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fully recorded there in 1844 Correspondence (see p. 178 seq.).
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CHAPTER I

THE YEARS OF SUSPENDED CASH
PAYMENTS, 1797-1821

and cutrency systems during the first decade of suspended cash

payments at the Bank.! The mere statistical position, so far as
it is known, is remarkable. In London, though bankers’ business
increased greatly, the number of banking firms did not—only
from 69 in 1797 to 73 in 1807 and 77 in 1808. But in the counties
of England and Wales there was a flood of new firms. The
secretary of the Association of the Country Bankers had reckoned
in 1797 that there were “about 230™ of these. Even he could not
be quite sure, since many were so insignificant, so new, or so
short-lived. By 1804 there were from 470 to 480, and many towns
with very modest populations kept their three, six ot seven
separate banks: Abingdon, with about 4500 people, had three;
Boston with perhaps 7000 had six; Exeter had seven, but there
may have been so many as 18,000 people in Exeter. Yet there
were far more banks to come. In 18089 it was usual to speak of
about 800, and this was approximately correct. The government
by that time required banks of issue both to pay stamp duty on
their notes and to take out licences: for the financial year 1808-9,
in England and Wales, 755 were licensed. In many counties thete

I T is not easy to exaggerate the changes in the British banking

! Suspension, regulatized in Nov. 1797, by 38 Geo. ITI, c. 1, was extended
by 42 Geo. 111, c. 40 and 43 Geo, 11, ¢. 18, and finally, uatil “six months
after the ratification of a definitive treaty of peace”, by 44 Geo. I, c. x
(15 Dec. 1803).

CBEN 1



2 SUSPENDED CASH PAYMENTS, 1797-1821

wete a few banks, and in South Lancashite a fair number, that
nevet took out a licence; and as by 180910 the number of-
licensed issuers had risen to 783—its absolute maximum—the
round figure of 800 for these years is neat enough.*

In Scotland, whese branch banking was already established in
1797, the demand for banking facilities was met by a combination
of new foundations and the opening of fresh branches and
agencies. There were 2 number of new foundations in 1802—4,
and some in 1809~10, but only one of real impottance during the
later war yeats, the Commercial Banking Company of Scotland
of 1810. In 1804 of the 54 banking offices teported from Scotland
almost a half (26) were branch offices, nearly all belonging to the
Bank of Scotland, the only bank that had adopted the branch
policy ona largescaleat that time. Itwas imitated in the following
years by the British Linen Company and, in its turn, by the
Commercial, with the result that in 1811-12 mote than a third
(47) of the 137 banks ot banking agencies in Scotland worked for
these three principal companies; and most of the 26 other banks
had their three or four agencies.?

“In England”, Jeremiah Harman said to a patliamentary com- -
mittee in 1819, ““we had a metallic currency: in Scotland they had
not™.3 He was teferring to the days before suspension., Though
the Scottish note of small or detisory denomination had been
abolished in 1765, £1 notes—issued mainly though not ex-
clusively by the three old chartered Banks—had become the
ptincipal medium of exchange. In England the Act of 1777 had
prevented the issue of anything less than a £5 note by any Bank;
and until 1793 the Bank of England had not issued in smaller
units than f10. Englishmen of the rank and file—wage-earners

T Fot 1797, S.C. on.. .the Bank and. ..Payments in Cash, p. 158; for 1804,
Bailey, A correct alphabetical list containing all the country bankers; for 1808-9 and
1809-10, Lotds’ Report on Resumption of Cash Payments, x819, App. F. 9.

* Kerr, A. W., History of Banking in Scotland, pp. 150-3; Graham, W., The
One Pound Notz, pp. 153~5; Bailey’s List; Lords’ Report of 1819, App. F. 10.

3 Commons’ Report on. . .Cash Payments, p. 49.



SMALL NOTES AND GOLD 3

and small traders—knew little of paper money, and in the eatly
years of the suspension they had leatnt its use only gradually.
Anticipating a vacuum in the currency after suspension, Parlia-
ment had authorized first the Bank and then the country bankers.
to issue notes for less than £5.! On 28 February 1797, the Court
of Directots had appointed six clerks to sign the new £1 and [2

notes. At first there was a rush for them, but so early as 1z May
it was reported that “the issue of Small...Notes has much...

diminished”. Indeed, before the end of the month Mr Terry
the ptinter—the Bank depended absolutely on his “activity and
exertion”, he engaging “to deliver the quantity required at a
certain ptice”—had suddenly paid off twenty-four engravers and
printers and seventeen stampets.? The Court was troubled, but
there wete no immediate ill results because demand for the small
notes remained quiet. Their average circulation in the fourth
quarter of the year was only £1,200,000 against £10,400,000 of
those of £5 and upwards. By the fourth quarter of 1800, howevet,
it had tisen to £2,100,000, that of the big notes to £13,400,000.

As gold became scarcer the £1 and £2 notes wete used mote and
more for wage-paying and retail trade, especially in the London
area and in South Lancashire whete they had no local competitors.

Their circulation tose gradually to between [£4,000,000 and
£5,000,000 by the end of the decade.3

In 1797 the main trouble of the Court with the new small notes

was not a greedy demand for them but the fact that they were so

very easily forged. By December of that yeat forged notes “to

a large amount” were alteady in circulation and wete even being

passed off on the Continent. In January of 1798 Mt Terry was

busy printing a type of note less easily imitated, which the Bank

gave in exchange for those of the first series.*

' By 37 Geo, 111, c. 28 and <. 32 {3 and 10 March].

* C.B. Z, 28 Feb., 11 May, 25 May 1797,

3 For 1797~1800, a Report in C.B. As, 15 Dec. 1800; for 1807-8, the
Half-Yearly Statements. '

¢ C.B. Z, 21 Dec. 1797, 11 Jan. 17¢8.

1-2



4 SUSPENDED CASH PAYMENTS, 1797-1821

~ Alternatively, it offered to pay in cash, for its bullion position
was good and it had declared in the ptevious October that it
could “with safety tesume its accustomed functions™.* This it
was not encouraged to do, although its bullion had increased to
£6,500,000 by August 1798 and to £7,600,000 by Februaty 1799;
and although £2,000,000 of gold had been coined in 1797 and
nearly £3,000,000 in 1798. Pitt’s hesitation was wise: in May of
1797 he had helped to secure the rejection, by jo votes to 15, of
leave for Sir William Pulteney to bring in a Bill for 2 rival Bank,
if the Bank of England did not tesume cash payment.* The wat
would not end: external drains of treasure were most likely, and
1798 proved the last year in which coinage on a generous scale
was practicable. During the next eighteen years only a little more
gold was coined (5,121,000 in all) than duting these last two
years of generous mintage. In five of the eighteen (1807, 1812,
1814-16) not a single gold coin was struck, and until 1816
practically no silver.3
Gradually the age became one of bank notes and tradesmen’s
tokens and Spanish dollars ‘stamped with the head of King
Geotge 11T and put into circulation by the Bank in England.4
Though broken in to paper, Scotland at the start had suffered
more inconvenience than England. This was because, when the
news of the suspension had reached Edinburgh, the Scottish
banks, without any legal authority, had refused to cash their
notes. “A scene of confusion and uproat took place of which
it is utterly impossible for those who did not witness it to form
an idea”, Sir William Forbes the banker wrote;$ for the invasion
scare of 1797 made people hoard what little specie Scotland used,
a supply paid out in wages and the like and circulating normally

' C.B. Z, 26 Oct. 1797. ? Perl. Hist. xxxu1, 770.

3 Coinage of silver was suspended in 1798, under 38 Geo. II1, c. 59. The
yearly coinings are given in the Lords” Report of 1819, App. D. 1, D. 2.

4 Acres, The Bank of England from Within, 1, 299 5qq.

5 Memoirs of a Banking House, p. 83.
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with great rapidity back to the banks. Lacking this they tore £1
notes into halves and quarters to get small change; and these
irregular scraps of papet circulated until Parliament authorized,
for a strictly limited petiod, the issue of notes for less than [1.
In practice these took the form only of a §s. note, a type which
remained legal until July 1799." ‘The Scots, accustomed to paper,
settled down to its regulat use, once the temporaty “confusion
and uproar” of February 1797 was over. They suffered only, with
the English and Welsh, from that growing shortage of the
smallest change, of silver and copper, for the supply of which
the Bank of England had no responsibility.

What is statistically most uncertain in the cutrency position
of these years, especially of the yeats 1797-1805, is the extent
to which country bank notes circulated and gold continued to
circulate. About the Bank of England notes everything is known.
In 1790 its average of notes outstanding for the four quarters had
been £11,000,000. In 1795 the figure was a shade higher. During
the last two quarters of 1796 and the first of 1797, when the
Directors were deliberately restricting issue, it was much Jower
(£9,700,000). After that it grew slowly, steadily, but not in any
threatening fashion, for several yeats. The figure of £15,000,000
was touched in the first quarter of 1800; £16,000,000 in the first
quarter of 1801; £17,000,000in the third quartet of 1802, The peak
figure for these years was the £17,600,000 of the first and second
quarters of 1804. It included about £4,500,000 of the small notes,
beside the £ notes, types neither of which had existed in 1790.
That peak was not exceeded until 1809, a year which falls into the
second phase of the currency history of the great French Wars.?

With this complete knowledge out ignorance of the circulation
of the country banks stands in unhappy contrast. What their issue
was before the suspension, or during its eatlier years, no one ever

' Kerr, pp. 145-6. The Act is 37 Geo. III, . 40 [27 March, 1797].
* The quarterly averages are in Silberling, British Prices and Business Cycles,
1779-1850, p. 2§5.
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even guessed with any confidence. Henry Thornton in 1797 had
been prepared to estimate the Scottish paper circulation at be-
tween £1,200,000 and f1,500,000. Of the English country
circulation he was feady to suggest the percentage variations, and
that on a very scientific basis, but not the actual amount. He took
the issues of a widespread sample of banks, his own correspon-
dents, of which he had first-hand knowledge and explained that
they were still less than they had been before the crisis of 1793.
The sharp contraction after that disaster had been repeated and
accentuated after the suspension of cash payments. His suggested
ratios for befote the 1793 ctisis; after it; before the suspension;
after the suspension; were 9o: 63:78: 40." The yawning gap in
the country circulation in the spring of 1797—upon its existence
all the expert witnesses agreed—had been partially stopped by
drafts on the various banks’ small teserves of guineas; probably
by an increased use of bills as currency; and certainly by an
outflow into the country of Bank of England notes. Samuel
Hoare, a first-rate witness, said that between the end of 1796 and
Lady Day 1797 the Bank notes at work outside London might
have increased from under £1,000,000 to about £2,500,000.2

The young and experimental issue of notes to bearer by the
country banks was evidently most sensitive. Those banks also
issued interest-bearing notes, but as these ran for definite periods
and did not citculate much they wete not liable to get into strange
hands or to be presented for payment at awkward times like the
bearer notes. To minimize the risk, the banks cut down the issue
of the notes payable to bearer on demand “in the time of expected
distress and danger”, as Thornton put it.

This habit of theirs comes clearly into light when the working
of the stamp tax on bank notes led to the collection of statistics.3

* Report of the 5.C. of 1797, p. 165 (the Scottish estimate), p. 161 (the
English sample),

* Report of 1797, p. 148.

3 Under a Treasury regulation of 1804-§, by which notes had to be
stamped before issue,
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These figutes of notes stamped are not 4 perfect test of circulation,
As country bankers told parliamentary committees of inquiry
later, they might get notes stamped in anticipation of an un-
realized demand for them.! But the figures at least gauge these
anticipations and point to the workings of the country banker’s
mind. They begin with the second quarter of 1806, and show that
the total quantity of £1 and £§ country notes stamped in Great
Britain for the last three quarters of that year was £3,620,000.
For the cotresponding quarters of 1807 it was £3,180,000; for the
three quarters of 1808 no less than £5,220,000. In that year the
stampings rose from £1,330,000 in the first quarter to £2,500,000
in the fourth.? Bank of England notes outstanding, not created
or stamped, for the same quarters increased only from £16,600,000
to £17,400,000—including some 5,000,000 of the small notes
that had replaced the gold. These violent recorded fluctuations
of the country stampings show that Thornton’s estimates of note
fluctuations in the nineties were reasonable enough.

With the notes and the tokens and the stamped Spanish dollars
there circulated throughout this decade a certain amount of gold.
Mintage was low, but 1807 was the first year in which absolutely
no fresh gold was struck. How far it really got into circulation
when struck and how much hoarded gold there was we do not
know. We do know that “there was scarcely an individual of 2
class above that which is limited to the means of bare subsistence,
who had not a hoard”.3 Memories of the very slow disappearance
of sovereigns in the far quicker moving society of 1914-18
suggest that when Thornton spoke of the guineas as having
“disappeared ¢ by 1802, he meant only from general current use,

' E.g. Lewis Lloyd of Manchester to the S.C. on...Cash Payments, 1819,
p- 167.

* Silbetling (British Prices and Business Cycles, p. 258) has a table of the
stampings in which, by a slip in the insertion of the decimal point, they appear
ten times greater than they were; Viner, Studies in the Theory of International
Trade, pp. 163-4.

3 Tooke, History of Prices, 1, 132, * Paper Credit, p. 213,
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When, so late as 1811, Lord King challenged the controllers of
the nation’s money—the statesmen and the city; restriction of
cash payments he called “the great city job™*—by ordering his
tenants to pay rent in legal money, gold ot notes enough to buy
the gold, he was not asking for an absolute impossibility. There
was gold in the stockings and teapots and cupboards and desks.
Quick-witted people in the towns, Jews and such, might sell it
quietly and illegally at a premium; but the average Englishman
was still rustic. He held on. Some guineas continued to pass
thxough the banks. Even in 1816, when none had been minted
since 1813, the Bank issued a few in the ordinary way of business,
as change for £5 notes.?

The temptation to sell at a premium was not great during the
first decade. There was no permanent and important divergence
between the market price of gold and the mint price befote 1808:
margins were known to bullion dealers, not to people at large.
This is the fact that separates the first from the second phase of
currency history in the war years, just as the artival of the number
of country banks at its approximate maximum matks a dividing
line—though a far Jess important one—in banking history. For
twenty-thtee years before the suspension, with a good re-coined
gold cuttency, the average market price of standard gold bullion
had been £3. 175. 734, It often ran higher, but when it was very
high the Bank kept out of the market, if it could. Once, in 1795,
it had paid up to £4. 35. od. but, being unable to coin £4. 3s. od.
gold with a mint price of £3. 175, 1034., it had resold3 In 1797-8,
after suspension, it was paying £3. 17+ 10}d. and [3. 175, 9d.#

T Quoted in the article on King in the Dict. Pol. Econ.

* Lords’ 5.C. on...Cash Payments, 1819, App. D. 3. Gold issued from the
Bank. The Bank had undertaken to pay cash as change for £5 notes in 1799
(below, p. 43). Ia 1809 and 1812, when treasure was very low, this was
found inconvenient; but it was never abandoned. See C.T. 8, 25 May 1809
and C.T. 10, 9 Dec. 1812.

3 Vol. 1, p. 268.
4 C.T. 1, 31 Aug. 1797 20d 2 Oct. 1798,
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By 180 it was offeting up to f4. os. od.; and that remained its
maximum down to 1808. But at that price it was not disposed
to get much of its gold coined: none at all was coined in 1807.

There was no doubt what might be described as a slight de-
preciation of sterling, But even if we measure it by the extreme
divergence between market and mint prices of gold, or theneatly
corresponding divergence of the exchanges, it was never more
than 10 or 12 pet cent, and that only for short periods. In 18046
the Bank could still get gold in small quantities at its £4. os. od.
figure, only about 3 per cent above mint price.* It had often bid
50 high as that in the past, especially in the yeats before 1773 when
the guineas were worn and under weight. Abraham Newland, the
Chief Cashier who was still serving in 1806, could remember those
times. He and all leading Directors could recall prices several
shillings above £4. s, od.a year or two before suspension.? These
prices of 1806~7would not worry either Newland or the Committee
of Treasury;and, as in those years the Bank had an average of over
£6,000,000 of treasure in hand, there was no feeling of pressure,

Notes, either of the Bank or the banks, having to a gteat extent
replaced hard cash as a regularly circulating medium; their
quantity having not increased unduly, fegard being had to this
new function; and there being only a small and late petmanent
tise in the price of gold, measured in stetling, the general ptice
tise of these years cannot be connected at all closely with the
mete quantity of notes in circulation.3 But one short temporary
fall on the rising curve may perhaps be traced to the sharp con-
traction of country note issue that followed suspension in 1797,

! For gold prices see the Commons Report of 1819, App. 14.

* See his evidence before the Lords® Committee of 1797, p. 40.

3 For the whole petiod of suspension it has been shown “that there is vety
little correlation between the general level of prices and the volume of Bank
of England notes”; that “changes in the position of the Bank follow [not
ptecede] price changes”; and that so, in general, “the Bank can be considered

only as a passive agent in the price fluctuations of the period”; Morgan,
E. V., “Some Aspects of the Bank Restriction Petiod”, E.]J. Hist. 193.
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General prices, higher in the years immediately preceding the
crisis of 1783 than at any time before 1795, had remained re-
matkably steady from 1783 until 1792, Taking the level of 1790
as 100, the price index numbers—for whole years—ate all
between 103 and 95. Thete was a sharp rise in 1793: 2 perceptible
fall in 1794: then a steady and continuous rise, interrupted only
in 1797, to a peak of 166 in 1801.!

This height was not again reached until 1808, not passed until
1809. There was a short marked drop—to 143—during the peace
of 1802, after which the climb was resumed, to the level of the
old summit, and beyond. That this summit was first reached so
eatly was due, in great part to the tertible harvests of 1799 and
1800—it was in March 1801 that wheat touched its absolute
British maximum of 159+, 34. 2 quarter—but also largely to the
vety high cost of imports from remote places, upon which freight
and insurance wete abnormally high duting the difficult yeats of
the naval war that followed the mutiny at the Nore in 1797.2

Thete was, as has been seen, no excessive expansion of Bank
notes outstanding during these years, when account is taken of
a growing population and the gradual replacement of gold by the
small notes. For the fourth quarter of 1795 the notes out-
standing—none less than £5—had been £11,600,000; for the
fourth quarter of 1807 they wete £16,400,000. But although the
Bank’s issues did not expand abnormally, its total advances,
public and private, did3 True, from August of 1797 the Treasury
- ceased to worty the Court of Directors much with those bills of
exchange and navy and victualling bills that had caused pet-
manent friction during the last years of cash payments.* But it

' The price-ihdex here used is Silbetling’s in his British Prices and Business
Cycles. Cp. Vol. 1, p. 270.

? Silberling has a separate index number for a group of such commodities.

3 Statistics for these were supplied by the Bank to Prof. Silbering and
are tabulated in his British Prices, p. 253.

4 Cp. Vol. 1, p. 266. The Half-Yearly Statement s show small holdings of such
bills after 1797, but they are not important,
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mote than counterbalanced this abstention by its demands on the
Bank by way of Exchequer Bills. Some were “issued” in the
traditional way, the Bank contfacting to take bills to a certain
amount, the bills being made out as the government’s needs
matured. Mote were “putchased” in the market, that is taken
up by the Bank, often at the request of the Treasury broker,
when the market was not prepared to absorb so many as the
Treasury wished to dispose of. There was an understanding, a
gentleman’s understanding, that the Bank should not fesell these
bills; re-sale would have forced them to a discount. The Court felt
bound to do this business, and to do it in the way most convenient
to the Treasury. It was their duty, Jeremiah Harman said years
later: the Bank “was instituted for that express purpose”™.’ Asa
matter of history he was right.

Down to 1808 the performance of this duty did not press too
heavily on the Bank. In the mid-nineties, when the Tteasury bills
of exchange were running as well as the Exchequer Bills, its
outstanding total short-term advances to the state had often
exceeded £10,000,000. The average for the second quarter of
1800—that was the quatter in which the advances were normally
at their maximum—was £13,100,000; and for the second quarter
of 1807, £14,300,000.

But while advances to the state grew only in this moderate
degtee, the discounts grew outrageously. In 1794 the average
amount of commercial paper under discount had been £2, 520,000
and in 1795, £2,958,000: in 1800 it was £6,300,000; in 1803,
£11,100,000; and in 1807, £13,250,000. Duting 1794-5, business
was being done in the ordinaty way and to what, for the time,
was an ordinary amount.* Immediately after the suspension in

* 8.C. on...Cash Payments, 1819, p. 145. For “issue” and “purchase” see
the Report itself, p. 7. On 7 July 1803, fot example, the Governor reports
a purchase of £77,500 Exchequer Bills “on account of the depression in the
market”; C.B. Ca.

* In 1796 there was deliberate limitation of discounts under vote of 31 Dec.
1795: Vol. 1, p. 269.
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1797 the Bank had felt it its duty to discount freely, in otdet to -
maintain public confidence; and it was right. The average of
discounts rose for the year to £5,260,000; but fell again to
£4,400,000 in 1798. The Court had no doubt anticipated this
fall. But in the middle of 1799 the almost uninterrupted rise
began which led to the towering figures of 1805 and 1807.?
There was a specially sharp upward movement with the
resumption of war in 1803 ; for the first time the quattetly average
got, and remained, above £10,000,000. It was profitable of
course. The contribution of the discount business to the profit
and loss account for the half-year had been £51,155 in Februaty
1795 ; in February 1807 it was £310,320.* But the rapid growth
worried the Court of Directots, and action taken by them in
18034 suggests that carelessness, and at times something
worse, may have helped this war-time facility and growth of
discounting.
The discounting public was made up of London traders of
_evety sort and size, from the bankers and the great merchants to
the china-dealers, glovers and slopsellers3 Discounters were
supposed to be introduced by Ditectors, and their bills to pass
the scrutiny of the Committee in Waiting; but the Court Books
leave an impression that this machinery of supetvision was not
working well. On 19 May 1803 it was proposed, in view of the
rapid inctease of business, that a Director who introduced a client
should be called upon to give petsonal, or secure written,
testimony of the client’s standing and respectability. Nothing was
decided, but the motion is significant.*
The increase continued, Early in 1804 it was formally reported
on. The main growth it appeared was in the promissoty notes
! These figures also were supplied by the Bank to Prof. Silberling and are
tabulated on p. 256 of his British Prices.
? The maximum yearly income from the discounts was £914,000, Aug.-
Aug. 1809-10. Sce Appendix C,

3 Vol 1, p. 207. »
4 C.B. Ba, 19 May 1803.
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“and those chiefly between traders”.! Care was needed, it was
pointed out, with some bankers’ acceptances and with the small
country bills. After close discussion, during which it was made
clear that the discounting of bills below £z0 and of renewed
notes between the same parties had never been approved but had
been long practised, it was decided to reassert the £20 rule and
to take special precautions about the renewed notes, without
absolutely forbidding renewal. The small bills were an obviously
troublesome and vulnerable section of the Bank’s portfolio, but
not in total amount an important one; there were only 1156 on
hand in January 1804 averaging less than £15 each. The report
proposed maximum figures for the business with each class
of clients, but left latitude to the Committee in Waiting when
dealing with first-rate paper. It was decided to keep the “account
of notes separate from the account of bills”, and a second com-
mittee was appointed to teport on bills unpaid.* Within a few
years the election of a Committee on the Discounts had become
a bit of annual routine. '

Among reports made duting 1804 was one which showed how
very necessary closer control had become. “Money and presents”,
it was stated, “to a very considerable amount™ had “been re-
ceived from the Discounters of Bills and Notes by the Head of
the Office”, and by him distributed among the clerks. This was
“disgraceful and corrupt™; so the public was told that it was not
allowed, and that the penalty for taking “presents” would be
dismissal.3 But no one was dismissed; everyone’s pay, from the
Head of the Discount Office downwards, was raised. This was
less cynical than it seems, The staff had certainly been underpaid,
and the rise was intended to safeguard them against temptation.*
They must have been thankful for it.

* C.B. Ca, Report on the Disconats, 2 Feb. 1804.
* C.B. Ca, 16 Feb. 1804.

3 C.B. Ca, 8 Nov. 1804.

4 Cp. Acres, 11, 363,
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In Februaty of 1805 a firm rule was made that only bills
accepted for payment in London or by London bankers should
be discounted.’ Butall this affected only the fringe of the discount
problem, and did very little to check the growth of commercial
discounting. Indiscretion and irregularities had not led to heavy
losses. In March 1808 it was teported that in all its life, from
1695 to 1788, the Bank had lost only [68,511 on paper dis-
counted. During the next twenty years, as it happened, an almost
exactly similar sum (£68,574) of “desperate debts” had accu-
mulated; and there were others, not completely “desperate”,
which were likely to result in losses of about £47,000. These sums
wete written off.* The total business of those twenty years was
certainly much greater than that of all the previous ninety-three.3
In early days discounting had been on a small scale: even in an
active year under Queen Anne the profits from it were only about
£14,000.3 In no year up to 1760 did they bring in anything near
L20,000. The best year of the forties yielded £11,214 and the
best of the fifties £15,016. The sixties it is true brought a change,
the critical year 17634 yielding f101,746. Between that time
and 1788 the profits increased, but the highest figure (for 1784-5)
was [167,607. Compare the £193,823 of 1792-3, the £223,815
of 1796-7 ot the £632,998 of 1806-7.4 :

Small as the losses had been, the Court wisely made further
cautious suggestions for the guidance of the Committee in
Waiting. Though its reforming activity in 1804 had not stopped
the growth of the discounts, it had stabilized the number of
clients. There had been 1340 “in discount” on 1 January of that

" * C.B. Ca, 7 Feb, 1805.

* C.B. Ea, Report and votes of 24 March 1808, -

3 Income from the discount 1788-1808 was more than twice that of the
sixty years 1728-1788. See Vol. 1, App. E and App. C below.

4 The figure for Queen Anne’s day (1708-9) is calculated from a profit and
loss statement for 16 months in G.L. IV, £. 38, The 1est are from the Yearly
and Half-Yearly Statements. See Clapham, J. H., “The Private Business of
the Bank of England, 1744-1800”, Ez. HR. 1941
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year. There were 1394 on 1 January 1809; and the number never
got much higher.!

Apart from these necessary reforms and restrictions, the Ba.nk
treated the discounting of good commetcial paper as a duty little
less binding than its duty to the state. It had been criticized
before the suspension for many things;. often for too much
caution with the discounts; never for being too liberal when the
papet was good. With “desperate” debts of only about £115,000
accumulated in thirty years, on a business now running into scores
of millions, no one could say that too much of its paper was bad.
Its uniform rate of discount was that § pet cent which the Usury
Laws, still in force, made the permitted maximum. The laws
could be citcumvented, but that was not for the Bank; and so it
suffered. Money brokers, quite legitimately, might charge a com-
mission which raised the cost of borrowing through them to 53
ot 6.} Private bankers could refuse to lend to those who did not
keep substantial balances on current account. The Bank went on
discounting at § when the 3 per cents were fluctuating about 6o,
although most of its clients kept “extremely insignificant”
balances.3 No wonder that London traders who thought their
paper would stand the scrutiny of the Committee in Waiting tried
to get a Director’s nomination for a discount account. No wondet
they gave “presents” to clerks. And no wonder the discounts
grew, although the very little men were now excluded.t

Any slight inflation of credit by the Bank that there may have
been during this decade was due more to liberal advances to

' Reports quoted above and annual reports from 1809,

* Henry Thoraton, in a speech of 7 May 1811, in Paper Credit, p. 335.

3 Thornton, in the same speech. The total of private balances, including
those of the bankers, was at its minimum in Feb. 1808, [501,000: Stock
Estimates, 1 [a continuation of the Half-Yearly Statements).

4 “The borrowers, in consequence of that artificial state of things which is
produced by the law against usury, obtain their loans too cheap. That which
they obtain too cheap they demand in too great quantity”: Thornton, p. 255.
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government and these very liberal discounts than to excess of

formal issue. In relation to the country’s needs the issue was

reasonable; but the free discounting probably quickened the

circulation of the notes. Howevet, the combination of an in-

convertible currency with very high prices, particulasly with the .
terrible food-prices of 18001, disposed men who had read their

Adam Smith, or watched the course of the “continental” paper

money during the Ametican Revolution and of the assignats

during the French, to assume a simple chain of cause and effect—

effect, high ot famine prices; cause, inconvertible paper as such—

and to attack the Bank and the bankers. Adam Smith, with

memozies of Law and misused Scottish notes, had discussed

paper money timidly and critically. Everyone knew that in the

end a Frenchman could have papered his rooms cheaply with

assignats. For 1800 wheat averaged 1134. 104, 2 quartet, and in

1801 before the harvest much more than that. “In the autumn of

1800...the peace of the metropolis was with difficulty preserved ”;*

and at the same time there was a premium of g-10 per cent on

gold. Pamphleteers against the Bank had plenty of statistical’
ammunition,

The best known and most successful of them was Walter Boyd,
with his Letter to the Right Honourable William Pitt on the Influence
of the Stoppage of Specie at the Bank of England on the Prices of
Provisions and other Commodities. Written late in 1800 it appeared
early in 1801, Boyd is an interesting figure. A banker in Paris,
he had fled from the Revolution. Become a financier and loan
contractor in London, in partnership with Paul Benfield, a
questionable “nabob”, he had been hard hit in 1796, when “the
Bank. ..narrowed their discounts, and particularly to the house
of Boyd”, a house which they did not trust. Galled by this and
believing sincetely in the need for easier credit, Boyd secured the
support of some prominent men for a scheme to establish a pat-
liamentaty board for the issue of notes. The scheme got up to

! Tooke, 1, 218.
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Pitt, but no further. In 1796 Boyd and Benfield went into
Patliament, for Benfield’s pocket botough of Shaftesbury: that
autumn Boyd wrote to Benfield that he was “a ruined man®.
But he was also “a man of talent, a man of vast views, who could
sketch out a project in a few minutes, which should produce
8 or 10,000,000, without any possible loss™.? It is a familiar type:
such men hold on, and so did he, with financial help, impropet
help, from friends in the Navy Office. But in 1798 Samuel
Thotnton, Deputy-Governor of the Bank, warned Pitt against
his firm, which was only being kept uptight by the Bank itself;
and Pitt, in Thornton’s presence, refused to let them contract fot
theloan of 1799.3 On 3 March 1800 they failed, and in November
the broken loan contractor and planner of extended credit, who
could not appear in Parliament because of the “circumstances”
which had “annihilated his commercial existence in this country ¢
came foward as a critic of that Bank which had helped and
thwatted him,

In his defence it can be said that he had witnessed one disastrous
inflation and honestly feared another. His argument was propped,
as he hastened to note in a late preface to his pamphlet, by a return
made by the Bank to Parliament showing that its issues had
grown from £8,600,000 in February 1797 to f15,451,000 in
December 1800, (That its average issues for the three years
ending December 1795 had been £11,976,000, and that, of the

* For the meeting at the London Tavern to discuss the scheme and for its
presentation to Pitt see the London Chronicle, Aptil 2-5 and §-7.

* The quotations are all from Whitbread’s speech on the naval abuses at
the time of Lord Melville’s impeachment in 1805, Whitbread had the letter
to Benfield in his hand: Hansard, v, 385 sqq.

3 Thornton’s evidence before the Commission of Naval Inquiry, 11¢h Report
(1805, 1), p. 6o. The Bank lent Boyd, Benfield & Co. {80,000 till Feb. 1799,
in July 1798; C.B. A, 6 July.

4 Letter to...William Pitt, p. 73. For both Boyd and Benfield sce the
D.N.B, 1t was Benfield whom Burke called “a criminal who long since ought
to have fattened the region kites [of India] with his offal”; but apparently
he was not quite so bad as that,

CBED 2
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£15,451,000, small notes replacing gold came to 2,100,000,
would have been mose illuminating figures.) Boyd’s case against
the Bank was unsound. No critic with the facts before him
supposes “that the increase of Bank Notes™ was “the principal
cause in the great rise in the price of commodities”, least of all
in that of wheat—the only series that Boyd quoted. The g pet cent
premium on gold from which he argued was not a sufficient
cause, was only temporary, and was directly connected with the
two shocking harvests and the consequent disturbance of the
trade balance for which the Bank had no liability.!

A little over-issue through over-discounting there probably
was, and Boyd’s case, though it does not deserve consideration,
seemed very plausible in its day. When Henry Thornton pub-
lished in 1802 that Enguiry into the Nature and Effects of the Paper
Credit of Great Britain at which he had been wotking for some
years, he treated Boyd setiously, dealing with his etrors in careful
well-informed footnotes. He pointed out how, deducting the
£2,100,000 of small notes, “the total quantity. . .of the Bank of
England notes in circulation’* at one point in the spring of 1801
agreed almost exactly with the three-year average to Decembet
1795. His authority was a tecent statement of the Governor to
the House of Commons that the issue had fallen from the
L15,451,000 of December 1800 to about £14,000,000. This,
howevet, was only a temporaty fall. The quarterly average of
notes outstanding for the whole of 1801 we now know to have
been £15,800,000. Yet that only weakens Thornton’s argument
slightly. He also stated the facts about the harvests and the gold;
and his final opinion that, in general, the Bank deserved to be
ctiticized rather for “too much restricting its notes” in difficult

* Boyd went to France at the Peace of Amiens; was surprised by wat
and spent ten years thete. Returning to England, he recovered his position;
was again in Parliament, 1823-30, and lived till 1837. A resilient man.

* Paper Credit, p. 214. For the history of the book see Prof. von Hayek’s
Introduction to it.

-
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times than for “too much enlarging them™ has often caused
him to be labelled a Bank apologist, especially by those who have
imagined, wrongly, that he was a Director, even 2 Governor.
His brother Samuel had just passed the chair; but Henry was not
the man to let his financial, any mote than his religious, opinion
be deflected by family bias.

General prices fell, and the price of gold with them, from the
autumn of 1801, after the generous harvest of that year. It may
be assumed that exports of gold had helped the exchanges and
lowered its sterling price.* In 1807 general prices were only a
shade higher than they had been in 1798: and the market price
of gold, though it kept above the mint price, stood, as has been
seen, about the £4 level. But by the second quarter of 1808,
although wheat was—for those days—almost cheap, general
prices were higher than they had been since the famine level of
1800-1; and by the first quarter of 1810 they were higher than
they had ever been, with an index number, as we calculate it, of
184 against the 100 of 1790 and the 136 of the year before the
suspension of cash payments. Gold was sptinging from about
£4. os. od. to £4. 105, od. and upwards; though in July of 1809
the Bank managed to sell a little, in Dutch ducats, to the govern-
ment at £4. 65. od., no doubt for shipment abroad.3 Next month
its entry of “gold at the mint” stood at the ridiculous figure of
£29. o5, 64.4: its whole bullion reserve slipped away by an
all but continuous decline, from £6,000,000 in August 1808 to
£3,600,000 in August 1809, and to its absolute minimum for the
wat yeats of £2,000,000 in the February before Waterloo, From
1808 the exchanges were “ running against us with all countties”,s
adverse not by the 3-5 per cent of earlier years but by 15 to 20,

Y Paper Credit, p. 127.

! Thornton assumed this in his speech of 1811 (Paper Credit, p 349); and
the treasure at the Bank fell appreciably.

3 C.T. 8, 26 July 1809.

4 Stock Em'mm, I, 31 Aug. 18og,

5 Thornton in 1811: Paper Credit, p. 333.

2-2
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Wlth 1808 then the second phase in the currency and bankmg
history of the suspension had set in.

Its beginning was marked by a true and typical industrial and
commercial boom. In the feverish and uncertain economic life
of those war yeats, with Napoleon striving to shut the Continent
to English goods, or the United States passing, and sometimes
enforcing, Non-Intercourse Acts; with trade following the
vicissitudes of land campaigns, or teaping the fruits of the
successful use of sea-power; the opening of Brazil and other parts
of South America to British trade after the Portuguese royal
family, in flight befote the French, had sailed for Rio on a British
ship, in November 1807, gave the signal for afrenzy of speculative
exporting. To Rio, it is said, during 1808 “more Manchester
goods weresent out in. , .afew weeks, than had been consumedin
twenty years”.® It was to Rio also that someone shipped those
skates which became an accepted illustration of commercial
madness among nineteenth-century economists.

And this South American bait was thrown into a pool that was
already eddying with the activities of the gold fishers. A criticin
January 1808 could make out a list of forty-two companies pro-
jected in the previous yeat—seven breweties; five wine companies;;
four distilleries; several insurance companies ; coal, woollen, linen,
coppet, papet, clothing and miscellaneous trading companies.?

All through 1808 and 1809 industrial activity was mounting,
 stimulated by war as well as by company promotion and trade.
An index of output based on the constructive industries, mining,
the textiles and some others, shows a curve tising from 1808 to
a well-marked peak in 1810.3

This boom the Bank cannot fairly be accused of stimulating.

! McCulloch, J. R., quoted in Tooke, 1, 277.

3 The Monthly Magayine, quoted in Tooke, 1, 278.

3 Beveridge, Sir Wm., “The Trade Cycle in Britain before 1850”, Oxford
Economic Papers, 1940,
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Though its issue of small notes was increasing steadily, as gold
went out of circulation, its quarterly average of all notes out-
standing was the same in 1807 as in 1806, and only a shade higher
in 1808. Prices were up before the supply of notes was increased -
—that increase was an effect not a cause. From the second
quattet of 1809 the issues began to rise sharply; and for 1810
they averaged £22,500,000, against the £16,800,000 of 1806 and
1807 and the £17,100,000 of 1808. The notes went out mainly in
discounts. In 1808 the discounts wete rather lowet than in 1807:
they rose appreciably in 1809 and markedly in 1810, That was
because the Bank was giving help when the crest of the trade
wave was toppling over. Its maximum of discounting was done
in the third quarter, and the worst ctashes came in the fourth.

