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THE LIBRARY DF ECONOMICS . . 
THB interest in the study of economic problems has increased 
steadily throughout this century. But truth and wisdom are 
prerogatives of no single generation, and we can profit by apply­
ing to the 1IlIlsters of tctmomie stimet of preceding generations the 
sam., continuous and constructive criticism as is available for con­
temporary thought. This is the more important in economics, 
because present writers have matured unde~. that oral tradition 
which has long characterized the teaching of economics in both 
Great Britain and the U.S.A. As a result neither they ;"or their 
pupils have always been aware of the sources of contemporary 
inspiration. . 

Although few copies of anyone of these older books may have 
survived, there are nevertheless a great many such works. It is 
impossible for the modern student, unless he is a specialist in the 
history of theory, to feel his way to the c1assics which are fruitful 
of inspiration for to-day-those from which to-day's "growing 
points" are nourished. 

The Editorial Board is sufficient guarantee of the skill and 
. knowledge with which the selection of the volumes for this Library 
has been made. The Editors have chosen, first, those books 
which have directly inlluenced contemporary thought, but are no 
longer at all easily obtainable. Stctmdly, writ~rs wh.o, starting from 
different premisses and in a different tradition, concerned .them­
selves with analytical problems of special significance for to-day. 
To the discussion of these problems the older writers can make 
an especially valuable contribution, because the lapse of time has 
fr<>ed the incidental examples they use from associations which 
confuse the issue or introduce contemporary political controversy .. 

A number of tJUtstl11lding modern contributions to knowledge 
will make their first appearance in the second Section of the 
Library. 
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The fint work in Section One is: 
NASSAu SENIOR: ..111 OMtiitre of tire Sdtll<t of Politi,"/ E<Dtlomy, with 
an Appendix "On CertUn Term. which are liable to be used ambiguously" 
in political economy, being Appendix I to Whately's "The Elements of 
Logic." Thi. carefully prepared new edition also contains a Bibliographical 
Note and an Index. Pri<t 71. 61. 

The present work will be followed by: 

JOHN STuART MILL: Ellllyl /JfI Somt UI/stllitl QMtstiDtlI of Politi,"1 
EW1Dmy (1844) with Appendices, reprinting for the first time his EIIIIJ 
/JfI tire Commerdlll Crilil of ISz5 and the CMrrttUJ Dt611tts from "Par­
liamentary History and Review," 18. 5-18.6. 

Approximllte pritt 71. 61. 

E. v. BOHM-BAWEU: Tire POIitifit Tire." of Capitlli. Translated by 
Hugh Gaitskell. With notes and an Appendix on the recent developments 
of the theory by the Translator. Approximllte prict • 51. 
JEREMY BENTHAM: A MIIIIMIII of Politi(III E(Dtlomy, re-edited from original 
manuscripts by P. N. Rosenstein-Rodan. This volume also contains. 
reprint of Tire Dtjtl/(t of UIMry. 

The standard for Section Two will be set by the following works: 

ERIK LINDAHL: Stutlitl ill tire Tire." of MDtlIJ III/I Cllpitlli. Prict 101.61. 

P. N. ROSENSTEIN-RoDAN: History of E<D1IDmi( TIre.".from Adltoll, ,. 
Aillm SmitA. Approximllte pri(t 12/. 61. 

THE PUBLIIHERS 
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NOTE 

THE varied nature of the material reproduced in this volume has 
made it necessary to r~t it in new type and it has consequently 
been impossible to preserve the original pagination. The original 
spelling has, however, been preserved, and every care has been 
taken by the publishers to secure faithful reproduction of the 
original. The alphabetical index at the end of this volume has 
been compiled by Mr. H. P. H. Gough, B.Sc.(Econ.). 

The publishe" also wish to express their thanks to Mrs. P. M. 
Thornton for permission tQ reproduce J. Hoppner's portrait of 
Henry Thornton as a frontispiece to this volume, and to the 
Goldsmiths' Librarian of the University of London for permission 
to reproduce Henry Thornton's manuscript notes from the copy 
of Lord King's Thoughts fJ1I fhl Effietl if the Bank RJstt;ttiqn 
in the Goldsmiths' Library of the University of London. 



INTRODU-CTION 

To most of the contemporaries o( Henry Thornton his 
authorship of the book which is now reprinted after one hundred 
and thirty-six years )vould by no means have been regarded as his 
major title to fame. To them the fact that he was a successful 
banker and a· great expert on finance probably appeared as the 
indispensable but comparatively uninteresting background which 
put him in the position to be \great philanthropist and the effecti.ve 
advocate of every good caus:? certainly it enabled him to provide 
at(his comfortable Clapham Iiome the meeting place for the active 
anhnfluential group of EvangelicaQwho, quite apart from the. 
great role they played in their own time, were probably one of the 
most profound influences which fashioned the outlook and character 
that was typical of the English upper middle class of the nineteenth 
century.· It would be an ~teresting and instructive task to attempt 
a full-length Life of Henry Thornto~fnd, considering how many 
minor figures of the circle of which he and William Wilberforce 
were the centre have been honoured· with l>iographies,t it is sur­
prising that it has. never been accomplished.:\: But the men who 
became the historians of the late eighteenth and early nineteenth 
century were on the whole not too sympathetic towards that 

,austere view of IifeJ which in many instances must have over-
shadowed their own youth, and which perhaps found its (most 
perfect embodiment in the person of Henry Thornton\ It may well 

• The influence of the Clapham Sect in this ... peet is well brought out in 
E. HaJ~'. History oft'" EngliSh P'op" i. IBIS' 

t See Bibliographic:al Note at the end of this Introduction. * W. Wilberforce at one tinto intended to write • biography of his friend 
Thornton, but !leVel' completed it. See on this Lift of Wi/b'iftm:' by his eons. 
vol. ii, p. 3'9; the Co..".sprmdtm<. of William Wi/b'r;for",. edited by the &ante. 

London 18"". vol. ii. p ...... 1 and the Preface to Henry Thornton:. FamilY 
Praytrt. by R. H. Inglia. 
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be, however, that a more detached future historian will recognize 
that in their immediate influence thc(:'party of saints" of which 
Thornton may be regarded as the prototype, at least rival their 
better-known contemporaries, the philosophical radical~ But even 
if such a complete biography of Henry Thornton would, as seems 
likely, contribute a great deal to our understanding of the social 
and economic views, the Wirls,haftsgesinnung, that dominated the 
nineteenth century, it can certainly not be attempted here. In this 
essay we can do no more than give an outline of those sides of 
Henry Thornton's life which throw light on the circumstances in 
which the Paper Credit 0/ Great Britain was written, and on the 
influence which the views of its author exerted on contemporary 
thought. 
""We are all City people and connected with merchants, and 

nothing but merchants on every side" was Henry Thornton's own 
comment on the ambitions of his brothers to become members of 
high Society.-J Although descended from a succession of Y ork­
shire clergymen, John Thornton, the common ancestor of the 
London Thorntons, was a merchant in Hull in the late seventeenth 
and early eighteenth century.t His two sons, Godfrey and Robert, 
the latter the grandfather of Henry, both went to London and 
appear to have engaged in the trade with Russia and the Baltic. 
Both were directors of the Bank of England, as was also the son 
of the former, the younger Godfrey, in whose counting-house his 
cousin's son Henry, the subject of this memoir, was to serve his 
apprenticeship, "chiefly employed in carrying out bills to be 
accepted and taking the weight of Hemp, Flax, etc., at the Custome 
House."* Robert's son, another John and the father of Henry, 
was also a "Russian merchant" in the firm of Thornton, Cornwall 
~. MS. IIHoIkdiotu of Mariamu TIzonwm (1857») 
t TAe em.a/ogica/ tUUi Hn-aJdk History of 1M lANk" Gmtry. by the late 

Sir J. lIemard Burke; and P. M. Thornton, S_ TIti.gt W, RnrInIIbn-. 
:1= MS. Diary of Hmry TIzonwm (_ Bibliography at tbe end of tllia Introduc­

tion) •. The author wishes here to exp_ Ilia gratitude to time deocendant> of 
Henry Thnrnton, Mrs. P. M. Thornton, Mrs. D. De=-<, and Mr. E. M. 
Fo ...... for the loan of this and other document> and for permisoioD to quote 
from them. ,', \ 
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& Co. He is known as the friend and benefactor of the poet William 
Cowpe~ and as a member of the first generation of Evangelicals-­
that Wesleyan wing within the Established Church who, just 
because they remained within the Church, probably did more to 
impress the stamp of Puritanism on nineteenth-century English 
society than Nonconformism. His father, Robert, had already 
settled in Clapham, then the country residence of numerous City 
m3gnates, and here this branch of the Thornton family resided for 
another four generations. It was probably the then curate of 
Clapham, Henry Venn, who in the 1750'S won John Thornton 
over to the tenets of Evangelicalism. But it was-not until many years 
later, when their sons John Venn and Henry Thornton lived at 
Clapham, that their circle became known as the "Clapham Sect."t 
l\John Thornton, "the Great and the Good," as he was called~ 
was celebrated for his magnificent generosity, and he is reputed 
to have spent on charity in the course ofhis life the sum of [,100,000 

or even [,I 50,000.:1: His charity and his deep piety were fully 

• The connectioll with Cowper came about through Johll Newton, one of 
tbe lIWly clergymell whom John Thorntoll .upported. Newtoll had, after a 
youth Spellt in tbe alave uade, become parsoll of Ollley and Whell he took 
Cowper into bili house ThomtoD gave him an extra allowance to support the 
poet. s.. tbe CD,...tpMIdnrc. of W. CIIW}<r, edited by T. Wright, IUld T. Wright, 
TM Lif. Df William CIIW}<r, also M<1IID1i4Js oftM I/e<u. Wi/li_ Bull of Ntwport 
P_1l, compiled cbielly from bit own Ie ..... and thoae of bit frielld Newtoll, 
Cowper, and Thornton, '783-,SI40 by bit grandsoll the Rev. Josiah Bull, 
M.A., London, 1864-

t The term "Clapham s.ct" wU appam>dy first used by Sydney Smith in 
811 artiele in the Etlinbu'1f" &<viNJ. * According to John Newtoll and Henry Vellll .... pectively. s.. Telford. 
Smt"aJ M"""dtM World, p. 7', also R. de M. Rudolf's artiele 011 the Clapham 
Sect in Clap""'" atUi 1M Clap""'" Sect, and [Hellr)' Vellll) Till L..,. of C"risl 
tM S ... ". ofGnnlitll PlUlamllropy, A Diacoune 011 II Cor. chap. 5, ver. '40 '5, 
occaaioned by tbe death of Johll Thorntoll, Esq., collttining obaervatiOlll 011 bit 
Character and Principles. London, 1791, and Thos. Scott, Discaurl" O,etl­
norud by 1M D.aI" of ,oint Tn_ ... , Elf., Lolldon, '79" John ThomlOll 
also adapted in '775 for Ellglish use an earlier b'aIlaIatiOIl of C. H. VOIl 
Bogatzky'. GiJ/Jnre1 Scllatdiiltki. der J(j.tkr Gotfel u the Gold .. TTl""", 
loterkawd, and it is reported that "He employed the atemi.. comlllelCle 
in which he was engaged 81 a powerful instrument for conveying immense 
quantitiea of Biblea, Prayer Boob, and the moot useful publicatiooa, to every 
place visited by our uade. He prillted, at hill OWIl IOIe expeme, Iasge editio ... 
of the latter fOl' that purpooc anel it lI1&yaafeJy be affirmed that there ia ocara:ly 
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inherited by his son; .and the lines which in an elegy on his death 
in 1790 Cowper wrot-e of John Thornton 

"Thou hadst an industry in doing good, 
Restless as hi. who toils and sweats for food" ) 

were equally true of Henry, \vho also succeeded his father to the 
friendship with Cowper,,-But in other respects the simple, pas­
sionate and occasionally even violent older man must have pre­
sented a curious contrast to his highly intellectual and disciplined 
son, who regarded enthusiasm and eagerness as grave sins.) And 
although John, in spite of his princely munificence, succeeded 
in passing on to his children much increased the considerable 
fortune he had inherited,. his sterner son regarded him as a Jack 
of all trades who never thrives and as being somewhat too impulsive 
and unmethodical in his generosity. . 

Of John's three sonst Samuel (1754-1839), the eldest, became 
like his father a "Russian merchant," was M.P. for Hull and 
later forSurreYi and asa director andafrom 1799 to 1801, Governor 
of the Bank of England, he was a figure of considerable 
importance in the City.* As he outlived his younger brother 
Henry by eighteen years and after the latter's death gave 
important evidence on monetary problems to the Commons Com­
mittee on the Resumption of Specie Payments in 1819, he 
seems to have been the more familiar figure to the economists 
of the 'twenties and 'thirties.CIt must be due to a confusion with 
him that J. R. MacCulloch started the legend, since copied by 

• part of the known world, w""" oucb boob could be introduced, whicb did 
not f<eI tbe salutary inouenco of this single individual" (Lift of 101m N""" .. , 
written by himself, with. continuatinn by R. CcciI, Edinburgh, N.D.). 

e . According to an evidendy exaggerated .tatement in the obituary notice 
in the Gmtknum's MagtZ!Wrt (November 1790) '"he hegan the world with 
£100,000 and left it with £600,00;>. His gains u a merchant were immeDle. 
He was tbe greatest mercbaut in Europe, except Mr. Hope, o~ AlIIIIe1'dam I 
and genera1Iy one-half of his profits was dedicated to the poor. "/ 

t Of the two d.ugb ..... Jane, married Lord Balgonie, later Earl of l.evoD, 
and the other died as • child. * See the 8001 of Ttm., Recoll«timu of S_l TIumotMI, ESf 
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practically everyone who ever mentioned Henry Thornton, 
that the latter was a director and Governor of the Bank of 
England.e ) 

Roben, the second son, M.P. for Colchester and at one time 
Governor of the East India Company, although by residence a 
member of the Clapham circle, seems to have been rather different 
from the rest of the family. He collected a magnificent library, his 
"villa in Clapham was celebrated for the beauty of its garden and 
conservatory," and he "lavishly entertained royalty and many 
others" there with the result that he outran his fortune, tried to 
recoup it in daring speculations in the funds, failed, and ultimately 
died in America.t . 

Henry, the youngest son, was born on March 10, 1760. The 
parents apparently had rather unusual ideas about education, and 
while they seem to have spared no expense, and even sent their 
eldest son for three years to the Royal Pedagogue in Halle, Saxony,* 
they took a somewhat unfortunate line in the case of Henry. 
After eight years at a fairly efficient school run by a Mr. Devis in 
Wandsworth, 'where he began t~ learn Latin at five, he was sent 
to a Mr. Roberts at Point Pleasant, who 

• 1. R. MacCulloch. The LiJnoatrny of PoIitkaJ E<...,.,. London •• 84$. 
p. 1691 wbo already IUggest:s that Henry Thornton was in coDsequence unduly 
partial to the Bank of England. The error h .. entered even Leslie Sr.pben', 
article on Henry Thornton in the D.N.B. and has .moe again and again been 
made the basis of unfounded accusations of bias on the part of Thornton, 
.. pedally by J. W. Angell, The Theory of I.tmt4JionaJ Prim. Cambridge, 
1>6. p. 46. That Henry Thornton wa> never a director of the Bank of England 
is app ... nt from the compler. list of du.cton given by W. M. A."." The Bad 
Df E"gland/,.,,,, WitlJi", 1694-1900, London, '93[, vol. ii, pp. 613-30, and 
hal been confirmed on enquiry by the Secretary of the Bank of England. Tile 
falsity of the .tar.ment .hould, ho ....... bave been obvious from the fact that 
according to a firmly .. tablished tradition a banker (in the .trict English ..... 
of the word, u diotinguiobed from a "merchant-banker") could not become a 
diroctor of the Bank. 

t Cf. R. de M. Rudolf in Clap""" and the Clapham Stet. p, .071 Colquhoun. 
H'i/}"'f.n:e. p. 2701 W. G. Black in N.", ad gwml. 5th Series, vol. vii. 
January 6 •• 877. p. 61 and MS. RKoIkdi_ of MarifllflU Thonrl ... * Booi of rearly kcolkcti_ of S.",,,,/ TkonrI ... p .•• The Univenity of 
lWle wu then the cen"" of German Pietism, in a ..... a precunor of the 
Evanglicai Revival in England. 
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"professed to keep a school different from other Schools, and seemed a 
sort of miracle from the circumstance of hi. being himself the teacher of 
every thing. He taught Latin; Greek, French, Rhetoric, drawing, arith­
metic, reading, writing, speaking, geography, bowing, walking, fencing. 
He also gave u. a few lessons in Hebrew, and in mathematics.". 

Henry resided in this academy from his thirteenth to well into his 
nineteenth year, but because of his superior previous knowledge 
of Greek and Latin he was tempted to be very idle during the 
whole of this period. He complains later that he left school with an 
extremely small stock of knowledge and that he knew little or 
nothing of English, History, Mathematics, Natural Philosophy, 
Belles LettreS, and Politics. 

His school years had only been interrupted, in the interval 
between the two schools, by a family visit to France, where in the 
company of Cowper's friend, the Rev. Mr. Unwin, they spent some 
weeks in Paris in I 77 3. 

The two years from the spring of 1778 to the spring of 1780 
Henry spent in the firm of his relative, Godfrey Thornton, and 
then he entered his father's counting-house, that is, as he explains, 

"a counting house in which he conduCI3 some business in his own name, 
apart from that of the House of Thornton, Cornwall &< Co. There is a 
proverb that 'Jack of all trades never thrives.' This proverb was verified 
in my father's case. He was in his private capacity a merchant in general. 
He made, that is to say, occasional and sometimes large speculations in 
any article which happened to take his fancy. During the two or three yean 
in which I was his ·partner he embarked on a great speculation in wheat 
by which he lost £2,000 or £3,ooo-in a speculation in Tobacco by 
which he also lost money; in the sale also of British articles sent to the 
West Indies •••• " 

"Mortified to lind that little pecuniary advantage was to be apected 
from my connection with my Father, I gave a very willing ear to • 
proposition made to me by Mr. Poole of Woodford for entering into a 
Banking concern with Mr. Down, my present partner. My Father was 
avene to it, and my Mother also. I did not, however, very greatly respect 
their judgment and they did not forbid my becoming a Banker. My Father 
as I suspect chielly feared that I should be placed under peculiar temptation 

• MS. Di4ry of Hm? TMnttotr. 
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to keep improper Company by my being a Banker, a point in which he 
.... mistaken. My Mother's prejudices led her to think that to cease being 
a Merchsnt in order to become a Banker Was to descend in life. She .... 
well read in the 8peclalor, and had learnt to think that Sir Andrew Freeport 
.... CIIle of'the first characters in the world ... • 

It was in 178+ that he joined the banking house of Down and 
Free,t which soon became Down, Thornton, and Free, and of 
which he remained an active partner till his death. Two years 
earlier, however, he had entered the House of Commons and it 
was, as he records, partly this fact which recommended him to his 
partners. He had, indeed, made an even earlier attempt to enter 
Parliament when he Was little more than tWenty-one. Such an 
early entry into political life was at that time by no means un­
common. At the elections of 1780 the two friends, William Pitt 
and William Wilberforce, had both been successful at the age of 
twenty-one-Wilberforce, a second cousin:\: of Henry Thornton, 
at Hull, where Wilberforce senior and the father of Mrs. John 
Thornton were both eminent merchants. When a year later the 
second seat for Hull became vacant, Henry's ambitious mother 
urged him to become a candidate. But after a little canvassing he 
discovered that he was universally expected to give two guineas to 
every voter, a custom with which he was neither willing nor able 
to comply, and consequently withdrew. In the autumn of 178z 
another vacancy occurred, however, by tbe death of the member 
for Southwark, and again his mother urged him on, and prepared 
the way for him through her connections in Dissenting circles. 
His father, Henry, records, 

• MS. Diary of Hm" Th....,,,,, January .80 •• 
t Establiahed in '773 as Marlor, Lascelli:s, Pell and Down. * William Wilberforoe I, the grandfather of the mo", famous William 

Wdberforao 111 he... discussed, bad married S ... h Thornton, a sister of Robert, 
the grandfather of Henry Thornton. In the next generation • daughter of 
Robert Thornton and half";'ter of Henry's father, Hannah Thornton, married 
her eowin William Wilberforce 11, an uncle of William Wilberforao Ill, who 
apent part of his boyhood in the hou .. of his aunt and the... came for the fint 
time under the influenoe of the Evangelica1s. Moot of the yean of his boyhood 
w .... apent in the house of Mr. Joseph Sykes, at West EUa, near Hull, whe... he 
pw up with the numeroua child...n of the family, one of whom .... to be the 
fu""" Mn. Henry Thornton. 

S_ ..... h""C...... 1,7 



"appeared to me not at all opposed to my mother', propooitions and he 
gave me a recommendatory letter to Mr. Ellis, the only person in South­
wark with whom he was acquainted. My father, however, observed that 
according to his opinion the only mode in which it was right to enter 
into Parliament was that of Sir John Barnard, who was riding about 
Clapham Common while hi, election was going 1)n, and who instead of 
soliciting his Electors was solicited by them. I perceived so plainly the 
impossibility of success in my own case if. principle of this kind was to be 
prescribed to me, that I considered my father's objections as extravagant, 
and the evil of the two guineas not subsisting in Southwark I thought 
little of any other Evils and committed my cause to the hands of a large and 
seIf..,reated Committee which took upon itself to manage my election for 
me. A very able Lawyer Mr. Serjeant Adair was my opponent. Mrs. 
Thrale at whose house I dined on this occasion in company with Dr. 
Johnson, gave me her support.- The dissenters in general were favou·rible 
to me. The Thrale partyt who had supported Lord North in the American 
war, were most of them also on my side, and the popular sentiment was 
in favour of a Merchant rather than a Lawyer. Some religiou. people 
moreover sided with me for my father's sake, and the known largeness of 
his chari? ... were :, further recommendation. I carried my election by • 
greal maJonty ••.. :I: 

''The first vote I ever gave in Parliament," he writ .. somewhat later 
in his diary, "was in favour of the treaty of peace with America. I imme-

• Cf. the following note by Faony Burney: Declember .. '782, "MIl. Tb.raIe 
bad a large party •••• The mt wet<: ••• Mr. Thornton, the DeW member for 
the borough, a man of P,..byterian extraction upon whicb he bas grafted of late 
much trm and "rmcAalmJc~, and who was pleased to follow me about with • tort 
of bard and unmeaning curiosity, very disag=abJe to me, and to hiIDJelf very 
much like nothing . • ." Diary !"IIi Lntn-t 'If MadtDM D' ArblaJ, edited by 
C.l!arret, Preface and Notes by Austin Dobson, '9040 voL ii, p. '10. 

t Henry Tb.raIe bad bern M.P. for Southwark from '768 to '780. * MS. Diary 'If Hmry Tn.n,toJr. The passage quoted in the text coutin ... , 
"Then: is DO doubt that the law which forbids treating .... violated by me on 
this occasion, a .ubject into which my Father and Motber did not enquire. 
Mr. Adair, in the speech which he made on retiring from the Hustings 
intimated that he .wght if he ple:ued let aside my Elcction by petitioning 
against me aod I believe he took the question of an appeal to the HOUle of 
Commons intO coosideration, but tbat he relinqu'.hed his purpooe putly DO 

the gronud of his party baving also treated though in • leoo deg=, and panIy 
on tbat of my majority proving 10 couoiderable tbat I could not he laid to 
0 ... my 10""'" to this illcgal PRetia:. A .bort time after my Election, but 
antea:dendy to my talting my Seat I .... invited by • friend to dine at his 
HoUle in private with Mr. Pitt, and I .... much gratiJied by the idea of being 
introduced to 10 great • penon. .. 
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diat.ely became in some measure enlisted with the friends of Mr. Pitt 
and an opponent of the Coalition party. I divided against Mr. _ Fox's 
India Bill (November 1783) an4. again supported Mr. Pitt on his return. 
to power, except in a few instances." 

Thornton's active participation in the debates of these years seems 
in the main to have been confined to questions of taxation, parti­
cularly: -the diScussion of the receipts· tax and the shop tax. Even 
then, .;;; he suggests, his allegiance to Pitt was by no means absolute, 
and in- th";" years that little but influential group of independent 
members, the "party of the Saints," gradually formed, of which 
Thornton and Wilberforce w~re for many yea~'to be the leading 
figures. 

In the winter of 1785-0 Wilberforce, after his final CQnversipn 
to the views oCth" Evangelicals, had found a retreat in the house 
of John Thornton, and there the two young men drew clos.e 
together and round them the "Clapham Sect" began to form. 
Looking back many years later,. Thornton writes: 

( "Few men have beep blessed with worthier and better friends than it 
has been my lot to be.~. Wilberforce stands at the head of these, for he 
was the friend of my youth. lowed much to him in every sense soon after 
I came out in life, for my education had been narrow, and his enlarged 
mind, his affectionate and understanding manners and his very superior 
piety were exactly calculated to supply what was wanting to my improve­
ment and my establishment in a right cou~t is chiefly through him that 
I have been introduced to a variety of other most valuable associates, to my 
friends Babingtont and Gisborne:!: and their worthy families, to Lord 

• MS. Diary of Bm" TAornt .... 
t Thomas Babiogton ([7S8-[838), landowner io RothIey Temple, Lei""" ...... 

shire, aioc:e 1800 M.P. fOl Lei ........ membeI of WubeIforce', "Philanthropic 
Cabinet,'- prominent abolitionist and writer on education. On BabingtoD = ~ F:::u~tioued below see the full aecounla io Colquhoun, Witb'ifarc. 

* Thomas Gishome ([7S8-[846). curate of Barton-under-Necdwood, 
Staffordshire, Uvca at Yoxall Lodge which. like hi, friend Babiogton', house 
Rothley Temple, provides frequently a country retreat for WilbeIforce and 
other members of [begtoup; author of Principles of Mural Pltilosophy.17890 
and A. Eoguiry jot. 1M Dutils of Mm ;" 1M Big,," Ranks and Middle Classes, 
1794, 
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Teignmouth· and hi. family, to MI'lI. Hannah Moret and her .i.tel'll; to 
Mr. Stephen:!: and to not a few respectable membel'll of Parliament. Second 
only tg Mr. Wilberforce in my esteem i. now the family of Mr. Grant.'" 

For the early years the names of T. Clarkson II and Granville 
Sharp, ~ while somewhat later Zachary Macaulay,·· John Venn,tt 
William Smith,H and John Bowdler§; would have to be included, 
to give a fairly complete list of Thornton's closer associates. It 
was a truly remarkable group of people, whose connections were 
made even closer by numerous intermarriages between their 
families, 1111 and who to the present day show the strength of their 

• Sir John Shore, later created Lord Teignmouth ('75,-,834), after early 
experience in India under Warren Hastings, Viceroy from 1793-1798, reti..red 
to Clapham in ,80', fint President of the Bible Socu:ty. -

t Hannah More ('74$-,833), autho .... and dramatist, who after a youth in 
the midst of the London literary circlta, as a friend of Garrick, Dr. Johnson. 
and Horace Walpole. hecame 0 .. of the most influential religioUl wriIerl and 
moat active advocates of popular education. .. * James Stephen ('758-,83')' Master in Chancety and M.P. for TraL.. 
uce 1808, and for East Grinstead since J8u, became interested in the aboli­
tionist cau .. by experien.,.. as a barrister in the West Indies, later for many 
years 0 .. of the closest allies of Wilberforce. 

~ Charles Grant ('746-,8'3) lived in Clapham after along life in Indiaand 
U ODe of the most influential directors and at one time Governor of East India 
Company; father of Lord Gle .. lg. Secretary for the Colonies, and Sir Robert 
Grant, Governor of Bombay. • 

11 Thomas Clarkson ('760-,846). with Granville Sharp and Wilberforce the 
leading figure in the abolitionist movement. 
~ Granville Sharp ('735-,8'3). originator of the anti-e1avery agitation • 
.. Zachary Macaulay ('768-1838). jom. anti-e1avery movement hecauoe 

of experience .. employee on an estate in Jamaica, appointed Governor of 
Sierra Leo .. Company by Henry Thomton, and after his retum for many 
years editor of the Cltristian Ohlt"""; Father of T. B. Macaulay. 

tt John Venn ('75!r,8I3). aon of Henry Venn, the author of the Compkll 
Duty of Man. ··the trusted expoaition of the Charaeteriatic theology of the 
Clapham Sect,.' Rector of Clapham since '79'. ** William Smith ('756-,835), merchant and stocltbro ..... from '784 M.P. 
in succession for Sudbury, Camelford, and Norwich, DOted lover of nature 
and patron of the ...... lived at Clapham. 

