; and the London banker having

1001 less deposits, would be able'tolend 100 less.

to the London merchants. In other words, the
Bank of England, in this case, instead of lending
to the government, would lend to the London mer-
chant, who would forbear to borrow of the London.
banker, who would lend to, or, perhaps, forbear to
borrow of the country banker, ‘'who would forbear
to borrow of the country  gentleman, who would
lend to the government ; which also seems to be
much the same as if the Bank of England themselv_’és
lent to the government. - This detailed case has been
put partly for the sake of observing upon it, that
the necessity which would be created for the trans-
fer of this 100L. through so many hands, would pro-
duce a want of some degree of additional circulit-
ing medium in order to effect these several pay-
ments. It would, however, be chiefly by the means
of a bill on London that the transaction just now

“supposed would be conducted; but the bill must

finally be paid by a Bank of England note,
Let us imagine a fourth case.” Let us suppose
a sum to be invested in the new exchequer bills by

H 2 ' a person
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a person obtaining money for the purpose of the
investment, not by calling in a sum lying at inte-
rest, as was last assumed, but by selling goods,
land, or any other article. We must, then, neces-
sarily suppose a buyer of those goods, of that land,
or of that other article to be created by such sale.
We shall find, also, that it is necessary to supposé

either that buyer to become 2 borrower, or to be-

come the seller to one who would become a bor-
rower; or, at least, we must: come tfo a borrowex_‘ at
last. We are supposing one man to sell goods
for 100/ and not.to 7’eséore\this_ 100/ to trade, but
to lend it out. We must, then, necessarily suppose
some other man to borrow 100l and by thus bor-
rowing to add that 100L. capital to trade which the-
other had taken from it; for since the trade goods

_in the country remain the same, the capital invested
in trade must ‘be the same also. The body of’
lenders, therefore, whoever they might be, who "

lent the four and a half millions to government,
necessarily created a body of borrowers to ex-
actly the same, amount in what may be called
the general money market of the country. Thus
a pressure was, on the whole, created, which
was just equal to that which was relieved ; a pres-
sure, in the first instance, falling in some degrec
(though by no means entirely, or even principally)
‘in a different quarterktha'n before ; a pressure, how-
ever, very soon extending itself to the same persons;

for there is a competition among the several classes
‘ both

| 101
both of borrowers and of ‘lénders in the money
market, which, notwithstanding some inequality
occasioned by the usury laws, causes the increased
distress brought upon any one classs of the accus-
tomed borrowers very soon to distribute itself-among
.all.  The bank, it is true, would, by lending the
four and a half millions in bills at two months, pos-
sess mofe means of at any time diminishing its
loans, and of thus lessening also its notes, than if
the same sum had been invested in exchequer bills,
since the latter are at a longer date; and it was na-
tural for the bank to call in its loan to government
for this reason. If, however, the calling in of the
loan to government was only to furnish the means
of limiting the notes, then that question returns
which has already been discussed, namely, whether
the diminution of the notes was not-carried possibly

somewhat farther than was desirable, even for the
sake of the bank itself. During the existence of

this loan to government, that reduction of notes,
which has been supposed to have been too great, may
have been, perhaps, to a certain degree obstructed,
though by no means necessarily precluded ; since
an opportunity of ‘diminishing the discounts to the
merchants, and of thus less;ening' the.notes, at all
times existed. On the whole, there appears to be
no reason to infer, from-the circumstance of the
demand for the four and a half millions having been
made upon government, that the government was
either the more remote or the more immediate cause

' H3 ‘ - of

b L remsimimee e e v i o i



102

of the suspension of the cash payments of the bank,
except, undoubtedly, so far as the war in general,
or the particular circumstance of a remittance of a
subsidy to the Emperor a short time before the event
in question, might be considered as affecting'the
balance of trade, and thus contributing to draw gold

out of the country.

It's, on public grounds, so important to shew that
the more than usual largeness of the bank loans to

| gé.'Vernmént; (for it can hardly fail to be true that they
. were more than commonly extended) was not the

cause of the suspension of the cash payments of the
bank, that I shall dwell for some time longer on this
subject. This was continually charged as the cause,
and it was not unnatural to suppose it to be so. The
paper circul.ation/\ofth‘e bank, however, it has beyenr
bbs,epve_d,, was at.this time not increased. - It was,
oni'the, Contrai',y, much reduced. Itwas by no means
h‘igher;than was necessary for securing the regu-
Jarity of the payments of the metropolis. Now, if
it-be allowed that there was this necessity for main-
taining the existing quantity.of notes,‘it‘then was not
the notes which must be considered as issued for the
purpose of making the loans, but the loans must be
considered as made in consequence of the. issue of
potes. When the notes of the bank are increased,
the loans thust be increased also; when the notes
are maintained, the loans must be maintained in as
great proportion ; when the notes are decreased,
the loans can be decreased only in that proportion,

/ There
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"There can, then, .be no matter of blamé on account
of the magnimde'of the loans, unless there be mat-
‘ter of blame on.account of .the magnitude: of the
notes. But the notes I have statedto have been
probably rather too few.than too many. If the

reader has agreed’ with me in" this, he must then

agree with me that the loans were too scanty rather
In other words, then, the bank, at
the time of the failure «of its cash payments, had
lent too little rather than too much. If the bank
would have somewhat diminished its danger by
issuing" more notes, the granting of more loans
would have also diminished its danger. Thus the
very converse to the common opinion on this subject
seems to be the truth. .

There is, however, another point of importance
here to be remarked. The loans which the bank

than too large.

had made on the whole, that is, the loans to go-

vernment and to individuals taken together, at the
time of the suspension of its cash payments, were
not only maintained in that proportion in which the
notes were maintained, but they were increased be-
yond that proportion. This increase beyond that
proportion was also a matter of necessity.

The loans of the bank do not simply keep pace
with the notes. The loans necessarily increase or di-
minish through another cause ; they diminish-as gold
flows in to the bank, and increase as gold goes out,
supposing, as we- generally may, the article of de-
posits to remain the same; that is, they necessarily

H4 increase -
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increase and diminish in a ratio directly contrary to
that which a theorist: would prescnbe, and whlch ,

the public naturally would suppose.

To those who are but slightly acquainted with
these subjects; this truth will probably be made
much clearer by a statement of the whole dispose-
able effects of the Bank of England, and of the
manner in which those effects are employed. The
statement “is important, because it will serve to
prove, beyond the possibility of contradiction, that
the extraordinary largéness of the loans of the bank,
at the critical period in question, ought to be consi-
déred not as a consequence of any disposition in the
bank to be great and' adventurous lenders at a time

when their guineas grew low, but as arising out of

the necessity under which they were placed. I mean
that they could not avoid lending to the whole ex-
tent to which they did, provided even thatsmall
number of notes thch the) Lept in circulation was
maintained.

The ‘effects of the bank on the 25th Februany
1797, I mean those effects which were their own,
as well as those placed in their hands belonging to
other persons, may, in conformity to the account

fendered by themselves to parliament, be stated, in
round numbers, to have been-as follows.

(It may be premised, that they had a capital of their
own of about 11,626,000/, which shall be excluded
from our present consideration, it being lent to
government at three per cent, per annum mtelest)

1. They
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N rlhey had a sum of undivided
proﬁts which formed an additional and 4
disposeable capital of nearly - - L. 3,800,000
- 2. They had of deposits lodged w1th

them by customers of ,varlousplasses
about - s e m m = e

These deposits include, as may be '
presumed, the dividends belonging to .
many proprietors of stock, which may
be viewed in the same light with the
cash kept by an individual in the hands
of his banker,

3. They had what may be consi-
dered as disposeable effects, or deposits

5,100,000

‘placed in their hands in return for banL

notes 1ssued* - - - - - - - = 8,600,000

—

Thus the bank had,‘\'a't that time, dis-

poseable effects amounting in all to  1..17,500,000

It

* The r}zadgr, perhaps, may not understand upon what principle

it is that the amount of the notes of the Bank of England is classed -

among the deposits. The amount of them was placed on this side of
the account in the statement given to parliament by the bank, and
very properly, or rather very necessarily, It is not, however, the
notes which themselves form deposits. They are given in return for
deposits 3 and they are, therefore, the measure of those deposits.
It is in substance the same thing whether a person deposits 100/ in

money with the bank, taking no note, but obtaining a right to draw -

a draft on a banking account which is dpened in his name, or
whether he deposits the same 100/, and receives for it a bank note,
The



" the amount of it in bank notes.
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It will muach illustrate what is about to be added,

if the following observations respecting these three
several heads of disposeable effects are here made.
First. Let it be remarked, that the first sum of

'3,800,000L. does not fluctuate; it only increases

gradually, and in a small degree.

Secondly. The second sum of 5,100,000/. fluc-
tuates probably but little; and as far as it does-so, it
fAuctuates not at the pleasure of the bank, but at

" the will of its customers..
Thirdly. The third, then, is the only one of »the o
three component parts of the disposeable effects of

The possession of the right to. draw obtained in the one case,_is

- exactly equivalem; to the posses&sion of the note obtained in the other.

The notes, it is true, are commonly issued mot in consideration of
money received, but of bills discounted 3 but the deposits, it may
also be observed, are generally formed by the same means of bills
discounted. The manner of transacting the discounting business at
the bank is this:—the discounter opens a banking account with the
bank, and usually keeps a small balance upon it; when he sends bills

‘to be discounted, those bills, if the bank consents to discount them,

are placed to the credit of hisbanking accounts and when. he draws

for them, or for any part of them, the bearer of his draft receives

The numerous balances, therefore
(in general small ones), which the discounters keep with the bank, are
included, no doubt, in the bank account, under the head of deposits,
and form a part of the second jtem in the statement above. The

‘sam_which I have considered as deposited in the bank, by those

who take away the notes, they opening no account, is not termed
deposits in the bank statement. I have, however, thought it ne-
cessary so to term it, in order 16 make the subject the more clear to
the reader,

- the
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the bank which it is in the power of the bank to
increase or diminish at its own,optibll, The bank
exercised their power of diminishing this article, at
the _t\iﬂmqin,_question, so far as to bring it down to
about . 8;600,000/. To reduce it thus far was,
as has been repeatedly stated, to reduce it, perhaps,
somewhat too much; butlet us assurge_,only,,tha_t'the
reduction was sufficient, or nearly sufficient. 'The
bank, then, it must be admitted, had 17,500,000L.
of disposeable effects, and it was not to be ascribed
to them as a matter of blame that these effects then
stood at about the sum at which they did. -

Having, then, these effects, and beinrg undera .

necessity of disposing of them in some way or other, -

let us state next how they did in fact employ
them. S :

In proceeding to make this statement, it will be
neckssary, with a view to the object for-which it is
made, to name some specific sum (it matters not
whether more or less than the real one) for the
amount of that part of the effects of the bank which
was, on the 25th February, 1797, invested in bul-
lion. In the account rendered to parliament, the
value of the bullion and of the bills discounted, &c.
are put together, and are stated atﬂnéarly seven mil-
lions. Letitbe supposed that the bullion was either
one, two, or three millions; and that the bills
discc?unted, &ec. were; therefore, either four, five,
or six_ millions. The mode of disposing ofb the
17,500,000/ will then be as follows.

 The
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The bank invested in government securities, that
is, In exchequer bills, in loans to government made
on the security of the land and malt tax which was
‘commg in, ahd in treasury bills of exchange grow-

ing due, about - - - - - - L.10,500,000

They invested, as shall for the pre-
sent be-assumed in conformity to the
estimate which it was before propos-
ed to make, ‘“in bills discounted to -
the merchants,” in what is termed in:
“their account, “ money lent,” and in
~ some other (probably small) ¢ . ar- B
ticles,” - - - - - = = - - - 4,000,000
- And they had pxoperty invested in ‘
bullion, as shall for the present be
assuméd, amounting to - - - - - 3,000,000

Making together, as the investment
necessarily must, the same sum exactly
which the disposcable effects were be-
fore stated to amount to, namely - L.17,500,000
This same account of the investment may be
given more brleﬂy and conveniently for our pre-

sent purpose, in the following manner, viz. the

total sum lent both to government and to indivie
duals, or, in other words, the total loans were

‘ ; L.14,500,000
The total of the bullion was - - - 3,000,000
Making together « - - - = - 1..17,500,000
| , | It
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It will now be obvious to the reader, that if the

bullion, instead of three millions, is supposed to have
‘been only two millions, then the total of the loans
must be supposed to be increased one million ; and
that if the bullion, instead of three millions, is
supposed to be only one million, then the loans
must be supposed to be increased two millions..

In other words, the account of the mvestment
may either be stated as has been just done, or it
may be stated as follows:

.

Total loans - - - - - - - L.15,560,000
Bullion .= « = - -« == « -~ 2,000,000
Making together, -as before, - - 17,500,000
Or total loans = = - - .- 16,500,000
Bullion ~ - = = = - - - - 1,000,000
Makingtogether, as before, - - L.17,500,000

It thus appears, that the loans. necessarily’ must 4

increase in proportion as the gold decreases, pro-
vided the disposeable effects remain the same.

It follows, on the principle which has just
been explained, that if we suppose, as we ne-
cessarily must, the bullion to have been, twelve
months before the time of the suspension of the
cash payments of the bank, much higher than at
the period of the suspension, the loans would,
during the course of those twelve months, neces-

| sarxly
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sarily increase. Let us (for the sake of illustra~

tion) suppose the gold to have been a year be-

fore the suspension eight millions; and to have

fallen’ on the 26th F'eb'ru.a‘ry,' 1797, to the sum
~ of two millions. In that case; if we were to sup-

poseithe disposeable effects of-the bank to have
been at both periods the same, there must neces-
sarily have been, in the course of ‘the'year',‘ an in-
crease of the bank loans of no less than six mil-

lions. But the effects of the bank were not quite

the same at the two pefiéds_. " They probably. were
higher by about two millions at the former period ;
for the notes were higher by nearly that sum. “The
notes, then, fell in the year ‘two millions, but the
bullion fell six. The loans, therefore, would be de-
creased two millions, through the decrease of notes,
but would be increased six millions through the de-
crease of bullion ; that is, they would necessarily be

increased, in the course of the year, four millions.

I have dwelt thus particularly on this circum-
stance, because the whole of the suspicion, that
the magnitude of the bank loans were the cause of
£he failure of its cash, seems to me to rest upon it.

“The largeness of those loans was not the cause of

the guineas going from them, as has been ordinarily
supposed ; it was the e¢fect. Nothing could be

"more natural than for the public to call that the

cause, in this instance, which was the effect, and
that the effect which was the cause. In the case
of “private persons it is often very justly said,

that
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that a man fails in his payments because he has

lent so ]arger; and it would seem very strange
to reply that this was not the case, for that the man
in question 'had found it necessary to lend largely,
because his cash failed him; and that the failure of
the cash was the cause, and the lending merely an
effect. That, however, which could not be affirm-
ed of an individual, is truein the case of the bank,
and the circumstances which give occasion for this
peculiarity in our reasonings respecting that institu-

tion, are these two; first, the difficulty in obtaining ‘

a supply of guineas which the bank experiences, a
difficulty totally unknown to individuals who draw

~ their. guineas from the bank itself; and, secoridly,

the singular necessity under which the bank is placed.
of maintaining at all times:its notes.

It was thought by some, that the interference
on the part of the government and parliament
was improper, inasmuch as the bank ought-not

to have been prevented from continuing to pay
in cash as long as.it had any remaining ability

to do so. Every bank note, it was urged, is a
contract to pay money entered into between the
bank and the possessor of it, in. consequence of
what has been deemed a valuable consideration;
and no authority of parliament ought, exceptin a
case of the last necessity, to interpose itself to pre-
vent the fulfilment of such a contract, To this it

seems to be a fair answer tosay, that the question .
- is not whether any one holder of a note shall have

his
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his claim to receive money for it interfered with, but
that it is a question respecting allthe holders of notes,
as well as all other persons having a right to demand
any cash payments in any quarter whalever. Now,
there are few or no creditors who are not also dgbto_rs 5
anda very large proportion of debtors owe-as much
to others, as others owe to them. Bankers and
traders are gr.éater debtors than other men; but

they are also greater creditors. ‘The bank itself

is a great creditor, its credits, inc?eed,-being far
greater than its debts, and it is intitled to receive
a part of its debts almost immediately. The case,

“then, is this: a comparatively very small portion

of the persons having a right to demand cash, are

led, by sudden alarm, to urge their claim for gui-:

neas to such an extent.as to invest even a large

portion of their capital in that article of whicha
quantity has been provided which is sufficient only.

for the purpose of the ordinary kind of payments.

All the cash in the world. would not satisfy claims

of this sort, if all men, having a right to urge them,
were dispos:ed equally to do so. The very persons

who press for these payments do not reflect, that-

they th_em‘selves, perhaps, have cred’{tors‘vvh,o might,
with equal justice, exact the immediate money pay-
ment of a still larger debt against them. - The
law authorizing the suspension of the cash pay-

ments of the bank, seems, therefore, to have only
given effect’ to what must have been - the general”

wish of the nation in the new and extraordinary
o ‘ circumstances’
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circumstances in which it found itself, If every bill

and engagement  is a contract to pay money, the

two parties to the contract may be understood as’

agreeing; for the sake of ‘a common and almost

universal interest, to relax as to the literal inter-

pretation of it, and as consenting that ¢ money
¢ should mean money’s worth,” and not the very
pieces of metal: and the parliament may be consi-
dered as interposing in order to execute this com-
mon wish of the public. - , ‘

By authorising the suspension of the cash paye
ments of the bank, while a certain quantity of
guineas still ‘remained in its coffers, the parlia-
ment, moreover, much diminished the shock which
this extraordinary event might naturally be expect-
ed to occasion; and also previded the means of

furnishing the guineas actually necessary after that =
@ra for. some smaller current payments, as well .

as the means of securing the credit of bank notes,
thus rendering them a more valuable medium of
exchange for goods, and a fairer substitute for gui-

~ neas'than they might otherwise have been. The

parliament, then, were led-by the practical view
V'vhich’they took of the subject, to disregard theory,
as well as some popular prejudice, for the sake or
more effectually guarding the public safety, and
promoting real justice. _ .
- The danger chiefly to be apprehended in London,
was, that the common class of people, notreceiving
their pay in the usual article of coin, and not know-
: ' I ing
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ing at the first that one and two pound notes would

*purchase every thing in the same manner as gold,

might be excited to some tumultuous proceedings.

It was also feared that, through the discredit cast

on smallnotes by the common people, this new paper
might fall, at the first issue of it, to -a discount.

It was important, therefore, to continue for a time
to pay the labouring people in money; and to cir-

culate the new one and two pound notes, in‘the first
instance, by the medium of the higher classes. Of

‘the sum remaining in the bank, a small part was

issued to each of the bankers, after the suspension

~ took place, for the convenience of common work-

men. It was obviously desirable, that a farther
sum should be reserved in the bank as a provision

~ for any subsequent and 1mportant uses.

Immediately after this event, the bank extended
‘the quantity of its notes nearly to the amount of the
sum usually in circulation: and not only was credit
revived, but in no long time guineas became remark-
ably abundant. The bank, as is commonly sup-
posed, was replenished with them. And there is
this infallible proof, that gold flowed into the-coun-
try; that the course of exchance became much in
ta.vour of it.

CHAP.

'CHAP. V.

Of the Balance of Trade—Of the Course of Ez-
change—Tendency of an unfavourable Exchange
to take away Gold—Qf the Probability of the
Return of Gold—Qf the Manner in which it
may be supposed that exported Gold is employed on
the Continent—Reasons for having rencwed the
Law for suspending the Cash Pay Jmé’nts of the
Bank of England.

TH E law which authorised the sus-
penfion of the cash payments of the bank having
,peen ;re;gnacxed; the high price of provisions hav-
Ing given occasion to much speculation on the sub-
ject of paper credit ; the course of exchange hav-
ing- again turned greatly againsf ‘the country; and
gold having to a material degree disappeared, its
place being occupied by small paper notes; it is
not surprising that suspicions of the necessity of an
alteration in the system of our paper credit should

‘have become prevalent. = Some consideration shall
hete be given to that unfavourable state.of the

exchange between this. country and Kurope, which
operated ‘during the last two years of the war, in
again dramng away our guineas. ‘
- T2 T It
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It may be laid down as a general truth, that the

commercial exports and imports of a state (thatis
‘to say, the exported and imported commodities, for

which one country receives' an equwa]ent from

_another) naturally proportlon themselves in some

degree to each other; and that the balance of
trade, therefore (by which is meant the difference
between these commercial exports and imports),
cannot continue for a very long time to be either
highly favourable or highly unfavourable to a coun-
try. For that balance must be paid in bullion, or
else must constltute a debt.
great balance to be paid, year after year, in bullion,
is to assume such a diminution of bullion in one
country, and such an accumulation of it in ano-
ther, as are not easy to be imagined : it may even
be questioned whether the commercial prosperity

of 4 state does not tend, on the whole, to reduce,

rather than augment, the quantity of gold in use,
through that extension of paper credit to which it
leads. To suppose large and successive balances
to be formed into a debt, is to assume an accumu-
lation of debt, which is-almost equally incredible.

" A prosperous nation commonly employs its growing .

wealth, not so much in augmenting the debts due
to it from abroad, as in .the enlargement of its
capital at home ; I mean, in the cultivation of its
lands, in the encrease of its buildings, the extension

of its machinery, the multiplication of its docks and

zts canals, and in a varlety of other improvements,
: : which

To suppose a very
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which become the sure sources of an encreasing in-
come. The state may be progressive in these re-
spects, even in years in whlch the balance of trade

is unfavourable. There is a customary lenoth of

credit in foreign parts which the’ ‘British exporter,\

however overflowing his capltal may be, is not very
w1lhng to enlarge. And events fail not occaomnal]y

" to arise, which remind him of the danger of com-

mitting too great a portion of his property into the
hands of those who are not subject to the same

‘laws with himself; and whose country may sud+
denly be involved, at any moment, ina war thh »

Great Britain.
The equahzatxon of the commercial exports and
imports is promoted not only’ by the' unwillingness

of the richer state to lend to an “unlimited .ex-.

tent, but also by a disinclination to borrow ‘in the

poorer. There is in the mass of the people, of all’
“countries, a disposition to adapt their individual
Importatxons con-

expendlture to their mcome
ducted with ‘a view to the consumptlon of the

: country into which the articles are imported- (and
_ such, perhaps are the chief importations of a poor
~ country), are limited by the ability of the indivi-

duals of that country to pay for them out of their
income. Importatxons, with a view to subsequent
exportatlon, are in like manner limited’ by the

ability to pay which sub51sts among the individuals

of the several countries to which ‘the imported
goods are afterwards exported. The incoime of. in-
‘ _ I3 dividualg




“country, however, as in all others, the two princi-
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- dividuals is the general limit in all cases, If, there-
fore, through any unfortunate circumstance, if

through war, scarcity, or any other extensive cala-
mity, the value of the annual income of the inha-
bitants of-a country is diminished, either new eco-
nomy on the one hand, or. new exertions of indivi-
dual indu&try on the other, fail not, after a certain
time, in some measure, to restore the balance. And
this equality between private cxpenditures and
private incomes tends ultimately to produce equality
between the commercial exports and imports,

But though the value of the commercial exports
and imports of a country will have this general
tendency to proportion themselves to each other,

there will not fail occasionally to arise a very great

Inequality between them. A good or a bad harvest,
in particular, will have a considerable influence in
producing this temporary difference. The extra
quantity of corn and other articles imported into
Great Britain in this and the last year, with a view
to supply the deficiency of our own crops, must
have amounted in value to. so many millions, that

it may justly excite surprise that we should have

been able, during an expensive war, to provide the

- means of cancelling our foreign debt so far even as

we have done; especially when the peculiar interrup-
tions to our commerce are also considered. In this

ples of economy and exertion are always operating
in proportion to the occasion for them. But the
G, _economy
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economy’ and exertion follow rather -than accom-
pany the evil which they have to cure. - If the

harvest fails, and  imports are necessary, in order to

supply the deficiency, payment fqr those imPorts is:
almost immediately required: but the means pf-
payment are to be supplied more gradually through
the limitation of private expenditure, or the encrease
of individual industry. Hence a temporary pres-
sure arises at the time of any very unfavourabl¢
balance. To understand how to provide against
this pres',sukre, and how to encounter it, is a great

part of the wisdom of a commercial state,

By the commercial exports and importsk Whi.(.‘h
have been spoken of, those articles Vha,ve "be_;en in-
tended for which an equivalent is given; not t_hos.e'
which Vfo’ii-‘_rn- a remittance, for which, nothing 1is
obtained in exchange. Many of our exported and
some of our imported commodities are of - that
class which furnish no return. ‘.