The story of the country banks of issue, of which, after 1810,
there wete about 750 in England and Wales alone,! is entirely
different. We do not know about their discounts, but we know,
as has been seen, about the tax stampings of their notes.? Consider
these figutes of the totals of country notes of from £1 to £
stamped: quarterly average in 1807, £1,110,000; average for the
first three quarters of 1808, £1,350,000; figure for the fourth
quarter, £2,500,000; quarterly average for 1809, £2,240,000;
average for 1810, £1,390,000, Now bankruptcies, which set in
when the crest of the wave quivers and continue when it is
breaking into froth, only became setious in the fourth quarter
of 1809: they wete tetrible in the fourth quarter of 18103 The
country banks ate stamping “enow and outrageously” until the
crest begins to quiver, and then they try to keep out of the froth.
Their stampings contract sharply after the second quarter of

! In 1810~11, 741; in 181112, 739; in 181213, 761, Lords’ Report on...
Cash Payments, 1819, App. F. 9.

* Above, p. 7.

3 Bankruptcies are given in Silbetling, British Prices, p. 251 (also on the
chart in Jevons® Inestigations in Currency and Finance); Silberling, p. 258,

calculates the country stampings, but with the error noted on p. 7, n. 2
above,
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1809, towards the low level of 1810. But it is in the fourth
quaster of 1809 that the Bank’s discounts move up towards the
figures of 1810, figures far higher than any recorded during the
two preceding or the two succeeding decades. And heavy dis-
counting, other things being equal, meant heavy issue, Other
things were not quite equal: the outstanding shost term advances
to government wete up on an average by ovet two millions in
1810 as compared with 1807—but that meant still heavier issue.

It was on 29 August 1809 that David Ricardo appeared as an
economic writer, with his first letter on the price of bullion as
an evidence of Bank note depreciation, written to The Morning
Chronicle. His approach was not new. Boyd had argued from the
premium on gold to over-issue in 1801; Thornton had shown 2
grasp of the whole problem in 1802; and in 1804 Lord King had
put Ricardo’s thesis mote neatly than Ricardo ever put it: “a rise
of the Market or Paper price of gold above the Mint Price, and
a fall in the foreign exchanges beyond the cost of sending bullion
from one place to another, is the proof and the measute of the
depreciation of paper money™.! The problem of over-issue and
the exchanges was much before the minds of public men that
year because of the state of the Dublin-London exchange. In
Januaty of 1797, befote the suspension—which had necessarily
been extended to the Bank of Iteland—there was 4 premium
of only 3 per cent on guineas in London at Dublin, about the
cost of sending bullion; in February of 1804 the premium was
10 per cent, and 2 patliamentary committee was talking of
Irishmen paying a guinea note and two shillings for their guinea.
The committee published its evidence but not its report: the
evidence showed that the Bank of Ireland had increased its issues
mote than fourfold in the seven years, and suggested that the

' From his Thoughts on the Restriction of Payment in Specit af the Banks of
England and Ireland (1804), which is a revision of his Thoughts on the Effects
of the Bank Restriction (1803). Ricardo wrote three letters 29 Aug., 20 Sept.,
20 Nov.: Three Letsers on the Price of Gold, ed. Hollander, 1903.
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other Irish banks had done the same.* The evidence was never
discussed in Parliament, but the exchange facts were a matter of
common knowledge, and the argument that there had been
ovet-issue in Ireland was unanswerable.?

By 1811 Ricardo’s argument, recast in The High Price of Bullion
a Proof of the Depreciation of Bank Notes, was in its fourth edition
as a pamphlet, He hit at the Bank and the Bank only, “ignoring
the rest of the credit mechanism. ..and giving little attention to
the non-commercial factors”.3 His critics have pointed out that
as a stock-jobber, with natural “bear” leanings, Ricardo was
interested in anything that would bring down the funds, as 2
curtailment of Bank issues ot a return to convertibility most
certainly would.# While his editions were appearing, his friend
Francis Hornet’s “Bullion Committee” of the Commons had sat,
and had reported in June 1810. In May 1811 the House was
discussing and rejecting its conclusions. The Committee had been
appointed to consider, first, “the cause of the high price of gold
bullion”, and second, “the state of the circulating medium and
the exchanges”. Its consideration, if not quite pure Ricardo, had
the Ricardian metits and limitations. It was based on his sound
doctrine that a paper currency, become inconvertible, can only
be kept on a par with gold ot silver by limitation of its quantity,
in relation to the state of the exchanges. There was no word of
criticism for the country banks. The conclusions, in brief, were
that the cause of the high price of gold bullion was over-issue
of Bank notes; that the exchanges could only be set finally right
by fixing a date in the neat future—which should not, however,
be nearer than two years—at which the suspension of cash

¥ Min. of Committee appointed to enquire into the State of Ireland, as to its
Circulating Paper, etc. (1804 1v), with statistical appendices. The Report was
not printed till 1826 (x826, v).

* Exchange facts are, for example, in the Annual Register for 1804,

3 Silberling, “Financial and Monetary Policy of Great Britain during the
Napoleonic Wars”, O.].E. 1924, p. 422.

¢ Silbetling, 0.].E. 1924, p. 426.
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payments must cease; and that towards this date and this cessation
the Bank should work by curtailing its advances—public and
private, it was implied—and so its issues.!

As a cotporation the Bank was not consulted, There ate no
relevant votes of Court ot of the Committee of Tteasuty before
November 1810; and then only an instruction to the Governor
and Deputy to ascertain what steps the Chancellor of the Ex-
chequer proposes to take about the Report.? In fact he was just
marking time. But these gentlemen and another prominent
membet of the Court had given evidence before Hotnet’s Com-
mittee—evidence in part curious. John Whitmore, the Governor,
explained that the Bank “never forced 2 note into circulation”,
He maintained that its issues bore “exactly the same proportion
to the occasions of the public” as in former years. The first
opinion was true, the second most defensible. But he also said
that limitation of discounts, such as the Bank had practised in
1796, had in his opinion “no bearing upon the price of Bullion™.3
In all this he was supported by John Pearse, the Deputy. They
argued jointly and most weightily that restriction of discounts, if
carried beyond a cettain point, would have ruined the country
in 1796-7 and, they implied, might do so now. Whitmore
allowed however that, wete the Bank working on a free gold
basis, he would restrict discounts so as to check a foreign drain
of gold, if such testriction was at all possible.s

Both “the Chaits™ clung to the view that the Bank could not
go far wrong, provided the paper that it discounted was good.
Yet in 1796 it had rationed discounts irrespective of the quality
of the paper—and had been ctiticised by Boyd and many others

! There is a huge literature about the Report. It is reprinted in Cannan, E.,
The Paper Pound of 1797-1821.

* C.T. 9, 27 Nov. 1810

3 8.C. to enguire into the cause of the High Price of Gold Bullion and to take into
consideration the state of the Circulating Medium and of the Exchanges [the

“Bullion Committee™}, 1810, 111, Pp. 79, 81.
4 Ibid. pp. 110, 112.
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for doing so.* Pressed about theit advances to government, “the
Chairs” were naturally reticent; but their cautious replies make
it clear that they had no intention of stinting the Chancellor for
the sake of the exchanges. (And time after time in 1810-11 he
came begging them to purchase Exchequer Bills that the market
would not absotb?) Theit treasure, while they were giving
evidence in 1810, stood at about £3,300,000, neatly all gold
as it happened. This figure they did not disclose; but Whitmore
argued cogently that a drastic curtailment of discounts would
be too dangerous; and that, with the exchanges as they wete,
tepeal of the Suspension Act would drain the Bank quite
dry. Wait for peace, and then consider maturely, was his plea,
If forced to work to a fixed date for repeal, well, he would
have to restrict all tound and the country would have to take
the consequences.

In support of “the Chairs”, Jeremish Harman, who was to sit
in both a few years later, stated toundly that curtailment of
discounts in the past had done more harm than good; and when
asked “do you conceive that the diminution of the paper of the
Bank would, eithet immediately or remotely, tend to the im-
provement of the exchanges?” replied, not quite grammatically,
“none whatever”.3

It is not to be forgotten that during the second quarter of 1810,
while these Directors were giving their evidence, the crest of
the commercial wave was quivering: prices had begun to sag.
During the third quarter, after the Report was presented, the
failures began—and the Bank did more discounting than in any
single quarter of that whole generation. It was giving all the
support it could. The country banks had lost their nerve, as the

' Even by Henry Thotnton; above, p. 18.

* See p. 33 below.

3 “Bullion Committee”, p. 142. He allowed that if the Bank were on a
gold basis, it would have to be “very cautious” when exchanges were un-
favourable, but held obstinately that discount curtailment always made
things worse,
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curtailment of their note stampings shows; and the autumn tide
of bankruptcies was setting in. Holland had just been absorbed
into France; so had the German coast up to Hamburg; Masséna
took Ciudad Rodrigo in July; Wellington, after beating him at
Busaco, was falling back to stand on the lines of Tottes Vedras,
As keepers of the nation’s funds, “the Chairs™ did well to be
cautious and cling to what treasure they still had. As commercial
bankers, it was their duty not to alarm a shaken City by ac-
quiescing in any policy of sudden and drastic limitation of that
assistance which only they could now give.

As economists they come less well out of the debate. They and
their supporters argued that the state of the exchanges had
nothing to do with issue, but was a result of disturbances in the
balance of trade. There was no doubt disturbance enough: it had
driven up exchange rates for bills as well as the price of gold.
Wheat was once mote terribly dear in 1810: heavy imports of
food were essential, The course of the war interrupted or dis-
organized one branch of trade after another, and the French
privateers, the submarines of that time, were out where their
successors have been out since. In the absence of complete com-
mercial statistics, and with a general ignorance of the hidden
movements of the gold, exact discussion of the trade balance was
impossible, as the Bullion Committee agteed. Ricardo was
allowing that 2 4 to 5 per cent rise in gold prices need not imply
depreciation.’ Like Henry Thornton in 1802, a price about £4
would not have wottied him. Taking account of growing risks
and heavy insurance, the Committee thought that the market
price might have tisen to pethaps 53 per cent—say 45.—above
the mint price under a system of cash payments. But the actual
market price was 154 per cent up, and more.

“The Chairs” no doubt hoped that the stetling price of gold
would fall as the balance of trade and payments was redressed, 2
fortunate development to which they looked forward, although

* In his High Price of Bullion.
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like everyone else in some ignorance Wheat prices did fall
sharply after the harvest of 1810; and collapse after boom brought
general prices—as we know with some precision, though they
could only know vaguely—down by over 13 per cent between
the first quarter of 1810, when the Committee began to work,
and the second quarter of 1811, when its Report was debated.
But gold did not fall,

Jeremiah Harman’s “none whatever”, underlining the less
emphatically worded opinion of his colleagues, showed the Bank
witnesses at their weakest as economists and commentators on
the Bank’s eatlier practice. They boasted, and with some reason,
of their moderation in issue and their vigilant watch over the
papet that they discounted. But their old temperate defender,
Henry Thornton, who had been turned by the course of events
and setvice on the Bullion Committee into a temperate critic,
following King and Ricardo, not only demonstrated con-
clusively in speeches of the 1811 debates that excess of “paper
credit”—like the sound economist that he was, he did not simply
say Bank notes—was the sole rational explanation of a level of
gold prices which was peculiat to England; but also showed how
this was compatible with the Bank’s admittedly reasonable issues,
There had been a growing economy of notes. Bankers—he was
one—were holding Exchequer Bills, paper “from the Bank of
the Right Hon. the Chancellor of the Exchequer”, in their place.
“Bills of exchange. ..and other articles of a similar nature served
exceedingly to spare the use of notes”, Private families kept
fewet notes on hand, “through the increased habit of employing
bankers, and of circulating drafts upon them [cheques], in and
round the Metropolis™.* So a note supply superficially reasonable
might be in fact redundant.

' This actually happened at the close of 1815, when there had
been little reduction of issue and no feturn to cash payment: below,

p- 36. :
* From his speech of 14 May 1811: Paper Credit, pp. 359-6o.
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How the country bank issues affected the problem neither the
Bank nor its critics discussed at any length, Ricardo, without
inside knowledge, was sute that when the Bank “increase ot
decrease the amount of their notes the country banks do the
same”;' but Ricatdo had the sort of mind that translates ten-
dencies into prompt facts. The stamping figutes, so far as they
go, do not bear him out; and Vincent Stuckey, a competent
country banker, had told the Committee that if Bank notes were
withdrawn from any region “their places would immediately be
filled up by the notes of country banks”* which hardly fits
Ricardo’s thesis. But whether, or to whatever degree, the action
of the country banks contributed to the excess of papet credit,
the argument holds that the short way of taking action was
through the issues of the Bank.

If the Bank witnesses showed up badly as economists, many of
their critics showed up no better as politicians. Ricardo, who
had made a fine fortune by dealings in war issues, wrote asfrom
an ivory towet in a time of untroubled peace. Horner’s sixteen
resolutions moved on 6 May 1811—and rejected—led up, in the
sixteenth, to resumption of cash payments “two years from the
present time”, peace ot war. As things turned out, that would
have meant cash payment just when Napoleon, in the desperate
campaigns of 1813, was beating Russians and Prussians at Liitzen
and Bautzen. Many of the countet tesolutions moved by Van-
sittart—and cattied—were stupid enough, if regarded as economic
propositions. Economists jeeted at them for a century, the
century duting which England fought no great and doubtful war.
For their stupidities the Bank was not responsible, except in so
far as they embodied the clumsy evidence of its witnesses. But
no doubt its Court agreed with the Chancellor of the Exchequer,
Spencer Perceval, himself no gteat economist, that the only way
to get gold was to buy it, and that purchase was not easy while
Napoleon was closing the Continent to out trade, while treasure

* High Price of Bullion, Works, p. 283. 2 “Bullion Committee”, p. 138.
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was needed for armies and fleets abroad, and food imports were
essential. When the Court asked him, in November, what line he
meant to take about the Bullion Report, there cannot be much
doubt of his answer, though no answer s filed at the Bank, For
abouta fortnight eatlier he had written to John Wilson Croker that
he considered the Committee’s policy of unconditional resump-
tion at a fixed date as equivalent to “a patliamentary declaration
that we must submit to any terms of peace rather than continue
the wat”.! Vansittart’s resolutions, with all their economic
crudities, were in effect 2 declaration that we would not so
submit, An American economist once wrote that, had the Bullion
Committee won, “there would probably be no British Empire
to-day”*—a rather fanciful remark, no doubt, but instructive. .

Freed from the Committee, the Bank and the Chancellor went
on as before—and in course of time the sterling price of gold rose
higher. But that was not so bad a thing as the “bullionists”
implied. The very issue of their Report, followed as it was almost
at once by the failure of “several houses of the first respect-
ability”,3 had made bankers tighten the purse strings and had
forced still more borrowers on to the Bank. Not yet obliged to
contract its issues to save the exchanges, it discounted heroically
—and profitably—during the June-September quarter and the
next, as has been seen. By 1811, when the debates began and the
bankruptcies continued, the most urgent need was over. Paper
under discount had averaged £19,250,000 quarterly in 1810: the
total of discounts for the year came to £138,000,000.4 In 1811

* Croker, Correspondence and Diaries, 1, 35. William Ward, who was a
Ditector of the Bank, 1817-36, approved the arguments of the Committee
but thought the two year proposal “most unreasonable” (Remarks on the
Commercial Legislation of 1846, p. 39). ’

* Silberling in @.].E. as above, p. 439.

3 The Monthly Commercial Report, 1 Aug. 1810, quoted in Tooke, I, 304.

4 C.B. Fa, Report on the Discounts, 28 Feb. 1811, Quarterly averages
are in Silberling, British Prices, p. 256, but not annual totals, The Bank made
£914,000 (5 per cent on £18,280,000) from the discounts, 31 Aug. 1809~
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the quarterly average was down to £13,500,000; and the Bank’s
gold was down too. It went on buying gold, as it could, at most
unremunerative prices, and it always kept a little; but it did not
stop the fall until after Watetloo. In August of 1812 it paid
£5. 6s. od. an ounce for Portuguese gold coin, and at the same
time supplied £100,000 of gold for the Duke in Spain.?

The now annual report to the Directors on the discounts was
specially full in February 1812.* Out of sixty-five London bankers,
acceptances of thirty-three had been handled by the Bank. As
had been anticipated, there was a lazge inctease in bills and notes
still unpaid—wreckage from 1810. In the scuffle of that year and
in 1811, precautions recommended in earlier reports had been
neglected. Parties whose standing was marked low on the Bank’s
private scale had been allowed to present far too much paper;
the reporters said that this could not be “for regular business of
their own. . .they can only be considered as Bill Brokets, who in
that Character could not be admitted as Discounters™3 The Bank
could not have meant “by Means of Discount to futnish a Per-
manent Capital to any House”, The function of discounting

31 Aug. 1810, and 730,000 in 181011, much of it in the last four months
of 1810, Stock Estimates, 12 see App. C. Cannan (The Paper Pound of 1797~
1821, p. xxxix) argued that the fall in discounts must have been due to the
influence of the Report. That is possible; but it was much more likely due to
the course of the commercial crisis—which he ignored.

' L.B. 2, 1808-12, letters of 10 Aug. 1812. In October it was paying
£3. 9s. od.: L.B. 3, 1812-16, 23 Oct. 1812. Prof. Viner has shown (Sudies in
the Theory of International Trade, pp. 143~4) that “the English paper currency
remained at or near parity with silver and with foreign metallic currencies in
the years in which no, or small, foreign remittances had to be made, and
departed from panty in roughly conespondmg degtee in the years in which
heavy foreign remittances were necessary”.

* C.B. Ga, 20 Feb. 1812,

3 This eatly reference to the discounting Bill Brokers is interesting; it
illustrates what has been recently shown by Cope, S. R., “The Goldsmids
and the London Money Market”, Economica, 1942, that dealing in bills by
brokers had started during the ninetics.
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should be “to assist Parties with occasional Supplies”. So it was
desirable to curtail “Accounts which ate consistently high from
yeat to yeat”, It was also expedient to discourage “Notes be-
tween Parties in the same Line of Business”, and that old, per-
sistent abuse of “renewed Notes between the same Parties™.

One result of the effort made of recent years to keep down the
promissory notes, as less likely than the bills to represent real
transactions, had been the appearance of an undesirable sott of
bill “dtawn, or purpotting to be drawn, in the Country by
Servants [clerks], and other Petsons who wete not possessed of
any real Property”, accepted and discounted in London.

Lastly, too much business had been done “by a Single Director
with the assistance of the Head of the Discount Office”. There
must have been absenteeism on the Committee in Waiting: we
know that attendance had been so slack at the Bank Court that
a quorum had with difficulty been kept, and that in Octobet,
1811, seven Directors—including Alexander Baring, Stephen
Thotnton and Cornelius Buller, a future if not distinguished
Governor—had been pointedly asked “when their attendance
could be depended upon™.?

Not all the suggestions of the 1812 Committee on Discounts
were endorsed: they wete not even all discussed. They ate
important as pointing to the weak spots in the discounting
business and as helping to explain radical changes in discount
policy and practice which began within a year of the peace.

The Bank’s freedom, irtesponsibility its critics and those of
the government said, in dealing with advances and issues had
been increased in 1811 by the very odd bit of legislation known
as Lord Stanhope’s Act (51 Geo. I1I, c. 127). People wete now
openly bidding up for guineas with notes, although the least
rational of Vansittart’s resolutions had asserted that “the pro-
missory notes of the Bank of England have hitherto been and are,
at this time, held in public estimation to be equivalent to the

' L.B. 1810-12, 3 Oct. 1811. For Buller as Governor see p. 99 below.
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legal coin of the realm™. “Van™ had been careful not to say
legal tender, for that—technically—Bank notes were not. It was
at this point that Lord King demanded from those of his tenants
who held long leases rent in gold, or in notes enough to buy the
gold, as a sort of test case. Stanhope’s Bill made it illegal to pay
more than 215, for a guinea; although he took pains to assert
that this was not the same thing as declaring Bank notes legal
tender. King fought him in the Lotds, with unassailable logic
and references to the assignats.! The government, he said,
appeared to be committed to restriction until the end of the war,
however distant that might be. (He was tight.) It was time for
those to make a stand whose property “was yearly, even monthly,
deteriorated ”, when debts were paid them in depreciated paper.
If King’s attitude was selfish, his every economic argument was
sound, and many arguments used against him were grotesque.
Whitmore’s and Harman’s fallacies were served up and improved
upon. No one said frankly—accept 2 measure of inflation for
victory’s sake. Neither thought nor language was ripé for that.
Indeed there is every appearance that Stanhope’s side believed in
the fallacies, and would have been shocked and puzzled by any
such statement. The government adopted Stanhope’s Bill, which
went through the Commons with crashing majorities, and through
the Lotds over a protest entered in their Journal.

Although the quarterly average of paper under discount was
down in 1811 by [5,750,000 on the figure of 1810, the corre-
sponding average of total advances was down by only £1,300,000.
In 1812 it was fgoo,000 2bove the 1810 level, although the
discounts were down by [5,250,000. Government short-term
borrowings wete teplacing the commercial discounts, a fact un-
known to Parliament which accounts for the official attitude
about restriction and issue. From 1813 to 1815, total advances
were above, very much above, the average level reached in 2 year
of such futious commercial discounting as 1810.

* Hansard, xx, 790 (2 July 1811).
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The minutes of the Court and those of the Committee of
Treasury are full of almost tearful requests for help from Perceval,
and of the Bank’s reluctant but invatiable acquiescence. In
Match of 1810, while the Bullion Committee sits, Perceval is
begging them to purchase his surplus Exchequer Bills." In May
of 1811, while the debate on it is starting, the Court “perceive
with much regret” that he wants them to take an extra block of
Bills but makes no promise of early repayment.? In August he
sees small hope of any reduction and in fact is in need of cash:
with “deep regret” the Bank putchases two millions mote.
There is another two millions purchase in November. So things
go on: the Bank takes more Bills in February of 1812, In June
it is even taking interest on its debt in Bills, because of difficulties
“arising from the death of Mr Perceval”;# but this is not to be
a precedent. Perceval dead, assassinated in the lobby of the
House, the insistent appeals to the Bank to purchase Bills continue
from his successor, Nicholas Vansittart,

The situation was complicated and the supply of paper ctedit
augmented by a possibly ill-judged issue of “commercial” Ex-
chequer Bills in April 1811, to relieve the distress that followed
the slump. Before 1810 was out lamentable memotials had come
in from the cotton-exporting districts, Glasgow and South
Lancashire, and a groan from London. Those shipments of
cotton goods to Rio and other places had been made by exporters
who had given the manufactuters long bills—up to twelve
months—for it was a slow trade at best.5 The goods not selling,
the bills could not be met, Bankers who had discounted them
had full useless portfolios: there was little to be got from the
drawers, although they were liable. Hence some of the bank-
ruptcies of 1810-11, The West India men could not smuggle
enough sugar and coffee into the Continent over Napoleon’s

! C.B. Fa, 29 March 1810. * C.B. Ga, 23 May 1811.
3 C.B. Ga, 27 Aug. 1811. 4 C.T. 9, 3 June 1812.
5 Smart, W., Economic Annals of the Nincteenth Century, 1, 264.

CBEN 3
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bartiers to telieve congestion at the London docks and their own
financial necessities. And in the warehouses thete were masses of
other goods—hemp and silk and tallow, and what not—tem-
porarily unsaleable. .

On 1 March the House had nominated a Select Committee to
look into this problem of commercial credit. Perceval was on it
and Sit John Sinclair, the reputed inventor of the Exchequer
Bill cure for the evils of a ctisis, with two Barings, Samuel
Thornton, now ten years past the Bank “Chair”, the inevitable
and always valuable Henty and othess.! They tepotted, within
a week, rather loosely as is not surprising, Loans of Exchequer
Bills should be ttied again, as in 1793, but up to £6,000,000 not
£5,000,000—paper that the hatd-pressed merchants and manu-
facturets could discount and so get cash to catry on until the glut
of exports was worked off abroad and the wheels of trade began
to swing round again.* Not all members of the Committee wete
happy about this proposal. Was the situation parallel to that of
17937 Did Rio speculators merit public help? Henry Thotnton,
that economist of a tender conscience, said he had only agreed
out of pity for the distressed “manufactuters”—wotkpeople—
of Glasgow, Paisley and Manchester. He feared “a general rise
of ptice”—including that of bullion—from this fresh injection
of paper credit.3 Many speakers in both Houses were critical,
But the proposals were adopted, though in the end not more than
two millions of Bills were actually advanced.*

On the question of policy, the Bank had not been consulted
but it advised about the form of the issue. The Act allowed of
Bills down to £20, but the Committee of Tteasury suggested a
minimum of [100, as with other Exchequer Bills,5 for reasons

! JH.C. uxv1, 135. And sce Vol. 1, p. 264.

* Hansard, X1x, 250.

3 Hansard, x1x, 327.

4 The Act was §1 Geo. ITI, c. 15. See Tooke, 1, 317, who did not believe

that it really contributed to the revival of trade.
5 L.B. 2, 1808-12, 21 March 1811,
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that one can well infer; and this action was taken. Unhappily
the issue, relatively small though it was, loaded the Bank up with
more government papet. Before the end of May these Commercial
Bills wete at a heavy discount, and the Bank was cartying out
what it believed to be its duty, “as on a former occasion”, by
buying to suppott the market.*

Few years wete bleaker than 1812, Industry was crippled by
blockade and counter blockade, by Milan Dectees and Orders-in-
Council. Manufacturers denounced the Orders: Luddites broke
their machines. Britain had managed to add the United States
to her European enemies, and the Atlantic also became unhealthy.
The ptice of wheat was running up all the year until August,
when it touched 1575, 74. Even after the harvest, it only got
below 120s. for 2 moment. An intelligent corn-merchant said
subsequently that Britain was nearer real starvation, not bread
enough to go round, in that year than in any other.? Had Russia
not broken with Napoleon; had Wellington’s victories at Badajos
and Salamanca not opened wider the Peninsula door to Britain’s
trade; it might have gone hard with her. But as the cold hungry
year drew towards its end, Napoleon was making for Patis, by
sledge out of Russia; the subject kings were preparing to rise
again; and Wellington was getting ready for the campaign that
was to take his “blackguards officered by gentlemen® actoss the
Pytenees in 1813,

The level of prices kept stagnant, in spite of dear bread and
because of slack trade—stagnant until the last quarter of the yeat,
Gold was again an exception. Its price reached a peak during
1812, foreign gold coin fetching £5. 115. od. in stetling, 43 per cent
above mint price.} Lord King and Ricardo and Thornton wete no
longer needed to prove depreciation of stetling, though there was
still some confused thinking and talk about stetling and notes.

' C.B. Ga, 29 May 1811. )
.* Joseph Sanders of Liverpool, quoted in Tooke, 1, 327.
3 Gold prices in App. 14 to the Commons’ Report of 1819.

3.2
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Commercial discounting in Threadneedle Street was relatively
slack with the slackness of trade; though the excitement of the
last quarter of 1812—Moscow and the Betesina—led to a vigorous
stamping of notes by the country bankers.* The Bank still had
on its hands some of the debris of 1810, clients with resources
“locked up in heavy advances in the unparalleled circumstances
of the two last years”, as-a firm to which the Directors had
advanced f150,000 wrote in November 18122 The discount
business in 1812 was barely two-thirds of what it had been in
1810,and in 1813 not two-thirds. But with government borrowing
when its back was to the wall, and botrowing still mose when
the garlanded mail-coaches began to go down with victory,
the Bank’s total advances outstanding and notes outstanding
went steadily up. The notes reached their absolute maximum
(28,600,000} in the quarter after Napoleon’s first abdication, the
third quarter of 1814. The advances wete continuously above
£40,000,000, with a maximum of £46,400,000, from the second
quarter of 1814 to the third of 1813, the quarter after Watetloo.
During the same period, until that quarter after Waterloo, the
average of discounts never got quite to £15,000,000. The rest
was advanced to government. With the relaxation and stimulus
of victory, the discounts sprang for a few months to £18,000,000,
and the advances to government began slowly to contract.

-Bar gold, which had always been a little cheaper than foreign
coin, because not so immediately available for use under war
conditions, had climbed to its maximum price of £3. 7. od. in
1814. By December 1815 relaxation and stimulus had worked so
quickly that it was down to [4. 26. od., within easy hail of the
mint price. The old guard of the Bank—the Whitmores and
Harmans, believers in the docttine of “none whatever”—must
have noted with satisfaction that this fall coincided with a quite

! The average quarterly stampings for the first three quarters was
£1,640,000: for the fourth quarter it was £2,560,000.
3 Inglis, Ellice & Co. of Mark Lane: C.B. Ha, 19 Nov. 1812,



WILLIAM MANNING Governor 1812-1814



THE BANK’S BUSINESS POLICY 37

modest decline in theit note issues.* The balance of payments,
the opening of matkets and the closing down of the war drain of
treasure, was doing its wotk. They had always said it would.

Apart from the consequences of its reluctant yet stubborn
support of the Chancellor of the Exchequer, and the pressure
which the economics of war exerted on its discount office, there
was no important change in the business policy of the Bank
between the suspension and the peace, While Ireland had its own
parliament, the Bank did not feel quite the same responsibility
towards Mr Pitt pleading for Irish needs as towards Mr Pitt the
Chancellot of the British Exchequet;? but with the Act of Union
in 1801 the tesponsibilities were blended. Loans became United
Kingdom loans and Messts Puget, Bainbridge & Co., the agents
of the Bank of Iteland, and so indirectly of Dublin Castle, were
allowed large discount facilities—£250,000 in 1806 and even
£620,000 in 1808.3 Outside the now United Kingdom the Bank
did not feel any obligation, except in the way of trade, The East
India Company was an old commercial client: it went on sending
in its “usual letter”, as the Court Minutes write, and receiving
its customary credit. It was obliged, too, in other ways. In 1803,
when in need of cash, but anxious not to disturb the market for
Exchequer Bills by selling those that it held, it asked the Bank to
buy £100,000 of its silver; and the Bank agreed.+

This sale of silver by the Company and anxious inquities by
the Bank, in later and more difficult years, about arrivals of
treasure from India point to one of the major revolutions in the
world’s trade. Since Europe first dealt with Asia, treasure had
normally flowed eastward. Now the European export of silver
was slackening and a reverse movement of silver and gold was

! From a maximum of £28,600,000 in 1814 to £26,100,000 in the fourth
quarter of 181§,

* See Vol.1, p. 270. 3 C.B. Da, 2 Jan. 1806; C.B. Ea, 30 June 1308,

* C.B. Ca, 14 July 1803.
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setting in, as India absorbed more western manufactures—
calicoes beginning to go east in place of Calicuts coming west—
and China, with the Eastern Archipelago, became indebted to
India, and so indirectly to Europe, for that opium of which the
Company had a—not quite watertight—monopoly.!

Other old commercial clients were the South Sea Company——
it had long ceased to have any dealings with the South Seas—and
the Hudson’s Bay, fur-trader and pioneet of the Canadian North-
West. Beyond these commercial-impetial customers the Bank
did not go. In 1798 the agent for Jamaica asked for a loan of
£300,000. The reply was “that it is not usual for the Bank to
undertake any loans of the Nature proposed”.* No similar
proposal was sent in for many years: the “usual” policy was
maintained without difficulty.

Fotmal loans of specified amounts to private firms are made
from time to time; but they are not numetous and thete is nothing
new about them. In 1801, it may be Messts Hibberts, Fuhr and
Purrier who ask for £100,000 to “carry the House through its
present difficulties”3 They give thirteen “good names” as
secutity, good enough, for they include Thellusson and Baring,
On condition that they do not discount with any of these
firms, and that they keep their discounts with the Bank below
£20,000, they are obliged. Or in 1814 it is Messts J. and J.
Cotbie, hard hit by some country bank collapses, by failed
remittances for genuine debts, and by the American blockade
of ports from which goods and silver are due to them, They are
allowed £45,000: they are really quite sound.*

Some small beginnings of new types of business can be traced,
but they are connected with old types. The City authorities always
had a claim on the Bank’s consideration. Recently there had
sprung up two new classes of semi-public institutions connected

* Cp. Parkinson, C. N., Trade in the Eastern Seas, 17931813, p. 77.

3 C.B. Aa, 14 June 1798. 3 C.B. Ba, 25 June 1801,
4 C.B. K, 8 Sept. 1814,
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with the welfare and development of the capital, the dock
companies and, before them, those statutory bodies of com-
missioners for police, lighting and paving, which had been
established to petform—patchily and too often inadequately—
the essential municipal services in Greater London. The London
Dock Company, which dates from 1801, was often given credit
up to £50,000; and the Westminster Commissioners for Paving,
an efficient body to whom the West End owed much of its
amenity, wete obliged as they desetved.*

The small income from formal loans was different in no’
essential from what it had been in the eighteenth century, In
the Ledger for 1815, beside John Company, the South Sea, the
Hudson’s Bay and the authorities of the City, there appear in the
account of interest on loans only that old client the Royal Bank
of Scotland, and a single private firm which the Bank had just
been helping, Messts Benjamin and Abraham Goldsmid.*

The Governor and the Court had supported the Chancellor of
the Exchequer faithfully, if sometimes with groans; but successive
Chancellors had not entirely neglected their duty to the state as
against the Bank, although critics of both patties often suggested
the contrary, and although the proprictors had no reason to
complain of the Directors’ care of their interests. Proptietors
went into the wars with a 7 per cent dividend. From 1807 the
dividend had been 10 per cent, more than enough to cover the
average fall in the purchasing power of money during the later
war years. Besides, there had been bonuses, though that word
was not yet in use. In 1799 the Court had divided enough of its
holding in the § per cent loan of 1797 to give each proptietor
10 per cent on his capital. In 1801 it handed out another § pet cent
in Navy Annuities; in 1802, 24 per cent in the same. And in each

' See Webb, S. and B., English Local Government, Statutory Authorities
(1922), pp. 282 5qq. for Westminster, and passin.
* G.L. XV, {. 637.
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of the three years 1804-6 thete was a cash payment of § per cent -
“out of the interest and profits over and above” the regular
half-yeatly dividends of 33." In effect the dividend had been at
the 10 per cent level—even a shade above it—ever since the
suspension. And after it was formally set at 10, “the Profits of
the Bank beyond the dividend” had “been accumulating”, as
the Governor told the General Court in 1816.*

The bonuses may have been in part intended to quiet a dis-
turbance unusual hitherto in Bank history, criticism from the
General Court. Its mouthpiece was Alexander Allardyce, M.P.,
who came forward in 1797 with a pamphlet—Address to the
Proprietors of the Bank of England®—and with a motion in General
Court for the publication of accounts.* He ctiticized the Directots
for preferting Exchequer Bills to Navy Bills; he accused them
of “mystery” and “hoarding™; he supposed that they made
£250,000 2 year out of the discounts. The Bank had in fact made
£234,000 from August to August 1796-7, so it was a happy guess;
but the year before they had made only £147,000, and the year
before that £134,000.5 He wanted a division of profits up to the
hilt. The big bonus of 1799 did not divert him. In 1801, at the
very Court in which the bonus of that year was voted, he was
moving for a full statement of accounts, profits and charges, so
that the Court might “declate a dividend of the whole profits,
the Chatges of Management only excepted, as the Law directs”.
The Coutt voted the “claim not to be complied with”.®

' G.C.B.1V, 21 Match 1799; 19 March 1801; 16 Sept. 1802; 20 Sept. 1804;
19 Sept. 1805; 18 Sept. 1806. And see Acres, 1, 2856,

* G.C.B. V, 21 March 1816, William Mellish was Governor.

3 A third edition, of 1798, has a valuable Appendix of documents on
banking history, including those connected with Walter Boyd’s plan of 1796
for a supplementary currency: p. 16 above.

¢ G.C.B.1V, 14 Dec. 1797. His name is not given but he claims the motion
in the postscript to the third edition of his pamphlet.

5 From the Profit and Loss Accounts in the Half-Yearly Statements.

See App. C, and Vol. 1, App. E.
¢ G.C.B. IV, 19 March 1801.
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The Directors had taken legal opinion. So had their cgtic,
the excellent opinion of Sir James Mansfield. In a very vigorous
Second Address to the Proprietors, dated 15 May 1801, Allardyce
claimed that the Directors’ counsel, who had attended the
General Court in December, had cut a poot figure: “he wandered
...was called to otdet, and sat down”.* Allardyce still stood out
for division up to the hilt; he condemned the Directors’ “large
contributions to a naval pillat, to soup kitchens and other
charities”; and he denounced their wasteful building expen-
diture.? With economy and fewer loans to government they
could easily divide 12 per cent. Above all he demanded publicity.
The East India Company had to teport yeasly. The two Scots
chartered banks let the public see their accounts. Why not the
Bank of England?