S§ John Bowdler ('783-,8'5). lawyer and poet, coUlin of Thomas Bowdler 
of ··Family Shakespeare" fame. In John Bowdler"o writinga Henry Thomton 
appeara under the name of ··Sophron.·· 
• 1111 T. Giobo,.. married Babington·. sister. and Babington Macaulay· .. who 
m tum married, if not a fta! member of the group. at Jeaat a favourite pupil of 
Hannah More·o; lame. Stephen married u his oeamd wife a.ister of Wilber­
force who. it will he .. membered, was a oecond cousin of Henry ThomtoD. 
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native gifts by the extraordinarily long list of their famous 
descendants.· 

Early in 179:1 Henry Thornton bought a house at Battersea 
Rise, t on Clapham Common, which had formerly belonged to 
Lubbock, the banker, and for the next five years, till they both 
m&rried, Wilberforce shared it with him, "contributing so much 
toward expenses." Two other houses on the estate which Thornton 
had ~uired, Glenelg and Broomfield, were let ~o two friends, 
Charles Grant and Edward Eliot, the latter the brother-in-law of 
Pitt. After Eliot's death in 1797 Broomfield was taken by Wilber­
force. Thornton added to his house and it is saM that Pitt on one 
of his. visits to his brother-in-law designed the oval library of 
Battersea Rise, which became. the famous meeting-p!&ce of the 
group. It was here that the campaign for the abolition of slavery 
was planned and dire{:ted and that the numerous other activities 
of the Evangelical party were discussed. 

It is quite impossible to make more than a mere mentio!, in this 
sketch of the more<lmportant -movements which the Clapham Secj 
initiated and in wh~enry Thornton took a leading par(::heir 
m&in achievement is, of course, the abolition of the slave trade;~) 
James Stephen" IOn of the same name, the author of the Essay on thO 
Clapham Sect, married a granddaughter of John Venn, whote son Henry was 
married to Martha Sykes, a niece of Mn. Henry Thornton. 

• The most famous of these is of course T. B. Macaulay, who in a school 
originally provided for negro children but then continued for the Clapham 
boyt had James Stephen the younger, Samuel Wilberforce, the bishop 
("Soapy Sam"), and the younger Lord Teignmouth for his contemporariea. 
In the third generation there is Florence Nightingale, the grand-daughter 
of WiJliam Smith, and in addition James Fitzjames and Leslie Stephen, 
G. O. Trevelyan, A. V. Dicey, and John Venn the logician may be mentioned 
at fig..,.. of great intellectual eminence. Of living authors the nam .. of Mrs. 
Virginia Woolf at • descendant of the Stephens'. and of Mr. E. M. Forster as a 
direct descendant of Henry Thornton may be added. 

t A charming description of BaJf4rt.a RU. (which disappeared only in 
'9"7) is given from her own recollection by Miss Dorothy Pym, another 
descendant of Henry Thornton, in a book of that title (London, '934). Photo­
graphs of the famous library will be found in Clapham Q#d IIu Clapham Sect, 
p. '09, and in J. Telford, A Sect that M""",d tk. World, p ... 6. 

:I: Cf. F. J. Klingberg, TII4 ArUi-Sla<u.ry MfJ'tH1/In/t in England, New Haven 
and London, '916, and R. Coupland, TII4 BriJis" ArUi·SIa'U.ry M"",.mmt, 
London (Home University Library), '933. 
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and from the beginning of the association of Thornton and Wilber­
force up till the passing of the Act of 1807: the greater part of 
their energies were devoted to this leading goal. If Wilberforce was 
the driving spirit, Thornton was the wise and practical counsellor 
on whom Wilberforce placed absolute reliance. When in 1791 the 
experimel1t of setding a number of liberated slaves in St. George's 
Bay led to 'the foundation of the Sierra Leone Company, the lirst 
of the African Chartered Companies, Henry Thornton became its 
Chairman; and through all its vicissitudes, till Sierra Leone was 
taken over as a Crown Colony in 1808, he remained Chairman of 
the Company, and devot~ much of his time to its business and the 
many Parliamentary discussions to which its problems gave rise.t 
And when in 1798 the abolitionists almost despaired of ever 
succeeding, Henry Thornton revived their hopes by successfully 
piloting a bill for the exclusion of the slave trade from certain parts 
of the African coast through the House of Commons, although it 
eventually failed to pass the Lords.; 

If this is the best known of the achievements of the group, 
there are others of not much less importance. Faith in popular 
education, and sabbatarian 7.eal, led in 1785 to the foundation of 
the Sunday School Society of which Henry Thornton was the 

• The following anecdote, connected with tbe /inal paosageof tbe long fought 
for bill, which is rather characteristic of Henry Thornton and his relation to 
Wilberforo:, may have a place here. MU:r the division "a good many came 
over to Palace Yard after the Howe got up and congratulated [Wilberforce]. 
John Thornton and Heher, Sharp, Macaulay, Grant and Robert Grant, 
Robert Bird and William Smith who were in the gallery. 'We1I, Henry,' Mr. 
Wilberforce asked playfully of Mr. Thornton, 'what ,hall we abolith next /' 
'The lottery, I crk,' gravely replied his .terner friend." (Lift of Wi/bnj'orct, 
voL ii~ p. '98,) 

t On the His ry of the Sierra Leone Company tee F. W. Butt Thompson, 
Sierra Lnnt in His.." """ TraditiOll, '9.6. 

:j: That Henry Thornton .... tbe origjnator of the bill is commonly afIirmed 
in the literature, but Dot evident from the Parlianlnllary DebaJel. But according 
to the A7IIIII4lRegisJtr (voL 40, 1798,P"37) Henry Thornton moved,on May", 
1798, ·'that the House molve itself into a committee in which be should move 
to bring in • hill to prohibit the carrying 0Jl the alave trade on .he Northero 
Coast of Africa." See also the J .. rnaJs of 1M H_t of C"",_, voL liii, 
1797~' p. 540· 



first President.. He provided for twenty-five years the means whiCh 
enabled Hannah More to run her schools for the poor. t And w.hen 
in 179 S the same' old friencij: embarked upon her Chtap Rtp.sitM] 
~ in addition to writing some of the tracts.S 

"Mr. T(homton] and two or three othen condescended to spend hourI 
'with the hawk"", to learn the mysteries of their trade; the _result is, we 
purpose next month to print twO different editions of the same tract. one of 
handsome appearance for the rich. the other on coarser paper. but 10 

excessively cheap by wholesale, as fully tG meet the hawke" on their 
own ground. "II 

With such advice the group succeeded in seIling no less than 
two millions of the Cheap Repository Tracts during the first year of 
their existence. Out of this grew in 1799 the Religious Tract 
Society;' in the same year the Church Missionary Society, •• and 
in 1804 the British and Foreign Bible soC;etyff were founded by 
the Clapham group, and in all three organizations Henry Thornton 
served as Treasurer_ And the Charity of the Sect did not remain 
confined to the English on the one side ~d the Heathen on the 
other. When during the Napoleonic wars news came of frightful 
destitution in Germany, it was again Henry Thornton and Zachary 
Macaulay who organized public meetings and subscriptions to 
raise funds for relief.;!:;!: 

• M. G. Jo_ The CluuiIy Sd.ool MfJ'VnllmI, Cambridge, '938. p. 'S" 
t Roberts, M"";rs of H. Mon, vol. iii, p. 45" _ * "He and H. More are like brother and lister. or motber and son" is tbe 

description of tlie friendzhip by Lady Hesketh (Lttkn of Lady HesittIJ /0 the 
Rev. '''''. ,""nsm, edit«! by C. B. Johnson, '90" p. 89). 

\ According to his Diary. in addition to revising for Hannah More some 
ofber own tracta, particularly tho SlrtpIrtrtJ ofSalisinlry Plai. and tbe LtlMashi .. · 
Collin- Girl, he ... DlI to ha"" written himself at least three tracts in '795. one 
of them containing dialogues and anotber on tho &ligi_ 4ti'lJantagtl of 
tIrt lnAabitanJI of Groat Britain. 

II Hannah More in a letter to Z. Macaulay, dated January 6. 1706 (Lift till" 
C.,...sporrelmct, edited by Roberts, vol. i~ p. 460). 

'I See A. de Morgan in Nokl an" Queriel. 3rd Series, vol. vi, pp. 041-6 • 
.. E- Stock, The History of tIrt CIlturIJ MisnMllU] SocU!ty, London, ,899> 

vol. i. p. 69. 
tt W. Canton, History of the BritisIJ """ Fonip Bible Sodety, '90'" vol. i. ** Lady Knutaford, Z. Ma&md4y, p. 3'0. 
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But we must leave the activities in which Henry Thornton 

participated mainly as a leading member of a group, and return to 

the main events ';fhis life and his more personal views and activities 

in Parliament. He had entered the banking business at the beginning 

of a period of ten years of great prosperity and rapid expansion of 

the credit system of England. At the death of his father in 1790, 

Henry inherited a substantial sum which may well have helped 

him in building up what appears to have been a comparatively 

small banking house into one of the largest in the City. Of the three 

older partners two, of whom he says that 

"they both were very kind to me-both however lent no very willing 
ear to the religious observations which I sometimes endeavoured to pr ... 
upon them,"· 

died in the first few years of the new century, and, the third being 

an invalid, left him as the dominant figure in the business. Looking 

back over his career as a banker he writes in 1809: 

"My Banking busin ... has been very profitable to me. I discovered 
before I entered that the antecedent gains had been extremely small; 
probably they were not more than £I.SOO or £2.000 per year in all of 
which half had belonged to Mr. Down. The busin ... gradually increased 
when my name and that of Mr. Free were added to the firm. We owed 
much to the kindn ... of our friends and much also to the circumstance of 
many country banks rising up at the time, with which we were wise enough 
to become connected. In the year 1793 •• season of great commercial 
distr.... we experienced greater difficulties than most other bankers in 
consequence of the sudden reductions of very large sums which we had 
held at interest for some very considerable banks. The evil part1y consisted 
in the inadequacy of our capital. Mr. Down wu not at that time very rich 
and my savings had been far from considerable. 

"The world naturally expects that a House trusted so largely and con­
ductiog such expensive operations, should have funds of its own either 
in band or within call, bearing some proportions to its concern and there 
ia something. as I now think, like want of honesty in claiming an r ~ost unbounded credit without laying a proportiouaI foundation for it. 
~e banking business is an extremely desirable one. It is remarkably suited 

• MS. Diary of HnJ? T~. March ZI, ,80]. 
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to my infirmity of health, and the Providence of God has dealt most 
merci~ with me in thus accommodating my profession to my cir­
cumstances) My e1desJ .on seems well qualified by nature to take my 
place in tIiis concern' A little good sense, regular attendance, a .pirit of 
liberality and kindness\,; degenerating into profusion and ser,yili. •• ty, together 
with an exact integrity are. the chief points to be regarded. }' 

''There is no necessity for becoming an ;"timillt IICfUIl;7Itll1lct of all who 
are disposed to be the good customer of the house. Many of them may be 
very unfit to be friends. It may be, on the other hand, expedient to cultivate 
the friendship of a few respectable connection. of the House and it will 
not be difficult to discover which of these are in point of private character 
the most desirable as guest at our table, or intimate aaaociates in our 
family •. : ." 

"I have, by the blessings of good Providence, enjoyed a considerable 
and generally increasing income for the last twenty years. But I have made 
it my rule not to amasa any large fortune. When my father died, I received 
from him about £4-0,000, having antecedently derived from him only the 
very moderate .um of £6,000. My income has grown to £8, 10, or even 
II or 12,000 per an. of which £4- or £S,ooo generally .uffices for my 
expenses and 'about J:z or £3,000 is given in charity. My bounty was. 
much larger before I married and uow and then perhaps approached to 
profusion. Tbe number of my children (now 8) and the infirmity of my 
health, together with the consideration that some may derive from me a 
tender constitution, which may be the source of more than ordinary expense, 
disposes me now to lay by £2 or £3,000 per an. for, in the midst of my 

..l'0mpaasion for the poor, I desire alway. to remember that saying of the 
(. Apostle 'He that provideth not for hi. own household i. worse than an 
infidel'" \ 

It is recorded that till his marriage in 1796 Thornton had made 

it a rule to give away as charity six-sevenths of his income.- Hi~ 

• This is a statement frequently made in the literature 00 Henry Thornton. 
10 a letter to TM Guardian of June '9, '907. p. ,0>3, "A Granddaughter of 
Henry Thorntoo" gives the following extractl from Henry Thorntoo's accouot> 
for the four yean from '790: 

Chariry £.,260. 
3.960 
7,5°8 
6,680 

All other expenses £"543 
:1:,81 7 
1,616 

1'988 

and about the followiog year. '794< he says io his MS. Diary: "I have spent 
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work at the Banking House does not appear to ha~e taken up too 
much of his time. If we may trust his Diary, to attend there regu­
larly from II a.m. to 3 p.m. seems to have been a good intention 
rarely achieved. And even so, we find occasionally entries as the 
following: "I did little yesterday at my Banking House except 
correcting a Sermon on Self Denial."· 

Of his business habits two anecdotes have come down to us, one 
of them referring to an embarrassment similar to that reported 

£.,300 this year mo .. than I have got and I find I have heeD indio"""t in my 
loans of money, especially formerly-

I have spent 2.,200 besides S60 repairs, is about 2.,800 
Clapham House and furniture rent 600 
gave in Charity 3,750 
lo.t by old had deb", now wrote oft" about "sso 5,]00 

8,700 
which is about 41,100 mon: than I have gott but I bave been rather imprudent 
and 1 ought to trace this to a fault in my character:" 

In a MS. letter in the British Museum (Egerton Co1lection, '966), by Robert 
Harry Inglis, app ... ntly written .honly after Henry Thornton·, death, 
it is said of him that "He was liberality embodied-bis charities W~ munificent 
beyond any example as we now know since his death. One of the iteDll of bis 
bounty .. it Wat told me by a common friend who had penonal meant of 
knowing it, was .[1,400 per annum for the education of pious men for the 
Church. His charities before his marriage were 10,000 per annum and the 
most extraordinary part of this is that he gave nothing without enquiry-it 
wu not a large appropriation of a particular lum to the relief of others which 
sati.fied his comcienoe-he fio1t that he WU Dot only a Steward to !let apart 
for the general c1aso of indigence a large portion of his meant, but that he wu 
equally a Steward in the detailed distribution of it-it wu not enough that he 
did not spend it on himselfJ but in spending it on otben he made it go II 
far at possible. He therofo.. gave his time .. well at his money-a oattifice 
which Mr. Macaulay said be did not think overstated at 5,000 per annum more 
--ea his undivided attention to the business of bis Banking boUle would have 
enabled him to realize many mo~ profill and to avoid many more 1oaes-if 
he had left a very large fortune, it might have heeD oaid that theoe charities 
magnificent as they are were yet mainly his .uperfluities; but his income was 
mainly for life and his fortune is comparatively very inconsiderable; but he 
left his cbildron a name mo .. valuable and an example mo.. proeinUl than 
any other employment of his time would have _bled him to lea ... '· 

• MS. Diary, January 2], '795. Shonly later the foUowing entty oec:urt, 
Febrnary '5, '795. ··Went to Sierra Leone HoUle and attended an hour and a 
half on Committee of Trade-l think my attendance wu useful-It WIll cer­
tainly a .. If-denial, and yet how pleuant would some people think even my 
acto of oe1f-denia1 to he---oo favourod am I by Providence." 
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above, which occurred during the crisis of 1810. In the autumn of 
that year 

".he was on his road with his family to Scotland. It was a time of severe 
pressure upon banka and trading interests. Straitened by the obstacles of 
the war. hampered by the embargoes by which Napoleon had deranged 
the course of trade, many commercial hou .... long reckoned safe, .unk; 
othen could only save themselves.by Bying to the banks for accommodation. 
The· bank in which Mr. Thomton was .. partner felt the pressure, and felt 
it severely. just after their most able partner had left London for 
the North. H..d Mr. Thornton known what was impending, he 
would not have absenred himself. The news reached him on hi. route 
to Scotland, and caused him some embarrassment. To return from a 
journey undertaken and generally known. would have spre..d rumours 
which might have brought on the very crisis that was to be feared. 
This course. therefore. could not be thought· o£ He decided to continue 
his journey. but he opened himself in confidence to one valued friend. and 
stared his wish that so!"e thousands of pounds might be placed at demand 
at the disposal of his partners in the bank. No sooner was the hint given 
than it was met by ample support. Funds poured in from all quarters­
Wilberforce. with generous ardour. hastening to le..d the way; and the 
money came in such a Boo<I, that hi. bank saw itself lifted above the sands 
on which it was settling. and Boated into deep waters with abundant 
resources."· 

The other anecdote is told by the younger James Stephen 
without a date: . 

"Tidings of the commercial failure of a near kinsman embsrked him 
at once on any enquiry-how far he was obliged to indemnilY those who 
might have given credit to his relative. in reliance. however. unauthorized, 
on his own resources; and again the coffers of the banker were un­
locked by the astuteness of the casuist. A mercantile partnership 
(many • year has pssaed since the disclosure could injure or affect 
anyone). which without his knowledge had obtained from his firm 
large and improvident ..dvances, became so hopelessly embarrassed. that 
their bankruptcy was pressed upon him as the only cbance of averting from 
his own house the most serious disasters. He overruled the proposal; on· 
the ground that they whose rashness had given to their debtors an unmerited 
credit, had no right to call on others to divide witli them the consequent 

• Colquhoun. Wilb,tj .... ,. p. >48. 
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loss. To the last farthing he therefore dissolved the liabilities of the in­
solvents, at a cost of which hi. own share exceeded twenty thousand 
pounds. Yet he was then declining in health, and the father of nine young 
children."· 

As will be seen more fully in the second part of this essay~ it was 
probably the experience of the crisis of 1793 which directed 
Thornton's mind to credit problems. And in 1797, when the 
suspension of cash payments by the Bank of England led to separate 
enquiries by the House of Commons and the House of Lords, we 
find him prepared to gi~ in his evidence before both committees 
a most lucid outline of the main ideas, which shows that by this 
time his thoughts had already crystallized. It immediately attracted 
wide attention and established his reputation as the foremost 
authority on these matters.t )rhis side of his activities will, how­
ever, be taken up in the afu section and we must now bring this 
general account of his life to a close. 

Henry Thornton had married in the spring of 1796 Marianne 
Sykes, like his mother the daughter of a "Russian merchant" in 
Hull. It seems that she was a woman of considerable intelligence 
and education, but like her husband of very delicate health. In spite 
of this, however, Battersea Rise was soon peopled with nine children 
who all survived their parents. (In the education of his children 
Henry took a great interest, and ~ is said that he "endeavoured to 
interest them at the earliest possible age in politics, and even in 
currency. ,He wrote a paper, advocating this practice, in the 
Christ;tm Ohsn~tr."* 

To the busy father the country house in Battersea Rise served, 
however, only as a retreat from his labours in the City and in 

• J. Stephen, Essays, p. '9'. From the last oeDtena. of the paooage it appears 
that the event must have taken place hetween ,509 aDd ,ItS. The lint .... tena. 
very likely .. fen to the bankruptcy of his brother Robert. 

t In the House of LorcH Debate on the Bank on May,S, '797, aImody, 
Lord Auckland..ren to ··Mr. Henry Thornton of whom and of whooe evidena. 
it .... difficult to speak in)terms of adequate resp«t.··-P4r1itullmlary His'"'7, 
vol. uili, ,897-8, p. Sl4-* Leslie Stephen in the article on Henry Thornton in the D.N.B. and 
M4IrIIIrript 1I«oJltaiMu of M~ TIumtJ"". 
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,Parliament, and during the monthS when he resided at Clapham 
he would daily ride on horseback into town. He spent most of his 
time at a house in King's Arms -Yarc!, Coleman Street, near the 
seat of his Bank in Bartholomew Lane, and later, when his in­
creasing parliamentary duties made it desirable to live in West­
minster, at a house in Old Palace Yard which he had taken over 
from Wilberforce. His activities and his influence in Parliam~t, 
and at the same time his political independence, had been constantly 
growing since the evidence of 1797 had established his reputation. 
In that same year he supported Grey's motion for parliamentary 
reform, ,,!,d on questions such as abuses in elec~pns and the general 
abolition of sinecures he frequently found himself in disagreement 
with the Government. His reformatory zeal led him to support 
Catholic emancipation at an early stage (1805) and to take a lively 
interest in questions such as debtors relief and prison reform. In 
the great struggle with France all his efforts were directed towards 
the restoration, and later to the maintenance of peace. On questions 
like the attack on Copenhagen he differed not only with the 
Government but also with the members Of~'S closest circle, his 
brothers, Wilberforce, Babington, and Grant In the discussion of 
Pitt's income tax he strongly advocated a gra ation of the rate 
according to the character of the income, and w en he failed to 
carry his point, he silently raised his own payment t'l., the figure 
to which it would have amounted under his scheme.~n the new 
century, however, his parliamentary activity became more and 
more connected with the problems of currency and bankin~ 
was a member of the Committee of 180+ on the Irish exchange, t 
he was elected in February 1807 a member of the committee of 
21 "to examine and control the several branches of public expendi­
ture," and there took "a considerable lead in the report made by 

• There is only a short reference in the report in Hansard of his speech on 
De<:ember ::12, 1798, to the distinction between fluctuating and fixed incomes, 
but some additional information can be gathered from J. Stephen's Ell,!}," 
p, '9". L. Stephen'. article in the D.N.B .• and an article by Miss J. Wedgwood 
in the Crmkmporary Review, vol.lxviii. October ,895, 

t See J0tmta4 oft'" HOWl ofC.",motU. vol.lix. ,803-40 pp. 12')-30. 
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them on the Bank affairs, by which £:1.+0,000 a year has been saved 
to the state. I had in ~is case to oppose the views of my family 
and city connection."· '~n 1810 at last he took a leading part not 
only in the work of the' Bullion Committee, of which we shall 
have to speak more fully later, but also in the work of the Com­
mittee on the State of Commercial Credit appointed by Perceval's 
Government a little later in the same year. His active years in 
Parliament extended just long enough not only to be a member 
of the Committee of 18 I 3 "to enquire into the Corn Trade of the 
United Kingdom," but also to speak in the great debate on the 
Corn Laws in June 181+1 This was almost his last speech in 
Parliament; it was followed by only one a little later in the same 
month on a bill on London Prisons. 

During these fourteen years which Henry Thornton lived into 
the nineteenth century, his work in Parliament and his literary 
activities must have taken up almost all his time. In the repeated 
elections of these years, in 1802., 1806, 1807, and 1812. he found 
it harder and harder to retain his seat with declining majorities. 
He was not a figure who appealed to the popular imagination, and 
even though the universal respect in which he was held secured 
him his seat. till his death, his diary shows that he was greatly 
worried by his declining support. Yet we need hardly be surprised 
that in times of intense party strife and widespread political cor­
ruption to retain his seat was difficult for a man who refused to 
give undivided allegiance to any party andrwhose supporters 
attempted to recommend him to a greedy populace by doggerel 
verses like these: 

"Nor place nor pension e'er got he 
For ae1f or for connection; 
We shall not taJ: the Treasury 
By Thornton', re-election."t 

I t has been said by one of the admirers of Henry Thornton that 

• MS. Diary, .809-
t MS. &co/l«ti_ tif MarianM Tn.rnt..rl aIJo ColquboUD, lI'il""f'w"" 

p •• 83' 
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he wrote a good deal, "but nothing likely to descend to posterity ... • 
That the Paper Credit, the only booIct which Thornton appears 
himself to" have published, might be an exception probably never 
occurred to the author of this statement. He clearly had in mind 
the devotional and more popular writings of Henry Thornton, 
which, indeed, were voluminous. It has happened to a bibliophile 
economist that a stout volume of Collected Worlis uf Henry Thorntun, 
Esq .• MP., which he eagerly pulled from the shelves of a second­
hand bookshop proved to contain Family Prayers an~ Family 
Commentaries on the Sermon on the Mount and on Portions of the 
Pentateuch. These stricdy religious writings of }Ienry Thornton 
were published from his manuscripts after his death by R. H. 
Inglis. But in addition he wrote a considerable amount for the 
organ of the Clapham Sect, the ChristifJIf Observer, which he helped 
to found and which for many years was edited by Zachary Macaulay. 
It is said that from 1802, when this journal started, till his death, 
Thornton contributed no less than eighty-two articles on a wide 
range of subjects: 

"sketches of public affairs, of the state of the parties in the stormy times 
of 1803.1806.1810. and 1813; the difficult questions of the Orders in 
Council; and the Middlesex election; biographies of Pitt and Fox, written 
with the thoughtfulness as well as. the impartiality of history, critiques 
on the EJillburgll l/nJie"" on books. on the temper of religious parties. are 
interspersed with advice as wise as Addison's, less playful, but more 
sound."* 

During these later years of his life Thornton's contacts and 
inRuence must have extended far beyond the narrower circle of 
the Sect. As early as 1800 we find Jeremy Bentham writing to him 
in connection with his Pannopticon project.§ And if a difference of 
religious views had probably prevented closer contacts, he waS a 

~ M. See~, Lain" E'Uangelkai Fat"',., London, ,879, p. 36. 
t See Bibliographical Note at the eod of tbio Introduction. " * Colquhoun, Wi/beiforre, p. 303. 
\ Catalogw oft'" Ma"uS<I'ip".fJ .... ",y Bentluun in the Library of University 

College, London, compiled by A. Taylor Mi1ne, University College, London, 
'931, pp. 4" '4'· 

31 



well-known and respected figure in the camp of the Philosophical 
Radicals. Lord Brougham seems to have known him welle, and 
in 1812 we find Ricardo inviting Malthus to dine with him and 
Thornton, a dinner party which the busy Thornton asks to have 
transferred to his house. t 

It is astounding that all this activity should have come from a 
man who throughout the greater part of his life seems to have 
been in exceedingly weak health. But apart from occasional visits 
to Buxton or Bath, Brighton or the Isle of Wight, enforced by the 
state of his health, he did not give himself any rest. Even these 
annual journeys, although often extended to include visits to the 
sisters More and other friends, were not entirely devoted to 
recreation. In a letter to Charles Grant written from Buxton in 
September 1806, Henry Thornton writes: 

"Dr. Lovell, whom partly to satisfy the kind anxiety of friends, I con­
sulted about my own health, advised Buxton Waters, and after seeing 
some beautiful scenes in Monmouthshire and one especially which I 
never shall forget we moved slowly hither. We bought a grey poney on 
which my little Girl; has cantered many a half .tage and I have to thank 
the poney for having made me much better acquainted with my Daughter 
than I was before. We have also gone together to see a variety of Manu­
factures and have been learning to feel for those who dig in mines, who toil 
in Quarries, perspire in Salt works, wear out their Eyes in looking at 
Furnaces or pass their whole morning noon and Even in the limited Employ­
lIlent of putting on the head of a Pin, or drawing over and over the &&me 

pattern on a piece of China. I fear that the Less pleasant part of Education 
has been negl~. I trust however that seeing the world in this sense 
will be very usefull. It also has not a little entertained Mrs. T. and I trust 
that the View which we have taken of our fellow creatures has inspired 
some thankfulness for the temporal .. well .. spiritual Advantages of our 
own condition."S 

• See B"",g"- and His Ear" Frinult. Letters to Jam .. Loch, 1798-1809. 
Collected and arranged by R. H. M. Buddle and G. A. Jacbon, Privately 
Printed, 1908, vol. ii, !etten of Deoember 14 and 2-%, '90+ 

t Let_ of Dauid Rkard. ~ TlJamot RDIHrt Ma//Itw, d 1<>-43, edited by 
James Bonar, Oxford, 1887, pp. 2S, 26, December 11, J8n. * This is Henry ThorntoD·' lint child, Marianne, !beD nine Y"'" of age. 

S MS. Ietw of Henry ThorntoD to Charlet Grant, dated BuxtoD 
September 17, 1806, in !be poooesoiOD of Mr. E. M. Fonter. 
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The anxiety of Heruy Thornton's friends was however only 
too well justified and the lingering complaint, apparendy consump­
tion, grew gradually worse. In the autumn of 181+ his constitu­
tion finalJy broke down, and after a prolonged illness he died on 
January 16, 1815, in his fifty-fifth year.-

( "A more upright, independent, and truly virtuous man has 
n~r adorned the Senate," sa~):he writer of the obituary notice 
in the GmtlntllJ7l's Magazint:t~e various attempts to describe 
his character depict him as a man of almost unearthly goodness. 
"He has indeed a mind so disciplined and trained," writes one of 
Thornton's friends to his wife, "so godly, so dirested of self, and 
so active to glorify God and benefit men that a near view of him 
is a most humbling lesson.":!: James Stephen§ and J. C. Colquhoun II 
describe the bent Of]is mind as pre-eminendy judicial and "essen­
tially philosophic." ut we shall perhaps have a more life-like 
picture of the man' from the almost unbroken stream of deserved 
praise we quote the· one or two more critical passages. \Henry 
Brougham describes him as "the most eminent in every respect". 
of Wilberforce's small party, 

"a man of .trong understanding, great powers of reasoning and of inveeti-

• On the day of Thornton's death we find young T. B. Macaulay writing 
to Mrs. Hannah Mo",: "Clapham, January 16, IBIS' My dear Madam, 
My mamma .... on the point of writing to inform you that a supposed 
favourable alteration has taken place in Mr. Henry Thornton', care. Ria 
physicians an: .ti11 oanguine in their expectations; but his friends, who examine 
his diJorden by the rules of commonsenae, and not by thooe of medicine, an: 
very weak in their hopes. The warm bath has been prescribed; and it is the wish 
and prayer of all who know him that 10 e.cellent and valuable a character may 
be preoc:rved to the world." -u,,", oj' Hannan Mo" 10 Z"dI"ry Maraul".)', 
edited by A. Roberti, Loadon, ,860, p. 68. Mrs. Henry Thornton followed 
ber husband after • few montho and the orphaned child...n w..., taken can: of 
by Mr. and Mrs. R. H. Inglis Qater Sir Robert Inglis, and M.P. for Oxford), 
who movtd into Ba_ Rile and .ucaeded in preoc:rving it u a cenw of 
humanitarian and intellectual activity. It may be of interest to note that the 
apothecary Peunington who attended Henry Thornton in his last illneoo wu 
probably the brotber of the economist, Jameo Pennington. 

t GtnIltman's Magazine, February 1815, vol. lxxxv, Part I, p. lb. * Morris, Tlu Lif. oj'CIuuIt, Grrmt. London, '9"40 p. '77, Letter of Charles 
Grant to MIl. Grant of September '794-

S EII".)'I, p. ,89' 11 Witb",o,." p. '7" 
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gation; an accurate and curious observer, but who neither had cultivated 
oratory at all nor.had received a refined education, nor had extended his 
reading beyond the subjects connected with moral, political and theological 
learning. The trade of a banker, which he followed, engrossed much of 
his time; and his exertions both in Parliament and through the press, were 
chielly confined to the celebrated controversy upon the currency, in which 
his well-kitown work led the way, and to a bill for restricting the Slave 
Trade to part of the Mrican coast, which he introduced when the aboli­
tionists were wearied out with their repeated failure; and)had well·nigh 
a_bandoned all hopes of carrying the great measure itself. .. • .. 