For example, numerous stores were shipped, du.re
ing the war, for the support of our navy.and army in
foreign parts. Remittances were made, in the way of
loan and subsidy, to our allies. Some dividends may

be suppo_sed to have been transmitted to the foreign

propriétoi‘s of British stock. Much prop.ert){ is
also sent out of the kingdom,vwhiqh constitutes a
vcapita] employed in the cultivation of lands in the

. WestIndies. On the other hand, capital is trans-

mitted {0 Great Britain from the East Indies, b.oth
by the India Company and by individuals.
o T4 Although
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- -Although exports and imports of this class form
rio part of the commercial exports and imports
which have been spoken of, they affect the quantity
of those commercial exports and imports, and they

contribute, exactly like the circumstance of a bad
‘harvest, to render the balance of trade unfavoura-
bl_c * 5 they tend, that is to say, in the same manner,

* This pomt may be 1llustrated in the following manner -
- Letus suppose a subsidy, for example, of two millions to be re-
mitted to the Emperor of Germany, through the medium of bills to
that amount, directed to be drawn by Vienna on London. By these
bills, Great Britaiq is laid under a necessity of exporting twa mil-
lions, either of goods or -of bullion, or of both, for which no fo-
reign commodities will be given in return. These two millions of

~exports diminish our fund of exportable goods; and they alfo satisfy
a part of the foreign demand for British articles. They tend, in.

both these respects, to reduce the quantity of goods which can be
exported by us in the way of ordmary commerce, and to turn. the'
balance of trade against us. Capital transferred to our colonies,
dividends transmitted to foreigners, and articles shipped for the use of
our fleets and armies, contribute in the same r_narine’r as"fo'reign

subsidies to render the balance of trade unfavourable. It may be
_added, that articles consumed at home, -in the suppost of similar ’
fleets and armies, as well as all other expenditur_e in Great Britain, -

must have the same general tendency.

It may be worthy of remark, that since an addmonal internal
expenditure, in the same manner as the remittance of a subbldy
to foreign parts, contributes” to an unfavourable balance of trade,
and therefore, also, to the exportation of - dur gold, it fbllows,

that, if the remittance’ of a small subsidy tends to  produce at home-
.a large saving ; if, for instance, it spares the expence of’ mamtammg

@ great naval and mxhtary force for the defence of our own island,
- : ~ through
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to bring Great Britain into debt to forewn countries,

and to promote the exportation of our bullion.

Our mercantile - exports and imports, neverthe-

less; by whatever means they may be rendered
_disproportionate, necessarily betome; in the long

run, tolerably equal; for it is evident that there
is a limit, both to: the debt which forelgners will

' permit British merchants to incur, and “also to the

quantity of British-bullion which is exportable.

Gold has been spoken of in this Chapter as that

article by which a‘ balance of trade is discharged,

and not as itself constituting a commodity. Gold,

however, when exported and imported, may be
consideréd in the same light with all other com-
modities ; for it is an article .of intrinsic.value : its
price, like that of other commodities, rises and
falls according to the proportion between the sup-
ply and the demand; it naturally seeks, like them,
that country in which it is the dearest; and itis,
in point of fact, like them, exported by our mer-
chants accordingly as the export.or import is likely
to yield a profit. Some description of the circum-
stances which-.cause the fexport -uf. gold to beco‘mé

through the continental drverswn to whlch it Ieads, the subsidy may
ronduce to- -render our balance of trade more, favourable ; and may,
on the whole, prevent rather ‘than promote tx..‘ emportanon of our
com-—-—A circumstance whlch,\m considering the policy of furnish-

ing an axd to forexgn allies; is not always taken into contemplan,
gion, - : , ,

a pro«
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a proﬁtable speculatxon to the merchant may serve
to illustrate this subject.

When a bill is drawn by one country ont another
—by Hamburgh, for instance, on London—it is
sold (or discounted)in the place in which it is drawn,
to some person in the same place; and the buyer or
discounter gives for the bill that article, whatever it
may be, which forms the current payment of the
spot. This article may consist either of gold or
silver coin, or of bank -paper, or, which is much
the same-thing -as bank paper, of a credlt in the
books of some public bank.

~'Let us now suppose “that the exporter of corn
from Hamburgh to London draws a bill for 1004 on
London, and offers it for sale on the Hamburgh
Exchange at the season when great exportations of
corn to London are taking place. The persons in
Hamburgh having occasion . to buy bills are fewer,
in such a case, than those who want to sell them ; and
the price of the bill, like that of any other article,
fluctuates according to the proportion subsisting be-
tween the supply znd the demand. The dispro-

- portion, then, between the number-of those per-

sons at Hamburgh who want to sell London bills
for Hamburgh coin, and the number of those whe
vant to sell Hamburgh com for I.ondon bills, causes

_ the prxce of London bills’ to fall, ‘and of Hamburgh |

coin to rise, Thus gold s saxd to rise-at Ham-

burgh and the exchange between London and
' : Hamburgh

i e i
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Hamburgh becomes unfavourable to London. - This
fluctuation in the exchange will, in the first instance,
be small. It will be limited to that trifling sum which
it costs to transport bullion from the one place to the
other, so long as there is bullion to be transported.
But let us now suppose the number of Hamburgh
bills on London,  drawn for the payment of the
goods imported into the latter place; to be so nume-
rous, that the exportation of all the bullion which is-
purchasable in Great Britain, has not sufficed for
their payment. Gold coin, in this case, will be ex~
ported, being first melted down for the purpose.
Coin, indeed, is not allowed to be exported from:
Great Britain; nor gold which has been melted down.
from coin; an oath being required of every ex-
porter of gold, that the gold which he exports does:
not consist -of guineas which have been melted.
There - are, however, many ways of escaping the
law: which imposes this oath. The law is dis~

honestly evaded either by the clandestine expor-

tation of. guineas, no oath at all being taken;
or by taking a false oath; or by contriving -that
the person taking the oath shall be, in some de-
gree, ignorant of the melting which has been
practised. The operation of the law is avoided.
without this dishonesty, through the exportation of
gold which had been turned, or had been about to

‘be turned, to the purposes of gilded and \golden

ornaments, . the place of this gold being supplied

i o em e e bt o o
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"by cold melted down from coin. The state of the

British law unquestionably serves to discourage
and limit, though not effectually to hinder, that

exportatlon of guineas which 1is enCOuraged by-
-an unfavourable balance of trade; and, perhaps,

scarcely lessens it, when the profit on exporta-
tion becomes very great. The law tends, in-
deed, to produce a greater interchange of gold for
paper at home. But it encreases whatever evil
arises from an unfavourable state of the exchange
with foreign countries. ‘

- Let it now be considered how this high price of
gold in London must operate in respect to the Bank
of England. Great demands for guineas will be
made on the bank; and, in general, probably by

‘persons not intending ‘to melt or export guineas

themselves, but wishing only to-supply that want
which all have begun to experience in consequence

" of the large illicit exportations carried on by a few

unknown persons. It is assumed, for the preseént,
that the bank is paying in guineas; - What, then, is
the'course. which the bank- will naturally pursue?

Finding the guineas in their coffers to lessen every

day, they must naturally be supposed to be desirous
of replacing them by all effectual and not extrava-
gant]y expensive means. 'They'will be disposed,
to a certain degree, to buy gold, though at a losing
prxce .and to coin it into new guineas; but they

wﬂl have to do this at the very moment when

many

NI s it

-
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many are privately melting what is comed The one

party will be melting and selling, while the other
is buying and coining. And each of these two

contending businesses will now be ‘carried on not

on account of an actual exportation of each melted
guinea to Hamburgh, but the operation (or, at

least, a great part of it) will be confined to Lon-

don ; the coiners and the melters living on the
same spot, and giving constant employment to each
other.

The bank, if we suppose it, as we now do, to
carry on this sort of contest with the melters, is

obviously waging a very unequal war; and even

though it should not be tired early, it will be hkely
to be tired sooner than its adversaries. _
The dilemma in which the bank is thus placed,

'is evidently one which implies no deficiency in its

wealth, in its credit, or in the strength of its re-
sources. The public, during all this time, may
have the highest confidence in it. The notes of
the bank may be of the same number as usual, pos-
sibly somewhat lower in number; its capital and
savings may be immensely great, and perfectly
well known; its stock may 'be selling at much
above par; its clear annual proﬁts may be con-
siderable.
operation of that one cause which has just been
named, may be growing less and less. "And it

- is not-at all xmpossxble, if an alarm at home should

draw

Tts gold, nevertheless, through the.
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 -draw away the gd]d at the same time, that, how-

‘ever ample its-general fund may have been, it may

“ be reduced to its last guinea; and may actually

be brought under the necessity of making a tem-

porary suspension of its payments.

An important subject of enquiry here suggests
stself. Dr. Smith, as was remarked in the begin-
ning of the former chapter, in some- degree leads
hisreader to assume the Bank of England to be in
fault (that is, to have issued too many notes) when-

-ever an excess of the market price above the mint
price of gold takes place, an excess which pro-

duces, as shall immediately be shewn, that difficulty

‘in replenishing the coffers of the bank which has

been recently described.  If the observation of Dr.
Smith be, without exception or qualification, true,
then the quantity of paper issued by the Bank of
England has undoubtedly been excessive through-
out the last two years; for the excess of the market
price above the mint price of gold has been,
during that time, ConSIderab}_e. Then, also, it is

the bank which has placed in its own way that ob-

stacle to the purchase of . gold which has been

spoken of. Any enquiry tending to indicate.the.

causes which place the bank under this singular

difficulty, seems to be important.

I shall here endeavour clearly to explain what

is meant by the high and the low price of gold;
and aJso by that difference between the mint price

and
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‘aid the market 'price, which has such material
‘consequences.

Gold must be considered as dear, in proportion as

‘goods for which itis exchangeable are cheapy and

as cheap, in proportion as goods are dear. Any cir-

‘cumstance, therefore, which serves to make goods
‘generally dear, must serve to make gold generally
‘cheap, and vice versa ; and any circumstance which
-serves to make goods dear at any particular time
“or place, muist serve to make gold cheap at that time

or place, and vice versa.
The reason of the difference between the mint

‘price and the market price of gold, does not easily
‘occur. If the bank, from time to time, buys gold
at a high prxce, that is, if it gives for gold a large

‘quantity of goods (or somethmg convertible into a

~large quantity, which is the same thing); it is na-

tural, on the first view, to suppose that the high
price given by the bank, which is the principal
and almost the only English purchaser, must form
-the current English price; and that this high cur-
rent price of gold in England will prove the means
both of bringing it hither, and of detaining it here ;
causing goods, which are cheap, to go abroad ; and
gold, which is dear, to come hither, and also to
‘remain’ in the country. ‘Undoubtedly gold would
‘remain in England, when tempted- hither by the

high price given for it by the bank, if it were not’

for the following circumstance, Gold is bought by
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“the bank, in order to be converted into coin ; and,
when turned into coin, it forms a part of the circu-
lating medium of the country, paper constituting
another part. If, then, this paper is by any means
rendered cheap, and if the paper so rendered cheap
is curren'tly' interchanged for one sort of gold,

namely, for gold which has been coined, then the

coined gold will partake in the cheapness of ‘the
paper; that is, it will buy, when in the shape of
coin, a smaller quantity of goods than it will pur-
chase when in the form of bullion. In other words,
an .ounce: of .gold coming from the mint in the
shape of guineas, and making 3/ 17s. 10Ld. (for
that is the sum_into which an ounce always is
coined at the mmt), will be worth less than the
same oupce of gold was worth before it went to
the mint, and less than it would again be worth if
converted back into bullion. There arises, there-
fore, a temptation to convert back into bullion, and
then to export; or, which is the same thing, to
eXport, and then. convert back into bullion; - or,
which is also the same thing, to convert back into
bullion, and then sell to the bank, at the price
which would be obtained by exportation, that gold
which the bank had turned from bullion into coin.
In proportion as the difficulty of collecting, melt--

ing, and sending abroad the gold coin is augmented

(and it encreases as the quantity of coin diminishes),
the difference between the mint and market price
of bulhon will become more considerable, Suppos-

mg -

1%9.

ing the demand for gold in foreign countries to
continue. . Thus it is through the interchangeable-
ness: of gold coin with paper, that gol coin is
made. che‘ap in England' or, in other words,- that
goods, in--comparison with gold coin, are made
‘aear The, goods which are dear remain, thercfore,
in England and the gold coin, which is cheap (for
‘the bank ‘is indisposed to buy it, on account of the
loss sustained on each coinage), \goes abroad.

There is, undoubtedly, much ground for the sup-
position- of Dr. Smith, that a diminution of the

‘quantity of paper has a tendency'to cure this'evil*.

It tends. to render-the paper more valuable, and,

* therefore; to make that gold. coin more valuable- for |

which' the paper is interchangeable, and thus to
destroy that excess of the market price above the
mint price of gold, which forms the obstacle to the

* That the diminution of the circalating paper has a tendency to
bring down the price of goods at home, and to cause those goods to
go abroad for the sake of a better market, was observed in the pre-
ceding Chapter, and will again be insisted on when, we proceed fo
treat of the importance of properly limiting the quantity of Bank of
England notes. Many remarks, however, were added, in the former
Chapter, respecting those detrimental effects ofa reduction of paper,

" which are to be set’ ag'unst the good consequences of it. In the pre-

sent Chapter the same arguments, on each side, are about to recur,
and they will, therefore, be but slightly touched upon.
In the former Chapter, the difficulties which the bank experiences

in comequence of a run occasioned by an alarmy were-chiefly con-
sxdere' : s

investigated.

of paper, will be the subject of ‘examination.
o X introduc-

't, the difficulties arising from that sort of
‘ from an unfavourable balance of trade are
Ins sonie’ futurc Chapters, the difficulties to which the
bank is exposed by a sumhr drain, resulting from a too great emission
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mtroductlon of a supply of gold into the eofTers.
of the bank. There seems, nevertheless, to be
sauch of inaccuracy and errof in the doctrine of
Dr. Smith on this subject. He begins by repre-
senting the quantity of paper which may properly
circulate, as to be: measured by that of the gold
which would circulate 'if there were no paper.
The reader i is, therefore, led to believe, that a dif-
ference between the mint prlce and the market
price of gold arises from an issue of a greater
quantity. Dr. Smith also too ‘much countenances
an idea, that the excess consists of paper Jorced
into circalation ; for he terms the proper quantxty
that paper which' will « easily circulate,” He,

moreover, induces his reader to suppose, that the
excessive issue is an issue to a more than usual
‘amount. At the time of a very unfavourable ba-
lance of trade (an event ‘which Dr. Smith leaves
totally ont of his consideration), it is very possible,
asT apprehend, that the excess of paper, if such it

is to be called, is merely an excess above that very

low and reduced quantity to which 1t is necessary
that it should be brought down, in order to prevent
the existence of an excess of the market price
above the mint price of gold. I conceive, there-
fore, that this excess, if it arises on the oecasxon of
" an unfavourable balance of trade, and at a time
when there has been no extraordinary emission of
Tiotes, may fairly be considered as an excess created
by tbat unfavourable bal'mce, though it is one
which a réduction of notes tends to cure.

“The

e o
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The fair statement of the case seems to be this..

At the time . of a. very unfavourablc balance (pmt

duced for example, through a fzulure of the ‘har-.

vest), a country-has occasion for large supphes of
corn from abroad but erther it has not the means.
of supplymg at the instant a sufficient. ‘quantity of
,goods in retum, or, Whrch is much the more pro-
bable case, and the case whrch I 'suppose mare ap-
plicable to Encrland the: goods which the country.
having the unfavourable balance is able to furnishas
means of cancellmcr its debt, are not in such de-
mand -abroad as to aiford the prospect of a tempt-
ing or even of a tolerable prxce and this want of
a demand may happen possjbly through some poh»
tlcal circumstance which has produced, in a:parti-
cular quarter, the temporary interruption of an
established - branch of commerce. The country,

‘therefore, whrch has the favourable balance, being,

to a certain degree,.eager for payrnent but not

in 1mmedxate want of all: that supply of goods
which would be necessary to pay the balance, pre-

fers gold as part at least, of the payment; for gold
can always be turned to a ‘more beneficial use than

a very. great overplus of any other commodtty

In order, then, to induce the. country. havmg the
fdvourable balance to take all its payment in goods,
and no’ p'lrt of it in gold it would be requisite
not only to prevent goods from being very dear,
hut even. to render them. excessrvely .cheap. |
Would be necessary, thexefore, that the: ha'nkv..should
not only not. encrease its pdper, but that it should,
o X2 B perhaps,
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pethaps, Vcry greatly - diminish it, if it would en-

“deavour to prevent gold from going out in part of

payment of the unifavourable balance. And-if the
bank do this, then tliere will drise those other ques-

" tions; which Dr. Smith leaves totally out of his con-

sideration ; namely, ‘whether the ‘bank, in the at-

tempt to produce this very low price, may not, in a

country cm:umstanced as Great Britain is, so ex«
ceedmg]y distress trade and dlscourage manufactures
as to impair, in the manner a]ready specified, those

‘sources of our returning wealth to which we must

¢hiefly trust for the restoration of our balince of
trade, ‘and for bringing back the tide of gold into
Great Britain. It is-also necessary to notice in
this place, that the favourable effect which a limi-
tation of bank paper producesoh the exchange is cer-
taiily not instantaneous, and may, probably, only
be experienced after some considerable interval of
time ; it may, therefore, in many cases, be expected
that the’ exchange will rectify . itself before the

reduction -of bank paper can have any operation. -

It is also to be recollected (a point, indeed, which
Dr. Smith himself states), that gold is retained or
drawn away, not by the limitation or the ernicrease of
the Bank of England paper alone, but’ by that of
their | paper, conjointly ‘with that of the other paper
of the country. The bank papet serves, it is true,

to regulate, in a gteat degree, jtha,t other paper}

but not with ‘exactness.  The bank, "'by‘proeeedQ-'

. ing "to -that reduction ‘of its own paper which is

necessary to ‘bring’ gold mto the  country, may
v : possxb]y

.,’r ‘
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possibly annihilate, before it is aware, a part or even.
almost:the whole of the circulating: country. bank.
notes, -and-much other paper also ;. and it may, in,
that ‘case, have :to: supply gold : suﬁicrent to fill, the;

whole void, perhaps more- than the who]e vord

‘which is has created ; for it may be cqlled upon- to'
furnish large addmonal sums which ‘may. forthwith.

be hoarded in consequence- of the alarm thus occax

‘sioned. -Hence, even though it-should encrease:

the supply of geld from abroad ; it may augmenty
in a far greater degree, the demand for it at home.
For this reason, it may be the true pohcy and duty:
of the bank to permit, for a time, and to.a certam.
extent, thg continuance of that unfavourable.ex-
change, which causes gold to leave the country, and
to be drawn out of its own coffers: and it must, m
that case, necessarily encrease its Ioans_ tg the same
extent ta which its gold is diminished. The bank,
howevex, ought generally to be’ pravided thh a fund
of gold so ample, as to enable. it to pursue this line of
conduct, with safety to itself, through the perrod
of an unfavourable balance; a period, the duration.
of which may, to a certain degree, be estimated,
though dlsappomtment in a second: harvest may
cause much error in the ealculatxon

' The more partrcular examination . of thls subject
of an unfavourable exchange, brmgs us, therefore,
to the same-conclusien to.which we were led in
the former Chapter; namely, that.the bank ought
to avoid too contracted: an. issue  of bank notes..
The absence of gold, though itself .an. evil, may.
- K3 . prevent
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Prevent bther -€vils ‘of gredtér moment; and may:
thus conduce; dndet ceftain ¢irgumstances, -to the
good of the county. ‘Qur gold has lately furnished
the’prompt payment for a patt of that corn, which
has 'been necessaty for our éoﬁsfﬁmﬁptidn; The
common manufacturer, if he understood his own
interest; would jéppfﬁyé' rather than: complain of the'
tetnporary substitution ‘of paper -for ‘gold, which

t

Ry

las ‘been this dccasioned : for the export of gold

has ‘séived  to ease him in the first instance: his
lab6ur, indéed, miist hereafter purchase back again
thé'gold which hds been exported, but he will have to
buy ‘iif(lia‘ck*b}'f’ 'é’:;eli"tic'jn‘s_.-"lgs‘s~"S‘<%:V€r<’: than“\}'vdiﬂd.‘
_ otherwise ‘have ‘been needfuli: The ‘fpf-i‘(‘i'e‘r of ‘the

Foods which he manufactures, and; consequently,

thie price ‘also of - his own labour, is'téndered some-
what higher by not glutting the foreign market with
a quantity of articles-altogether dispropottionate to

’.(-{hé%’-zdéin‘éxfid.-’ It should fatther be ’rg:lrhé“m’bef‘ed, that

goldxs dn i;"i?jpfo‘dubtgiv;e' part -of our capital: that
tb‘efin’t”efeskt.{ipb’q the sum exported is so much 'sav‘et-d:
fd:t’he?’cdtiinti'y!:-'~»’ahd" that the export of gold serves,
as far'as it goes, ‘to. imptove the exchange, by dis-

charging ‘the débt'due"or’ibyaCCOunt' of an unfavour- -

z%b]e; balance of itrlad‘e';‘ and toprevent the depre-
Giation of ouir owh paper curtency,as compared with,
the ‘currént moriey payments of other countries.
* Tt may ‘probably be thotight that the exported

gold will not retufn. - This stbject . may deserve a

carefil eriquiry: ‘It’should be observed, in-the first

place, that, in otder to ‘produce an improvement in
o oo VoL SR H - )
Cre ; the
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the exchange,. wé have only to suppose. the! present

degree of the pressure for payment of ‘gobds im-

ported to abate: It may happen, for instance, that
in consequence-of Hamburgh having becorme richer

through s»the:-favourab'lé' harvest enjoyed in the:sur-

rounding countries, and through the high price ob~
tained for its exported corn, while Britain has be-

come poorer; the antecedent custom of Hamburgh -

merchants being in debt to London merchants may
change, and-a contrary custom may become prevas
lent;:If this new debt of Londonto Hamburgh

should be permizttéd' to existin the same manner asthe =

Hamburghdebt may be supposed to have existed be-
fore,. the ‘exc¢hange will not be affected by it. The
debt which affects the exchange is only that sort of
debt, the payment of which is more.or less eagerly de-
manded. A Eountry, therefore, seems likely soon to
arrive ata limit in this respect. It has only to diminish
not the debt itself, but the pressure of the demand for
payment, and the exchange begins to mend. Let
the two countries become equally satisfied to allow
the debt to continue as it is, and the exchange
finds its level. Again;. let the country in debt
prove itself to be somewhat: more desirous to pay
its debt, a debt of course running at interest, than
the creditor country is to receive payment; and
the exchange will be even in favour of the debtor
-cou-ntry. o ) R

. It may naturally be enquired what . becomes of
the gold which has been supposed. to go from this
country to- Hamburgh; and how it comes to pass
= K 4 | that
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that it. is there demanded in such large quantities;
When Britain has already $pared out of its circula-
tion, . and out of - the coffers of its principal “bank;
many millions, perhaps, of: gold; whence happens
it that Europe, having only the samie trade as before;
uses all that is sent, and continues to.call; by means
of the exchange, for a still encreasing supply? 3

I understand that, at the period of every.very fa-

‘vourable exchange to Hamburgh, ‘most of the gold

poured in thither is melted down .into the. several
sorts of coin which are current on the continent
‘and that it then becomés an article of remittance to
various places. It is, of course, remitted to those
‘parts'in which the balance of trade with Hamburgh
is unfavourable to that city. Still, however, the
difficulty of accounting for the new and general
demand for gold seems to rernain. The following
con31deratlons may afford some solution of it. When

the trade of the world; or of many separate and

.considerable places, is more than usually fluctuating,
~as -in times of pohtlcal uncertainty or convulsion it