Shortly after this Allatdyce died, and the movement that he led
lost power. Whatever the law may have been, and Mansfield’s
reading of it is not to be despised,’ the demand for the last
farthing in dividends was “something selfish”¢ as Allardyce
himself had allowed, and rather stupid; but the wish to know
more about the mystery of Bank business was most reasonable,

So was Pitt’s careful, if not too intrusive, watch over the
Bank’s gains. His Committee of the House on Finance feported
in 1797 that the reduction in its allowance for managing the
National Debt made in 1786 had benefited the state, and might
with advantage be pushed farther. It also criticized the L4000
for more general “management”, which the Bank had drawn
from the very beginning, and the similarallowance of £1898. 35.44.
which it had taken over, with four millions of government

Y Second Address, p. 16. * Ibid. pp. 8-9.

3 It was based on a phrase in 7 Anne, c. 7 about the Bank dividing “all the
profits”. Mansfield was not actually Sir James at this time: he was knighted
in 1804. ‘

4 Nztc to p. 3, the Address, 3rd ed. Allardyce’s death is mentioned by

Ricardo, who agreed with him, in Proposals for an Economical and Secure
Currency (Works, p. 434).
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stock, from the South Sea Company. These payments puzzled -
the Committee, as is not surptising. The first, they reported, was
“stated to be ‘towards the expenses of the House’”:* evidently
they disliked it. They also reported, among other things, on the
clerical staff, which had grown fast, they said, but perhaps not
unduly in view of the growth of work for the government; and
on the Bank holidays, which were now those usually observed
“at the Custom House, Excise Office, and among the Gold-
smiths . .

Prompt action was taken on only one minor point in this
Report. George Rose, Secretary of the Treasury, wrote in
October that My Lords, having considered it, had abolished New
Year’s Gifts to officials of the Exchequer: “you may not send
them as heretofore™. So ends a century-old practice: the “usual”
vote of guineas to these gentlemen vanishes from the Court
Books.3

The Bank was accommodating Mr Pitt in many ways during
the first years of the suspension, years politically and strategically
most difficult—mutinies in the fleet at Spithead and the Nore in
1797; tebellion in Ireland in 1798; disastrous failute of the Duke
of York in Holland in 1799; in 1800 great French victories at
Matengo and Hohenlinden, and coalition’of the northern powers
against the British blockade. Financially !Pitt was busy with the
schemes that preceded his Income Tax; with steeting the Income
Tax Bill through Parliament in 1799; and with the administration
of the brave experiment in 18c0.4

Exchanges being favourable, and the Bank’s reserve of treasure
from February 1798 to August 1800 ample, the Directors were
sanguine and eaget to help. They had been ready, even anxious,
to resume cash payment in June and again in Octobet 1797; but

* Fourteenth Report of the §.C., on Finance (1797, 111), p. 8. % Ibid.p.23.
3 C.T. 1 (1797-9); letter of 10 Oct. 1797. See Vol. 1, p. 92. The present
which had formetly been as high as 243 guineas had dwindled to 140 in 1795.
A remnant of 54 guineas was paid in 1798,"in spite of Rose: C.B. Z, f1. 33, 334.
4 For which see Hope-Jones, A., Income-Tax in the Napoleonic Wars (1939).
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Pitt had not thought it safe; and the final Act of 30 November
(38 Geo. I11, c. 1) had fixed one month after the signature of peace
as the date for the resumption. The Bank had cashed some of the
first issue of small notes, when the type was changed early in
1798; and in January of 1799 had asked the Speaker to announce
that it would “pay in cash all fractional sums under £5”, and
would cash all £1 and £2 notes bearing dates eatlier than 1 July
1798.! Cash, stamped silver dollars, had been sent to Ireland at
Pitt’s request in July 1797; and in November, and again in 1798,
gold* Exchequer Bills had been freely bought in the market;
large sums had been advanced in the usual way on the revenue
before it was collected, and further very large sums in anticipa-
tion of war loans. Silver had been provided for use in the
military ventures abroad. In May 1799 the Committee of Treasury
decided for the time being to sell silver to government only; but
in October they agreed to the transfer of some of this “ear-
matked” silver to Messrs Harman, who had Russian connections,
because it was wanted for the armies of the Czat.3 Meanwhile,
in February 1798, after a preliminary vote in December 1797, a
sum of £200,000 had been set aside in General Court as a
“voluntary contribution for the defence of the country”, when
Pitt was raising that general voluntary contribution which was
to make compulsion superfluous, the contribution to which
officers of the 63rd Foot subscribed £305. 1+, 44. from Jamaica,
and Master and Miss Woodbine, also from Jamaica, [2. 2s. od.
Mr Allardyce and a few others were critical, but in the end the
patriotic vote was carried “unanimously”.¢

' C.B. As, 3 Jan. 1799, This cashing of specified classes of notes,
after notification of the Speaker, was a thing authorized by 38 Geo. III,
c1,§ro.

* C.T. 1, 13 July 1797; 24 Nov. 1797; 16 Jan. 1798.

3 C.T. 2, 29 May 1799; 22 Oct. 1799,

¢ G.C.B. IV, 14 Dec. 1797; 6 Feb. 1798, Allardyce’s criticism is in the
Second Address, p. 8. He may not have been present. Manuscripts of the
Violuntary Contribution at the Bank contain the Jamaica facts.
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Yet the loyal Court did not forget its constituency. On the
last day of October 1799 it decided “that the present is a proper
time to treat with the Chancellot of the Exchequer fot a renewal
of the Charter”.* Thete had probably been some preliminary
soundings. The Governor told the General Court subsequently
that the Directors had taken the initiative.* As the Charter had
twelve years to run, it is fair to assume that they thought the time
unusually proper. In the House of Commons, in a very brief
discussion of the Charter Bill on 21 February 1800—one shott
speech, a question, an answer, and a retort—Pitt, asked about the
initiative, said that “the proposal” was his. It seems probable
- that the Bank started the discussion and the Minister suggested
the terms, Tierney was the questioner, the man who had fought
Pitt with pistols at Wimbledon on Whitsunday, 1795. His retort
was concise and true—"“he knew that these parties agreed very
well, and acted togethet, and that this was not the first instance of
their doing so”.3 He sat down, and the House agreed to pro-
posals which had been put inte final form by the Court on
13 February, after having been approved in principle by the
General Court in Januaty 4

They wete very simple. The Charter was to be renewed for
twenty-one years from 1 August 1812, Three millions were to
be lent by the Bank for six years without interest. As Pitt said,
in effect, vety many millions had to be raised and three without
interest were worth having, He said little else, except that com-

* C.B. Aa, 31 Oct. 1799.

* G.CB. IV, g Jan. 18c0. The proposal “did not originate with the
Government”,

3 Hansard, xx1v, 1§13,

4 C.B. Aa, 13 Feb.; G.C.B. IV, g Jan. 1800. Macleod (Theory and Practice
of Banking, 1, 538) says that the Bank started the discussion because of “ great
public interest” in Pulteney’s scheme for a rival bank, refetred to on p. 4
above, There were pamphlets and meetings, and “the Bank Directors took
alarm”, This is possible, but there is no direct evidence; and no trace of
interest in the House of Commons, '
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merce and manufactures were increasing “to a degree unknown
in our history™, and that our banking was therefore presumably
sound. His Bill contained suggestions of what should be done
if government wished to repay the three millions before 1806;
but as it did not, they are of no interest. When the time came
neat—in March, 1806—a different Chancellot asked to have the
loan of these “Charter” millions renewed until six months after
a “Definitive Peace”. He offered 3 per cent in place of nothing.
The Committee of Treasury advised the Court to agree, because
of “the great advantages detived by the Bank from the increase
of the public debt and other circumstances”.* The Court and
the General Court did agree. Seeing that the 3 per cents then
stood at about Go the bargain, excellent for the Bank, was not
too bad for the Chancellor.

That Pitt had been in great need of the Bank’s good will in
1800 is evident, Within a month of introducing the Charter Bill
he is pressing the Directors for treasure, masses of it, to nourish
campaigns abroad. The Court is much exercised, If “the Engage-
ments of the Empire render it necessary”, the treasure must be
found; but, with cash payment suspended, does not the duty of
deciding this point rest with Parliament?* In the end, in May,
when Pitt has cut down his original request to a single million,
the Court—but after a division—agrees.3 It is a coincidence, but
not an accident, that at the August balance the Bank’s treasure
was down on the February balance by precisely that million.*

A new link between the Bank and the state was forged by
Addington’s “Property Tax” of 1803, which was simply Pitt’s
Income Tax made more effective and given a better sounding
name that few people used. Thete had been no taxation at source
under Pitt’s plan. Addington’s Treasury advisers invented that

! C.B. Da, 20 March 1806, * C.B. Aa, 3 April 1800,
3 C.B. Aa, 8 May 1800.

* Half-yearly statements in the Bank Charter Report, 1831~2, vi, App. 5.
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powetful engine of British finance.® At first he thought of sub-
tracting the tax from dividends; but in July the Court noted with
satisfaction that the notion had been abandoned, and in September
it announced publicly that it would pay this tax on its “gains and
profits” from general funds, “without deducting the propottion
from the Dividend”.* From that time until the tax was sweptaway
after Watetloo, dividends were regularly paid free of Income Tax.

The atguments for the Bank renewing its “Charter” loan in
1806 on terms favourable to Sir Heary Petty, the then Chancellor
of the Exchequer, had been stated by him frankly—first, “the
incteased advantages derived by the Bank” from war conditions
and war loans; and second “the additional Public Accounts which
are intended to be kept” in Threadneedle Street.3 The second
argument was weighty. In the eighteenth century there had been
no general rule about such accounts; and at its close several very
important ones wete not kept, or only partially kept, at the Bank.*
Wherever kept, they stood in the personal name of minister,
treasurer, receiver-general, ot whoever it might be, except that,
under 2 special Act of 1783, the Paymaster-General of the Forces
- was tequired to keep a sttictly departmental account at the Bank.s
Risk of abuse is obvious; but in the mid-eighteenth century men
wete not squeamish in such matters. Pitt set 2 higher standard;
yet it was towards the end of his first administration, in 1803,
that a scandal had come to light: Trotter, the Deputy Treasurer
of the Navy, had dealt impropesly with public monies. In 1804-3,
when Huskisson was Sectetaty of the Treasury, commissions of
inquiry into such Navy and Army abuses were at work, the
commissions which gave his enemies material for the impeach-
. ment of Lotd Melville, who had been Trotter’s Chief.%

! Hope-Jones, p. 19. * C.B. Ca, 7 July, 29 Sept. 1803,
3 C.T. 5, 18 March 1806; report of an interview,
4 Vol. 1, p. 214. 5 For the Act see Vol. 1, p. 214.

¢ It was in the course of these inquiries that Walter Boyd’s irregular
dealings with the Admiralty were uncovered: above, p. 17.
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In the course of 1805 Huskisson suggested to the Governor of
the Bank “that all Receivers of Public Money should keep their
accounts at the Bank”* so that oversight might be easier and
abuse less likely, The Governor naturally saw no objection.
One after another departments were dealt with, some by
Treasury Minute, some by special Act, There was an Act of 1805
(45 Geo. 111, c. §8) for the Paymaster-General of the Forces re-
enforcing the rules of 1783, which appear to have been imperfectly
cartied out; one of 1806 (46 Geo. III, c. 82) for the Receiver-
Genetal of the Post Office, Acts of 1808 (48 Geo. I1I, c. 8 and
c. 49) regulated the accounts of the Tteasurer of the Navy and the
Postmaster-General. In August of 1805 the Committee of Treasury
is ordering that drawing accounts for public services under Act of
Parliament be “made exactly conformable to such Acts”, In
Aptil 1806 the Committee is making arrangements with the Board
of Customs, the Excise, and the Stamp Office, and is sending to
them and “to every othet Public Office which may keep their Cash
Accounts with this House” rules drawn up for their guidance?

The first of the series of regulating Acts, that for the Paymastet-
General of the Forces, laid down the salutary, seemingly obvious
but in fact novel principle that the balance of his account was to
pass automatically, on his resignation or death, to his successor
in office; and this principle was applied generally.3

Things worked out for the Bank much as Sit Henry Petty had
anticipated. At no half-yearly balance down to 1804 .had the
drawing accounts, public and private together, stood much above
£4,000,000: they wete normally several hundreds of thousands
less, occasionally more than a million. By August 1805 they had
tisen to £5,574,000. They wete £5,814,000 in August 1806, when
for the first time the Bank’s accountants analysed them into

' C.T. s, 13 June 1805.

* C.T. 5, 20 Aug. 1805; C.T. 6, 30 April 1806.

3 It was already in the Act of 1783 for the Paymaster-General; but seems
to have been ignored. ‘
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public and private: private [723,000 and public £s,091,000.
After that the public balances sometimes dropped well below
£5,000,000—though never during the war below £4,000,000—
but occasionally rose higher; [5,502,000 in August 1807;
£5,260,000 in August 1810; £5,500,000 in August 1812; and to
a maximum of £5,780,000 in February 1814, The maximum for
the private balances was only £1,279,000, in August 1810, the
minimum £501,000, in February 1808.*

With Huskisson back at his post of Secretary to the Treasury,
under Perceval, from 1807 to 1809, a cleaning up of relations
between the Treasury and the Bank was undertaken in the spirit
of Pitt’s Committee on Finance of ten yeats eatlier, and of the
Committee on Public Expenditure which was sitting in 1807, The
voice is the voice of Perceval but the hands feel like the hands of
Huskisson, After long conferences between the Treasury and
“the Chairs”, Perceval summarized the situation in an appro-
priately long letterof 11 January 1808.* He had taken intoaccouat,
he wrote, the Bank’s large balances of unclaimed dividends on
the funds; its now great gains from managing the public debt;”
and the swollen balances from the various departments. He
suggested a contribution of £500,000 from the unclaimed divi-
dends, on the analogy of what Pitt had secured in 1791; 4 revised
scale of management charges; with that, the abandonment of the
old £4000 for general management, now called “House Money”,
and the £1898 for management that the Bank had taken over
from the South Sea Company; finally, either a loan of £3,000,000
free of interest or L150,000 2 yeat in cash, in either case until
twelve months after the peace. Perceval said that of the two he
much preferred the loan, and that he believed the aggregate
average of the various balances under discussion to be at least
ten millions. About the Bank now paying a regular dividend of
10 per cent he said nothing.

* From the Stock Estimates, 1.
2 C.T. 7, 13 Jan. 1808,
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The Committee of Treasury in reply agreed to the £500,000;
suggested changes in the proposed management scale; begged
for the retention of the f4000 that the Bank had enjoyed from
the beginning; and was prepated to recommend the 3,000,000
interest-free loan to the General Court,

Perceval was much gratified. He would give way to their
“sespectable Corporation” in “the minor points of this arrange-
ment”, including the L4000 and the £1898; but he still had a few
questions to raise on the scale.”

He wrote on 19 January, and on the twenty-first the scheme in
its final form went through the General Court on its way to the
Statute Book—the £500,000; the £3,000,000; and 2 management
charge of [340 per million, when the debt stood between
£400,000,000 and £600,000,000; of L300 on any excess over
£600,000,000; and of £450 in the days, if ever they came, when
it should shrink to between £400,000,000 and £300,000,000.
Further shrinkage was not even contemplated.?

That was the last formal revision of relations between the
government and the Bank until the ““definitive” peace, the long
peace that followed Watetloo, not the short nine months’ peace
from May 1814 to March 1815, while Napoleon was at Elba,
The national debt, funded and unfunded, went up; general prices
went up, intermittently, to their absolute maximum in the first
two quarters of 1814, when they were mote than twice as high
as they had been in 1790; gold went up, yet not neatly so far.
After 1810, as has been seen, although the Bank Directors kept
their commercial discounting within bounds they made advances
to government more freely than ever. Was it not Jeremiah
Harman, Deputy-Governor from April 1814 to April 1816 and
Governor during the next two harsh years, who said that they
“were instituted for that express purpose™?3

' C.T. 7, 20 Jan. 1808: Perceval’s letter of 15 Jan.
? G.C.B. 1V, 21 Jan. 1808. The Act is 48 Geo, III, c. 3.
$ Above, p. 11.

CBEIL 4
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Events immediately following Watetloo, in those sphetes in
which the Bank moved, ot which it influenced, were deceptively
encoutaging, Its war gains were reflected in 2 balance on profit
and loss, in spite of the sustained 10 per cent dividend, of
£8,319,000 in the August after the battle, and of £8,640,000 in
the following February. Happy and genetous, in July of 1815
the Court had voted [5000 for “the special Relief and Benefit
of the Families of the Brave Men killed and of the wounded
Sufferets of the British Army, under the Command of the
Tllustrious Wellington in the signal victory of Watetloo™.® Their
treasure, which had stood at the £2,000,000 minimum level in
February 1813, had risen to £3,400,000 by August, though the
last great campaign had been very costly. A year later it was
£7,600,000; two years latesr (August 1817) at its absolute recorded
maximum to date of £11,700,000. They had been buying gold
above mint price, but very little above it: once in 1816 the
declared market price had been so low as £3. 185, 64.; and from
July 1816 to July 1817 it was never above £3. 19s. od. In that
third quartet of 1817, when treasure was at its peak and gold at
about f3. 19s. od., there were more notes outstanding than
there had been when gold was at £5. 115, od.; more than there
had ever been in fact. Hatman, one may conjecture, noted this
with complacency from the Govetnor’s Chair. The argument
which this assumed complacency implies may not have been
valid but it was most plausible: the exchanges healthy; gold
coming in; issues never so high; connection between issue and
exchanges, “none whatever”, as I said in 1810,

With the end of war demands, the government had been able
to pay off some of its Exchequer Bills. In the second quarter
of 1815 the Bank’s total advances, public and private, had stood
at £45,600,000. They had only once been higher, in the third
quarter of the previous yeat. In that third quarter of 1817, when
notes and treasure wete each at 2 maximum, the advances were

! C.B. La, 6 July 1815.
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down to £27,700,000. This was mainly due to an amazing con-
traction of the discounts; but the advances on Exchequer Bills
also wete lower by nearly seven millions.”

Policy about the suspension of cash payments had been com-
plicated by the “undefinitive” character of the first peace, that
of 1814, When it came in sight, an Act had been hurried through,
in March, which stated that though resumption was “highly
desirable as soon as possible”, it should be postponed until
5 July 1816. As.§5 July 1816 was not a year after the signature of
the second peace, which really was “definitive”, a further
statutoty postponement, until § July 1818, was arranged, with
a renewed declaration that resumption was “highly desirable”.?
A very good argument for delay was Lotd Liverpool’s wish to
reform the currency before gold was again allowed to circulate
freely. No gold at all had been coined in 1812 and only a little
in 1813. In 1814 and 181§ again none, for obvious reasons; and
in 1816 none, because 22 June 1816 was the date of Lord Livet-
pool’s Act, the Act on which the British currency system rested
for a century. It was not operative at once, partly because the
Mint was busy coining silver, and partly because not enough
gold had yet been accumulated.

The Act (56 Geo. III, c. 68) “to provide for a New Silver
Coinage, and to regulate the currency of the gold and silver coin
of this Realm” calls attention to the silvet problem by the very
order of the words in its title. No silver worth mention had been
struck since 1788, and it was an elementary duty of the govern-
ment to provide the country with an adequate supply of small
change. Silver, which had long ceased to be standard money in
fact, now at length ceased to be standard money at law. It was
not to be legal tender for payments exceeding that classical
English test figure of forty shillings. But very neatly a shilling’s

' Figures in Silberling, British Prices, pp. 255, 256.
* The legislation is summarized in the Interim Report on Cash Payments of
1819 (1), p. 1.
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worth—one-twentieth of a gold pound’s worth—of silver was
put into the shilling, to reduce the temptation to the false coiners,
These were a well-tecognized social group that had to be con-
sidered. When the Duke of Wellington invaded France in 1813
he had gold but lacked francs; so he instructed his colonels to
send all coiners and die-sinkers serving in theit commands to
headquarters to strike Napoleons for him.! :

The Mint worked hard. It issued £1,805,000 of silver coin of
the various denominations in 1816, £2,436,000 in 1817, and
£576,000 in 1818,

In 1817 it turned to the gold, the new sovereigns and half-
sovereigns, coins that were to have the pound value that eatlier
gold coins—*guineas” and “unites” and before them already
“sovereigns”—had been meant to have but had failed to keep,
because of the survival of the old silver standard, the defects and
degradations of the coinage, and the difficulty of adjusting
relative values of gold and silyer coins under a system of crude
bimetallism, Here again the Mint worked hard and fast:
£4,275,000 worth of the new gold was coined in 1817 and
£2,862,000 worth in 1818, How much would normally be wanted
in the country undet a system of free circulation, when it came,
1o one knew. That would have to be decided by trial and error.

With the planning and execution of this work of coinage and
recoinage the Bank had very little to do. After the government
had suspended all regular coinage of silver in 1798, the Bank had
helped it and the public by circulating stamped dollars—like the
sutcharged postage stamps of a later date—and, since 1811, by
issuing silver tokens of its own.* The dollars had passed curtent
at vaious values, latterly with the fall in sterling and rise in silver
at §5. 64. The fall of gold and silver prices from 1815 brought
the value of their metallic content down to 4s. 34.: so in April
1816 the Bank gave notice of their withdrawal, as from the

¥ Napier’s Pesinsula War, v1, 518,
* See Actes, 1, 299, 306 sqq. and Philips, Token Money of the Bank of England.



VANSITTART: PASCOE GRENFELL 53

coming November. In May, when Lord Liverpool and Van-
sittart were putting the final touches to their currency Bill—which
Liverpool explained to the-Lotds on the thirticth—they had
approached the Committee of Treasury to ascertain whether the
Bank would follow up its issue of tokens by “taking upon itself
the coinage” of the new silvet—token money after all. The
Committee, for reasons that were not minuted, unanimously
said no, and the matter was not passed on to the Court, The
Committee had, however, expressed its willingness to help in
every way possible “without making any charge”—for circu-
lating the money presumably—and to supply silvet for minting
“at the matket price”.! There had always been some silver in
the Vault—ingots, Spanish dollars still entered under the old
rubric as “pieces of eight”, a few French crowns, and latterly
some Dutch money—and with the ftee trading conditions of the
peace more was easily to be had.

For silver, as for gold, the Bank was determined to revert to
its old practice—to supply the bullion if desired, and to circulate
the coined money; no more.

Very eatly in the year, while wheat was still cheap from the
good harvests of 1814 and 1815, and before the post-war de-
pression and financial confusion had developed fully, Liverpool
and Vansittart had made a conditional bargain with the Bank,
They wished the “Charter” Joan of £3,000,000 at 3 pet cent to
be continued for two years from § April, when it was due fot
repayment. They proposed to pay off a block of £1,500,000,
5 per cent Exchequer Bills; but asked the Bank to take £6,000,000
of new bills at 4, to run for two years, with an option for three
mote, The Court agreed, in February.?

Ministers wanted the money for “winding up” expenditute
after the long war; and when they made the batgain they expected
that this expenditure would be met in part from a continued,
though reduced, Property Tax. Vansittart explained both tax and

' C.T. 11, 17 May 1816, * C.B.La, 16 Jan. 1816.
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bargain on 12 February in the Commons, and outlined his gradual
winding-up programme for the army,” He met with stubbotn
opposition, Whig and Tory; from those who wanted to cut the
atmy down almost to nothing forthwith; from Brougham and
a crowd who hated the Income Tax; and from Pascoe Grenfell,
Member for Great Matlow, a stout critic of the Bank’s gains and
bargains, the Bank which, as he put it, was lending the public
six millions of the public’s own money at 4 pet cent. He developed
his attack on the following day;* going back to the Charter
bargain of 1800; pillotying Perceval’s bargain of 1808; making
play with the mystetious f4000 of “House Money” and the
£1898 for management inherited from the South Sea Company;
and moving for a Select Committee, which he did not get, to .
inquire into the Bank’s swollen gains, Had the exact figures of
the Rest been a matter of public knowledge, they might have
come with effect into his peroration; but they were not.
The attack was to his credit, for he was a substantial holder
of Bank stock.3 As such he may pethaps have been able to makea
" guess at the state of the profit and loss account. He may have
supposed it to be even mote comfortable than it really was. The
Court, knowing the rumours afloat, instructed the Governor in
March to tell the proprietors that since the dividend was raised
to 10 pet cent profits had in fact accumulated, though—this to
Grenfell’s address—the size of the accumulation had been much
overrated. The Court, he was to say, hoped soon to be able to
meet “the just expectations of the Proprietors™, but “in the
meanwhile it must be obvious to evety teflecting and unbiassed
mind that the present occasion, is one, of all others, most un-
favourable for a change in the rate of Dividend”# Temporarily

* Hansard, xxxu, 376 3 Hansard, xsx11, 458. .

3 Grenfell first appears on the Proprietors list of 1804, with a holding of
between £2000 and £3000, enough to qualify for the directorate. He was a
man of property, interested in the great Amlwch copper mises of Anglesey
(D.N.B.). ‘ :

¢ C.B. La, 21 March, and G.C.B. V, of the same day, 1816.



THE TREASURY AND THE BANK: GRENFELL 55

at least, the Bank would hold its balance as security for the large
bulk of notes outstanding, and to meet emergencies.

An amendment was moved, that the amount of the profits
be disclosed. This was rejected. Eleven members of the minority,
including David Ricardo and George Basevi the architect, de-
manded a ballot. The ballot was held five days later, and they
wete beaten by 393 to 69—heavy voting.!

An emergency that the Court no doubt had in view was the
predicament in which the Chancellot of the Exchequer was placed
by the defeat of his Property Tax motion on 18 March by 238 to
201, when “as soon as the numbers wete announced 2 loud
cheering took place which continued for several minutes. Similar
exultation was manifested by the crowd of strangers in the lobby
and the avenues of the House™.* The records of the loathed tax
were to be destroyed—and the Chancellor would have to borrow
money for his winding-up expenses. In a mood of discourage-
ment and cynical indifference, government also abandoned the
extra war malt duty: if the Commons forced you to borrow, you
might as well both borrow a little more and gratify the consumet
of beer.

Its borrowing needs threw the Treasury into the hands of the
Bank; and during April the Chancellor was in conference with
the Governot, William Mellish o his successor Jetemizh Harman,
The upshot was a letter from the Chancellor of 1 May; the
Governor had advised him that the best way the Bank could
help was by adding to its capital, and lending the added capital
to the state at 3 per cent; this loan to be repaid by 1 August 1833,
and to be accompanied by a statutory declaration that, during its
currency, Bank notes were to be accepted in payment of taxes as
under the original suspension Act.3

All this Jeremiah Harman the new Governor laid befote the
proprietors on 23 May.4 His predecessot, he said, had held out

' G.C.B. V, 21 and 26 March 1816, * Hamsard, xxx111, 451.
3 C.B. Ma, 23 May 1816, 4 G.C.B. V, 23 May 1816,



56 SUSPENDED CASH PAYMENTS, 1797-1821

hopes in Match “that at no very distant petiod. ..some mode
might be devised for making a patticipation among the Pro-
prietors™ from the accumulated profits. The occasion had arrived.
Ministers had applied to the Bank. The Directors advised an
increase of capital, “a measure we have long had in contempla-
tion”; it would help both the Bank and the public. Harman then
tead Vansittart’s letter and explained the Directors’ proposal—the
loan of three millions at 3 per cent, and an addition to capital
of £2,910,600, being 25 pet cent of its existing amouant, to be
allotted to the proprietors as at that day.

This, with their eatlier bonuses and 2 10 pet cent dividend, was
what proprietors had made out of the wars.

The proposal was not accepted without a challenge. Pascoe
Grenfell rose with a long reasoned amendment:* considering the
large profits detived by the Bank from the suspension; considering
that public balances in its hands have more than doubled;
considering its gains from the management of a greatly increased
national debt; considering that thete is a curtent gross profit of
£1,688,898; considering that the Bank has drawn 3 per cent from
the state on its capital since 1746, when thete was no suspension,
a small debt, and small public balances; consideting that by
dividends and bonuses declared since 1797 proptictors have
received £7,101,864 and that the price of Bank stock has tisen
from 125 to 262; consideting that the public cannot fail to take
note of these things, may wish to cutb us, pethaps to abolish
out ptivileges, possibly to set up “another great Banking Com-
pany ot some other arrangements”; in justice to the public and
in out own interests, let us make this loan free.

A newspaper said that the amendment was greeted with
laughter.? It was certainly rejected. For it was substituted a
motion asserting that “the Honourable Coutt of Directors have

' G.C.B. V, us above, ff. 83-8.
* St James’s Chronicle, quoted in Acres, 1, 312, n. 10, where the amendment
is mentioned but not examined.
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acted with a degree of liberality and attention to the Publick
advantage, as far as was consistent with the Duty and obligation
they owed to their Constituents™, the liberality no doubt being
to lend at three when the “threes” stood only a little above sixty.
Even so, the most loyal historian of the Bank may permit himself
to sympathize with Pascoe Grenfell. The proprietors of May
1816, and the Court that advised them, he may well rank with the
selfish majority of the Commons who beat the government over
the Property Tax.

They had their way and got their bonus. The Directors’
bargain became law as 56 Geo. III, c. 96. The capital was raised
to [14,553,000, its last tise. The Rest fell from £8,640,000 in
February to £6,227,000 in August—that is not even by the full
amount of the bonus, which was debited to the profit and loss
account on 29 June.! And the country was in the trough of
depression.

One argument for rejecting the Property Tax had been that
people would not have money enough to pay it. The land was
full of disbanded sailors and soldiers, more of whom might
have been kept with the colours and fed, but for the anti-
militarist fanaticism and the parsimony of Patliament. After the
good hatvests of 1814-15, the Cozn Law of 1816 and bad harvest
prospects, which unhappily were realized, drove up the price of
wheat continuously from 54+, 64, in January 1816—the price
which scared a Parliament of landowners into the great Corn
Law—to a peak of r16s. 3d. before the harvest of 1817, The
four-pound loaf which had averaged 1034, in 1815 would rise
to 14'34. for 1817. Yet in spite of rising wheat prices, general
prices—including the wheat—had fallen from more than twice
the level of 1790 in the second quarter of 1814 to only 30 pet cent
above it in the third quarter of 1816.% This is a depth and speed
of fall that a commercial and industrial society cannot face
without grave discomfort, Europe, whom Btitain had hoped,

¥ Stock Estimates, ¥, * Silberling’s price-index, as above, p. 10.
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and in 1815 had indeed begun, to supply from het new mechanized
industries and her warehouses crammed with colonial produce,
proved too poor, was bled too white, to go on buying freely.
The false start had been reflected in the brisk discounting at the
Bank in 1815. That soon stopped. Treasute came hete because
Europe could not afford to buy it, ot sent it out because she must:
she was hungry too. But the calicos and woollens and the coffee
and the sugar, bought dear or made of material bought dear, were
spoiling in British mills and warehouses, while the people who
should have spun and woven starved. The fast-tising modern
iron industry lost the munitions demand that had helped its
rise. There is a marked trough for 1816 in the—imperfect but
significant—statistics of industrial production.' With all this,
the population of the United Kingdom was growing as never
before.

The year 1816 is barely half through, the balance of profit and
loss is still rising a little, the bonus has only just been debited
to it, when traces of the national discomfort begin to show at the
Bank. A merchant firm has made losses in Newfoundland and
wants help. The case is evidently urgent, for the Court, breaking
with a rigid precedent, agrees on 11 July to accept “Countty
Securities of undoubted respectability”,? if the firm cannot get
enough London names. One secutity comes from Dartmouth
and one from Newcastle: the Bank’s area of influence and risk
is widening. Before the end of July the spread is very evident:
help is being given to the Newcastle Bank; and the help is
repeated in August.3 Many months earlier—in September 1815
there is evidence of this rather novel country business, evidence
too of how the Bank is coming into touch, at first indirect, with
remote new-style industties. The iron-works of Hawks and

Stanley, “in the neighbourhood of Newcastle”, which employ

' Beveridge, Sit W. H., in Oxford Economic Papers, 1940.
* C.B. Ma, 11 July 1816.
3 C.B. Ma, 25 July, 1 August 1816.
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“not less than 300 workmen”," ate in some temporary difficulty—
it is not yet the full slamp—and they make application through
Richard and William Crawshay & Co. Crawshays are already the
great iron-masters of Metthyr, but were originally, and remained,
London ironmongers, and as such natural clients of the Bank,
They are described in 1815 as “Iron Merchants, Upper Thames
Street”. On their notes, renewable every two months, Hawks
and Stanley get the money. It is an emergency case which the
Governor, William Mellish, deals with on his own responsibility;
for Crawshays are most respectable.

By September 1816 the cry is from the Black Country. A firm
from Bilston is writing about “the awful state of the country™.?
They make the new iton water pipes. They had tried to obtain
an ordet for 200 miles of them from Patis, where mains ate to be
laid “upon the London system™. A French import licence could
not be got in time. Then they begged the New River Company,
whom they supply annually, to take delivery and pay ahead of
contract. The Company is willing, provided someone can find
L150,000. In the end the Bank agrees to discount bills to that
amount secured by a New River mortgage bond. The distress
of the poor folk in the Black Country, “wholly destitute of
employment”, the Court says, is its reason “for acceding to 2
Transaction quite out of the ordinary course of Business”.3 But
the extraordinary transaction has widened its country interests.

By that time town and country ate in dismal gloom. Country
banks are going down right and left—37 note issuers went bank-
rupt in 1816,* besides those that suspended payment fot a time.
The sutvivors ate drawing in their horns. In 1813-14 there had
been in England and Wales 733 banks with issuing licences: the

¥ C.T. 11, 6 Sept. 1813,

* C.T. 11, 11 Sept.; C.B. Ma, 12 Sept. 1816. The firm was Feredays,
Turton, Smith and Ward.

3 C.B. Ma, 26 Sept. and 21 Nov. 1816.

4 Statistics in Accounts and Papers, 1826, xx1, s,
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number for 1816-17 was only §85." Many had gone under and .
others had abandoned their notes. The quarterly average of notes
stamped in 1814 had been £1,590,000: for the last two quarters
of 1815 it was only £g00,000; and for the whole of 1816 just
under £1,100,000, The effective supply of country notes, as
opposed to theit mere stamping, was estimated, though with
some diffidence, by a parliamentaty committee a few years later
at £27,700,000 in 1814, £15,100,000 in 1816, and £15,900,000
in 1817.* This helps to account for the peak citculation of Bank
notes for the third quarter of 1817 and its co-existence with
favourable exchanges and imports of gold.3

The landed interest also was in the trough of the wave, in spite
of its Corn Law. Purses wete so tight in 1816 that mortgages
could not be raised even on “latge unincumbered estates”. About
this Vansittart conferred with “the Chairs” in December. Could
the Bank help? But the Committee of Treasury said, not quite
accurately, that “the Bank had never yet lent money on mortgage”
and “would hardly be likely to select the ptesent moment, of
preparation for the resumption of cash payment, as a fit one, for
making so important a change in the system”.4 So, for the time,
that suggestion fell through. And, to guatd themselves against
innovation all round, the Committee tesolved on the same day
(12 December) that although applications for help unusual in
form “might be considered, as in the cases of the Newcastle
Bank, the Shropshite Itonmasters and the New River Company”,
they would as a rule give help only in the old way, on notes of
respectable partics renewable at short intervals.

An atgument for embarking on the mortgage business which
was apparently decisive a few years later, when that business was
in fact begun,5 might have been drawn from the collapse of the
discounts and the discount income. When 4 report on the dis-

¥ Lotds’ Committee on Cash Payments, 1819, App. F. o,

* Ibid. 0. 12 and App. F. 8. 3 Above, p. so.
4 C.T. 11, 12 Dec. 1816. § Below, p. 82.
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counts was made at the end of August 1815, the business was still
running briskly and was most profitable; there was an average
of £18,000,000 of paper under discount that quarter, a high figure
and higher than seemed quite safe to the Committee, judging by
their Report.! The income from the discounts for the past year
came to £704,000.> The Committee advised a re-classification of
clients into five groups: bankers, merchants, and petsons in
extensive business; wholesale dealers of the greatest respectability -
and opulence; middlemen one degree below the former in extent
of business and capital; persons of a mote confined scale of
business; and—these hardly a group—such persons as do little
business and ate in low estimation. In 1816 it was reported that
the private matks on the standing of parties had been duly
brought up to date.3 But the problems were narrowing. By the
fourth quarter of that year the papet was down to £7,900,000,
and by the fourth quarter of 1817 to £2,700,000, the lowest
quarterly figure since 1795. The discount income reported for
the past half-year in February 1815 had been £322,000; that re-
ported in February 1817 was only £159,000. Dutring 1817 it was
reduced still further by the scotes of thousands of bad debts of
clients bankrupt in the slump.# Of these there were many yet
to come,

The reason for the contraction of the discounts was twofold.
There was depression, never deeper, but without the panic and
crisis that might call for the intervention of the Bank; and the
market rate of discount was falling with the fall in prices, the fall
in the long-term rate of interest, and the lack of effective demand.
Meanwhile the Bank adhered to its old-established rate of 5 per
cent, which had not varied for inland bills since 1719, or for

T C.B. La, 31 Aug. 1815,

* Stock Estimates, 1, under the half-years to 28 Feb, and 31 Aug. See
App. C.