And James Stephen at the end of the description of Thornton 
in his once celebrated Essay on the Clapham Sect pictures him as 

"Affectionate, but passionless-with a fine and indeed a fastidious taste, 
but destitute of all creative imagination-gifted rather with fortitude to 
endure calamity, than with courage to exult in the struggle with danger­
a lover of mankind but not an enthusiast in the cause of our common 
humanity-his serene and perspicacious spirit was never haunted by the 
visions, nor Lorne away by the resistless impulses, of which heroic natures, 
and they alone, are conscious. Well qualliied to impart to the highest 
energies of others a wise direction, and inflexible perseverance, he had to 
borrow from them the glowing temperament which hopes against hope, 
and is wise in despite of prudence ... t ' 

A note may perhaps be added to this on the fate of Henry 
Thornton's firm. After his death it had become Pole, Thornton, 
Free, Down & Scott, with Sir Peter Pole as leading partner, and 
young Henry Sykes Thornton, Henry'S eldest son, who was only 
fifteen at the time of his death, became an active partner early in 
1825. The house seems to have greatly prospered-it is said during 
the years 1818-24 to have yielded £+0,000 a year,t and it was 
regarded as "one of the oldest and most extensive Banking Houses 
in London."; It is suggested, however, in some of the contem­
porary literature that the means of the partners were not fully 

• Henry Brougham, Hisltlri<a1 SImile, of Slakl1llnl wAo Fltturislleti ;" w 
Ti_ ofc...g. Ill, London, 18SS, vol i, article on Waberf.,...,., p. 346. 

t EllayS, p. 193. * J. Frano.. History ofille BaM of Englmu/ (1845), vol ii, p. ,. 
, T. Joplin, .4NJlysis tmti HistMy ofW CIII"f'nKY fJwnitllf, 183" p. 806. 
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adequate to the increased volume of business, and that they bad 
invested "in securities not strictly convertible to a larger extent 
than was prudenL"· However this may be, when in the late 
aul\imn of 1825 an acute stringency in the money market occurred 
arid a number of the more important country banks failed, suspicion 
was aroused against the London house whiCh by its extensive 
connections was, bound to be particularly affected by the heavy 
drain of funds from London. For some time the firm was able' to 
meet -the steadily increasing aemands; but on the evening of 
Satu~y, "December 300, the Deputy-Governor!" of the Bank of 
England was informed that Pole & Co. were in .need of assistance. 
An emergency meeting of the available directors on Sunday morning 
decided to put on Monday at the disposal of the finn, against ample 
security, the sum of £300,000.* And if we may believe a much 
later report, "it was not thought that the extent of the financial 
crisis should be known, and before the subordinates oE;,the Bank 
were in their places, the Governor and the Deputy-Governor 
themselves counted out and handed over the gold, which was 
carried away in silence and secrecy."§ But this only prolonged the 
struggle for a week and on the following Monday the firm stopped 

• See J. H. Palmer', ,tatement in RIportfro", 1M Co""";t1,, o[Secrecy ... tIu 
BaM of Eng/atui Cisarin'. ordered (by tbe Hou .. of Commono) to be printed 
June '7 •• 833' Q.607. In a pamphlet by an anonymous writer Henry Thornton 
is blamed as being teSponsihle for tbe failure oftbe firm ten yean after his death: 
·-rhe failure of Pole, ThomtoD, and Co. is in DO degree whatever to be ascribed 
to their country corresponden ... but mainly to tbe eireUDlStan"'" of that kind­
hearted, amiable and good man Henry Thornton, having left tbe eoncern of 
Down, Thornton, and Co. in a ltate of great perplexity, to say DO more; and 
Sir Pcter Pole having joined the concern. on tbe death of Mr. Thornton, in a 
ltate that imperatively requited tbe moat rigid adherence to pwe banking 
principlco, to inaure ..rety and prosperity to the establishment, being weak 
enough to depart from thOle princip1eo for tbe pnrpooe of speeulation." A Utln' 
101M Earl of Livn-pool. ... 1M E ........... Irrformati ... "'at Hi< Maj<tljls 
Ministm fw.w ""opted ngarding tIu C-"' BaMS and tIu Cu,.,."" in 1M 
Manufaclllring Districts. By. Manufacturer in tbe North of England. London, 
Jh6, p. II. 

t The Governor, Cornelius Buller, is reported to ha .. been eonnected with 
the House of Pole & Co. by marriage and "other cireumstan"'" of relationahip." * ~I'" tIu BaM Cisarin' • • 833, Q'5006, 

, J. Wedgwood, C.,.""".nuy Rlvif'W, vol. lxviii, October 1895, p. 5'5' 
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payment" with the effect of bringing the panic to its height and 
causing the closure of several other banking houses on the next 
day, including one of about equal size, Williams, Burgess & 
Williams. Although Pole & Co. was ultimately not only found to 
be fully solvent but even to realize a handsome surplus over its 
liabilities, it did not re-open. It was in effect merged with Williams & 
Co., which at the beginning of 1826 re-opened as Williams, 
Deacon & Co.,t and it was in this firm that Henry Thornton 
the younger spent another fifty-five years of successful banking 
life till he died in 1881. His relations to another more famous son 
of a member of the Clapham Sect, his class-mate, Lord Macaulay, 
to whom he acted as banker, will be familiar to many readers of 
G. O. Trevelyan's Life if Mocouloy. 

II 

It is not too much to say that the appearance of the Poper Credit 
'in 1802 marks the beginning of a new epoch in the development of 
monetary theory. Although Thornton's merits have long been 
overshadowed by the greater fame of Ricardo, it has now come to 
be recognizedt that in the field of money the main achievement of 
the classical period is due to Thornton, and that even the modi-

I T. Joplin, in discussing this crisis (AMiysis tlnd Hist.", p. '35), rightly 
points out that it was similar to that of 1191 in that it was brought about by • 
contraction of the issues of the Bank of England, and he adds tbz~ "Mr. Thorn­
ton, being a banku-a partner, it is curio .. to mnarlt, of the bo .... thzt failed 
on this occ:zaion-hzd his ...... tion particularly called to the .ubject; and a very 
coDJiderable portion of his work, on public cmlit, is elevated to .how, tbz!, in a 
period of panic, the Bo,.lk ought rather to lean to the oids of enlarging, than 
contracting its isauc:s." '\ 

t This is .coording to • circular dated n.c.mher 31, 182S, and oigned by 
Rob .. Wi1liam. and C. M. WiIliamo, • copy of which .... kindly oupplied to 
the preoent author by the Manager of Williamo, Deacon·, Bank Ltd. Mr. John 
Deacon .. ho joined the firm at the tame time iI c1etc:ribed ... 10 .... partner of 
Messtt. Baring Brothert " Co., and the Hon. John Thornton Melville, .. ho 
a1ao became a partner at the tame ti_ .... the oon-in-1o .. and former partner 
of Samuel Thornton, and ap~ntly ..Iated to the ThorntoDt in other _yo a1ao. * The more correct appreciation of Thornton-, merits in modem timet is 
mainly due to Profaoor Jacob Viner·, CdIUUI4·' BtlIanc, of l~ 
ltukblldlllU, '924-
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fications of his theories by his better-known successors were not 
always improvements. The remarkable hct is that almost as soon' 
as, after a long period of quiescence, circumstances once again made 
monetary problems the subject of general interest, he was ready to 
put forward a new body of doctrine which not only provided the 
framework during the next fifteen years for what may stilI be 
regarded as the greatest of all monetary debates, but which also 
represents the most important single contribution to these 
dis-<:ussions. I 

,Since the contributio~ of Cantillon, GaIian;" and Hume in the 
mi(fdie of the eighteenth century little progress had been made in 
monetary science. Joseph Harris's Essay on Monty and Coins, 
published in 1757-8, which was one of the first systematic treatises 
on money in the English language, might still be.regarded, at the 
end of the century, as representative of the existing state of know­
ledge. The suggestive and' interesting, but essentially wrong­
headed chapters on money in James Steuart's Political Economy 
had no very wide influence. And the treatment of money in the 
Wta/t" of N atiom, which dominated opinion on these matters in 
the last quarter of ee century, contains comparatively little of 
theoretical interest.-, But even the descriptive parts of the Wta/t" 

• On tbe literature of this period see J. H. Hollander, "The Development of 
tbe Theory of Money from Adam Smith to David Ricardo," Quarterly Journal 
of E~fmDIIIi(l, vol. xxv, May 1911. I am here disregarding some of the mOle­
interesting French writers of the period, who seem to have had practically no 
influence on discussion in England (with the exception probably of Torgot). 
For tbe same reason I am also neglecting Henry Lloyd'. interesting Ellay Dn 
1M TM." of MDtUJ, '77', which appears to have remained almost completely 
unnoticed. 

Henry Thornton probably had no very exwWve acquaintance with tbe 
early literature, A manuscript "list of all tbe books in tbe library" of Batte,... 
Rile, drawn up about twenty yean after Henry Thornton', death, which 
presumably contains most of the works on economics which be possessed, and 
which very appropriately begino with Trimmer', Economy of Charity, con­
taino from amoDg tbe early economic works only: tbe Wealth Df Nati=, 
Montesquieu'. Spirit .f tM La'WS, tbe W.rls of John Locke, A. Anderson, 
Origin of Com"""", and M. Pootlethwayt, Universal Dictionary of Trade and 
C_rre. If we add Hume'. Ess":Y1 (which would probably not be admitted 
to 80 pioUi a bouoehold) these are practically tbe lOme books as those quoted in 
tbe p~ C,..dil. 
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of N a/ions were no longer adequate by the end of the century~ The 
twenty years following its appearance had brought gradual but 
fundamental changes in the structure of the English credit system. 
The rapid increase in the numb~r of country banks, the abandon­
ment of the issue of notes on. the part of the London bankers, the 
rapid growth of the use of the cheque, and the establishment of 
the London Clearing House all fall into this period. And it was 
during the same period that the Bank of England be91me the 
Bankers' Bank, the dim;" resort as Sir Francis Baring described 
it in 1797: rhe~e in an emergency everybody expected to obtain 
ready money.'.. 

Another phenomenon to which Adam Smith had given com­
paratively little attention were the~nomic crises which occurred 
with surprising regularity in 1763, 1772, 1783, and 1793), And in 
consequence of the changed position of the Bank of England new 
problems arose on the occasion of these crises. It is said that in the 
crisis of 1783 the Bank for the first time deliberately and success­
fully met an outflow of gold by a contraction of credit. Whether 
or not this was a new discovery, there can be little doubt that ten 
years later, in somewhat different circumstances, the Bank applied 
this method rather harshly. 

The years preceding the crisis of 1792-3 had been years of great 
prosperity, which, in the'1ast twelve months before the crisis, 
assumed the character of an inflationary boom. The tide had, 
however, already turned in the last few months of 1792, and the 
outbreak of the war with Franceied in February 1793 to a 
financial panic, caused by the failure first of a well-known house in 
London, then of a big banker in Newcastle and finally of numerous 
country banks all over England. The general state of alarm, and 
the discredit into which the notes of the country banks fell, led to 
an extensive and prolonged demand for guineas and Bank of 
England notes. The directors of the Bank, who for the past six 
months had seen their demand liabilities mount and their cash 

• Francis Baring, Obs~ .. tile Esl4blislmlml of tM BaIIl of EnglatuJ. 
'797. oeoond edition, pp ... and 47. 
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reserves dwindle, finally lost their heads and suddenly refused to 
grant further accommodation, leaving "the unfortunate public to 
shift for itself."· The result was an unheard of intensification of 
the financial panic and the daflger of universal failure. After 
pressure by the Government on the Bank to relax its attitude had 
failed to produce any result, a rapidly appointed committee of the 
House of Commonsf· recommended that Exchequer bills to the 
amO\ll1t of £5,000,000 should be issued (under the direction of a 
board of commissioners appointed for the purpose) to provide the 
mercantile community with the means to rai~;' cash. The mere 
announcement that this step w,?uld be taken went far to stay the 
panic, and, in fact, only a fraction of the authorized amount of 
Exchequer bills had to be issued before normal conditions were 

rG·tored. • 
This drain on the resources of the Bank of England had occut.red 

a a time when the' exchanges were favourable and when in fact 
gold was being imported in small quantities. It was a classical case 
of what was later to become known as an "internal" as distin­
guished from an "external" draid. But it took some years more 
for the Bank of England to lear,} that the way to meet such an 
internal drain was to grant credits liberally, and then, in learning 
this lesson, it forgot that in the case ~f.fn external drain exactly 
the opposite"measurc.s were called for."\ I 

The first two years of the war with France, although free from 
major financial disturbances, gradually created a situation of con­
siderable difficulty for the Bank. On the one hand expenditure 
for the English army on the Continent, subsidies to the allies, 
bad harvests in England, and France's return to a gold currency 
led to a continual and increasing drain of gold from England. On 
the other hand insistent and rep"1'ted demands from the Govern­
ment for loans not only made it impossible for the Bank to contract 
the note circulation, but actually led to a considerable expansion. 

• .A ulur 10 tIu R. H. Wi/Ii_Pitt on lite Conduct qfllte Banl Di,-,cto", '796 
p. u. 

t See Reporl qf lite C.",mitt" tm In. Sial. qf Commtrrial Credit. '793, 
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When finally, tow.ards the end of 1795, the foreign exchanges 
began to fall rapidly and the export of gold assumed alarming 
proportions, and repeated protests to the Government had failed 
to lessen the demands from that quarter, the Bank (which was 
still prevented by the usury law from charging a rate of interest in 
excess of five per cent) made the sensational announcement, on 
the last day of that year, that in future 

"whenever bills sent in for discount shall in any day amount to a larger 
sum than it shall be resolved to discount on that day, a pro rata proportion 
of such bills in each parcel as are not otherwise objectionable, will be 
returned to the person sending in the same, without regard to the respecta­
bility of the party sending in the bills, or the solidity of the bills them­
selves."· 

This recourse to a rationing of credit caused renewed stringency 
in the money market in the spring of 1796 and evoked loud protests 
from the City1 A committee of merchants and bankers even pro­
posed a plan for a new Board of Credit, a kind of rival institution 
to the Bank of England, which was to relieve the dearth of cash. 

It is not easy to reconcile these complaints about the continued 
scarcity of money during this period with the no less insistent 
complaints about the high prices, and with the continued un­
favourable course of the exchanges. While, however, a really 
satisfactory account of the exact course of events could only be 

given after a good deal of research, there can be no doubt that the 
immediate cause of the final suspension of cash payments by the 
Bank in 1797 was a renewed intetnal drain. The latter part of 
1796 had brought a new wave of failures of mercantile and 
banking houses all over the country. The apprehension of a French 
invasion heightened the alarm, and when in February 1797 a 
single French frigate actually landed 1,200 men in Fishguard in 
Wales, a run on the Bank of England started, which in the course 
of a few days reduced its already much impaired reserves by one half. 

It is idle to speculate to-daf as to whether the Bank, if it had 
continued to pay in cash so long as it could, would have been able 

• See T. Tooke, HUt"? of Pm", voL i, ,838, p. 2CO. 
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to allay the panic before its reserves of coin had been exhausted.· 
The fact is that Pitt, being informed of the state of affail1l by a 
deputation from the Bank on Sunday, February 26, 1797, forbade 
the directors, by an Order in Council of that date, to continue 

"issuing any cash payments until the sense of Parliament can be taken on 
that .ubject, and the proper messures thereon, for maintaining the means 
of circulation, and supporting the public and commercial credit of the 
kingdo!" at this important conjuncture."t 

On the following day the contents of this Order in Council were 
conveyed to the House of Commons in a speei21 Message from 
the. King, and the House thereupon immediately resolved to 
appoint a committee "to examine and state the total amount of 
the outstanding demands of the Bank of England, and likewise of 
the funds for discharging the same." A Committee of Secrecy of 
fifteen members was accordingly chosen by ballot on March 1st, 
and proceeded at once with its task. A special committee was also 
appointed by the House of Lords on the following day, and on 
March 7th was supplanted by a Committee of Secrecy of fifteen 
"to en'luire into the causes which produced the Order in Council 
of 26th of February last." 

In the course of March and April both Committees took extensive 
evidence, the Commons committee calling nineteen witnesses and 
the Lords sixteen. Both committees called largely the same persons, 
primarily representatives of the Bank of England, merch;U;ts, the 
secretary of the Country Banks Association, and Henry Thornton, 
who seems to have been the sole representative of the London 
Bankel1l. The reason why he was selected is probably that, in 
addition to his being a member of the House of Commons, his 
firm was particularly widely connected with country banks. The 
list, which he gave in the course of his evidence, of places in which 

• & Ricardo later thought it might ho .. done. See Proposals for" Stcu,.. f1114 
E,.,.."';,al CO"""" in W.,ks, edited McCulloch, p.4"6. 

t The texts of the various dOCUJDeDta tonnected with the Bank Restriction 
have been conveniently collected together by A. Allardyce, An A44rllll /0 
till Proprittors of till Bank of EnglatuJ, 3rd edition with additio".. 1798. 
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his bank had <country correspondents in 1797 is largely the same 
as that. for 1800, the first year for which we can reconstruct a 
complete list. In that year, Down, Thornton & Free had alto­
gether twenty-three country correspondents. They were mainly 
in the Midlands, the North, and Scotland, with a few in the 
South-west.· 

But Thornion had something more to offer than just the know­
ledge and experience of a banker with wide connections all over 
the country. It is clear from his evidence that he had already 
thought deeply about the problems of credit. Indeed, there is some 
reason for believing, despite a statement in the preface to the 
Paptr Cr.dit which gives a contrary impression, that he was 
perhaps at that time already eng3ged on a work on the subject. 
This at least seems to follow from a statement, which we no 
longer have any means of checlcing 

"that while, daring ooe of his elections, he had been engaged aD day in a 
hot canvass, toiling throagh the streets of Southwark, he writes to his wife 
that he oecared a coople of hOOI1l in the evening to carry on his work on 
Paper Credit. "t 
As the elections of 1802 took place some months after the book 
had appeared, this statement must evidently refer to the elections 
of 1796, so that Thornton would appear to have worked on the 
book for six ycars.t ! 

• I am indebied to Mr. IL A. Shannon for a complcte list of tM COODtry 
conaponelents of Down, TborntoD and F"", and Ja .... of Pole and Co~ from 
.800 to .hS. In .800, in addition to tM p ..... mentioned in .be eviden"" 
they bad COITOSJIOnelenlS in Aberdeen, Bt.con (Wales). Sbeffield and S",fford. 
And as tqards !be _ mentioned in .be evielena! they DOW bad two c:om>­

IpDnelents in both Bristol and Edinburgh, but app .... uly DO longer bad any 
in Asbburtou and Sleaford (asouming that tM bankers in these plaas meutiooed 
in '793""" "conepouelen .. •• and DOl ......Jy "acquaintanas"). Tbe number 
grew from twenty-three in 1800 to a maximum of forty-moe hi III], aDd was 
IliII forty..,.,. in .hS wbeu tM firm ,....t out of busineto. In that year f""""'" 
of their couutry COITOSJIOnelen ...... to _ failed or otbenrioe come to an end, 
eigh. to ba .. transfc=d to W.nwn., Deacon and Co~ and tM .... to otber 
london banb. ., 

f J. c. Colquboun, Wi/Nrfonr<Dlli His Frinds, p .• 83. * Certainly tM IWaDeDt cannot n:fer to an earlier date, for Thoro"", did 
not many uutil March '791>; nor is tbeno any indication in his diary for '795 
that be _ then oa:upied with questions of this kind. 
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Whether this is true or noi Thornton's evidence, which is 
reprinted in full in Appendix I ci( this volume, gives,~. .. course 
of the discussion of the causes of the panic of 179 a careful 
analysis of the interrelations between'lthe different of .the 
monetary circulation and of the factors determining the. demand· 
for the different kinds of media of circulation. Incidentally he also 
throws a Certain amount of light on such problemS as the factors 
wLich affect "the disposition ;'f persons to de,!iUn bank notes," the 
role of the rate of interest, and in particular the difference between 
the position of a private banker and the position of the Bank of 
England. He does not yet, however, deal with the question of the 
depreciation of the currency and the factors influencing the foreign 
exchanges, which were to be the main topics of discussion in the 
years to come, and on w~ich he was to make the major contribu-
tion in his book of 1802. I . 

There had been, indeed, even before this time, much concern 
about the unfavourable state of the exchanges and even suggestionS 
that this might have been- due to an over-issue of bank notes.· 
We must not forget that the recent spectacle of the depreciation 
of the French QssignQts had made the phenomenon of inflation as 
familiar to the English public as it is at the present time, and that 
it certainly did not require any very profound knowledge to realize 
that an increase of paper money would lead to a fall in its value. 
But at the time of the crisis of 1797, the exchanges'had recovered 
and remained fairly favourable for more than two years; and the 
Bank was even able to replenish its much depleted gold reserves] 
The restriction of cash payments, however, which may have beeh 
justified as a temporary expedient, was renewed again and again, 
and remained in force for altogether twenty-four years. 

Up till the end of 1799 it can hardly be said that there existed 
any appreciable degree of inflation. The demands for accommo­
dation of the Government .were kert ~ithin fairly narrow limits 

• C£ [W. Andenonl] TAl i";l[IIil).jWng, .rbanhlotu p.-..ntl to In "" 
injMr:Yto,AI PMblk,llIUftllt real CtUU, oJ,AI p ... smt,,,,rbitan'prim oJprtl'Uiti""!.> 
London, '797, 



and, since the general depression of trade also kept private demands . 
. for credit low, there was little temptation for the bank to expand 

its circulatiori. Towards the beginning of the year 1800, however, 
the situation ',.Itered. Increased war expenditures and the unsatis­
factory receipts from the new taxes led to renewed Government 
borrowing from the Bank on a large scale, and as early ~ the 
middle of 1799 the exchanges began to fall and prices to rise, Most 
attention was attracted by the rise in the price of gold bullipr{ which 
in the autumn of 1800 reached a premium of 10 per cent. This 
led to attacks on the Bank in a host of pamphlets. The one which 
dreW most attention was a pamphlet by Walter Boyd, who had 
already taken a prominent part in the discussion of the measures of 
1797, and had become known as one of the sponsors of the pro­
posed . rival note-issuing institution.· Boyd claimed, with some­
what questionable justification, that it had been reserved to him 

"to assign, as the cause of the general rise, which almost all things have 
experienced within the last two or three yea .. (and which grain, as the 
article that comes most frequently in contact with money, feels the soonest 
and the most) the existence of a great Bank, invested with the power of 
issuing paper, professing to be payable on demand, but which, in fact, 
the Bank which issues it, is not obliged to pay."t 

Boyd had the satisfaction that, even before his L,ff" tD Pitt 
appeared in print, his argument was apparently confirmed by a 
statement which the Bank of England submitted at the request 
of the House of Commons, and which showed that the note cir-

• WaI .... Boyd, A Lain" I. tltt Rig'" H."."rahle William Pill ... tltt I"jIuntr. 
~ tltt SI"IP"K' ~ Sp'cU at tltt BaM ~ Engk»ul ... tltt Prim ~ p,...,;n_ ana 
Otlttr C"",nuJditits, London, .80 •• See also two easlier pamphlets, Tn. CaMs, ~ 
tltt p",smS TAnlllnlta FIlIOinl Tf"tU,al4 its Real Sosm: •• m .... Aclrlal D<prma­
Ii .. ~ _ Circrda1Um. Omui_a bJ In. Paper CarrrtlC], tIC •• tIC •• bJ COIII_ 
SnrH. London, .800, and TlJoagltts ... tltt p",_ Pril:es ~ p,....,u;..u. tItri, 
CIZIU" anti &.tiks. by an Independent Gentleman O. Symons ?], London 
1800; and of a slightlyla .... date: Profosion ~ Paper M""'Y. 1IfII D,jiden<y itt 
HflI"WtIS; TlUati .... 1IfII Spt<tdatiqn. tltt Priltdpal CatlRS ~ tltt S.ff'ringt ~ tltt 
People. ctllllai";ng • •• anti till important mf.""". from Mr. H. Tlumwm's speed. 
ill Parlitu.nrt .. ManA 26tA, by a Bank.er, London, 180:&. (The mcreoce is 
aetuaIIy to Thornton', sp<ecb on March a], .80., quoted below.) 

t Loe. cit., p, 60. 



culation had increased from the date of the, n:striction to 
December 6, 1800, from £8·6 to b s· S millions. In the debate in 
the House which followed, Henry Thornton agreed that 

'"as to the .... rtion that the increased issue of Bank paper was the cauoe 
of the dearness of provisioruo, he would not deny that it might have lOme 
foundation; but he would contend that its effect was far from being as 
great as was being alleged; and as to the depreciation of Bank paper arising 
from the exchange being against this country, it was at present only 12 per 
Cent. and was produced, not by the mismanagement of the Bank, but by 
the dilrerence between imports and exports, the latter of which had rise!l 
above the former from the extraordinary importationa of provisiona ... • 

There is reason to doubt whether this conde~ report of Henry 
Thornton's speech does justice to his argume,,\ It is clearly unfair 
to regard Thornton as an apologist of the Bank of England, and 
the too often repeated accusation of bias is particularly baseless 
when It is founded on the wrong assumption that he was a director 
or even Governor of the Bank. It is, nevertheless, evident that he 
regarded the argument of Boyd and others, who attributed all the 
difficulties ,merely to an excessive issue, as unduly simplified and 
misleading. He was still too much impressed by the acute scarcity 
of money which had only recently been felt; and events, indeed, 
proved that before inflation was to set in on a scale such that there 
could be no doubt ~ut its existence, the pound was to make at 
lpst a partial recove ' 
\ It is very likely t, at least in the shape in which it was ulti­
mately published, the Pap.,. Cr.dit was intended partly as a reply 
to Boyd, Others, who had attempted to reply, had not been parti­
cularly successful, t and for some twelve months Boyd's argument 
seemed to hold the field. But when, in February or March 180z, 

• Ct. TAl P«rIituomtary &gullr; «', History of tAl P""",Ji'gr """ D.h4ll1 
of tAl H"",,, 'If Lords tutd Co",,...,, printed for ]. Debrettl Fint Seasion, Fin! 
Parliament of tbe United Kingdom and Ireland, vol. nv, vol. 76 of oeries, ,80', 
p. 556. The .. port tbel< is fuller than in H<I1JI«r". An e .... fuller report, judging 
by contempenry refeIeDCI!9, appears to be contained in ,.t another publication, 
.. femd to as Woodfa/J'I P4rli-..t«ry D.h4ll1, which I have not been able 
to trace. 

t s.e particularly Sir Francia Baring, Obsll"U<fti_ .,. tAt PrdJlicllli.,. 'If 
Waitt. BO)". London, ,80'. 



Thornton's work appeared, it immediately took first place and 
provided the basis from which all further discussion proceeded. 