‘can hardly fail to be, alarger quantity of gold is
wanted than when confidence is high, and when the
~ several exports and imports of different countries
more nearly balance each other. Gold, during any
extraordinary irregularity. in trade between inde-

pendent states, is the most commodious of all ar-

ticles of remittance. Itisa species of return which
Hamburgh, for instance, can send to every place

from which its spirit of speculation may have

called for articles of commerce. It is, indeed, only

o the
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the balance of .the accounts” which is paid in mo-
ney; but, at different times, there may be balances
of different sizes to be. thus: discharged. ‘What-
ever event, therefore, so disturbs the course of trade
over i:hecoritinent as-to cause an encrease:in the ba-

dances of the trade of independent countries, seems

tant, 100,000 sterlmg,‘m consequence of an un.
~ favourable balance of'trade occasioned by corn pur-

likely tq cause an augmentation: of the general
demand far gold. But the general demand for
gold. is also affected by the degree of confidence at
the same time subsisting. = It has béen already
shewn, that the quantity of gold requisite for the cir-
culation of any, smcrlc_gountry may be very dlﬁerent
at different periods, and that ‘the difference is pfo-
portioned- to the degree of confidence between
man  dand': -man existing at-the .several’ seasons
The- quantxty of gold vvanted for the general trade of
the world may also fluctuate, in some degree, from
‘the same cause. . It is, however, likely also to
vary*from' a variation in the confidence subsisting
between mdependent countries. For the sake of
illustration,” let.us ‘suppose. that Hamburgh owes
‘to some’ town’ in Prussia, one hundred miles dis-

chased there, and exported by Hamburgh merchants
to London a balanice: :‘which, if the credltors in the
Prussian town: were: ~willing to wait- six months,
would probably by that' time be repaid, and even
more than repaid, through the importation into the

“same town of West India articles which Ham-
g burgh would have recexved within that period from

Great
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Great Britain. If confidence is high, the merchiants

of this town will be content, for the sake, perhaps, -

of an addition of one per cent.to the stipulated
interest, to permit the debt to remain unextinguished
for the six months; and in this case the course of
exchange between the Prussian town and Ham-?
burgh will alter to .the extent of one per cent.
But if, through the want of confidence submstmg
between the Prussian town and Hamburgh, an ad-
dition not of one, but of two per cent. to the current
interest should ‘be consideredto:be the adequate

compensation for the risk incin‘red the exchange

- will fluctuate two per cerit.; and a variation of two
per cent. in the exchange will produce, ‘let it be
supposed, to the Hamburgh.debtors a: greate1 ‘loss
than would .be mcmred by the expence of trans-

porting IOO 000L in gold to: the Prussian town in

‘question. “.Gold is,. thetefore, in that case, trans-
ported.  On the two circumstances, taken' toge-
ther, of -the - laroemess of the :balance. betwecn the
independent places, and- the deglee of confidence
subswtmg between them;:! appears to depend the
quantity. of bullion required.. It seems, therefore,
by no means difficult to account for the manner in
which large ‘quantities ‘of ;gold: exported .from this
country may be employed on: the continent ‘in sea-
sons of general distrust;i'even ithough- we .should
notsuppose any: great pottion to be hoarded.
 Bullion to awvery large amount was retained in

the Spamsh settlements,- during the latter period of -

the war, through the fear of capture ; and perhaps,

g e e
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therefore, we might trace in part the want of gold; -
of which we have complained, to those successful
exertions in watchmg the ports of the enemv which-
have been made by the British navy. :

- The 1mmedxate cause, however, of the. exporta- ’

txon of our coin has beerf an'* unfavourable ex-
change, produced partly by our heavy expendlture,
though' chiefly by the superadded circumstance
of two sucuesswely bad harvests. When the re-
currence of a favourable balance of trade is long
delayed, the fluctuation of the exchange may ‘be
e\pected to be not. an immaterial one. The €x-
chanve 1s, in some degree, ‘sustained for -a time,
which is thought likely to be short,’ ‘through’ the

readiness of foreigners to speculate in it; bt pro-

tracted ‘speculations of ' this sort do not equally an-
swer, unless the fluctuation in the exchange is very
consxdemble If, for example, a foreigner remits mo-
nev toLondon,ata penod when'the exghange ‘has be-
come unfavourable to England to the extent of threé

- per cent., places it at interést in- the bands of ‘a

British merchant and draws for it in six months

afterwards, the exchange having by that time re-.

turned to its usual level he gains two and ahalf
per cent. for half a year’s interest on his money, and
also three per cent. by the -course of exchange,
which is five and a half per cent.'in half a year, or
eleven per cent. per annum. | But if the same fo-
reigner remits money to Engldnd when ‘the exs

dxange has, in like- manner, varied three per cent.,
oo ‘ ' and
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and draws for it pot in six months but in two years,

the exchange having returned to its usual level only
at the end of that Jong period, 'the foreigner then
gains ten per cent. interest on his money, and three
per cent. by the exchange, or thirteen per cent. in
two years: thatis to say, he gains in this case six and
a half per cent. per annum, but in the other eleven
per cent. per annum. If a variation of three per
cent. Is supposed necessary to induce forejgners to
speculate fora period which is expected ta end in six
months, a variation of ne less than.twelve per cent.
would be necessary to induce them to speculate for
“a.period which. is expected to end. in two. years.
The improvement of -our exchange with - ‘Europe
having been delayed through a second ‘bad harvest,
it is not surprising that the expectation of its reco-
eovery within a short time should: have ‘been weak-
‘ened in the mind. of foreigners, . Indeed, ‘many cir-
cumstances, ' some .of which have been already

of the War, in rendermor our exchange unfavourable,

Some

I\ rnlstaken 1dea of' the bank payments havmg been suspended
through the i 1mproper largeness of its'loans to government, and of its

resembling ‘the continental banks: which Have . issued excessxve quan- .

tities of paper for the service of their several governments, was be-
fore stated to be net unhkely to have prevuled abroad, too much
cOuntenance havmg been given in this’ country to such a sentlment.

Fo orelgners, if snch was thexr opmlon, would coneeive that our ex-

change wasa permanently dechnmg one, and that it would, therefore,

'gnswex better to them to draw ‘than to. remit,. and te draw imme.

i o diately
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"Some go]d it may be presumed, was retained in
the bank coffers, which, if the cash payments of
that company “had not been s\uspended would have
found its way to foreign countries, and have contri-
buted to remedy the existing evil.

We depended chietly, as will be shewn hereafter,
on the proper limitation of the quantlty of our circu-
culating paper, though partly, also, on the devree of
expectation which was kept up abroad of the future
improvement of our ekchange 3 an expectatlon
which might be rendered greater or less by a va-

! riety of circumstances. Great Britain has had this

great advantage over .those countries which are in
the habit either of depreciating their coin or of al-
lowing a discount on their paper, that they, in an-
ticipating the return of a more favourable state of
their trade, look forward only to a time when their
uncertain and unstable rate of exchange may be
meliorated in a degree not easy to be calculated ;
whereas we have anticipated a period when an
intrinsically valuable and specific standard would
be restored, when our banks would be obliged to
pay fnliy in guineas containing the same weight of
gold as before, and when our exchange, therefore,
mlght be “expected completely ‘to return to its.
- former level.

drately than to delay drawmg ‘The idea that forergn property might

be seized in England, as an act of retaliation for the British pro=
perty seized in the north of Europe, may also. have had some 'mnu«
ence. The expectation of seizures on each side would prejudice ..
zhe exchange of whichever country . was in debt, and the countr)r
Jn debt happened to be Great Britain UndQubtedly:
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Lndoubtedly, circumstances of so great and ei-
traordinary a nature may arise as to prevent the re-
turn of gold at an early or assignable period. It
“may, however, be safely affirmed, that when the
main Sources of a country’s wealth are unimpaired
when its popuhtxon its industry, its manufdcturmg
and tradmg capital, its general commerce, its cre-
dit, its colonial possessions, its political strength and
independence, its Jlaws and constltutlon remain ;
and when, moreover, its pape1 is confined within
its accustomed bounds, the absence of its gold
more esperally if it be the ‘obvious coqsequence
‘of one or more unfavourable. seasons, 1s. an evd
which is likely nelther to be durable, nor in any re-
spect very important. :

Under such mrcumstances, to alter matenally the
o]d and accustomed system of paper: credlt, and, m
par txcular, to: restr am in any very extraordmary de-
gree the issues of paper of more responsible banks,
is to deprwe a country of those means ofrecovermg
itself which it naturally possesses. This seems to
be the fair mference from the observatxons which
have been stated in the present and precedmg Chap~
ters. ‘The return of gold is to be promoted not so

much by any legislative measure directed to that -

immediate object, as by chenshmg the general in-
dustry, and attending to the hlgher and more lead-
ing interests of the community.

It may be proper here to add, that the e\perxence
of past times, both of war and peace, leads us to

and
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and forelgn countries is not likely to remain for any
1ong period unfavourable to Great Britain. Expe-
rience has likewise proved, that the return of gold
has not been precluded by the law which authorized

the continuance of the suspension of the cash pay-,

ments of the bank; for, while that law was in
force, there occurred one season during  which
gold flowed with a remarkably strong tide mto the
eountry. :
It seems qeaxcely niecessary NOW to dwell on the
reasons which evince that the repeal of the law in
question, in the last period of the war, would have
been inexpedient. It would have been to repealitat
2 time not a little resembling that in which the’ par-
liament first thought proper to enact it: for it would
have been to repeal it when gold had been recently
‘drawn out of the country by an unfavourable ex-
change and when we were subjected, as before,
to alarms of invasion. To have opened the bank
would have been, moreover, to have subjected it not
only to a demand for gold on these two accounts, but

also to such extra calls as might have arisen from -

the anxiety of the country banks to provide for the
event of the first opening more amply than might
have been permanently necessary. The renewal;
therefore, of the law for suspending the cash pay-
ments of the bank stood on the ground of the par-
ticular circumstances of the times, and pot on any

. principle which necessarily implied the permanence

or even the long continuance of the suspensmm

{
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CHAP. VI,

Error of imagining that Gold can be provided at

the Time of actual Distress—Reasons for not ad-
mittz'ng the Presumption that the Dirvectors of the
Bank must have been to blame for not making be
Jorehand a more adequate Provision.

~

THE ilmpracticability of encreasing the
fund of gold in the Bank of England, whenan alarm
at home has already taken place, or even durin g the
period of a very unfavourable balance of trade, has
been manifested in the preceding pages.

There is a pecular inconsistency in the supposr-
tion that a country ought, at such a season, to take
its measures for encreasing the quantity of its gold.
The argument for such an attempt would run thus—
‘¢ The stock of gold has been in past time too low, as
* appears by the experience of the present period ;
for it is not now sufficient to supply what is neces-
sary for our own circulation, and to enable us also
to pay our unfavourable balance. We ought, there-
fore, to take due care that, in time to come, there
« shall be a larger provision of g"()ld in the country.”
So far, undoubtedly, there may be some general'
Justrce in the reasoning. But if the further inference

is

€
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is added that we . must, therefore, now begin to
make the provision, thzs is to propose to take mead-

sures to provide against a want, which is future and

Contmcrent, at a time when that very Want ‘which
‘we would prevent is actually prebsmg upon us. With

as fair an appearance of justice it mlght have been”

argued in respect to the stock of corn in hand in

the country—»i « The stock of corn has been, as now -
for some time ‘too low; for it is, at

“ appears,
- ¢« the present season, insufficient for the due sup-
« ply of the country..

«_care that, in time to come, there shall be a better
« provision for such contingencies as the present 7
So far, undoubtedly, there might be justice in the
observation.

corn, in the same manner as is sometlmes done in

respect to gumeas, would be to add—-—“ Therefore,

« now, while the -scarcity is pressmg upon us,

€ let us begm to make this provision; let us

< instantly stock our granaries with a surplus quan-

< tity of corn; let us divert the little grain which

¢ we possess from those maost neeessary uses to which

it is now destmed Let us encrease our present

« difficulty, in order that the country may be put,
“« for the- future, out of the reach of the danger
< which’ it is experiencing at the present hour.”
The two cases are not, indeed, precisely parallel

but thele seems to be sufhcrent resemblance to Jus-~

tify the elucrdatlon

'

L There

We ought, therefore, to take

‘But to proceed in our reasoning as tor
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 There is, however, another ground on which the
directors of the bank may possibly be thought cen-
‘surable—that of having failed to supply themselves
‘with a sufficient quantity of gold at an antecedent
- peuod Let us, therefore, enquire whether the
v pubhc has sufficient reasons for entertaining this
_suspicion. :
 Let it be premrsed that, since the dlrectors of
the Bank of England can have no partrcular temp-
;tatlon to improvidence; and since our national
.bank is, from its very nature, liable to that accident
;Whl(.,h has lately, for the ﬁrst time, befallen it, a
- liability which, for obvious reasons, it may have been
‘the custom too studiously to conceal, there is not all
that previous presumption of blame which mlrrht be
supposed. There can be no doubt that the credit of
‘the Bank of England has been, at all periods, most
anmously eonsulted by its directors; and that pre-
sent profit has uniformly been only the second con-
_sideration. A r
There are, however certain limits which, even

when gold is most easily purchased, the bank natu-
-rally prescrlbes to itself in respect to its stock of that
article. The amount of the disposable effects of
‘the bank, on the 26th of Febru'ny, 1797, was stated
“under three headsin a former place; and it was then
observed, that the only part of them which the bank

Jitself could enlarge was the deposits lodged in re- -

turn for bank notes 1Sbued But even the bank
notes
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notes cannot safely be encreased in a degree whlch

‘is very considerable. Indeed, experience has

proved, that there may be some sort of limit to the
demand for them; for the appheatrons for loans
have often amounted, during peace, to less than the

bank has been disposed to afford on the cred1t.

of good brlls at the existing rate of discount,
Let us, then, proceed to illustrate our subject

| by supposing the dlsposable effects of the bank to

have usually stood, for some years antecedent to
the suspension of its cash payments, at the sum of
.about nineteen mllhons 5 that is to say, let us allow
them to have been about a million and a half ‘more
than they amounted to at that perrod '

It must not be lmagmed that these nmeteen,

millions could, at any time, be with proprrety in-
vested in gold. For the Bank of Encr]and like

every othex mercantile establishment, carries on its

business on such principles as will produce a proﬁt
And the very lowest profit which can serve as a
sufficient inducement to pursue the trade of bank«

‘ing, must be somewhat higher than the mere cur-

rent interest of money. Let us reckon this neces-
sary profit of the bank to be six per cent. " The
bank makes no more than three per cent. interest
on the capital subscribed by its members, Wthh is
permanently lent to government. It must, then

.SO manage. its dlsposab]e effects ‘as to gam an an«
nual sum equal to an additional three -per cent. upon

Lz ° o ts
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_‘ItS ‘own capital, th'1t is, about 350,000 Thxs it
:must do by lendmg out at interest a part of the nine-
teen millions ; and it must lend out, at interest, a still
farther part of it, both in order to defray the annual
charges of its .establishment, and in order alsoto
furnish the means of paymo those occasmnal sums

to- govemment ‘which- are 1equ1red as the price of

the renéwal of its charter. It will be found per-
‘,haps, that not less than ten or twelve of the nine-

teen mllhons nmst be always at interest in order»

to prov1de for these objects ; and, consequently, that

B _.ewht or nme millions will have formed the hwhebt'

‘average sum which the bank can have kept m
- gold, con51stently with the acqulsmon of mere-
ly the necessary pxoﬁt on its capital.
is it fair to suppose, that these eight or nine millions
ought to have béen the general or average sum kept
in gold.
tgxeatly ; and in order to secure the keeping of cash
and Bullion to the average amount of eight or mne
mllhons, it Wlll occafionally have been necessary

to keep twelve or fourteen millions, or possxb]y even
more. This sum would be most ‘unreasonably large’;
for, durmor the time when twelve or fourteen millions
are invested in vold the bank, instead of gaining
six per ¢ent. on its capital, will not gain above
_three ot four; and, MoOreover, it cannot exactly know
how long this extlaordm'xry quantity of gold may
. contmue in its coffers. Ia certdxnly can never count

befox ehand

But neither -

The cash of the bank fluctuates very
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beforehand on thase great reductions of cash which

may serve, by. increasing the sum at 1nterest to

compensate for what is lost by 3 large detentlon
of bullion: for the reduction of cash happens not

- through any measures taken by the bank, but in

consequence of events difficult to be foreseen, and

as has been already shewn, by no means easy to be

controlled. The bank, therefore, wuhoutxmpeach-
ment of the character of its directors, may be rea-
sonably presumed to have been at least somewhat
indisposed to. make investments in bulhon, which,

“while they lasted, should reduce 1ts income very far

"has been termed the neceffary annual profit, would

 has, in point of fact, been gaining.

below the necessary annual profit..
Thus the bank; in endeavouring to secure what

naturally be led to make, on the ‘whole, - some-
thing more than that profit; and indeed, a variety
of circumstances have lately occutred Whlch have

had a tendency to encrease its 0vams to a decrree/

which must have been unexpected by the bank it-
self. Letus, then, suppose that the pxoﬁts which the
bank, considering all circumstances, may falr]y and

cproperly have derived from its business for some

years past, may have been not six per cent. . (which
was spoken of as the lowest sum necessary for
carrying on the trade of banking), but seven or eight
per cent. Now seven or eight per cent. or a little
more, seems likely to be that profit which the bank
The dividends
which it has pald to the proprietors have been, for

’ 1.3 ' some
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some time, seven per cent.; and it has also added
3,800,000L. to its capital. This addition has been
accruing, no doubt, "during a long course of years.

If we assume that it has accumulated at the rate of/
~about 116,C00.. per annum, the bank will have

gamed annually one per cent. on its capital, besides
the seven per cent. which has been divided; if at
232,000L* per annum, the bank will have gamed
annually two per cent. on its capital, besides the
‘seven per cent. which has been divided.

‘The bank, then, let it be supposed, has been
gaining emht or nine per cent. when seven or eight
per cent. is as much as it is reasonable that it should
have acqu‘ired. I have entered-into this detail,
which, in various parts, may be somewhat erro-
neous, fnere]y,for the sake of shewing that any pro-
posed enquiry whether the quantity of gold kept by
the bank may or may not have been too small, must
necessarily be much narrower than many persons
may imagine. According to the supposition just
made, it can relate only to the propriety of a past
annual gain of aboutone per cent. or at most of two
V.,per cent.on the bank capital. A gain of one per cent.
would have been about 116,000/ per annum; and

* This is to  suppose that the savings of the bank have been
between sixteen and seventeen years in accumulating, a period cer-
tainly much too short ; but the accumulation must have been more
rapid during the Jast yearss o

consequently

CRREERORK
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-eonsequently the bank, by taking thls gain, have, on

an average, kept a stock of gold which has been
smaller than it would otherwise have possessed by
about 2,300,000.. W hether this sum of 2,300,000/.,

or whether any sum somewhat greater than this, or

soméwhat short of it, ought or4oucrht not, in time
past to have been invested in gold in addition to
the sum Whu.h was invested, is a point on which all
that it seems safe to affirm with confidence, is, that
no person unacquainted with the affaits of the bank
can be capable of pronouncing any clear judge-

ment. There must have existed many arguments,

and some standing even on the ground of safety and
credit,against maintaining the addltlonal fund which
has been mentioned.

¢ If the whole profits of the bank had been lately
restricted to seven per cent., they would have been
limited to that sum which the bank proprietors had
been for some time in the habit of receiving. They
would have been confined to a sum which would
not easily have admitted of accumulations.

the proprietors the continuation of the same regular
dividend, and have thus prevented that uncertainty
which would have encouraged gambling in bank
stock. They have also made, in the course of years,
an important addition to their capital; an addition
which has caused it to maintain nearly an uniform pro-
portion to the growing extentof the transactionsof the
bank, and to the advancing commerce of the coun~

L4 . » t_l‘yé

By ob- -
taining a higher profit the directors have secured to

et
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try, an addmon also, by the help of which theyl
~have lately lent to government three millions without

interest, for a shart term of years, as the price of the -

renewal -of their charter. They have thus strength=
ened that security which' the creditors of the bank
possess; so far as additional capital can strengthen

it; and they will be able hereafter, if it shall seem
‘necessary, to invest in gold, in addition to ‘what |

they could otherwise have invested, a much larger

sum than they could with any propriety have so in-
‘vested in time past.

It must farther be borne in mmd -that the ne-

| cesqty under which the bank has been placed of

’

prov1d1ng gold which is to fill the void occasioned

- by the disappearing of country bank notes, has been,

in part, a new necessity, country bank notes not hav-

ing circulated, at remoter peuods, in so great a
degree as they have lately ; and that the additional

v 'sum of two or even of three or four mllhons Would

have been no security against the effects of a ge-
neral alarm in the Acountry‘. The fluctuation in the
balance of trade with foreign countries, which we
experience, is also become, in consequence of the
greater extent of our population and commerce,
larger than ‘heretofore, The scale of all things
having encreased, the scale of this balance may have
encreased also to a degree unexpected by the bank.
A war, moreover, unprecedented as that in which we
have lately been engaged was not to be anticipated ;

and the case of a succession of two bad harvests,
C , . . and
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and of an 1mportat1on of corn ,amounting in ftwo years
to the value of fifteen or twenty millions, is felt by all
to have been an extaordmary event. We need not
wonder, then, if events unforeseen by others, were
not foreseen by the Bank of England nor if for
unforeseen events an adequatg provxsxon W_as no_t
at hand.

_ On the whole, it may be suggested to those who
cast blame on the bank for its 1mprov1dence in
time past that they shou]d consider well the several
points which have here been briefly pomted out-

- and that if, aftexwards, they .continue to think the

bank censurable, they ‘should” ask themselves, be-
fore they become the censurers, whether they are
sure that, in taking upon ‘themselves the office, they
exercise that candour with which they would ex-~

- pect to be judged if they had been themselves, dur-

ing the late difficult and trying perlod dm.ctors of

' -that institution. - ,

It has already been observed, that, in that crisis
during which the conduct of the dlrectors has been
more particularly known, they proceeded, perhaps,

w1th too great fear and caution rather than with too*»

little. There seems, therefore, tobea presump’uon,
that a character, if not for caution,-at least for to-
lerable prudence, must have generally’ been their
due. To say the least, there appears to be no ground
for chargmc them with having acted in antecedent

“times on a directly opposite principle.

"CHAP.
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CHAP. VII.

Qf Countr y Banks—their Advantages and Disad-
vantacfas

‘ | THE country banks in Great Britain
appear to have amounted, in the year 1797, to three

« hundred and fifty-three. By a numeration taken

in 1799, they appear to have been three hundred
and sixty-six. By a third numeration taken in
1800, they were three hundred and eighty-six*. It
seems, therefore, that no material addition to their
number has arisen in these three years.~

A great increase of country banks took place
during the time which intervened between the
American and the present war, ‘and chiefly in
the -latter part of it; a period during which the
trade, the agriculture, and the population of the
country must have advanced very considerably:
The circumstance of so many of our country banks
having originated at such a time, affords a pre-
sumption that they are consequences and tokens
of the prosperity, rather than indications of the de-

* This statement of the number of country banks is taken. from
three printed accounts of them, the first of which may not have been
very accurate, but may be presumed to state themat too low rather

than too high a number. The two later enumerations were made in
a more careful manner,

clining

SNBSS
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clining state of the country. No banks have arisen
in France during the period of its troubles, though
several attempts to erect them have been made.
Tt was with difficulty that any banks supported them-
selves in America during the war; but after the
establishment of peace, banks were instituted in

most of the American states. They seem naturally ,
10 beloncT to all commercial countries ; but are more

paltuularly likely to be multiplied in a state like
ours, in which the mercantile transactions are ex-
tended, the population is great, and the expendx-
ture of individuals considerable; and where also a
principal bank exists, which, through the necessity
imposed on it by its situation, undertakes the task
of providing a constant reservoir of gold accessible

to every. smaller banking establishment. The crea-

tion of the large bank operates as a premium on
the jnstitution of the smaller.
A description of the origin of one of our smaller

- country banks may elucidate the subject before us.