3 The annual discounts report: C.B. La, 24 Feb, 1816,

4 Stock Estimates, 1, undet the years, or half-years,
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foreign bills since 1773.1 A discussion about it arose in July
1817, at which some membets of the Court evidently favoured a
reduction; but the decision was against them.? It seems as though
the Directors wete inclining towards a view exptessed decidedly
fifteen yeats later by John Horsley Palmer, a great Governot—he
was already on the Court in 1817—that the Bank in normal times
should not discount extensively, because then others would do
the work, but should confine such activity to “times of discredit .3

With. brisker trade and highet rates, the discounts revived
again in 1818-19; but the figutes from that time down to 1832,
when Horsley Palmer as Govetnor gave his opinion, suggest that
he was generalizing from an already established practice. Except
at the “time of discredit” in 1825-6 they were consistently low.
And indeed, all through the histoty of the Bank, they had only
been really high in difficult times, including the drawn out
difficulty of the suspension.4

When the Committee of Treasury declined to start a mortgage
business in December 1816 because the Bank was prepating for
a resumption of cash payment, that resumption really seemed near.
Gold had been flowing in, and was going out to the Mint to be
tutned into the new sovereigns. It appeared reasonable to think
that the date last fixed for tesumption, 5 July 1818, might sce it
achieved. But in the course of 1817-18 things went wrong. At
the February balance of 1818 the treasure still stood high,
£10,100,000, but it was £1,600,000 below the level of the
ptevious August. By August 1818 it was down to £6,400,000
and was still falling rapidly. At August 1819 it was at £3,600,000,
very little above the August level four years ealier, just after
Watetloo.

! See App. B and Vol. 1, App. D.

* C.B. Na, 17 July 1817.

3 Bank Charter Report, 1831-2 (v1), Q. 178,

4 See the figures in Vol. 1, App. E and in App. C below,
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The new silver having been coined from 1816, and the
soveteigns issuing from the Mint in quantity in 1817, the Bank
had begun to feel its way towards resumption by offering to cash
its smaller and older notes. In April 1817 it had given notice
that it would cash all notes under £5 which were dated before
1 Januaty 1816; and in September it extended the offer so as to
cover notes of all sorts dated before 1 January 1817. The first
offer had applied to only about £1,000,000 worth of notes; the
second covered many millions.” Later it was pointed out that
the second offer was perhaps injudicious : the market price of gold
had touched [4 in July and the exchanges were turning against
England. But it was in the Harman tradition to ignore the
exchanges; and even “Ricardians” well might hold that freer
gold was the right cure for a slightly unfavourable balance.

The Court may have been influenced by the odd result of its
April experiment. Instead of cashing its small notes eagetly, the
public—which like its successor a century later had found those
notes handy—brought in the hoarded guineas that were, so to
speak, under sentence of death. Then, as the new sovereigns and
half-sovereigns became available, in driblets from July and in
quantity from October,? there arose “an immediate demand” for
them, “though at first only as objects of curiosity”.3 But when,
in October, it became possible to cash £100 or £1000 notes, the
strength of the gold demand, for remittance abroad not for
curiosity, was promptly reflected in the vaults of the Bank.
Between that date and the end of the first quarter of 1818 the
reserve of treasure fell by about £2,600,000. Of this outwatd
drain “hardly any part remained in circulation” in the country,
Vansittart said in April4 This was true also of the continued

! From the long memorandum prepared by the Bank for the Committee on
Cash Payments of 1819; C.B. Oa, 4 March 1819,

* Lotds’ Committee on Cash Payments of 1819, p. 3.

3 The Bank memorandum, as above,

4 Hansard, socxvn, 1230 (9 April),
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foreign bills since 1773.7 A discussion about it arose in July
1817, at which some members of the Court evidently favouted a
reduction; but the decision was against them.? It seems as though
the Directors were inclining towatds a view exptessed decidedly
fifteen years later by John Horsley Palmer, a great Governot—he
was already on the Court in 1817—that the Bank in normal times
should not discount extensively, because then othets would do
the wotk, but should confine such activity to ““times of discredit .3

With brisker trade and higher rates, the discounts revived
again in 1818-19; but the figures from that time down to 1832,
when Horsley Palmer as Governor gave his opinion, suggest that
he was generalizing from an already established practice. Except
at the “time of discredit™ in 1825-6 they were consistently low.
And indeed, all through the history of the Bank, they had only
been really high in difficult times, including the drawn out
difficulty of the suspension.4

When the Committee of Treasury declined to start a mortgage
business in December 1816 because the Bank was preparing for
a tesumption of cash payment, that resumption really seemed near.
Gold had been flowing in, and was going out to the Mint to be
turned into the new sovereigns. It appeated reasonable to think
that the date last fixed for resumption, § July 1818, might see it
achieved. But in the coutse of 1817-18 things went wrong. At
the February balance of 1818 the treasure still stood high,
L10,100,000, but it was f1,600,000 below the level of the
previous August. By August 1818 it was down to £6,400,000
and was still falling rapidly. At August 1819 it was at /3,600,000,
very little above the August level four years eatlier, just after
Waterloo.

! See App. B and Vol. 1, App. D.

* C.B. Na, 17 July 1817.

3 Bank Charter Report, 1831-2 (v1), Q. 178.

4 See the figures in Vol. 1, App. E and in App. C below.
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The new silver having been coined from 1816, and the
sovereigns issuing from the Mint in quantity in 1817, the Bank
had begun to feel its way towards resumption by offering to cash
its smaller and older notes. In April 1817 it had given notice
that it would cash all notes under £5 which wete dated before
1 January 1816; and in September it extended the offer so as to
cover notes of all sorts dated before 1 January 1817. The first
offer had applied to only about £1,000,000 worth of notes; the
second covered many millions.* Later it was pointed out that
the second offer was pethaps injudicious: the market price of gold
had touched £4 in July and the exchanges were turning against
England. But it was in the Harman tradition to ignore the
exchanges; and even “Ricardians” well might hold that freer
gold was the right cure for a slightly unfavourable balance.

The Court may have been influenced by the odd result of its
April experiment, Instead of cashing its small notes eagerly, the
public—which like its successor a century later had found those
notes handy—brought in the hoarded guineas that were, so to
speak, under sentence of death. Then, as the new sovereigns and
half-sovereigns became available, in driblets from July and in
quantity from October,? there atose “an immediate demand” for
them, “though at first only as objects of curiosity”.3 But when,
in October, it became possible to cash £100 or L1000 notes, the
strength of the gold demand, for remittance abroad not for
curiosity, was promptly reflected in the vaults of the Bank.
Between that date and the end of the fitst quarter of 1818 the
reserve of treasure fell by about £2,600,000. Of this outward
drain “hardly any part remained in circulation” in the country,
Vansittart said in April.4 This was true also of the continued

! From the long memorandum prepared by the Bank for the Committee on
Cash Payments of 1819; C.B. Oa, 4 March 1819,

* Lotds’ Committee on Cash Payments of 1819, p. 3.

3 The Bank memorandum, as above,

4 Hansard, xxxvi1, 1230 (9 April).
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drain during the next fifteen or sixteen months. Samuel Gurney—
a first-rate witness—stated in 1819 that few sovereigns ever got
really into use.” Between 1 January 1817 and 25 March 1819 the
Bank issued abput six and three quarter millions of the beautiful
new coin, and the country lost it nearly all.

Meanwhile the Bank, and its circulation, wete influenced for
ill by the effects of cowardly public finance, The government,
refused the Property Tax by a Parliament of men. of propetty,
was botrowing in time of peace to meet current expenses and
maintain Pitt’s Sinking Fund—borrowing at the Bank, Pro-
testing against this policy, objecting to the renewal of Exchequer
Bills, the delays in repayment of advances, the requests to take
mote Exchequer Bills for the payment of the dividends, and so
forth—the Bank still went on doing what the Court regarded as
its duty.? Its holding of public securities, neasly all Exchequer
Bills, which had been wotked down to £19,400,000 in February
of 1816 was up to £27,300,000—its post-war peak—in August
of 1818. A main reason for the Bank’s high average of notes
outstanding in 1817 and 1818 was this incessant lending to the
Treasury: the commercial lending, as has been seen, was
abnormally low.

Already in February of 1818 Vansittart felt unable to face
resumption of cash payments in the coming July, when it was
due. He told the House so. Pascoe Grenfell said that he was not
m the least surprised. He had always expected this would come

“on some pretence of other”; and he moved for papers.? In
April and May, Vansittart’s Bank Restriction Continuance Bill
went thtough its vatious stages, to become law on 28 May as
58 Geo. I1I, c. 37. It had only one clause. It said, as all its

X Committee on Cash Payments of 1819, p. 172.

* The minutes of the C.T. for 1818 are full of these transactions and
protests, The Committee did refuse to recommend the Court to accept
Exchequer Bills for payment of the dividends: C.T. 12, 1 July 1818.

3 Hamsard, xxxvit, 131 (3 Feb.).
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predecessors had said, that resumption was “highly desirable. ..
as soon as possible”; and it postponed it until § July 1819. Pascoe
Grenfell declared that this meant “permanent paper currency in
time of peace™.!

In spite of the papers of returns which Grenfell secured, the
debates took place in a fog of ignorance about essential mattets
that it is hard for those who live in an age of public statistics to
picture. The historian writes about the Bank’s treasure from
within; but no Member of Patliament, unless he wete a Ditector,
had any accurate information, except what the Bank told
Vansittart and Vansittart told the House. A Member who was
also a Director, Samuel Thornton, for instance, always spoke in
very general terms. During the May debates of 1818 the Bank
had perhaps eight millions of treasure, gold and silver, falling
rapidly; it had never had twelve millions, yet one Membet, and
he a Gurney, began his speech—“it is very commonly rumoured
that the Bank possess in their coffers, eithet fourteen. . . or sixteen
millions of gold”.* He argued on that basis—oddly enough as
it happens, against tesumption, for he had currency fads; but
Samuel Thornton never fose to contradict him. Pascoe Grenfell
knew a great deal. Ricardo thought with 2 mathematician’s
clatity—and limitations. Henry Thornton, who had combined
great knowledge with clear thinking, was dead. But none of
these ever had command of all the televant facts. For this the
Bank’s refusal to publish them, as Allardyce and Grenfell and
Ricardo had urged, must be held responsible,

Why the exchanges turned against Britain and why the new
money was lost, Vansittart tried to explain in the House in April
1818, and a Secret Committee to the House in April and May

¥ Hansard, xocxvin, 1283 (9 April).

* Hansard, xooxvint, 975 (18 May), The Gumcy was Hudson, M.P. for
Newtown, L.W., a Vice-President of the Society of Antiquaries and a verse-
writer. His antiquarianism came into his speech: the pound of 1818 was not
the pound of 1695, he said.

CBED [
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1819. Vansittart, on this occasion at least, was much more
adequate than Whigs, historians and economists have often
suggested,’ though he naturally slurred a little over government
pressuze on the Bank as a cause of that excess of issue on which
Ricardo and its other critics harped. He made a good point about
the nineteenth-century tourist industty, which was a new thing
and had never before come into politico-economic discussion.
The English, kept at home all through the long wats, had been
pouring abroad since, and indeed before, Watetloo: it was
presumably English money that paid for the “sound of revelry
by night” from which the Duke rode off to the field. Byron went
in 1816 and threw English money about. So did Shelley and his
mixed set. Lady Hester Stanhope queened it among the Arabs
on English money. Milords travelled with their trains on their
rents, And there were scotes of thousands of humbler travellers
with many thousands of now permanent residents, all—even the
broken men, dodging their creditors at Boulogne—spenders not
earners. Vansittart had some statistics. From 1814 to February
1816, and from Dover alone, go,230 British subjects had sailed.
Most of them had spent their money and come back, But he
guessed—it was a frank hypothesis—that 13,000 might have
become permanent continental residents, all spendets not earners.
He put their spendings at pethaps £200 a head, keeping his figure
low he said because so many of them were servants. His estimates
are not unteasonable; exact they could not be; but his point was
ignoted in all later discussions. Possibly he made too much of
it, yet it had size. There is no evidence that it had been suggested
to him from the Bank.

Nor had the Bank much to say about a second factor, of which
Parliament-was vety conscious, the state of the comn trade. In
1815 the net British impott of wheat had been only. 156,000
- quatters; in 1816, 210,000, It was 772,000 in 1817 and 1,107,000
in 1818, During these two bad years the home price only once

! In his speech of g April, quoted above.
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fell to 80s., the point below which imports were prohibited under
the new Cotn Law: the average home price for the two years
was 914, 74., the peak price 116s. 34. With such prices, the import
of an extra 1,563,000 quarters in two yeats created a debt ap-
proaching £3,000,000 a year for a country whose total yeatly
exports, including those from Ireland, for the two years averaged
less than £44,000,000. This meant a sharp strain on the exchanges:
something must go to pay for the corn, and the immediately free
and easy-moving thing was treasute,

This heavy corn debt, which had become recurtent since the
country lost her self-sufficiency in years of bad harvest, was a
familiar, if unpleasant, thing. It was reasonable to hope that with
the return of average or good harvests no further debt would be
incurred. But something newer and less familiar now came with
it, debts created in peace-time because England, like eighteenth-
century Holland, had become a lending nation, and the loans had
not begun to yield interest, With the new thing came the new
powers in international finance, Nathan Rothschild and the house
of Baring. It was Rothschild who stipulated for interest payable
in stesling to attract the English investor. In 1819 he appeared
for the first time before a parliamentary committee as an expett,
shrewd and confident. Between 1815 and 1818 loans wete floated
in London for France, Prussia, Russia and Austria. Investment
in American funds, from London and Liverpool, was already “a
practice. ..of many years standing”.* The French loan was the
largest and the one that attracted most attention, Things were
well enough “till the financial operations in France began”,
Jeremiah Harman said: “great pains were taken™ to induce people
to sell out from the funds and buy French and Russians and
Prussians: there was nearly as much jobbing of the French funds
as of the English.* Another Bank Director, William Haldimand,
noted that very few of those travelling gentlemen came back from

' Committee on Cash Payments of 1819, p. 109: John Gladstone, father of
W. E. Gladstone. * Ibid. pp. 41, §2, §3.

§-2
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Paris without a little French stock. And Alexander Baring
reported that a great number of the new sovereigns had been
turned into twenty-franc pieces at the Paris Mint.*

With the jobbing, much of the foreign stock subscribed for was
disposed of at home or abroad. What the actual drain of capital
outwards had been down to the spring of 1819, when all this
evidence was given, no one precisely knew. Haldimand, who
- was familiar with Paris, dealt with St Petersburg, and was very
knowledgeable about the exchanges, estimated the total value of
holdings in foreign loans at £10,500,000. But they had not cost
that. Of the £7,000,000 at which he valued the French holdings,
he put f2,000,000 down to appreciation. S. C. Holland of
Barings agreed that the capital placed permanently in foreign
funds was “cestainly not” so much as £10,000,000; he added
that the interest due, which from France alone he put at {150,000
a yeat, was now beginning to come in? The outward drain
thtough loans to the Continent was increased by continental
sales of British securities. In February 1816 foreigners held
£17,300,000 in the funds. By February 1818 their holdings were
down to £12,700,000. There wete also heavy sales of Bank stock:
the Bank’s foreign proprietary was dwindling away.3

In connection with the foreign loans, Nathan Rothschild said he
had sold pethaps £2,500,000 of what he called “ real investment™.4
His house was only one of three o four concerned in the business.
“(Certainly” the loans had affected the exchanges. “Certainly: an
immense deal” of specie had gone out in connection with them,

' Ibid. pp. 70, 184. Haldimand, though born in England and an M.P,
was of Swiss stock. In 1827 he retired from business and to Lausanne, where
he died in 1862. His firm were silk and general merchants and dealers in
exchange. Its history is sketched in Morris Prevost and Co. (1904), the story
of a firm with which the Haldimands were connected.

2 Committee on Cash Payments of 1819, pp. 119, 122.

3 For the Bank’s proprietary see p. 131 below; for sales of British govern-
ment securities, Acworth, Financial Reconsirsction in England, 1815-1822, p. 80.

4 Committee on Cash Payment, pp. 157 sqq.
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“Cettainly”, if the Bank had been paying in cash, this business of
his could not have been done. It is not surprising that he showed
no enthusiasm for resumption, and thought that Ricardo’s scheme
for it, which the Committee was consideting, would not work.

Rothschild did, however, point out that recent sales to France
of appreciated French stock had given the exchanges a tilt in our
favour; and he confitmed the opinion expressed by Haldimand
" and others that the spell of capital export was over and that the
stage of intetest import was setting in. We know that in a few
years, with the rapid growth of British industrial exports—
especially to America—the financing of loans would present no
difficulty, For goods and services England would become the
world’s creditor; by 1832 Nathan Rothschild would be able to
say that “in general the exchange is always in our favour™.
But in 1819, the various drains on the Bank’s treasure continued
to operate until August. Then came the first of a run of good
harvests; the regular flow of interest from foreign investments;
and a state of the export trade to the wotld at large which
eventually made the financing of tourists and continental residents
a simple thing, The exchanges turned; the market price of gold
fell; and the Bank’s treasure, from £3,600,000 in August 1819,
rose to £11,900,000 by February 1821. But to produce that result
another cause had contributed—a law of 1819,

The Secret Committee of the Commons “on the expediency of
the Bank resuming cash payments, Peel’s Committee, teporting in
Apriland May of 1819, had no difficulty in deciding that resumption
ontheappointed day, § July,wasagainout of the question;although
Ricardo told the Lords’ Committee that he thought it might be
done with “some little Inconvenience”, say a price fall of 4 per
cent. (But hedid not know the precise state of the Bank’s treasure.)

' Bank Charter Report, 1831~2, Q. 4804.

* Lords’ Committes Report, p. 184. The Commons® Reports are of § April
and 6 May; the Lords’ was “communicated” to the Commons o 12 May.
They are in 1819, 111,
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The Bank Directors had drawn up a long defensive memoran-
dum for the Committees in March.® Resttiction of cash payments,
they had argued, was not their fault. They doubted whether the
public could stand immediate tesumption. Expansion of the note
issue had been necessaty in a war which had drained away our
coin and would have been lost had there been no substitute. They
told the post-war story of the currency and of the delays in
repaying their advances, owing to “the System of Finance which
it has been thought proper to adopt ”—a fair hit at the Treasury
and Parliament. Their failure to tesume cash payment they
assigned to “the extensive Financial Operations on the Continent,
in which British subjects have taken so large a share”, They did
not see how they were to get gold immediately, and—once more,
as in 1810—did not believe that curtailment of their issues per se
would cure the exchanges. All that could teasonably be expected
of them was that they should find gold for internal circulation.
The Bank could hardly be asked to face “ruinous loss from
causes. . .which. . .it cannot control”.

But Parliament, advised by Peel’s Committee, was going its
own way, which was also the way the economists in the govern-
ment—Lotd Liverpool and Huskisson—approved.” The day
after the Commons’ Committee put in their first report (5 April)
it forbade the Directors to make any mote payments in gold.3
On receipt of the second report, dated 6 May, paying no attention
to—pethaps not awate of—another memorandum from the
Bank to the Chancellot, it got to work on what was later known
universally as Peel’s Act (59 Geo. I1, c. 49), completed and made
law by 2 July. Seven months mote absolute suspension of cash
payments was conceded, to 31 January 1820. From 1 February -
to 1 October 1820 notes might be cashed but only in gold bars

! The Memorandum quoted on p. 63 above. It is not certain that the
Committees considered it ot in fact paid much attention to Bank opinion.

? See Brock, W. R., Lord Liverpool and Liberal Toryism (1941) p- 179.

3 By 59 Geo, ITI, c. 23.
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of a minimum weight of 6o ounces and at £4. 15. od. per standard
ounce. The same method, in essence Ricardo’s, was to continue
until 1 May 1823, the price being stepped down in stages—first
to £3. 195. 6d., then to the Mint price of £3. 175. 104d. It was
meant for bullion dealers not for ordinary usets of Bank notes.
At any date after 1 May 1822 the Bank might deliver gold coin;
and from 1 May 1823 it must do so, on demand. The object,
scientifically conceived, was to operate on the price of gold and
the exchanges without prematurely dissipating the Bank’s limited
stock of coin into the pockets of the public.

The Bank had protested in advance that a system of fixed gold
prices, descending in jerks, and determining its power to ac-
commodate the public, would take away its “discretionary
consideration of the necessities and Distresses of the Commercial
World”.* But, as has been seen, that wotld was not now relying
on it for much help by way of discounts, and in othet ways hardly
at all. Against “discretionary consideration of the necessities”
of the Treasury it had protested. Patliament took it at its word.
If total advances were to be cut down, with a view to limiting
the circulation and guaranteeing a deflationary equilibrium
between stetling and gold, government’s short-term debt to the
Bank must be reduced.? Adopting, pethaps without completely
understanding it, what was in effect Ricardian finance, the House
approved 2 motion of Peel’s for the repayment of no less than
£10,000,000 of short-term debt, backing that up with an Act
(59 Geo. 11, c. 76) forbidding the Bank ever to lend to govern-
ment for more than three months without express parliamentary
sanction. This deflationary policy, if applied, would supplement,

! Memorandum for the Chancellor of the Exchequer, 12 May 1819:
C.B. Pa; teproduced in the Report on Cash Payments, p. 359.

* Government was also aiming at a reduction of long-term debt by imposing
enough taxes to make the Sinking Fund a reality; but the tax-policy of 1819
was not a success; Brock, p. 180,

3 That is to say, it might make quarterly “deficiency” advances, while
revenue was coming in, a type of advance formally authorized two years
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almost brutally, the working of those forces—cessation of foteign
loans, bettet harvests, and the rest—which already were tending
to rectify the price of gold and the exchange position. Neither
price nor position was desperate: causes other than over-issue
might have produced both. ButRicardo and Peel, with Huskisson
and Liverpool and the Committee, were determined to get back
to gold at Mint price and to the exchanges at par, from gold at
L4 15, od. and the Paris exchange at 23-85, which were the
February figures.” Yet it can hardly have been altogethet because
of an Act only passed finally on 2 July, and of 2 policy of floating
debt reduction linked with it but not immediately carried out,
that on 3 August gold was quoted at £3. 18s. od. and the Paris
exchange at 25-10,

Effective repayment by the Treasury to the Bank had not
begun: in fact the Bank held three millions more of public
securities in August than it had held in February. Nor had its
issues contracted. They were a shade higher for the third quarter
of 1819 than for the second. So late as January 1820, the Bank
was still pressing Lord Liverpool for repayment and reminding
him of the ten millions “tecommended by the Sectet Com-
mittees”.?

After that the Committee’s policy went forward with a swing,
except that the Ricardian bullion standard never became a reality.
The Bank’s public securities fell by millions each half-year: by
February 1821 they were at £16,000,000, down by very nearly
£10,000,000 from the level of eighteen months earlier. Notes
too wete down, though not as yet conspicuously. Discounts

earlier by 57 Geo. III, c. 48. It might also purchase Exchequer Bills and
Treasury Bills aad, naturally, consols and other long-dated securities; and
it might exchange expiring Bills for new ones.

! Those who have forgotten the age of gold and the franc of 25 to the
pound sterling may be glad to be reminded that the Mint par between stetling
and the gold franc was 25-22.

* C.B. Pa, € Jan. 1820.
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were down, Public balances at the Bank were heavily down.!
Bar gold had been at the Mint price, which under Peel’s Act it
was to reach in 1823, since March of 1820, And the Bank’s
treasute, though it had increased slowly at first, stood at the
£11,900,000 already noted. The step that should bring down to
£3. 175, 1034. the price at which the Bank was to sell bars was
timed by the Act for 1 May 1821. No one asked for bars, and
the Bank was not interested in them.? Feeling sanguine, it saw
no reason why it should not cash its notes in the old way as from
that date. It procured a permissive Act (1 and 2 Geo. IV, c. 26)
without any difficulty; and at the same time it ceased to issue
those small notes that the gold was now to teplace. This would
mean special difficulties in South Lancashire, which had no small
local notes and could not easily draw cash in Threadneedle Street,
as London could, which had none either. So in May Bank clerks
were down at Manchester, and special arrangements were being
made with bankers, there and at Liverpool, for getting the gold
into use.3

It took South Lancashire some time to settle down. In August
James Brierley, the Boroughreeve of still unreformed Manchester,
was begging for £1 notes or mote soveteigns, The sovereigns that
had been sent were vanishing into temote distticts, and he feared
that small local notes might break out, “which we hitherto have
been wholly exempt from”.4 At a meeting that he had attended,
“a more unanimous display of public sentiment against the
Circulation of Local Notes” he had never seen.5 But the Bank
could not offer to send any more gold at its own expense.

! The average for 1817-18 was £4,400,000; for 1819, £z2,100,000; for
1820, £1,700,000,

* For criticism of the Bank’s neglect of the bullion standard see Viner,
Studies in the Theory of International Trade, p. 179. There is nothing about it
in the Bank records, and it seems that the City was cold.

3 C.T. 13, 9 May 1821. The bankers employed were Jones, Loyd & Co.
at Manchester and Heywood & Co. at Liverpool.

¢ C.B. Ra, 23 Aug. 1821, 5 C.T. 14, 29 Aug. 1821.
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Worse things” than Lancashire’s inconvenience accompanied
the resumption of cash payments. In the first quatter of 1819,
when Peel’s Committee was at work, the general price level was
46 per cent above the level of 1790 and wheat was at neatly 8os.
In the third quarter of 1821, when Manchester was begging for
more sovereigns, the price level was only 16 per cent above 1790
and wheat was just under §35.* Ricardo had talked about 2 4 or

. 5 pet cent price fall following gradual resumption, The far greater
fall that had come while resumption was being discussed, and
then rather hurriedly consummated, cannot be atttibuted to it,
except, at most, in small part. But the fall was connected in
men’s minds with resumption, connected with “this wretched
Act of Peel’s”. It was all most disquieting.?

I These ate price-figures as calculated to-day. Contemporaries did not
think in index numbers; but they did think, especially the country gentlemen
of Parliament, in terms of wheat.

? There is a story that “Mr Ricardo lived to change his opinions™,
admitting that someone else’s estimate of 25 per cent had been nearer the
mark. It is told by William Ward in Remarks on the Commercial Lagislation
of 1846; p. 33. It is late and is of course disputed.



CHAPTER II

FROM THE RESUMPTION OF CASH PAYMENT
TO THE CHARTER ACT OF 1833

paring to tesume cash payment two years before the

appointed day, it had more treasure in hand ({£11,900,000)
than ever in its history. It had been buying at a loss with a view
to the tesumption and the withdrawal not only of its own small
notes but of those of the country banks.* Leave to issue these
small notes—in England—had always been treated by Patliament
as a temporary thing, a war measure, to be discontinued as soon
as the metallic basis for the currency should be completely
restored. The Act of 1816, which extended the suspension of
cash payments but contemplated resumption in 1818, had allowed
two years from the date of resumption within which the issue of
notes under £5 was to cease.? Ricardo, whose balanced mind had
always feared “the evil consequences which might ensue from
a sudden and great reduction of the circulation, as well as from
a great addition to it”,3 had suggested in 1819 that it-might be
wise to continue the use of the £1 note—at any rate for some
time—s0 4s to ease pressute on the gold. His ideal currency
would have contained such notes permanently “in all the country
districts”,4 though not in London. But his advice had not been

! There is some reason to think that it had been vrged by the government
to do so; Viner, Studies in the Theory of International Trade, p. 183. The surviving
correspondence at the Bank throws no light on this point.

* 56 Geo. I, ¢, 21,

3 Proposals for an economical and secure currency: Works, p. 407.

4 Plan for the establisbment of a national bank: Works, p. 509.

! T the February balance of 1821, when the Bank was pre-
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taken: the Act of 1816 still applied; and as resumption was
antedated, at the Bank’s request, 5o as to begin on 1 May 1821,
the issue of small notes was due to cease on 1 May 1823.

To the annoyance of some of its clients, the Bank had not
waited for May 1823, but had stopped issuing small notes as soon
as it was ready to cash all notes whatsoever.! In August of 1820
there had still been £7,647,000 of the small notes in existence,

-though of these £948,000 were not in circulation but in store.
Two years later the circulation, after deducting those in store,
was down to £955,000; four years later to £486,000. As the notes
came in from use, thumbed and dirty, they were not replaced.
Many would never come: they were far more likely to be
destroyed or mislaid than the larger notes, The Bank was relieved
of the invidious responsibility, that it had shared with a Toty
government, for the many hangings, under the old cruel criminal
law, of forgers, both men and women.* The forged £1 note was
an easy thing to utter, and the wish to limit forgery was a prime
motive for its suppression.

English country banks, whose total issues had been again high
in 1818, looking to the terminus of May 1823 and following the
lead of the Bank, were also curtailing their small note circulation.
This curtailment was however interrupted in 1822. Scared by
the price fall and influenced by a widespread agitation against
“Peel’s Act” of 1819, Parliament extended the bankers’ powet to
issue small notes3 until 1833, the year in which the Bank’s
charter was timed to expire. The resulting situation was curious
and 2 little ridiculous. Ricardo would have maintained a £1 note
circulation. His preference, as was learnt after his death in 1823,
was for issue not by the Bank but by a Boatd of Commissioners;*
yet failing that, he would no doubt have concentrated the issue

* Above, p. 73.

* See Cruikshank’s grim “Bank Restriction Note” signed by the hangman,
in Actes, The Bank of England from Within, 1, 342.

3 By 3 Geo. IV, ¢. 70 4 Plan for. . .a national bank.
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at the Bank. Now the Directors wete catrying out the original
policy of terminating that issue—by August 1825 small notes
outstanding wete down to f416,000—while country banks
were free to issue as they pleased; and were so issuing.’ The
Directors’ action at least earned the compliment, unusual for any
issuer of paper money, of praise from William Cobbett. “I can
see no blame in the bank”, he wrote in November 1826, “The
bank has issued no small notes, though it has liberty to do it.
The bank pays in gold agreeably to the law. What more does
anybody want with the bank?*

What effect, if any, these shiftings of currency policy may have
had on prices it is hard even to guess. Gold was passing into
circulation steadily. In the third quarter of 1825 the Bank had
£19,800,000 of notes outstanding as compared with £24,500,000
in the corresponding quarter of 1820. But this fall of £4,700,000
was considerably less than the fall of its small notes in the same
petiod. These, it is reasonable to suppose, had been replaced by
sovereigns and half-sovereigns; for the exchanges were con-
tinuously favourable, gold was at or below mint price, and nearly
all the gold minted in these years must have remained in the
country., How much the use of cheques and bills was supple-
menting that of notes and cash we do not know; but progress
with the cheque there certainly was. Ricardo’s references to
cheques in 1816 have 2 more modern ring than Henry Thornton’s
in 1802; and Thotnton himself said in 1811 that the use of these
substitutes for “money” had been proceeding continuously
during the years of suspension.3

That the resumption and its accompaniments tended to deflate
prices is evident; but we cannot tell how far this deflationary
tendency was counteracted by a possible increased rapidity of
circulation or by the increasing use of credit substitutes. The

* The figures of small notes ate from the Stack Estimates, 1 (1806-25),
1 (1825-39).
* Rural Rides, 11, 42. 3 Above, p. 27.
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certain facts ate that the price-fall from a peak in 1818 began, and
went on most rapidly, before resumption; and that it continued
steadily but less rapidly—and with one shott interruption duting
the financial boom of 1825—to the close of the decade. The
salient figures are these: 1818, 150 (i.e. jo pet cent above the
level of 1790, which was itself a little below the average for
1779-89); 1820, 124; first quarter of 1821, 120; 1824, 106; 1825,
- 118; 1826, 103; and so down steadily to 93 in 1830.% It is still
not generally realized that on the eve of the Reform Bill wholesale
prices were a trifle lower than they had been during Pitt’s years
of peace between the Ametican and the great French Wars.
Low prices were due in part to the increased and cheapened
supply of home-grown foodstuffs which the enclosures and agri-
cultural improvements of the late eighteenth and early nineteenth
centuties had produced. The agricultural interest was working
hard to make the country self-sufficient, and sometimes it almost
succeeded. In 1820 thete was as nearly as possible no import of
wheat into Britain, and in several years of the decade a very small
one. Unhappily for the squites, success meant low prices and
“agricultural depression”. They and their farmers, accustomed
to a wheat price of 8os. and upwards in the later war years and
again in 1818-19, cried out bittetly against the 565, 1d. of 1821
and what seemed the starvation price of 44+, 74. of 1822, Their
cries were a main cause of the reversal of the country bank note
policy in that year: give us more money; inflate a little for us.
They at least saw wheat at 535, 44. in 1823 and above Gos. in
1824~5 ; though whether this is a case of cause and effect is most
doubtful.
Home produce fell in price, but the prices of imported articles
whose freight costs were relatively high fell even more.* These
had been inflated hugely by the risks and tonnage difficulties of

* Silberling’s index number.
* For these Silberling calculated a separate index number: British Prices

and Business Cyeles, p. 232,
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the wars; and it took time to re-establish peace conditions for
trades in which a round voyage out and back might well absotb
a year. Just what part was being played in the fall of prices in
both groups of commodities by forces connected with issue and
the circulating medium; what by improvements in agriculture,
industry and commerce; and what by a tise in the purchasing
powet of gold itself, in 2 petiod during which additions to the
wotld’s stock were irregular and inadequate to its growing needs,
it is not the business of an historian of the Bank—and would be
a difficult business for any historian—to determine. It is, how-
evet, certain that falling prices, with their whole political and
financial setting, led to a fall in the Bank’s profits, and that to
a willingness to expetiment with new types of business.

Advances to government had been curtailed at the Court’s
urgent request; the discounts were dwindling away; the average
amount of paper under discount was down to £2,300,000 by the
fourth quarter of 1824; and the income from the discount business
which had teached £914,000 in its maximum year (1809~10) and
was still £646,000 in 1815-16, was only £92,000 in 1823-4." The
income from “private loans” was down to a few thousands.?
The accumulation of treasute in view of resumption had been
expensive; and even after resumption the teserve continued to
increase, to a new maximum of £13,800,000 in Februaty 1824,
“eating its head off”. In order to maintain the dividend of
10 per cent that the proprietors had come to expect, the Rest was
drawn upon year after year. It had still been over £6,000,000
after the share-out of 1816: it was down to £3,779,000 by August
1819, and to £2,808,000 by February 1825, Most of this last drop
had come since resumption, for at the August balance of 1821 the
figure was still £3,595,000; and it had come even though the
Ditectors had cut the half-yearly dividend to 4 per cent at the
first declaration of 1823.

! Figures from Stock Estimates.
* In 1822-3 barely £4000.
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The years 1825 and 1826 brought a ctisis, new banking laws,
and a new phase in the history of the Bank, This makes an
analysis of its receipts for the half-year that ended with the
February balance of 1825 interesting, The total of receipts in the
profit and loss account is £694,000. Some few thousands of this,
consisting of bankrupts’ compositions, is hardly income in the
true sense; and it is not important. The vast bulk comes from
~ the state, under familiar headings—interest on the permanent

debt to the Bank, management of the National Debt, intetest on °
the loan of £3,000,000, intetest on Exchequer Bills, After that
the most important single items are £53,000 of interest from the
East India Company; then £45,000, no more, from the bills and
notes discounted, With standard bar gold at £3. 17s. 64. there
was a satisfactory profit of £15,500 from the gold account. Loans
on dollars to bullion dealers such as the Mocattas yielded £6000,
and 2 few other private loans £5000. There was £1000, but for a
year’s work, from managing business for the Royal Bank of
Scotland; and £7000, also for a year’s work, for the same service
to the Bank of Ireland.! There are some trifles from rents and
other non-banking sources; and but for two other items that is all,
These two are femarkable. The first is—from Nathan
Meyer Rothschild, interest on advances and loans of dollass,
£33,927. 15. 64. Nathan Meyer was almost a5 useful that half-
year as all the bill discounters. The second is—from interest on
mortgages, £13,692. 8s. 1d. Rothschild had been in touch with
the Bank for some years: he thought well of the way its business
was conducted, especially now that he could bring in notes and
be sure of getting gold for his international transactions, trans-
“actions which had been helped by a clause in Peel’s Act® that
T These wére recent arrangements. The Bank of Ireland was in corre-
spondence about the terms in Oct. 1821 (C.B. Ra, Oct. passin), when it was
agreed to have an experimental year before deciding on them finally. The
Royal Bank of Scotland had agreed to pay £1000 for the management of its

business, plus 4 per cent on advances, in 1822: C.T. 14, 10 July 1822.
? 59 Geo. III, c. 49.
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made it lawful to melt any British coins and to export eithet coin
ot bars and ingots melted from coin. His name first appears in
the minutes of the Committee of Treasuty in June 1823." A big
transaction is on foot: Nathan wants from one to three millions
of Spanish dollars. He offers to deposit securities on the basis
of a price for the coined silver of j74. pet ounce.* He will pay
33 per cent interest. He will replace the dollars in twelve months,
ot in eighteen months, at the same valuation; or alternatively, he
will repay in gold at £3. 17s. 64. He does not want Mocatta to
know because Mocatta also is a bullion merchant and loan
contractor., Evidently thete is competitive loan business forward
with Spain,

To this proposal the Committee, and next day, the Court,
agrees. After that Nathan’s hand is in with the Bank and large
transactions recur. In May 1824, for instance, he is promised up
to £1,000,000 in gold for a year: he is to teplace it.3 When the
time is tipe he always acts quickly. On 1 December he wants
from £300,000 to £500,000 of the promised gold, and deposits
collateral security. He has discussed the matter with the Governor
and may tequite £225,000 to-motrow. It is agreed that he shall
have it His letters ate in a new style, crisp and business-like.
Letters from the Treasury, the East India Company, or any other
old client or client aspirant had always been formal, stately, full-
bottomed. His are concise, the point and the cash and nothing
but the point and the cash. As a rule they serve merely.to record
and clinch an arrangement made #/va voce—that was a thing the
Bank liked—and Nathan evidently prefers financial conversations
to be in few words and to be settled by the financier’s nod.