This Introduction cannot attempt to summarize the argument 
of the work or even to point out all its merits. It would take a 
great deal of space merely to mention all the points. in respect to 

which Thornton's treatment constituted an important advance on 
earlier discussions, and it must ,~/lice to indicate a few passages 
which deserve special attentio~_ may be true, as has often been 
asserted, that his exposition lacks system and in places is even 
~bscur"y'/'ut too much can be made of this defect, And there 
wiItJ>e few readers who wi\l not be impressed by the (acumen 
and the. balance of mind displayed throughout the expOsition.') 
Thornton's achievement lies much more in his contribution to' 
general th~ry )han in his diagnosis of the situation of the parti­
cular momllht.\And if, as may well be the case, it can be argued 
that ~s judgment of the situation of the moment and his fore­
casts were less correct than those of some of his contemporaries 
who used cruder reasoning, this does not detract from the lasting 
value of his w~e have to judge it not as a controversial 
pamphlet on the questions <?f the day, but as one of the works in 
which problems of the moment have led the author to go down 
to fundamentals and to treat them for t!'eir general significance:", 

It seems that on the whole thd arrangement of the book follows 
the order in which the author';"thoughts developed. The first 
part, after two short introductory chapters, is mainly devoted to 

pointing out the dangers of an excessive contraction of the issue of 
paper, and the causes of what became known as an "internal drain ... • 
It is in this context that Thornton develops his important views 
about the "motives for holding" money, the factors which deter­
mine the relative demand for the different kinds of media of cir­
culation, and a fairly elaborate theory of the effects of changes in 
the "rapidity of circulation ... t He discusses the effects of the 
"state of confidence" on the willingness to "provide for contin­
gencies" by holding money or assets which can be more or less 

• Chapter IV. t Pap 96, 232. ---. 



'bsily converted in.6 money, and in certain later passages he takes 
account of the "loss sustained by keeping money" and the effectS 
of",! increase of money on the rate of interest. - And it is in these 
discussions that he makes his main contributions to the theory of 
credit properly so-ca\Ied: that is, to that branch of monetary 
theory which has only just recently again begun to attract atten­
tion under the title of "liquidity preference." It is largely in this 
conneCtion also that he incidentally -provides a great deal of 
descriptive information on the organization of the English monetary 
and banking system. One does not realize how full this description. 
is until one finds it summarized in systematic foon in the review 
article by Francis Horner which has yet to be mentioned. Of 
special interest in this conneCtion is the explanation of how "by 
the transfer of debts in the books of the banker a large Part of 
what are termed cash payments are effected," and the implied 
recognition of the essential similarity of bank notes and bank­
deposits.t 

, There are several other little points in these early chapters, 
such as the remark about the relative rigidity of ~ and the 
'reference to the movement of commodity stocks,§ which show 
surprising insight into the problems of industrial fluctuations. But 
Thornton's best-known achievement does not come until later 
when he deals with the problems relating to the foreign exchanges. 
He first takes up this topic in Chapter V, where he treats the effectS 
of an external drain, i.e. an outflow of gold which is primarlIy 
caused by an unfavourable change in the balance of trade. II This 
is the situation which he rightly thought to exist in the years. 
immediately before and after the abandonment of the gold standard 
in 1797. He is fully aware that a relative excess of bank notes 
"may arise from other causes besides that of a too great emission 
of paper,"~ and that in such a situation "the bank should not only 
nOl increase, but that it should, perhaps, very greatly diminish it, 

/. Pages 83, 91, 96, ']', '340 '3S. t Pages 101 and 134 footnote. * Pages "9 an4 189-90. , Footnote OD p. nO. 
II Page ISO DOte. 'I! Page US. 
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ifit would endeavour to prevent gold from going out."· His very 
modern doubts about such a policy of deRation (doubts by reference 
to which he attempts partly to justifY.the Bank of England's 
policy), are "whether the bank, in the attempt to produce this very 
low price, may not, in a country circumstanced as Great Britain 
is, so exceedingly distress trade and discourage manufactures as to 
impair . . • those sources of our returning wealth to which we 
must chieRy trust for the restoration of our balance"t as to frustrate 
the main purpose. 

The problem of the effects of an absolute increase of the cir­
culation, as it was the last to arise in his experience, is also the last 
to be taken up in his book. What is most impressive here is the 
methodical development of the argument. He commences by 
giving a brilliant exposition of the mechanism of the change in 
relative prices in the two countries concerned, which already 
contains practically all of the doctrine which, one hundred and 
twenty years later, was "rediscovered" as the purchasing power 
parity theory.* Then after showing how a local change of prices 
in a particular part of any country will soon be corrected by a 
reduction of sales to, and an increase of purchases from, other 
parts of the country,§ he proceeds to apply the same argument to 
the relations between two different countries. 

All of this is, of course, the theory of the mechanism of inter­
national gold movements, and of the foreign exchanges, which 
later became associated with the names of Ricardo and John 
Stuart Mill. It has now become clear that in so far as Mill (and 
later Professor Taussig) differed from and improved upon Ricardo 
they just resumed Thornton's argument. Ricardo's unwillingness 
to recognize that the excess of the circulation might be an effect 
as well as a cause of the unfavourable balance of trade, which led 
him to criticize Thornton at some length," caused this whole 

• Pap 's'. t Page,s'· * Pages '9~ , Pap ..,8-11. 
II T.I. Hig" Priu of BrdJj." (,810), 11'01"11, edited by McCuJIoch, pp •• 61-9. 

For furthu criticisDII of Thornton·. views by Ricardo, "" the Ia ..... •• no ... on 
Thornton·. book u "'produced in Minor P",", ... W C..-mq Qwstitnl, 
z8og-<8.3. by David Ricardo, edited by Jacob H. Hollander, BaltiJlJoJ<, '93'. 
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theory to remain for a long time in a much more rigid and unsatis­
factory form than that which it had originally received at the 
hands of Thornton. 

Great as this ilchiev"ement is, to many readers Thornton will 
appear to reach the height of his intellectual power in the pen­
ultimate chapter in which he proceeds to meet various objections, 
and in particular to refute the erroneous argument "that a proper 
limitation of bank notes may be sufficiently secured by attending 
merely to the nature of the security for which they are given ... • 
It is here that, in summarizing earlier points, he sometimes finds 
the happiest formulations; he also breaks entirely new ground in an 
attempt to elucidate the effects of a credit expansion in greater 
detail. He sees that the expansion of credit will in th~ first instance 
lead to the employment of "antecedently idle persons," but adds 
that as these are limited in number, the increased issue "will set 
to work labourers, of whom a part wiil be drawn from other, and 
perhaps, not less useful occupations. .. t T.his leads him (after some 
animadversions on Hume's suggestion that it is only in "the inter­
mediate situation between the acquisition of money and the rise 
of prices that the increasing quantity of gold and silver is favourable 
to industry") to one of the earliest expositions of what has become 
kno~n as the doctrine of "forced saving." The "augmentation of 
stock," which may be brought about by an excessive issue of paper, 
is due to the fact that the labourer "may be forced by his necessity 
to consume fewer articles, though he may exercise the same 
industry" and "this saving" may be supplemented by "a siinilar 
defalcation of the revenues of the unproductive members of 
society.":!: And Thornton is careful to add that the increase in 
output will never be proportional to the increase in the 
quantity of money and that therefore a general rise in prices 
is inevitable.S 

The discussion of the proper limitation of issues leads on to the 
second point of primary importance in this chapter, the discussion 

• Page "44-* Page '39. 
_"'Py.00d;, 49 
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of the role of the rate of interest. The statutory limitation of the 
rate of interest which the Bank may charge has the effect, he says, 
that at times this rate will be much lower than the mercantile rate 
of profits, and will in consequence lead to an undesirable expansion 
of credit unless the Bank takes other measures to keep down the 
volume of credit.- This is a remarkable anticipation of the dis­
tinction between the market rate and the "natural" or "equili­
brium" rate of interest which since the work of Knut Wicksell 
has played such an important role in the discussions of these 
problems. With this idea, along with the idea of forced saving, 
Thornton was for the first time in possession of the two main 
elements which it was left for Wicksell, nearly a hundred years 
later, successfully to combine into one of the most promising 
contributions to the theory of credit and industrial fluctuations.t· 
\ The points we have mentioned, though they are the most 
i~portant, do not by any means exhaust Thornton's contributions 
to' knowledge. They may, however, serve as an indication of the 
character of the work which put the discussion of monetary 
problems on a new plane:'Its outstanding merit.was soon recog­
nized. On June 28, 1802, we find Jeremy Bentham writing to 
Dumont: 

''This is a book of real merit __ controversy with him would be really 
instructive. I have tumbled it over but very imperfectly, that not being 
the order of the day, and for fear of calling off my attention, and absorbing 
my capacity of exertion. But one of these days I may not improbably 
grapple with him. Admitting an his facts, with thanks, __ greeing with 
him in almost all his conclusions,-but disputing with him what seemJ 

(as far aa I have yet seen) to be his most material conclusions, viz., that 
paper money does more harm than good. Here is a book of real instruction, 
if the French were wise enough to translate it; the .ty~ is clear, plain, 
without ornament or pretension, the reasoning is close."f 

• Pages '5]-6. 
t On the significance of Thornton', viewI on this point, and tbe further 

development of tbeoo tbeorieo, "" the lint chap .... of my Prim""" ProdlKfi«l. 
.nd edition, '93S, and "A Note on tbe Development of tbe Doctrine of 'ForDed 
Saving,' n (}tIarterl.1 JfJtmI8l of ECIllUJ>llicI, NOYeDlber '93" * J. Bentham, W .... h, edited by J. Bowring, yol.,., p. 389' 
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A fact which was of great importan~ in leading to the rapid 
diffusion of Thornton's ideas was that Francis Homer devoted 
to it, in the first number of the new Edinhurgh }UvitW, a brilliant 
article of thirty pages in which, even if he perhaps passed over some 
of the finer points in Thornton's analysis, he gave an exposition 
of the main argument of the book in a fonn which was con­
siderably more systematic and coherent than the original version.­
Although to some extent critical, he gave the work the deserved 
praise as "the most valuable unquestionably of all the publications 
which the momentous event of the Bank Restriction had produced." 
In particular his reproduction verhatim of on~ of the most im­
portant passages on the effect of price movements on the balance 
o( trade and the foreign exchanges probably exerted as much 
influence as the book itself. 

The developments of the years immediately following the 
publication of the Paper Crtdit had the result of causing further 
discussion to centre almost entirely upon the effects of an over­
issue on the foreign exchanges and the price of bullion. The imme­
diate cause of the renewed discussion was not SO much the situation 
in England as developments in Ireland. The restriction of cash 
payments had been extended (merely for the sake of uniformity 
and despite the fact that the exchanges had been favourable to 
Dublin) to the Bank of Ireland. This institution seems very 
rapidly to have taken advantage of the new situation, and in the 
first six years it quadrupled its note circulation. The result was that 
by 1803 the rate of exchange on London had fallen by about 
20 per cent. The fact that this was due to the mismanagement of 
the note issue was particularly clear in this case because the ex­
changes on BeIlilst, which had its own circulation consisting 
largely of coin and noteS of local banks, had remained at par, and 

• Tilt Edi.burgA &<view, vol. i, No. '. October .802. pp. '72-20'. It ~ 
at one time intended to reprint Ho .... •• article in thil volume, but this plan 
bad to he abandoned in favour of the inclusion of Thornton's speecl,.. on the 
Bullion Report. It is, howe ..... to he hoped tbat not only this, but also lOme of 
the other very interesting articles on economic: questioOl which Francis Homer 
contributed to the Edinburg" &<view, wi1llOme day be reprinted. 
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the Dublin exchange showed the same depreciation in Belfast as 
in London. 

Sometime before this, however, and shortly after the appearance 
of the Paper Credit, Henry Thornton had already expressed, in 
one of the parliamentary debates, his concern about develop­
ments in Ireland. In the second reading of the Bank of Ireland 
Restriction Bill on April 26, 1802, 

"Mr. Henry Thornton observed that thia bill had been introduced 
to accompany the restriction on the Bank of England. With respect to the 
restriction on the Bank of England no danger coold result from it; that 
Bank was a body extremely respectable, who were sufficiently disposed to 
restrain the circulation of their own paper, and to limit within due bounds 
the circulation of the country, which they were better enabled to do, as 
they possessed a monopoly of the issue of paper in the metropolis. With 
respect to the Bank of Ireland, the case was different; other banks issued 
paper in the same place where that existed, and a restriction on that bank 
would therefore be ineffectual. It was important, however, for the House 
to bear in mind, that too great an emission of paper produced the ground 
on which the continuance of the restriction on the Bank was founded, ... 
by raising the price of commodities, it impeded their exportation, and 
consequently turned exchanges against us. Ireland appeared extremely 
liable to dangers of thia kind; when, however, the discontinuance of the 
restriction on the Bank of England should be under discussion, the cir­
cumstances of the course of exchanges against Ireland ought not to operate 
as a reason against that discontinuance, and they must provide in that 
country, as in this, cash for their paper .••• n. 

As time went on, however, it became increasingly clear that the 
Bank of England, too, was not keeping its circulation within safe 
limits. And in April 180+ Thornton (in the marginal annotations 
of a copy of Lord King's Thoughts (J1I tlu EfJicts of the BIl1IIt 
Restriction which he evidently made for a friend)t already expresses 

• PariianmUary &gUter (Second s..ion of rust Parliament of United 
Kingdom aod u.Jand, vol. xviii), voL 80 of..n... p. 95. 

t See Appendix II below, p. ]12, w ...... theoe manuscript notes are .. pro­
duoed and a full description of the volume from which they ... taken ;, given. 
It appcano from this that Henry 1Oomton gave the annotated copy of Lord 
King·. book to a friend, Mr. Scott Moncrieff, whose name abo appcano in 
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his apprehension of the Directors of "the Bank perhaps not su/li .. 
ciently perceiving that a limitation of Paper will improve the 
exchanges," although he still thinks that, compared with the 
Bank: of Ireland, "the Directors of the Bank of England, if they 
have erred at all, have erred but a little." But at the same time he 
admits that 

"if the Committee of the House of Commons on Irish Currency now 
sitting were to state in their Report to the House in distinct language that 
they are persuaded that a Reduction of13ank Paper must have a tendency 
to improve the Exchange even this hint coming from such a quarter and 
applying itself as is necessary to the Bank of EnglaD.d as well as that of 
Ireland would have all the desired eWect." 

Of this Committee on the Irish Currency to which Thornton 
here refers and which had been appointed early in the year 
Thornton himself was a members. It seems even that he was one of 
the most inlluential and active member,· and in view of this con­
fessed intention to give a hint to the Bank: of England, the Report 
of this Committee, which has justly been celebrated as anticipating 
the more famous Bullion Report hi almost every important respect 
gains still further significance. It is, however, not known what 
part, if any, Henry Thornton took: in the drafting of the Report, 
and in view of the fact that the Committee counted among its 

Thornton', diary, who in turn eent it to J. A. Maconochie, evidently the 
same James Allan Maconochie, advocate and Sheriff of Orkney, who owned 
the manuscript notes of Adam Smith', Glasgow Lectures (see Edwin Cannan', 
Introduction to his edition of Adam Smith". Lecfll.res 011 'rune" Polic" Retumw 
and A_, Oxford .896, p. xvi). The p .... ges quoted above occur on pp, '9 
and .. 6 of the pamphlet, ... pp. 3.6 and 3" below. Acknowledgment is 
due to the Goldsmitbt' Librarian of the Univenity of London for permission 
to repradu", the notes from the copy in his library. 

( 
• Among the !etten of Francis Horner in the possession of Lady Eleanor 

Langman there is an unpublished letter to his brother Leonard, undated but 
probably written in April .80,," in which he writes about the Irish Committee: 
"The inquiries of this Committee will give us a good many curious facts. 
Thornton attends these coDltantln and he undentands these matten better 
than anybody else in London," For this quotation I am indebted to Professor 
F. W. Fetter, who bat bad an opportunity to inspect the unpublished Ietten of 

Francia Horner.') S3 



members other competent writers on Currency, in particular, 
Henry Parnell, who in the same year also published a pamphlet 
on the Irish Currency,. we cannot even venture a surmise. 

Of the development of Thornton's ideas in the next six years' 
we know nothing. Nor is this the place for writing a history of the 
monetary developments of these years or of the further discussions 
to which they gave rise. This has been done well by others. Suffice 
it to say that in 1810 the continued rise of prices and &Il of the 
exchanges caused increasing and widespread apprehension, and 
that eventually, on a motion of Francis Homer, on February 19th 
of that year, a Select Committee was "appointed to enquire 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 between Great Britain and F oreign Parts.'~ 

Of the deliberations of this famous Bullion Committee, and 
the exact resPonsibility of its individual members for the writing of 
the Report, we also know very little. Francis Homer was elected 
chairman, and on the twenty-two days (from February 22nd to 

March 26th) on which the Committee took evidence, he usually 
took the chair, although his place was occasionally taken by 
Huskisson and three times by Thornton. 

On the drafting of the report there is an oft-quoted passage 
from one of the published letters of Francis Homer which deserves 
to be included here: 

; ''The Report is in truth very clumsily and prolWy drawn; Ilating 
nothing but very old doctrines ou th. subject it trea .. of, and Ilating them 
in • more imperfect form than they bave frequeutly appeared before. It is 
• motley eompositiou by Huskissoo, Thornton, and myxlf; each baving 
writteu parD which are tacked together without any care to give them an 
unifom. style or • very exact connection. One great merit the Report, 
however, possesses; tbat it declares in very plain and pointed terms, both 
the true doctrine and the aisteuce of a great evil growing out of the 
neglect of tbat doctrine. By keeping up the discu!sion, which I mean to 

• lL PameIl, Ob~ ",.. 1M SItde ",Curnq;" Inl4ru/ """"'" 1M 
c:...n. '" Ldattgr ~ Dwblitr """ J..d., Dubliu, 11104-
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do, and by forcing it' on the attention of Parliament, we shall in time (1 
trust) effect the restoration of the old and only safe system ... • 

There is also a somewhat obscure and probably incorrect statement 
of Colquhoun, who speaks of the "long deliberations in the bullion 
committee in which Romer and Renry Thornton carried their 
motions against the Government I I to 4."t As the to!;ll member­
ship of the Committee numbered twenty-two, this statement, 
allowing for a number of absentees, is not absurd on the face of it, 
although nothing else is known of any motions on which the 
Committee voted. 

The report was not submitted to the Rouse until the evening of 
the day a une 8th) preceding the prorogation of Parliament. But, 
if is alleged, "-

"the .ubstance'of the report was immediately circulated in the newspapers 
and the alarm which it occasioned among the hankers and .the merchants, 
who were accustomed to look to the Bank for discounting their bills, was 
followed by many faiIur .. of m~cantile houses in London, as well as of 
some country banks."; 

The puhlication of the report led to an intense discussion of the 
problems it raised in a host of pamphlets, but as it had been too late 
to discuss it in the session in which it had been presented, it was 
some time before it was taken up in the Rouse. In fact, it was not 
until May 6, I8u, that Francis Romer moved the Rouse into 
Committee to consider the report. There occurred a four-day 
debate in which Thornton, Horner, Ruskisson, Canning, and 
a number of the other members of the Bullion Committee took 
part. A carefully prepared speech which Thornton delivered on 
the second day, together with another made a week later, was 

• Francia Horner to J. A. Murray in a letter dated June 7.6, 1810, reprinted 
in Me11lmrl tIIId CrwnljrmtinJct of Francis Horner. edited by L. HOrDer, London, 
.84J, vol. ii. p·47· t Colquhoun. Wilhnforct. p. JO'. * T. H. B. Oldfield, Rqmnllali<u. Himry of Gnat Britain and Irtland. 
London, 1816, vol. ii, p. 34S' The crisis mentioned occurred only in September 
and it the same as that in which, u we have seen, Henry Thornton Os firm 
experieoced c1ifficultios, and in which ... ",ay be added here, tbe firm of his 
eldeat brother Samuel came to grief. See also, W. Smart, Econrnni< Annals 
of'''' Nillllm"A Cnrhn:1 • • 80.-.8ao, London, '9'0, p. '55' 
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published by him in pamphlet form. This first part of the debate 
revolved around sixteen resolutions moved by Homer, of which 
the last and most important proposed 

"That in order to revert gradually to this Security, and to enforce mean­
while a due Limitation of the Paper of the Bank of England, as well as 
of all the other Bank Paper of the Country, it is expedient to amend the 
Act which suspends the Cash Paymenlll of the Bank, by altering the time, 
till which the suspension shall continue, from Silt Months after the Rati­
fication of a Definitive Treaty of Peace, to that of Two Years from the 
present Time." 

By this time, although he had not altered his theoretical position 
in any essential respect, Thornton had become thoroughly con­
vinced of the mismanagement of the note issue and the over­
whelming danger of an excessive circulation in general, and was 
no longer afraid to apply the remedy of a severe contraction. His 
speech, which is really a lecture on the dangers of a paper currency, 
is particularly interesting for the increased importance which he 
had now come to attach to the rate of interest. He not only 
emphasized the power of a high rate of interest to attract gold: 
but described the whole "subject of the rate of interest" as "a 
very great and turning point."t He supplemented his theory, as 
given in the Paper Crtdit, of how a rate of interest lower than the 
mercantile rate of profits, led to an indefinite expansion of credit, 
by a discussion of the effect of an expectation of rising prices on 
the rate of interest, which in all important points anticipated 
Professor Irving Fisher's well-known distinction between the real 
and nominal rate ofinterest.* 1 

In the vote which followed Homer's resolutions were all 
defeated, the first fifteen (which embodied the theoretical basis 
of his recommendations) by 151 to 75, the last and decisive one by 
180 to 45. And to make quite certain of the victory, Vansittart, 

• Page 331. t Page 31$· * Page 31$-6. See also page 339, when. TbomlOD opeab of ••• rate of 
interest lower than that which was the natuJ"al one at the moment," and 
page J42-.l. 
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for the Government, moved on May 13th seventeen counter­
resolutions, which in effect asserted that there was no divergence 
of value between notes and coin and that the high price of bullion 
was not due to any over-issue of notes. These resolutions led to a 
further debate, in the course of which Thornton took the oppor­
tunity to reply to a nu~ber of objections(The most interesting 
feature of this second speech is that in i't-.. Thornton explicidy 
retracts "an error to which he himself had once inclined," namely, 
the idea that an increase of the circulation, by stimulating pro­
duction, might help to correct the exchanges.- \ 

,With these two speeches Th<l{llton's knowR contributions to 

monetary theory come to an enc:Vlf, in the remaining three years 
of his life, he took any active part in the discussion which con­
tinued, nothing has been preserved in print. But although in 
Parliament his views had been defeated, largely for reasons of 
high policy, he lived. long enough to see them widely accepted. 
And among those of his contemporaries who took an interest in 
these matters there existed litde doubt that the new body of thought 
was mainly his creation. ~ven a comparative outsider, like Dr. 
Miller in his Philosophy oj'llist.,." did justice to his contribution 
by describing his book, in 1816, as "forming an epoch in the 
history of the Science to which it belongs. "t 'if some of his fellow­
economists, and particularly Ricardo, do no{appear to have given 
him full credit and to have mentioned him only to criticize him, 
we can be sure that this was only due to the fact that among the 
public for which they wrote they could take a thorough acquain­
tance with Thornton's work for granted. But the effect was that 
in the course of time his fame faded before that of men whose 
contributions covered a much greater part of political economy, 
and then even the distinct contribution, which was undoubtedly 
his, began to be credited to his successors. ~or a long time John 
Stuart Mill, who in 18+8, in his Primipl .. of Political Bermomy, 
described the Pap.,. Crldit as even at his time "the clearest 

• Below, page 3S1. 
t George Miller, LIC/urtlltm tAl Plnu.soplly oj M.a.n. HistMy, Dlib1iu, 1816. 
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exposition that I am acquainted with, in the English language, of 
the modes in which credit is given and taken in a mercantile com­
munity,"· was the last author to do anything like justice to Henry 
Thornton. And"even Mill does not appear to h~ve been quite aware 
that in his exposition of the mechanism of international gold move­
ments he followed Thornton more than Ricardo. It was not until 
just before, and particularly since, the Great War, that, with the 
great interest which a number of American economists (parti­
cularly Professors Hollander and Viner) have shown in the history 
of English monetary policy and monetary doctrines, his importance 
came a~in to be fully recognized.t) 

III 

BIBLIOGRAPHICAL NOTES 

A. THE WORKS OF HENRY THORNTON.-Th. Enquiry into the 
Nature and EIf"t of the Paper Cr.dit of Grlat Britain was pub­
lished in February or March 18o~ by J. Hatchard, of Piccadilly, 
as an octavo volume of 320 pages (I-XII and 13-320), price in 
boards 7s. An American edition appeared in Philadelphia, 1807, 
272 pp., and it was reprinted by J. R. McCulloch in A 8""t 
ColI"tion of Scarce and YaluaU. Tracts on Paper Current, and 
Banking, London, 1857, pp. 137-340. A French translation was 
undertaken, at Bentham's suggestion (see p. 50 above), by P. E. L. 
Dumont, and six extracts of this translation appeared in the 
Bihliothiqu. Britanniqu. fJU Receui/, voL xxi, pp. 408-499, 
vol. xxii, pp. 25-']5, 145-216, 301-332, and 413-46f, and 
vol. xxiii, 3-31. This translation was then published in book form 
under the title R"herch.s sur '0 nature et /.s .lfets du cr.dit du 
po pier, etc., Geneva, 1803, and seems now to be exceedingly rare. 
A German translation by L. H. Jakob, with notes and appendices, 

• Aohley·. edition, p. 5'5 DOte. 
t See Bibliographical Note D at tbe end of thio Introduction. 
t cr. Tn. CInisti4JJ ObI"""", No. I, publisbed February I, ISo2, p. 1: 

"An Eooay OD Paper Credit by Henry TborntoD, Eoq., M.P., io expected to 
appear in a few days." 
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appeared under the title D". Pap;". Credit fJm Crmlnitttztmim, 
Halle 1803. 

The Suhsttmtl of two Spmhes of Henry TMmtm, Esq., in the 
Debate in the House of Commons on the Report of the Bullion 
Committee on May 7 and 14, 18Il: were also published' by 
Hatchard, as an octavo Pamphlet of vii + 79 pages. 

The Catalogue of the Library of the British Museum and the 
DictilJ1llJ11 of N atima/ Bibgraphy ascribe to Henry Thornton also 
the authorship of an anonymous pamphlet On the Prohable Effects 
of the Peau, with &spect t. the C'1II1IIWcial Int".est of Great 
Britain, London (Hatchard), 1802.. There seems, however, to be 
no ground for "this ascription and intemal evidenCe makes it rather 
unlikely that this pamphlet should be by Henry Thornton, since 
it deals largely with the effects of the peace on particular com­
modities in which Henry Thornton was not likely to be interested. 
The author may, however, well have been one of the merchant 
members of the Thornton family. 

Apart from unsigned and mostly unidentified- contributions to 
the Chlop Rtp.sit.,., tracts and the Christian Ohs"""., Henry 
Thornton appears to have published nothing else. But after his 
death the following religious writings were edited by the guardian 
of his children, R. H. Inglis: 

Family Pray"." by the late Henry ~hornton, Esq., M.P., edited 
by R. H. I., London, 1934, xii + 16+ pp. This reached its 
31st edition in 1854, and it has been said that "indeed the use· 
of that book was the distinctive sign of true Evangelism" (G. W. E. 
Russell, The H.ultholti .f Faith, London, 1902.). 

Family C.mmmtary upm thl Sermon of the M.unt, London, 
1835. . 

Family C.mmmtary m Portims of the Pmtat,"e", in Lectures, 
with Prayers adapted to the subject, by Henry Thornton, edited 
by R. H. I., London, 1837. 

The volume entitled Worl:s of thl lat. Henry, Th.rntm, Es,/., 
MP., is a consecutively paginated reprint of the three works last 
named (856 pp.) of which only twelve copies were issued. 

The ucturtl m thl Tm C(J11I1II(I1Idmmts contained in the 

• See, however, above. 
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Commentary fJ1I the Pmtateuch were originally written for Hannah 
More's Ch.ap R'pository, and later also reprinted separately with 
prayers by R. H. Inglis, London, 18+3. 

Finally, a series of seven articles which Thornton had con­
tributed to the Christian OhStrotr were republished under the 
title Thr .. F.mal. Characttrs, London, 1846. 

All the works of Henry Thornton as well as the Christian 
Ohst1"lJtr were published by John Hatchard, the first bookseller 
of that name, and "a sound evangeli~ and resident of Clapham." 

B. THE MANUSCRIPT DIARY OF HENRY THORNTON AND 
OTHER FAMILY P APERS.-The main source for tha present sketch 
of the life of Henry Thornton are various manuscripts preserved 
by members of the family which the author has been privileged 
to use. Among these is a diary kept by Henry Thornton from 
January 1795 till February 1796 (I.e. the date of his marriage), 
containing almost daily entries for the first six months, and some­
what more irregular notes made during the later periods, wicl! 
a few additions made in 1802, 1803, 1810, 1812, and 1814. 

In this diary, the original of which is in the possession of Mr. 
E. M. Foster, Henry Thornton refers to a connected history of 
his life, which in 1803 he was writing for the benefit of his 
children. The original of this does not seem to have been pre­
served, but a copy of it is prefixed to a copy of the diary proper 
which is in the possession of Mrs. D. Demarest. It was written 
at intervals between 1802 and 1809 and most of the longer 
quotations in the text are from this connected history. As, however, 
all the quotations used were taken from this copy before it was 
discovered that it contains copies of two different documents, the 
reference is throughout to the "MS. Diary of Henry Thornton." 
Earlier authors, particularly the sons of Wilberforce in the Lif. 
of their father and James Stephen who have used the same docu­
ments refer to them as "Private and Conversational Memoranda 
of Henry Thornton." 