In every town, and in many villages, there existed,
antecedently to the creation of what were after-
wards termed banks, some trader, manufacturer, or
shopkeeper, who acted, -in many respects, as a
banker to the neighbourhood. The shopkeeper, for
example, being in the habit of drawing bills on
London, and of rermttmg bills thither, for the pur-
poses of his own trade, and receiving also much
money at his shop, would occasionally give gold to
his customers, taking in return their bills on the me-
tropolis,
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tmpohs, which were ‘mixed with his other bills, and
sent to his London correspondent.
Persons who were not customers being also found
to want either money for bills, or bills for money,

the shopkeeper was led to charge something for his
* trouble on accommodating them: and the trade of
“taking and drawing bills being thus rendered pro-

fitable, it_‘ became an object to encrease it.. For

" the sake of drawing custom to his house, the shop-

keeper, having as yet possibly little or no view.to the
issuing of bank notes,*printed « The Bank” over
his door, and engraved these words on the checks
on which he drew his bills. R

It may be assumed, also, to have been not un-
common, before country banks were established,
for the principal shopkeeper in a town to take at
interest some of the money of his neighbours, on

the condition, however, that he should not be re--

quired to pay it back without some notice.  The
money thus deposited with him, or borrowed by
him (it is difficult to say which term is the more

Proper),, might either be thrown into his trade, or .

employed in discounting bills soon to become due ;
but the latter would evidently be the more safe and
prudent way. of .investing it. |

All these parts of the banking business arose
out of the situation and circumstances of the coun-
try ; and ‘existed in many places before the name
of banker was assumed.

‘The
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“The prachce of issuing’ country bank notes, that is k

~ to say, notes payable to the bearer on demand, may,

undoubtedly, be considered as a separate branch of _
busmess. These notes, however, have been shown
to be ot so very different in thelr natute from other
paper as is commonly imagined. S
‘For the sake of more partlcularly proving thlS

pomt let us advert to the nature of interest notes, a
species of paper Wthh sorne country banks have is-
sued to a great extent. Even the shopkeeper, it
was lately observed, would take sums at interest.
For each of these sums, esoecmlly if he became
a banker, he would give out his note, in which
would be expressed the sum lent or depos1ted
the rate of interest upon it, and the time which was
to intervene before payment could be demandedﬁ
This note would be transferable to any thlrd per-
son. There would, however, be some 1mpemments
—to,‘its circulation. 'The interest must be calculated
as often as it should change hands. Some of the.
persons to whom it was offered might not be dis-
posed to accept it as a payment, especially if it had
along timetorun. Although these notes might cif-
culate, they would circulate heavxly In order to pro-
mote their circulation, and thus encrease the whole
number of issuable notes, the banker would be in-

“clined to lessen the time within which they should
“be payable; and he would find that, in’proportion

as he ‘adopted this practice, a lower rate of inte-
rest on the notes would suffice to induce persons to
take
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takethem. Notes carrying no interest would circulate,
if due within a short time, better than notes bearing
interest which should be due ata very distant period.
But the only notes which would circulate freely
would be those which should be payable, or-at least
paid, without any notice. Some banks wishing, on
the one hand, to encourage the circulation of theif
paper, and, on the other, to avoid the inconve-
nience of a strict obligation to pay without notice
have issued notes payable after a certain time, and
yet have been in the regular practlce of giving
money for them whenever payment was demanded,
and have taken ne discount for the accommoda-
. . ; g .
Thus, then, the shorter the notlce is, the crreater
is .the currency of the note; and in proportion,
therefore, as the cncumstances of a country render
it more safe for the banks to shorten their notice,
in the same proportion it may be expected that
notes to the bearer on. demand will be 1ssued and

frold displaced.
Some speculative persons ] have 1magmed that the

~ practice pursued by bankers of emitting notes pay-

able on demand is founded on an altogether vicious
and unwarrantable punaple inasmuch as such pa-
per is issued with a view to a profit which is to be
obtained only by lending out part of the sum ne-

cessary for the payment. A number of promxses, ,

it is said, are thus. made, which the banker has evi-

dently placed.it. out of his power to perform, sup-

posmg
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posing the fulfilment of them all to be required at
the same time, an event by no means 1mpossxble.

This ob}ectxon 1mphes, that the banker ought not,
_after receiving the deposits left with hlm by his
‘customers, to lend out part of the sum necessary for
‘the payment of those deposits; for he is as much
-:bound to discharge demands for dep031ts with-
“out notice, as to pay w1thout notice all his notes.
The Bank of England, the London banker, the -
_country banker, the merchant, ‘and also the in-

dividual of every class, proceed, in respect to all

‘their promises to pay money, not on any prin-
A ciple of moral certainty, but on that of reasonable
‘and suﬁ1c1ent probability. The objection to bank

notes, as such, if pushed to that extent to which, if

itis atalljust, it might be catried, would apply to all

verbal promises to pay money, and, indeed, to almost
all promises whatever; for there is scarcely any class
of these for the performance of which a perfectly sure

‘provision lS always ‘made at the time of giving the

promise. The objectlon implies, therefore, that'

‘men ought to be prohibited from acting in theit

commerc1al concerns according to that rule of suf-
ficient probability by which all the other affairs of‘

“human life are conducted*.

Tt

* Insome of the democratic pamphlets of the présent'day, bank
motes of every kind are spoken of not merely as liable to be carried

. to excess, or to be issued by 1rrespon51ble persons, or as producing
p’lrtmulal evxls, but as radlcally and incurably vicious ; they are con-

‘sidered,
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‘1t'is completely understoood by the holders of
, notes, as well as by the customers of banks, that
’ rnstant payment is provided for only a part of that
sum which may, by possibility, be’ demanded ; and
‘the banker, therefore, seems fully justified if he
“miakes such provision as the general and known

'usage of others in the "same profession (for he is '

aupposed bv those vvho trust him, to follow this
“usage), and a prudent’ regard to all the circum-
"stances of his own case teach him to consxder as
;sufﬁuent. . |
"The practice of issuing notes payable to bearer on
“demand became Very common a few years antece-
“dent to ‘the present war, when various circum-
~stances united to encourage this part of the
'country banker’s employment Confidence was
v‘ then high, the number of traders in the country had
‘been greatly multiplied, the income and expendxture
of individuals were much increased, arid every branch,
therefore, of the banking business had naturallv en-
larged itself. Some addition had been made to the
number of London bankers; and a few of these
vtook forward and active measures to encourage

sidered in the light of a complete fraud upon the public, which s

practised by the rich, and connived at by the government; and the

very issue of them has been stxgmatrsed as equivalent to the crime

of forgery The resemblance of bank notes £o other paper, and

the resemblance of a promise on paper to any other promxse, have

been here touched upon with a view of enposmg the absurdlty of .
.those doctrines,

the
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the formation even of very sthall banks in the coun-
try, with a view to the beneﬁt expected from a

connectxon wrth them In many of our oreat towns,
a fair’ opemncr was affordéd for the erection of ad=

ditional banks. These new estabhshments havmg :

* taken p]ace, various country traders, who had before

made use of their own correspondents in’Liondon,
fell into the practice of transacting their business
with the metropolis through the mediam of the.

country banker with whom they kept ‘their cash

The country banker drew largely on a ‘Loridor
banker on thé account of the country traders, and
~ the London banker was wﬂhno to’execute the exe
tensive country business: which. he thus acqulred in

consideration of a ‘much” lower commission thall
had before been paid by the several’ country traders :
to their separate corre3pondents in' London, who
had béen, for the most part, London merchants._
* The reduction of the rate bf commission drose from

two causes: first, from the new security which was
afforded to ‘the transactions between the town and

the' country, by the interposition of the credit of

rich'and responsible country banks ; and, secondly,
from the transfer to one house of that Iabour of
keepihg?ac':connts, writing letters, and receiving and
paying‘ bills, which had; before, been divided among

many - The risk and’ trouble bemg diminished, a -
- proportionate ‘dbatement in the rate of comrmssxon

‘could be aﬂ’orded | : :
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_The multiplication even of country banks, pur-

posmg to deal chiefly in bills, would tend, in many.

ways, to produce an encreased issue of notes on
demand. - Some deposit of gold would be kept by
banks of every class, with the view. of satrsfymw
the demands of then ‘customers; and the stock,

mamtaxned for this pur pose, would form a part of the .

necessary prov1sxon for the payment of notes
payable on demand, and it would, therefore, be-

come an encouragement to the issue of them. The .

- tnul,tgph_ca.tlon of deposits of gold through the coun-
try would, moreover, furnish, in many cases, more
'prompt means . of obtammg gold on: any. sudden
emergency ; since. one: _country bank might often
' procure a: supp]y from a neighbouring one, espe-

cially if a good understandmg on this subject should

sub81st between them The estabhshment of mail
coaches aﬁorded, at the same time, a more: cheap

and ready method than before of bringing gold
Ifrom London, as well as of transmlttmg thither .
any superﬂulty of it whlch mlght arise in the coun- -

try.- In proportion to the facility of obtammg gold,
“the unproductwe stock of it kept in hand might be
reduced or, if the same stock shou]d be main-
talned the issue of notes payable on demand ‘would
be less hazardous Indeed ‘a few old and reépec-
tab]e country banks had long been in the habit of
em}ttmw much paper of . this sort, and ‘had seldom

' experlenced any inconvenience fro'n doing it. - The
@ejﬂ ones, therefore, many of thch were not at
' all

163 ' ,

- allipferior in property to the old, were Ied into the

‘practice partly by example.

-. The circumstance which chleﬂy operated in pro-
curmg currency to the new c1rculatmg paper, was
that participation- of the- benefit resultmg from ‘it -
whlch was enjoyed by the customers of the country _
~banker ;. for he lent among them the capltal which
was acqulred by the issue of his paper, and they
became his instruments in sending it into crrcula-
tion, by acceptmo it.asa ready-money payment in
return for bills. discounted, .In consideration of

' thelr obhgatlons to the banker, and of the mterest

which ‘they had.in his stab1lrty, they were also for-
Ward on: most occasmns, in the support of hls

.credlt Such appear to. have been the chlef c1rcum-

stances which led . to “that great encrease of our
country banks, -and to that substitution of paper in
the place of ofold Wthh have been, for some years
past, so much the subject of complamt _
~In order to assist the reader in Judgmg Whether

‘a ‘preponderance of good or of evil résults from our
‘numerous country banks, an endeavour sha]l now"
be-: made to enumerate the pr1nc1pal beneﬁts as Well
as inconveniences of them.

That country banks have, in a Varxety of re-.

‘spects, been highly advantaceous, can scarcely ad-

mit of a doubt. They have aﬁ‘”orded an accommo-

dation to many descrlptlons of persons, but more :
: especxally to those-who are engaged in commerce.

They may be regarded as an effect of that division
‘ - M2 o eE
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‘of 1abour which naturally takes place in every opu-

lent country. The receipts and the payments of
money are how no longer conducted at home, even
by the middling trader, but are become a separate
‘branch of business in the hands of bankers. It
was’ to be expected ‘that tHey to ‘whom this employ-
ment has been transferred would find means of
abrrdgmg {abour, and of sparmg the use of ‘coin, the
'most expenswe circulating medivum. By their skill

in’ attammg these objects, they transact an im-

portant portion of the business of the trader at an

-1expence far inferior to that which he must incur
‘werehe to conduct it by his own clerks; and they de- -

five a proﬁt to themselves, which, no less than the
'Sa‘Vmg to the customer, may be recrarded as clear

Jgam to the kingdom. -

- Country banks are -also useful by furntshmg to

many persons the ‘means of laylng out at interest, -

and in a safe manner, such money as they may have
“to’ spare. Those banks, in particular, which give
‘interest motes for very small sums, afford to the
‘middling and to the lower class of people an en-

o couragement to begm to lay up property, and thus

to make provrsron for the time of sickness or old age.

' Country Banks also furnish a very convenient me-
‘thod of ‘distributing to one class of men the super-
‘Huity of Ynother. All who have money to spare
“know where they‘can place it, without expence or

| loss of trme, not only in securrty, but -often with
' ' pecumary
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pecuniary advantage: and all commercra] persons
of credit understand in what quarter they can ob-

~ tain such sums, in the way of Ioan, as their circum-

stances will fairly warrant them in borrow1n0‘.
While country banks thus render a benefit of the
first magnitude to fair and prudent commercey
they are impertant barriers against rash specula-
tion, though not unfrequently they are loudly ac- |
cused of favouring it. However some few banks
may have subjected themselves to this, charge, banks
in general, and particularly those which have been
1ong estabhshed take care to lend the sums which -

“have been deposrted in their hands, not to the im-

prudent speculator, or to the spendthrift, by whom
they are in danger- of suﬁ'ermg loss, but to those who, 4
being known to possess some Wealth and to manage
their concerns with prudence, give proof that they
are hkely to repay the loan. Borrowers of this
class are not apt to enter into very large and peri=
lous undertakmgs, for: they are unwilling to risk
the loss of their own capital. Bankers, especially
men of eminence, feel a special motive to circum-
spection, in addition to that which operates with
other lenders. -The banker ‘always lends under
an impression that, if he places in-any one abound-
less orimmoderate confidence, the 1mprudence will
necessarrly be known, in case the borrower should
fail, as the affairs of every bankrupt are laid open
to ‘the body of creditors; and that his’ rash-
ness. is, therefore, liable to beconie the subject of

' M3 ~ conversation
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‘eonversatron among his customers. Indiscretion of
this kind, even if the particular mstance be of no

promment magnitude, may thus prove an occasion

of i 1nJurm0 the character and credit of the bankmw

house; and of lessenmg the general prohts of the
'busmess. '

" The banker also enjoys, from " the nature of his

entuatlon, very superlor means of dlstmgurshmg the

~ careful trader from him who is improvident. The

bill transactions of the neighbourhood pass under
his view : the knowledge, thus obtained, aids his,
Judgment ‘and’ confidence may, therefore, be mea-
sured out by him' more nearly.than by another per-

~ son, in the proportion in which ground for it exists.

Through the creation of banks, the’ appreolatlon of
the credit of numberless persons engaged in com-

merce has become‘a science ; and to the height to

which this science” is now catried .in Great Brrtam

- we are in no small decree mdebted for the- flourish- _

mg state of our mternal commerce, for the general
reputatron of our merchants abroad, and for the

preference which in that respect they enjoy over-the

traders of all other nations.” It is certainly the in-
terest, and, I belxe}ve, it is. also the general prac-
tice, of banks to limit not only the loan which any
one trader shall obtain from themselves, but the

total amount also, as far as they are' able, of the

sum whaich the same person shall borrow in dif-
ferent places, ‘at ‘the same time, reclprocally to
cornmumcate mtellwence for their mutua} assists

&

" : o o ances;
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dnce; and, above all, to discourage bills of accom~
modat1on. While the transactions of the surround-‘ |
ing “traders are thus subject to the view of the:
country banlxs, those of the country banks them-‘ ‘
selves come under the eye of their respecttve cors'
respondents, the London bankers; and, in some
measure, likewise, of the Bank of England The’
Bank of England restricts,’ accordmg to its discre-"
tion, ‘the credit given to the London banker. Thus‘
a system of checks is established, which, though'

~ ¢ertainly very imperfect, answers many important

purposes, and in - partrcular opposes many . 1mpe-"
diments to wild speculation. ‘
- Country banks, also, as well as the Bank of Eng- -
land, have been hlghly beneficial, by addmg, through
the issue of their paper, to the productlve capital
of the country® By this accession our manufac-

tures, unquestronably, have been very much ex-

tended, our forelo"n trade has enlarged 1tself and

" the Janded interest of the country has had a share
~of the benefit. I'he common charge which is:

brought

" * Dr: Smith remarks, that it is not by augmenting the capital of
the country, but by rendering a greater part of that capltal active’

~and productive than would otherwisc be so, that the most Judloxous

operations of banking can' encrease the’ industry of the’ country.
¢ Dead stock,” he observes, <¢ 15 converted ‘into actrve and pro-

~ductive stock.” Whether the introduction of the use of paper is

spoken of as turning dead and unproductxve stock into stock ‘which i is

active and productive, or-as adding to the stock of the country,

is much-the same thing, ‘[he less the stock’ of* gold is, the greater
) : Mg : will,

¢
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brought against country banks, of having raised up.
a fictitious capital in the countly, admits of the

~ following answer. They have - substltuted it is
“true, much paper in the place of ovold but the

gold which has gone abroad has brought back, as

Dr. Smith observes, valuable commodities in re-

turn. The.guinea spared from circulation has con- .

trxbuted to bring home the timber which has been
used in - ‘building, the iron or the steel which has,
been instrumental to the purposes of machmery, and.
the cotton and the wool which-the hand of the ma-
nufacturer has worked up. The ‘paper has thus

given to the country a bmzd /z'de capltal which has,

been exactly equal to the go]d which it-has caused

to go abroad; and this additional capital has con-

trlbuted just like any other part of the natlonal,

stock, to give life to industry.
It has lately been objected to paper credit, that,

by supplyuw the farmers with large loans, it has.

enabled them.to keep back their corn from the

market, and enhance the price. It is. true, that

lel be the stock of other. kindss. and if a less stock of gold will,

through the axd of paper, equally well perform the work of a larger

stock, it may be fairly said that the use of paper furnishes evén addi=

tional stock to the country. 'Thus, for example, the use of a new, V

sort of machmery which costs less in the erection than that whxch
was_employed before, and which . just as eﬂ’ectually ‘does_the worlk
reqmred since it enables the owner tg, have always more goods in
the course of manufactuxe, while he has e}\aotly the fame means of,
manufacturmg them, might not 1mproperly be descrxbed as addmg to
ahe stogk of the countrye

: farmelss
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farmers, both in the last and many precedmg years,

may have obtained larger loans than they would
‘have procured if no country bank notes had existed,

"The capital so furnished to the farmers may possﬂo}y

" have induced some of them, at certain times, to

keep in hand a larger quantity of grain than they.

“would otherWISe have found it convenient to hold.

We know, however, that the general stock of grain

in the autumn of 1800 was partxcularly low.

Since, therefore, but a small part of the capital of
the farmers, whether borrowed or their own, was
then vested in crram, the pr1nc1pal share would pro-
bably be laid out on their land, and would encrease
its produce; for, unquestionably, the value of a
crop obtained from a farm depends chiefly on the
sum employed in cultivation and improvement,
Country bank notes have thus added to the general
supply of grain; “and, by doing so, have contri-
buted to prevent a rise in its price: they have, pros
bably, in this manner, afforded much more than
a compensatlon for any temporary advance in pmce

~to which they may have given occasion by enabling

farmers to keep a larger quantity in hand. The
very possession of a large quantity in hand is to be
considered as, in general, a benefit rather than a

disadvantage;; for it is our chief security against

scarcity, and, consequently, . also-against dearness,
To the want of a larger surplus stock at the end of
the years 1799 and 1800 is to be ascribed, in a great
- degree, the subsequent i gb price of provxslons The.

tendency,

¢
%
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1endency, therefore, of countxv bank p'lper to en-
crease genemlly the stock of grain in the hands of-

the farmer is to be ranked among the advantages
of country banks. The tendency to encrease it at
the particular time of actual scarcity, is to be classed

among the evils which they produce; and it is an .

inconsiderable evil, which is inseparable from .a
gréat and extensive good. To those who are dis-
posed to magnify this occasional evil, it may be

further observed, that the farmer is enabled to en- -

large his stock by the encrease of his own as well
as of ‘the general wealth, much more, no doubt,
than by the share which he obtains. of that parti-
cutar part of the new capital of the kingdom which
is created through the substitution of country bank
notes. for gold; only a portion, therefore, of the

“mischief complained of is to be referred to country

bank notes. It is principally to be ascribed to the

. growing riches and prosperity both of the farmers

and othel inhabitants of the country.

It s no‘smaﬂ additional recommendation of the
use of our paper, that the public draws a large
yearly revenue from the tax imposed on bills and.

notes. If paper credit did not exist, a sum equal -

to that which is thus raised must be supplied by
taxes either burthening the industry, or paid out of
the property of the ‘people. The pubhc has, since
the late additional tax, become a very conslderable

sharer in the proﬁts of the country bankers’ bu-

sinéss. : .
l N»
Since,

pivalled state of our manufactures and commerce.
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Smce, therefore, a paper medium has served the _
purposes which have been described, and has been, o
generally speakm qmte ‘as convenient an instru- -
ment in settling accounts as the gold which it has
displaced, the presumptlon in favour of its utility
seems to be very great; and, if it could be added,
that no other effects than those which have as yet
been stated have arisen orare likely to arise from it,
the advantage of it would be beyond dispute. “To
reproach it with being a merely fictitious thmg,
because it possesses not the intrinsic value of gold,
is to’ quarrel with it on account of that quality
which is the very ground of its merit. Its merit
consists in the circumstance of its. costing almost
nothing. By means of a very cheap article the coun-
try has been, for some years, transactmg its. money '

~ concerns, in which a very expensive material had pre-

viously been employed. If this were the whole
quéstion, the substitution of paper for 'gold would
be as much to be approved as the ‘introduction of
any « other efficacious and very cheap instrument in
the p]ace of a dear one: It would stand on the
same footmg with' the substitution, for example, of
cast iron " for wrought iron or steel; of water car-
riage for land carriage ; of a steam. engine for the
labour of men and horses; and might claim a high

“rank among that multitude of ingenious and econo-

‘mical contrivances to be found among us, by the
aid of which we have attained to the present un-

Some
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Some very solid: objectlons, however, mav be

urgcd against the system of banking in the country.

’Ihe ﬁrst which I shall mention, is, the tendency
of country banks to produce, occasxonal]y, that ge-
_neral failure of paper credit, and with it that de-
rangement and suspension of commerce, as well as
;ntelmlssmn of manuchtuunOr labour, whlch have
been already spoken of. v

Country bank notes, and especmlly thc smaﬂer
ones, circulate, in a great measure, among people
out of trade, and pass occasionally into the hands
of persons of the lower class; a great proportxon,
therefore, of the holders of them, have few means
of judging of the comparative credit of the several
issuers, and are commonly almost as ready to. take,
the paper of any one house calling itself a bank, as
‘that of - another. A certain degree of currency
bemv thus given to inferior paper, even the man
who doubts the ultimate solvency of the issuer is

- disposed to take it ; for the time during which he -

intends to detain it is very. short, and his responsi-

bility will cease almost as soon as he shall have

parted w1th it *, Moreover, the amounf of each

note is so smaH that the risk seems, also, on that

account

o* apprehend that, supposing a country bank to fail, the holder
of one of its notes, who should  have parted with" it in sufficient

. \tm*e to afford to the next holder an opportumty of applymg for the

discharge of it before.the day of - fadure, could not be-called upon
fox
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account msxg\mﬁcant “The notes' of the greater
and’ of ‘the smaller country banks, thus obtammg,
in ordmary tlmes, a nearly similar currency, they
naturally fall at a'season of a}arm into almost equal

discredit. 1f. any one bank fails, a general Tun upon

the nelghbourmg ‘ones ‘is apt to take place, which,
if not chccked in the bevmmng by pouring into the
cuculatxon a larce quantrty of gold leads to very
extenswe mlschxef N’any country bankers, durmg

3 perrod of danger prcacnbe to themselves a prin-

ciple of more’ ‘than ordmary téserve in the issue’of
their notes, because they consrder these as the more
vulnerable part of their credit.’ They know, that

“if the character of their house should be brought

mto questron throuch the feaxs or even the capnce
‘of any of those strangers into’ whose hands their

_“circulating paper passes, some distrust may be .ex-

cxted among their customers, the ‘effect of which
‘may be a sudden demand for the payment of large
‘deposits. The amount,” therefore, ‘of the country
bank notes crrculatmcr in the kmgdom is liable to
great fluctuation. The country banLer,' in case of
an alarm, turns a part of the covemment securities,
bills of exchange, or other property which he has
in London, into Bankof England notes, and those

: f01 the payment of the value of 1t. The responsxblhfy, therefore,

of him who has been:the holder of a country bank note commonly
_ceafes in about one or two days after it has been parted with, That
of the holder of a bill continues till after- the bill is due, nmnely,

' for a petiod, perhaps, of one or two months,

notes
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notes into money; and thus discharges many of his
own cxrculatm(r notes, as Well as enlarges the fund
of gold in his coffer The Bank of Eng]and has,
therefore, to supply these. occasxonal wants of the
‘ country banker, and, in order to be. fully prepared
to do this, it has, mdxnarxly, to keep a quantity of
aold equal to thdt of the notes llable ‘to be extin-
‘.gmshed as. well as a quantlty Wthh shall satisfy
the other extraordmary demands which may be made
at the same season of consternatlon either by bank—
-ing houses, or by 1nd1v1duals. Thus the countr}

banker by no means bears his own burthen, while

the Bank of an]and sustams aburthen Wthh is nof
iltS own, and which we ‘may naturally suppose tha-t
it does not very cheerfully endure®.