This was a class of business such as the Bank had always
conducted, only now it is done with a master and on the grand

' C.T. 14, 18 June 1823.
! This was the market price in Aug. 1822; by Aug. 1823 it was 5634.:
Tooke, History of Prices, 11, 385.
3 C.B. Va, 27 May 1824. ¢ C.T. 15, 1 Dec, 1824,
CBEI 6
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scale, a master who very well knows where the biggest accessible
heap of gold and silver lies between 1820 and 1825. The mortgage
business on the other hand, if not an absolute novelty, seemed
so to the Committee of Treasury, who had assured Vansittatt in
1816 that the Bank “had never yet lent money on mortgagc” !

In 1816 the Committee had rejected the suggestion without
even referring it to the Court. Now the business was begun
- without any recorded pressure from government, though the
Bank very well knew that the policy had official approval. It was
a way of getting that income which the Court rathet badly needed.
In May of 1823 the Committee of Treasury had reported with
regret that it saw no way of raising profits by “keeping out a
larger number of notes under existing circumstances”*—the
discounts were going elsewhere at low rates—and the Court had
even considered, though it rejected, taking bills up to a year’s
currency, a thing that it had never yet done. The Governor
had reported difficulty in purchasing Exchequer Bills on the
market; the issue had been cuttailed and bankers competed for
them; and altogether the prospects even for the recently reduced
dmdend wete not good 3

So it is not surptising that when a very attractive mortgage
proposal was made to the Committee of Treasury in the following
October it was accepted at once. The Duke of Rutland, the fifth
Duke, had mortgages and encumbrances on his land amounting
to L280,000, His men of business asked for a single mortgage
of £300,000 at 4 pet cent so that he might clear these off. (No
doubt they had been contracted on worse terms,) His rent roll
was returned at £71,000. Because of “the great eligibility of the
security”, the Committee at once recommended it to the Court
and the Court accepted it next day; the Committee however
noting that the rate of intetest was not on any account to be

¥ C.T. 11, 12 Dec. 1816; above, p. 6o.
* C.B. Ta, 8 May 1823.
3 Decision and teport at the same meeting, 8 May 1823.
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taken as a2 precedent for what was to be asked “from other
parties”.!

When accepting this Rutland mortgage, the Court agreed to
proceed with a policy of lending on the security of land up to a
sum of £2,000,000; but no single mortgage was to be for less
than [10,000. Before the end of the month the Committee of
Treasury had drawn up a set of conditions for the new business.
Advances wete to be made only on unencumbered freehold
estates held in fee simple, and in every case the rent roll was to be
at least twice the interest that the mortgagor contracted to pay.*

Once it was known that the Bank was open to the landlords,
applications poured in from the best of them. Before the year
was out neatly fifty had been received. The Marquis of Bath
wanted £200,000; the Duke of Devonshire £130,000; Mt Bucknall
Estcourt £70,000. Earl Cowper, the Earl of Chichester, Sir John
Trevelyan and a crowd of less known names are all on this first
list of 1823, Only one application was turned down at sight,
because the rent roll was inadequate. Chichester refused the offer
made to him as not good enough. Neatly all the rest, aftet having
been reported on by Messts Freshfield, the Bank’s solicitors, wete
accepted, though not all on the Duke of Rutland’s terms.

The business slackened off in 1824: there were only a dozen
applications from January to May, but one was big and another
the biggest yet received. The trustees of Sir Corbet Corbet
wanted £ 104,000 and the Eazl of Oxford no less than £350,000.
The Committee of Treasury hesitated over this last and finally
declined it on Freshfield’s teport: the Farl’s rent roll was not
sufficient and in parts of his land he had only a life interest.3 He
returned in the following September with a modified request for
£200,000; but he never got his mortgage, The Corbet trustees
got theirs,

' C.T. 14, 8 Oct. 1823; C.B. Ta, g Oct. 1823,
* C.T. 15, 29 Oct. 1823,
3 The applications are in C.T. 14, passim.
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Not only English landlords had tried to take advantage of the
Bank’s need to earn on its idle capital. An eatly letter artived
from Ireland as might have been anticipated. The teply was clear:
the Bank would not lend on Itish land, not on Scottish; that
was the business of the Banks of Scotland and Ireland, if they
saw fit to undertake it." This checked all except the English
correspondence; but this English correspondence became vety
. heavy, a thing to which the Bank was not accustomed.? Perhaps
the new burden, with other difficulties still to be discussed, helps
to explain the eatly cessation of the business. The Ditectors may
also have been influenced by patliamentary criticism, They had
been accused, in ridiculous tetms, by Joseph Hume the Radical,
of “acting as pawnbrokers on a large scale”; and, with much
better sense, by Edward Ellice—“beat” Ellice of the Hudson’s
Bay Company—of locking their money up in an unrealizable
form of secutity, the very thing that had brought down so many
country banks in 1815.3 This was in 1824 when new mortgage

- business was already slackening off. By October 1826 applicants
wete being told that the Bank meant to do no more of it.# Not
all the £2,000,000 originally voted had been used; but before the
books were shut neatly £1,500,000 had been advanced, and for
a number of years it yielded from £50,000 to £60,000 a year.

It is one thing to refuse fresh mortgages and another to liquefy
mortgage investments, In 1869 that £300,000 Rutland mortgage,
the first arranged, was still on the Bank’s books, though with
only £18,500 more; and thete was a mortgage income of some

" {6ooo coming in half-yeasly.5 Intetest on most of the mortgages
had been regulatly paid: the Directors’ caution had been re-

' L.B. 5, 17 Oct. 1823,

* There are more than 100 folios of mortgage correspondence in L.B. 5.

3 Hansard, x, 226.

4 L.B. 6, 3 Oct. 1826,

5 C.B. Fe, 18589, contains references to the Rutland mortgage: the
mortgage position in 1869 is in Stock Estimates, v. By 1870 the Rutland
mortgage has gone.
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warded.! A great deal of work had been provided for Messts
Freshfield, though that was no advantage to the Bank, But
Ellice’s criticism of the business remained valid and would
certainly have been repeated in later years by Walter Bagehot
or George Rae, the cautious author of The Country Banker, had
they known of the large block of mortgages still held. Bagehot
may have known: he was vety well informed. But Governors
did not advertise the situation to the proprietors.

With the fall of the profits from discounting, differences on
discount policy atose in the Court. In December of 1821 it broke
with 2 traditional policy when it decided to discount bills and
notes with currencies up to 95 instead of only 65 days.> When,
in June 1822, befote mortgage income began to accrue, it was
proposed to lower the standard discount rate from § per cent
to 4—another revolutionary proposal, for the rate had stood at §
since 1773—there was no opposition, or at least no amendment.
It is said that the Bank had been urged to do this by government '
eatlier in the year3 But when, eighteen months later, it was
pointed out that the market rate was now well below 4; and when
it was moved first, “that in regulating the rate...it is desirable
to advert from time to time to the market Rate”, and, second,
“that it is expedient to reduce the Rate of Discount on commercial -
Bills”, both motions were negatived.* Perhaps the negativing of
the first was only an emphatic way of refusing the second: it can
hardly be that the majority was resolute to ignote market rates
altogether. And probably that majority included Horsley Palmer,

' But they had been obliged to foreclose, administer, and then sell in
several instances; Acres, 11, 419.

* C.B. Rg, 20 Dec. 1821,

3 The vote is in C.B. §a, 20 June 1822, Thete is no record at the Bank of -
a rejected government request to reduce, “early in 1822 (Viner, p. 181, 1. 19).
But the Governor may have rejected one.

¢ C.B. Ta, 29 Jan. 1824, Possibly the mover was William Ward. Many
years later he wrote “I have often pressed on the Court the necessity of
regarding the market rate”: On Manetary Derangements, p. 1.
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who held that heavy discounting should be reserved for difficult
times, in which 4 or even § per cent would be an appropriate
and welcome charge.”

Though the Directors had been glad, when accumulating
treasure against resumption of cash payments, ta teduce their
holdings in the floating debt, they were only too willing in the
years of high bullion reserves and low profits—from 1821 to
. 1824—to oblige the Treasury in any emergency: they were usually
lashed by some able critic in Patliament for doing so. A sharp
rise in the Bank’s holding of public securities during the third
quarter of 1822 resulted from one such response to the Tteasury,
in connection with what, in modern phrase, would be called its
reflationary policy of that year. To ease the ptessure on the gold
now going into circulation—and, if possible, to taise prices—the
country bank issue of small notes was to be extended, as we have
seen; and the Bank was to advance £4,000,000 on Exchequer
Bills with the treble object of helping the Treasuty to help
Ireland, where there was partial famine, by distress grants and
public works; of assisting the conversion of the “Navy fives”,
by providing funds to pay off dissident stock-holders; and of
forwatding reflation by increased issues from the Bank. The Bank
had agteed to the loan in March and the policy was discussed in
the House at the end of April* Issues did increase; but as the
circulation of small Bank notes was still dwindling, and as other
forces were at work, there was not that note expansion of
£4,000,000 which Ricardo had gloomily anticipated when the
plan was first mentioned. It could not be absorbed into the
circulation, he had said: it would tend to dtive up the price of
gold and turn the exchanges against us.3 So it did no doubt
tend; but towards the end of the year, when the transaction had

! See his evidence before the Committee on the Bank Charier (1831-2, V1),
QQ. 178, 179.

* C.T. 14, 21 March 1822; Hansard, vi1, 160 (29 April 1822).

3 In a speech in the House: Hansard, v1, 483,
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been carried through, gold was a little cheaper, and the Paris and
Hamburg exchanges a little higher than they had beea in
February, when it was initiated. The Bank had lost some tteasute,
but still had plenty and was getting in more.

The Committee of Treasury, though ready to advance the
£4,000,000, had disliked the extension of life for the small
country bank notes—with reason. Government had not even
had the courtesy to consult them about it. It would “materially
affect the course of conduct...pursued”? by the Bank in cur-
tailing the circulation of its own small notes, and by its en-
couragement of country issue genetally would tend to keep down
the Bank’s own issue—and the profit of it. The Committee was
the mote critical because the proposal was at first linked with
another that it did not like. Early in April, when communicating
their plans, Lord Liverpool and Vansittart had mentioned for
the first time the possibility of a territorial limitation of the Bank’s
ancient monopoly. They made a tentative offer of a ten-year
extension of the Charter, that is to 1843. Would the Bank agree
to this and to the restriction of the exclusive privilege of joint-
stock banking to a radius of fifty miles about London? The
Committee hesitated. It wished to be very sure of the extension—
Ricardo and other critics in the Commons wanted to see a
complete end of its privileges—and, while acquiescing in some
curtailment of the monopoly, spoke of “a less contracted distance
from the Metropolis . Liverpool and Vansittart replied, adhering
to their fifty mile radius outside which joint-stock companies
might issue notes payable to bearer on demand; promising that
the permanent debt of the state to the Bank should remain
untouched at its £14,686,800; guaranteecing that Bank notes
should still be accepted in payment of taxes; and further that
all other the privileges of the Bank should continue until 1844

' CT. 14, 11 Aprl 1822, The statement that the Bank was not
consulted is in the Governor’s Memorandum for the Committee of 1832,

p- 69
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and until the repayment by the government of the permanent
debt. '

After that thete were “several conversations” about fifty miles
ot sixty miles or sixty-five miles." Ministers informed the House
of the discussions: on 2 May the Court of Directors agreed
under its seal to sixty-five miles, and of this the General Court
approved.* But then, for reasons which do not closely concern

 the historian of the Bank, goverament decided not to proceed
at that time, In June the Court, in July the General Coutt, was
notified of this; the Chancellor of the Exchequer returned the
sealed document; the seal “was torn off by the Govetnor, and
the proposal put with the Minutes. . .of 2 May 18224 There for
some yeats the matter rested.

Among the not too wise financial proposals of 1822 was one
which has perhaps received undue notice because of the odd
nickname that became attached to it—the deadweight annuity, or
just the Deadweight. There was a naval and military pensions
liability of a round £3,000,006 inhetited from the Great Wars.
Ministers argued that it was not really part of ordinary ex-
penditure, “in fact, had nothing to do with it”. The pensions
were a dwindling liability, a “dead expense”.5 The government
proposed to issue a 45-year annuity of 2,800,000 a yeat, so
“saving” [1,200,000: from the funds raised by selling the annuity
they would meet the heavy pensions costs of the earlier and
reduced costs of latet years. There were long, subtle and mocking
debates in both Houses. The Bank was spared the acute~com-
ments of Ricardo, the lumbering attack of Hume, and the satire

! Letters and repotts of conversations in C.T. 14, 11, 18, 24, 26 April 1822,
The correspondence is printed in A. & P. 1822, XxI.

* C.B. $a, 2. May; G.C.B. VI, 2 May 1822,

3 Mainly because the country bankers and their friends in Parliament were
opposed to more joint-stock banking; Clapham, A»n Economic History of
Modern Britam, 1, 271.

4 A red-ink note to the entry of 2 May 1822, in C.B. Sa.

5 Hansard, vu1, 164: Vansittart.,
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of Lotd Lansdowne and Lord King, because it did not come into
the original picture.” But in 1823 government, having failed to
find any purchasers of its Deadweight, appealed to the Directots.
Very reluctantly, after an amendment to decline had been
negatived, they agreed to take £585,740 of the annuity, paying
for it £13,089,419 spread over five years and a quarter.? The
transaction brought up Grenfell and Alexander Baring and
Ricardo in the House. They exonerated the Bank, which had
not sought the contract, but attacked the government, declaring
that the Bill “enabled the Bank...to become...a jobber and
speculator in public securities”, and that it was “highly impolitic
that the Bank should be allowed to make speculations in the
funds”.3 But Vansittart had his majority and passed his Bill.
The Bank proved the only Deadweight buyer: five years latet
the whole arrangement was revised. But having paid for its
annuity the Bank drew it for the prescribed petiod, although
once—in the thirties—it made an unsuccessful attempt to sell.*

The venture into mortgage transactions of 1823-4 would no
doubt have ended eatly in any case. Thete was a limit to what the
Court was ready to engage in it. But that the end came so soon
and so decisively was a result of the commercial ctisis of 1825, in
connection with which the Bank’s treasure fell to a minimum of
barely £1,000,000, its note issue rose to an average of £24,500,000
for the first quarter of 1826, and its current discounts rose from an
average of £2,500,000 in the first quarter of 1825 to £10,900,000
in that clearing-up first quarter of 1826, There had been every

! The debates are summarized in Smart, Economic Annals of the Nineteenth
Century, 11, 85-1. * C.B. §a, 6 March 1823.

3 The first phrase is Grenfell s, the second Ricardo’s: Hamsard, vin,
823, 1124. lavestment in the funds—consols, annuities, etc.—by the Bank
was nothing new. At this time it held about £12,000,000 worth. G.L.
XIX, £, 22,

4 See Tooke, 1v, 333; article “Deadweight™ in Dict. Pol. Fzon, The
nickname was Cobbett’s.
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need for liquidity: the Bank would no doubt have been quick to
turn its mortgages into cash, had that been 2 possible course,
And as the crisis was followed by prompt legislation which
affected the whole landscape of banking and cutrency, some
revision of Bank policy was inevitable.

The banking landscape had changed very little in general
character since the Bullion Committee and the ctisis of 1810; but
clouds were rising over it, wholesome or threatening according
to the observer’s knowledge and position. There were still the

- “800”" separate country banks of England and Wales, mostly very
young: “within the memory of many living, and even of some
of those now engaged in Public Affairs™, Lord Liverpool wrote
in 1826, “there wete no Country Banks except in a few of the
great commercial Towns”.! Among these “800”, issuing licences
were held by 552 in 1821. Many of the issues wete trifling. This
one would expect at the bank of Collumpton, or at that of
Hartland Quay. But even including these tiny firms, the average
stamping of notes pet country bank that year was £8000, which,
seeing that the notes remained out for several years, may mean
an average circulation of perhaps £30,000, and for the great
country banks some very impressive figure.?

As a class the issuing banks were not too secure. In quiet times,
from 1816 to 1824, less than 2 per cent of them broke yeatly;
but in the troubles of 1816 6 per cent had gone, and for the two
years 18256 the percentage would tise to more than 10.3

Some of the strongest and best of the country banks, however,
were the non-issuing firms in and about Liverpool and Man-
chester. At Liverpool the Roscoe’s issuing bank had failed in

* In a Memorandum for the Bank: C.B. Wg, 20 Jan, 1826,

2 “An Account of the...Country Banks in England and Wales which -
issue Promissory Notes™, A. & P. 1822, xx1, 47. The hypothetical figure
for circulation is based on an estimate for 1818 in the Lords” Report on Cash
Payments, 1819, App. F. 8.

3 Number of Issuing Country Banks that have become bankrupt, A. & P.
1826, xxI1, §.
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1820: only one insignificant bank licensed to issue survived thete.
In Manchester and Salford there were none. The nearest were at
Rochdale and Blackburn. Inall Lancashire there wete only nine,
and four of these, in frontier places, were in effect branches of
firms from across the county boundaries, from Cheshire, York-
shire and Cumberland. Although they did not issue notes payable
on demand the Lancashire banks did issue drafts on their London
agents payable at fixed dates, for the convenience of their clients.
The Lancashite figutes of note-issues contrast with the fifty-six
issuing banks of Yotkshire, the thirty-four of Devon, or the
thirty-one of Kent. South Lancashite had alteady assumed its
dominant nineteenth-centuty commetcial and industrial position,
yet did its business with Bank notes, bankers’ drafts and endorsed
bills; and it was anxious to continue doing so.”

Contrast Scotland. In 1825 it had fewer separate banking firms
than Devon—the three chartered banks and twenty-nine others,
two of which were old private concerns with few partners and
a not veryactive business, in Edinburgh. The rest were joint-stock
companies, co-partneries of many partners with unlimited liability:
the Commercial Banking Company had five hundred and twenty-
one partners, the National Bank of Scotland twelve hundred and
thirty-cight. There was an extensive system of branches and
agencies. And it was reported early in 1826 that down to 1825
no single Scottish bank had failed since 1816; in 1816 only one,
amore ot less private one; and even it had paid gs. in the pound.?
Certainly Scotland appeared to have sectets of sound banking
that England might inquire into.

The use of branches by strong central institutions in Scotland
had greatly attracted Lord Liverpool. He was “extremely keen

! Although the returns give one bank licensed to issue in Liverpool, John
Gladstone in 1826 knew of “no local paper” there: S.C. on Promissory
Notes. . .in Scotland and Ireland, 1826 (11, 259), p. 217.

! Return of Scotch Banks, A. & P. 1826, xxur, 1: Clapham, 1,
278
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upon having branch banks of England.”* How long he had been
keen we do not know. There ate no official proposals in the
tecords of the Bank before 1826, though in 1832 Horsley Palmet,
when desctibing the branch policy as “a favourite measure of
Lord Liverpool”, added “but the Bank always declined it”.?
Suggestion and refusal must have been made in some of those
many informal talks between ministers and “the Chairs” which
were only recorded when a definite policy to be adopted ot
rejected by the Committee of Treasury ot the Court emerged
from them, It is interesting to find that so eatly as 1816~17 thete
was 2 notion afloat in the country that branches were coming.
They had been suggested a few years back by an Earl and by a
Bishop, and now people begin to write to the Bank about them.3
It is telling a Devonshire man in February of 1817 that “there
is no intention...to establish Branch Banks in any part of the
United Kingdom™; and in March is assuring a business-secking
clergyman from Yorkshire that it will not want “a House in the
City of York™ as a branch office.4

If Lord Liverpool admired the branches, some business men
of the North appreciated the Scottish joint-stock basis for
banking. Why should a Scots bank have hundreds of partners
and no English bank more than six? Why should Scottish notes,
known south of the border, be so relatively secure when English
banks and their notes wete not? Eatly in 1822 Thomas Joplin
of Newecastle issued an able pamphlet in this sense and a proposal
fot a joint-stock bank on Tyneside.s The joint-stock banks of
Scotland, he wrote, did not fail: they wete much more effective
“capital merchants” than most of the weak, isolated, English

! Vincent Stuckey, quoting Huskisson. §5.C. an Banks of Issue, 1841 (v),

. 6oz, '
Q‘ Committee of 1832, Q. 466.

3 Acres, 11, 426.

4 L.B. 4, 24 Feb., 6 March 1817.

S On the General Principles and Present Practice of Banking in Scotland and
England,
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country banks: they had better ways of helping little men.
Joplin’s arguments were widely discussed in business and financial
circles. He got into touch with Ricardo, and he was one of the
first to argue that the Bank’s joint-stock monopoly applied only
to issue not to deposit; * though he wished to secure issuing rights
for his projected bank at Newcastle.

The time seemed opportune for his plans. Trade was active.
The low prices of the eatly twenties which sent landlords begging
to the Bank meant cheap raw materials for industry. Industrial
wages weze low, and left a good margin for profit, though they
rose a little with the trade revival. Markets were opening satis-
factorily, especially in North and South America. Huskisson was
improving the chaotic protective tariff inhetited from the war
years and was easing the Navigation Laws. Industrial and con-
structional output was increasing fast from 1821: it rose to 2~
marked peak in 1825.> Money, like goods, was cheap, and the
investor’s desire to make it yield more was an encouragement to
every sort of venture—industsial or commercial at home, com-
mercial or political abroad.

Since 1821~2 there had been a spate of foreign loans contracted
for in London. Rothschilds were the greatest of the contractors;
but Barings and Wilsons and Grahams and Goldsmids all did
business on a big scale. In 1822 the loans were mainly to the
solid Eutopean states—Russia, Prussia, Denmark—states who
always paid their debts; though thete were £1,000,000 of Chilian
6’s, issued at 70, and £2,000,000 of Colombian 6’s at 84, neither
of which paid any interest after 1826; and there was a fantastic
little Joan of £200,000 to the republic of Poyais, supposed to

¥ Inhis Supplementary Observations to the Third Edition of our Essay on Banking,
Not the very first. The advocates of a scheme for an opposition bank in
1796~7 argued that the Bank’s statutory monopoly was only of issuing notes
payable on demand: Thomas, E., The Rise and Growth of Joins-stock Banking

(1934), 1, 73. Cp. p. 4 above.
* Beveridge, Sit Wm,, “The Trade Cycle in Britain bcforc 1850”, Oxford
Economic Papers, 1940.
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exist somewhere in Honduras. In 1823 the loans were again
mainly European—Austrian, Portuguese, Spanish. Then came
the South American rush of 1824-5—Brazil and Buenos Ayres
and again Colombia, Mexico and Guatemala, and the Mexican
province of Guadalajara. On most of these South American
loans, which amounted all told to upwatds of £18,000,000,
dividends ceased to be paid in 1826 or 1827.F

British debt conversions, which the Bank’s advances had
facilitated, set people seeking lucrative investment. In 1822
Vansittart had converted £150,000,000 of §’s into 4’s; and in
1824 Robinson converted £70,000,000 of 4’s into 33’s.* With the
3 per cents above 9o, as they were nearly all through 1824 and
through almost half of 1825, Mexican 6’s issued at 893 wete
desperately attractive to blind capital: everyone said that Mexico
must be full of silver with which to pay her debts, or where did
the dollars come from? As seen from the Bank Patlour, this
setting free of capital by conversion was the dominant force in
the boom;3 but there were many other forces at work.

They threw up more than six hundred projects of companies,
among them, as might have been expected, many wild-cat South
American mining schemes. Most of the six hundred never came
to anything. But when all was over and the wreckage had been
cleared away, there were one hundred and twenty-seven sutvivors
with a nominal capital of over £15,000,000. Joplin’s bank was
not among them. Authority had not been secured for that. But
the survivors included the Liverpool and Manchester Railroad and
the General Steam Navigation Company.4

Throughout 1823 the exchanges had remained very favourable.
They wete still favourable in the first months of 1824, when the

! See the first edition (1837) of Fenn an the Fands fot the vatious loans and
their histories. '

? See the article “Conversion of British National Debt” in Dict. Pol. Econ.

3 Horsley Palmer, Q. 606, in Committse of 1832,

4 English, H., A Complete View of the Joint Stack Companies formed during. ...
1824 and 1825 (1827).



THE CRISIS, THE EXCHANGES AND THE BANK 95

Bank’s bullion teserve was at a maximum. It saw no reason to
interfere with the heavy lending abroad which tended to teverse
them. Indeed it had no power ot mechanism of interfetence. If
government had done the lending, the position might have been
different, Protests from “the Chairs” might at least have been
heard. But if Rothschild made loan contracts that was not their
affair, If he brought notes and asked for gold they conceived it
their duty to acquiesce automatically; and so it was. Rothschild
found this automatic working most convenient: “you bring in .
your bank notes, they give you the gold”." If you had not notes
handy, they would even lend you the gold against securities and
promises: in December of 1824 he easily secured in this way that
open offer of from £300,000 to £500,000 in gold bars.?

By that time the strain of capital exports and of commercial
ventutes as yet without teturns had told on the exchanges. They
had been about par at the end of August. By November they
were unfavourable, not markedly so but, in an international
bullion market safer and more sensitive than that of the war years,
quite enough to affect or register the flow of treasure., The Bank
knew this and proceeded confidently, for it had much treasure.
In the memorandum that he submitted in 1832, Horsley Palmer,
one of its best heads and at that time Governor, stated that in
the course of 1825 it had exported £7,000,000 of bullion, yet
retained plenty for normal domestic needs.3 In fact it still had
£3,600,000 at the August balance; and the increasing body of
Directors who had learnt from Ricardo to watch the exchanges
were entitled to some feeling of confidence, for the Paris exchange
—now the best barometer—was once more a little above par,
But subsequently the home situation became abnormal, and an

Y Committes of 1832, Q. 4847.

* Above, p. 81.

3 In a report to the Chancellor of the Exchequer in 1828 the Committee
of Treasury stated that while the exchanges were adverse, Aug. 1824-
Dec. 1825, £6,000,000 of coin was exported “in addition to the bar and
other uncoined gold sold by the Bank”: L.B. 6, 28 April 1828.
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internal drain of treasure followed the external one that had been
so coolly faced. Perhaps the Directors should have anticipated
this second draft on their reserves; but as things stood it is hard
to see what they could have done to avert it, though they do seem
to have been slow to take alarm* It was not until the autumn
the Deputy-Governor said, that they “began very setiously to
contemplate what would be the result of the speculations and of
vatious circumstances that were going forward”.

They wete, and have been, blamed for not contracting issues.
But on the exchange doctrine that had been preached at them
there was no reason why they should have done so before
November 1824. In fact they sold a considerable block of
Exchequer Bills in December, Home prices wete low, very low,
and exchanges were favourable, True, the quarterly average of
notes outstanding was the same in 1825 as it had been in 1824,
both being £1,500,000—just over 8 per cent—above the level
of 1823. Yet that is no unreasonable addition to one item of the
whole circulating medium at a time of brisk trade and rising
ptices. And most certainly the Bank cannot be accused of
stimulating the boom by reckless commetcial lending, though it
had been too complaisant towards the government. In 1824
its discounts were abnormally low and so remained until the
second quattet of 1825.3 In March 1825 it sold a very large block
of Exchequet Bills, presumably to “contract the circulation”: it
was selling again in June, and steadily from Septembert If
discounts rose duting the summer, it was because a rising money
market was driving discounters on to the Bank, and the Bank
was performing, though late, what George Grote—banker and

¥ William Ward, a Director in 1825, wrote latet that they had too much
silver; that he had advised them to realize it for gold, in the spring, as a

precautionary measure; but that his advice had not been taken: Remarks on
the Commercial Legislation of 1846, p. 44.

* J. B. Richards’ narrative in Q. 5006 of the Commitsee of 1832,

3 Notes and Discounts quarterly in Silberling, pp. 255-6.

4 Account of Exchequer Bills purchased: G.L. XIX, f. 775~8.
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historian, no mean authority—believed was its most useful
function. Should a man’s banker be seluctant to discount for
him, he does not know where to tutn, Grote said. But “he can
get to the Bank without that special, permanent, and exclusive
connexion which he presetves with his own banker, and which
cuts him off from all other bankers™.!

If the Bank’s copy-book was not heavily blotted that of the
country bankers was, In 1824 they stamped twice as many notes
as in 1820. The 1825 stampings were 30 per cent above those of
1824 and more than 100 pet cent above those of 1822.% Stampings
are not the same as issues, A representative, and apologist, of
the country bankers argued a few years later, from a table of
issues by 122 of them—“much closer and better evidence”
than he had ever seen before, he said—that the inctease in
actual issues between 1822 and 1825 was only 16 per centJs
We do not know precisely how the table was composed or
how he artived at his results: we do know that he was acting
as counsel for the defence and that he could not have access
to the records of the worst over-issuers, many of whom had
collapsed. It might be wise to assume a minimum extra issue of
20 t0 2§ per cent.

One point, however, much neglected by contemporary states-
men and economists with eyes fixed on the notes and the Bank,
this bankers’ man made conclusively. It was the importance of
the bills, Lancashire had used notes only for wages: bills had
formed its “almost exclusive currency”. They had formed nine-
tenths of the currency in the West Riding also, and a great part

Y Committee of 1832, Q. 4773.

* Returns of notes stamped: A. & P. 1821, xx1, 43; 1825, Xx1, 293;
1826, xxi1, 1.

3 Henry Burgess, Secretary of the Committee of Country Bankers, to the
Committer of 1832, Q. 5165. For a more favourable estimate of the conduct
of the country banks and useful details of the antecedeants of the crisis, see
Bowen, “ Country banking, the note issues and banking controversy in 18257,
E.]. Hist. 1938.
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of it in Staffordshire and Shropshire." Though they might not
citculate so much or so fast as notes, they certainly passed through
many hands in these typical industrial regions; and their aggregate
value increased rapidly in times of brisk trade, when they stood
for transactions in goods, and pethaps faster still when they were
of the accommodation sort common in a speculative world,

It was towards autumn in 1825 that the money market and the
- whole country, with the Bank, began to become really uneasy.
The funds had been falling, slowly but steadily, all the yeat.
Shares in the new companies and stock of the new foreign loans
were falling less slowly. Interest on some of the loans was not
yet due, and returns from speculative exports still tarried. Bankers
had heavy loads of unusually long-dated bills, with other non-
liquid securities. Money to keep industry and trade in motion
was wanted to replace funds locked up; and it became hardet and
harder to get. From Michaelmas abnotrmal bankruptcy began,
and mounted at a terrifying rate through the quarter. In Octobet
and November the Bank was ¢autious with its discounts.? Late
in November important banks in the West Country and in
Yorkshire broke. By December panic conditions wete setting in,
On the 1st there was a rush to discount at the Bank like that for
“the pit of a theatre on the night of a popular performance”.3
The Bank did over f9oo,000 of discounts that day. Soon

* Committee of 1832, QQ. 532936, Twelve years later the Lancashire use
of small bills in this way was nearly over: “scarcely such a thing” the Bank’s
Liverpool Agent said in 1838: 5.C. an Joint Stack Banks, 1857-8 (vir), Q. 289.

3 Lord Liverpool heard that before 2g November it had refused discounts
to Rothschilds, Barings, Smith Payne and Smiths, and Harmans (Liverpool
MSS. quoted in Brock, W. R., Lord Liverpool and Liberal Toryism (1941),
p. 204). No doubt it was rationing the discounts: there can hardly have been
an absolute refusal to such firms, least of all to Harman, a Director still,
though his firm was not too secure (see below, p. 198). From 7-26 Nov.
the discounts averaged £163,000 2 day. On 28 Nov. they were £184,000;
on 29 Nov. £545,000; 30 Nov., St Andrew, was 2 Bank holiday; on 1 Dec.
£926,000 of discount business was done: G.L. XIX, f. 325.

3 The Times, 2 Dec. 1825, quoted in Acres, 11, 421.
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“Lombard Street was neatly filled with persons hastening to the
different banks to draw money, ot waiting in anxious fear of
hearing of new failures”.* On the sth it was known that Sir Peter
Pole & Co.—Pole, Thornton, Free, Down and Scott; Henry
Thornton’s firm—wete in trouble; and known too that they were
agents, as they always had been, for a long list of country banks,
now forty-four in all.?

Sir Peter was connected, “by marriage and other circumstances
of relationship”,3 with the Governor, Cornelius Buller. It fell to
J. B. Richatds, the Deputy, to handle the situation. With the
consent of “several of the Committee of Treasury”, hurriedly
collected, and the Governor’s natural apptoval, help was pro-
mised and given. It did not suffice. Pole’s struggled on to the
17th but after that they went down. The week from Sunday,
11 December, to Saturday, the 17th, was the worst. The Court
sat five days out of the six: one can imagine its anxious dis-
cussions, but they are not recorded—only three critical votes and
some irrelevant formal business.# Five London banks beside
Pole’s stopped payment, and in the country almost too many to
count. On the Tuesday the Court, encouraged by the govern-
ment, tried to help the market with funds by buying £ 500,000 of
Exchequer Bills: having discounted £1,265,000 of bills on the
Monday, it also raised the rate of discount from 4 to §, in spite
of which it did £1,049,000 of discount business on Wednesday
the 14th, £2,054,000 on the Thursday, and in the six days no less
than [5,977,000.5 On the Thursday it agreed to advance at §

Y Annual Register, 1825, p. 123, * Annual Register; cp. Vol. 1, p. 165.

3 J. B. Richards’ narrative. 4 In C.B. Wa, under the above dates.

5 The credit for the Bank’s free discounting was claimed by Joplin, who
inspired an article in the Morning Chronicle of 14 December. At “seven o’clock
in the morning™ of that day Vincent Stuckey also wrote to the Bank urging
freedom (Gregory, T. E., The Westminster Bank through a Century, 11, 149-50).
Possibly these urgings help to explain Thursday’s high figure, but G.L. XIX
shows that the Bank had anticipated them. The six days’ figures were
£1,265,000; £542,000; £1,049,000; £2,054,000; £379,000; £688,000,
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against those long bills—beyond 95 days—which it did not usually
discount, and against approved securities.

The ordinary non-discounting public was clamouring, through
its banks, for money—Bank notes or gold. Neither notes nor
sovereigns could be made fast enough: it was the literal physical
limit that impeded, for gold was below Mint price and the Mint
was working furiously. By the evening of Saturday, the 17th,
- the Bank had run out of £5 and [1o0 notes. However, a supply
came from the printers on Sunday morning. The Bank hoped for
gold on the Monday, but was not sure of it." Its treasure was
down to £1,027,000, including some silver and the gold at the
Mint: less than half of this was gold coin. £1 notes it had not
issued for a long time before the ctisis. Of the £396,000 of them
reported outstanding in the previous August, many were certainly
lost, all were out of reach, But there wete rather more than as
many again stored somewhere in the Bank, though the Deputy-
Governor was not aware of it. This famous “box of £1 notes”,
opened with government approval and utilized on the 16th,
“worked wonders”, Jeremiah Harman said. Asked “had there
been no foresight in the preparation of those £1 notes”, he
replied—*None whatever, I solemnly declare”.? Perhaps there
should have been some foresight.

Among themselves, at those Courts whose discussions are not
minuted, the Directots faced a stoppage. “It was mentioned to
His Majesty’s Government that we thought we were likely to
run dry.”3 Government said, in effect, pay out gold to the last—
and the Bank agreed—but we will not formally suspend cash
payments. At the Bank, this absolute refusal was credited to
Canning, Foreign Sectetary at the time, not Chancellor or First
Lord. There was a rumour afloat “that it was actually proposed-
to the Government of France to take measures for stopping the

! Richatds to the Committee of 1832, Q. 50535.
3 Commitiee of 18324, QQ. 2232-4.
3 Richards, Q. 5031.
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Bank of England”.* If such a rumour got to Canning’s ears, it
would explain possible action outside his special sphere by a
proud Foreign Sectetary: England’s Bank must not bow to the
craft of the sneering French, ten yeats after Watetloo.

But so far from sneering or working against England, France
was sending gold. It was from Paris that the gold was coming,
a first consignment of about {400,000, on Monday the rgth;
but the atrival was “subject to the winds and waves”.? Silver had
been shipped actoss and gold was due in exchange, thanks to
Rothschilds and the smooth-wotking French bimetallic system.
It was not a direct transaction between the Bank of England and
the Bank of France, but no doubt that Bank was cognisant of it
and may have supplied the gold, the English gold; for when the
consignments did come, they mostly came in sovereigns.3

As between continued cash payments and a brief actual, if not
statutory, suspension it was, as the Duke said of Waterloo, “a
damned nice thing—the nearest run thing you ever saw in your
life”.# Canning’s pride could not quicken the Mint or produce
more boxes of notes to allay the panic, though perhaps the newly
printed £5's and £10’s that came in on the Sunday might have
helped. But that anxious Saturday marked the panic’s crest. Next
week “things began to get a little more steady”; the Bank was
called on to do only £2,622,000 of discounts; “and, by the 24th,
what with the one-pound notes that had gone out, and other
things, people began to be satisfied”. “The Chairs”.and the
Court could take breath and refreshment on a Sunday that was
also Christmas Day, “It happened to me”, said the Deputy,
“not to see my children for that week.”s

' This rumour was put as a question by the Chairman of the Committee
to Horsley Palmer: “Did you ever hear? etc.”, Q. 799.