The author has also been able to use MS. Recollections of 
Marianne Thornton, the daughter of Henry Thornton, written 
in 1857, and a few family letters, which are all in the possession 
of Mr. E. M. Forster. 
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C. PRINTED SOmeES ON HENRY THORNTON AND THE CLAP­
HAM SECT.-The main printed sources on the life of Henry 
Thornton are James Stephen's essay on the Clapham Sect, first 
published in the EdillMgh RruitW, voL 80, 18+2, and many times 
reprinted in his Essays ;" Ecclesiastical Bi.graphy (page references 
in the text are to the Silver Library Edition, 1907, vol. ii) and 
J. C. Colquhoun, Wilberforce tJIId his Frimtls. John Telford, J/ 
Sect that MlJ'IJed the World, London, 1907, the volume on Clapham 
and the Clapham Sed, published for the Clapham Antiquarian 
SocietY by Edmund Balwirl, Clapham, 1927, and M. Seeley, 
Later Evallgelical Fathers, I 879, are useful collections of infor­
mation on the Clapham Sect, mostly from ,,""rlies printed sources. 
The chapter on Henry Thornton in H. R. Fox Bourne, L."d." 
Merchallfs, 1869 (second edition 1876) is. unreliable. Some infor­
mation on Henry Thornton is to be found in two memoirs of 
other members of his family, namely The B •• 1t .f rearly Rec.l­
lectifJIIS of Samuel Thornt.", Esq., edited for private circulation 
with a Preface and Iritroduction by his grandson John Thornton 
and printed by W. Clowes & Sons, Ltd., 189i, and in P. M. 
Thornton, Some Thillgs we htJ'Ve Remnnhered, Samuel Thornt.", 
J/dmiral I797-I8S9, tJIId Percy Melville Th.,."t." I84I-I9II, 
London, 1912. 

Of the biographies of Henry Thornton's friends those con­
taining most information are: The Life .f William Wilberforce, 
by his sons R. I. and S. Wilberforce, 5 vols., London, 1838, The 
Corresp."dmce of William W"Jherforce, edited by the same, London, 
18+0, and The Private Papers of William Wilberforce, edited by 
A. M. Wilberforce, London, 1897; The Life alld Letters of 
Zachary Macaulay, by his granddaughter Viscountess Knutsford, 
London, 190 I; the Mtmoirs of the Life tJIId Corrtsp."d_e .f 
HtJlJlJtJh More, third edition, 1835, and the Lift of HtJllllah Mort, 
by H. Thompson, by W. Roberts, London, 1838. 

There are several modern biographies of Wilberforce of which 
only the one by R. Coupland (1923) need be mentioned. A Life 
of the elder James Stephen has been written by Sir George Stephen 
(Victoria, 1875) and sketches of his life will be found in the 
introductory chapters of the biographies of his son of the same 
name by C. E. Stephen (1906) and of his grandsons JamesFitzjames 
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Stephen, by Leslie Stephen (1895); and Les"lie Stephen, by F. W. 
Maitland (1906). Biographies are also available of T. Clarkson, 
by J. Elmes (1854) and E. L. Griggs (1936), of Granville Sharp, 
by Prince Hoare (1820), and E. C. P. Lascelles (1929); of Charles 
Grant, by H. Morris (1904); of John Shore (Lord Teignmouth) 
by his son (1843); a Life of John Venn is prefixed to the collection 
of his Sermons; and a Memoir of John Bowdler to the edition 
of his Works (1857) . 

. D. WORKS ON THE MONETARY HISTORY AND LITERATURJ! 
OF THE BANK RESTRICTION PERlOD.-I. History:)n addition to 
the well-known work'S on the history of currency, banking, and 
industrial lIuctuations by T. Tooke, H. D. Macleod, R. Bischop, 
A. Andreades, M. Bouniatian, and A. E. Feaveryear the following 
should be especially mentioned: E. Cannan, Introduction to Thl 
Pop". Pound I797-I8zz. A Reprint of the Bullion Report. Second 
edition, London, 1925; R. G. Hawtrey, Gurrmcy tITId GrId it, 
third edition, Lendon, 1928, chapter xviii; W. Smart, Economic 
.Annals uf thl Ninltemth Cmtury I8oI-I8zo, London, 1910; 
N. J. Silberling, British Financial Experience, 1790-1830, Th. 
Rroiew uf Economit Statistics, prd. vol. i, 1919; British Prices 
and Business Cycles, in the same journal, prel. vol. v, 1923; and 
Financial and Monetary Experience of Great Britain during the 
Napoleonic Wars, gum"./y Journal of Economics, vol. 38, 1924; 
A. Cunningham, British Grldit in th. lost Nopollonit War, 
Cambridge, 1910; A. W. Acworth, FinonNol RIConstruction in 
England I8IS-zz, London, 1925; G. O'Brien, The Last Years 
of the Irish Currency, Econom« History (A Supplement to the 
Economic Journal), vol. i, No. 2, 1927; L. Wolowski, Un chopitr. 
dl r bistoirl jinanci".. dl r .An gilt'"" La suspmsion dIS poymmtl 
d. 10 Bonqu. It I. Bullion R.port, Paris, 1865; ¥. Phillips, Th. 
Tokm Monty ufth. BtITIR of England I797-I8I6, London, 1900; 
P. Aretz, Di, Entwidlung tier Diskontpolitik d". BtlTlk "on England, 
1780-18 SO, Berlin, 1916; E. Kellenberger, Die Aufhebung der 
Barzahlung in England 1797 und ihre Folgen, JohrUich". fur 
Notionol.k01lOmil und Stotistik, III. F. vol. 51, 1916; J. Wolter, 
;POI stootlith, G,ldw .. m EngltlTlds ZII Ztit d". Bankr.striktion, 
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~trassburg, 1917; A. M. de Jorlf1;, De EngeIsche Bank Restriction 
Wan 1797, D. &on"";st, 72nd year, Feb.-Apr . .1923. 
I 2. D",.lopmmt of Mon.tary Th..,'Y, J. H. Hollander; The 
Development of the Theory of Money from Adam Smith to David 
Ricardo, Quarterly J.urnal of &onMnits, vol. 25, May 1911; 
J. Viner, Cauda's Balll1«' of International Indeht.dnm, 1900-

1911, Cambridge, 192H and Studi'l in th. Th.." of International 
Trad., London, 1937; J. W. Angell, Th. Th.." of Inttrnlltional 
Prim, Cambridge, 1926; C. Rist, Histoir. des DtKtrin.s r.lativu 
au Crldit er la MotIIUJi., Paris, 1938; A. Loria, Studi tulia val.,.. 
della 'monaa, Turin, 1891; G. Kriigel, Der Bullion Bmcht, 
Rostock, 1930. H. Leroi-Fiirst, Die Entwicldung der Lehr von 
der Zahlungsbilanz im 19. Jahrhundert ~s 1873, Archiv for 
Sozialwissmtcha/tm und SozitJlp.liti", vol. 56, 1926; E. Fossati, 
Ricardo und die Entstehung des Bullion Reports, Zntschri/t for 
National6"on.mi., vols. iv and v, 1933-4. 
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INTRODUCTION 

THE filSt intention of the Writer of the following 
pages was merely to expose some popular errors which related 
chieHy to the suspension of the cash payments of th .. B~k' of 
England, and, to the inlluehce of OUI" paper curren'] on the price 
of provisions. But in pursuing his purpose, many-questions occurred 
which it seemed important to discuss, partly on account of their 
having some bearing on the topics under consideration, and partly 
because they appeared to be of general importance, and had either 
been left unexplained, or had been inaccuratelr ,stated by those 
English writers who have treated of paper credi\This work has, 
then:for; assumed, in some degree, the character . of a general 
treatISe.) 
I The first Chapter contains a few preliminary observations on 

d,mmercial credit. The object of the two following Chapters is 
distinctly to describe the several kinds of paper credit; to lay down 
some general principles respecting it; and, in particular, to point 
out the important consequences which result from the diffe~nt 
degrees of rapidity in the circulation of different kinds of circulating' 
medi urn, and also in the circulation of the same medi um at different 
periods of time.; • 
\ The nature of the Institution of the Bank of England is then 

·explained; \the necessity of maintaining the accustomed, or nearly 
the accustomed, quantity of its notes, however great may be the 
lIuctuations of its cash, is insisted on; and the suspension of its 
cash payments is shewn to have resulted neither from a deficiency 
in its resources, nor from a too great extension of its loans to 
government, nor from rashness or improvidence in its directors, 
but from circumstances which they had little power of controuling: 
this event being one to which a national establishment, like the 
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Bank of England, is, in some situations of the country, unavoidably 
subject. 
L The manner in which an unfavourable balance of trade affects 
the course of exchange, and in which an unfavourable exchange 

. creates an excess of the market price above the mint price of gold, 
and a profit on the exportation of our coin, are the subjects of a 
slJCceeding Chapter.! 
( The circumstanc~, also, which have led to the multiplication 

of our coyntry banks, and the several advantages and disadvantages 
of ftlose institutions, are fully stated:i 
(The earIiel' parts of the work having tended to shew the evil 

of a too great and sudden diminution of our circulating medium, 
some of the latter Cpapters are employed in pointing out the conse­
quences of a too great augmentation of itYhe limitation of the 
amount of the noteS of the Bank of England is shewn to be the 
means of restricting the quantity of the circulating paper of the 
kingdom, of preventing a rise in the price of commodities in 
Great Britain, and of thus extending our exports and restraining 
our imports, and rendering the exchange more favourable. Some 
objections to the limitation of the Bank of England paper are 
li}<ewise stated and answered. 
I The last Chapter treats of the iniluence of paper credit on the 

price of all the articles of life:) a subject, the difficulties of which 
are in some degree removed by the antecedent discussions. • 

In the course of this enquiry, several passages in the work of 
Dr. A. Smith on the Wealth of Nations are animadverted on, as 
are also some observations made by Mr. Hume in his Essays on 
Money and on the Balance of Trade, and by Sir James Stewart 
in his book on Political (Economy, as well as some remarks in the 
writings of Locke and Montesquieu. 

The mode in which the subjects of coin, of paper credit, of the 
balance of trade, and of exchanges (subjects intimately connected 
with each other), have been treated by those writer.t, was suggested 
by the circumstances of more early times: and we ought not to be 
surprised, if, in treatises necessarily in some degree theoretical, or 
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written for the purpose of establishing a particular truth, certain 
incidental observations should not be just, nor even if some main 
principles should have been laid down in terms not suBiciendy 
guarded. 
{ A person who presumes to differ from the authorities which' 
ba.ve been mentioned, and who proposes to correct the public 
opinion on the important subject of our paper credit, ought, un­
doubtedly, to be veri cautioUs lest he should propagate new errors 
while he is endeavouring to remove the old.)A sense of tJte duty of 
mature consideration has caused some dday in the publication 
of the following work. That its leading doctrine! are just, the 
writer feels a confident persuasion. That it may have impe~fections, 
and some, perhaps, which greater gLre on bis part might have 
corrected, he cannot ·doubt. But he trusts, that a man ~ho is much 
occupied on the practical business-of life, Wlll be excused by the 
public, if he should ,present to them a treatise less elaborate, and, 
in many respects, more incomplete, than those on which he has 
found it necessary to remark. Future enquirers may possibly 
pursue, with advantage, some particular topics on which he has 
fdt a certain degree of distrust. 

It may not be irrelevant or improper to observe, that the present 
work has been written by' a person whose situation in life has 
supplied information on several of the topics under discussion, and 
that much use has been made of those means of correcting the 
errors of former writers which recent events have afforded. 
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AN ENQUIRY INTO THE NATURE AND 
EFFECfS OF THE PAPER CREDrt qF 

GREAT BRtrAIN (1802) 

CHAP. I 

Of COfII",ercilll CrtJit.--Of PtZpt," Cr.Jit, ttJ misillg .... ' oJ it.-oj 
C011I",ercilli CII/itlll. 

COMMERCIAL credit may be defined to be that 
confidence which subsistS among commercial men in respect to 

their mercantile affairs. This confidence operates in several ways. 
It disposes them to lend money to each other, to bring themselves 
under various pecuniary engagements by the acceptance and 
indoisement of bills, and also to sell and deliver goods in considera­
tion of an equivalent promised to be given at a subsequent period. 
Even in that early and rude state of society~ in which neither bills 
nor .money are as yet known, it may be assumed, that if there be 
commerce, a certain degree of commercial credit will also subsist. 
In the· interchange, for example, of commodities between the 
farmer and the manufacturer, the manufacturer, probably, .will 
sometimes deliver goods to the farmer on.the credit of the gro;ing 
crop, in confidence that the farmer will come into possession of 
the fruits of his labour, and will be either compelled by the law of 
the land, or induced by a sense of justice, to fulfil his part of the 
contract when the harvest shall be over. In a variety of other 
cases it must happen, even in the infancy of society, that one 
man will deliver property to his neighbollr without receiving, on 
the spot, the equivalent which is agreed to be given in return. It 
will occasionally be the interest of the one party thus to wait the 
other's convenience: for he that reposes the confidence will receive 
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in the price an adequate compensation for the disadvantages in­
curred by the risk and the delay. In a society in which law and the 
sense of moral duty are. weak, and property is consequently insecure, 
there will, of course, be little confidence or credit, and there will 
also be little commerce. 

This commercial credit is the'foundation of pap.,. credit; paper 
. serving to express that confidence which is in the mind, and to 
reduce to writing those engagements to pay, which might other­

. wise be merely verbal. It will hereafter be explained in what manner, 
and to how very great a degree, paper credit also spares the use of 
the expensive article of gold; and how the multiplication of paper 
securities serves to enlarge, confirm, and diffuse that confidence 
among traders, which, in some measure, existed independently 
of paper, and would, to a certain degree, remain, though paper 
should be abolished. 

If there may be a convenience in giving credit in the infancy 
of society, when the interchange of commodities is small, there 
may be, at least, the same convenience when goods begin to be 
multiplied, when wealth is more variously distributed, and society 
is advanced. 

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

say, by paying for his goods not by money, but by the delivery 
of a note in which he promises the money on a future day. He is 
thus set more at liberty in his specuIations: his judgement as to 

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

The general principle, according to which the length of the 
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customary credit in different trades has adjusted itself, seems 
clearly to have been that of mutual advantag~ and convenience.· 
For example, if we suppose the merchant importers of any par­
ticular article for home consumption to be generally rich, and the 
retailers of it to be poor-that is, to have a capital insufficient "to 
enable them to keep the assortment and stock of goods necessary 
in their retail commerce-the credit customarily given by the' 
importers, and taken by the retail traders, will naturally be long. 
In other words, it will be the custom of the impo1'1:ers to lend part. 
of their capftal to the retail dealers, in consideration of an advantage 
in the price proportionate to the benefit conrerred by the loan. 
Sometimes two or more customs prevail, as to the period of credit, 
in the same trade; and to each custom there are individual excep­
tions.' The deviations from the rule obviously arise out of that 
principle of mutual advantage and convenience on which the rule 
itself has been founded. 

The option of buying and of selling on longer or shorter credit, 
as it multiplies the number of persons able to· buy and to sell, pro­
motes free competition, and thus contributes to lower the price of 
articles. A variety of degrees in the length of credit which is 
afforded, tends more especially to give to some of the poorer traders 
a greater power of purchasing, and cherishes that particular sort of 
competition mOst adapted to lower prices, namely, the competition 
of dealers likely to be contented with.a very moderate rate of gain. 
Opulent merchants sometimes complain of the intrusion of dealers 
who possess a sma11 capital and take long credit, for this very 
reason, that such dealers reduce the profits of trade. 

But the custom of taking and giving long credit has its incon­
veniences as well as its advantages. It encreases the amount of the 
bad debts incurred in the course of commercial transactions. The 
apprehension of loss, is, therefore, continually operating on the 
mind of the lender as a restraint on the custom of giving credit, 
while the compensation he receives for the use of the capital which 
he supplies, ·acts as an encouragement to the practice. The sub­
sisting state ·of credit may, in general, be considered as resulting 
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out of a comparison made both by lenders and borrowers of the 
advantages and disadvantages which each discover that they derive 
from giving and taking credit. 

Mercantile confidence, however, is not always dealt out in 
that proportion in which there is reasonable ground for it. At some 
periods it has risen to a most unwarrantable height, and has given 
occasion' to the most extravagant and hurtful speculations. Of these 
the cases of the A yr bank, and of the South Sea scheme, are in­
stances. Evils of this kind, however, have a tendency to correct 
themselves. In a country possessed of commercial knowledge and 
experience, confidence, in most instances, will not be misplaced. 

Some persons are of opinion, that, when the custom of buying 
on credit is pushed very far, and a great quantity of individual 
dealings is in consequence carried on by persons having com­
paratively little property, the national commerce is to be con­
sidered as unsupported by a proper capital; and that a nation, 
under such circumstances, whatever may be ~ts ostensible riches, 
exhibits the delusive appearance of wealth. 

It must, however, be remembered, that the practice of buying 
on credit, in the internal commerce of the country, supposes the 
habit Of selling on credit also to subsist; and to prevail, on the 
whole, in an exactly equal degree. In respect to the foreign trade 
of a country; the practice of dealing on credit indicates poverty 
or riches, in proportion as the credit generally taken is longer or 
shortet than the credit given. The custom which tradesmen have 
of selling to the consumers on credit, is also an indication of wealth 
in the commercial world: the traders must possess a surplus of 
wealth, either their own or borrowed, which bears an exact pro­
portion to the amount of debts due to them by the consumers. 
Thus that practice of trading on credit which prevails among us, 
so far as it subsists between trader and trader, is an indication 
neither of wealth not of poverty in the mercantile body; so far as 
it respects our transactions with foreign countries, is an indication 
of extraordina.y wealth belonging to the merchants of Great 
Britain; and so far as it Tespecis the trade between the retailer and 
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the consumer, implieS. a deficiency of wealth m the consumers, 
and a proportionate surplus of it among comii.en:ial men. The 
existing custom;; imply, that, on the whole, there is among our 
traders a 'great abundance of wealth. 

It may conduce to the prevention of error, in the subsequent 
discussions, to define, in this place, what ia meant by commercial 
capital. This consists, first, in the goods (part of theD.:in the course 
of manufacture) which· are in the hands of our manufacturers 
and dealers, and are in their way to consumption. The amount 
of these is necessarily larger or smaller in pr<>portion as the general 
expenditure is more or less consilierable, and iD proportion, alsq, 
as commodities pass more or less quickly into the hands of the 
consumer, It further consists in the ships, buildings, machinery, 
and other dead stock maintained for the purpose of carrying on 
our manufactures and cOmmerce, under which head may be 
included the gold found necessary for the purposes of commerce, 
but at all times forming a very small item in this great account. 
It comprehends also the debts due to our traders for goods sold 
and delivered by them on credit; debts finally to be discharged by 
articles of value given in return. 

Commen:ial capital, let it then be understood, COnsiSlS-not in 
paper, and ili Dot augmented by the multiplication of this medium 
of payment. In one sense, indeed, it may be encre2Sed' by paper. 
I mean, that the nominal value of the existi~g goods may be 
enlarged through a reduction which is caused by paper In the 
value of that standard by which all property is estimated. The 
paper itself forms no part of the estimate. 

This mode of computing the "amount of the national capital 
engaged in commerce, is substantially the same with that in which 
each commen:ial man estimates the value of his own property. 
Paper constitutes, it is true, an article on the credit side of the 
books of some men; but it forms an exactfy equal item on the 
debit side of the books of others. It constitutes". therefore, on. the 
whole, neither a debit nor a credit. :.rhe banker who issues twenty 
thousand pounds in notes, and lencls in co~~c;n.,* ~en?, thousand 

79 



pounds to the merchants on the security of bills accepted by them, 
states himself in his books to be debtor to the various holders of 
his notes to the' extent of the sum in question'; and states himself 
to be the creditor of the accepters of the bills in his possession to 
the same amount. His valuation, therefore, of his own property, 
is the same as if neither the bills nor the bank notes had any exis­
tence. Again I the merchants, in making their estimate of property, 
deduct the bills payable by themselves which are in the drawer of 
the banker, and add to their estimate the notes of the banker 
which are in their own drawer; so that the valuation, likewise, of 
the capital of the merchants is the same as if the paper, had no 
existence. The use of paper does not, therefore, introduce any 
principle of delusion into that estimate of property which is made 
by individuals. The case of gold, on the other hand, differs from 
that of paper inasmuch as the possessor of gold takes credit for 
that for which no man debi ts himsel£ The several commercial 
capitals of traders, as estimated in their books, would, unquestion­
ably, ,be found, if deducted from their other property and added 
together, to correspond, in amount, with a general estimate of the 
commercial stock of the country, calculated under the several 
heads already stated. 

It is true, that men, in estimating their share in the public 
funds of the country, add to their estimate a debt due to them 
which no individual deducts from his valuation. On this head, it 
may be observed, that the nation is the debtor. But the commercial 
capital, which has been described, exists independt;ntly of capital 
in the public funds. The man in trade has property in trade. If he 
has property in the stocks, he has the property in trade in addition 
to it. In speaking, therefore, of the commercial capital, whether 
of the nation or of an individuaI. the idea that any part of it i. 
composed either of the paper credit or of the stocks of the country, 
is to be totally excluded. 
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CHAP. II 

Of Trtuk 6y Barur.-of M'IMJ.-Of Bills of E"clllmgt allJ N.ItS.­
Of Bills atI.I N.tes, (OIISitkreJ as Ji""'''la61, Artidts.-Of ji<lili.#s 
Bills, or Bills of A".",11IoJatiOll. ' 

SOCIETY, in its rudest state, carries on its trade by the 
means only of barter. When most advanced, < it Still conducts its 
commerce on the same principle; for gold and silver coin, bankers' 
notes, and bills of exchange, may be considered merely as instru­
ments employed for the purpose of facilitating the barter. The 
object is to exchange such a quantity of one sort of goods for such 
a quantity of another, as may be deemed, under all circumstances, 
a suitable equivalent-. 

Barter being soon felt to be inconvenient, the precious metals 
are resorted to as a measure of value, they being, at once,portable, 
steady in their price, and capable of subdivisions. The state fixes 
a stamp upon them, in order thus to certify the quantity"and fineness 
of each piece. 

The precious metals, when uncoined (or in the state of bullion) 
are themselves commodities; but when converted into money they 
are to be considered merely as a measure of the value of other 
articles. They may, indeed, be converted back into commodities; 

• By the term suitable equivalent, is Dot intended that equivalent which aD 

impartial umpire, determining according to the strict rule of equity, might 
dictate. The equivaJ.Dt obtained by men dealing in the way of barter is Dot 
exactly of thia sort; for that power which the proprietors of a scarce and neces­
sary commodity have over the cououmen of it, will alway. lead them to demand 
a much higher pri"" than the productiou of it may have coot. 

In Africa, for example, where the mode of barter prevails, the price of rice 
is at lOme times equal to about two pounds, and at others to about sixteen 
pounds per ton. It cannot be .uppooed that the variotiouo in the crop. of diffezent 
.... clDi CaD bear any proportion to this variation of pri .... MODopoly also is 
an evil which is incident to trade .. trade. It is, indeed, more particularly apt 
to ezist in the infaDey of commerce. 



and it is one recommendation of their use as coin, that they are 
capable of this conversion. 

We shall now advert to some of the simplest forms in which 
it may be supposed that paper credit will first exist. 

To speak first of bills of exchange. 
It is obvious, that, however portable gold may be in comparison 

of any other article which might be ma.w a measure of value, to 
carry it in quantities to a great distance must prove incommodious. 
Let it be supposed, that there are i/l' London ten manufacturers 
who sell their article to ten shopkeepers in York, by whom it is 
retailed; and that there are in York ten manufacturers of another 
commodity, who sell it to ten shopkeepers in London. There 
would be no oCcasion for the ten shopkeepers in London to send 
yearly as many guineas to London. It would only be necessary for 
the York manufacturers to receive from each of the shopkeepers, 
at their own door, the money in question (for we may assume a 

. sufficient quantity to be usually circulating in the place): giving in 
return letters which should acknowledge the receipt of it; and 
which should also direct the money, lying ready in the hands of 
their debtors in London, to be paid to the London shopkeepers, 
so as to cancel the debt in London in the same manner as that at 
York. The expence and the risk of all transmission of money 
would thus be saved; and the traders in question would of course 
be, on the whole, enabled to sell" their article at a price pro­
portionably lower than that which they would otherwise require. 
Letters ordering the transfer of the debt, are termed, in the language 
of the present day, bills of exchange. They are bills by which the 
debt of one person is exchanged for the debt of another; and the 
debt, perhaps, which is due in one place for the debt due in another. 

To speak next of Pr",,;ssDrJ N «.s. 
Wben goods are delivered in consideration of an equivalent in 

money to be received at a subsequent period, it becomes desirable 
that, for the sake of precisely recording the day on which payment 
is to be made, and the exact amount of the sum, a note, expressing 
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each of these -particulan, should be given. The term "value 
received" is jntroduced into the note, as alsO into every bill of 
exchange I that expression being deemed necessary in law to make 

!!
bill or the note binding. . • 

Bills of exchange and notes have been hitherto considered as 
ted only for those simple purposes for which they seem ori­

ginally to have been drawn, and which are professe3 by the form 
always used in drawing them. Both these sorts of paper must now 
be spoken of as possessing an additional Character, namely, that of 
being Disc/Jlllllabl, Artit/", or articles which there is an oppOrtunitY 
of converting, at any .time, into money I such a discount or deduc­
tion from the amount of the bill or note as is 'i9ru~ to the interest 
upon it, during the period for which it has to~ run, being paid as 
the price of the conversion. The bills of excl~nge, which were 
described as drawn from York on London, and as. serving to 
transfer debts, would equally answer that purpose at whatever 
date they might be payable. It is customary, however, ~o make 
almost all bills payable at a period somewhat distant.Cou!'try 
banken, for instance, and shopkeepers, who often act in this 
respect as banken, indemnify themselves for the trouble and 
expence attending the drawing of bills, not by a commission, but 
by a protraction of the time at which the bill)! are to become 
payable. Thus is created a paper credit, which shall remain in 
existence for perhaps one or more months, and may serve, ~uring 
any part of that time, as a discountable article') 

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

When a merchant in this country sells his goods on credit, it is, 
perhaps, not very important to him that he should receive from the 
buyer a promissory note (or an accepted bill, which i!!. the Same 
thing), if the only object of taking the note or bill is the ascertain­
ment of the exact amount of the debt, and of the period of payment. 
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It is true that the law gives superior facility to the recovery of 
debts for which promissory notes have been given . .N evertheless, 
if the sum be small, and the party in credit, all these advantages, in 
the present high state of confidence, would, in many cases, be 
thought scarcely to compensate even the trilling expence of the 
note stamp. The debt will be a book debt, if no note be taken; 
and, as such, may be sufliciendy secure. 

Notes, even for goods sold and delivered, are therefore to be 
considered as given chielly for the sake of a convenience of another 
kind, which the seller finds in having them. The note, like the 
bill of exchange just spoken of, is a discountable article. It may be 
turned, if circumstances require, into money; or into bank notes, . 
which answer the same purpose. It is not, perhaps, fully intended 
to turn the note or bill into money; they are taken rather as a pro­
vision against a contingency. The holder is rendered secure against 
the effect of disappointments in the receipt of cash. It is in this 
manner that his credit is fortified, and that he is enabled to fulfil 
with punctuality his pecuniary engagements; for there is a certain 
sort and quantity of bills, and notes, on the turning of which into 
money, at the common rate of discount, the holder, if he be a man 
of credit, may almost as confidendy rely on the changing of a 
bank note into guineas, or of a guinea into silver. 

The interest which traders have in being always possessed of a 
number of notes and bills, has naturally led to a great multiplica­
tion ~f them; and not only to the multiplication of notes given 
for goods sold, or of regular bills of exchange, but to the creation 
of numerous other notes and bills. Of these, some are termed notes 
and bills of accommodation: and the term fictitious is often applied 
to them. It may be useful to describe them particularly. 

It was before shewn, that the principal motive for fabricating 
what must here be called the real note, that is, the note drawn in 
consequence of a real sale of goods, is the wish to have the means 
of turnin~ it into money. The seller, therefore, who desires to have 
a note for goods sold, may be considered as taking occasion to 
ingraft on the transaction of the sale, the convenient condition of 
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receiving from the buyer a discountable note of the same amount 
with the vallie of the goods. A fictitious note, or note of accom­
modation, is a note drawn for the same purpose of being discounted; 
though it is not· also sanctioned by the circumstance of having 

. been drawn in consequence of an actual sale of gpods. Notes of 
accommodation are, Indeed, of various kinds. The following 
description of one may suffiCe. 

A, being in want of 100/., requests B to accept a note or bill 
drawn at two months, which B, therefore, on the face of it, is 
bound to pay; it is understood, however, that A will take care 
either to discharge the bill himself, or to furnish B with the means 
of paying it. A obtains ready money for the bill ~n the joint credit 
of the two parties. A fullills his promise of paying it when due, 
and thus concludes the transaction. This service rendered by B 
to A is, however, not unlikely to be requited at a more or less 
distant period by a similar acceptance of a bill on A, drawn and 
discounted for B's convenience. 

Let us now compare such a bill with a real bill. Let us consider 
in what poilJts they differ, or seem to differ; and in what they 
agree. 