~ The natronal bank, mdecd ‘may fairly be called
‘upon, in . consxderatlon of the benefits - enJoyed
through its monopoly, to submit to a consxder'lble
:expence in supplying g gold for the country ; but there
' .must be some bounds to the claims thch can equi-

* At the time of the dlﬁress of 1793, fome great and opulent

country banks applied to the Bank of England for aid, in the shape °

.of discount, which was refused on account of their not offering ap-
proved London securities: forne immediate and important failures
were the consequence. The Bank of England was mdlsposed to
.extend is aid to houses in the country The event, however,
shewed that the relief of the country was necessary to. the solvenoy

of -the metropohs A sense of the unfairness of the burthen cast on

the bank by the large and sudden demands of the bankmg establish-

“ments in the country, probably contributed to produce an unwﬁhng—
ness to grapt them rehef

e e
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tably be made upon it: and, 10 eqtrmatmg the be=:

nefit arising to the kingdom from the ‘use of coun-
try bank notes, we have' either to deduct the ;‘]‘oss
which the, Bank of England incurs' by maintaining’
an additional supply of. gold sufficient to answer the:
demands whieh they occasion, or else we have: to!
take into consideration the risk which the bank;

“incurs by .only. keeping a fund of - goid which is

somewhat inadequate. The ccountry. banks may,
perhaps, cause the ;bank in some measure to en-

crease its. general fund of gold,- though not to hold

~so much of this unproductive | article as’to.afford @

security - equal to that which the bank would en-
joy if -no country bank notes existed.. s

It is obvious, that the. additional capltal given to,
the.l,\mgdor_n through the use of,courrtr)' bank notes
must not be measured by thé amount of those notes,
but 4th‘at.a»ded_u,otion must be made of the sum 'kep.t_

in gold in the coffers of the issuers, as their provision

for the. occasional payments to which their bank
paper subjects them. ~'The other deduction, which
has been spoken of, is of the same nature. It is a ‘
second deduction, which must be made on account
of a similar, and, perhaps, no.less considerable
provision for the payment of country bank notes,

“which is rendered necessary to be kept in the coffers

of the Bank of England. In other words, the ca;

pital given-to the country, through the. use of
‘oountry b"mk notes, is only equal (and it was so

stated .
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stated in speaking of that subject) to the amount of
the gold which they cause to be -exported.

I shall endeavour here to explain more partlcuu
Iarly than has yet been done, some'of those circum- -
stances which cause a great diminution of country
bank notes to bring distress on London, and to end
in a general failure of commermal credit,

Tn a former chapter it was observed, that when
that alarm among the commeon people, which pro-
duces an unw1lhngness to take country bank paper,
and an eagerness for gold has risen to a considerable

“height, some distrust is apt to be excited among
the higher class “of traders; and thaf any great want
~ of confidence in this quarter produces an encreased.
| demand for that article, which i is, among London
bankers and merchants, in much the same credit as
gold; I mean Bank of England notes, ‘and which
forms, at all times, the only circulating medium: of

the metropolis in all ‘the larger transactions of its _
commerce. This more than usual demand for

Bank of England notes the bank is at such a time
particularly unwilling to satisfy, for reasons which
I shall endeavour fully to-detail. ~The reader will
have been prepared to enter into them by the ob-
servations on the subject of the bank, introduced
towards the close of the chapter thch treated of
that institution.

~ First, the bank may be supposed to' be unw1l]mg
to satisfy that somewhat encreased demand for its
notes whxch a season of. constemamon is apt to pro-

duce,
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&duce, because it is not unlikely to paftake, in some
degtée, in the general alarm, especially since it must
necessarily be supposed to have already suffered,
and to be still experiencing a formidable reduction -
of the quantity of its gold: The natural operation
of even this general sort of fear must be to incline it
to contract its affalrs, and to dlmxmsh rather than
enlatge its’ notes. -

But it must also be recollected that the bank has
necessarily been led already to encrease its loans in -

' the same degree in which its gold has been reduced,

provided it hag maintained in circulation the accus-
tomed quantﬁy 6fnotes. This point was explained in
the chapter on the subject ofthe bank. The directors, .
therefore, must seem to themselves to act with ex-
traordinary liberality towards those who apply t5
them for discounts, if they only go so far as to mains
tain the usual, or nearly the usual, quantity of notes.
"The liberality in ]endmg which they must exercise,
if, when the gold is low, they even augment thexr
paper must be very extended indeed.

In order to render this subject more clear, let us
suppose that an extra demand on the Bank of Eng-
land for three millions of gold has been made through

~ the extinction of the paper of country banks, and

through the slower circulation and hoardmg of
gpld which have attended the 0"eneral alarm. Let

us assume, also, that the bank during the time

of its supplymg this gold, has thought proper to.
reduce its potes one million. "It will, in that case,

N hava
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' have necessanly encreased its loans two millions,,
Letus further assume, as we, not very unreasonably
‘may, that the two mllhons of additional loans have
been afforded, not to. the government, who owe a
large and standing sum to the bank (suppose eight
or ten millions. besides the bank capltal) but exclu-
sively to the merchants ; and let the total amount’
of loans antecedently afforded to ‘the merchants be
reckoned at four millions. The bank, in this case,
‘will have raised its dlscounts to the merchants from
four millions to six 3 that 1s, 1t will have encreased
them one half, even though it has diminished its
notes one mllhon This extension of the accus-
tomed accommodatlon to the mercantile world
must appear to call for the thanks of that body,
rather than to leave any room for complaint; and yet
it is plam from reasoning, and, I believe, it mlo'ht
be also proved from experlence, that it will not ease
the pressure. The difficulties in London, notWIth-

standmcr this additional loan of two mllhons to the

merchants, will be somewhat encreased ; for a sum,
in gold, amounting to three millions, has been drawn
from tHe bank by the London agents of the country',
bankers and traders, and has been sent by those
agents into the country. London, therefore, has;
furnished for the country circulation three millions.
of gold; and ithas done this by gettmg dlscounted\
at the bank two addltlonal mﬂhons of bll]S, for.
Whlch it has 1ece1ved two of the millions of gold -
and by SParmg one mllhon of 1ts cxreulatmcr notes
' ' as

Lol
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as a micans of obtaining the other million. This
feduction of the usual quantlty of notes is borne by
the metropolis with peculiar difficulty at a time of !
general alarm. ‘However liberally, therefore, the
bankers and merchants may acknowledge them=
selves to have been already relieved by the bank,
they will repeat, and will even urge more than
ever, their apphcatmn for discounts.

It may be observed, with a view to the further
elucidation of this part of our subject, that both the
bank, and they who borrow of it, are naturally led
to fix their attention rather on the amount of the loans
furnished than on that of the notes in circulation.
‘The bank is used to allow to each borrower a sum
bearing some proportion to his supposed credit;
but seldom or never exceéding a certain. amount.
It is true, the various borrowers do not always in
an eqml degree avail themselves of their power of
ralsmg money at the bank ; and, therefore, a mate-
rial enlargement of the sum total of the bank loans

“may take place at a moment of ‘difficulty, through

the encreased use which some of the richer
merchants then make of their credit, as well as

“through the creation of afew new borrowers at the

bank. The directors also, in particular cases, may
suffer their rule to be relaxed. The cifCumstance,
however, of the general principle on which the bank
ordmanly, and, indeed, naturally proceeds, bemg
that of a limitation of the amount of each of its

loans to individuals, must tend, as I conceive, ta’
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place something ‘like a general lmnt to the total
sum lent.

~ation in the bank loans from keeping pace with the

indeed, no means of knowing their amount.
~ can only judge of the liberality of -the bank by the

vananon in the necessities of the pubhc, and must
contubute to ploduce a reduction of notes at that
season of extraordinary dlstrust when - the state

of the metropolis, as was more fully remarked in a

former part of this Work, calls. rather for their en-
crease. |
That the borrowers at the bank are hkely to pay

no attention to the subject of the total quantity of

notes in cuculanon, is easily shewn. They have,

They

extent of its loans ; and of this they form an im-

‘perfect estimate by the sum ‘which they or their

connexions have been able to obtain. Scarcely
any one reflects, that there may be a large encrease
of the general loans of ‘the bank, as well as possibly
an extensxon of each loan to mdw1dudls, while

' thexe is a d1mmut10n of the number of bank notes

and that the. amount of the notes, not that of the

loans, is the obJect on which the eye should be

fixed, in order to )udge of the facility of effecting
the payments of the ‘metropolis.

It was remarked, in a former chapter, that the
bank, at the.time antecedent to the suspension of
its cash payments, having dlmmlshed the sum lent
by it -to government and enlarged though pot in
an equal degree, that furmshed to' the mexchants,

: the

It must conduce to prevent the fluctu--

e e L

- but even grew more severe.

_ bank notes necessary for effecting the current pay-

»market.

tomed, or nearly the accustomed, quantity of bank

‘which any supply of gold exists is the Bank of

‘ ‘the loan of the new -capital, under “all. the circum-
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the. pxcssure on the merchants was not relieved, as
was expected, by the encreased loan afforded them,
It was also shewn,
that this Could not fail to be the case, since the

ments of the metropolis were then diminished, and
since the additional loans afforded to the merchants
only in part compensated for the new pressure which
was created in the general money market of the
kingdom, by the circumstance of the government'
being obliged to become a great borrewer in that'
Whenever the bank materially lessens its
paper, a similar pressure is likely to be felt. -Nei-
ther the transfer of the bank loans from the govern-
ment to the merchants, nor even a large encrease

of its loans, when that encrease is not carried so
far as is necessary to the maintenance of the accus-

paper, can prevent, as I apptehend, distress in the
metropohs ; and this distress .soon communicates
itself to all parts of the kingdom. The short ex-
planation of the subject is this, Many country
bank notes having dlsappeared a quantlty of gold
Is called for, WhICh is 'so much new capital sud~
denly needed in the country. The only place in

England. Moreover, the only quarter from whence

stances of the case, can come, is also the Bank of
England for the gold in the bank is the only dead.
N3 or
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or sleeping stock in the kingdom which is conver-
tible into the new active capital which is wanted.
The bank, therefore, must lend the crold which it
furnishes ; it must lend, that is to say, to some in-

dividuals a sum equal to the gold which other

md1v1dudls have taken from it: otherwise it does

not relieve the country. N
Iflt should be asked, Why does not the bank in such

case demand something intrinsically valuable, instead
of co’n‘tenting itself with mere paper in return?—the

answer .is, first, that if the bank were to receive

goods in exchange for its gold, or, in other words,

~ were to purchase goods, it would have afterwards

to, sell them; and it would then become a trading
company, which it is forbid to ‘be by its charter:
it is allowed to traffic only in bullion, The an-
swer is, secondly, that if it-were to take goods as
a mere security, and to detain them as such, it

would then prevent their passing into consumption
with the desirable expedition. By proceeding on
either of these plans, it would also’ involve itself
in a degree of trouble which- would not be very

-consistent with the management of the business of

a banking company *. It may be answered, thirdly,

* Of the parliamentary lpan of exchequer bills in '1793, which

was directed to be granted on the security either of sufficient bonds- -

men, or of a deposit of goods, ‘only a small proportion was taken on

the latter principle, on account of the great obstruction to the sale of

p‘oods, which was thought to arise from warehousmg them on the ac-
count of the commissioners appointed by parliament. It has been
lready remarked, that no part of the sum lent was lost, - '

that

‘which we are speaking.

- ceived ;
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that the biils which the bank dlscounts, are, ‘ge-
nerally speaking, so safe, that the security exther of
goods, or stocks, or land, none of which are re.
ceived in pledge by the directors, may be consi-
dered as nearly superfluous. A very small propor-
tion of the five per cent. discount, gained upon the
bills turned into ready money at the bank, has com-
pensated, as I believe, for the whole of the loss
upon them, even in the years of the greatest coms
merc1al failures which have yet been known.

" The observations which' have now been ‘made
suﬂicxently shew what is the nature of that evil of
It is an evil which ought
to be charged not to ziny fault in .the mercantile

" body, but' to the defects of the banking system.

It is a privation which the merchants occasionally
experience of a considerable part of that circulat-
ing medium which custom has rendered essential
to the punctual fulfilment of their erigagements, In
good times, the country banks' furnish this neces=
sary article, which they are enabled to do through "
the confidence of the people in general; but when
an alarm arises, the country banks cease to give it
out, the people refusing what they had bcfore re-
and the Bank of England, the only body
by whose interposition the distress can- be relieved,
is somewhat unwilling to exercise all the necessary
liberality, for the reasons which have been so fully
mentioned. The merchants are.some of the chief
sufferexs, and they are generally, also, loaded with

N4+ no
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no inconsiderable share of censure; but the public,

the country banks, and the Bank of Eng]and may

more properly divide the blame. :
The mischief produced by a general ﬁnlure of

paper credit is very considerable. How much such.

‘a failure mterrupts tlade and manufacturmg induse
try, aud, therefore, ultimately also tends to carry

gold out of the country, has been already stated at

lalge It also causes a great, though merely tem-

porary, fall in.the market price of many . sorts of

property ; and thus inflicts a partial and very heavy
loss on some traders, and. throws. extraordinary gaxn
into the hands of othcrs, into the hands, I mean,

of those who ‘happen 'to have superior powers of

purcbgsjng at the moment of difficulty. - By giving

to- all banking, as well as mercantile, transactions
‘the appearance of perilous undertakings, it deters
men of large property, and of a cautious temper,

from- fo]lowmg the professmn of bankers and met--

chants It creates no small uneasiness of mind,
even amo,ng traders who surmount the difficulties

of the moment, Above all, it reduces many re-

spectable, prudent, and, ultimately, very solvent
persons o the mortifying necessity of stopping pays
ment ; thus obliging them to share in that discre-
dit, in which, it is much tobe desired, that traders
of an opposite character only should be involved.
If, u_deed WE suppose, as we necessarily must,
t’mt on account of the multitude of failures which
anpen at t‘we same ume, the ghscredxt of them is

*nuch
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much diminished, then another evil is produced,
which, in a commercial country, is very great.  Acts
of msolvency, leaving less stigma on the character,
become not so much dreaded as might be wished.
The case of some, who bring difficulties on’them-
selves, being almost nnavoidably confounded with
that of persons whose affairs have been involved
through the entanglement of paper credit, to stop
payinent is considered too much as a misfortune or
accident, and top little as a fault; and thus a prin-
cipal incentive to punctuality in mercantile pay-
ments is weakened, and an important check to ad-
venturous speculation is in some measure lost. '

The observations which have been made, will,
however, shew that the tendency of country bank
paper to produce a general failure of paper credit,

~is an evil which may be expected to diminish; for,

first, if the Bank of England, in future seasons of
alarm, should be disposed to extend its discountsin a
greater decree than heretofore, then the threatened
calamity may be averted through the generosity of that

- ipstitution®. If,secondly, the country bankers should"

be taught (as, in some degree, unquesnonab]y they
must),

- ¥ Ttisby no means intended to imply, that it would become the
Bank of England to relieve every - distress which the rashness of
epuntry banks may bring upon them': the bank, by doing this,
might encourage their improvidence. There seems to be a medium
aj which a public bank should aim in granting, aid to inferior esta-
‘blishments, and which it must often find very diffigult to be obser';e;]i. :
A , _ . .
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must), by the’ difficulties which they have expe-
rienced, to provide themselves with a larger quan-
tity of, that sort of property which is quickly con-
vertible into Bank of England notes, and, therefore,
also, into gold, then the country bankers will have
in their own hands a greater power of checking the
progress of an alarm. Still, indeed, their resource
will be the gold which is in the bank. ' The en-
creased promptitude, however, with which the

greater convertibility of their funds will enable
them to possess themselves of a part of the bank’
treasure, will render a smaller supply of it suffi-

cient; and this smaller supply may be expected to
be: furnished, without difficulty, either by means of

such a trifling addition to the b'ank-loans as the bank-

will not: refuse, or by sparing the necessary sum
from the paper circulation of the metropolis, which,
if commercial confidence is notimpaired, will always:

admit of some slight and temporary reduction. The 1
~ Bank of England will itself profit by the circum-

stance of its gold becoming more accessible to the:
country banks ; for the untoward event of a general
failure of paper credit will thus be rendered less
probable, and, therefore, a smaller stock of gold

The relief should neither be so prom'pt and liberal as to exempt
those who misconduct thei_r business from all the natural consequencesf
of their fault, nor so scanty and slow as dcep]y to involve the gcnerali
interests.  These interests, nevertheless, are sure to be pleaded by

every distressed peison whose affairs. are large, however mdxfferent
or even ruinous may be their states

Will.
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will be an equally sufficient provision for the extra-

ordmary demands at home to which the bank will

be subject. Or if, thirdly, those among whom -

country bank notes circulate should learn to be less

variable as to the confidence placed by them in coun-
try paper, or even to appreciate more justly the se-
“veral degrees of credit due to the notes of different
houses, then the evil which was before supposed to
be obviated by the liberality of the Bank of England,

or by the prudence of the country banker, will
abate through the growth of confidence and the
diffusion of commerclal knowledge among the pub-
lic. It seems likely that by each of these means,
though especially in the second mode which was
mentioned, the tendency of country bank notes to
produce an occasional failure of commercial credit
will be diminished. In time past, the mischief
has been suffered to grow till it appeared too
formidable to be encountered; and this has hap-

. pened partly in consequence of our wanting that

knowledge and experience which we now possess.

Another evil attending the present banking sys-

tem in the country is the following, |
The multlphcatlon of country banks issuing small
notes to bearer on demand, by occasioning a great
and permanent diminution in our circulating coin,
serves to encrease the danger, lest the standard by
which the value of our paper is intended to be at -
| | | all
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all times rcvuiated should occasionally not be main-
tained. e 4 ‘ '
The evils of a great depreciation of péper cur-
rency are considerable. In proportion as the ar-

ticle which forms the current payment for-goods
drops in value, the current price of goods rises. If
the labourer receives only the same nominal wages.

as before the depreciation took place, he is under-

paid. Antecedent pecuniary contracts, though no--

minally, .and, perhaps, legally fulfilled, are not per-
- formed with due equity. Itis true, that the ge-
neral stock of wealth in the country may remain

nearly. the samhe; and it is pessible that the circu-

lating paper may be restored to its full value when

‘the period of the particular difficulty shall have
passed by.. Some degree, however, of unfairness®
and inequality will, in the' mean tinie, have

been produced, and much pressure may have
_been felt by the lower classes of people, whose
wages are seldom raised until some time after the '

occasion for a rise has begun to exist. .
In those countries in Whl(,h the government is
the chief banker or issuer of notes, a temptation
arises, on the occasion of every public pressure, -
either to lessen the quantity of precious metal
contained in the chief current coin, as one of
, the meadns of detammg it in the country, or to
allew paper to pass at a considerable and pro-
fessed discount, thch is another mode of pre-
vemmg
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under five pounds. When it shall have expired,
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venting the coin from being exported. These are

evils from which we consider ourselves -as happily

secured by the established principles of good faith
which prevail in Great Britain.. Those principles,
however,- should, perhaps, lead us even to place

ourselves at a distance from that temptation to de-
‘preciate coin, or to permit a discount on paper, to

which-so many other countries have yielded. The
possessmn, in ordinary times, of a very considerable

" quantity of gold, either in the bank or in general

circulation, or both, seems necessary for our com-
plete security in this respect. ‘The ‘substitution of
country bank notes for gold tends to lessen that se-
curity. “The evil of them is not that they create
any false and merely ideal riches, or-that- they do
any constant prejudice to the country.. They enable
the trader to vest a capital in merchandize, which;

~without them, he would not possess, and thereby

add to the annual income of the nation. In their
immediate effect, therefore, they are beneficial; but
they leave us more exposed to an occasional evil,
against which it is prudent'to guard, provided we -

‘can accomplish- that purpose without too great a

sacrifice of pxesent advantages, It scems, on. this
account, as well as on some others, very undesir-
able to render perm'ment the temporary law passed

- some years since, and subqequuntly renewed,. for

the purpose of permitting the issue of English notes

the
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_the power of re-enacting it, which we shall possess,
will be a valuable resource. If, moreoyer, any mea-
sure can be devised, Wthh by encreasing the pub-
lic confidence in good paper, will lessen the danger
of a general failure of paper credit, and of a run

upon the bank for gold, and which, also, by ob-

structing the issue of five and ten pound notes. by
.smaller and less respectable banks, will somewhat
extend the use of coin, on the whole, it will have
a twofold argument to recommend it *.

The reader will observe, that even our circulating
‘gold coin has here been considered in the light of a
Pprovision against an unfavourable balance of trade
with foreign countries, and, therefore, as export-
able. Part of our coin will, in faet, always be ex-
ported when the balance is very unfavourable, and
the exportatién, under such circumstances, is bene-
ficial to the country. We are apt to think that it
is the interchange of the usual gold coin for paper
at home which alone maintains the value of out
paper; and we are partly, on this account, much
more anxious to detain our gold at home, than we
are -to - discharge by means of it an unfavourable

* Various objections, however, occur against almost every par-
liamentary measuare for the regulation of country banks. Dr. Smith
is of opinion, that a law prohibiting the issue of small notes is alone
a sufficient remedy for the evils attending these institutions, and that
the danger arising from banks is lessened by the multiplication of

‘them. It is the object of this Work got so much to canvass any
question respecting the partlcular means of regulating paper cre-
dit, as to lay-down some general principles concerning it.

balance
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balance of trade, and thereby to improve our ex-
change with foreign countries. I apprehend, how-
ever, that an unfavourable course of exchange,
which the export of our gold would cure, will,
many cases, tend much more to deprec1ate our
paper, and to produce a rise in the nominal price of
articles, than the want of the usual interchange of
gold for paper at home. Our coin itself, as has'been
already remarked, when paper is depreciated, passes
not for what the gold in it is worth, but at the paper
price 3 though this is not generally observed to be
the case. Itis the maintenance of our general ex-
changes, or, in other words; it is the agreement of
the mint price with the bullion price of gold which
seems to be the true proof that the c1rculatmg paper
is not deprecxated S

"  CHAP.
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CHAP. VIIL

Of the Te:zdency of/af too great Issue of Bank Paper .

to produce an Excess of the Ma‘ricei Price above

the Mint Price of Gold.—Of the Means by whick

- @t creates this Excess, namely, by its Operation
on the Price of Goods and on the Course of Ex-
vchange.—Errors of Dr. d. Smith on the Subject
of excessive Paper—Qf the Manner in whick the
Limitation of the Luantity of the Bank of Eng-
land Paper serves to limit the uantity and sistain
the Value of all the Paper of the Kingdom.

A THIRD objection commonly made to

country banks, is, the influence which their notes .

‘are supposed to have in raising the prxce of ar-
ticles.

By the prmcxples which shall be laid down in
-this Chapter, I propose to prove, that, though a ge-

neral encrease of paper has this tendency, the ob-
jection, when applied to the paper of country banks,
is particularly ill founded. ,
It will be necessary, in the discussion which is
now about to take place, to join the consideration
of two subjects, that of the influence which an en-

larged emission of paper has in lifting up the price .

of commodities, and that of its influence, also, in pro-
duuncr an excess of the market price above the
mint
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mint price of "gold, and in thus exposing the bank

to failure, and'the country to consxderable incon

vénience.
hanced price . of commodities that I conceive the

ill effect on the mint pnce of gold to be brought

about.

duced by a statement of the principle which regu-
lates the value of all the articles of life.