* Richards, Q. j009. 3 Hotsley Palmer, QQ. 8002,

4 Tbe Creevey Papers, 1, 236, The Duke told Earl Stanhope that “had it not
been for the most extraordinary exertions—above all on the part of old
Rothschild—the Bank must have stopped payment in 1826”: Conversations
with Wellington, p. 159. 5 Richards’ narrative,
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The wreckage was already frightful; and by the end of the year
a list of the principal, not all, banks in England and Wales that
had suspended payment contained seventy-three names.* A numbet
resumed payment; but when the balance was struck later it was
found that thirty-seven issuing banks had gone bankrupt, besides
non-issuets in London and the country, The total of complete
collapses for the year must therefore have been about fifty. To
this have to be added twenty-two issuers’ bankruptcies, and an
uncertain number of others, in 1826, a year in whose second
quarter bankruptcies of all kinds, the delayed ones of the “strong
swimmers in their agony”, reached an absolute maximum.?

In Scotland there were two ot three bank failures, but not one
among the older or the fully developed joint-stock banks, and
not one in Edinburgh or Glasgow. The country seemed almost
immune to the virus. Lancashire also was in health: both its
issuing and non-issuing banks came through. So did the Leeds
and the Newcastle banks. In Yorkshire there was more fatal
disease, but mainly in one unhealthy institution, Wentworth’s
of Yotk and Bradford3 The places that suffered most were
residential and market towns. In this class, Bath, Brighton,
Cheltenham, Hinckley, Saffron Walden and St Neots each had
two suspensions of payment by banks in 1825 ; and many similar
places had one. Outside London, the only other towns with more
thanone were Northampton, which had two, and Stockton, which
had three, But one of Stockton’s three, with one of Saffron
Walden’s two, resumed payment.

The crisis found the government ready with schemes which,
whatever their merits, were already matured. Lord Liverpool

* List in the Annual Register.

* Number of Issuing Country Banks that have become bankrupt: A4. & P.
1826, xx11, 5. Bankruptcy statistics in Silbetling, p. 251 and on Jevons® chart
in his Investigations in Currency and Finance.

3 William Beckett of Leeds told the Committee of 1832 (Q. 1414) that
Wentworth’s was miserably managed.
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had clear and generally sound views on currency and banking,
He may be credited with the initiation of those schemes, rather
than his Chancellor, “Prosperity Robinson”. The f1 note,
especially when issued from the factory of a country bank, he
had always disliked: it had only been kept alive since the re-
sumption of cash payments as a concession to parliamentary
opinion. Branch Banks of England wete an old hobby of his;
he had once held a sealed agreement by the Bank to accept the
narrowing of its joint-stock monopoly area to a sixty-five mile
radius about London; and he knew all about Scotland., The
three-pronged policy embodied in the currency law and the
banking law of 1826 (7 Geo. IV, ¢. 6 and c. 46) was already
sharpened and polished.?

Parts of it had been tried out, by way of experiment, in Ireland.
Even befote the negotiations with the Bank of 1822, an Act had
been passed (1 & 2 Geo. IV, c. 72 of 1821) which allowed co-
partnerships of any number of persons to issue notes outside a
fifty-mile radius from Dublin, within which radius the Bank of
Ireland retained the monopoly. This Act was not effective, and
two more were required before a solid foundation was laid for
Irish joint-stock banking. But even the second of these, which
repealed the first, was already on the Statute Book, as 6 Geo. IV,
C. 42 of 1825.2

On 12 January 1826, when the bank failures and commetcial
bankruptcies of the crisis were still very far from their end, the
Court nominated a strong committee to report on the practic-
ability and expediency of the branch policy—a policy which, had
they known it, could claim as long a pedigree as the Bank itself.3

! Smart, 11, 336, 344, gives the credit to Huskisson; but I know of no
evidence for this. Huskisson himself traced the branch bank policy to
Liverpool (above, p. 92, n. 1) and was slightly critical of it: “I very much
doubt whether it will answer in the long run.”

* The fullest account of this Irish legislation in relation to English banking

law is in Gregory, The Westminster Bank, 1, 14-16.
3} C.B. Wa, 12 Jan. 1826 and Vol. 1, p. 105,
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They reported, in a week, that it was highly expedient:! it would
greatly increase the Bank’s own note circulation; would give it
“a much more complete control, than it now possesses, over the
whole paper circulation and enable it to prevent a recurrence of
such a convulsion as we have lately seen”; would probably lead
to a “very large” increase of deposits; and would protect the
Bank against the competition of “large Banking Companies”,

.should the government encourage their formation. So much for

the interests of the Bank.

The public would get a better circulation; fewer vicissitudes
of contraction and expansion; easier transmission of money; and
widespread places of perfectly safe deposit.

As to practicability—why look at Scotland! The existence of
private banks was no obstacle: “evety Scotch bank except the
oldest had to struggle against the efforts of one or more rivals”.

So eager was the Committee that, having looked into the
branch system “in the Sister Countries”, it outlined a whole
scheme of branch organization and policy; and it ended with an
exhortation to speed. The government had “strong measures” in
view: if the Bank did not act it might suffer “encroachments on
its circulation by the erection of othet chartered Banks™.

The Coutt accepted the report without amendment and for-
warded it, minus the final paragtaph, to Lord Liverpool. Next
day it discussed 2 memotandum from him and Robinson,? dated
a week earlier, which blamed the country banks; proposed the
abolition of the small notes; pointed out illogically that Scotland
which had “escaped all the convulsions” also had small notes,
so that these could not explain the convulsions; stated bluntly
that the Bank must either start branches or relinquish its mono-
poly; discussed the radius; waved the ominous and anticipated

! C.B. Wa, 19 Jan. 1826,

3 CB. Wa, 20 Jan. 1826, The government memorandum of 13 Jan. was
published later but in condensed form: see Hansard, x1v, 103, and A. & P.
1826, 1%, and 1826~7, x1v, for the correspondence as printed.
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threat of other chartered banks, noting that Scotland had more
than one; and observed sevetely that existing law allowed every
sort of banking “except that which is solid and secure”. The two
ministers went on to tell the Bank that bargaining by it would
be “very much to be regtetted”, and that Parliament was most
critical of any “maintenance of exclusive privileges”: “such
privileges ate out of fashion”. Finally the Directors wete assured
that they would remain “sole Bankers of the State”, and were
begged, aftet being threatened, to “make no difficulty” in
abandoning their monopoly of the joint-stock.

The Court, somewhat embarrassed, voted a wordy acquiescence,
but protested that they could not recommend the proprietors “to
give up the privilege which they now enjoy, sanctioned and
confirmed as it is by the Solemn Acts of the Legislature™, They
were thinking apparently of the London monopoly.

Replying, ministers regretted the insertion of this final clause;
adhered to their policy; and “formally protested” against any
notion of 2 compensation due to the Bank for its sacrifices.

‘In a rejoinder the Bank noted that the Bank of Ireland had
been given both a fifty-mile monopoly radius, a clause forbidding
any joint-stock bank to draw bills payable within the radius on
demand, o for less than £50, and certain legal facilities in actions
against such banks.! Surely the Bank of England could not be
given less!

To this, in their final letter of 30 January, the ministers agreed:
they probably always had agreed. They also reminded the Bank
that its willing adoption of the branch policy was not enough,
yet begged it to go forward with that policy.

The parliamentary fight over the banking and currency legisla-
tion of 1826 began on 10 February and ended only in May. So
far as the Bank was concerned, nothing was said or decided that
had not been threshed out already; except that instead of the
fifty-mile monopoly radius of the Bank of Ireland it was given

' C.B. Wa, 26 and 30 Jan, 1826,
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the sixty-five miles of the abandoned agreement of 1822. By
general consent it had not done too badly in the ctisis: of its old
critics, Ricardo was dead, and Grenfell, though still in the House,
made no setious attack. Discussion tutned more about the
country banks and that famous right-about-turn of a government
which, after announcing its intention of putting a limit to the use
of £1 notes everywhere, was bullied by the Scots, led into action
by Sitr Walter who was ruined that year, into leaving £1 notes in
Scotland while abolishing them in England. Country bankers
and their friends, very well represented in Parliament, were
naturally not eager either for provincial joint-stock banks or for
Bank of England branches. From ministers downwards, there
was a tendency to ovetestimate the economic importance of Bank
notes and Bank-note policy: “from the discussion”, a modern
economist once wrote, ‘“‘one would think that the business of the
country was still conducted by bank-notes™," so little was the
attention given to drawing credits and cheques and bills. As for
the condemned £1 note, the notion that it had any real connection
with reckless company promotion or ovetlending to South
America was nonsensical; although no doubt its widespread use
by ignorant people may have made the rush for gold more
dangerous when the social temperature was at panic level. Yet
the concession to Scotland made it difficult for ministers to use
that argument.

The bank-notes Act became law on 22 March. Its sole object
being “to limit, and after a certain period to prohibit, the issuing
of Promissory Notes under a limited sum in England”, it was very
simple. Notes for less than £, if stamped in the country before
6 February or at the Bank before 10 October of the current yeat,
might be issued and re-issued until § April 1829. Thereafter
re-issue was prohibited. Of its small notes the Bank was to
render a monthly account.

It now had a fairly large circulation of them. There were still

! Smart, 11, 340.
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£1,161,000 out at the August balance of 1826. But by August
1828 the figure was down to £382,000. Seeing that ten yeats
later more than £250,000 were still outstanding, some such figutre
may be taken as that of the “dead” notes, those lost, forgotten
or destroyed, a large group in any issue of small denomination.
As effective money, the notes were extinct within the time
limit set.

The banking Act is dated 26 May. It contained the reference
which the Bank had feared to possible “bodies politic or cot-
porate”, besides that to “‘co-partnerships™ of “any number of
persons”, joint-stock banks on the Scottish pattern. The state
reserved its right to incorporate a rival bank; though there was
no intention of exercising it. With a radius of sixty-five miles
instead of fifty, the issue limitations on corporations or co-
partnerships wete to be the same as in the Irish law of 1825;
neither sort of bank was to draw bills for less than £50 payable
on demand within the radius by any member of the corporation
or partner. And “to prevent any Doubts” about the lawfulness
of such action, the Governor and Company of the Bank of
England were formally authorized to “empower agents to carty
on banking business in any place in England”.

The Bank was never so inert in the hands of ministers, so much
ordered about, as in 1826. The records leave an impression that
the Governor, Cornelius Buller, lacked character. Most Governots
in difficult times—Samuel Bosanquet, Daniel Giles, Jeremiah
Harman, John Horsley Palmer, Bonamy Dobree, or very much
later William Lidderdale—have left their mark in the records of
the country, or in those of the Bank, or in both. Bullet’s mark is
nowhere. All that is really known of him is that he was irregular
in attendance at the Court in 1811% and that he left the handling
of the ugly business of Sir Peter Pole & Co. to Richards his
Deputy. Possibly his private connection with the Poles crippled

I Above, p. 31.
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his activity during the two or three awkward months: he certainly
did not make himself felt.

The last order from government during the semi-acute stage
of the crisis had come on 26 February, when Liverpool and
Robinson urged the Bank to help the world of business by making
advances against goods, up to three millions, repayable within
three months. If the Bank would agree, ministers offered to repay

 six millions of floating debt during the session. The Court disliked
the proposal. They thought the government should do the wotk
itself, on the analogy of the Exchequer Bills of 1793: that was
what a deputation of London merchants who interviewed Lord
Liverpool had asked for. They had sympathizers in the House; -
but Liverpool had told Canning that he would rather resign than
agree.” At the Bank, refusal to advance against goods was moved
but was negatived; yet in the vote of acceptance the words
“reluctantly consent’* appear—the sulky answer of driven men,

Not very much came of it; for the total sum advanced, through
local committees, was not greatly in excess of £ 500,000, Compate
the £1,800,000 of discounts during the week 13-18 February,
when the discount business, which had slackened from its
December spate to about £500,000 a week duting January, had
again flooded up.3 Even a single week in quiet January saw
almost as great advances as were made in the several weeks that
it took to disburse those few hundred thousand pounds “against
goods™.

In fact very many of the loans—mote than 66 per cent—were
made not against goods at all but on personal security. Few were
repaid within the ptescribed three months. Of [533,040 ad-
vanced, all however were repaid except £1877 by March 1828.4
Manchester had 2 fine tecotd: faitly prompt payment and only

! Brock, p. 210, : * C.B. Wa, 26 Feb. 1826,

3 G.L. XIX, £. 331 \

4 Report of the Committee of Treasury on the loans: C.B. Y4, 20 March
1828,
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£70lost out of £115,490. Liverpool paid all its £41,450 in twelve
months, Sheffield was troublesome but repaid £59,500 in fifteen
months; Huddersfield very troublesome, but cleated off £30,300
in twenty-one months. Birmingham, with its inoumerable small
wotkshops, did well to repay all but £285 out of f19,600.
Glasgow was the worst: payment was very irregular; much
dunning was needed, and L1522 (out of £81,700) was still due
in 1828, London, more easily dunned, had paid all its £166,100,
but had taken two years to do it. The Bank, knowing London
intimately, had turned down three times as many applications as
it accepted; so these were sifted debtors. The work of the local
committees was probably not everywhete so thorough.

All through 1826 the figures of bankruptcies ranged extra-
ordinarily high. Octobet was the worst month since 1810—
except all the months from December 1825 to March 1826
inclusive, In the course of the year no less than 98 firms dis-
counting with the Bank suspended payment, compared with 37
in 1825 and 17 in 1824." But Consols were slowly rising; the
sounder parts of the trade of 1825 were bringing in returns; the
exchanges were favourable; the balances of private drawing
accounts at the Bank, which included those of the chief London
cleating banks, had grown from [1,722,000 in February and
£1,440,000 in August of 1825 to £2,714,000 in February and
£3,496,000 in August of 1826, and the Bank’s reserve of treasure,
which as the result of the December efforts and some teturn of
cash from panic hoards had reached £2,500,000 by February,
stood at £6,800,000 in August. By February, besides more
" British coin and more bars, it had acquired neatly L114,000 of
French gold coin, some Dutch, some Sicilian and even £172 of

' C.B. Xa, Report on discounts, 1§ Feb. 1827.

* These balances had never reached £2,000,000 down to 1825, From
August 1826 they were never below £3,000,000; from 1830 rarely below
£5,000,000. The figures are in the Stock Estimates,
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“German™* It was busy all the year working off its discounts,
In the first quarter there had been an average of £10,900,000
outstanding; by the fourth this was down to £2,200,000. In 1827
the London discount business almost faded out.

Meanwhile the Bank was secking other business through the
organization of its new branches. Early in April the Committee
dealing with them sent in its second report.? It had consulted the

~Bank of Ireland and the Bank of Scotland; also a reptesentative
of the Provincial Bank of Iteland, and 2 member of Barings who
knew about the Bank of the United States.3 All these institutions
had branches and the Committee found “few essential diffetences”.
They tecommended local Agents and Deputj-Agents rather than
boards of ditection. Accommodation of clients should be kept
within bounds; “accounts never to be overdrawn™; “no interest
to be allowed”. The branches, it was suggested, might discount
bills on London and local bills payable in any place where 2
branch should be set up; Scottish bills through the Bank’s old
client the Royal; and Irish bills through the Bank itself. They
might buy stock; receive dividends; collect bills and give bills
on London. It was taken for granted that they would receive
and remit tax-revenue and handle Bank Post Bills. Notes for
local issue should be made at headquarters but with a local mark,
A branch should keep coin against, say, one-fifth of its note
circulation, but should have a call on further supplies from
London. .

The Committee thought that the new law, when it got on to
the Statute Book, would not produce a rapid growth of joint-
stock concerns. The Bank should act quickly, for the countty
needed a sound cuttency, and the Bank—though this the Com-

' From the Balance in G.L. XIX.

* C.B. Wa, 6 April 1826.

3 This is the second Bank of the United States: it was chartered in 1814 and
lost its federal charter in 1836, when Andrew Jackson was President. See
p- 150 below,
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mittee left to inference—with its discounts dwindling in prospect,
and its mortgage business to be shut down, needed fresh sources
of income.

Befote the Act became law the Committée advised inquiry at
Liverpool, Leeds—ot, failing Leeds, Wakefield or Huddersfield—
and perhaps Gloucester. The Court confirmed Gloucester and
added Manchester; letters were sent to Liverpool, Manchester
and Birmingham to ascertain whether “the best informed persons”
wanted branches, and within a week of the Act, that is on 1 June,
Charles Cripps, banket, was appointed the first Agent of the Bank
of England, and at Gloucester. He was given a Sub-Agent and
four clerks. His instructions wete based on the Aptil report of
the Committee. Besides complying with rules there suggested,
he was to discount no bill that had even the “appearance” of
accommodation paper; to discount only for depositors; to allow
depositors to have money paid in in London and vice versa; and
to make no advances on secutities not authorized by the Court.
These were the chief general regulations: there were many other
more technical, dealing with rates of commission and banking
procedure.*

In July Agents were found for Manchester and for the newly
approved branch at Swansea. In August Bristol was approved,
and Agents were formally given freedom to discount bills payable
inany place where there was 2 branch.? Thete was a lull for a few
months, until in May of 1827 branches at Hull, Newcastle, Exeter
and other places wete discussed. Against the proposal for
branches in Hull and Exeter “various residents” sent letters of
protest in October, The month before, the Mayor of Hull had
asked for a branch.3 Evidently there were strong divisions of

* C.B.Xa,4and 11 Mayand 1 June 1826, and L.B. A [of Branch Bank MSS.]
for the letters of 12 May, sent to the “ Local Boards” of Liverpool, Manchester
and Birmingham,

* C.B. X4, 13 and 27 July and 17 Aug. 1826,

3 C.B. Ya, 3 May, 8 Oct. 1827; C.T. 16, 26 Sept. 1827
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opinion in that port; for when it was decided, in the following
year, that it should have a branch, the Mayot—ptesumably a new
Mayor—and some principal metchants explained that the office
was “not established at their request ot for their accommoda-
tion”.! That was in November. Eight months eatlier, a similat
protest had come from Newcastle, whose Chambet of Commetce
—a new and perthaps not entitely tepresentative body—begged
the Governor and Company to “abstain from trying the experi-
ment” of a branch on Tyneside. The Committee on Branches saw
no sense in this; for the branch was all ready to start with Agent
and Sub-Agent, both local men; and many othet local men were
supporting it.?

The situation by 1829-30 showed that the earlier calculation of
the Committee had been intelligent and that the Bank had shown
a rather unexpected capacity for quick action. Vigorous men were -
coming to the front in the Court, notably Horsley Palmer, who
was chosen Deputy-Governor in 1828 and after that, most un-
usually, Governor for three years, from April 1830 to April 1833.
No less than eight branches had been opened by the end of 1827:
Gloucester, Manchester, Swansea, Birmingham, Liverpool,
Bristol, Leeds and Exeter. Newcastle and Hull followed in 1828.
Notwich should have accompanied them, but the opening there
was delayed until 1829.3 New joint-stock banks, which were as
yet legally only huge partnerships with unlimited liability, came
into being mote slowly, as the Bank’s Committee had anticipated.
Four were started in 1827, at Huddersfield, Bradford, Lancaster
and Norwich; none in 1828; and seven in 1829, two to fight for
the Manchester trade, one to serve Cumberland, one each for
Halifax, Leicester and Bitmingham, and lastly the firm in Somerset .

¥ C.T. 17,12 Nov. 1828,

1 C.T. 16, 12 March 1828; C.B. Yg, 20 Match 1828,

3 See generally Acres, 11, 226-38: “ The establishment of Country Branches .,
By August 1831 drawing accounts at the Branches already had £728,000 of
balances, against £5,134,000 balances of private accounts in Threadneedle
Street.
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which Vincent Stuckey the private banker of Langport built up
by absotbing into it four or five other banks in which he was
partner.* Then he opened branches; showed to the future how
banking might evolve from the private into the joint-stock
phase; and was explaining in 1832 that he found the new facilities
“of the utmost convenience in all branches of his business”.?

Other private bankers, who might have imitated him, spent too
much of theit time in criticizing the undoubted weaknesses of
some of the new joint-stock concerns—the law dealing with
them, rather not dealing with them enough, left plenty of room
for abuses—or in protesting shrilly against the Bank’s new
branches. Twice their association sent memorials to the govern-
ment, in 1827 and 1828, They would not complain, they said,
“of rival establishments founded upon equal terms; but they did
complain of being required to compete with a great company,
possessing a monopoly and exclusive privileges”. They feared
that the Bank might become “masters of the circulation of the
country”, a thing “dangerous to the stability of property”. As
ministers showed no willingness to adopt “measures for the
withdrawal of the branch banks”, they claimed to be heard when
the Bank Charter came up for renewal, a most reasonable claim,3
But after a few years’ experience some of their leaders were
more tolerant. Thomas Attwood of Birmingham had no com-
plaints, and Forster of Walsall was even appreciative. Vincent
Stuckey, though he criticized “poaching” by the branches, was
sure that they lacked the local knowledge for effective competition
in country districts, and was not fundamentally hostile; and
William Beckett agreed that the Leeds branch was both con-
venient and had “added to the safety of banking™.4

Anxious country bankers might have been more anxious still
had they all known that mastery of the citculation was the very

' From a list submitted to the Committee of 1832 (Q. 4258) by the Directors
of the Manchester Joint-Stock Bank. 2 Q. 1008,
3 Clapham, 1, 277. 4 Q. 1433; for Stuckey, QQ. 1129, 118,

CBEI 8
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thing that Horsley Palmer wanted. Early in 1831 he is telling
the Governor of the Bank of Ireland that he wishes to get the
law altered so as to concentrate issue for each country in its
central Bank. Two years later he is sounding the Bank’s old
Edinburgh correspondent, the Royal; would there be any support
in Scotland for “one issue instead of many™? “The principle
you know to be a favourite theory of mine.”* How long he had
favoured it does not appear. If for several years, probably some
 country bankers wete aware of this in 1827-8; for Palmer was a
vigorous, outspoken man. One of them certainly said in 1833
that the scheme “of monopolising to themselves the circulation
of the country” had “long been cherished by the Bank Directors .2
William Beckett had found the Leeds branch particularly con-
venient as a source of coin, That was no doubt the result of
recommendations from the Branch Banks Committee adopted by
the Court in March 1830, by which bankers generally were
allowed to open drawing accounts at the branches, either for
payment of theit notes thete received ot fot procuring Bank notes
and cash; and were also allowed to open discount accounts.3
Before that some of these opportunities for country banks had
been a matter of bargain. In the previous January, the new
Birmingham Banking Company had been given a discount
account, but on condition that it circulatéd only coin and Bank
notes;* and when Chatles Cripps, the banker, was appointed
Agent at Gloucester it had been stipulated that banks at Citen-
cester and Cheltenham in which he was interested should no
longer issue. Subsequently, when he wished to see the issue
resumed, he bought the right by surrendering part of his stipend
as Agent.S

* L.B. 7, 3 Feb, 1831; 29 Jan. 1833,

* Hansard, xvin, 203: C. S. Forster, in the debate on the Bank Charter
Act, 31 May 1833.
. 3 C.B. Ab, 11 March 1830, 4 C.B. Ab, 7 Jan. 1830,

5 C.B. Xa, 1 June 1826; Ak, 9 July 1829,
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In attracting discount business, and especially that of pro-
vincial banks, the branches were quickly and uncommonly
successful. Already in 1830, at the eleven branches, nearly
L5,500,000 of discounting was done for nearly 1000 clients, a
greater total than was done that year in Threadneedle Street. Of
the clients, only fifteen had suspended payment, although 1830
had been a difficult year. Among the branches, Bitmingham had
done most business, £1,863,000 for 236 clients. (There were two
important banker discounters at Birmingham.) Liverpool came
next with £923,000 for 248; then Manchester with £826,000
for 80. Leeds was only just below £500,000: the link with the
main industrial regions was strong. Then, in descending order,
came Norwich, as an industrial centre in decline, Hull and
Newecastle, where the Bank had not been welcomed by everyone;
and, after a very wide gap, Exeter with £18,000 of business for
eight people.” The Exeter branch was a mistake that never paid.
Industrially Exeter was decaying with the death of its old trade in
serges and “long ells”.* So when in 1834 branches at Portsmouth
and Plymouth were suggested, for the convenience of the Navy,
Exeter was closed and its small business transferred to Plymouth,

Though they did plenty of business, the branches in 1830 had
not yet all assimilated Bank traditions of order and good form.
Liverpool was in every way “correct and respectable”. So in
most ways was Birmingham, but its books were only “tolerable™.
Those of Manchester were “ very discreditable”, When challenged
about them, the chief cletk, who had been sent from London
- and had already showed impertinence, said that the blots and
erasures were much the same in both places. He was spoken to
severely. It is not recorded whether the porter at Manchester,
who had not “any appearance of respectability”, was dismissed.3
A Manchester porter of 1830, so completely devoid of that

' Reports on Discounts and on Discounts at the Branches, C.B. Bb,
3 Feb. and 24 March 1831,
* Clapham, 1, 4§-6. 3 Report on the Branches, C.B. B, 12 Aug. 1830.
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appearance, might well be an ugly fellow. However, general
tespectability among the branches was on the up-grade; and
there were bound to be defects at the start.

The year 1830 was difficult mainly because of political troubles
at home and abroad, culminating in the French Revolution of
July that brought down the Bourbons, and a whole string of
. other revolutions. In Britain economic activity was slackening
and politics were most uneasy, but there were no desperate
economic symptoms. Working-class cost of living was well below
what it had been in 1820. General prices were, by a tiny fraction,
the lowest for over fifty yeats and 7 per cent below the level
of 1790, Bankruptcies were not excessive, The market rate of
discount was far below the Bank’s official 4 until the very end
of the year, which helps to explain slack discounting in Thread-
needle Street.! British public finance was still untidy, but the
Treasury was not worrying the Bank for abnormal shost-term
advances, '

However, a year of revolution and unrest was inevitably a
complicated year for the bullion markets; and the Directors were
now fully conscious of bullion and foreign exchange problems.
In 1819 the Coutt, by a majority, had been “unable to discover
any solid foundation” for the doctrine that “the Bank has only
to reduce its issues to obtain a favourable turn in the exchanges”.
But in the margin of the resolution there stands the note—
“rescinded, 6th December, 18272 William Ward, the youngest
Ditector in 1819, the great cricketer who saved Lotd’s from
speculative building, had at that time “to disagree entirely with
his colleagues”.3 We do not know what support he received, if -

! For favoured clients, and for some equivalent, from 1830, the Bank
would discount at 3 (below, p. 140). But market rate in 1830 averaged 2:81:
King, History of the London Disconnt Market, p. 80.

3 C.B. Oa, 25 March 1819,

3 Committee of 1832, Q. 2078. Ward was born in 1787 (D.N.B.).
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any; but presumably he had some, for even before the rescinding
vote of 1827, moved and carried by him against a minotity, the
“exchange” policy had been “the practice in a great degree™.!
Telling the stoty in 1832, Ward had very rightly added that when
the Bank had been most at fault it had also been “most in
accordance with the Government and the Parliament and the
Public at large”* though not with the best contemporary
economic opinion. From 1827 it was in line with that opinion:
it dealt with any threat of unfavourable exchanges by “shortening
currency”,3 selling Exchequer Bills to take funds off the market
and selling silver for gold in Paris, whete a bimetallic system
made the sale relatively easy.

Thanks to favourable exchanges, the Bank starts the year 1830
with a good stock of treasure—/f9,200,000 in February—and is
able to increase the stock—to f11,100,000—until August. But
in August and September and subsequently it sells both gold and
silver. Nathan Rothschild takes 400,000 ounces in dollars and
no less than 200,000 ounces, roughly £779,000, in bar gold.¢
He is not the only purchaser. Besides buying gold he botrows it.
Messrs Heath are conducting 2 “silver operation to Paris”,3
evidently as part of the now regular Bank policy ; for the exchanges
are falling. There is also some bullion buying; but the net result
is a fall of the treasure by neatly £3,000,000—to [8,200,000—at
the February balance in 1831. And the fall does not stop with
February.

' Q 2074,

* Q. 2082, Whea first he joined the Court, in 1817, he found it singularly
lacking in general plans; see his pamphlet of 1840—On Monetary Derangements,
e, p. 12,

SpQ. 2088,

¢ C.T. 18, 25 Aug. 1830. There had been a gap in Rothschild’s dealings
with the Bank after the crisis of 1826,

5 C.T. 18, 27 May 1831: the result of the operation reported. Next year,
with government approval, the Bank sent about £1,000,000 of melted English
silver coin to Paris: Horsley Palmer before the S.C. on Banks of Lsse, 1840,
Q 1443,
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The trend of policy among the leaders of the Coutrt is illus-
trated by a remarkable draft letter to the branch Agents, of
November 1830. It was in fact never sent: after discussion, its
despatch was deferred sine die; but that does not reduce its value
as a record of opinion. There can be little doubt that it was drawn
up by Horsley Palmer, the Governor. He had the habit, in which
if the Bank’s Letter Books can be trusted he was unique among
Governors, of sending regular state papets on policy to the
Agents or to country bankers, like a Foreign Secretary writing
to an Ambassador or to the minister of some minor power, This
is such a paper. The Agents, it suggests, are to explain in con-
fidence to issuing bankers who keep accounts at the branches
that, in the existing state of the foreign bullion demand, beyond
theit present balances and the sums that they have under discount
they must fend for themselves; that if they want more, in notes
or gold, they must instruct their London agents to pay it into
the Bank. As a mattet of urgency, small extra payments may be
made by the branch—but only on security. The Court will not
extend discounts “while the Notes are returning upon the Bank
for Gold™.! A

Local bankers are not to be scared; the Bank only wishes to
establish the principle that no one should expand issues “in times
of a continued demand upon the Bank for Bullion”, but that all
should “permit the contraction, which under such circumstances
naturally arises, to accomplish the correction which will thereby
be attained”. Horsley Palmer, the favourer of centralized issue,
is trying to use the new power of influencing country bankers
which the branches have given him to set up at least central
guidance. The circular remained only a project; but there was
nothing to prevent the Governor from writing or speaking to
Agents, Next year he is in fact writing long despatches on policy
to his most important Agent, George Nicholls at Birmingham.?

' C.B. Bb, 4 Nov. 1830.
* His letters are in L.B. 7 (1831-4).
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Inits care for the bullionand the exchanges the Court appointed
a strong committee of inquiry in December 1830. Reporting in
Mazch 1831, they first emphasized the close association of the
credit of the Bank with that of “its principal debtor”, the
government: political shocks to credit the Bank had no means of
averting. (For political shocks in 1831-2 everyone was prepared:
thete was actually 2 heavy run on the Bank in May 1832, due to
a scate of revolution and to Francis Place’s famous radical placard
“To stop the Duke, go for gold™.") As to the circulation;
“compating adjoining periods”, there had never been a diver-
gence of more than £2,800,000, except just after the panic of 1825.
That then was the reserve of treasure “absolutely necessary”
under this head. But for safety they suggested £4,000,000. In
times of low exchange, the notes ought to be reduced “by the
whole amount sent in for payment in gold”; when exchange was
high, to be increased “by the whole amount issued on gold, so
far as this may be practicable”. As backing for the private
deposits, they thought that twice the maximum normal variation,
ot £2,400,000, would suffice. Against public deposits no special
teserve was essential. So about £7,000,000 should be the normal
figute for treasure of all kinds. If it were to fall lower, “direct
action on the circulation” ought to be taken.?

Though the circular of December 1830 was never issued,
Agents were instructed to discount for most bankers at 33, instead
of the favoured bankers’ rate of 3, so discouraging them as the
Governor wished. Apparently 3 had become 2 widely conceded
rate for country bankers with discount accounts in 1830, though
early in the year a firm of Birmingham bankers was bargaining
for it. They had always used Bank notes, they said, and would
like to go on doing so, if the Bank would give them the 3 per cent
discounts that they could get from their London agents. This

' Wallas, G., The Life of Francis Place, p. 309. Cp. Rothschild to the
Committee of 1832, Q. 4939 on the scare of revolution.
* C.B. Bb, 14 March 1831,
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point conceded, they would continue to circulate nothing but
Bank notes." It was conceded, though the Bank explained that
circumstances might call for a change, as they did in December
when the market rate was 1ising towards 4.

The linking of country bankers with the Bank through their
drawing and discount accounts at its branches increased the
cohesion of the English banking system. In London the great
- majority of the bankers had used accounts of both kinds since
1797, many of them having had drawing accounts very much
longer; although in 1825, out of 70 London banking firms, thete
were still about 20 with no account at all in Threadneedle Street.?
These included some of the newer and more obscute houses, but
were mainly old, highly respectable, gentlemanly concerns west
of Temple Bar, “the principal part™ of whose business was “not
with mercantile men”, as Sir Coutts Trotter explained of his in
18323—Bouveries, Childs, Cocks, Coutts, Goslings, Hoates and
the like. In the country, cohesion was strengthened when the
banker not only kept accounts with a Bank of England branch
but also circulated only Bank of England notes. For this the
great field was the Liverpool-Manchester area, whete local issue
had always been insignificant. A second field was opening out in
Birmingham; and the Bank’s policy in connection with the
Gloucester branch# shows it trying to carve out another patch of
Bank Note tetritory by bargain, 2 method adopted systematically
later.

Meanwhile the more coherent system of English banking was
also becoming somewhat mote concentrated. In London there
was no great change. There had been 70 fitms before the crisis
of 1825 thete were still about 6o in 1833. But in the country,
what with the failures of 1825-6, what with otdinary windings up
of businesses, amalgamations of private firms, and that absorption

 C.B. Ab, 28 Jan. 1830, The bankers were Lovell, Goode and Stubbs.

* From the Drawing Offce Ledgers in the Bank’s Record Office, Roehampton.
3 Q. 3186, 4 Above, p. 114,
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of ptivate firms into joint-stock companies for which Vincent
Stuckey had started the fashion, the “800” banks of the eatly
twenties had been reduced to something ovet 400 private firms
and 2 joint-stock companies by 1832. The companies were
growing very fast just then. Some of them wete not too secure
structurally; for the law which permitted their erection had laid
down no building tegulations for these big partnerships with
unlimited liability. Yet that made building easy, if dangerous:
next yeat the private firms were again down, but the companies
wete up by 10.*

For such a change in Scotland there was no room. Old banks
faded out. New joint-stock banks were founded. The total
number of firms declined, but very slowly; and the number of
branches steadily grew.

The Bank’s Charter being due for renewal in 1833, in the
Reform Bill year government kept its promise to the country
banks and held an inquiry. The evidence given is a mine of
information about banking history and Bank policy, but thetre
was no witness of Ricardo’s quality with trenchant suggestions
for the future. The Association of Country Bankers sought to
justify themselves and renewed their protest against the branches.
Samuel Gurney, speaking mainly for the banks of East Anglia,
asserted with Quaker insistence that the crisis of 1825 was not,
not, due to their over-issue, He explained how the Bank had
begun to discount in the provinces at 3 per cent “some time
since”, and how it was doing “a vast deal” of business with
merchants and manufacturers that used to go to the private
firms.* Country bankers told their various stories, but made few
suggestions about the future, except Thomas Attwood, the un-

! London lists in Price, Handbook of London Bankers; country figures are
summarized in Powell, E. T., Esolution of the London Money Market, p. 412.
They are rather uncertain, as most statistics are those of issuing banks only,

' QQ- 3780, 3786.
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qualified advocate of paper money, who atgued for what would
be called in the twentieth century price maintenance and stabiliza-
tion by way of 2 managed currency.”

For London bankers the chief spokesmen wete Carr Glyn and
George Grote.? Glyn was very decidedly in favour of a single
bank of issue in London. The Bank he said was competing more
actively with them than it used to do;3 but though it opened
_ private accounts as freely as they did, it made advances much less
freely. Of reforms, he favoured the abolition of the new legal
rule that notes or bills of joint-stock banks for less than £s0
should not be made payable in London, and the reduction of the
Bank’s monopoly radius to, say, twenty-five miles.

His remarks on competition for ptivate accounts referted to
increased facilities which the Bank had been giving since 1825
at its Drawing Office to private customers. In 1819 it had been
stated authoritatively that “few merchants, very few indeed, keep
accounts with the Bank of England™4; and in fact during the
eatly twenties the total number of active drawing accounts had
been less than goo. Since 1825 the number had been growing
fast and now stood at nearly 4000.3

Geotge Grote was only one among several witnesses of different
types who urged, with every reason, that more facts should be
published about the Bank’s affairs. In this they wete echoing what
Allardyce and Pascoe Grenfell had demanded thirty years earlier.
Grote may have heard from banking friends that, so recently as
February 1831, a proposal to communicate to the proptietors
“the estimated amount of the res# or undivided Profits” had been

' QQ. 55675qq. For his published views see Clapham, 1, 311, 0, 1.

* QQ. 2826 sqq. and 4600 5qq.

3 This fact was used as an argument in favour of their scheme by the
promotess of the London and Westminster bank in 1833-4: Gregory, 1,
124.

4 §. C. Holland of Barings to the S.C. on Cash Payments, p. 125.

5 Drawing Offce Ledgers: 4474 accounts of which 527 were dormant. For
the facilities see Acres, 1m, 449.
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negatived on the Coutt,’ whete there was now at least a minority
favourable to this more open conduct of business. No doubt he
would know that regulatly since 1828 motions for the printing
of the accounts had been moved in General Coutt, and lost. He
was most appteciative of what the Bank could do, and had dore,
in times of crisis; he thought that it secured better Directors by
the existing method of practical co-option than it would by
perfectly free and competitive election—yet he was a Radical;
and his chief novel proposal was that country notes should be
payable only in Bank notes, not in coin, with a view to reducing
the risk of internal drains.