They agree, inasmuch as each is a discountable article; each 
has also been created for the purpose of being discounted; and 
each is, perhaps, discounted in fact. Each, therefore, serves equally 
to supply means of speculation to the merchant. So far, moreover; 
as bills and notes constitute what is called the circulating medium, 
or paper currency, of the country (a topic which shall not be here 
anticipated), and prevent the use of guineas, the fictitious and the 
real bill are upon an equality; and if the price of commodities be 
raised in proportion to the quantity of paper currency, the one 
contributes -to that rise exactly in the same manner as the other. 

Before we come to the points in which they differ, let us advert 
to one point in which they are commonly supposed to be unlike; 
but in which they cannot be said always or necessarily ~ differ. 

"Real notes," it is sometimes said, "represent actual property. 
''There are actual goods in existence, which are the co~nterpart 
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"to every real note. Notes which are not drawn, in consequence 
"of a sale of goods, are a species of false wealth, by which a nation 
"is deceived. These supply only an imaginary capital; the othen 
"indicate one that is real." 

In answer to this statement it may be observed, first, that the 
notes given in consequence of a real sale of goods cannot be con­
sidered as, on that account, (mainly representing any actual 
property, Suppose that A sells one hundred pounds worth of goods 
to B at six months credit, and takes a bill at six months for it; 
and that B, within a month after, sells the same goods, at a like 
credit, to C, taking a like bill; and again, that C, after another 
month, sells them to D, taking a like bill, and so on. There may 
then, at the end of six months, be six· bills of 1001. each existing 
at the same time; and every one of these may possibly have been 
discounted. Of all these bills, then, one only represents any actual 
property. 

In the next place it is obvious, that the number of those bills 
which are given in consequence of sales of goods, and which, 
nevertheless, do not represent property, is liable to be encreased 
through the extension of the length of credit given on the sale of 
goods. If, for instance, we had supposed the credit given to be a 
credit of twelve months instead of six, 1,2001. instead of 600/. 
would have been the amount of the bills drawn on the occasion 
of the sale of goods; and 1,1001. would have been the amount of 
that part of these which would represent no property. 

In order to justify the supposition that a real bill (as it is called) 
represents actual property, there ought. to be some power in the 
bill-holder to prevent the property which the bill represents, from 
being turned to other purposes than that of paying the bill in 
question. No such power exists; neither the man who holds the 

• real bill, nor the man who discounts it, has any property in the 
'specific goods for which it was given: he as much trusts to the 
general ability to pay of the giver of the bill, as the holder of any 
fictitious bill does. The fictitious bill may, in many cases, be a bill 
given by a person having a large and known capital, a part of which 

86 



the fictitious bill may be said, in that case, to represent. The 
supposition that real bills represent property, and that fictitious 
bills do not, seems, therefore, to be one by which more than 
justice is done to one of these species of bills, and something less 
than justice to the other. 

We come next to some points in which they differ. 
First, the fictitious note, or note of accommodation, is liable 

to the objection that it professes to be what it is not. This objec­
tion, however, lies only against those fictitious bills which are 
passed as real. In many cases, it is sufficiently obvious what they 
are. Secondly, the fictitious bill is, in general, less likely to be 
punctually paid than the real one. There is a general presumption, 
that the dealer in fictitious bills is a man who is a more adven­
turous speculator than he who carefully abslains. from them. It 
follows, thirdly, that fictitious bills, besides being less safe, are less 
subject to limitation as to their quantity. The extent of a man's 
actual sales form some limit to the amount of his real notes; and, 
as it is highly desirable in commerce that credit should be dealt 
out to all persons in some sort of regular and due proportion, the 
measure of a man's actual sales, certified by the appearance of 
his bills drawn in virtue of those sales, is some rule in the case, 
though a very imperfect one in many respects. 

A fictitious bill, or bill of accommodation, is evidently, in 
substance, the same as any common promissory note; and even 
better, in this respect,-that there is but one security to the pro­
missory note, whereas, in the case of the bill of accommodation, 
there are two. So much jealousy subsists lest traders 'should push 
their means of raising money too far, that paper, the same in its 
general nature with that which is given, being the only paper 
which can be given, by men out of business, is deemed somewhat' 
discreditable when coming from a merchant. And because such 
paper, when in the merchant's hand, necessarily imitates the paPer.: 
which passes on the occasion of a sale of goods, the epithet fictitioUs 
has been cast upon it; an epithet which has seemed to countenance 
the confused and mistaken notion, that there is something alto-

87 



gether false and delusive in the nature of a certain part both of the 
paper and of the apparent wealth of the country. 

Bills of exchange are drawn upon London to a great amount, 
from all parts, not only of Great Britain, but of the world; and 
the grounds on which they have been drawn in a great degree 
elude observation. A large proportion of them, no doubt partakes 
of the nature of bills of accommodation. They have, however, in 
general, that shape communicated to them, whatever it may be, 
which is thought likely to render them discountable; and it is not 
difficult, as the preceding observations will have shewn, to make 
of some real, and, at the same time, of many seeming, transactions 
of commerce as a ground for drawing, and as a means of multiplying 
such bills. 

The practice of creating a paper credit, by drawing and re­
drawing, has been particularly described by Dr. Adam Smith; and 
is stated by him to have a tendency which is very ruinous to the 
party resorting to it. This practice, however, is often carried on at 
much less expence to those engaged in it than Dr. Smith imagines. 
A, for instance, of London, draws a bill at two months on B, of 
Amsterdam, and receives immediate money for the bill. B enables 
himself to pay the bill by drawing, when it is nearly due, a bill 
at two months on A for the same sum, which bill he sells or dis­
counts; and A again finds the means of payment by again drawing 
a bill, at two months, on B. The transaction is, in substance, 
obviously the same as if A and B had borrowed, on their joint 
security, the sum in question for six months. The ground on which 
transactions of this sort have been stated by Dr. Adam Smith to 

be ruinous is, that of the heavy expence of a commission on every 
bill drawn, which is paid by him who raises money in this manner. 
If, for instance, one-half per cent. is the commission, and the bills 
are drawn at two months,and a discount of five per cent. per annum 
is paid, the money is raised at an interest of eight per cent. Such 
transactions, however, are often carried on alternately for the 
benefit of each of the two parties; that is to say, at one time the 
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transaction is on the account of A, who pays a commission to B; 
at another it is on the account of B, who pays a commission to A. 
Thus eaCh party, on the whole, gains about as much as he pays 
in the shape of such commissions; and the discount in turning the 
biU into money, which is the same as that on any other bin, may, 
therefore, be considered as the whole expenee incurred. Money 
may be raised in this manner at an interest of only five per cent. 
In the case recently proposed, the drawing and ~rawing were 
imagined to be only between A, of London, and B, of Amsterdam. 
This practice, however, is often carried on between three or more 
parties drawing from three or more places. In such case, the draft 
is drawn on the place on which the existing Course of exchange 
shews that it will best answer to draw it. An operation of this sort 
may obviously be carried on partly for the purpose of raising 
money, and partly for that of profiting by a small turn in the 
exchange. Transactions which are the converse to this, are, on 
the other hand, entered into by those who happen to possess ready 
money. They remit, if the exchange seems to favour their re­
mittance, and draw in consequence of having remitted. To deter­
mine what bills are fictitious, or bills of accommodation, and what 
are real, is often a point of difficulty. Even the drawers and re­
mitters themselves frequently either do not know, or do not take 
the trouble to rellect, whether the biUs ought more properly to 
be considered as of the one class or of the other; and the private 
discounter, or banker, to whom they are offered, still more fre­
quently finds the credit of the bills to be the only rule which it is 
possible to follow in judging whether he ought to discount them. 



CHAP. III 

Of circuldli1/g Pdptr-of Bdd NOlls-of Billl co1/sidmJ dl circuldti1/g 
Pdptr-Jiffm1/1 Dtgrm of RdpiJity i1/ Int Circuldli01/ of Jiffm1l1 
SorlS of circuldli1/g Mttlium, dllJ of Iht Sdme Sort of circuldlillg 
MeJium dl Jiffm1/1 TimtJ~Error of Dr. A. Smil".-Dijftrt1/ct ill 
In. QUd1/tilitJ fIIallltJ for tfftclillg In. P dymtllis of" COU1/try i1/ 
COllltllutllct of Ihis Differtllct of RdpiJity~Pf'9of of this II1MlI from 
E~tIIIS of I793.":"Falla<y ifIfJo/~tt1 ill the SUPPOSilio1l I"dl Pdper 
Crttlil might 6e ,,60Iis"eJ. 

WE proceed next to speak of circulating paper, and first 
of Notes payahle to Bearer on Dtllllmd, whether issued by a public 
bank or by a private banker. 

When confidence rises to a certain height in a country, it occurs 
to some persons, that profit may be obtained by issuing notes, 
which purport to be exchangeable for money; and which, through 
the known facility of thus exchanging them, may circulate in its 
stead; a part only of the money, of which the notes supply the place, 
being kept in store as a provision for the current payments. On the 
remainder interest is gained, and this interest constitutes the profit 
of the issuer. Some powerful and well accredited company will 
probably be the first issuers of paper of this sort, the numerous 
proprietors of the comyany exerting their inlluence for the sake 
of the dividends which they expect, in giving currency to the 
new paper credit. The establishment of a great public bank has a 
tendency to promote the institution of private banks. The public 
bank, obliged to provide itself largely with money for its own 
payments, becomes a reservoir of gold to which private banks may 
resort with little difficulty, expence, or delay, for the supply of 
their several necessities. 

Dr. A. Smith, in his chapter on Paper Credit, considers the 
national stock of money in the same light with those machines 
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and instruments of trade which require a certain expence, first, 
to erect, and afterwards to support 'them. And he proceeds to 
observe, that the substitution of paper, in the room of gold and silver 
coin, serves to replace a very expensive instrument of commerce 
with one much less costly, >and sometimes equally convenient. > 
''Thus,'' he says, "a baRker, by issuU;g 100,0001. in notes, keeping 
"20,0001. in hand for his current payments, causes 20,0001. in gold 
"and silver to perform all the functions which 100,0001. would 
"otherwise have performed; in consequence of which, .80,0001. 

"of gold and silver can be spared, which will n~t fail to be exchanged 
"for foreign goods, and become a pew fund for a new t:-ade, pro­
"ducing profit to the country."·' 

Dr. Smith, although he discusses at some length the subject of 
Paper Circulation,. does not at all advert to the tendency of bills 
of exchange to spare the use of bank paper, or to their faculty o{ 
S\lpplying its place ill, many cases. 
; In the forme':- Chapter it was shewn that bills, though professedly 

drawn for the purpose of exchanging a debt due to one person for 
a debt due to another, are, in fact, created rather for the sake 
of serving as a discountable article, and of forming a provision 
against cOntingencies; and that, by being at any time convertible 
into cash (that is, into either money or bank notes) they render 
that supply of cash which is necessary to be kept in store much less 
considerable. -< 

But they not only spare the use of ready money; they also 

• Dr. Smith, in confirmation of this, remarks how greatly Scotland had 
been enriched in the twenty-five or thirty years preceding the time at which 
he wrote, by the erection of new banks in almoat <Nerf considerable town, and 
even in BOme COUDtry villages, the effectl having been, as be aBinns, precisely 
thooe which he had described. The trade of Glasgow he ,tates to have been 
doubled in about fift<en years Wr the erection of iIB first bank, and the trade 
of Scotland to be thought to have been malO than quadrupled sin", the first 
erection of ita two fint public banking companies. This effect, indeed, he con .. 
ceives to be too good to be accounted for by that cause alone; though he deems 
it indisputable, that the banks have essentially contributed to the augmentation 
of the trade and indu,tty of Scotland. The gold and silver of Scotland, circu­
lating before the unioo, is estimated by him at full a million; the quantity 
,in", the union at leso than half a million I and the paper circulating in Scotland 
tina: the union at about one million and a half. 



occupy its place in many .cases .. ' Let us imagine a farmer in the 
country to discharge a debt of 10/. to his neighbouring grocer, by 
giving to him a bill for that sum; drawn on his cornfactor in London 
for grain sold in the metropolis; and the grocer to transmit the bill, 
he having previously indorsed it, to a neighbouring sugar-baker, 
in discharge of a like debt; and the sugar-baker to send it, when 
again 'indorsed, to a West India merchant in an outport, and the 
West India merchant to deliver it to his country banker, who also 
indorses it, and sends it into further circulation. The bill in this 
case will have effected five payments exactly as if it were a 10/. 

note payable to bearer on demand. It will, however, have cir­
culated in consequ~nce chie/ly of the confidence placed by each 
receiver of it in the last indorser, his own correspondent in trade; 
whereas, the circulation of ~ bank note is owing rather to the 
circumstance of the name of the issuer being sc:; well known as to 
give to it an universal credit. A multitude of bills pass between 
trader and trader in the country in the manner ;'hich has been 
described; and they eyidently form, in the strictest sense, a part of 
the circulating medium of the kingdom-. 
• Bills, however, and especially those which are drawn for large 

sums, may be considered as in general circulating more slowly 
than either gold or bank notes, and for a reason which it is material 
to explain. Bank notes, though they yield an interest to the issuer, 

• Mr. Boyd, in his publication addn:ssed to Mr. Pitt on the Subject of the 
Bank of England Issues, propagates the same error into which many otllen 
have fallen, of considering bills .. no part of the- circulating medium of the 
country. He laJl, ·'by the words "means of circulation,'" "circulating med.ium," 
and "curreney," (which ... used as oyuonymollS tenna in this Letter) I under­
"'tand always muly money, whether consisting of hank no ... or tpecie, in 
"contradiction to /Nllt of <:uluurg., navy bills, exch<quer bills, or any _0-
"tiable paper which form no part of the circulatiog medium, as I have alwaY" 
"undentoocl that term. The lattu is the circulator; the fonnu lie ......IT 
"objects of qrcuIation." • • • See note to the fint page of Mr. Boyd', Lettu 
to Mr. Pitt.) 

It will be ...." in the progreso of this work, that it was .........." to clear 
away much confusion which has arUen (rom the want of • tufliciently full 
acquaintance with the several kindo of paper cndiq and, in particular, to....,~ 
by a considerable detail, the provaiIing erron ... pectiog the nature of bills, 
befo .. it could be posoible to reaIOn properly upon the .trecu of paper cndit. 
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alford none to the man who detains them in his possession; they 
are to him as unproductive as guin~. The possessor of 11. l>ank 
note, therefore, makes haste to part ~th it. The possessor of a 
bill of exchange possesses, on the contrary, that which is always 
growing more valuable. The bill, when it is first drawn, is worth 
something less than a bank note, on account of its not being due 
until a distant day; and the first receiver of it may be suppo5ed to 
obtain a compensation for the inferiority of its value in the price 
of the article with which the bill is purchased. When he partS 
with it, he may be considered as granting to the next receiver 
a like compensation, which is proP'?rtionate to'the time which the 
bill has still to run. Each holder of a bill has, tlJerefore, an interest 
in detaining it.) 

BiDs, it is true .. generally pass aelOng traders in the country 
without there being any calculation or regular allowance of dis­
count; the reason of which circumstance is, that there is a generally 
understood per~ of time for which those bills may have to run, 
which, according to the custom of traders, are accepted as current 
payment. If any bill given in payment has a longer time than usual 
to run, he who receives it is considered as so far favouring the 
person from whom he takes it; and the favoured person has to 
compensate for this advantage, not, perhaps, by'a recompence of 
the same kind accurately calculated, but in the general adjustment 
of the pecuniary affairs of the two parties. 
( This quality in bills of exchange (and it might be added of interest 

nates, &c.) of occupying the place of bank paper, and of also 
throwing the interest accruing during their detention into the 
pocket of the holder, contributes greatly to the use of them. The 
whole trading world may be considered as having an interest in 
encouraging them. To possess some article" which, so long as it is 
detained, shall produce a regular interest, which shall be subject 
to no fluctuations in price, which, by the custom of commerce, 
shall pass in certain cases as a payment, and shall likewise be 
convertible into ready money by tt:~ sacrifice of a small discount, 
is the true policy of the merchant. roods will not serve this pur-
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pose, because they do not grow more valuable by detention; nor 
stocks, because, though they yield an interest, they lIucruate much 
in value.; and, also, because the expence of brokerage is incurred 
in selling them, not to mention the inconveniences arising from 
the circumstance of their being transferable only in the books of 
the Bank of England. Stocks, however, by being at all times a 
saleable and ready money article, are, to a certain degree, held by 
persons in London on the same principle as bills, and serve, there­
fore, in some measure, like bills, if we consider these as a dis­
countable «rticle, to spare the use of bank notes. Exchequer bills 
will not fully answer the purpose, because there is a commission 
on the sale of these, as on the sale of stocks; and because, not to 

speak of some other inferior objections to them, they lIuctuate, 
in some small degree, in pria:. . 

Bills, since they circulate chielly among the trading world', come 
little under the observation of the public. The amount of bills in 
existence may yet, perhaps, beat all times greater than the amount of 
all the bank notes of every kind, and of all the circulating guineas-. 

The amount of what is called the circulating medi um of a 
country has been supposed by some to bear a regular proportion to 

the quantity of trade and of payments. It has, however, been 
shewn, that such pan of the circulating medi um as yields an 
interest to the holder will effect much fewer payments, in propor­
tion to its amount, than the pan which yields to the holder no 
interest. A number of .country bank notes, amounting to 1001., 
may, for instance, effect on an average one payment in three days; 
while .a bill or 1001. may, through the disposition of each holder 
to detain it, effect only one payment in nine days. 

There is a passage in the work of Dr. Adam Smith which serves 
to inculcate the error of whicli I have been speaking; a passage on 
which it may be useful to comment with some particularity • 

• Liverpool and Manchester effect the whole of their largu men:antile pay­
men .. Dot by coootry bank Dotes, of which DODe .... iooued by the baob of 
thOle placel, but by bills at ODe or two molltho date, drawn OIl London. The 
bills ..... ually drawn by the banks of each of thOle _ amount 10 manJ 
miIIioDIo The baob obtain a ama1l commisoion OIl theoo bilIo. 

9+ 



He says, "The whole paper money of t'lJ"1 kind which can 
"easily circulate in any country, never can exceed the value of the 
"gold and silver of which it supplies the place, or wliich (the 
"commerce being supposed the same) would circulate there, if 
"there was no paper money." 

Does Dr. Smith mean to iiu:J.ude, in his idea of "the wlwle 
"paper money of t'lJery !tind which can easily circulate,"'all the 
bills ~f exchange of a country, or does he not? And does he also 
include interest notes, !",chequer bills, and India bonds, and those 
other articles which very mup. resemble bills of exchaiige 1 In an 
earlier part of his chapter he has this observation-''There are' 
"different sorts of. paper money; but the circulating notes of 
"banks and bankers are the species which is best known, and 
"whi~ seems best adapted for this ~urpose." We are led to judge 
by this passage, and also by the term "paper money of t'lJery kind" 
in the passage before quoted, that it was his purpose to include bills , 
of exChange; on the other hand, if all the bills of eXchange of a 
country are to be added ·to the bank notes which circulate, it 
becomes then so manifest, that the whole of the paper must be 
more than equal to the amount of the money which would cir-' 
culate if there were no paper, that we feel surprised that the 
erroneousness of the position did not strike Dr. Smith himself. 
He introduces, indeed, the qualifying word "easily;" he speaks of 
"the whole Paper money of every kind which can easily circulate." 
But this term, as I apprehend, is meant' ~~y to refer to an easy, in 
contradistinction ~ a forced, paper circulation; f9r it is on the 
subject of a forced circulation that a great part of his observations 
tum. He seems, on th~ other hand, to have paid. no re&;'rd to the 
distinction on which I have dwel19. of a more slow and a more 
rapid circulation; a thing which is quite different .from an easy 
and a difficult circufation. He appears, in short, not ~·all to have 
reflected how raise his maxim is rendered (if lard down in the terms 
which he has used). both by the different degrees of rapidity of 
circulation which generally belong to the two different classes of 
paper of which .. I Have spoken, and also by the different degrees of 
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rapidity which may likewise belong to the circulation of the 
same kinds of paper, and even of the same guineas, at different 
times. 
{ The error of Dr. Smith, then, is this :-he represents the whole 
paper, which can easily circulate when there are no guineas, to 
be the same in quantity with the guineas which would circulate 
if there were no paper; whereas, it is' the quantity not of "the 
"thing which circulates," that is, of the thing which is lapahlt of 
circulation, but of the actual circulation which should rather be 
spoken of as the same in both cases. The quantity of circulating 
paper, that is, of paper capable of circulation, may be great, and yet 
the quantity of actual circulation may be small, or '/Jiet '/Jtrsa. 
The same note may either effect ten payments in one day, or one 
payment in ten days; and one note, therefore, will effect the 
same payments in the one ~ which it would require a hundred 
notes to effect in the other.) 

I have spoken of the different degrees of rapidity in the cir­
culation of diff trmt kinds of p..per, and of the consequent difference 
of the quantity of each which is wanted in order to effect the same 
payments. I shall speak next of the different degrees of rapidity in 
the circulati9n of the samt mediums at difftrmt timts: and, first, of 
bank notes. ) 

The causes which lead to a variation in the rapidity of the 
cir'Culation of bank notes may be several. In general, it may be 
observed, that a high state of confidence serves to quicken their 
circulation; and this happens upon a principle which shall be fully 
explained. It must be premised, that by the phrase a more or 
less quick circulation of notes will be meant a more or less 
quick circulation of the whole of them on an average. Whatever 
encreases that reserve, for instance, of Bank of England notes 
which remains in the drawer of the London banker as his provision 
against contingencies, contributes to what will here be termed the 
less quick circulation of the whole. Now a high state of confidence 
contributes to make men provide less amply against contingencies. 
At such a time, they trust, that if the demand upon them for a 
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payment, which is now doubtful and contingent, should actually 
be made, they shall be able to provide for it at the moment; and 
they are loth to be at the expence ofileIling an article, or of getting 
a bill discounted, in order to make the provision much before the 
period at which it shall be wanted. When, on the contrary, a 
. season of distrust arises, prudence suggests, that the loss of interest 
arising from a detention of notes for a few additional days should 
not 1?e regarded. 

It is well known that guineas are hoarded, in times of aIarm, on 
this princip~ Notes, it is true, are not hoarded ~o the same extent; 
partly because notes are not supposed eqnally likely, in the event of 
any general confusion, to find their value, and partly because the 
class of persons who are the holders of notes is less subject to 
weak and extravagant alarms. In difficult times, however, the 
disposition to hoard, or rather to be largely provided with Bank 
of England notes, will, perhaps, prevail in no inconsiderable degree. 

This remark has been applied to Bank of England notes, because 
these are always in high credit; and it ~ught, perhaps, to be chiefly 
~nfined to these. They constitute the coin in which the great 
mercantile payments in London, which are payments on account 
of the whole country, are effected. If, therefore, a difficulty in 
converting bills of exchange into notes is apprehended, the effect 
both on bankers, merchants, and tradesmen, is somewhat the same 
as the effect of an apprehension entertained by the lower class of a 
difficulty in converting Bank of England notes or bankers' notes 
into guineas. The apprehension of the approaching difficulty makes 
men eager to do tha~ to-day, which otherwise they would do 
to-morrow. 

The truth of this observation, as applied to Bank of England 
notes, as well as the importance of attending to it, may be made 
manifest by adverting to the events of the year 1793, when, 
through the failure of many country banks, much general distrust 
took place. The aIarm, the first material one of the kind which 
had for a long time happened, was extremely great. It does not 
appear that the Bank of England notes, at that time in circulation, 
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were fewer than ·usual. It is certain, however, that the existing 
number became, at the period of apprehension, insufficient for 
giving punctuality to the payments of the metropolis; and it is 
not to be doubted, that the insufficiency must have arisen, in 
some measure, from that slowness in the circulation of notes, 
naturally attending an alarm, which has been just described. Every 
one fearing lest he should not have his notes ready when the day 
of payment should come, would endeavour to provide himself 
with them somewhat beforehand. A few merchants, from a 
natural though hurtful timidity, would keep in their own hands 
some of those notes, which, in other times, they would have 
lodged with their bankers; and the effect would be, to cause the 
same quantity of bank paper to transact fewer payments, or, in 
other words, to lessen the rapidity of the circulation of notes on the 
whole, and thus to encrease the number of notes wanted. ProD­
ably, also, some Bank of England paper iOUld be used as a suD­
stitute for country bank notes suppressed. 

The success of the remedy which the parliament administered, 
denotes what was the nature of the evil. A loan of exchequer bills 
was directed to be made to as many mercantile persons, giving 
proper security, as should apply. It is a fact, worthy of serious 
attention, that the failures abated gready, and mercantile credit 
began to be restored, not at the period when the exchequer bills 
were actually delivered, but at a time antecedent to that aera. It 
also deserves notice, that though the failures had originated in an 
extraordinary demand for guineas, it was not any supply of gold 
which effected the cure. That fear of not being able to obtain 
guineas, which arose in the country, led, in its consequences, to ~ 
extraordinary demand for bank notes in London; and the want of 
bank notes in London became, after a time, the chief evil. The 
very expectation of a supply of exchequer bills, that is, of a supply 
of an article which almost any trader might obtain, and which 
it was known that he might then sell, and thus tum into bank 
notes, and after turning into bank notes might also convert into 
guineas, created an idea of general solvency. This expectation 
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cured, in the first instance" the distress of < Lon~o,,? and it then 
lessened the demand for guineas in the country, through that 
punctuality in effecting the London payments' which it produced; 
and the universal confidence which it thus inspired. The sum 

- permitted by parliament to be advance<\. in exchequer bills was 
five millions, of which not one half was taken. Of the sum taken, 
no part was lost. On the" contrary, the small compensation, or 
extra interest, which was paid to government for lending its credit 
(fodt was mere credit, and not either money or bank notes that 
the 'government advanced), amounted to something 'more than 
was necessary to defray the charges, and a sm:ill balance of profit 
accrued to the public. For this seasonable in~rference, a measure 
at first not well understood and opposed at the time, chiefly on the 
ground of constitutional jealousy, the mercantile as well as the 
manufacturing interestS of the country were certainly much 

...jrulebted to the parliament, and to the government-, 
(That a state of distrust causes a slowness in the circulation of 

gran'lIs, and that at such a time a greater quantity of money will 
be wanted in order to effect only the same money payments, is a 
position which scarcely needs to be proved. Some observations, 
however, on this subject may not be useless. When a season of 
extraordinary alarm arises, and the money of the country in some 
measure disappears, the guineas, it is cominonly said, are hoarded. 

• The commissioners named in the act state in their report, .. that the Imow­
"ledge that loaDI might have been obtained, ouffioed, in .. vera! instances, to 
...... der them unnecessary; that the whole number of applicatioDi WlII throe 
"hundred aDd thirty-two, for .UUlI amounting to ".J,8SS,6,..; of which two 
"hundred and thirty~ght were granted, amounting to !.Z,Z01,000; forty­
"five for IUms to the amount of ,.I,2.IS,IOO were withdrawn; and forty-nine 
"were rejected. for various rmaons. That the whole lum advanced on loans W3I 
"paid, a considerable part befono it was due, aDd the \'emaioder regularly at 
"the atated periods, without appzmlt difficulty or cIiatz.sa." 

They ohoerno that, "the ad .... tages of thiJ measure were evinced by • speedy 
"restoration of coafidenoe in mercantile transact:ioDl, which produced a facility 
"in raising money that was preoeotly felt, not only in the metropo!it, but 
"through the whole extent of Great Britain. Nor was the operation of the act 
"Ieas beneficial with respect to a "';'ty of eminent maoufuturen, who, ".wing 
";" .. grtat Ikgrr~ SllSpnuktJ tluir uorls, were enabled to resume them, and to 
·'.troro employment to a number of workmen who must otherwUe have been 
·-thrown on the public. U ~ 
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In a certain degree this assertion may be literally true. But the 
scarcity of gold probably results chielly from the circumstance of 
a considera~le variety of persons, country bankers, shopkeepers, 
and others, augmenting, some in a smaller and some in a more 
ample measure, that supply which it had been customary to keep 
by them. The stock thus enlarged is not a fund which its possessor 
purposes, in no case, to diminish, but a fund which, if he has 
occasion to lessen it, he endeavours, as he has opportunity, to replace. 
It is thus that a more slow circulation of guineas is occasioned; 
and the slower the circulation, the greater the quantity wanted, in 
ofer to effect the same number of money payments. 
[Thus, then, it appears, that the sentiment which Dr. Smith 

leads his readers to entertain, namely, that there is in every country 
a certain fixed quantity of paper, supplying the place of gold, 
which is all that "can easily circulate" (or circulate without being 
forced into circulation), and which is all (for such, likewise, seems 
to be the intended inference) that should ever be allowed to be sent 
into circulation, is, in a variety of respects, incorrect. The existence 
of various hoards of gold in the coffers of bankers, and of the Bank 
of England, while there are no corresponding hoards of paper, 
would of itself forbid any thing like accurate comparison between 
them. Many additional, though smaller, circumstances might be 
mentioned as contributing to prevent the quantity of notes which 
will circulate from being the same as the quantity of gold which 
would circulate if there were no notes; such as their superior 
convenience in a variety of respects, the facility of sending them by 
post, the faculty which they have of being either used as guineas, 
or of supplying the place bf bills of exchange, and furnishing a 
remittance to distant piaces. 