* The price of commodities in - the market is

formed by means of a certain struggle which takes
place between the buyers and the sellers. It is
commonly said, that the price of a thiing is regulated
by the proportion bt.tween the supply and the de-
mand. This is, undoubtedly, true; and for the fol-
lowing reason. If the supply of an article or the
demand for it 'is great, it is also known to be great;
and if small, it is understood to be small. When,
therefore, the supply, for example, is known to be
less than the demand, the sellers judge that the

buyers are in some degree at their mercy, and they

insist on-as favourable a price as their power over
the buyers is likely to enable them to obtain. The
price paid is not at all governed by the equity of

~ -the case, but entirely by the degree of command

which the one party has over the other. When
the demand is less than the supply, the buyers,
in their turn, in some degree, command ‘the mar-
ket, glvmfr not that sum which is calculated

O : : " te

It is through the medium of the en-

The di‘sbuSsion of these topics will best be intro-
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to 1ndemmfy the. seller agamst loss, but so much
only as:they. think ‘that the seller will accept rather
‘than not sell his article. ~ The question of price is,

power only. TItis obvious, thata rise in the price of
a scarce commodity will be more or less consider-
“able in proportion as the article is felt to be one ot

. more or less strict necessity. .
. “ The principle which has been laid down as

' govermng the price of goods, must be considered

" as also regulating that of the paper for which they-

are sold; for it may as properly be said, on the oc-
casion of a sale of goods, that paper is sold . for
goods, as that goods are sold for paper: thus the
sale of a single commodlty, as it is called, is a two-
fold transaction, though not commonly understood

 to be so: I mean, that the price at whtch the ex-
* change (or sale) takes place depends on two facts;

on the proportion between the supply. of the par-
ticular commodity and the demand for it, which is
one question; and on the proportion, “also, be-

tween the state of the general supply of the circu-

 lating medium and that of the demand for it, which
is another. : .
Paper, moreover (of thch I shall here speak as

1f it were the only circulating medium, it bemg
the only one used in the larger payments), is, to

- some persons, somewhat in the same manner as
bread is to all, an article of necessity. Itis neces-
sary to traders, partly because they have come
under

\ therefore, in all cases, a question of power, and of -
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under engagements to make payments which are
only to be effected by means of their own pre-

~ vious receipts: and. partly because they hold goods

which must, within no long time, be sold for:money,
that is to say, for paper, since a continually growing
loss accrues from the detention of them.  Paper,

therefore, must be bought by the trader: and if

there is a difficulty in obtaining it, the buyer of it
is brought under the power of the seller; and, in
that case, more goods must be given for it.

Let us, now, trace carefully the steps- by which

“an encrease of paper serves to hft.up the -price of

articles. -Let ussuppose, for example, an encreased
number of Bank of England notes tobe issued.
In such case the traders in the metropolis discover
that there is-a‘more than usual facility of obtaining
notes at the bank by giving bills for them, and that

they may, therefore, rely on finding ¢asy meais of -

performing. any pecuniary engagements into which
they may enter. . Every trader is encouraged by the

'knowledcre of this facility: of borrowing, a little to

enlarge hls speculations ;. he’ is rendered, by the
plenty-of money, somewhat more ready to buy,
and rather less eager to selly he either trusts that
there will be a particular profit on-the article which
is the object of his speculation, or-else he judges,

* that, by exténding: his general purchases, he shall

atleast have his share of the ordmary profit of com-
mercial business, a profit which he considers to be
proportioned to the quantity of it. The opinion of

02 an
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an encreafed facility of effecting payments causes

other traders to become greater buyers for the same
~ reason, and at the same time. ‘Thus-an inclination

to buy is created in all quarters, and an indisposition
to sell. . Now, since the cost of articles depends

~on the issue of that general conflict between the

buyers and sellers, which was spoken of, it fol-
lows, that any circumstance which serves to com-
municate a greater degree of eagernessto the mind
of the one party than to that of the other, will have
an influence on price. It is not necesgary to eup-
pose either a monopoly, or a combination, or the
least unfairmess, to exist, or even large and im-

proper, {peculations. The -encrease in the eager-

ness of each buyer may be trifling. The zeal to buy,
being generally diffused, may, nevertheless, have a
sensible aperation on price. S

That, .on the other hand, a reduction of the quan-

‘tity of paper causes a fall in the price of goods, is

* scarcely necessary to be proved. It may be useful,

however, in some degree, to illustrate this point by
facts. I understand, that at the time of the great
failure of paper creditin 1795, the price of corn

" fell, in a few places, no-less than twenty or thirty

per cent. - The fall arose from the necessity of sell-
ing corn under which some farmers were placed,

~in order to carry on their payments. ‘Much of the

circulating medium being withdrawn, the demand

* for it was in those places far greater than the sup-

ply; and the few persons, therefore, who were in
' ' : - possession
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possession of cash, or of what would pass as cash,
having comimand of the market, obliged the farmers
to sell at a price thus greatly reduced. It wasa
new and sudden scarcity of cash, not any new
plenty of corn, which caused the price of corn to
drop. ‘ o KRR R P L A

It has been already obsetved, that some few'days
‘antecedently to the suspension of the cash’ payments
of the bank, exchequertbills,- as well as stocks; when
sold for ready money, that is to say, for bank notes;:
fell in price. Not' many days afterwards; ~although
no material event had occurred :except that of:the
stoppage of the bank, they rose. This fall and
rise in the price of government securities evidently
did not result from any corresponding . fluctuation in
the national confidence :in them ; for the fall took
place when the national eredit would naturally be the
highest, namely, when'the bank was as'yet ‘paying

‘in cash, and’ the approaching ' stoppage was’ pot

known; and the: rise happened when the. national
credit would . be the lowest,. nainely, Wlthm a few
days after thatdiscouraging event.- The reason of
each of the fluctuations unquestionably was the fluc-

tuation in. the quantity of the Bank of England

notes, which, as it has since. appeared, were, during.
the day or two which preceded the: suspension,
about a million less than' they were either a-short

time before or a short time afterwards. The notes

‘being fewer during those few days, the price of them

was, at the same time, higher. It was, in faCfg
-, 0Os therefore,
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therefore, théprice of notes which rose, rather than
that of  stocks which_fell; on the days immediately

_preceding the suspension;-and it was “the price of

notes which a few days afterwards fell, rather th'm
that of stocks which rose *. TR o

- I shall, for the present, consnder the doctrme
which ~has" been laid down,- 4s being sufficiently
ebtabhshed namely, that paper fluctuates in price
on the same pnnmples as any other article,its value
rlsmcr asits quantlty smks, and vice wversd ;. or, in
other words,: that an: augmentatlon of it has-a ge-

~-~ne1al tendency to raise, and a diminished issue to

lower,

* Iu the event of any great pubhc alarm, such, for mstance, as

that wluch mlght be occasionied by the landing in this country of any

considerable body of enemies, it is'likely that' the price of Bank
of: England notes, compared .with': that of stocks,. or other articles
for which there.is a -ready money market; would. in like manner
tise, even though the quantlty of paper should continue the same:

- this would happen in consequence of that encreased demand for bank
‘notes; to whxch it' has been repeatedly observed that a state of con-

sternation ‘alivays gives’ occasion. -Many bankers, at such a time,

‘would'feel ‘a doubt whether they might not be drawn upon more

largely-than; usyal by some of their more timid customers ; and whe-
ther,also, - they might not be subjected to more ¢han common diffi-

- culty in. sellmg govemment securities, an article which, in ordmary

times, they are'used to turn into cash on ‘the shortest notice, and
which, while 2 prompt sale of them is- to be depénded on, they
prefer to bank inotes, because an interest is gained by holdmg the
one, and not by detaining the other, - .7, . . : .

' During the short crisis of an invasion, the advantage oF accrumg
interest would be httle regarded, and each banker, therefore, would

‘ake an effort to exchange his exchequer bills, of, perhaps, his

stocks,

199
lower, the nominal cest of commodxtles, although

| partly for reasons which have been already touched

Upon, and partly for some which shll be hereafter
given, an exact corre3pondence between the quan-
tity of paper and the price of commodities can
by no means be’ expected always to subsist.

‘The reader possibly" may think that, in treating of
this subject, I have been mistaking the effect for the
cause, an encreased issue of paper being, in his esti-
mation, merely a conséquence which follows a rise in
the price of -goods, and not the circimstance which
produces it.. That an enlarged emission of paper
may often fairly be considered as only, or chiefly, an
effect ‘'of ‘high prices, is not meant to be denied.
It is, however, intended to insist, that, unques-
tionably, in some cases at least, the greater quan-
tlty of paper is, more properly speakmg, the cause.
A fuller explanation of this apparentlv difficult and

stocks, for Bank of England notes, an effort which must prove ge-
neral]y inéffectual, supposing the quannty issued- to be the same;
but w}uch, however, would liave the effect of brmgmg down the
comparative price of the article so eagerly offered in exchange for
notes. Thus the price of government securities would-appear to fall,
when, in part at least, it would rather be the price of bank notes
which should be said to nse. Some encrease of the bank issues seems
very justifiable at such a tife's such an encrease, I mean, as should

 be sufficient 'only to prevent what may ‘be termed 2n unnataral rise in
* the value of bank notes. This issue would be the means of pre-

venting a misconception among the public respecting the degree of
distrust in government securities entertained by the dealers in-them,
a circumstance Wthh nnght be of some. polmcal 1mportance in a
fnoment of general consternation.”

- ' 04 disputable

T4
J— S S



- course of exchange suffers no alteratlon
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disputdble position will be. ngen in the further pro-
gress of this Work. & - ' |

| proceed, in the next place, to shew in what
manner a general rise in the cost: of commodities,
whether proceeding from an extrayagant issue of
paper, or from any other circumstance, contributes
to produce an excess of the market price above the
mint price of gold. -~ - . ' SE

- It is obvious, that, in proportlon as goods are ren-
dered dearin Great Britain, the foreigner becomes:
u_nWil,ling to huy- them, the commodities of other

countries which come into competition with our’s

‘obtaininig a preference in the foreign market; and,

‘therefore, that in consequence of a diminution of

orders from abroad, our exports will be dimi:
nished; unless we assume, as we shall findi it ne-
cessary to do, that some compensation in the ex-
change is given to the foreigner for the disadvantage
attending the purchase of our articles. But not
only will our exports lessen in the case supposed

our 1mports also will encrease: for the high Bri~
tish . price. of goods will tempt foreign - commo-

dities” to €ome in nearly in'the same’ degree in

which it wﬂl discourage British ‘articles from going
out. Imean only, that these two effects (that of a di-
minished export, and that of. an encreased. 1mport)

w1ll follow, provided that we suppose, - what is

not supposable, namely, that, at the time when the
price of goods is greatly ralsed in Great Britain, the

For the.
following
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followmg reason; I have said that this is not suppos-
able. Under the circumstances which have been
descmbed of d diminished export, and an encreased
import, the balance of trade must unavoidably
turn ‘against us ; the consequence -of which must
be, that the ‘drawers. of bill§ oh Great Britain-in
forelgn countries will become more in numbér than
the persons having occasion to remit bills. | Thxe
disparity between-the number of individuals want-

ing to draw, and of tliose wanting to remit, as was

remarked in a former Chapter,- must produce a fall
in'the price at, which the oveérabundant bills on Eng-
land sell“in the foreign market. The fall in the
selling-pric‘:e abioad of' bills payable here, will ope-
rate as an advantage to the foreign. buyer of our
commodities-in the computation of the exchange-
able’ value- of that circulating medium of his own
country with which he discharges the debt ‘in Bri:
tain‘'contracted by his purchase: It will thus ob-
viate the dearness of our articles : it will serve as a

»compens{atxonv to the forexgner for the loss which he

would .otherwise sustain by buying in our market,
The fall of our exchange will, therefore, promote
exportation and encourage importation. 1t will, in
a great degree, prevent the high price of goods in
Great Britain from producing that unfavourable ba:
lance of trade, which, for:the sake of 1Ilust1atmg
the. subject; was suppogsed to-exist. .

The compensation thus made. to ‘the forelgnet
for the high British price of all articles is necessary
as an inducement to him to take them, somewhat

in
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in the same manner as a drawback ‘or bounty on
exportation. is ‘the mecessary inducement ‘to take
those particular goods which have been rendered
too dear for the foreign market by taxes laid on
them in this country. In each case the British con-
_sumer  pays the high price, and the foreigner is
spared, because otherwise: he wx]l not accept our
commodities. : ST 3

The fall in our exchange was just now deﬁned
to be an advantage gained in the computation of
the exchangeable value of that foreign circulating
medium with which the foreigner. discharges ‘his
" debt.in Great Britain, a debt paid in the circulating
medium of this ‘country. It implies, therefore; a
high valuation of his ‘circulating medium, ‘and <a
Jow valuation of our’sj a low valuation, that is to
say, both of our paper and of thc coin whlch is'in-
terchanged with it. 2 .

Now, when coin is thus rendered cheap, it by
no means follows that bullion is: rendered cheap
also. Coin is rendered cheap through its consti-
tuting a part of ‘our circulating medium but bul-
lion does not constitute a part of it. " Bullion is a
commodity, and nothing ‘but a- commodlty, and it
rises and falls in value on the same: prmc1p1e as‘all
other commodities. It becomes, like them, ‘dear in
« propomon as the circulating medium for which’ it
is exchanged is rendered cheap, and cheap in pro-
portion as . the c;rculatmg medium 18 rendered
dear. » ~

In
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In the case, therefore, which has now been sup-

. posed, we'are to consider coin as sinking below its

proper and intrinsic worth, ‘while bullion ' maintains
its natural and accustomed price. Hence there
arises that temptation, which was formerly noticed,
either “to convert back. into bullion and then to

_export; ‘ory-which is ‘the same thing; to eprrt and

then convert back into- bullion; or, thch 1s also
the same’ thmg, to convert back into bulhon, and
then sell to the bank, at the price which would be -
gained by exportation; that gold which the bank
has purchased, ‘and h'xfs converted from bulhon mto
colm. R «
- In’ this manner an encrease of paper, supposing
it to jbesuch s to ‘raise the price of commodities
in Britain above the price at which, unless there is
some allowance afforded in the course of exchanwe,
they VVJ“ be received in forewn countries, cons,
tributes to produce an excess of the market price:
above the mint prlce of gold, and to prevent, there-
fore, the introduction of a proper supply of it into
the Bank of England as well as to draw out of its
coffers, that coin whxch the directors of the bank
would wish to keep in them. . S
~ Dr. Smith appears to-me to'have treated the im-
portant subject of the tenidency of an excesswe pa-
per circulation to send gold out of a country, and thus
to- embarrass its banking establishments, in a manner
which i is particularly defectwe ‘and unsatisfactory.
It is true, that he blames the Bank of England-
for




- Dr. A.Smith, Vol, 1. page 451; 4thedit. Oct. = = & -
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for having contributed to bring on itself, during se-

veral successive years, a great expence in buying

gold through a too great: circulation of its paper;
and that he also charges the Scotch banks with hav-
ing had, through their excessive issues, a share in
producing this-evil, Thus, therefore, he seems to
give to his reader some’ intimation of the ten-
dency of an.excessive issue of paper to create an
excess of the market price above the mint price
ofi gold*. R O SV PR ~

It appears, however, in: some .degree, from the

| passage in question, - though: much ‘more . clearly
from other parts of his work, that he considers

every permanent excess, whether of the market

‘price above the mint price;or of the mint. price

above the market price of gold, as entirely re-

# « By issuing too great a quantity of ‘paper, of which the ex-
¢ cess was continually returning in order to be exchanged for 'gvoldy
« and silver, the Bank of England was, for niany yeats together,
< obliged to-coin gold to.the extent of between eight hundred thou-
*¢ sand poundsand a million a year. For this great: coinage the
¢ bank (in consequence of the worn and degraded state into which
«. the gold §oih’ h‘gd‘ fallen a few yeats ago) was ﬁ'equentIy: /bl;li'ged'
«¢- o purchase’ gold bullion at the high price of 4. an ounce,  which

«¢ it soon after issued in coin at 34 17s. 1604d. an ounce, losing, .in

«¢ this manner; between two and a half and three per cent. Though

" the bank, therefore, paid no seignorage, though the government.

¢ was properly at the expence of the coinage, this liberality of go-
«¢ vernment did not prevent altogether the expence of the bank,”—
Enquiry into the Nature and Causes of the Wealth of Nations, by

ferable

a
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ferable to ¢ something - in the state. of :the

coin*! " SR e
In one place he remarks, that a high price of
bullion arises from the . difference between the,
weight of our more light and that of our more
heavy guineas; the value of the gold in the heavier
guineas, as he represents the case, ‘determining
the general current value of both the lighter and
the heavier pieces of coin;.and the superior quan-
tity of gold in the heavier guineas constituting,
therefore, so much profit on, the melting of those
heavier piecest: a supposition manifestly erro-
neous, -and contradicted by exp_eriencé ; for it im-
. * plies

© % ¢ When the market price either of gold or silver bullion con-
e tinues for several years together steadily and constantly either mors
« or less above, or more or less below, the mint price, we may be
< assured that this steady and constant either superiority or infe-
riority of price is the effect of something in the state of the coin,
« which, at that time, renders a certain quantity of coin either. of
es. more value or of less value than the precise quantity of bulljor
¢« which it oughtte contain.”’~Smith on the Wealth of Nations,
Vol. L page 69, 4th edit. Oct. ‘

4+ « Tn every country the greater part of the current coin is almost .

 always more or less worn or otherwise degenerated from its stand-
< grd., In Great Britain, it was, before the late reformation, 2
¢ good deal so, the gold being more than two per cent. and the silver
¢ more than eight per cent. below its standard weight, But if
¢ forty-four guineas and a half containing their full standard weight,
« a pound weight of gold, could purchase very little more than 2
¢ pound weight of uncoined gold, forty-four guineas and a half

“ weight,

_wanting a part of their weight, could not purchase a pound




¢ part of it which was daily melted down.”
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plies that the excess of. the market price above the
mint price of gold both never is and never can: be

Greater than the:excess of the weight of the heavier

above the lighter guineas; and, also, that the price

of bullion ocannot fluctuate while the state of our

¢oinage remains in all respects the same:.  We have
lately experienced fluctuations in our exchange, -

and: correspondent ‘variations in the market price;

compared with the mint. price of gold, amounting
to-no less than eight ‘or- ten per cent., thest«a,te

kS

« weight, and something was to be added,-in order to make up the

o

¢ deficiency. . The current price. of gold .bullion at market, there-
fore, instead of bemg the same with the mint price, or 464 14s. 6d.
was then about 47/. 145, and sometimes about 4872 When the

¢ greater part of the coin, however, was in this degenerate condi-
€

€

~

€

-

-

tion, forty-four guincas and-a half, fresh from the niint, would

.“'-purchase no more goods in the miarket than any other ordi-

« nary guineas; ‘because, when they come into the - coffers of the
¢ merchant, being confounded with other money, .they. could not
“ afterwardsbe distinguished, without more trouble than the difference
¢ was worth.' Like other . guineas, they were ‘worth no more than
“ 46L 145, 64." Tf thrown into. the. melting pot, however, they
« produced, without any sensible loss, 2: pound weight of standard
¢ gold, which could be sold at any time for between 47/ 145, and
s 48/, either in gold or silver. . There was an- evxdent profit, - there-
« fore, in melting down new coined money ; and it ‘was doneso
¢ instantaneously, that no precaution of government could prevent it.

«

¢ The operauons of the mint were, upon this account, somewhat

¢ like the web of Penelope ; the work that -was done in the day

& was undone in the night. ‘The mint was employed not so much

¢ in making daﬂy additions to the coin, as in 'replaqing the very best

o

P
of our, coinage continuing, in\ all respects, the
same. o :
+ Dr. Smith r¢commends a seignorage, as. tendmg
to raise the value both of the lighter and heavier
coin; and thus, also, to diminish, if not destroy,
the excess of the market price above the mmt price
of gold *. :

It

* « Were the private people who carry their gold-and silver to
the mint to pay themselves for the coinage, it would add to the
value of those metals in the same manner as the fashion does to
¢ that of plate. Coined gold and silyer would be more valuable
% than uncoined. The seignorage, if it was not exorbitant, would
% add to the bullion the whole value of the duty, becduse the go.
¢ yernment having every where the exclu§1ve privilege of coining,.
no coin can come to market cheaper than they think proper to
¢ afford it.

«¢ A seignorage will, in many cases, take away altogether, and
“ will in all cases diminish, the profit of melting down the new
¢ coin. ‘This profit always arises from the difference between the
quantity of bullion' which the common currency ought to con-
‘¢ tain, and that which it actually does contain, If this difference
¢ is less than the seignorage, there will be loss instead of profit.
If it is equal to the seignorage, there will neither be profit nor
‘ loss. 1If it is greater than the seignorage, there will, indeed, be
¢ some profit ; but less than if there were no selgnorage.”-—Smlth’
Wealth of Nations, Vol.II. Book IV. Chay VL. pages 333, 334
and 335.

These observations of Dr. Smith, on the subject of.a selgnorage,

€
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¢
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seem erroneous in the followmg respects. Plate, when bought, is.

purchased in order not to be sold again, but to be retained by the

* possessor ; and the price paid by the original buyer may, therefore,
be not unfairly considered, as it is by Dr. Smith, to be the current.

price of the article.

Gold, on the contrary, is no sooner bought
‘ and
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S {4 is'remarka*blegthat this: Writer does not, in 'any
deoree, advert either to that more immediate cause
(a fall of.our-exchanges), from which L. have, in this
as. well as in a former Chapter, described the ex-

N .

and coined, than it is sent into cxrculatxon; it is sold, that is to say
(or exchanoed for commodities ), again and again. 'What we mean,
therefore, by the current price of gold coin, is that price at which
it passes, pot in the original bargain for bullion between the seller
of it and the b'mk but in the general course of this subsequent cir.
eulation. Gumeas, moreover, not only cxrculate at home, but are
. lxablc to be sent abyoad in the eyent of any unfa,vourable balance of
trade. They are worth, in that case, just as much as the foreign
eountry will - give for them ; and the forexgn country, in estimating
thieir value, since it means to ‘melt them, does not at all take into its
calculation the expence of the coinage of the piece of metal. It

acts like & buyer not ‘of new but of old plate, who destines it to.the -

meltxng pot, ahd, therefore, refuses to allow any thmg for “ the
fashlon.

This forexgn prxce of our com plmcxpally determmes the current
value of the price of coin in England It appears to me to do this
in the f0110w1ng manner.

‘When the pnce which our coin wxll fetch in forexgn countries is
such as to tempt it out of the kingdom, " the directors of the bank
naturally dummsh in some degree, the quanuty of their paper,

through an anxxety for the safety of their eftablishment. By dimi-

* nishing their paper, they raise its valpe; and ‘in raising its value,.
they raise also the value in England of ‘the current coin which is ex-
changed for it. T hus the value of our gold coin conforms itself to
the value of the current paper, and the current paper is rendered by

_the’ bank directors of that value which it is necessary that it should
bear in order to prevent large exportations ; a value sometimes rising
2 little above, and sometimes falling a Tittle' below, the pr;ce which
our coin bears abroad; a price, in the formatxon of whxch na revard

is had to'the fashion. A
seignorage,

cess

" lessened.-
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“cess in question, as, in‘all cases, 'zxfisingi; ‘or to that

more remote one on which ‘I have lately : dwelt,
namely, a too high price of goods, Wthh produces
a fall of our exchanges, o :

Dr. Smith: does not, in any of his’ observatlons
on this subject, proceed sufficiently, as I con-
ceive, on the practical principle of- shewing how

it s through the medium of prices (of the - prices™

of goods: in 'general, and of “bullion in: partlcu-
lar, compared with -the price- of the current cir-
culating medium), ‘that the operations of importing

A seignorage, nevertheless, might add to'the cutrent value of -

the coin of the kiigdom for the followmg reason. It might in-

clme the directors of the bank to improve the value of their paper by

a stricter limitation ‘of it, for the sake of more eH‘ectually exempting’

themselves from an occasional burthen, which is now borne for  them’
by the government... The 'point felow which they would wish to
prevent. their paper-from falling: would still be the same as it is now,
naiely,. the selling price - of our coin when melted and carried to
foreign countries : the care, however, which.they would take to pre-
vent its falling below that price would, perhaps, be greater, and
would be such as to raise its average price, if, in the event of each

depression, they should be subject not only, asthey are now, to’
"Joss in the purchase of gold, but to a further loss in coining’ it.