Of witnesses from outside banking circles, Thomas Tooke, the
Russia merchant and historian of prices, interpreted recent history
in the light of his own opinions; failed to see why the Bank or the
bankers should need to employ their “immense tesources” to
assist commerce, had they not first debauched the commercial
world by “misconduct™; and very opportunely reminded his
hearers, who were apt to forget it, that a Banker’s “book credits
to his customers are virtually the same as an issue of Bank...
paper”.? John Easthope, M.P. and stockbroker, had a clear-cut
opinion: he was an enemy of all exclusive privileges; he wanted
“a system of free banks” for London; and held that “almost any
system” was “preferable to the present system of the Bank of
England”.3 He had a curious grievance against the Bank because
it had lent money to the City for work on London Bridge, which
seems a harmless, even a praiseworthy, form of lending.

Nathan Rothschild believed that neither the Bank nor anyone
else could really control the exchanges:# the balance of demand

' C.B. Bb, 3 Feb. 1831,

* QQ. 3862, 3914. This was not 2 new doctrine, For those who had
enunciated it see Viner, Stadies in. . . International Trade, pp. 243-4. It has been
said that eighteenth-century writers were “ consistent throughout in declaring
the bank note and the deposit identical”: Rist, C., History of Monetary and
Credit Tbeory from Jobn Law to the Present Day (Eng. translation, 1940), p. 73.

3 QQ. 5854, 5928. * QQ. 4800 5qq.
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was their all-powerful regulator. Governments wanted gold in
times of impending war; then they would pay what they must,
and it went whatever you might do. (He knew what he was
talking about: he had sent it.) No: he could not generally “form
a tolerable guess as to whether the Bank was well supplied with
bullion or not**—an apparent argument for more publicity; yet
publicity he did not want, for “it would be a patty business”.?

. He thought that, after  little initial timidity, the Bank had done
excellently in 1825; had “acted in as honest and conscientious
manner as could be”.3 Their management he said was very good.
How did he know that, if they wete so secret? “Because I feel
the management and I know that it is good.” He did not blame
the Bank for occasional netvousness. Suppose it lost six or seven
out of ten millions of gold, “if I was a Director myself I should
be frightened, and afraid of stopping payment, unless I had 2
paper in my pocket, signed by the Government, saying, You have
no occasion to pay in gold”.S .

Beyond that, this shrewd realist, with his perfectly acute sight
for all near horizons, had no theories of banking or currency to
propound. ,

Writers on such matters have perhaps made too much of
opinions exptessed, in fact rather tentatively and cautiously, by
the spokesmen of the Bank about the ideal relation of its reserve
of bullion to its liabilities. In the old days before suspension it
had kept very handsome reserves, when times were good, some-
times up to 5o per cent and mote, only now and then below
25 per cent;S but there is no recorded theory of an ideal ratio.
Under suspension, the problem did not arise, but the Bank always
had some reserve for foreign use. There followed the abnormal
yeats during which reserves were twice built up with a view to

* Q. 4903. * Q. 4908.
3 Q. 4901. If they had refused him some discounts, as Liverpool heard
(above, p. 98, n. 2), he bore no malice,

4+ Q. 4946. 5 Q. 4913, § See Vol.1, App. C.
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resumption. Then a more normal decade, split by a swingeing crisis
and closing with the semi-revolutionary months between July of
1830 and the passing of the Reform Bill in June of 1832, months
enlivened by Francis Place’s “To stop the Duke, go for gold™.*

A month before the Refotm Bill passed, Horsley Palmer had
said that against “all liabilities to pay on demand”—that is
deposits in the widest sense, plus notes—*the proportion which
seems to be desirable™ is “about two-thirds in securities and one
in bullion™.? In February the treasure had been not quite one-
fifth of the liabilities so defined; but in August of 1830 it had
been precisely the thitd, and very near it in the quiet years since
1826 and in those immediately before 1825. Palmer’s juniot
colleague, George Warde Norman, amplified this opinion, stating
that their present principle, “when the currency is full”,3 was to
aim at about the one-thitd of bullion and coin; but J. B. Richards,
his senior, who had steered the Bank through the rough water
of 1825-6, though he spoke vaguely of *“something like a third”,
when pressed for a closer estimate, said—*“the thing is not to be
brought to that precision”.4 Palmer and Norman were describing
the fair weather practice of a single decade, not promulgating
a dogma; Richards, with his memories, showed caution in
generalizing from that decade. There is no reason to think that
any one of the three had studied the practice of the Bank before
1797; though Richards had been a Director since 1805 and
Palmer since 1811, As Walter Bagehot wrote many years later:
“during the suspension of cash payments. ..all traditions as to
a cash reserve had died away™.5

‘The committee that heard all this evidence never sent in a
report. It was working through the thick of the Reform Bill
fight, and it is creditable to English politics that Peel and Lord
John Russell, “old, grey-headed, financial”® Tory Hetties and

! Above, p. 119. Q.72 3 Q. 2391
+ QQ. 4063, 5029 -5 Lombard Street (1892 ed.), p. 180.
$ Disracli to his sister in 1832, Life, 1, 205.
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Sit James Graham who helped to draft the Bill, White Ridley
the Tory banker and Attwood the Radical banker all served on
it, so far as is known in reasonable harmony. At least all the
committee except one—Sir Henry Parnell, now a complete free
trader—were agreed that the Charter ought to be renewed, When
Althorp brought in his Bill next year, and argued against 2
Government Bank of Issue as the only alternative, no one
defended that alternative, though there were with Parnell a few
* other advocates of free trade in banking. The Chartet question
being settled, the rest might well be left to the Chancellor of the
Exchequer and the Bank, especially at a time when minds were
so much occupied with other things. Pamnell complained because
the committee was not re-appointed in 1833 : he said the evidence
had been “ex parte and one-sided”,? and that witnesses of his
had not been heard; however he received no support, There were
long debates, but these were mainly about a subsidiary question
of cutrency. The Bank followed them with care, and among its
papers are some “Notes on Parliament, 31 May 1833” in this
style—“Mr Baring made a favourable speech to the Bank;

Mr Grote a fair speech advocating publicity of accounts; Mr Joha
Smith a speech highly favourable to the Bank....Mr Hume
complained of the Bank and found fault with everybody and
everything”.3 But the debates produced no important amend-
ments, and the Act that became law on 29 August (4 & 5 Wm. IV,
c. 98) was very like the outline of his plans that Althorp, having

! Easthope, Colonel Torrens, Poulett Scrope and, hesitatingly, Joseph
Hume. Althorp’s speech is in Hansard, xvim, 169 (31 May 1833). Pamell
put his opinions into a pamphlet of 1832, A plain statement of the Power of the
Bank of England, and of the use it bas made of it; with a Refutation of the Objection
mads 1o the Scotch System of Banking; and a Reply to the  Historical Sketch of the
Bank of England”. The Historical Sketch appeared in 1831: it is so thoroughly
on the Bank’s side that inspiration from the Parlour has been suspected.
J. R. McCulloch was the author, though like the Plain Statement it appeared
anonymously. Neither adds to our knowledge.

* Hansard, xvm, 1330.

3 Secretary’s Records, Bank Act, 1844.
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discussed them with “the Chairs”, had sent to the Bank on 2 May,
just before he tabled his Bill.*

The Charter, he said in that sketch, was to be renewed for
twenty-one years with liberty for the government to “break the
lease™ at the end of ten, plus one yeat’s notice: it was so renewed.
The sixty-five mile radius was to remain: it remained. Bank notes
wete to become full legal tender, except at the Bank itself and its
branches: this was the currency clause that provoked debate:
Peel voted against it because it broke with “the true principles
which should govern a paper currency”;? but he was left in a
minority, though a considerable one.3 Dealings in bills and notes
which had less than three months to run were to be put outside
the Usury Laws with their § per cent limit to non-usurious
interest: this also was agreed, and six years later the Bank first
tried 6 per cent as cure for a crisis.4 The Chancellor had said that
he would require a weekly confidential statement of accounts
from the Bank and a public monthly summary of them: he got
both. Finally, Althorp had proposed that the government should
tepay one-quarter of the long-standing £14,686,800 of debt to
the Bank, and that the Bank should lose £120,000 of what it
now received for the management of the national debt: these
clauses also went into the Act unchanged.s

One clause foreshadowed in his letter of 2 May Althorp in-
cluded in a subsidiary Act (3 & 4 Wm. IV, c. 78) whichobliged
all issuing bankers to make returns of their circulation, but at
the same time authorized them to issue notes for less than £50
payable in London. He had meant to go further in legislation

* G.C.B. VI, 31 May, 1833 letter of 2 May.

% Hansard, xvui1, 1345, 3 Beaten by 316 to 83,

*+ G. W. Norman had explained to the Committee of 1832 (Q. 2450) that,
with thc Usury Law in force, the Bank at a crisis must either over-issue or
reject “private paper capriciously”.

5 The Bank received £4,080,000 of 3 pet cent annuities in 1834, but it
was decided not to divide this among the proprictors. The Bank’s capital
therefore remained at £14,533,000.
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about joint-stock banks and to offer limited liability to those that
did not issue; but, as he wrote to the Governor, finding “the
opposition of the Country Bankers too strong for me on the
question of Limited Liability, my colleagues have decided that
I must not persevere in this question”.?

About one clause (§ 3) put late into the main Act the Bank felt
very bitterly. It was a declaratory clause, not referred to by
Althorp in May and based on opinions given by the Law Officets
of the Crown while the Bill was before the House. “Wheteas
doubts had arisen” on a certain matter of importance, it “declared
and enacted ”—in short, that the Bank’s monopoly of joint-stock
banking within the radius meant only monopoly of issue there,
so that companies might catry on “the trade or business of
Banking in-London™, provided they circulated no notes. There is
no doubt about the genesis of this clause. A group of “Noblemen
and Gentlemen” with a markedly Scottish flavour—the Noble-
men were Bute and Lord Stuart de Rothesay, and among the
Gentlemen wete a Stewart, an Arbuthnot and a Douglas—who
wete eager to see a joint-stock bank started in London, had used
the argument inserted later in the declaratory clause in a petition
submitted to Parliament while the petitioners were watching,
“with the deepest interest, the progress of the Bill now before
your Honourable House”.?

Althorp told “the Chairs™ early in August that the Law
Officers, whom he had consulted on the point, had convinced
him that 2 non-issuing joint-stock bank in London would have
been legal under existing statutes.3 “The Chairs” dissented: had
he not promised to maintain all their privileges? Althorp, in his
naive way, said he had supposed exclusion of joint-stock banks .

' C.B. Eb, 4 July 1833. * Gregory, 1, 70-3.

3 The whole correspondence was read to the General Court on 13 Aug.,
G.C.B. VII. The Law Officers relied on the “monopoly” clause of 7 Anne,
c. 7, repeated in 39 & 40 Geo. I1, c. 28, which only forbade corporations or

partaerships of more than six persons to “owe or take up. .. Money on their
Bills or Notes Payable at Demand or at any Time less than Six Months™.



ALTHORP AND THE BANK 129

from London to be one of their privileges; but he “never in-
tended or contemplated” increasing those privileges; and now
he knew that it was not one of them. If they could not agree he
must postpone renewal of the Charter “till another Session”, and
“the whole bargain must be reconsidered”. “The Chairs” wete
gtieved and disappointed. They offered an alternative clause
drafted by their solicitors. Althorp declined it: his advisers said
it was not good law. He sent his clause in its final form and said
he must have an answer that day (9 August) if the Charter wese
to go through. They replied that he was breaking an agteement,
but that it was “the determination of the Directors to submit to
the terms”.

All was reported to the General Court, where some strong
protests wete submitted and some angry amendments negatived.
The draft protests declared that the Chancellor had “most im-
propetly and unjustly departed from the terms of his own pro-
position”, and that his action was a “complete breach of
contract”, Legal opinion was heard on the Bank’s side rebutting
the opinion of the Law Officers; but in the end the wording of
the draft protest was softened; and the Bank as a Corporation,
like its Directors, submitted.” That was on 16 August, three days
before the Bill, with its declaratory § 3, passed the Commons, after
a rather fatuous motion of Cobbett’s that it should be read this
day six months because the legal tender clause “usurped the
King’s prerogative” had been brushed aside as it deserved.?

The Directors made one mote effort: they memorialized the
House of Lotds on 22 August. To permit joint-stock banks in or
near London would “have the effect of destroying the present
character of the Bank of England and forming it into a Bank of
competition”, A clause based upon “the mere opinion of the
Attorney and Solicitor General” on a point of law, not on an
interpretation of the law by judicial decision, was “without
precedent in the Annals of Patliament”.3 But the Lords, towards

' G.C.B. 16 Aug. ' Hansard, xx, 764. 3 C.B. Eb, 22 Aug. 1833,

CBEINl . 9
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the close of 2 warm and exhausting August, wete not provoked
to cut it out, although the Duke of Wellington opposed the Bill
and four peers entered a protest directed mainly against the
offending clause.

The royal assent was given on 29 August. Ten days eatlier the
group of Noblemen and Gentlemen had completed 2 final draft
of their prospectus for a non-issuing London joint-stock bank.
- They had first thought to call it “The Royal Bank of London
and Westminster”, but finally adopted the more concise title of
“The London and Westminster Bank™.”

! Gregory, 1, 8a.



CHAPTER III

BETWEEN TWO CHARTER ACTS, 18331844

HOUGH English, even London English, both in its
| qualities and its defects, the Bank of the cighteenth

century had been to the eye of the law in considerable

part the property of foreigners. So late as 1811, when for yeats
the gulf of war had divided England from the Continent, nearly
a tenth of the proprietors of Bank stock still had foreign addresses.
But during the two decades after Waterloo in which the founda-
tions of Britain’s vast nineteenth-century overseas investment
were laid, while impoverished Europe was licking its wounds,
foreign investment in England dwindled into insignificance.

The Bank, re-chartered in 1833, was now as thoroughly English
in proprictary as in policy and name. Of the 2846 individual
holders of its stock in 1835 no more than 63 lived abroad; and
among these 2846, the 103 who wete not qualified to vote because
their purchase of stock was too recent did not include a single
alien. In place of the thousand or so Dutch names of the mid-
eighteenth century there were now forty-four: a sprinkling of old
proprietors had clung on, including the Professors of Divinity
in the University of Utrecht,” but no Dutchman bought. There
were eight Belgian proprietors; three Swiss; three Spanish; two
Portuguese; and one each from Italy, Austria and the Free City
of Hamburg.?

' See Vol. 1, pp. 286, 288-9. They still held their stock in the present
century.

* Proprietors’ Lists, 1811 and 1835, The Bank’s collection of Lists for the
carly nineteepth century is defective, but these two serve for this discussion:

Possibly there were more foreign holders than appear, Englishmen acting as
nominee holders for them,

9-2
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An Act of the next year made the Bank, now so thoroughly
English, at length and at law the effective public treasury of the
United Kingdom." Mote than half a century earlier Lord North
had said that it did all the wotk of the Exchequer better than the
Exchequer used to do it. “All” was an exaggeration, but in any
case North was not the man to abolish an old institution because
nearly all its work was done somewhere else. And although
- within a few years the cautious pruning of Exchequer sinecurists
began, the deputies of their survivors in 1829 wete still paying
- out salaries, pensions and emoluments to 3530 persons—and
wete not keeping their books by double entry. Since the reforms

" of 1806-8, all public accounts had been with the Bank; but not
all these accounts wete complete: some revenue-collecting de-
partments paid in only net takings. Twice 2 week was enacted
what the Committee of Public Accounts in 1831 rightly called
the Fiction by which payment of Taxes to the Exchequer was
sustained. The tax-collecting departments sent cancelled Bank
notes, true fictions, from Threadneedle Street to what the law
called “The Office of the Receipt of His Majesty’s Exchequer at
Westminster”. 'The Exchiequer Teller told them, and they were
then taken back to London by a Bank clerk who may well have
enjoyed the trip.?

The Act of 1834 cleated away, with compensation, all the
remaining Tellers, Clerks of the Pells, and what not. The Bank
took over the Exchequer Tellers” work. Public money in its
hands was consolidated into a single account of His Majesty’s
Exchequet. From day to day the Comptroller of the Exchequer,
a new official, was to authorize the Bank to put specified sums
at the disposal of the Paymaster also new.

- And—Dbut this was not in the Act, nor was it in essence new—
the Bank could use this consolidated government balance like

T4& 5 WmlV,c 15,
1 §.C. on Public Monies, 1856, xv, 1. App. I, quoting the Report of 1831
and a Treasury Minute of 26 Sept. 1834.
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the rest of its deposits, lending out some two-thirds and keeping
the remainder in hand. So in the United Kingdom, and in this
the United Kingdom was unique, all the money that for the
moment a government did not want was available for use by
the business community.? ‘This money was less important than
it had once been. In 1814 or 1824 public balances at the
Bank had much exceeded private. By 1834 the position was
notmally reversed. But the public’s millions were far from
negligible.

Between the two Charter Acts of 1833 and 1844 there was a
re-shaping of that banking wotld at whose centre this English
Bank of England stood.* Changing a little from year to year, but
now as a whole faitly stable in composition, the undiminished ’
group of some sixty London private firms were ranged close
about it.* In the country the number of private banks declined
continuously, but in the early forties almost 40 still issued notes.
Beside them had grown up nearly 100 issuing joint-stock banks.3
About twenty joint-stock banks, in South Lancashire and else-
where, had either never issued ot had abandoned an experimental
issue. And scattered about the country, usually in groups, were
a number of strong banking firms, some private, some joint-
stock, which had regular agreements with the Bank of England
to use its notes exclusively, At Liverpool in 1841 there were
seven of these; in Manchester three; in Birmingham six; in
Newcastle four; in Hull two; and others at Portsmouth, Swansea
and Gloucester.4 By the end of 1844 there were forty-three in
all; more in the places already occupied, some at Plymouth,

' A fact specially interesting to foreign students, stressed by Philippovich,
“History of the Bank of England” (U.S. Monetary Commission, 1911),
p- 267.

! It is curious to note that the term “central bank™ appeats to occur first
in the Doctrine de Saint-Simon, Exposition, 18301, pp. 272-3, to describe a
bank which is to be the “depository of all wealth” in a socialist community:
Hayek, F. A. v. in Economica, May 1941, p. 145.

3 5.C. on Banks of Lssue, 1841 (V), App. 134. 4 Ibid. App. 2.



134 BETWEEN TWO CHARTER ACTS, 1833-44

Bristol, Leeds and Leicester, and five within the London
radius.* '

The non-issuing joint-stock bank arrived in London as an
immediate result of that clause in the Act of 1833 which the
promotess of the London and Westminster had inspited and
which the Bank thought a breach of contract by Lotd Althorp.
Both the Bank itself and the London bankers tesented the in-
vasion and did what they could to cold-shoulder the London and
" Westminster. The clearing bankers denied it access to their
Clearing House: the Bank refused permission for J. W. Gilbatt,
the forcible manager of the new concern, to open a drawing
account, and would not discount bills payable at his bank.? And
as the state of the law did not allow the London and Westminster
to sue or be sued in the name of its chairman, its enemies joined
to help defeat in the Lords the private bill which would have
given it that convenient right.3 However, Gilbart’s ingenuity and
persistence brought his bank over these and other obstacles
thrown in its way from Threadneedle and Lombard Streets:
‘within ten yeats it had branches from the West End to Wellington
Street, Borough.

Those ten yeats also saw the opening in London of offices for
the London Joint-Stock Bank, the National Provincial and a few
more domestic banks of the new type. More important still
, pethaps, they saw the rise of the first imperial joint-stock banks,
ot of banks that hoped to act imperially—the Bank of Australasia,
the Royal of Australia, the Union of Australia; the Bank of
British North America; the Bank of Ceylon; and others. Their
histories were vatied, often unhappy, but their arrival on the
banking field suggested great future possibilities.*

1 «A List of Banks with Circulation Accounts™: C.B. Qb, 26 Dec. 1844.

* Gilbart’s evidence before the 5.C. of 1841, Q. 1307.

3 Gilbart, The Principles and Practice of Banking (ed. of 1873), p. 466. And
see Gregory, The Westminster Bank, 1, Ch. v, “ The Struggle for Recognition”,

4 See generally, Baster, A. S. ]., The Imperial Banks.
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Even before 1833, a development of function, not merely of
form, had been in progtess, which was to affect the whole charactet
of the London money market. In December of 1829 an entry
occurs in the Bank Ledgers of £10,000 advanced to Overend,
Gutney & Co. on India Bonds.® This is followed by advances
to them on Exchequer Bills and other secutities; but from June
1830 the bulk of the advances to Overends, which became very
regular and very large, are made on the security of bills of
exchange.? Bill-brokers Overends wete called, but they had
ceased to be merely that long before the first recorded transaction
with the Bank: they wete dealers in bills, “money dealers”.

The Bill-broker originally had been what his name implied—
a specialist broker who for a commission found a buyer for a bill
ot bills for buyers. In the eighteenth century produce brokers
had also handled the bills which represented that produce.
“Bill-broker” as a description only came into use about the
year 1800. The business had developed with that of the country
bankers who wished to find investments for their accumulations.
It extended when, in the eatly years of the suspension, London
bankers had ceased to allow interest on balances and the country
banks had been stimulated to find other profitable ways of using
their surplus funds. By 1810 Richardson, Overend & Co.—the
firm which young Samuel Gurney had joined three years eatlier—
wete doing a huge broking business, and had large sums placed
with them—mainly by country bankers from East Anglia—for
investment in bills.3 They profited by the Bank’s refusal to
discount paper longer than 65 days, and by its insistence on two
good London names for every bill that would pass the Committee
in Waiting, Country bills had usually only one London name,

' G.L. XX, £ 9n.

* Ibid. f. g950; and see King, History of the Londom Discosnt Market,
p- 89.

3 Cope, S. R., “The Goldsmids and the London Money Market”,
Economica, 1942, has shown that the Goldsmids both dealt in bills and took
call loans from bankers round about 1800,
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of the man who had bought the cotn o the calico or whatever
it might be. Besides, Richardson from his start in business had
asked no commission from those whose money he put into bills: he
was content with one-cighth per cent “brokerage on the bill dis-
counted”.” All this brought business to that Quaket firm,

Until 1825 the firm were still primarily what they were called,
brokers, agents. Theit connections, and those of smaller men in
the same line, had spread fast in the decade before the crisis when
* cheap money and the Bank’s long adherence to its § per cent
rate were diverting discount business from it. After 1825, Gilbart
once wrote, “the London bankers changed the mode of their
investment. Instead of employing their surplus funds in the
purchase of Government Securities, and discounting at the
Bank...they placed their sutplus funds with the bill-brokers,
and ceased to discount with the Bank”.2 What the broker offered
paid them bettet than their old favourite security, the Exchequer
Bill, on which the yield was now low. Besides, the Exchequer
Bill was a rathet formal, cumbrous, instrument. With these
bankers” surpluses the broker bought bills, to hold them till
matutity, ot to re-discount if that suited him. Gilbart’sis a general
statement. Thetransition was naturallya gradualoneand had begun
ealier than he suggested. But Catr Glyn referred to itin 18323
and as the Bank itself was lending to Overends on the security
of part of their stock of bills by 1830, it is safe to assume that the
transition had already gone far, That discounting by bankers
in Threadneedle Street had dwindled, the state of the Bank’s
discounts and its annual reports on them show dlearly enough.¢

The freedom of the bill market and the attractions of the bill
of exchange as a banket’s investment were increased by the clause

! King, p. 11.

* Lagic of Banking (1859), p. 555, quoted in King, p. 63.

3 5.C. of 1832, QQ. 2870 5qq.

4 See App. Cand e.g. the Discounts Report for 1827 in C.B. Y3, 6 March
1828 and for 1832 in C.B. Db, 31 Jan. 1833,
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in the Act of 1833 which exempted bills and notes with less than
three months to run from the restrictions imposed by the Usury
Laws; they were henceforward handled without risk, whatever
the rate of discount.

At anothet point a decision made by the Bank before 1833
affected the functioning and the future of the London money
-matket vitally. By vote of Court in June 1829, 2 plan drawn up
by the Committee of Treasury was approved which sanctioned
loans up to two millions for one month on deposit of Exchequer
Bills. The object, as stated, was to prevent a further shrinkage of
the circulation by the influx of revenue at the quarter’s end and
“consequent cancelment of the Deficiency Bills held by the
Bank”.! This was the start of the familiar system of advances by
which were counteracted the disturbing effects of quarterly
payments on fevenue account into the Bank, accompanied by its
closing of the government stock transfer books while preparing
the dividend warrants. Within a few years “the quartetly loan
during the shutting”? is an established thing, though with a
shortened curtency. The Deficiency Bill, representing advances
to the Treasury in anticipation of the quarter’s revenue and paid
off within the quartet, was the principal type of Exchequer Bill
now familiar at the Bank, Asked about Exchequer Bills in
general in 1832, Horsley Palmer said he really could speak of no
other sort: it was “so long since” the Bank had handled any, But
it had in fact handled a few.3

Q’ C.B. Ab, 11 June 1829. And see Horsley Palmer in the Reporf of 1832,
. 255,

* See e.g. C.B. Ab, 4 March 1830; C.T. 21, 3 June 1835. The security
accepted varies, but usually includes good bills, East India Bonds, etc. ‘

3 5.C. of 1832, QQ. 34, 106, Either Palmer was ill-informed or he had in
mind the old style Exchequer Bill “taken” by the Bank, The Bank purchased
some Exchequer Bills on the market that very year. G.L. XX, f. 770.
Purchases and sales continued after 1832, A recent Act (11 Geo. IV, c. 2
of 1830) had regularized the Ways and Means advance, and the Ways and
Means Bill. It resembled a true Deficiency Bill, but was payable in the
following, not the current, quarter and was applicable to Supply Services only.
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Decline in the discount business in Threadneedle Street was
being offset appreciably during the decade that began in 1830 by
the growth of discounting at the new branches. And that in
spite of the strict procedure enforced on branch Agents by the
Court of Directors. As in London, at the branches distinct
discount accounts must be opened by clients. Each client had
his discount limits, and he was forbidden to overdraw his cutrent
account—on which he got no interest. The absolute limit, how-
evet, was only on bills of his own drawing: if he presented good
paper of other drawers, which had circulated into his hands, the
Agent might allow some latitade. All bills had to be passed by
the London Committee in Waiting, with whom the Agents were
in weekly contact. Each bill needed two good names, though
naturally no longer two good London names. The only bill
acceptable was 2 genuine product of trade with not more than
three months’ curtency: no Agent might handle a promissory
note without special leave. And the Agents, though not rigidly
so instructed, did very little formal lending on any sort of security
to supplement the severely controlled discounting.*

The country was accustomed to more elastic, more dis-
criminating or accommodating, treatment from its bankers than
this. In particulat, at many of the new joint-stock banks which,
like Douglas, Heron & Co. in eighteenth-century Scotland, set
out to catch clients by easy terms, and gave interest on deposits,
there was accommodation enough and to spare; yet the branches,
with few exceptions, did a satisfactoty and growing business.

In 1830 the two best patronized branches, Liverpool and
Birmingham, each had upwards of 200 discounting clients,
Manchester had only 80, but its business was neatly as big as

! See Second Report of the Branch Banks Committee in C.B. W, 6 April
1826; Report from the Committee, suggesting some changes, C.B. Ab,
11 March 1830; evidence of S. Turner, the Bank’s Liverpool Agent, on the
course of business, 5.C. o Joint-Stack Banks, 1836, QQ. 279 5qq. A special
vote of Court was needed to sanction the discouat of a promissory note for
£5000 at Leeds: C.B, Hb, s May 1836,



BRANCH BUSINESS: CIRCULATION ACCOUNTS 139

Liverpool’s. The total of branch discounts was £5,500,000." In
1832 it was £7,200,000; in 183§, £13,800,000; in 1838, a year
of slack trade, £17,600,000; and in 1841, another gloomy yeat,
[24,300,000% From 1835, when the separate figures are first
entered in the general books of the Bank, down to 1844, the
conttibution of branch discount business to income exceeded, as
a rule greatly, that of the Head Office, except duting the troubled
and active year in the City from August 1836 to August 1837.
Sometimes the branch income was three times that of head-
quarters; and at the very close of the period, in the accounting
year that ended with February 1844, it was mote than seven times
as great—[57,700 against £7500. That, however, was an ab-
normal situation and an abnormally low Threadneedle Street
figure. Mote representative of the average position for the decade
from 1834 to 1844 are the figures for 18356 (August to August)
of £29,600 for Threadneedle Street and £78,800 at the branches.
But the caution requited in speaking of what is average or repre-
sentative in 50 very elastic a thing as the discount business is
shown by the figures for the critical year 1836-7: discount income
in London, £199,000; discount income at the branches, £168,000.3
To the income from private loans the branches contributed as |
a rule only a few thousands, six or seven, except in 1836~7, when
they yielded more than twenty-one; but in the next year the yield
was below a single thousand. The average for these years is,
however, just over the seven. Branches also earned a little in
commissions.4 )
Linked with the Bank’s policy of penetrating the country
through its branches was that of binding to itself by concessions
such country banks as had never circulated any but Bank of
England notes, or now promised that they never would. Issuing

! Discount Report, C.B. Bb, 24 March 1831,

* Annual Reports in C.B. Gb, Kb, Ob.

3 The figures of income are given at length in App. C.

{ From the half-yearly profit and loss statements in Stock Estimates, 11, 11
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banks, competitors whose indiscretions the Bank feared, were
little favoured except temporarily between 1828 and 1833, when
they were given discount accountsto help them to get sovereigns
to replace their £x notes. To assist their policy of favouring non-
issuers, “the Chairs”, in December 1829, secured the verbal
consent of Wellington and Goulbutn, his Chancellor of the
Exchequer, to the grant of discount facilities to non-issuets at
1 per cent below the public rate.” A beginning was made with
regular agreements on this head in 1830; the Birmingham Banking
Company being the first to sign on.? In succeeding yeats the
work was carried farther, with special success in South Lancashire
and the Birmingham region; and low discount rates were
promised independently of the London rate, which however
remained steady at 4 from 1828 to 1835, both included. In
November of 1833, for example, the following typical contract
was made for a year with the Liverpool District Bank. It was
given a “discount account for circulation™ at 3 per cent; that is,
it might discount its own drafts or re-discount commercial bills,
up to £100,000, at that rate, receiving in exchange Bank notes
which it might then lend out at some higher rate.3 If its officials
wanted to go beyond their limit, “they came in like othet
customers” at competitive rates.4 By 1841, there were twenty-
five such client banks under contract. One tesult of these

! From a retrospective report of § Jan. 1871: C.B. §¢. The minute of the
interview there quoted has not survived,

* C.B. Ab, 7 Jan. 1830. There is a list of 21 banks in this class, with the
dates of thesc contracts in 5.C. on Joint Stack Banks, 1837-8, App. 8.

3 C.B. Eb, 21 Nov. 1833.

+ 5.C. of 1837-8, Q. 114; T. A. Curtis, Governor of the Bank, In Sept.
1835 Cunliffes of Manchester agreed to keep £80,000 of first-rate mercantile
papet, none above 95 days, constantly under discount at 3. They might go
elsewhere to discount only when the Bank would not do business beyond
£80,000. They would not resume issue (they had once issued) ot reissue any
other bank’s notes. And they would not “issue Bills of Exchange as cash”,
that is, “pay away the Bills of one customer to another”, and 5o aid the bill
circulation against the note circulation: C.B, Gb, 17 Sept. 1835.
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atrangements was that at the three principal centres of this tied-
bank system most of the discounting done at the local Bank of
England Branch was of paper presented by bankers, not by
manufacturers or traders; in 1835, for instance, out of a total
L11,700,000 of discounts at the Birmingham, Liverpool and
Manchester Branches, not less than £10,200,000 was of bankers’
paper and only the balance of traders’, Leeds, which came fourth,
though a poot fourth, on the business scale was completely
different, Thete wete no special arrangements with local bankers,
and all the discounting except a negligible fragment was of
traders’ bills.”

Writing confidentially of this circulation account system to the
Governor of the Bank of Ireland in 1837, Timothy Curtis,
Governor in Threadneedle Street, explained that it gave the Bank
most useful knowledge of ““the transactions of the interior”; and
that, although as yet not very effective use could be made of the
knowledge, he hoped the system might lead to “such control as
may rendet the monetary system more substantial .2

Further to attach the client banks of Liverpool, Manchester and
Birmingham, by vote of 12 December 1833 the Directors had
offered them those convenient quarterly loans which had been
used in London for the last four years.3 The era of Reform had
proved almost as creative in the world of banking as in that of
politics, “The Bank of London™, first turned into an effective
bank for England by the wide circulation of its notes during the
suspension, was now becoming a true Bank of England, both by
its closer relations with the developed or developing cells of that
central ganglion in the nerves of the national financial system,
the London money market, and by the growth and increased

' C.B. Gb, 28 Jan. 1836. At Liverpool £7,200,000 of bankers’ and only
£270,000 of traders” paper was handled.

* L.B. 9, 13 Dec. 1837; a long, and rare, banket’s state-paper of 8 folios.
The contract with Cunliffe’s suggests the sort of control he had in mind.

3 C.B. Eb, 12 Dec. 1833,
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efficiency of those lesser ganglia, its branches, in the most
importanit centres of commercial and financial life.

The decline of the discount business, except in difficult ot
dangerous times, gave added importance to that of the private
loans. In many years there was a teturn to a situation which had
not existed since the early part of the eighteenth century, when
the loan income had often exceeded the discount income. And
this without taking the loans on mortgage into account.” In the
year which ended in August 1835, for example, the discounts—at
the Head Office—brought in £3,900; the private loans £100,600.
Next year, but this wasaltogethet exceptional, the loan income was
£201,700 against £39,700 from the discounts.? After that came
the year 1836~7 in which the discounts were so high and the
income from them greatly exceeded that from the loans; then
two years during which the loan income was more than twice
the discount income; and so into the early forties (February 1840
to February 1844) in which except for the first half-yearly state-
. ment, that contained four months’ takings of the active discount
year 1839, the discount income was never high, and often, as in
the final half-year, all but negligible.3

The sources of this private loan income were vatied and
shifting. The quartetly loans and the loans to bill-brokets started
in 1829-30 were an important element in it. The former were
short but regular; the latter almost equally regular and often long.
Fout firms constantly recur, the only bill-broking firms of any
significance at this time—Overend, Gurney, of course; Sanderson
& Co.; Alexanders & Co. and James Bruce. Overend’s have a
more ot less running loan, not often smaller than £100,000. In

! The mortgage income was declining after 1840. In the thirties it brought
in more than £50,000 a year. For the early eighteenth century, see Vol. 1,
App. E.

3 Stock Estimates, tx; profit and loss accounts for the years quoted.

3 Above, p. 139.
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December 1834 they get £250,000 fot six months, and Sanderson’s
00 less than £500,000, also for six months.* In June 1836 all four
are given six months’ loans at 34—Overend’s £400,000; Sandet-
son’s f250,000; Alexanders’ f100,000 and Bruce’s f50,000.*
Those four transactions alone meant £14,000 from private loans
in the profit and loss of a single half-year, more than the Head
Office discounts often contributed.

Then there was Nathan Rothschild. He too took a large sum,
£ 200,000, for six months in June 18363 But he had had much
larger sums on loan, besides constant bullion transactions. Early
in 1831 he was quarrelling with the Bank about its charges for
“upwatds of £350,000” in bar gold that he had “borrowed”
during the continental crisis of 1830, The Bank had wanted it
back. He had “sent off expresses to hasten its return”. Then—
this is his story—the Governor asked him to postpone the re-
delivery. That he could not do, and what came back was nearly
all the same bars as had been sent out. He accused the Bank of -
wishing both to charge interest and change the price of the gold.
He said it was a loan at interest, not a sale and re-purchase plus
interest. The Governor retorted that sale at £3. 175, 1044, and
purchase at £3. 175, 9d. was automatic and part of the contract,
and that Rothschild was trying to sell back more than he bought,
and at £3. 175, 1034, The bargain stood and must be carried out
or cancelled. So Rothschild’s request to be charged interest only
was refused.$

In this business of semi-political international remittance the
Bank and he were competitors; that was why it was stiff with him,
In December of 1830 the Chancellor of the Exchequer had needed
money in Holland. The Bank had about half of what he wanted

! L.B. 8, 12 Dec. 1834.

* C.B. Hb, 30 June 1836: there are many similar notes in C.B. and C.T.
Bruce’s firm is best known as Bruce, Buxton & Co., 3 title which dates from
about 1837: King, pp. 118-19,

3 As above,

¢ The correspondence is in C.B. Bb, under 12 Jan. 1831.
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lying at Hope’s in Amsterdam, and offered to assist on easy terms.
It had been told that Rothschild gave better. “Of this Iam sure”,
the Governor wrote to Althorp, “that Mt Rothschild never draws
a Bill without his receiving in one way or another ample te-
muneration. . .the probability is that what govetnment gained
on agency they fully lost on the exchange.”