There is a further objection to the same remark of Dr. Smith. 
It would lead an uninformed person to conceive, that the trade of 
a country, and of this country in particular, circumstanced as it 
now is, might be carried on altogether by guineas, if bank notes of 
all kinds were by any means annihilated. It may already have 
occurred, that if bank paper were abolished, a substitute for it 
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would be likely to be found, to a certain degree, in bills of exchange; 
and that these, on account of their slower circuL.tion, must, in that 
case, be much larger in amount than the notes of which they would 
talce the place .. But further; if bills and bank notes were exttn-, 
guished, other substitutes than gold would unquestionably be found. 
Recourse would be had to devices of various kinds by which meR' 
would save themselves the trouble of counting, weighing, and 
transporting guineas, in all.the larger operations of commerce, so 
that-the amount of guineas brought into use would not at all 
correspond with the amount of the bills and notes suppressed. 
Banks would be instituted, not of the description which now exist, 
but of that kind and number which should serve best to spare both 
the trouble of gold, and the expence incurred by the loss of interest 
upon the quantity of it iIi possession. Merely by the transfer of the 
debts of one merchant to another, in the books of the banker, a 
large portion of what are termed cash payments is effected at this 
time without the use of any bank pape"', and a much larger sum 
would be thus transferred, if guineas were the only circulating 
medium of the country. Credit would still exist; credit in books, 
credit depending on the testimony of witnesses, or on the mere 
verbal promise of parties. It might not be paper credit; but still 
it might be such credit as would -spare, more or less, the use of 

• The following custom, now preniling among the bankers within tbe 
city of London, may ..... 10 iIlUltrate this oboervation, and also 10 .hew tbe 
Itmlgth of tbe disposition which .mil in those who"", not the ias\Jell of hank 
notel 10 'P"'" the we both of paper and gam.... It is the pmetice of each of 
these bankers 10 oend a clerk, at an agreed hour in the afternoon, 10 a room 
provided for their use. Each clerk ...... ""changos the drafts on other bankers 
received at hiI own house, for the drafts on his own house received at the houses 
of other bankers. The halances of the oevoral hankers lie transferred in tbe 
same room from ODe to another, in • manner which it is u.nnecessary to explain 
in detail, and the oevoral halances "'" finally wound up by each clerk into oue 
halance_ The cliff ..... ce betwoeD the whole lum which each banker hu 10 pay 
10 aU other city bankers, and the whole lum which be hu 10 1Ocei .. of aU other 
city bankers, io, therefore, aU that is clischarg<d in hank notel or money; • 
cliff.",ace much less in ill amo~nt than the stwrai cliffezen"", would be equal 10. 
This device, which serves 10 'P"'" the we of hank no.... may .uggoot tbe 
pmeticability of • gteat variety of contri .... ces for .paring the use of gold, 10 
which ID<D having confidence in each other would naturally ....,rt, if we could 
IUPpooe bank paper 10 be aholisbed. 
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guineas. It might be credit of a worse kind, less accurately del 
out. in proportion to the desert of different persons, and therefor 
in some instances, at least, still more extended; it might be credl 
less contributing to punctuality of payments, and to the due fulfil· 
ment of engagements; less conducive to the interests of trade, and 
to the cheapening of articles; and it would, perhaps, also be credit 
quite as liable to interruption on the occasion of any sudden alarm 
or material change in the commercial prospects and circumstances 
of the country. 
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CH,A.P. IV 

O!JStrTJ"t;.1I of Dr. 8111;tA rtsp4ctillg 1M B""l of Engl"II1-oi 1M NIlIrII't 
of tA", IlIstilllti.II.-lIIasDtls for fInJtr grtlll" tI;III;II;sIJing ill Nom 
-its L;,,!Jility II h ,d_utl of G,,;1Ittu-tM 88sPlnsi.1I of;ts 
CasA p",,,,"'ts 11.' ~;lIg I. 100 grt'" Issat of Paper_or I. 100 
?t"1 Lo"1IS.-ProprUlJ of puli""'''''"" IIIUtftrtllct. 

DR Adam Smfth, after laying d~wn the principle which 
has been 1a~e1y animadverted on, "that the quantity of paper 
"which can easily circulate in a- country never can exceed the 
"gold and silver which would circulate if there were no paper," 
proceeds to observe, that the Bank of England, "by issuing too 
"great a quantity of paper, of which the excess was continually 
"returning, in order to be exchanged for gold and silver, was 
"for many years together, obliged to coin gold to the extent of 
"betw~n eight hundred thousand pounds and a million a year. 
"For this great coinage the bank was frequently obliged to purchase 
"gold bullion at 41. an ounce, which it soon after issued in .:pin 
"at JI. 171. lold. an ounce, losing two and a half and three per 
"cent. on the coinage." Dr. Smith probably could not be acquainted 
with the secret of the actual quantity of those bank notes, of the 
number of which he complains; he must, therefore, have taken it 
for granted, that they were what he terms excessive, on the ground 
of the price of gold being high, and the coinage great. He does 
not proceed, in any respect, to guard or to limit the observation in 
'luestion; an observation which, when thus unqUalified, may lead 
the reader to suppose, that whenever the bank finds itself subjected 
to any great demand for gold in consequence of a high price of 
bullion, the cause of this evil is an excess of circulating paper, and 
the remedy a reduction of bank notes. There is also danger, lest it 
should be conceived, that if the remedy should appear to fail, it 
can fail only because the reduction is not sufficiently great. 
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The point of which we are speaking is of great importance, 
and will be the subject of much future discussion. One object of 
the present and succeeding Chapter will be to shew, that, however 
just may be the principle of Dr. Smith when properly limited and 
explained, the reduction of the quantity of Bank of England paper 
is by no means a measure which ought to be resorted to on the 
occasion of every demand upon the bank for guineas arising from 
the high price of bullion, and that such reduction may even 
aggravate that sort of rise which is caused by an alarm in the 
country. 

It will be proper, first, to describe the nature of the institution 
of the Bank of England, and the relation in which it stands to the 
public; in this detail, the event of the late stoppage of its cash pay­
ments will be particularly noticed. 

Bills are drawn on London from every quarter of the kingdom, 
and remittances are sent to the metropolis to provide for them, 
while London draws no bills, or next to none, upon the country. 
London is, in this respect, to the whole island, in some degree, 
what the centre of a city is to the suburbs. The traders may dwell 
in the suburbs, and lodge many goods there, and they may caNy 
on at home a variety of smaller payments, while their chief cash 
account is with the banker, who fixes his residence among the other 
bankers, in the heart of the city. London also is become, especially 
of late, the trading metropolis of Europe, and, indeed, of the 
whole world; the foreign drafts, on account of merchants living in 
our out-ports and other trading towns, and carrying on business 
there, being made, with scarcely any exceptions, payable in London. 
The metropolis, moreover, through the extent of its own com­
merce, and the greatness of its wealth and population, bas immense 
receipts and payments on its own account; and the circumstance of 
its being the seat of government, and the place where the public 
dividends are paid, serves to encrease its pecuniary tranSactions. 
The practice, indeed, of transferring the payments of the country 
to London being o;'cc begun, was likely to extend itself. For, in 
proportion as the amount and number of payments and receipts 
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is augmented in anyone particubr place, the business of paying 
and receiving is more easily and cheaply transacted, the necessary 
guineas becoming fewer in proportion to the sums to be received 
and paid, and the bank notes wanted, though encreasing on the 
whole, becoming fewer in proportion also. On the punctuality 
with which the accustomed payments of London are effected, 
depends, therefore, mdst essentia.lly the whole commercial credit 
of Great Britain. The larger London payments are effected 
exclusively through the paper of the Bank of England; for the 
superiority of its credit is such, that, by common agreement among 
the bankers, whose practice, in this res~ almost invariably 
guides that of other persons, no note of a private house will pass 
in payment as a paper circulation in London. 

The bank has a capital of near twelve millions, to which it has 
added near four millions of undivided profits or savings: a.ll this 
capital and savings must be lost before the creditors can sust;ain any 
loss. 

The Bank of England is quite iI\dependent of the executive 
government. It has an interest, undoubtedly (of the same kind with 
that of many private individuals), in the maintenance of our 
financial as well as commercial credit. It is also in the habit of 
lending out a large portion of its ample funds on government 
securities of various kinds, a comparatively small part only, though 
a sum not small in itself, being lent to the merchants in the way 
of discount. The ground on which the bank.lends so much to 
government is clearly that of mutual convenience, as well as long 
habit. It is the only lender in the country on a large scale; the 
government is the only borrower on a scale equally extended; 
and the two parties, like two wholesale traders in a town, the 
one the only great buyer, and the other the only great seller of the 
same article, natura.lly deal much with each other, and have com­
paratively small transactions with those who carry on only a more 
contracted business. The bank, moreover, in time of peace, is 
much benefited by lending to government. It naturally, therefore, 
continues those loans, during war, which it had been uSed to 
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grant at ~l antecedent periods. It occasionally furnishes a con­
siderable sum to the East India company. If, indeed, it lent more 
to the merchants during war, and less to the government, the 
difference would not be so great as might, perhaps, at first view be 
supposed. If, for instance, it furnished a smaller sum on the security 
of exchequer bills, that article might then be supposed to fall in 
price, or, in other words, to yield a higher and more tempting 
interest; and the bankers, in that case, would buy more exchequer 
bills, and would grant less aid to the merchants; they would, at 
least, in some degree, take up whichever trade the Bank of England 
should relinquish. The preference given by the bank to the govern­
ment securities, is, therefore, no symptom of a want ofindependence 
in its directors: they are subject, in a much greater degree, to their 
own proprietors than to any administration. The strong manner 
in which the directors of the bank" at the time antecedent to the 
suspension of their cash payments, insisted on having four millions 
and a half paid up to them by the government-a payment which; 
though demanded at a very inconvenient time, was accordingly 
made--may be mentioned as one sufficiently striking mark of the 
independence of that company. There is, however, another much 
more important circumstance to be noticed, which is conclusive 
on this subject. The government of Great Britain is under little 
or no temptation either to dictate to the Bank of England, or to 
lean upon it in any way which is inconvenient or dangerous to the 
bank itself. The minister has been able to raise annually, without 
the smallest difficulty, by means of our funding system, the sum 
of no less than between twenty and thirty millions. The govern­
ment, therefore, is always able to lessen, by a loan from the public, 
if it should be deemed necessary, the amount of its debt running 
with the bank. To suppose that bank notes are issued to excess, 
with a view to furnish means of lending money to the minister, 
is, in a high degree, unreasonable. The utmost sum which he 

• See the co .... pondence of the bank 00 this oubject, in the Appencfu: 10 
the Report of the Howe of Commons respecting the order of ..,uneil for 
authoriaing the Inspension of the cash payments of the bank. 
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could hope to gain in the way of loan from the bank, by means of 
an extraordinary issue of bank n,!tes, could hardly be more than 
four or five millions; and it is not easy to believe, that a govern­
ment which can raise at once twenty or thirty millions, will be 
likely, for the sake of only four or five millions (for the loan of 
which it must pay nearly the same interest as for a loan from the 
public), to derange the system, distress the credit, Dr endanger the 
safety. of the Bank of England-. This ba,!!kiJ:!g company dj [Fe'S.ift. 
this most important point from every one of those national banks, 
which ~ ~ntinent. I understl!Dd that the banks 
of Petersburgh, Copenhagen, Stockholm, Vienna, Madrid, and 
Lisbon, each of which issues circulating notes, which pass as current 
payment, are all in the most direct and strict sense government 
bankst. It' is also well known, that the governments residing in 
these several places have not those easy means of raising money, 
Iy.a loan from the people, ,which the minister of Great Britain so 
remarkably possesses. Those governments, therefore, have, in times 
even of moderate difficulty, no other resource than that of extending 
the issue of the paper of their own banks; which extension of issue 
naturally produces a nearly correspondent depreciation of the value 
of the notes, and a fall in the exchange with other countries,.if 
computed at the paper price. The notes, moreover, being once thus 
depreciated, the government, even supposing its embarrassments 

• Tho same .. mark has been made in a short pamphlet lately published by 
Sir Francis Baring. 

t Tho bank of Amsterdam did not issue circulating notes, but was a n1ero 
bank for depoaits, the whole of which it was .upposed by aome to keep alwaY' 
in apecie. It .... discovered, however, whrn thr F=ch possesaed thrmae1ves of 
Holland, that it ha4 been used privately to lend a certain part of thrm to thr 
city of Amsterdam, and a part to the old Dutch govornment. These loans 
ought certainly rathrr to ha .. been furnished in that open manner in which 
those of our bank ... made. Neither of thr two debts, as I undentand, have 
yet been discharged. Tho bank of Amsterdam had no capital of ita own. 

In whate .... way we may suppose the property of the bank of Amsterdam, 
or that of any other public bank or private. individual, to be employed, it is 
not easy to imagine that it can altogether escape thr bands of a needy and 
.uccessful invader. If the property of a public bank iI kept in money, a rapacious 
enemy may oeize that money. If lent to thr merchants, the enemy, by thrir 
.. quisitiona, may draw it from the merchanta; and by thUll incapacitating the 
mercbanta to pay their debta to the bank, may cause the failure of the, hank. 
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to cease, is seldom disposed to bring them back to their former 
limits, to do which implies som~ sacrifice on their part at the time 
of effecting the reduction; but it· ~ontents itself, perhaps, with 
either a little lessening, or with not further adding to, the evil. 
The expectation of the people on the Continent, therefore, generally 
is, that the paper, which is falling in value, will, in better times 
only cease to fall, or, if it rises, will experience only an immaterial 
rise, and this expectation serves of course to accelerate its fall. 
Hence it has happened, that in all the places of Europe, of which 
mention has been made, there exists a great and established, and 
generally, an increasing discount or agio between the current coin 
and the paper money of the kingdom. Nor, indeed, is this all: 
several of the governments of Europe have not only extended 
their paper in the manner which has been described, but have, 
besides this, depreciated, from time to time, their very coin; and 
thus there has been a t)Vo-fold cause for a rise in the nominal 
.price of their commodities when exchanged with the current 
paper. T~ i~ therefore, a fundal1!e.!ltl!i-.!li1fere.oce...between. the 
_nature 0 the paper of the Bank~f England, and..,!ha...1.!'~I .. me 
national or government banks on the continent. No one supposes 
tfu;TilleEilgHsh guinea ro~;S lesi;;;;ij;;S g~ld than heretofore, 
through frauds practised by government in the coinage; ;&lid as 
little is it to be suspected that the Bank of England paper is about 
to be depreciated by an excessive issue either ordered or needed 
by -the government. There is, moreover, at present, this further 
ground for assuming that the issue of Bank of England DOtl:l.is 
not likely to be excess[!.e,-that it has lately become a practice 
to make the number of them public. Their quantity, as it now 
appears, has never, in any short time, varied very greatly; has 
seldom, in late years, been below ten or eleven millions, even when 
no one pound-and two pound notes were issued; and has at no 
moment exceeded the sum of about fifteen mil!ions and a half, 
including two millions and a half of one l"'und and two pound 
notes. It is not impossible that the discredit into which the paper 
of the government banks of the continent of Europe has fallen, 
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into which also the paper of the American banlcs sunk at the time 
of_th...!'._~!!,eIL~war, through the same extension of its issues by 
the successive French revolutionary governments, may haye. in 
~~e degree, c:Ontribut~ tho~gh' inost unjustly. to that fall in the 
exchange which Great· Britain has experienced. Foreigners not 
adverting to that independence of the Bank of England, the grounds 
of which have been sta~ and ~ed possibly by the abundant 
misrepresentations which have taken place in this country, may 
have thought that it was the government which, by its loans, 
involved the bank in difficulties (a-point which shall be discussed 
presently), and that the bank is merely an instruinent in the hands 
of the government; an instrument which may be turned, as the 
government banks on the continent have been, to the purpose of 
issuing notes to an extravagant extent. If such should, in any degree, 
be their sentiment, it would be just in them to infer from thence, 
that the Bank of England' nOte$ are not unlikdy to fall in their 
value in the same manner as the notes of the .c:ontineniafk.nkS;·' 
A; 'unwillingness to leave in this country whatever sums they 
may have a right to draw from us (sums probably small in the 
whole) may have been the consequence of this fear, and a great 
unwillingness to trust with us even a small quantity of property, 
may happen to ~use, under certain circumstances, a considerable 
fall in the exchange. 

It may be mentioned as an additional ground of confidence in 
the Bank of England, and as a circumstance of importance in lDlI.!'y 
respects, that the numerous proprietors who chuse.the directors, 
and have the power of controlling them (a power of which they 
have prudently forborne to make any frequent use), are men 
whose general stake in the country far ex~ _~t particular one 
which tiley-have in the_stock of ti\e-·Q;mpany. They-a~en, 
tllerefore, who feel themsdves to be most deeply interested not 
merely in the increase of the dividends or in the maintenance o.! 
the credit of the Bank.9fEm~l~d, but in the support of commercial 
as well ;sot publi~' credit in general. There is, indeed,b;rth among 
them aiid·amonifilie whole commercial world,'who make so large 
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a portion of this country, a remarkable determination to sustain 
credit, and especially the credit of the bank; and this general agree­
ment to support the bank is one of the pillars of its strength, and 
one pledge of its safety. The proprietors of it themselves are not 
likely to approve of any dangerous extension even of their own 
paper; both they and the directors know the importance of ~n­
fining the bank paper, generally speaking, within its accustomed 
limits, and must necessarily be supposed to prefer its credit, and the 
paper credit of the runion; to the comparatively trilling considera­
tion of a small increase in their own dividends; lin increase which 
would prove delusory, if it should arise from that extravagant issue 
of bank notes which would have the effect of depreciating all the 
circulating medium of the country, since it would thus raise upon 
the proprietors of bank stock, as well as on others, the price of all 
the articles of Iife*. While the proprietors and directors of the bank 
have .thus an interest, on the one hand, in limiting the quantity of 
paper issued, they" are "also natUrally anxious, on the other, in 
common with the whole commercial world, to give the utJnost 
possible credit to ill and although an opinion should prevail, even 
to some extent, .among persons out of business, that the appearance 
of gold is the only test of .wealth, and that the absence of it, how­
ever temporary, implies great danger to the-country, the mercantile 
interest, and in particular the bank ·proprietors, the bankers, and 
the traders of r,o'ndo~ by whose transactions the value of the 
London paper is upheld, may be considered as combined in the 
support of a j.ister senti.:nent. The bank itself is known to have 
experienced, ~t fon;ner times (as ap~r.I f~orn: the "evidence of the 
directors given to parliamen9,_ v~"~ea~.~u~ations:in its.9'SIJ; 

• If the bank no ... were· increased even live millions, tbe additional profit 
which would accrue to the proprietors would not be Il10''' than two per cent. 
A proprietor qualified to vote in the bank court (that is, having Sool. stock) 
would, tben:fo .... gain by thi> extravagant u.ue, supposing i. to be maintained 
for 8 year, the .um of .oJ. A large proportion of the bank proprietors do no. 
hold mo", than ',0001. Itock. The gain of each of ._ would DOl be 
ma... than aol., a lum perfectly insignificant, comp;u<d with the in_ 
which they have in the maintenance of the general commercial a<di. of tbe 
country. 
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and, in one period of returning peace and prosperity, a reduction 
of it below that which took place at the time of the late suSpension 
of its cash payments: -the 'amount of gold in the bank, at anyone 
particular "'ra, is, perhaps, therefore, on the ground of this ex­
perience, not now considereil by >the colXllIltrc;iai world as having 
all that lmportance which was given to it when the bank affairs 
we~. involved, in greater mystery. 'It,-is<1Jerfectly well understood 
among all commercial mell, that :-~old ·coin . is not an article in 
which all paynients '{though ids so'p~omis~) are at any time 
intended really to "be made; that 'l0 fuad ever'was or can be provided 
by the bank which shall be sufficient for such a 'purpose; and that 
gold coin is to be viewed chiefly as a standard by which all bills 
and pape~ mori'ey should hays thejr va'l'S TfgtditcQ as mrtJy as 
~ible; and that the main, and, indeed, the only, point is to take 
all ~l1able care that money shall in fact serve as that standard. 

Thi~ is the great miXim to be laid down on the subject of paper 
credit. Let it, then, be next considered what is"llecessary, in order 
Sufficiently to secure that, w~atever th~ .circulating paper, may 
~ gold shall be the standaro to which the vaY':;e of that Paper sh!!ll 
conform. itse!f~ It is no douiit ip'po~t, that ;here should be 
usually in J:l>e Country a certain degree-of interchange .of gold for 
paper, for t:JiU; is one of the means whieh Will serve to fix the value 
of the latter, Whether the intercha~ge ,want,,:d..,$O, produce this 
effect must be more or less large and frequent, Ctepends !1luch on 
the habits lIhd dispositions of thes:ountry; and, in particular,.on 
the degree of knowledge of the nature of paper ~,,:dii. generally 
prevailing, and on the degree Qf confidence in it. ';.. .' 

In order to secure that thw: -interchange shall at aU .times take 
p~, it is important' that, ~~~rally speak,ing, 'a cQtlsiderable fund 
of go~ should be kept in the ~ountry, and there is in this kingdom 
no 0 er depository for it but tlie Bank of England. This fund 
should be a provision not only a&!,i!J!t the commo~~~ 
triflinii""lliiauatiOiiS in the demand for coin, but also against the 
two following contingencies. First, it should serve to counteract 
the ';ffects of an unfavourable balance of trade, for this infallibly 
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will sometimes occur, and it is what one or more bad harvests 
cannot fail to cause. It is also desirable, secondly, that the reserve 
of gold should be sufficient to meet any extraordinary demand at 
home, though a demand in this quarter, if it should arise from 
great and sudden fright, may undoubtedly be so unreasonable 
and indefinite as to defy all calculation. If, moreover, alarm should 
ever happen at a period in which the stock of gold should have 
been reduced by the other great cause of its reduction, namely, 
that of a call having been recently made for gold to discharge an 
unfavourable balance of trade, the powers of any bank, however 
ample its general provision should have been, may easily be supposed 
to prove insufficient for this double purpose. 

To revert, then, to the Bank of England. A sh~rt tiJ;ne before 
the suspension of its cash payments, the gold in its coffers had 
been reduced materially through an unfavourable balance of trade. 
The-exchange with Europe had, however, so far improved for some 
time preceding the suspension, as to have caused gold to begin 
again to /low into the country. When it was thus only beginning 
to return, the fear of an invasion took place, and it led to the 
sudden failure of some country banks in the north of England. 
Other parts felt the in/luence of the alarm, those in Scotland, in a 
great measure, excepted, where, through long use, the confidence 
of the people, even in paper money of a guinea value, is SO great 
(a circumstance to which the peculiar respectability of the Scotch 
banks has contributed), that the distress for gold was little felt in 
that part of the island. A -great demand on the Bank of England 
for guineas was thus created; a demand which every one who can 
possess himself of a bank note is entitled to make by the very terms 
in which the note is expressed. In London, it is observable: that 
much distress was beginning to arise, which was in its nature 
somewhat different from that in the country. In London, con­
fidence in the Bank of England being high, and its notes main­
taining their accustomed credit, its guineas were little called for 
with a view to the mere object of London payments. The guineas 
applied for by persons in London, was, generally speaking, on the 
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account of people in the country. The distress arising in London, 
like that which took place in 1793, was a distress for notes of the 
Bank of England. So great was the demand for notes, that the 
interest of money, for a few days before the suspension of the 
payments of the bank, may be estimated (by ca.lculating the price 
of exchequer bills, the best test that can be referred to, as well as 
by comparing the money price of stocks with their time price) to 
have been about sixteen or seventeen per cent. per ann. The bank, 
on this occasion, pursued, though only in a small degree, the path 
which a reader of Dr. Smith would consider him to prescnbe, 
as in all cases the proper and effectual means of deiaining or bringing 
back guineas. They lessened the number of their notes, which, 
having been for some yealS before near eleven millions, and having 
been red';ced, for some time, to between nine and ten millions, 
were at this particular moment brought down to between eight 
and nine millions. 

It has been shewn already, that, in order to effect the vast 'and 
accustomed payments daily made in London, payments which are I 
most of them promised beforehand, a circulating sum in bank 
notes, nearly equal to whatever may have been its customary amount 
is necessary: But a much more clear idea of this subject will be 
gained by entering into some detail. 

There are in London between sixty and seventy bankers, and 
it is almost entirely through them that the larger payments of 
London are effected. It may be estimated (though the conjecture 
is necessarily a loose one) that the sums paid daily by.the bankers 
of London may not be less than four or five millions. The notes 
in their hands form, probably, a very large proportion of the whole 
circulating notes in the metrOpOlis. It is certain, at least, that only 
a very small proportion of Bank of England notes circulate F..r from 
London, and that it is to the metropolis itself that all the larger 
ones are confined. The amount of the bank notes in the hands of 
each banker, of course, 8uctuates considerably! but the amount 
in the hands of all' probably varies very little; and this amount 
cannot be much diminished consistendy with their ideas of what E_ .... "",..,CMIiI 113 



is necessary to the punc~ality of their payments, and to the com­
p!ete security of their houses. Thus there is little room for reduc­
tion as to the whole of that larger part of the notes of the Bank 
()f England which is in the hands of the London hankers: the 
notes which may chance to circulate among other persons, especially 
among persons carrying on any commerce, if we suppose the usual 
punctuality of payments to be maintained, and the ordinary system 
of effecting them to proceed, can admit also of little diminution. 
A deficiency of notes in London is a very different thing from a 
deficiency either of country bank notes or of coin in the country. 
A large proportion of the London payments are payments of bills 
accepted by considerable houses, and a failure in the punctuality 
of anyone such payment is deemed an act of insolvency in the 
party. The London payments are, moreover, carried on by a com­
paratively small quantity of notes; and they, perhaps, cannot easily 
be effected, with due regularity, by ainuch smaller number, so 
complete has been the system of economy in the use of them 
which time and experience have introduced among the bankers. 
There is, moreover, no substitute for them. They have an ex­
clusive, though limited, circulation. They serve, at the same time, 
both to sustain and regulate the whole paper credit of the country. 
It is plain, from the circumstances which have just been stated, 
that any very great and sudden diminution of Bank of England 
notes would be attended with the most serious effects both on the 
metropolis and on the whole kingdom. A reduction of them 
which may seem moderate to men who have not rellected on this 
subject_ diminution, for instance, of one-third or two-fifths, 
might, perhaps, be sufficient to produce a very general insolvency 
in London, of which the effect would be the suspension of con­
fidence, the derangement of commerce, and the stagnation of 
manufactures throughout the country. Gold, in such case, would 
unquestionably be hoarded through the great consternation which 
would be excited; and it would, probably, not again appear until 
confidence should be restored by the prl'lJiDus introduction of some 
additional or some new paper circulation. 
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The case which has been put is, how~r, merely hypothetical; 
for there is too strong and evident an mterest in every quarter to 
maintain, in some way or other, the reguli.r cou!sc of London 
payments, to make it probable that this scene of confusion shou~d 
occur ; or, even if it should arise, that it should continue. Whether 
there might chance to be much ';r little gold in the coUntry, steps 
would be taken to induce the bank to issue its usual quantity of 
paper, or measures would be resorted to for providing, by some: 
other means, a substitute for it. The credit, howeVer, of even the 
best substitute, would be Jar inferior to that of the old and known 
Bank of England notes; for the new paper would be guaranteed 
by a capital 'probably far less ample. than that of the Bank of 
England: it would also be just as impossible for the issuers of it to 
procure, at the time in question, a supply of guineas to be given in 
Payment of it, as it would for the Bank of England to provide a 
supply of guineas for payment of their notes. The new pape,;>.then, 
tIiough it should be the same in its general nature, wo'!ld be 
inferior to that of the bank. It would yield, indeed, a profit to the 
issuers, a profit which the bank would lose the opportunity of 
gaining; and the desire of this profi~ might co-operate in pro­
ducing a disposition in new bodies of men to proceed to the creation 
of it. If we suppose it to' be created,.,and to form one part of the 
current circulating medium of the metropolis; and if we suppose, 
also, as we necessarily must, .I!- reduced quantity of Bank of Eng­
land notes to continue current at the same time, the new paper 
would then be easily exchangeable for the Bank of England paper; 
and every holder of the new paper would, therefore, be able, by 
first exchanging it for the bank paper, to draw gold out of the 
bank. The directors of the bank, therefore, by. proceeding to 
such a: reduction of their notes, as should create a necessity 
for the bankers and merchants to create a new paper among 
themselves, would only increase the general paper circulation 
in London. They ·have now, by their exclusive power of 
furnishing a circulating medium to the metropolis, the means 
of, in some degree, limiting and regulating its quantity; a power 

liS 



of which they would be totally divested, if, by exercising it too 

severely, they should once cause other paper to become current 
in the same manner as their own. Projects for the introduction 
of a new circulating medium into the metropolis have, at different 
times, been formed; all such schemes, however, must necessarily 
fail, as long as there continues to be an- unwillingness among the 
bankers to unite in giving currency to the new ;aper. This un­
willingness wcfuld, of course, diminish in proportion as the pressure 
should become general and severe. 