There seems no reason, however, to suppose, that the degree of
fluctuation which is now apt to subsist between the market price and
mint price of gold could, by any efforts of the bank, be materially
Tt results from the fluctuations in the excharge; and those
fluctuations, -in- general, proceed from variations in the markets of

Europe, which affect the balance of trade, and cannot, by any ma»
- nagement of bank paper, be exactly counteracted ‘

P ‘and
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and; exportmg gold are- brought about. He con-
siders our. coin: as; going abroad -simply in conse-
quence of our:, circulation at home being over. full.
Payment in coin, according to his doctrine, is de-
manded of every bank for as rnuch of its paper as
is, exceSSwe, because the. excessive paper cén nei-
Whereas, when 1t is chanored lnto coin, . t‘ne coln
may be transmxtted toa forelgn part,-and may there
be advantageously. employed* S ey

The reader will perceive, that, accordmw to the
Apnncxple which I<have endeavoured to est'xbhsh
Com does not merely leave the country because, the

s The r;oﬁ'ers of a bankmg compzmy whlch issues: more;paper i
é¢ than can be.employed: in the circulation of ‘the country, .and of g
< which the.excess is continually returning upon them for piyment; !
< though they ought to be filled mucli fuller, yet: must, empty them- :
< selves: 'muchwf}ister-' than if their business'was. confined within more . ' '
_ ¢ yeasonable.bounds;. and. must require not only-a’more: violent but
“ a;more’constant and uninterrupted exertion of :expence in-order
s to , replenish. them. The coin, too, whtch is .thus - contmually
‘¢ drawn: in such:large quantities from their’ cotfers cannot -be em-
¢ ployed in the: sirculation of the country. It comes in place of a
¢ papert  which is-over and - above- what can be employed in:that cir-
« eulation,, and; is, therefore; over and: above what can-be em- ]
¢« ployed: in/it too, . But as that coin will not: be allowed to lie idle, i ‘
¢ it must, injone shape or another, be sent abroad, in order: to-find ;
é that profitable employment which it ‘cannot find at horhe ;. and this
" 4. continual exportation of gold and filver, by enhancing:the diffi-
S culty. must: necessanly, ‘enhance:- stdl f’urther the expence .of the
| ¢, coﬂ'ers which empty themselves 50 very rapxdly ——-Vol I page
50.

circulation

»
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circulation being full, no ‘use can ‘be found af home
for additional cm:ulatmg medium s but that every
encrease of paper has been represented as énhan-
cing the price of goods, which™ advanced pricé of
goods affords employment to 4 larger quantity of
~circulating" medium, so that the cxrculatlon can he-
ver be said to be over full." This advanced pricé of
croods is the same thmg asa reduced price of coin;
the com, therefore, in consequence of its reduced
pricé, s ‘carried out of the country for the sake of
obtammg for it a better market The heav1er pleces,
undoubtedly, will be preferred if there is a facility
of obtaining and transporting them ; ‘but the lighter
‘guineas will alsa be exported, when the state of the
exchange shall be sufficiently low to afford a profit
on such a trafisaction. One of the consequences

- of Dr. Smith’s mode of treéating the subject, is,

‘that the reader is led into the error of thmkmcr that
.when, through an excessive issue of paper, gold has
‘been ‘made to -flow away from us, the expence of
restormg it consists-iiérely in the charge of collect-
ing it and transporting it from the place to which it
is gone. . It follows, on the contrary, from the prin-
ciples which I have laid ‘down, that, ‘in order to
bring back gold, the expence not only of importing
it may be to'be incurred, but that also of purchasing
it at a loss, and at a loss which thay be either more
or less ‘considerable: a circumstance of great im.
‘pottance in the’ questlon If thisloss should eveér
become extremely great; the difficulties of restoritlg
A P2 | the
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-great m'xccuraCles 1in one part of his reasonmcr upon
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the value of our paper might not easily be sur-
mounted; and a current discount or difference be-
tween thc coin and paper of the country Would

'~scarcely be avoxdable

“Dr. Smith, indeed, ‘1‘epresent‘s the e*cpenee of
brmgmo back: gold - as’ considerable; but he seems

‘to 1mpute the greatness of ‘it to the cwcumstance of
its recurring again and.again: and he describes it

as.continuing to recur in the case of each individual

“bank, . whether in town- or country, -which pemsts
in the false policy of issuing more paper than ‘is

sufhcxent to. fill the circulation of the nemhbourmg
-1 shall here take occasxon to notice.some

thls point. SR .
He says—._ A bankma company whxch issues

_“ more ‘paper than can be employed in the circu-
<< Jation-of the country, and of which the excess is
< continually returning upon them-for payment,
‘¢t ought to encrease the quantity of gold and silver

«¢ which they keep at all times in their coffers, not
« only in proportion to this excess, but to a much
“ greater proportion. Suppose, for 1nstance, all

¢ the paper of a particular bank, which'the circu-
_¢¢ lation-of the country can easily absorb, amounts
\“‘“tofforty',thousand pounds, and’ the bank keeps '
-« ysually ten thousand pounds in gold and silver for
.-_#¢ its occasional demands.

_*¢ tempt to circulate forty-four thousand pounds,

If this- bank should.at-

« the ‘excess of four thousand pounds will return as

¢ fast
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“ fast as it is issued. Fourteen thousand pounds

. must then' be kept mstead of .ten thousand
“ pounds, and the bank will gain nothing by the;

€ excessive cn‘cu]atlon. On the contrary,” it will
< lose the’ who]e expence of contlnua]ly collectlng
« four thousand pounds in gold and silver, which

« will be contmually gomg out of its coﬂ”ers as fast

¢ as they are brought in.’ R

He then adds———“ Had every particular- bank al-

< Ways understood and attended to its own inte-

« rest, the circulation would never. have been over-
“ stocked with paper money.”

- There is, no doubt, some sort of ground for say-.
ing that an excess of paper will come back upon
the baan which issue it, and- that,*in coming back;
it will involve the issuing banks in expence. Much
exception, however, >might be taken against Dr.
Smith’s mode of estimating the expence which the
quantity which would come back would bring upon
the issuing banks. But the objection which I shall, in
the first place, urge against the remark of Dr. Smith,
is, that ‘even grantmo' it to be just, it can ‘be Just

“only in a case which can scarcely ever occur among

the country banks of this kingdom. - I mean, that
it can apply so]ely to the case of a single bank of

~ which ‘the. paper "circulates - excluswely through a

surroundmg dxstrlct it 0bv10usly cannot hold‘ in
the casé of many banks; the: paper’ of aIl of Wthh»
u1culates in the same district,

P3 In
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- In order to explain this clearly, let us make the
fol]owmg supposition. . Let us imagine the circu-
lation of country bank paper which a certain district
will bear to be one hundred thousand pounds,
~ and ten banks to be in that district, each usually
. circulating and able to keep in c1rculatxon ten thou-
-sand pounds. Let us also suppose an excessive
issue of four thousand pounds, and let us allow the
effect of this on the ten banks to be that which Dr.
-Smxth describes, a point which might certam]y be
dlsputed namely, that a ‘necessity will arise. for
always keéeping (for 'this is what Dr. Smlth’s lan-
guage implies) an additional stock of gold amount-

ing to exactly four thousand pounds, and also thata

relterated expence will be incurred (Dr. Smith does
not say how frequently reiterated) in collecting and
transporting these four. thousand pounds of gold,
Still it must be observed that we may suppose the
issue of the four thousand pounds excessive paper
o be made by some one only of the ten banks, w}nle
the charge mcurred by such issue may be divided
among them all. It may, therefore, on Dr. Smith’s
own. prmcxples, answer to one of several banks
“ emxttmg paper which circulates in the same. place,
-to issue the paper which is considered by him as ex-
cessive; and the practice of doing so may be owing

to the .country banket’s too well knowmv his own -

mterest, and not, as Dr. Smith: supposes, to his too

-1ll upderstanding it,.
e But

el 6 i
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But the case which I have supposed has been

- put. merely by way of illustration. - When many

banks issue notes circulating. over the same district,
it is 1mp0531ble to say whose paper constitutes the
excess. Whatever: temptatlon to excess exists,
must be a general one. It 1s, however, counter-

“acted not only by the charge of transporting gold,

on which alone Dr. Smith dwells, but likewise by
all the other charges, aswell as by all the risks to

which country bank notes subject the issuets; not

to mention the difficulty of finding a channel
through - which a quantity of paper much larger

" than common can be sent by the country bank into

circulation. o

' Dr. Smith supposes, in the passage thch has just
been quoted, that, when there is an excessive circula-
tion of country bank paper, the excess réturns upon
the banks to be exchanged for gold and silver: The
fact is, that it returns to be exchanged not for goldand
silver only, but either for gold and silver, or for bills
on London.” A bill on London is an order to receive
in’ London, after a certain interval, either gold or
Bank of England notes. This order ‘imposes ‘on
the country banker the task of providing a fund in
L.ondon sufficient to answer his draft: it serves, how-
ever, ' to -spare that expence of transporting gold,
as well as to lessen that necessity of maintaining'a
stock of* gumeas, ~which Dr. Smith assumes to be
the consequence of every ‘excessive emxssxon of

’ P4 - . notes,

i
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notes, and to be the certain means, if bankers do but
understand their interest, .of limiting their issue.

- The remark which has just. been made derives
partlcular importance from the circumstances of the

: perlod through which we have passed. For, if the

- usual ‘means of preventing an excess of country”

_bank notes were nothing else than the liability of
the issuers to be called upon for a money payment
of them, it might faitly be assumed, that, at a time
when the money payment of them has been sus-
pended, we must necessarily have been exposed to

_the greatest inundation of country paper, and to a
proportlonate depreciation of it. The unbounded

issue of country bank notes has been restrained by

the obligation under which country bankers have
considered themselves to be of granting bills on
London ; that is to say, erders to receive in London
Bank of England paper in exchange for their notes,
if required to.do so: and it is certain that they
would be required to do so whenever the quantity
of their notes should ‘be much greater in propor-
.\tlon to the occasion for them, than the quantity of
the notes of the Bank of England in proportlon
to the occasion for those notes.
For the sake of explaining this; let it be admxtted

for a‘moment, that a country bank has issued avery:

extraordinary quantity of notes. -We must assume
these to be employed by the holders of them in
making purchases in the place in which alone the:

country bank paper passes, namely, in the sur-
rounding -

o R St il 0 M L
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roundmg district. The effect of such 'pu‘réhésés“,
-according to the prmcxples established i in this Chap-

ter, must be a great local rise in the price -of ‘ar-

ticles. But to” suppose a .great and merely Tocal |

rise, is to suppose that which- can ‘never happen
or which, at least, cannot long continue to exists
for. every purchaser will -discover that ‘he.can buy’
commodities elsewhere-at a- cheaper'rates and he-
will not fail to procure themr in the quarter n thch
they are cheap, and to tranfport them to the spot
in which they are dear, for the sake of the profit on
the transaction. In order that he may be enabled to
do this, he ‘will :demand to have the notes which

‘pass current in the place in which we have sup-

posed-goods to have been rendered dear by the ex-
traordinary emission of paper; converted into the cir-

~ culating medium of the place in which goods are
cheap: he will, therefore, require to have his coun-

try bank note turned into a Bank of England note,

or into a bill on London, which 1s_nearly the same |

" thing, provided Bank of England notes are fawer in
proportion to the occasion for them than the country '

“bank notes ; that is to say, provided Bank of Eng-

Jand notes have less lifted 'up the price of goods in

London than country bank. notes have lifted up

the price of goods in the country.

- This pomt may be still more fully illustrated in
the: follovs.rmor manner. Let ‘us imagine a mercan-
tile house to.consist of two branches, the one placed

in the metlopolxs, the other in’ the country, and

each
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each branch to be accustomed to make certain pay-
‘ments in the spot: in which it is situated, each,
however, to be in the habit of borrowing as largely
as ‘it ‘is able, the one of a neighbouring country

bank, the other of the Bank of England, and of

applying these loans to the joint use of the trading
concern. . Let us next suppose an ./ex}tr.aordmary
facility of borrowing at. the country bank. to arise,
“while the opportunities of obtaining loans at the
Bank of England remain the same®, In such case

. thes mercantile house, . provided -its London pay~

ments continue to bear the same,proportlon. as be-
~ fore to its country payments, which will- hardly. fail
to be the case, will exchange some part of its en-
creased loans in the country, consisting in:country
bank notes, for bills on:London, or, in other words,
" for Bank of England notes.. It will thus adjust;
with the greatest nicety, the quantity of London
" and of country paper to the amount of the pecu-
niary demandsupon it in cach quarter; and, in doing :

* The case here put 1s assumed to exxst onIy by way of argu.
ment. The pomt intended to be shewn, is, that the case cannot
happen or, atleast, that such cannot be the case, at the same time,
of ail the country banks in the kingdom. A single individual, it is
true, may find his means of borrowingata partlcular country banL
to encrease in the manner which is here. supposed ; for he may ob-
tain a preference over other borrowers. A smgle bank, also, may
find its means of lending to encre'xse for its notes may usurp the -
place ‘of those of -other banks. ‘There can, vhowever, be no mate-
rial enlargement on the whole of the paper of the country, whxle the
facility of borrowing in London remains the same,

S0,
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80, 1t will contribute to prevent the supply of notes
in exther place from becommv greater in proportion

to the demand than in ‘the other. :What -has been
supposed of one house, may be supposed of many
similar ones ; and not. only: of houses of the parti-
cular- description . whlch has been spoken of, but
also of the several independent establishments in
the two distant places which have pecuniary trans-’
actions tocrether, and ‘have an interest in accommo-,
datmrr each other. Their general operatlons, of a
pecumary kind, must be such as always to check.
a local rise in the price of commodxtles in either
place while it is as yet so small as to be scarcely
perceptlble In this manner, therefore, the ex-
changeableness’of country paper. for London pa-
per will never fail very nearly to equalize the va-
lue of them both. . Itis, moreover, important clearly
to point out that their value will be equalized, or
nearly equalized, not by a tendency in- the: London
paper to partake in a low value which the country
paper has acquired. in consequence-of its not being
limited by any voluntary act of the i issuers ; nor by
a tendency in each to approx1mate in value to the -

~ other; but by.a tendency in the country paper to

take exactly the high value which the London paper
bears in consequence of its being restricted by
the issuers. That this must be the case is plain,
from the remark which hasjust been made} for it
has been shewn, that the country paper, however -
it may fail to be limited in quantity by any mode-

ratlon
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ration or prudence of the  issuers,: becomes né léss
effectually limited’ through the cucumstance of thexr
being - compelled by ‘the ‘holdérs to exchange as
mueh of it as is exce§sive -for-the Fondon paper
which is limited ; whieh is' limited, T’ mean, in con-
sequencé of a prmcxple of : llmltatxon which' the ‘di-
rectors of ‘the Bank of Enor]and have preserlbed to
themselves. - SR
~ The courntry 'paper, let'it then be observed
does not add any- thing “to’ the- quantrty of  the ‘
London’ paper; - “for- - the effectual limitation of
the London paper is ‘the great point, which it
must be borne in mind, that -we have assumed
The country paper, therefore; does not’ 1n any de-
gree diminish the ' price of the London paper; for
its price must remain fixéd so lonv as its quantlty
continues fixed, supposing, ds we do In our present ‘
argument, that the demand for it is the same. - It
has been proved ‘however; that the country paper is
rendered, by its exchangeableness with the London
paper, alimost exactly equal to it in value. It IS,
_then, rendered’ almost’ exactly equal in value to'a 5
. paper of which the value is completely sustained.
Thus, therefore, the limitation of the supply of the |
single article of London paper, of which, however,
~ we are taking for granted that the demand continaes
‘the same; is the means both of sustaining the value
‘of London paper, and also of sustaining the value
as well as hmltmg the quantlty of the whole paper v
of the country, .. . - TLo. 3
: It}
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It is, however, necessary here to point out to the
reader, that, in the immediately preceding observa-
tions, we have assumed certam facts to exist, for the
sake of stating clearly a general principle. It will
be the object of a succeeding Chapter to- shew .in
what respects the case. thch has been supposed

o

dxffers from the actual one.
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CHAP IX. o

Of the C'zrcumsfances w/uck causc t/ze Paper of "

 the Bank “of England, as well as all the ofizer

Paper of the Country, to fail of lzavnw their Va-

lue regulated according to any exact Proportion
to the Quantily of Bank of England Noles.

SEVERAL points may be considered as’
having been assumed, for the sake of descrxbmg
clearly thé principle which was laid down in the
close of the former Chapter. They may be stated
to have been the following.

First, the notes of the Bank of hno]and were

'spoken of as forming exclusively the whole circu-

lating medium of the district which surrounds the
metropolis, and as having no circulation beyond the
boundaries of that district. The object was, then,
to evince, that supposing, secondly, the quantity
of Bank of England paper to continue the same
and supposing, thirdly, the payments within' the
district to be the same ; and supposing also, fourthly,
the general circumstances to be such as to render

_the same quantlty of circulating medium just as
sufficient as before to effect the same paymentss

the Bank of England paper ‘could not fail both to

'mamtam its own value, and also to maintain the

value
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value as well to restrict the quant1ty of the general
paper of the country.” ' e
In attemptmg to shew'in what respects the ‘case
thus put may. have differed: from the actual one; I

"shall advert to each of the :fout’ pomts Whlch have

Just been mentioned. . nin

- First, the notes of - the Bank of England have a

circulation, which'is not perfect]y exclusive, over
any definable district.” In the metropohs itself, and

in itse nexghbourhood, they are the only: curtent

paper,. some coin ' circulating also. o many
distant: parts of the country a very small quantity

-of Bank of England notes circulate, and also mueh ‘

other paper; as well as»a- certain quanuty of coin.
This London and country coin, ‘as well as country
‘paper, may happen through various: causes to-sup-
plant the Bank rofs England paper, or to be’ sups

planted by it, eithies in a vreater orin a less degrees; '
and every such variation wxll have an: effect which

it is necessaryto-consider. If, for example,a larger
quantity than usual of . Bank of England notes
should circulate in the country; then the quantity
of them ‘which remains applicable to the usesof
the London district: will be smaller, supposing the

‘total amount issued to. be the same. ' In the case,

therefore, of moére Bank' of England notes circu-
lating in the country, and ‘in the case also of some
Bank of England notes occupying the place of gui-
neas: antecedently -current’ in’ London, an issue of

a larger total quantity of Bank of England paper _

wzl!
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'will be nécéssary,. i order to give the same means
as before of effecting London payments, -and in or-
der ,_to produce the same limitation as before” of the
total quantity of circulating paper in the country."

. . All the one and - two pound notes of the Bank of
England (a species of paper which has been issued
‘only since ‘the. suspension of its cash payments)
have clearly formed that sort.of addition to the
‘bank paper of which I have been speakmg ‘These
have _ circulated, some in London; and many of
them in the country, in the place of guineas, which

have disappeared; and the amount of them has’

lately been. two millions. In’ order, therefore to
produce the same effect on the country paper as
before the suspension, the total amourt of Bank
of England notes lately circulating ought Yo have
exceeded the quantity issued before the suspension
by about two millions, supposmg all other thmgs
the same. ,There are other causes which occasion-

- ally produce variations in that part of -the Bank of -

LEngland paper, which assists in supplyi ing the distant
country circulation: and these varlatlons may some-
times be-considerable, and may not easily be esti-
mated: They probably, however, ‘have not lately
been-material. For though, while the practice of
paying in gold has been suspended, country banks,
on the one hand, may have been ‘encouraged sorfe-
- what more than before to push their notés into cir-
cu]atxon, and may . thus have. supplanted some of
the paper of the: Bank of :England usually passmg

in
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in their neighbourhood; they certainly, .on" the
other hand, have many of-them kept lately, in their
drawer. a, fund of Bank: of England notes, which -
was mot heretofore deemed. necessary, for the:sake
of being able to oﬂ'er these in payment of their own -

paper®.. . Lo 0 nae

-+I:have to con31der, secondly, how far, a]lowmg

'for that drﬁ"erence of two millions:of which: mention ’

has.been made, the circulating quantity .of Bank of
England paper has lately corresponded with that of
antecedent periods. - :

The average amount of Bank of England notes
in’ crrculatlon durmg three years ending in De-
cember 1795, appears to haye been 11 975,a73l
The amount in circulation on the 26th of’ February
17917, the day antecedent 'to the suspensxon of the
cash payments of the bank, has been already stated

© to.have been) about 8,600,000L, - this "being ‘that

very low sum to which - ‘they were then reduced.
By a statement of ‘theéir amount on the 6th Decem-
ber 1800, laid before the House of Commons, they‘
appear to have been then 15,450,970/ This last

‘mentioned sum includes the two. millions of one

andtwo pound notes. If these two millions are
deducted, the amount on the 6th December 1800
will exceed the average. amount in three years an-
tecedent to the suspensxon of tbe cash payments of -

Yo iy .

* Some Bank of England notes have also - been recently eme
ployed in the place of small bills. on London, the use of which has

" been drscouraged by the late addmonal duty on bxlls and notes, -

Q the
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It remains, however, to
be observed, that the notes ‘of the Bank of Eng-
lind were stated 'to the Housé'of ‘Commons by the

, govemor -of that company, in the’ sprmrr of 1801 s

to ‘have been then reduced to-a sum less by about
a million and a half than their amount on the 6th
December 1800. The total quantity, therefore,

- of ithe Bank of England notes.in circulation. in -one

‘part.of the ‘spring of 1801, if the two millions” be

deducted, almost exactly agrees with their average

amount durmg the three years. endmg December
1795* _ : C
. We

& Thxs account of the comparatwe quantmes of the ‘Bank of

, If.rigland notes cn‘culatmg ‘before, and of those cxrculatmg after the

suspension of the dash’ payments of the bank, differs greatly from
that of Mr. Boyd, ‘who has, in his pamphlet, mmutely investigated
the same subject. /Theé ‘causes of this -disagrecment are the fols
}owmg.; :

He mentions, as have done, the amount of Bank of England

notes to have. been, on “the 6th December 1800, 1 5,450,9701 He

- then compares this their highest amount (for such, or néarly such,

Tconsider it to be), first with their lowest amount, namely, with
their arount on the 26th Fcbruary 1797, which was’ 8,640,250/,

and then with their average amount for three years : antecedent to

the suspensron of the cash payments of the bank, viz. 1 1,97.557 31 s
the sate average amount at which 1 have reckoned them, for I have
adopted ' Mr. Boyd's own “statement, He then infers, that, on the
first of ‘hisPrinciples of comparison, afi addition of nearly four-fifths,
and, on the second, of three-tenths, had been made to the sum m
c1r<:ulatxon. ' :

“To ‘this’ ‘representation the aﬁsWer 1s, as will ° appear from
the text, first, that ‘of "the 1:,4;0,9701 stated ‘to- the “House
' . . : of
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‘We have to consider, thirdly, whether the pay-

ments of  the: metropolis may, be hkely to have

been the same in the last year as in some. preceding

years. . ’ : '
A sub)ect in. the examination of wluch there
may seem | to be some dlfﬁculty, shall here, m
el : BT . e e the

of Commons o be the amount of Bank of Engiand notes in circa-

lation on the 6th December 1800, thc sum of about’ two millions,
consisting‘in one and two pound notes; cmght to ‘have been:deducted

by Mr. Boyd in forming his comparison.: .. These. notes -evidently -
 filled the place which was be{ore occupied by. gmneas. They were,
for that reason, not added to the 1 3,450,9701. m ‘the return made

by the 'bank to parliament, aé they have been'in’ “the pamphlet of
Mi. Boyd,’ but -were sét down as a separate article.  ‘Banikers have
commonly given “out; these,one ‘and two.pound notes asa substitute for

- guineas; and every individual, whether in London or in the country,

who has had a note of this description in his pocknt, has obkusly
kept it in the -place of gold.
It is to be replied, secondly, that thé sum of 8 64.0,2501

with which one of the comparisons of Mr. Boyd is made, is that |

remarkably low sum to which the bank improperly, as.I have ven-

tured to suspect, and certainly to thé no small distress.of the metropolis,

had suffered their notes to fall on the day antecedent to the suspens
sion of thexr cash payments, a sum of the smallness. of which Mr.
Boyd. hlmself has complained. = Their notes on the 18th February,
that is,exactly one week before, were « .o eoceceens £ 95137,950

_ They were two WeeKS DEfOIE « v vvw venssvasaorsane 954313550
Three W'ﬁeks‘before ® o0 0 -1 Ss ev s s0ee.sies st es 0 9,667,4—69
Amonth BefOre s evvevevevsnrsoseenneessssenss 10,024,740

And five, weeks Beforg 1o e sinieeaasseesonsnssssss 105550830
‘Their'notes, also, immedidtely after they were at that lowest sum of

.8 464052501, ‘with which Mr. Boyd forms the first of his compan’sons, '
were: encrease.d considerably : they were; on the 4.th March, that.is,
Qz oo doRe
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the ﬁrst place, be dlscussed

notes is limited ‘by the bank: directors who' issue
them ; and that the quant1ty of country bank pa-
per; though restrlcted inan equal degree, is li-

mited not by the act of the issuers; but through

the circumstance of its exchangeableness for Lon-
don. paper.

for that one, is the same, or nearly. the, same, as

the quantity of the other in- proportlon to the call

for the other. o

one week aftex, 10,4.!6 5201., and they were gradually ralsed snll‘

higher. .