But tival as he was, Nathan remained a good client, Two years
later he is bottowing a million dollars. In Decembet of 1834 he
has, like Sanderson’s, £500,000 for six months “on the usual
approved securities”.* Sanderson’s ““usual ” wasbills, Rothschild’s
bills and bullion. In August of 1835 he is borrowing silver ingots;
at the end of the year £300,000 on security at 3} fot ten months3—
neatly another £gooo for the account of private loans from that
single transaction. But his transactions are not single; they ate
complex and they overlap. At one time, when the Bank strikes
the balance, he will owe it £500,000, a single transaction ap-
parently; at another £9oo,000, perhaps two or mote such; once—
in February 1834—/2,048,272. 125, 24., an obviously complex
debt.4 He borrows on silver; he botrows on gold; the Bank lends
him silver ingots; he borrows on bills of exchange. His name
tecurs and recuts in the great ledger of the thirties. It is carried
on into that of the forties; but his account is balanced and closed
on 11 December 1843,5 why is nowhere explained.’

Among traditional borrowers are the Hudson’s Bay Company,
the still unburied South Sea Company, and the City authorities—
[L150,000 in 1838 to improve the Royal Exchange site; 2 little
later £60,000 for Holborn Bridge and Clerkenwell Street. In 1843
the Mercers are helped to complete Gresham’s College.” The
London and the St Katharine’s Dock Companies are regular -

I 1..B. 6: the Governor to Lord Althorp, 4 Dec. 1830.

* L.B. 8, as above. 3 C.T. 21, 13 Aug,, 30 Dec. 1835,

4 G.L. XX, . 14, 16, 18. 5 G.L. XXI, £. 887,

§ Tts closure may have been a backwash from an episode of 1836, referred
to on p. 154 below.

7 C.T. 23, 22 Aug., 12 Sept. 1838; C.T. 25, 1 March 1843
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clients, if not always quite satisfactory. In 1838 an income of
L8000 for seven years is secured by a loan of 200,000 to the
London at 4 per cent. New public o semi-public bortowets are
the Depattment of Woods and Forests and the Brethren of Trinity
House, The Bank’s inside knowledge of Birmingham leads it to
finance the local Paving and Lighting Board in 1844—the first
loan of the kind outside the metropolitan area.* It is becoming
a provincial lender. True, it declines to help dock enterprises at
Hull and at Liverpool that same yeat; but its clients now include
the Ellesmere and the Birmingham Canals. Canals ate being
threatened by railway competition; and in the young railway
companies the Bank hasalready discerned more useful borrowers.
By a vote of § May 1842, the Court of Directors had decided that
the Committee of Treasury might lend up to £250,000 upon
debentures “of the best description”.3 The Govetnor had already
begun to do this when the vote passed. He had lent £100,000 to
the London and Brighton, and was considering other possibilities.*

There were occasional loans to firms in difficulties, as thete
always had been, or to well-tried firms for purposes of develop-
ment, In May of 1832 Spooner, Attwood & Co., the Gracechurch
Street bankers, had a loan of £40,000 from the Govetnor so
confidential that it was not reported to the Committee of Treasury
until AugustS In Janvary of 1835 Messts Thomeycroft of
Wolverhampton got £go0o through the Birmingham Branchf—
an early case of a direct industrial loan in the provinces. Provincial
bankers were helped a good deal throughout the decade, but
especially in its later years, when the banking world had been
disturbed by the boom of 1835-6 and its after effects.

Those after effects involved the Bank in heavy private lendings
to crippled firms; and these had been preceded by heavy lendings
to firms not crippled, before and during a2 boom for which its

T C.T. 23, 5 Dec. 1838, * C.T. 26, 29 May 1844,
3 C.B. Ob, 5 May 1842, ¢ CT. 25, 27 April 1842,
5 C.T. 18, 15 Aug. 1832, 6 C.T. 20, 21 Jan. 1835.

CHEN 10
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critics held it responsible.” From these criticized loans came the
abnormal income of £201,700 in the year 1835-6; from the loans
to the cripples £136,000 in 1837-8; f101,000 in 1838-9, and
£103,200 in 183940, ,

The boom and the dragging years that followed can be viewed
cither from the narrower banking or from the broader inter-
national standpoint, A historian of the Bank of England may
start from the first while believing that the view from the second
is really much the more important.

From 1831 to 1835 harvests were so good that the price of
wheat fell continuously to a minimum of 35s. 44. for December
of 1835, cheaper than it had been for fifty years. The country was
relieved almost entirely of any need to import bread-corn, except
from Ireland; the continental exchanges were continuously
favourable; the price of gold steady enough; the bullion at the
Bank between about 20 and about 30 per cent of its total demand
liabilities, yet never in that telation to its secutities of one to two
that Palmet and Norman had praised to the Committee of 1832.
However, the bullion was normally some 33 per cent of the
circulation. Meanwhile market rate of discount was consistently
below Bank rate, sometimes much below it, which explains the
slack discounting in Threadneedle Street.* Horsley Palmer, who
held that the Bank should not discount much except in difficult
times, no doubt welcomed this slackness, unprofitable though
it was.

Recent, and now whole-hearted, converts to the “exchange”
doctrine of their issues; noting how the exchanges stood and
how very reasonable those issues were; and anxious to do well
by theit proprietors, the Court of Directors and its executive
officers apparently saw no danger whatever ina policy of geﬂerous

* See e.g. the criticism of J. B. Smith, President of the Manchester Chamber
of Commerce, before the $.C. on Banks of Issue, 1840, (1v) Q. 6.

* E.g. in 1833 market rate averaged 2-85 to the Bank’s 4: Silberling,
British Prices and Businéss Cycles, Table 13.
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lending.! Not did the business wold at the time, except pethaps
those bankers who disliked the 3 pet cent discount bargains with
the tied banks; for 3 was a little below even the London average
market rate for the years 18315 inclusive, and well below pro-
vincial rates.?

Two events of a semi-political kind affected both the money
market and the Ditectors’ course of action. In 1833 the East
India Company, that aboriginal client of theirs, lost its last trading
monopoly, the monopoly of the China market. The loss became
effective as from April 1834, and in the interval the Company
began to realize commercial assets.3 Its balance at the Bank
accumulated fast. Half-way through December 1833, when the
balance was nearing three millions, “the Chairs™ of the Company
told the Committee of Treasury that they would have to withdraw
it unless they were allowed interest. The Committee, its hand
forced, instructed the Governor to take a million and a half at
interest on the Jowest terms he could arrange, an unprecedented
decision. Both the deposit and the rate of interest allowed grew
in time, the deposit to 2 maximum of £4,700,000, the rate from
2 to 24 and then 3.

The view of the Directors, no doubt a correct one, was that if
they had not borrowed the Company’s surplus cash it would have
flowed into the Money Market through other channels. By taking
it themselves they kept some measute of control.3 They used it,
one of them explained latet, not to discount but mainly in those
advances to “bill-brokers” which swelled the income from the
private loans.® The rate charged to these bill merchants went up

' These points are made or implied in Horsley Palmer’s evidence before
the 5.C. on Banks of Issue, 1840, QQ. 1144 59q.

! E.g. Vincent Stuckey before the S.C. on Joint Stock Banks, 1836, Q. 1415.

3 Clapham, An Economic History of Modern Britain, 1, 486.

¢ C.T. 19, 18 Dec. 1833; and Horsley Palmer’s evidence in 1840, QQ.
1197 sqq.

5 G. W. Notman, $.C. of 1840, Q. 1707.

§ Horsley Palmer, Q. 1157,

10-2
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with rising market rates, until in 1835 the Company was getting
3 from the Bank; the Bank 31 from the brokers; and the brokers
3% in the open matket. They were used to fine margins and this
was well above &.

The February balance of 1836 showed £2,750,000 out with the
four chief borrowing brokers, and £goo,000 with Rothschild.
These five loans absorbed mote than three-quasters of the
_ East India Company’s maximum deposit—fine wholesale trans-
actions.’ .

Second in importance to that deposit was the floating in 1835
of a loan for £15,000,000 to compensate slave owners undet the
Emancipation Act of the previous year, the West India Loan as
it was generally called.* There had been no long-term public
borrowing worth mention since the unhappy “Deadweight”
annuity, so the loan was something of an event. The Bank
approached it cautiously and did not at first adopt its former
war-time policy of advances to help subsctibets in paying their
instalments. But this caution was not sustained. Soon subsctibers
reccived the old-style help.3 Payment of the instalments, from
August 1835 to April 1836, swelled deposits at the Bank: they
rose sharply from August 183 5. With full coffers, the Bank about
this time was lending on the secutity of stock, a thing not hitherto
customary. Horsley Palmer, 2 Director still but no longer in
control, hardly approved; he preferred advances only on self-
liquidating bills. He explained, howeve, that it was done “to
prevent an undue contraction of the circulation”;# for odd as it
must have seemed to the many bankers and public men who
exaggenated the significance of the mere numbet of notes in use,

! GL. XX, £ 18,

* See Camb. Hist. of the British Empire, 11, 328-9. The loan was sanctioned
by 3 & 4 Wm IV, c. 73. The contractors for it were “the Rothschild list”—
Rothschilds, Montefiores, David Robertson & Co. Min. of Correspondence
with HM, Government 2 29 July 1835.

3 Horsley Palmer in 1840, Q. 1203,
4 Ibid. QQ. 1211, 1220.
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that number—in spite of active trade—was actually showing
signs of contraction between 1834 and 1836.°

Palmer’s defence of free lending is instructive. He fixed his
eye on the barometet which he had been taught, or thought he
had been taught, to treat as a safe and sufficient guide.* The
continental exchanges wete favourable and that justified an attempt
to maintain the circulation. It was not in fact maintained; for
every month of 1836 but one, the figure was a little below the
cottesponding month of 1835.

Not did country banks as a class, including the many new
joint-stock concerns, enlarge their issues unduly in 1836; though
some acute contemportaties supposed that they had done this.3
Their average aggregate issues for the year were only 10 per cent
higher than in 1835; and from April onwards they were falling.4
Yet 1836 was a peak year in industrial activity; a year for which
average general prices were 12 per cent higher than in 1835; the
year of the first real boom in railway promotion; and a most
exciting year in Anglo-American trade relations.5 All of which
only shows that bankers and statesmen, full of their memoties
of the great wars, thought too much and too complacently of the
mere number of notes out, neglecting rapidity of circulation and
other forms of purchasing power. In June of this very year 1836,
Vincent Stuckey, the banker of the slow-moving South-West,
was telling a parliamentary committee that of late “almost all the
farmers had begun to keep accounts with a bank”, and make theit
big payments by cheque.t

! The circulation figures have often been printed, e.g. Tooke, History of
Prices, 11, 386, .

* His evidence, Q. 1236,

3 Tooke thought so at the time, but later realised that he had been wrong:
History of Prices, 11, 316,

¢ Clapham, 1, §13.

5 Beveridge, Te Trade Cycle in Britain before 1850; Silberling, British Prices;
Clapham, 1, §13-~15.

§ 5.C. on Joint Stock Banks, Q. 1312.

-~
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" 'The Bank also overlooked—or, if not, failed to deal with—
drains on its reserves due to capital movements like those which
had forced it to defer the resumption of cash payments after
Watetloo. Most of the capital was now moving west, London
was making its first really close acquaintance with the volatile and
adventurous world of American commetce and banking, For
that relationship its movements, and perhaps its thought, were
~ alittle slow. Ametica was buying and borrowing to excess, and
her banking “system” was in one of its recutrent states of chaos.

Early in 1835 the happy United States paid off their remaining
federal debt. The proceeds, and a tax revenue now in excess of
current needs, flowed into the banks. Next year the chief of
these, the Bank of the United States—second of that name—in
Philadelphia, lost its federal charter, after a famous fight with
President Andrew Jackson. Official deposits that might have
gone to it had been divided among what critics called the Presi-
dent’s “pet banks”. Money was easy. Land speculation, railway
investment, enterprises of any and every kind were financed. New
banks sprang up like toadstools. If the Union was not borrowing,
states and muncipalities were. On their securities and in business
undertakings yields were high. In England the price of Consols
had been rising until depressed a little by the West India loan; and
£6,500,000 of the 4 per cents had been converted by Althorp to
3¥’s in 1834. The average British investor who wanted a higher
yield looked to the home railway projects—there were five
separate ones for lines from London to Brighton alone—or, if
more daring, to Ametican state loans; but many mercantile and
financial firms, generally those with Liverpool connections, were
putting capital into American hands in a variety of ways for a
great range of objects, mostly determined by the Americans.

Eager to get money on easy tetms to earn American rates,
American firms were drawing on England, and English firms wete

I Sec Catterall, R. C. H., The Second Bank of the United States; Surnner,W G,
Andrew Jackson.



AMERICAN CREDITS 151

obliging them rather recklessly. A currency re-arrangement in
the United States made it desirable and simple for America to
import gold: in June 1834 the ratio between gold and silver was
changed and the sovereign, previously rated at $4.44, was rated
now at $4.873. To help the straightening out of its affairs on the
expiry of its charter, the United States’ Bank was arranging aloan
in London.* American securities were sold there—directly or .
indirectly—for gold. English fitms, creditors in America, and of
these there were plenty because America bought mote than she
sold, often left their money to earn the fine American rates. For
these various reasons, England though America’s creditor on the
long petiod was her debtor on the short, Given time, all English
complaisance in the lending of money and good names would be
fully repaid—provided American firms and municipalities and -
states remained solvent, could get the necessary facilities in time,
and kept their word. But a state might repudiate; a firm might
fail; and an honest solvent firm might be unable, owing to some
breakdown in American banking arrangements, to remit in time
to save its British creditor from the worst consequences.
Judging by the course of discount rates, the London market
was no more prescient than the Bank; though the Bank was
responsible for the market’s abundance of funds in 1836, Bank
rate had been a steady 4 since 1827, and at that rate very little
business had been done. Market rate had got near to it in 1835;
but in the second quarter of 1836 the market was so flush that
it was discounting at 34.* Within a month of June quatter-day,
however, the Bank was becoming anxious. Its bullion was falling,
though not as yet very fast, and it found that it had on its hands
acceptances for large sums from a group of seven firms, English
or Anglo-American, all of which wete closely associated with the
flotation of American loans or the financing of American trade.

! See the Governor’s memorandum for the Chancellor of the Exchequer
of 6 Aug. 1856: Min. of Correspondence with H.M. Government, 3. And cp.
Tooke, 11, 285. ? Statistics in Silberling, p. 257.
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They wete Baring’s; Brown’s; Lizardi’s; Mottison, Cryden &
Co.; and three that became nototious later as “the three W’s”,
Wilson’s, Wiggin’s and Wildes’." Week by week to the end of
the year the Committee of Treasury brooded ovet teports on the
affairs of these seven. Bating’s stood up to the Committee as
equals; gave them much and rather patronising advice through
their American specialist, Mr Joshua Bates;* and were never in
. danger. Lizardi’s appear in the tecotds mainly as suppliers of
information about the intricacies of bill-drawing at New Otleans ;3
they wete agents for some New Orleans’ banks, and so were
Baring’s and Wilson’s. Brown’s of Liverpool—the firm became
Brown, Shipley & Co. three years later—also acted mainly as
informants at first, not as suppliants. They were expert in the
stetling-dollar exchange and in the troublesome effects of the
tecent alteration in the American bimetallic cuttency system.
America was doing her utmost to procure and retain gold, “If
they fancy you want gold,” Brown’s wtite in September, “they
will pay you in silver.” They admit that they have shipped
£150,000 in gold to Ametica, but say they think that the amount
of the total shipments has been exaggerated.*

Mortison’s also had nothing to fear; but all through the autumn
of 1836 and the spring of 1837 the “three W’s” were sinking.
In July Wiggin’s—Timothy Wiggin & Co.—had moreacceptances
with the Bank (£384,700) than any of the seven. Both Wilson’s
and Wildes’ had above £250,000, far more than Motrtison’s ot
Lizardi’s and not much less than the strong Brown’s and Bating’s.

The Bank accompanied this first inquiry into its relations with
the American houses in July by a rise in its discount rate to 43.
By the general consent of well-informed critics then and since
this rise was overdue.S A further rise to § followed in August.
It was accompanied by the tejection of all bills on which there

' CT. 22, 27 July 1836, * C.T. 22, 26 Oct. 1836.
3 C.T. 22, 26 Oct. 1836. 4 C.T. 22, 7 Sept. 1836,
5 E.g. Tooke, 1, 300; King, p. 95.
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appeared the name of 2 joint-stock bank of issue. There were
banks of this class whose signatute anyone might well distrust;
but this general refusal seemed vindictive. Critics said that bills
drawn from America whose “acceptots were considered to be of
the most unquestionable solidity”* were rejected—but with so,
much questionable solidity about the Committee in Waiting may
have had good teasons for whatever it did. And the Bank was
entitled to take even painful action to check that reckless grant
of drawing facilities for unlimited amounts which had become
very much too common, and was a main cause both of the
westward gold drain and of the troubles of the “three W’s™.
A part of this action was the absolute refusal of the Bank’s
Liverpool Agent, no doubt under ordets, to handle paper drawn
from America on these fitms.?

The market discount rate for the quarter in which the Bank
made its belated decision averaged 43. For the two quarters from
Michaelmas 1836 to Lady Day 1837, the average was ovet 5, and
discounters were driven on to the Bank. The consequences ate
best shown in its discount income. In the half-year that ended
with February 1836, it took only £11,000 in Threadneedle Street;
in the half-year to 31 August only [18,500; but in the next
£124,500; and in the half to August 1837, £74,500. After that,
with market rate again below §, even below 4, the income fell
back for a time to about the level of 1836.3

By the end of September, bullion at the Bank, which had been
£7.801,000 in April, was down to about 5,500,000, By
7 February 1837 it had reached the bottom of its fall, at
£4,032,000. So far as is known, the drain of the early months
was mainly external, that of the autumn and winter internal—due
to anxiety among bankers and the public. In January of 1837
there was *“An advertisement of a very mischievous tendency in

! Tooke, 1, 303.

* Accotding to Tooke, Ir, 303: there is no evidence at the Bank.
3 From Stock Estimates, 11,
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several Newspapers recommending the Public to exchange their
Bank Notes for gold”.* Ireland had been specially anxious and
eager to get gold; when bank failutes had begun there in
Novembet, the Bank had refused to help a couple of Irish banks.?
It was becoming known that, in Ireland as in Britain, some of the
new joint-stock banks deserved the Directors’ distrust of theit
signatutes, ‘

Early in October the Bank tried to close its loan accounts with
a group of Liverpool banks, and also its accounts with the great
bill-brokers and with Nathan Rothschild, and so to stint the
market.3 Late in the month, and indeed rather late in the day,
the Governor had interviewed representatives of “the houses
principally concerned with the trade to the United States”—six
of the seven great houses—and explained to them that excessive
facilities given to foreign bankers, “either as open Credits or in
anticipation of the sale of States’ Secutities in this countty”, were
objectionable to him and the Company as note issuers.# The
representatives were asked to limit such facilities in the interest
of the cutrency. It was in reply to this communication that
Bating’s and Lizardi’s argued with the Bank as equals, Joshua
Bates of Bating’s explaining that its “proceedings” had “pro-
duced a shock not wholly uncalled for”, and advising it to
continue generous discounts and 5 per cent.

At the end of November, when the Irish failures had begun,
the Directors learnt that a young and showy joint-stock bank
with headquarters in Manchester and thirty-nine branches all over
the country was in difficulties. Its pretentious name was the
Northern and Central Bank of England and it had existed for less

' C.T. 22, 1 Feb. 1837; and see Acres, The Bank of England from Within,
11, 465. .

? The National and the Agricultural: C.T. 22, 16 Nov. 1836,

3 All these loans to be repaid when due, within the month, unless pressure
is excessive: C.T. 22, 5 Oct. 1836,

* C.T. 22, 26 Oct. 1836.
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than three years. It issued notes in plenty, a thing which for
Manchester the Bank patticulasly disliked: its shareholders had
been so pleased with its first dividend that they had given their
directors “costly services of plate™.! Now it came begging for
L100,000 down, with [400,000 mote as and when required.
Early in December the Bank offered help, but on very stiff tetms.
Any advance that it might make was to have precedence of an
unsecured £150,000 which the Northern and Central bad some-
how got from the London and Westminster, its agents; and the
Northern and Central was to close all branches except Liverpool,
though to retain, for the moment, its link with the London and
Westminster,?

The directors from Manchester after losing but happily re-
covering the carpet-bag that contained their secutities for pledge,
fought for a time; but before the end of the year it was clear that
they wete fighting foul. They had not disclosed all their liabilities,
and their methods of business, when investigated, would not bear
investigation, Just before Christmas they gave in; and the Bank
opened credits for them on its own terms, having forced Gilbart
of the London and Westminster to accept the unpleasant part of
those terms which affected his shareholders, and to close the
agency. “Difficulties were thrown in the way by the London
and Westminster”, the Governor had written to the Chancellor
of the Exchequer, “which tequired all our firmness and resolution
from a sense of duty to the public to resist.”3 It is conceivable
that the final defeat of Gilbart gave some satisfaction to the
winning side. The Bank took entire control of the Northern and
Central under warrant of attorney signed at the pistol’s point by

' Grindon, L. H., Manchester Banks and Bankers, p. 267, There is a full
account of the bank in Thomas, S. E., The Rise and Growth of Joint-Stock
Banking (1934), 1, 281-94.

* C.B. Hb, 1 Dec. 1836, And see Gregory, The Westminster Bank, 11, 231-4.

3 Min, of Correspondence with H.M. Government, 3: 2 Dec. 1836, The London
and Westminster resisted still, and complete success could only be reported
on 23 Dec.



156 BETWEEN TWO CHARTER ACTS, 1833-44

the Manchester men, Two juniot Directors and future Govetnots,
Bonamy Dobree and Henry James Prescott, went to Manchester
to “take possession of the effects”, with Freshfield the lawyer to
impound the deeds.’ Disgusted with the incompetence and
“gross abuse of trust”? that they found, they collected with
difficulty a committee of shareholdets to help in a liquidation. In
the end, depositors were paid in full; the Bank, which had taken
- its precautions, lost nothing; rank and file shareholders lost a
great deal; but directors and directors’ friends, who owed the
company large sums, when sued from the ranks put in the plea
that one partner cannot sue another for debt—and, as the law
then stood, they got away with it.3

The two junior directors were barely back from Manchester
when the Court found itself concerned in a more setious, but
vastly less disreputable, problem of support for a shaken bank—
Esdaile’s; Sir James Esdaile, Esdaile, Grenfell, Thomas & Co.
Esdaile’s, like Sir Peter Pole’s ten years eatlier, were agents for
crowds of countty banks—no less than seventy-two. All the best
banking names in the City—Lubbock, Mastermin, Barclay, Glyn,
Thotnton, Smith, and more—told the Governor that, for this
reason if for no other, Esdaile’s must not be allowed to break.
The position was investigated: it was found that Esdaile’s sound
assets were well in excess of their liabilities: the bankets were
prepared to help with guarantees: the Bank found f150,000 25
its share; and Esdaile’s survived, to pass away with credit two
years later ¢

When the “mischievous” advertisement about notes and gold
was issued at the end of January 1837, it was already too late to
hurt the Bank much. The American drain was over: there was
no day of real panic, and bullion fell no lower after 7 February.

! C.B. Hb, 29 Dec. 1836; and see C.T. 22, 7 and 26 Dec. 1836.
* Dobree and Prescott’s teport: C.B. Hb, 7 Jan. 1837.

3 Thomas, 1, 292,

¢ A full report on the affair is in C.B. Hb, 16 Jan. 1837.
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But recovery was slow until May. It might have been quicker
if amotion in Court of 26 January had been carried. The Governot
had been selling Exchequer Bills. Overend and Gutney wete
“relieving” the Bank of commercial securities, yet all that spring
its total of securities was to its bullion as seven ot eight to one.
The motion adverted to this, and stated that “the most practical
mode” of cure would be a rise in the Bank rate from 5 to 6.
(The average market rate to Lady Day was §-5.) But the previous
question was moved and carried.!

Meanwhile the bankruptcies were setting in. In 1836 they had
been low. In that first quarter of 1837 they were a little higher
than even in the difficult first quarter of 1830, The second quarter
in 1837 was the worst second quarter between 1826 and 1842; not
absolutely feverish like that of 1826, but unhealthy enough.?

Towards the end of the first quarter the most shaken of the
American houses, the “three W’s”, had come to ask for help,
Reluctantly, and with a declaration that their act was not to.
become 2 precedent, the Court granted to each f200,000 of
abnormal discounts, on personal and other security.3 This proved
only the beginning of a long dreary tale of debt. Fourteen years
later Timothy Wiggin’s heir was writing about his“‘unfortunate
position” during all that time, and offering some settlement.$
This was accepted; but not until March 1853 was the “ American
balance™ still due reported to be down to £39,000 and Wiggin’s
to be clear.s ' '

It was in April 1837 that 2 memorial from Liverpool to the
Chancellor of the Exchequer had referrred to distress “intense
and beyond example” in the cotton world that faced America,
“involving the prudent with the imprudent, the Manufacturer

' C.B. Hb, 26 Jan. 1837.

! The bankruptcies, from the Amnual Register, are in Silberling’s British
Prices, p. 252, and on the chart in Jevons’ Investigations in Currency and Finance.

3 C.B. Hb, 21 March 1837, + C.B. Yb, July 1851,

5 C.B. Zb, 31 March 1853: one of the many reports on the American debts.
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with the Merchant™.! There were two hundred names on it,
among them every Liverpool name that counted—Booth, Crop-
pet, Gladstone, Holt, Horsfall, Roscoe, Sanders, Yates. In May,
Wilson’s were offering the Bank their American debts as security,
a sort of security to which it was not accustomed.? It was in-
specting the affairs of Wildes’ and further financing Wiggin’s.
On 30 May Wilson’s and Wiggin’s reported that they could not
meet their liabilities because they could get no remittances, owing
to the “almost universal suspension of credit throughout the
principal commercial cities of the United States”3—an adequate
explanation that other fitms would have to repeat in other
nineteenth- and twentieth-century crises. In June, Lizardi’s and
Brown’s and Morrison’s, all hit but not mortally, were getting
help—well secured. Wildes” were refused it because they already
“owed the Bank “a considerable sum without even nominal
cover”.4 Brown’s wete loaded up with bills on exports to
America that had not been paid for: they wrote tragically of those
whom their fall would drag down. In the end the Bank, trusting
them and their security, backed them up to nearly £2,000,000;
and they were saved.5
The “three W’s™ remained in a state of suspended payment
while inspectors looked into their debts: “our continued sus-
pension”, Wildes’ wrote sadly, produces “a feeling of ill-will”.6
No doubt it did. So things stood through the summer, while the
Bank’s bullion was rising from four to five and then six millions,
the market rate of discount falling towards 3, and the bank-
ruptcies easing off. Then, in September, the Directors tried a novel
expetiment: they sent an agent to America to inquire into debts
! It is reproduced in C.B. Ib, 13 April 1837.

* C.B. Ib, 3 May 1837. Wilson’s, the Bank records, already have the
“unprecedented” advance of £1,192,369; and it also holds £736,000 of

their acceptances.
3 C.B. Ib, 30 May. The American suspension was of 10 May.
4 C.B. Ib, 8 June 1837 5 C.B. I, 1, 8, 15, 22 June 1837.

§ C.B. Ib, 22 June 1837.
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due from firms in the United States to them, as backers and
creditors of the English houses. He was to get into touch with
the President of the Bank of the United States, which was now
doing business as the United States Bank of Pennsylvania.*

The Bank of England had been in loose and cautious contact
for over a year with this bank whose old name echoed its own.
In June of 1836 the Ameticans had suggested an account and
an open credit in Threadneedle Street, so that they might avail
themselves “of the great fluctuations. . .in the rate of exchange
on London”?* Naturally, this was refused: it was far too
dangerous, The reason given was that the Bank of England did
not discount for banks of issue.3 It did however offer Jaudon,
the American agent, a drawing account. Rather surprisingly,
nine months later (March 1837) it proposed a credit of two
millions for the Bank of the United States—but on condition
that the Americans covered half their drafts with bullion.t The
motive, when the date is considered, is obvious: bullion in
London was very low. The proposal came to nothing, but the
two banks kept in light touch with one another, and when
realizing assets for the “three W’s” the Bank of England used
an account at the Bank of the United States.

Relations nearly ended in January 1838, with a long retrospec-
tive and argumentative letter from Nicholas Biddle, President of
the American Bank.5 He complained that the Bank of England
would not “receive his funds” or discount for him. His Bank
was an entite stranger to the Bank of England—this was hardly
correct—when the English offer of Masch last came. That offer
was refused. Then he was sent masses of bills for collection—an
invidious task and not part of his usual business. The Bank of

' C.B. Ib, 14 Sept. 1837, The agent was J. W. Cowell.

* C.T. 22,8 June 1837.

3 C.B. Ib, 22 Feb. 1838: a narrative letter to Nicholas Biddle of the Bank
of the U.S. The Bank of England always used this old name.

4 C.B. Ib, 14 Sept. 1837: mentioned in Cowell’s instructions.

5 C.B. Ib, 1 Feb. 1838: Biddle’s letter is of 7 January, -
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England would not handle his drafts, though his Bank was its
agent and received the deposits tesulting from its American
. tealizations. He suggested that the drawing account in London,
offered to Mr Jaudon, should be closed and that no mote bills
should be sent to the Bank of the United States.

In reply, the Governor gave his, rather different, version of
the story, with his Bank’s redsons for refusing the discount
business,” All that it had ever wanted, and wanted still, was a
deposit account in Philadelphia for what Mr Cowell, its agent,
might collect thete, just such an account as it had offered
Mr Jaudon., Mr Cowell would gladly act with the Bank of the
United States; failing that he would act with someone else.
Nicholas Biddle replied—in effect—that all was explained and
forgiven; and he retained the account.?

Some cate in dealing with his bank was prudent. With the
other American banks it had suspended payment in May of
1837. American critics said it was “the prime mover and master
managet of the suspension” and that it was then “rotten to the
core™3 That may be. It cannot have been very sound when, in
the following autumn, it made a rather audacious suggestion to
Mr Cowell. The suggestion is known only from the Bank’s reply
to him: “for the Bank of England to furnish capital to any other
bank of issue for three years would be monstrons” 4 Governors
of the Bank did not often use italics. Two years later the Bank of
the United States tried again; asked for f3o0,000 and was
refused.5 That year (1839) Nicholas Biddle left it. By 1841 it
was pledging securities and property “to provide for the payment
of sundry persons and bodies corporate which” it was “at present

* C.B. Ib, 22 Feb. 1838.

* His letter is in C.B. Kb, 19 April 1838.

3 Quoted in Bolles, A. S., Industrial History of the United States, p. 792.

4 L.B. g, 6 Oct. 1837.

5 C.B. Lb, 26 Sept. 1839. But though the Bank refused this request the
Bank of the United States was able to raise £800,000 in the London market:
S.C. on Banks of Issue, 1840, Q. 1777; evidence of G. W. Norman. )
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unable to pay”. When liquidation came, not a cent was returned
of its $28,000,000 of capital.!

For sixteen years realization of the assets of the “three W’s”
went on. The original debt of £2,445,000 was paid off all but
£250,000 by May 1848; by April 1852 the balance was down to
£106,000; by March 1853, to £39,000. The Wiggin family was
at last out of its “unfortunate position™; the Wildes and Wilsons
nearly out.? )

“The Bank,” Thomas Tooke wrote rather unkindly in 1838,
“having scrambled through its difficulties into a position of safety
may naturally claim merit from the event”.3 But, he added, with
truth, had the harvest of 1836 been bad, and had the American
banks resolutely contracted their liabilities and called in every
dollar due to them, instead of suspending payment, its last
£4,000,000 of treasure might not have seen it through the spring
of 1837. As things fell out, it started the year 1838 with
£8,895,000 of treasure and £22,606,000 of secutities, compared
with £4,287,000 and £30,365,000 a year earlicr. )

Harvests lost their brilliance from 1836 onwards and the popu-
lation to be fed grew faster than ever. While Tooke was writing,
wheat prices were wotking up from their average of 39¢. 44. 2
quarter in 1835 to just above 8os. at the end of 1838. For 1839
they would average 70s. 84. The amount of wheat imported in
that single year would be appreciably mote than it had been in
the three years 18346 taken together, and worth at those high
prices some £10,000,000—4 serious item in the trade balance.*

But, apart from corn, there was nothing abnormal in the course
or level of wholesale prices; and even including the corn they

! Bolles, p. 793. The American public held Biddle responsible: he died
“insolvent and broken-hearted”, Sumner, Andrew Jackson, p. 342.

* C.B. Vb, 4 May 1848; Yb, 8 April 1852; Zb, 31 March 1853,

3 Tooke, 11, 308.

4 For the three years 1834-6 the average annual value of all imports into
the UK. was £51,700,000. These are “official” values and not exact, but

they illustrate the importance of the extra liability for wheat.

(92334 1
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wete only 11 per cent higher in 1839 than in 1835.* Throughout
1838 general trade was rather sluggish and the market rate of
discount for the year averaged only 3 per cent. In Febtuary the
Bank dropped its own rate from § to 4; but as things stood that
could not mean much discount business at headquartets, though
there was 2 decent amount at the branches.? When it dropped the
rate it had about £9,500,000 of treasure; and it still had more
- than £9,000,000 in Januaty of 1839. Yet by the end of May 1839
the treasure was bately £5,000,000, and the rate of discount had
been raised to §. Before the end of June it was 54 and all advances
except on bills of exchange had been stopped; in July the Bank
was borrowing in Paris; on 1 August the discount rate was raised
to the “unexampled”3 level of 6—even 5 had been a “supposed
impassable line”¢ in May; and, in spite of the French loan, the
treasure dwindled away to an estimated minimum of about
£2,300,000 in October. The whole course of events was puzzling
to contemportaries, bewildeting and damaging to the Bank’s
reputation for foresight—so far as it had one—and still remains .
a little puzzling to the student of Bank history. He gets the
impression that the leaders of the Bank wete pursuing vague and
not well-thought-out policies, that they wete working from hand
to mouth, by trial and errot, and that the best opinion did not
always prevail on the Court of Directors, which—as historians
and critics sometimes forget—was a voting and often a divided
body.

As to policics, thete was that suggested in 1832 of aiming at
about a third of the assets in treasure and two-thirds in securities.
This was Horsley Palmet’s ideal for “full currency...in ordinary

times”;5 and his opinion was based on the experience of the -

twenties. Af no time between 1833 and 1839 was it attained; in

! Silberling’s price index. * See App. C.
3 Horsley Palmer’s word: 5.C. of 1840, Q. 1487.

4 Tooke, 111, 87: the sequence of events is given in pp. 78~ 89
5 8.C. of 1840, Q. 1142,
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1835, 1836, and most of 1837, the proportion was anything from
a quarter to a seventh; though in the quiet year 1838, the securities
fluctuated about twenty-two millions and the treasure varied from
about nine to about ten, But Thomas Tooke used to point out
how, whenever the Bank got into this position that its own leaders
favouted, it was apt to show signs of “impatience...to reduce
the [barren] stock of bullion”.! As George Warde Norman
admitted in 1840, its duties to the cutrency and what it held to
be its duties to the public clashed.?

There was also the principle of regulating the cutrency by
keeping “a fixed amount of securities”, not always but “during
the efflux of treasute”.3 This, Normansaid, had “beentoa certain
extent recognized by the legislature and the public”# though
when and to what extent is not clear. In fact the securities were
only kept approximately stable in 1838, though from 1832-3,
through successive influxes and effluxes of treasure, they had
fluctuated less than the ratio of the treasure to them. The un-
certainty and trial-and-error nature of Bank policy is shown by
Norman’s very nest frank observation in 1840, that in retrospect
he thought they had been wrong in favouring the second “prin-
ciple”s He meant no doubt that it might bave been wiser to
take more money off the market by sale of securities in times
of efflux,

In fact the Court, fecling its way, had for some time been
divided on the “principle”, as a motion moved in July of 1838
shows—“that it is expedient to abandon the plan lately acted
upon of attempting to regulate the circulation by holding a fixed

T Tooke, 111, 114,

* 5.C. of 1840, Q. 2181; and see his Remarks upcm wcurrency and banking
of 1838, p. 33.

3 Remarks, p. 79. There is no evidence that, as stated in Viner, Stdies in. ..
International Trade, p. 224, “in 1827 the Bank adopted a rule” to this effect:
there was no “rule”, only an ill-observed “pnnaple”

4 5.C. of 1840, Q. 1892,

5 Q. 1892 as above.
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amount of securities”,' The mover seems to have realized that,
as has been said, the Bank had “tried to reconcile two incom-
patible things: stability of the cash ratio with stability of its
earning assets, the ‘securities””.?

Fairness to the much criticized Court of the late thirties and
early forties makes it necessary to say that most of the advice
that it got, or might have got, from economists, statesmen or the
outside business world was likely to be crude, contradictory or

as tentative as its own policies.3

Beginning the year 1838 with a nearly “full currency™, the
Court in February did what a minority had advocated in Novem-
ber, when the currency was “filling up”—dropped its tate from
5 to 4. What Tooke called its impatience to reduce its stock of
bullion showed itself during March in some novel transactions
with America. Americans still wanted gold for cutrency pur-
poses. The Committee of Treasury evidently thought that the
sooner American currency and banking werte put in order, the
better would be its chances of realizing the assets of the “ American
houses”. So on 15 March the Governor and the Deputy were
authorized to send gold to America on Bank account. They
employed Baring’s agents in New York—Prime, Ward and
King—whom Baring’s, who may have inspired the transaction,
guaranteed for three months. So long a guarantee was not
needed: the business was q