There can, therefore; be 1o doubt that the comparison ought to

have been made with the number which were in circulation, not - at

the remarkable 2ra of the 26th February 1797, but only durmg an

average ‘of years preceding the suspénsion. :

* The- fac.t; “of "thié Bank - of England notes havmg been re-
duced near ‘a million and- a half in the spring’of 1801, a circum:
starice which. -renders-the amount of them:almost exactly equal at
the tivo periods at .which-both I and Mr, Boyd have made our com®
parison, could not be known to Mr. Boyd at- the time- of wrmng his
Pamph]et. ......................... B P SR I ST

- Mr.'Boyd -founds, on- the supposed fact of the vast- encrease” of
Bank’of “England notes, the opxmon ‘which he states in -the ‘begine
. ‘nmg of his Work, that ¢ to the augmentatxon of bank paper not¢ons
vértible into- speci¢, more than to-any other c cause, is to be ascribed the
- high price of provisions,” -4,

The

It has been already
observed, that ‘the quantity of Bank' of Englandf

By saying that the country paper,
is limited in an equal degree, I always mean
not that one’ -uniform proportion is maintained
between the quant;ty of the London paper and
that of the country paper, but only that the quan-
t1ty of the one, in comparxson with the demand:

o e 2 N A AT
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The reader, in reasoning on this state of the
case, may, perhaps, be mclmed to infer, -and it is
a4 question~which seems .to deserve consideration,
that when the Bank of England paper is-more than
usually restrxcted the .pressure in London which

in such case takes place (for it-is there. that the
‘general - pressure originates), may be likely. to .re-
lieve itself either by drawing to London a large

part of the Bank of England paper usually circu-
lating in the country, the place which it occupxed

being supplied by country paper, or by causing

many of the payments of London to transfer them-
selves to' the country. If either of these two con-

- sequences should result from every pressure in Lon-

don, then, even though the total amount of Bank of
England paper should be diminished, that part of it
which circulates in London may possibly continue to
be just as sufficient as before to perform the task as-

signed to it of  effecting. the London payments ; and
in that:case the country paper also, since it always
takes the price of the London paper, will so far en-

crease itself as to become in the same manner as be-
fore: commensurate ‘with the country payments. If
any con51derable effectof this kind should follow from

-every limitation of the London papers then the prin-
ciple which waslaid down in the close of the former

Chapter in-a great measure fails: and the bark has

.not that power which was ascribed to it of restricting
-the quantity and regulatmg the value of the paper :
‘of the country.

Qs o Tlnt-
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That a pressure in' London is not likely to pro-
duce the first ‘of the two. effects which have been
mentioned, that of drawing to London the Bank

- of England notes' ¢irculating in the country, is a
point on which I shall not separately dwell, except
so far as to observe, that a preSSure in London, if'

it be very sudden and severe, may be suspected of
having a fendency directly contrary to ‘that of
bringing Bank of England notes from the country
~to London; for it is apt, through the alarm which
it excites, to produce, as was formerly explained,
an extraordinary diminution of country bank notes;

a diminution, I'mean;, which is even greater. in pro-
portion to the country payments to be effected than
that of the notes of the Bank of England in propor-

‘tion to the London payments. ~In such case, a
tiecessity is created for the substitution of other cir-
culating medium in the place of the country paper
which has been suppressed.. The substitute' prin-
cipally demanded will be gold; but some'Bank ‘of
England paper is not unlikely to be also employed
in filling thevoid, = L

In proceeding to enquire whether a pressure in
London; arising - from -the restriction .of Bank of

England paper; is-likely to cause: the transfer to the
country of ‘many of the payments usually made’in
London, Lshall advert to past experience. -~ -
It was mentioned. in an early Chapter of this

‘Work, that there seems to have existed, for some
time, an encreasing disposition to transfer to London

‘ | | | the
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the pecuniary patt of even those commercial trans-

actions which belong properly to the country. Ithere
natufally oc_:q\ir_s. to us to enquire for what reason the
restriction of the notes of the Bank of England by
the issuers in time past, has not served to remove
this dis’pOsitio'n,"i and even to cause the quantity of
London payments, compared with those of the
country, continually to lessen, rather than to en-
crease. The Bank of England paper, let it here

" be observed, operated before the suspension of the

cash payments of the bank in restricting the country

- paper, exactly ‘in the same manner as it has done

since that event. It is commonly and very naturally
suppo'seé,' that it was the eXchan‘geableng'ss of , the
country paper for guineas which used to ‘sustain 1ts
value.. This, however, was not the case : ‘its value
was sustained by its exchangeableness for Bank
of England notes. The country paper. .bore'.‘ala
wa);s,and necessarily the same value as the.notes
of the Bank of England; and not always or ne-
cessarily the same value as the gozl&’conﬁained in
the coin, for which the country paper was.exchange-
_eble. It is true, indeed, that the quantity of ‘gold
in our coin had an influence on the value of country

- paper. It had, however, only an influence which

was imperfect and indirect. It served to dictate to

the directors of the Bank of England what was th..at

quantity of paper which they might properly emit.

For, if at any time the exchanges of th’egouxx”t_rybe:
came so unfavourable as to. produce a material ex-

- Q 4 : cess
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cess of the market price above the mint price of

- gold; the directors of the bank, as appears by the
evidence of some of their body given to parliament,

were disposed to resort tq a reduction of their paper
as-a means of diminishing or removing the excess,
and of thus providing for the security of their esta-

- blishment. They, moreover, have at-all times been
accustomed to observe some limit as to the quantxty
of their notes, for the same prudential reasons:

‘This interest in the prevention of any great eX-
cess of the ‘market price above the mint price,of
gold was in no degree felt by the country banker;
for the loss sustained by every new conversion of -

~bullion into coin was borne not by him, but by the
- Bank of England, out of whose coffers all the gui-
neas called for in every part of the kingdom. were
supplied. . The Bank of England, if coin ‘was. de-
manded of it, had to purchase bullion at a losing
price. ‘The country banker, if coin was in like
manner required of him, had only to possess himself
of a Bank of England note, which was exchange-
able at.the bank for guineas without any discount,
If, therefore, the directors of the -Bank of. Eng-
‘land suffered. their paper to be worth less than the
gald scontained in the coin for which ! their ‘paper
‘was exchangeable, the country paper was worth
‘less also; or, in: other words, the: degree of ex-
~.pence and dlfﬁculty which tlie country banker in-
curred in; obtaining guineas, was to be. measured
»by the degree of - expence and dxﬂicu]ty incurred in
S - : obtaining
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obtaining Bank of England notes; and not by the
‘degree of expence. and difficulty incurred in buying
and then coining gold.. The necessity which the
Bank of England felt of curing any great excess of
the market ' price above ‘the mint price of gold
caused the limitation of Bank of England paper; |
and then this limitation, in proportion as it took.
place, produced the limitation of the paper of the
country. It wasin this ‘manner that an excessive
issue of the paper of the kmgdom was restrained be-
fore the suspension of the cash payments of the Bank
of England. If, then, the directors of the bank.
were used before the suspension of their cash
payments to limit their issues through a necessity
which sometimes urged them, and if thus they
limited the paper of the - country in the manner
which has been described, it follows that, sup-
posmg them after that event to have restrained their
issues in like manner, though through a somewhat
less. urgent motive, the general effect must have |
been the same. There can, therefore, be no more
reason:.to- suppose a transfer to have lately taken
place of London payments to the country, or of
Bank of England notes circulating in the countly
to London, than there 1 1s to suppose the same' trans-
fer to have taken place in the time when the bank
“paidin gold. Both the nature of the pressure, and
the principle on which our paper credit stood were

?he same: at both perxods. ,,
, i It
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It remains for us to enquire, how far the pay- -

" ments of London are likely to have varied through
any other cause. * ‘It is probable that, under ‘ordi~
nary circumstances; they do not fluctuate in any very
considerable ‘degree within a short distance “of
time. War seems hkely, on the whole, to en-

" crease them, both by the' additional business
in the stocks, ard also by the other: pecuniary
transactions on the account of government.: (trans-

_ actions genera]ly carried on entirely in London),

to whigh it gives occasion. It also encreases .

the payments of London, in commen . with those
of the country by contnbutlng to a general rise
“ip the price of articles, It is,: however, neces-
sary to guard this observation.” In respect to the
total quantity of consumable articles- produced and
sold in the kingdom, war, perhaps, may be consi-
dered as usually making little difference 5 for, while
it gives a spur to some, it operates as a check to.
other branches of industry ; and, while it encreases
national - consumption, it may possibly  diminish,
in an almost equal degree, that of - individual.
It raises, however, the price of commodities, and
. thus enlarges the general amount of payments,
though it more particularly augments those pay-
ments which are made in the metropolis. - This
‘general augmentation, however, of -the priée of
“our articles, unattended by ‘a similar rise in
the price of the commodltles of other countriés,
| obs»tructs, as has been already shewn, the expor-

tation
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*tation of out goods, since it renders them less able
to' stand' the competition to which they are subject

in forelgn markets, unless a compensanon for the
rise is afforded’to the foreigner in the computatron
of the exchange between the two countries. The
reader may, perhaps, be led here to imagine, that
the bank ought to prevent this rise, according to
the prmcxples which it is the object of this Chapter
to establish, a sufficiently considerable reductxon of
its paper being all that is necessary for the purpose.
No doubt the fact is, that the tendency of goods
to rise is continually restrained by the limitation of
the paper of the Bank of England. And I appre-
hend that it is restrained just as much as it is pro-
per or, perhaps, ‘practicable, to restrain- it, if the
paper of the bank is so far.confined. as to prevent
an excess of the market price above the mint price
of gold : for, in that case, it is restrained so far as
still to afford to our goods the opportunity of sale
in 4 foreign market, without giving to the foreigner
that compensation in the exchange which leads to
the exportation of the current coin of the country.
To suppose- the bank paper to be restrained much
farther, is to suppose a profit on the importation of
bullion; a profit, to which the continuance of the
nnportatrons of that article must soon put a perlod
In saying, therefore, that war enhances the price

. of goods, and thus causes an encrease of payments,

we ought here to bear in mind that it ought only to
be allowed to hft them up to that point to which
they
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maintenance of our exchanges; and that, so far as

enlarged and too: great quantity of notes; of the

cause of the enlarged quantity of notes of the Bank
of England *.  There is considerable danger, lest,
in this respect, ‘we should, in some degree, -at tlcast;
‘mistake the effect for the cause; and should too

modities to be both the cause of an encreased issue

- of paper and the justification of it.

, * It was observed in a former place, that. this difficult and dis-
‘putable point wéuld be again advérted ip in the progress of the pré-‘
sent Work. ~The fairest mode, as it appears to me, of de;érmibing
which ought to. be deemed the cause and which the effect, is that

~which bas been adopted in- the text ; namely, to charge tos much

paper with being the cause when the price of bullion is rendered
permanently higher than that of coin, and, when otherwise, to consi=
der it rather as'an effect. By the term ¢ permanently,” I, howerver,
mean such a degree of permanence as may serve to shew that the
fall of our exchanges, and the rise in the price of bullion, ‘are not
referable to any extraordinary and passing event, sich as that of

* - one or even of two particularly bad harvests; for these may not un-

fairly be termed temporary circumstances, though their influence may
extend over a period of one or two years,” In general it may,'- per-
haps, also be assumed, that an excessive issue of paper has not been
the leading cause of a fall in the exchange, if it afterwards turns out
that the exchange is able to recover itself without any material re-

duction of the quantity of paper. . :

- War,

they can be raised consistently with. the general
they permanently stand above that point,:it’is the
Buiik of England which is.to be ‘considered as the

cause of the high price of:goods, rather than the
high price of goods which is to ‘be taken to be the:

much incline to consider an advanced price of com-

‘War, on.the contfary, may be supposed to-lessen |
the amount of general payments,’ or;:at: 1éast, to
check their growth, :so far as-it.obstructs. the accu-
rmulation of wealth and - the 'natural. progress of
commerce. ... We know,-however, that, during the
late war, the amount of ‘our exported :and: im-
ported articles :: continued - greatly to: engcrease.
“This.‘happened . partly, - no doubt: throughi- the
general téndéncy of our trade’:to enlarge. itself,
partly through the .advantages resulting from some
néw - colonial.  dcquisitions, ‘and :partly from the
q"ircumstanée of .the commercé of our competitors:

- having' been ‘still more. interrupted than our own.

Our exports and imports,: it. is true, form .no\just
meidsure of the total quantity either of our commer-
‘cial transactions or of ourgeneral payments: they
afford, however, some presumption of the enlarge-
ment of both.: If we take into * consideration. all
the’ points ‘which have been touched upon,-there

“will appear sufficient reason to believe, that, during

the late war, a very considerable and progressive

augmentation eof the payments of the metropolis

must have taken place. SRR EEEE
. It now remains only to consider, fourthly,. how

far circumstances -may have been such as to have

rendered the same quantity of Bank of England
notes either more or less sufficient for effecting the
same quantity of London payments.

. . - P iy .

_ Several causés may have contributed to spare the

use of notes. First, it is to be remembered, that
‘a small extension of their guantity may be suffi.
’ cient

l

JERP——-
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cient to effect a comparatively large number of ad-
ditional payments; for the private bankers in Lon-
ddon, thfa‘re the chief holders of Bank of England
paper, by no means find it necessary to enlarge their
stock of it in full proportion to the éncreased num-
u ber of their pecuniary transactions. - The talent of
ceconomizing bank' notes is also arccn'tinuéill.yf’“im_-
proving.one ; and the very circumstance of the:siis-
?en'si'on‘ of the cash payments of the bank, by serv-
ing to strengthen mercantile credit, has favoured the
exercise of ceconomy in the use of the paper of the
- Bank of England ‘When payments were ¢turrently
made .in' gold, the country banks: were subject to
sudden demands for cash through temporary. alarms
-among the holders of .their:notes. From these ‘they
have lately been more exempt, in consequence: of
~ o other option having:been given to those who de-
manded. payment of icountry bank paper than that
of receiving Bank of England notes in return. .Since
“the suspension of the cash payments of the bank
—-credit' has been less subject. to:intérr.uption, and ffhé
quantity both .of country paper and of Bank of Eng-
land notes has probably been less variable; or, if
the fluctuations of the-latter have been as fc;nsiél,ér-
able as before, they may have more neatly ¢orrespond-
ed with the variations in the wantsof the public*.
‘ P o :_‘f“.*:‘f‘.f; G o To
o Imr?ediayely afte:_r\,‘ith:éi payment of Athj:e quarter!ydnvxdendson
 the Pub{;c fun.,ds,'vt'hé‘navmdunt. of Bank of England paperm cir-
-cq}anon is consnderably’-encreased ; bmﬁ the expectation that the plenty
: S ©oof
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To sum up the observations which have now .
been made : it thus appears, that, since the suspen-
sion of the cash payments of the bank, the number
of its notes has been the same, or neatly the same; as
before that event, if those two millions .of one and

two pound notes, which have been a inere substitute
. for ‘gold, are deducteds that:the- payments, how-

ever, ‘of the’ metfriop‘olis have been much encreased s

of it will soon cease; disposes bankers and others to hold for 2 fitne =
superfluous quaatity. .- In consequence -of the additions to the public
debt made during the, war, the occasional - ¢nlargements. of . the
of bank paper, arising from this cause, have become

s‘:p_mntityv

much ‘more considerable. A diminution of notes, if ‘known to be

temporaty; ‘and if also- moderate, ' produces; “on the ‘other ‘hand,
lutle pressures;  for the expectationof returhing abundance: serves to
maintain confidence, and to dispose the bankers to-deem 3 somewhag

~ reduced stock of .bar;k_;pape;f for the time sufficient, _The chief. oc-

casion of a diminution of the number,of bank notes has been, that
of the paymér'x't/‘df :thé” instalments on 'fhefubliclo%ms‘. " The govern-
ment, during'the latter years of thé wat, issued from week to week
a species of exchequet bills, which they received back .in part of the
payments on the loans. By thus lessening the .quantity of paper
taken out of circulation at the time of each instalment, they gave
new facility to the operation of raising the public money; an’open
ration which, however great, has in itself no other difficulty than

that which arises from the too sudden diminution of London paper

to which it is apt to lead. Tt can scarcely be necessary to add, that
a great loan may, nevertheless, portend difficulty in other quarters,
and that the degree of ease with which the payment of our loans
may be accomplished, is, therefore, no true criterion of the state
of the public respurces, - ‘ o

" notes
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notes has probably  sufficed of late for. more than
the same number of payments. L ‘.
1t has not been. the, object of these remarks to
.foun..d..uPon them any exact estimate . of -the efféct
which the quantity; of Bank of England.paper lately

issued is likely to have had-on the cost of commo-

dities, or on the market: price. of bulllon, but ra-
ther, on. the contrary, to’ shew that no such esti-

mate:can with confidence be formed ‘on: account'

of the number of circumstances, some of them
very. difficult to be “appreciated, which affect the
question. I believe the fact to: ‘be, that very-little
'correspondence has subsxsted between' the’ fluctua-
tion in :the, amount of Bank of England notes in
cxrculatxon at dlﬁ"erent tlmes, and ‘the vanatxons in

the general price of articles at the same perxods and

this want of a very discernible connexion between

thecause and the effect, seems not “unlikely to have

led some persons too hastxly to conclude, that the
enlargement and dlmxnutxon of Bank of England
paper have not that influence on the exchanges or

on the. price of commodities which has been spoken
of*, . R :
| ~ Let

* Tt isnot’ long since the Bank of England ﬁrst adopted the custom
of issuing notés. for five pounds. These have circulated for some
years in the’ place partly of gold “partly of country bank notes,
and partly also, though it is "impossible to say in what degree,
in' the place of ten pound ‘Bank of England notes. 'There is,
zherefore, ar unknown number of notes for five pounds which

has

'
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Let it, therefore, be carefully remembered, that
I by no means suppose a. limitation of London pa-
per to operate simply by causing an equal reduction
of country paper, and then such a fall in the price
of goods over the kingdom as is exactly commen-
surate with the general dlmmutlon of paper; and,
finally, also such a variation in the exchange as is
precisely proportlonate to the reduction of paper,

and to the fall in the price of goods.. Counteracting .
circumstances of various kinds may prevent these -

proportions from being maintained: and the full
effects may not follow their cause untll after the
lapse of some period of time.. , '

It must, in particular, ‘be borne in mlnd, that: a
llmltatlon of Bank of England paper affects prices
in a great measure by its operation on the state
of commercial confidence; and this influence on
the minds of men will be far from uniform. A small
limitation of Bank of England paper may give a
great shock to conﬁdence, when the state of cre-
dit is delicate ; and may, therefore, at such a time,
much discourage speculation. The very. same limi-
tation, under other circumstances of the country,
may be almost without eﬁect.

has formed that sort of addition to the Bank of England paper, which
has no -influence in raising the price of amcles This is only

* one of many circumstances, some operating in one dxrectxon, and

some in the contrary, which render it difficult to draw a correct in-

ference from those accounts of the quantity of Bank of England:

* notes circulating at g variety, of pemods, which have been lately laxd
~ ‘before parlxament. '

R ) | But
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But although there is s0 oreat difficulty in estimat-
mg the precxse influence on the cost of articles, -or
on the market price of bullion, which each altera-
 tion in the quantity of Bank of England notes may
'produce, there is no reason, on that -account, tov
doubt the general truth of the proposition which
‘was laid down in the close of the former Chapter,
namely, that the restriction of the paper of the

Bank of England is the mean both of maintain-

mcr its own value, and of maintaining the va-
Tue, as well as of limiting the quantity, of all the pa-
~per in the country. Although it should be diffi-
cult, or even impossible, to determine to what point
~ the limitation must be carried in order to proeduce
a given effect, it may be sufﬁcrently clear that the
tendency of the lrmrtatron is to secure the benefit
in question.

The perplexities of this subject bemg suchas [ -

‘have now described, it naturally occurs to us to rea-
con from the effect to the cause, and to infer a
too great issue of paper when we perceive that
‘there is an excess of the market prrce above the
‘mint price of gold. But this inference is one Wthh
for reasons formerly grven, should always be very
- cautiously made; for it is to be borne in mind,
that the excess may arise from other causes besides
‘that of a too great emission of paper. Let the man-
net in ‘which an-extravagant issue of notes opentes
in producmg the excess be recollected. It raises,
and probably by slow dewrees, the cost of British

. goods.
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goodb. Tt thus obstructs the export of them, unless
a compensation for the high price is afforded to the
forexgn buyér in the rate of exchange; and the vari-
ation in- our exchange produces a low valuation
of our. coin, compared with that of bullion. The
state. of the exchange, then,. is the immediate
‘cause of the evil in question. Now, a suspension of
the. forelgn demand for British manufactures, or an
encrease of the British demand for foreign articles,
circumstances which may arise when there is no
encrease of bank paper, are the ‘muchmore fre-
quent as well as the more obvious causes of a fall
in" our.'exchange, and, “therefore, also of a hrgh
price of bullion. . ,
We are thus led back to the point whxch was
dwelt upon some time’ since. Qur two defective
harvests, and - the mterruptrons expeuenced in our
export trade, very sufficiently account for the late

fluctuation of our exchanges. In these respects there

has evidently been’ much in our situation which has
been remarkable ; while, as has been proved in the
present Chapter, there has been nothing" which
ought to be deemed extraordmary in the quantity
of paper issued by the Bank of England. |

It must, however, be admitted, that if an exces-

" sive issue of Bank of England notes produces, as
- ithasbeen shewn to do,an unfavourable exchange;a

reduction of them below the accustomed number

must have a tendency to improve our e*{change, by

whatever means it may have been made to turn
' R2 ] - against
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‘against us, But, after this admission, it may bé re-
marked, that it may. be necessary to encounter.
much evil in effecting the reduction. We have

been lately placed between two dangers; -be-
“tween that of a depreciated paper currency on the

one hand, and that of an interraption to our paper

credit, and a consequent stagnation of our com-
merce and manufactures, on the other. - And, on the
whole, we have, perbaps, owed - much to that
liberal policy of the directors of the Bank of Eng-
land, which has led them to maintain a quantity of
notes in appearance encreased, and in reality ‘not
diminished, in spite of some political ‘as well as
popular prejudices on this subject; at a time, also,
‘when their <onduct was observed with particular
jealousy, on account of the suspension of their

‘cash payments, and even when the course of ex-

change was much against us. ~Whether the bank
may have efred a little on the one side or on the
other, is a point