The idea which some persons have entertained of its being at 
aU times a paramount duty of the llW..9Upglaod tQ diminish.jts 
n~in some sort of regular proportion to that diminution which 
it experiences in its gold, is, then, an idea which is merely theoretic. 
1t must be admitted, however, to be very natural. 

It has been supposed by some, that the pressure on the mer­
cantile world which a great diminution of' notes must cause, would, 
especially if it were a severe one, induce the merchants to send for 
gold from abroad, in order to supply their own want of money. 
The supposition, when thus put, is stated in much too vague a 
manner to be susceptible of that close examination which I wish 
to give to it. There <:an be no doubt that we shall lind it altogether 
false, when pushed to the extent of assuming that the extreme 
.ro"';fy of the pressure is to be the remedy. Let us consider this 
point in as practical a way as possible. 

It was supposed that the difficulty of obtaining bank notes 
would cause the mercha,,"1 tQ5Cnd abroad for gold.. in order to 

effect Weir payments. But what merchants I Certainly not those 
merchants whose goods are unlit for a foreign market, and are in 
no demand there. They must Iirst excru.n~e __ these unswtable 
goo<!s for goods which are suitable, that is; they must seU them, in 
the fuitliiStance, for money--;-Or wbat passes as money, and answers, 
in their view, all the same purposes. Thus they get possession of the 
veil'. .!bing, to supply their want of which they -aie" supposed to 
send abroad. The trader acts, in this respect, like anyone who is 
not a trader. If distreSsed for the means of effecting what is called 
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a cash payment, he no more turns his thoughts to a foreign country 
for a supply of gold, than the farmer or landed gendeman who is 
equally pressed. He considers only what part pf his prQllertJ-he 
can tum into bank notes. These he sees to be at hand; of the gold 
which is i~ fo;;ign countries he knows nothing. 

It will be allowed, then, t:h:<t it is not on our traders in general 
that the' pressu~ will so operate as to induce them to send for gold 
from. the continent. It will, perhaps, howev~r, be Said to operate 
on our foreign merchants: but we must now distinguish, also, 
between one foreign merchant and another. The export trade 
to foreign countries is, generally speaking, one ·trade; the trade of 
importing from foreign countries is a second; the trade of sending 
out and bringing home bullion, in order to payor receive' the 
difference between the exports and imports, may be considered as 
a third. This third trade is carried on upon the same principles 
with any other branch of commerce, that is, it is entered into just 
so far as'it is lucrative to the speculator in bullion, and no farther. 
The point, therefore, to be enquired into is clearly this,~whether 
the pressure arising from a scarcity of bank notes tends to rendd 
the i,!!'portation of bullion a more profitable speculation. 

In solving this question, there is not, perhaps, all the difficulty 
which might be supposed; for it is obvious that, generally speaking, 
it will answer to import gold into a countty just in proportion as 
the goods sent out of it, in the way of trade (that is, the goods 
which must be paid for), are greater in value than the goods which 
are, in the way of trade, broughtjnto it. We may, therefore, now 
dismiss also the case of the mere dealer in bullion from our con­
sideration. We have only to examine in what way the pressure 
arising from the suppression of bank notes will affect the quantity 
of goods which are in the way of trade either exported or imported. 

That a certain degree of pressure will urge the British mer­
chants in general who buy of the manufacturers, as well as the 
manufacturers themselves, to sell their goods in order to raise 
money; that it will thus have some influence in lowering prices at 
home; and that the low prices at home may tempt merchants to 
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export their articles in the hope of a better price abroad, is by no 
means an unreasonable supp~ition. But, then, it is to be observed 
on the other hand, first, that this more than ordinary eagerness 
of all our traders to sell, which seems so desirable, is necessarily 
coupled with a general reluctance to buy, which is exactly pro­
portionate to it: it must be obvious, that, when the general body of 
merchants, being urged by the pecuniary difficulties of the time, 
are selling their gOods in order to raise money, they will naturally 
also delay making the accustomed purchases of the manufacturer. 
They require of him, at least, that he shall give them a more than 
usually extended credit; but the manufacturer, experiencing the 
same difficulty with the merchants, is quite unable to give this 
credit. The soles of the manufacturer are, therefore, susPended; 
but though these are stopped, his daily and weekly payments con­
tinue, provided his manufacture proceeds. In other words, his 
money is going out while no money is coming in; and this happens 
at an rera when the general state of credit is such, that he is not 
only not able to borrow, in order to supply his extraordinary need, 
but when he is also pressed for a prompter payment than before 
of all the raw materials of his manufacture. Thus the manufacturer, 
on account of the unusual scarcity of money, may even, though 
the selling price of his article should be profitable, be absolutely 
compelled by necessity to slacken, if not suspend, his operations. 
To inflict such a pressure on the mercantile world as necessarily 
causes an intermission of manufacturing labour, is obviously not 
the way to increase that exportable produce, by the excess of which, 
above the imported articles, gold is to be brought into the country. 

But, secondly, that very diminution in the priu of manu­
factures which is supposed to cause them to be exported, may also, 
if-;;;;;:ned very far, produce a suspension of the labour of those who 

'hbflcate them. The masters naturally tum oft' their hands 1"'hen 
they find their article selling exceedingly ill. It is true, that if we 
could suppose the diminution of bank paper to produce per­
manen~~_~im!nurion in the yalue Of all artldes wfiatsoeVer, 
and aciimi!'~tion, as it would then be fair that it should do, in the 
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rate of wages also, the encouragement to future manuF..ctures 
would be the same, though there would be a loss on the stock in 
hand. The ~ency, however, of a ve,[J great and sudden red.ycc 
rig,!' of the accustomed number of bank nptes,is to create an 
unusual and t.",p'!."!1iis!,"ess, and a fall of price arising from that 
distress. But;: fall arising from temporary distress, will be attended 
probably with no correspondent fall in the rate of wages; for the 
fall ~f price, ami the distress, will be understood to'be temporary, 
and the rate of wages, we know, is not so variable as the price of 
goods. There is reason, therefore, to fear that the unnatural and 
extraordinary low price- arising from the sort of distress of which 
we now speak, would occasion much discouragement of the 
fabrication of manuF..ctures. 

Thirdly, a great diminution of notes preven", mu~ lIf,J:l1,~t 
ind~try of the country which had been exerted from bejn .. 110 

p~e as ItWoulcfOtllerwise be. When a time either of multi-

• It may, perhaps, be supposed,. that a diminution of the quantity of Bank 
of England no .... if permanent, would produce that permanent diminution 
of the price of articles which is 80 much desired, and the observation made 
above may be thought, to give IODle countenance to this .upposition. Such 
permanent reduction in the price of commodities could not, however, as I 
apprehend, be by any luch means effected. The genoral and permanent value of 
hank no ... must be the aame as the genoral and permanent value of that gold 
for which they are exchangeable, and the value of gold in England is regolated 

," 'by the genoral and permanent value of it all over the world; and, therefore, 
although it is admitted that a great and sudden reduction of bank notes may 
produce a great local and temporary fall in the price of articles (a fall, that is 
to "y, even in their gold prioe, for we are here .upposing gold and paper to 
be interchanged), the gold price mu.t, in a short time, find it> level with the 
gold price over the rest of the world. The continuance of the great limitation 
of the number of bank no ... would, therefore, lead either, as has already been 
observed, to t\le creation of mme new London paper, or possibly to SODle 

new modes of economy in the use of the existing notes: the effect of 
which economy on priceo would be the same, in all ... pectB, as that of the 
restoration of the usual quantity of bank notes. What·seems most probable is, 
that the continuance of any great limitation of the number of bank DOtes 

would lead to the transfer of the present cash payment> of London to some other 
place or places in which the means of effecting payment> should not be ob­
ttrUcted through the too limited exercise of that exclusive, power of furnishing 
• paper circulation with which the Bank of England baa, by it> charter, been 
invested. This subject of the in1Iuenoe of paper credit on prioes will be more 
fully entered into in a future chapter. 



plied failures, or even of much disappointment in the expected 
means of effecting payments arises, plans of commerce and manu­
facture, as well as of general improvement of every kind, which 
had been entered upon, are changed or suspended, and part of the 
labour which had been bestowed proves, therefore, to have been 
thrown away. If, for instance, expensive machinery had been 
erected, under an expectation of regular employment for it, a 
pressing want of the means of effecting payments may cause that 
machinery to stand idle. The goods which ought to form part of 
the assortment of the factor or the shopkeeper, and to be occupying 
their premises, are loading the warehouse of the manufacture"-, 
and, perhaps, are suffering damage by too long detention. On the 
other hand, some sales are forced; and thus the goods prepared 
for one market, and best suited to it, are sold at another. There 

• When an interruption of the usual credit arises, it naturally happeD> that 
the individuals having the least property. and the f ..... t reoour_ .... the 
mOlt pressed; and it is JOmetimes assumed by tbe public, rather too readily, 
that those who suffer are justly punished for the too great extent of their .pecu­
lations. It is true, undoubtedly. that those who prove to be the fint to fai~ 
have probably been men of too eager and adventurous a 'pirit. Let the 'Pirit of 
adventure among traders, however, have been either more or _ the inter­
ruption of the wual oedit canDot fail to cause distress; and that distress will 
fall upon those who have merely been, (omparaJwe/y, the more adventuroUi 
part of the trading world. It is often also assumed by the public (and without 
the least foundation) that the want not of gold merely but of b0n4 fide mercantile 
capital in the country is betrayed by a failure of paper credit. The error of this 
supposition is not only plain. from the general principleo laid down in the 
fint chapter of this work, but it is also distinctly proved by the circumstance 
,tated above, that while the promises of the factor and of the 'hopkeeper .... 
becoming empty of goods, the wuehouae of the manufacturor is growing pro­
portionably full. The time lOOn comeo, indeed, when that .wpeosion of labour 
(which, it .hould be ..memhe..d, is the ("""~, of the .uapeoainn of c..dit) 
ca""" the general ,tock of goods (or the mercantile capital of the country) to 
be diminished. The ~ tbe..fo,", conais .. not in the want of bon4 foil capi~ 
but in the want of ,uch a quantity of the circnlating medium as .haD be oufli­
cion" at the time, to furnish the means of transferring the goods of the manu­
facturor from his own wueho .... to that of the factor aod the ,hopkeeper. 
The quaotity wanted to be employed in the circulation, aod especially the 
quantity of gold, becomeo mOle, as was observed in the thin! chapter ... hen 
confiden"" is 1cos, because the rapidity of the circnlation is n. The oubatitution 
of gold for paper. and of better paper for that which io wo .... aod lOme tem­
porary increax of the gold and good paper actually circnlating .... obviously 
the .. medy. 
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cease, at such a time, to be. that regularity and exactness in pro­
portioning and adapting the supply to the consumption, and that 
dispatch in bringing every article froIb the hands of the fabricator 
into actual use, which are some of the great means of rendering 
industry productive, and of adding to the general substance bf a 
country. Every great and sudden check given to Pilll"r credit not 
only ,2I!Srates as 3 check to industry, but leads also to much of 
this misailWication of.it. Some diminution of the general property 
of the country must follow from this cause; and, of course, a 
deduction also from that part of it which forms the stock for ex­
portation. It can hardly be necessary to repeat, that on the quantity 
of exported stock depends the quantity of gold imported from foreign 
countries. 

It will be supposed, perhaps, that the limitation of bank notes, 
by lessening the means of payment of the importing merchant, 
may induce him to suspend his imports; and that, since it is the 
excess of exports above the imports which causes gold to enter the 
country, the limitation of paper may, with a view to the diminu­
tion of imports, be very desirable. There is, probably, some justice 
in this supposition. It should, however, be observed on this sub­
ject, that Great Britain, at that period of an unfa~ourable balance 
which we are now supposing, may be considered as importing 
chiefly either, first, com, of which no one would wish to check 
the import by a limitation of paper; or, secondly, that class of 
articles which are brought from one country in order to be trail&­
ported to another; articles which come chiefly from very distant 
parts, and of which the payment cannot be declined, it having been 
promised long before hand; articles, also, which soon serve to swell 
the exports in a somewhat greater degree than they had increased 
the imports; or, thirdly, that rude produce of other countries 
which forms the raw materials of our own manufacture, and 
serves, after a short time, to supply exportable articles to a very 
increased amount. 

The limitation of credit at home will chiefly be of use by urging 
the exporting merchant to press the sale of the goods which he has 
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abroad, and to direct them to be sold, if he can, at a short credit; 
and also by its urging, in like ~nner, the importing ~erchant to 
delay buying abroad, as long as he can, and to buy at a long credit. 
In other words, it may be of use in leading English merchants, 
in their dealings with foreigners, to anticipate their receipts, and to 
delay their payments; on the other hand, it is carefully to be r~ 
membered,.Jhat an anticipation of receipts, and a delay 'of pay­
ments, are only a temporary benefit; while"'l suspension of manu­
factures operates, as far as it goes, as SO much permanent and 
entire loss to the country. It is, moreover, to be borne in mind, 
that a very severe pressure is sure to produce a suspension of 
manufactures, while it is not sure to cause British merchants to 
obtain an extension of credit from foreigners. And 'lJtry txtra­
Drdinary suppression of bank notes must produce distrust abroad 
through the failures at home, to which it is known abroad to give 
rise. It, therefore, indisposes foreign merchants to lend money to 
England, and it induces those foreigners, who have debts due to 
them from Englishmen, .to urge the payment of those debts. 
England, during the prevalence of any great distrust, is obliged to 
send abroad manufacturers not for the payment of goods imported 
or for the puchase of gold, but for the extinction of debt. 

Although, therefore, it may possibly admit of a doubt whether 
some moderate restriction of the paper of the bank may not be 
expedient with a view to mend for the time an unfavourable 
balance, it seems sufficiently clear that any very sudden and violent 
reduction of bank notes must tend, by the convulsion to which it 
will lead, to prevent gold from coming into the country rather 
than to invite it, and thus to increase the danger of the bank itself. 
The observation which was before made may, therefore, be 
repeated, that it is ""t tM st'lJtritl of tM prtssurt whUh is t. ht tM • 
rmudr. It is, indeed, in every respect plain that it must be im­
portant to maintain, and to maintain carefully, the credit of the 
country, at that time in particular, when its guineas are few, and 
are also leaving it; that is the time when our own funds are neces­
sarily low, when the most regular industry should by every means 
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be promoted, and when there is the most need of the aid both of 
our domestic and foreign credit; and it belongs to the Bank of 
England, in particular, to guard a~d to superintend the interests 
of the country in this Fespect. The very policy of the bank differs, 
in this particular, from that of the individual country banker, 
whose own share of the evil resulting to the country, from the 
sudden suppression of his own notes, is small; who may trust, 
moreover, that there will be a substitution either of ~ineas or of 
other paper in the .place of his own paper which is su{'pressed; 
and who, it may be remarked, supplies himself with the means 
of discharging his own notes by obtaining guineas from the Bank 
of Eng\and. 

But the Bank of England has no bank to which it can resort 
for a supply of guineas proportioned to its wants in the same manner 
in which it is resorted to by the country banks; nor have the bankers 

wand traders in London, to whom at present is transferred the 
business of effecting the great cash payments of the whole country, 
the same resource in case Bank of England notes are suppressed 
which traders in the country have, supposing country bank notes 
to be withdrawn. The country payments being not strictly prOw 
mised before hand, may, many of them, bear to be postponed. 
Bills of exchange on London may also form some substitute for 
country bank notes, and may pass as such in the manner whic!t 
was some time ago described; but if Bank of England notes are 
suppressed, and are suppressed, as we have been supposing them to 
be, in consequence of guineas being scarce, there then remain no 
means whatever of effecting the London payments. There can be 
no doubt that the extinction or very great diminution of bank 
notes would be a far greater evil, -in the present circumstances of 
the metropolis, than the disappearing of guineas. If guineas dis­
appear, notes may be substituted in: their place; and through that 
general confidence which may be inspired by the agreement of 
bankers and other leading persons to take them, they will not 
faiI, provided the issues are moderate, and the balance of trade is 
not very unfavourable to the country, to maintain exactly the 
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gold price. The punctuaiity thus introduced into aU the larger 
operations of commerce, will facilitate contrivances for effecting 
the smaller payments. • 

Differences of opinion, undoubtedly, may exist as to the exact 
degree in which the notes of the Bank of England ought, under 
any given circumstances, to be diminished. It may be hoped, 
however, that at least one point has now been fully and completely 
established; namely, that there may be an error on the side of too 
much diminishing bank notes, as well as on the side of too 
much increasing them. There is an excessive limitation of them, 
as every one must admit, which will produce failures; failures 
must cause consternation, and consternation must lead to a run 
upon the bank for guineas. There must, in short, then, be some 
point at which the bank must stop in respect to the reduction of its 
notes, however progressive may be the drain upon it for guineas. 

But ints notes are not lessened, or if even they are lessened, 
but are not entirely extinguished, it is then in the power of any 
one who can possess himself of a bank note to possess himself also 
of guineas, as long as th~ bank pays in guineas; and it will be 
found to follow, moreover, that the bank is thus rendered liable to 
be totally exhausted of guineas. I mean, that it is liable to be totally 
exhausted of them, however great their number may have been, 
if it determines to maintain even the small.sf number of notes. By 
maintaining, that is to say, live millions, or two millions, or even 
one million, of notes, the bank cannot avoid being exhausted 
(supposing the alarm to rise high enough to do it) of even live 
millions, or ten millions, or, if it had them, of twenty or lifty 
millions of guineas. It will depend, in such case, on the degree of 
alarm, and not on the maintenance of the greater or of the less 
quantity of notes, whether the guineas shall be more or less rapidly 
called for from the bank; or, in other words, the bank may be as 
much exhausted of guineas if it maintains live millions of notes 
as if it maintains ten millions, provided the alarm is only the same 
in the one case as in the other. If, therefore, the maintenance of 
the live millions of notes is sure to produce more alarm than the 
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maintenance of ten, then the maintenance of the larger quantity 
of notes will serve to diminish t1te demand for guineas, and the 
maintenance of the smaller number to increase it. 

The following is the manner in which that operation, which is 
finally to exhaust all the guineas o( the bank, may be supposed to 
proceed. A, for instance, the holder of a note of 1000/. (and it is 
what any man may obtain by selling gOods) carries it.to the bank 
and demands 1000/. iii gold. The bank gives the gold; which gold, 
let k be remarked, either goes abr~ to pay for an unfavourable 
balance o( trade, or, as we are now rather supposing, fills a void 
in the circulation o( the country, occasioned by the withdrawing 
of country bank notes in consequence of alarm, or serves as an 
addition to the fund o( country banks, or (orms a hoard in the 
hands of individuals. The ,10001. in gold, thus furnished by the 
bank, does not supply, in any degree, the place of the 10001. note 
(or which it was given; for the 10001. note had been ~mployed 
in London in making the larger payments. It is hardly ever, in 
almost any degree, as a substitute for Bank o( England notes, that 
the gold taken from the bank is wanted. The bank, therefore, 
having paid away this 10001. in gold, and having received for it 
their own note (or 10001. must now re-issue this note, if they are 
resolved to maintain th. 01lllJunt .f thtir pop.,. circulotirm. How, 
then, is the bank to issue itl The only means which the bank, on 
its part, is able to take for the extension o( its paper circulation, is 
to enlarge its loans. It must, therefore, re-issue the 10001. note, 
in the shape of a loan, to some person who offers a bill to discount. 
It receives, therefore, a bill of 1000/. and gives a note o( 10001. 
in return (or it. For the same note, thus re-issued, we may suppose 
10001. in money to be again demanded, and to be again paid. 
The paper circulation of the bank is now again diminished 10001. 

and, therefore, there anses a necessity for issuing the sam~. 
note, or some other note or notes to like amount, a third time, in 
order to maintain the amount of notes in ClrcuIanon. The like 
transaction, or rather a number of suCh transactio'!') ma~ 
supposed to be ,repeated eIther five" or fifti; or a hundWl of a 
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t_h~usand times. Even if we should suppose the bank to bring down 
'its paper -circulation to one hundred thousand pounds. and to-. 
maintain it at that sum, it is obvious that this same operation 
might be so reIterated, from day to day, as to extract at length from 
the bank even the greatest imaginable number of guineas. Th..!!!> 
~en, the ~dered lia~~I§!ed of its guin9S, by 
its determination to maintain the number of its notes, whether that 
number be greater or smaller; and here, also, let it be remarked 
by the way (a point on which more shall be said presently), that the 
bank, in consequence of its determination to maintain a given 
number of notes, is placed under an absolute necessity of increasing 
its loans to the very same extent to which it is deprived of its 
guineas. The bank, let it be remembered, was stated to lend an 
additional 10001. on the occasion of each reiterated demand upon 
it for 7.0001. in guineas. It thus clearly appears that the Bank of 
England is ~d, by the ve~Citi-.i!!s~tuti~n. in a sil!'~n 
in which it ~ not be ~i~!!'..~_~V9i~~!!,p?m..rr....failure i.!!J.he 

, regularity of ilL~!uaY~~.) 
. An idea has, indeed, prevailed, than which nothing can be 
more natural, that because an individual merchant is presumed to 
be blameable ifhe is not able to make good his payments, therefore 
aIso, a national bank, in case of failure, may be presumed to be 
censurable in like manner; and, on account of the greater im­
portance of its transactions, to be censurable even in a still higher 
degree. But the total disparity in the circumstances of the two 
cases should be taken into consideration. Private houses may, in 
general, be fairly presumed to be in fault if they fail in the punc­
tuality of their cash payments, supposing the Bank of England to 
pay in money, because, if they have made on their part a tolerably 
prudent provision, they may be in general considered as havi~g 
in the bank a sure resource. Take away from them that resource 
and they will then be not only as liable as the Bank of England to 
the like accident, but they will be much more so; their means of 
supplying themselves with guineas becoming then exceedingly 
precarious. It may be apprehended, also, that, if instead one national 
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bank two or more should be instituted, each having a smallc:apital; 
_each would then exercise a separate judgment; each would trust 
in some measure to the chance of getting a supply of guineas 
from the other, and each would allow itself to pursue its own 
particular interest, instead of taking upon itself the superin­
tendance of general ciedit, and seeking its own safety through 
the medium of the safety of the public; unless, indeed, we 
should suppose such -a good understanding -to subsist between 
them as to make them act as if they -were one body, and 
resemble, in many respects, one single institution. 
• The accident of a failure in the means pf making the cash 
payments of a country, though it is one against which there can 
be no security which is complete, seems, therefore, to be best 
provided against by the establishment of one principal.bank. It, 
however, becomeS the public not to judge the bank, which. is thus 
rendered its servant, and is completely subjected to its' interests, 
by the same rules by which it judges of smaller banking and com­
mercial establishments, but to, advert to the peculiarity of its case. 

If there has been any fault in the conduct of the Bank of Eng­
!'and, the fault, as I conceive, has rather been, as has just been 
stated, on the side of too much restricting its notes in the late seasons 
of alarm, than on that of too much enlarging them. In doing 
this, it has happened to act (though but in part) according to what_ 
seems likely to have been the advice of Dr. A. Smith in the case. 
It has also taken that course which is the natural one for smaller 
banks, and which might, perhaps, have been the proper one for 
the Bank of England itself, in the infancy of its establishment, 
when the country waS less dependent upon it for the means of 
effecting its payments. It has, probably, pursued a principle which 
hld been acted upon, by its own directors, in all former times. 
It has also followed what was, at the very period in question, the 
common opinion of the public on th~ subject; It has, moreover, 
only diminished those notes, perhaps, In -tOo great a degree, which 
there might possibly be found to be some argument for -restraining 
with a more g~nde hand. I venture, ~owever, with deference, to 
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express a SUSpiCIon that the bank may have, in some measure, 
aggravated, perhaps, rather than lessened, the demand upon itself 
for guineas through the suppression of too many notes at the time 
preceding the suspension of its cash payments; and I will hazard 
an opinion, that it .might also, with propriety, have somewhat 
extended the temporary issue of its paper in the year 1793, when 
that alarm, arising from the failure of country banks, which has 
been already spoken of, took place. It is clear, at least, that it did 
not, in the more recent instance, succeed by the diminution of its 
notes in curing the evil which it-thus aimed to remedy. 

A suspicion prevailed, at the time of which we have been chielly 
speaking, that the loans afforded by the bank to the government 
had caused. the distress of the bank. But the government, it should 
be remembered, has no supply of guineas with which it can dis­
charge any debt. It is circumstanced, in this respect, like any other 
debtor of the bank. It must, ifforced to pay its debt, pay it in bank 
notes, an article which the bank cannot refuse to take. And the 
government must collect these notes wherever they are to be 
obtained; that is, from the bankers and traders, and other persons 
in possession of them, to whom it must, in return, give new stock 
or exchequer bills, which it may, at all times, easily create; though, 
at a period of mercantile distress, this would be done at a somewhat 
unfavourable price. We learn, from the evidence given to parlia­
ment, that the government was urged by the bank to pay up 
four and a half millions of existing debt a short time before the 
period in question, and that it complied with the demand; that is, 
the government collected some of the bank notes which were in 
circulation, and paid them into the bank; and then a part, but 
only a part, of the notes SO paid in were re-issued to the merchants. 
If the whole of the notes paid into the bank by the government 
had been immediately re-issued in loans to private traders, 111m 
1M sum Df Mlts jll drculatiDtl would have been the same. The 
government is only one large borrower from the bank; the mer­
chants are a number of similar, though smaller, borrowers. Whether, 
therefore, the bank lent more to individuals and less to government, 
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or less to government and more to individuals, the effect as to the 
numbe .. of notes allowed to be in circulation, must have been 
equaL The. Exchequer, after receiving notes from the bank, 
almost as quicldy"pays them away, and thus sends them into the 
common circulation as the merchant does; and it is the total 

quantity of circulating notes, and not the manner in which they 
come into circulation, that is the material point. 

It may be thought, indeed, that commerce would be encouraged, 
and commercial credit, as well as general paper credit, would be 
supported in a much greater degree by the bank sending their notes 
into circulation, through the m~um of a loan to the merchants, 
than through that of a loan to government. But the difference 
would not, as I apprehend, be so great as many commercial men 
themselves at that time imagined. Those merchants who obtained 
an increase of the accustomed advances from the bank, would, 
some of them, probably invest, in the new exchequer bills which 
were created, a part of that very sum with which the bank favoured 
them. The merchants in higher credit, of course, would have the 
preference at the bank; and they were certainly "pder a very str0lli 
temptation to borrow of the bank at five per cent. interest for the 
sake of investing the sum so IlOrrowCd m excl;5uer bills, yielding 
five and a half or six, or, for a time, even seven or eight per cent. 
or more. As far as this was the case, it is obvious that the bank, 
instead of lending to the government, would only lend to those 
who lent to the government, the government paying an additional 
interest, and the merchants receiving it. Where this did not take 
place, that might happen which would be exacdy equivalent. 
The bankers finding that the merchants were, many of them, 
allowed to become larger borrowers at the bank than before, 
would think it less necessary to lend to them, and would, 
therefore, add to the sum which they themselves kept in 
exchequer bills, the great profit on that article tempting them, at 
the same time, to do this. The bank, on this supposition, would 
lend to the merchants, who would forbear to borrow of the banker 
(which is the same thing for the present purpose as lending to the 
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banker), ~!IO wguld lend to the government. But let us put a !hi!:!. 
case. Let us imagine it to be a gendeman in the country who 
inVeSted the property in the new exchequer bills. That property 
would probably, since we must suppose it easily applicable to such 
investment, have been lying in some private hand at interest. Let • 
us imagine it to consist of 1001. which had been in the hands of a 
country banker;. the country banker, in this case, would draw 
upon his London ban~er; the country banker's account with the 
London banker would then be worse by 100/.; and the London 
banker having 1001. less deposits, would be able to lend 100/. 

less to the London merchants. In other words, the Bank ofEngIand, 
in this case, instead of lending to the government, would lend fo 
the London merchant, who would forbear to borrow of th·e 
London banker, who would lend to, or, perhaps, forbear to borrow 
of the country banker, who would forbear to borrow of the country 
gendeman, who would lend to the government; which also seems 
to be much the same as if the Bank of England themselves lent 
to the government. This detailed case has been put pardy for the 
sake of observing upon it, that the necessity which would be created 
for t1!e transfer of this 100/., through so many hands, would pro­
duce a want of some degree of additional circulating medium in 
order to effect these several payments. It would, however, be 
chieOy by the means of a bill on London that the transaction just 
now supposed would be conducted; but the bill must finally be 
paid by a Bank of England note.--Let US imagine a fourth case. 
Let us suppose a sum to be invested in the new exchequer bdJS Il; 
a person obtaining money for the purpose of the investment, not 
by calling in a sum lying at interest, as was last assumed, but by 
selling goods, land, or any other article. We must, then, necessarily 
suppose a buyer of those goods, of that land, or of that other article 
to be created by such sale. We shall find, also, that it is necessary 
to suppose either that buyer to become a borrower, or to become the 
seller to one who would become a borrower; or, at Ieast, we must 
come to a borrower at last. We are supposing one man to JID goods 
for 1001., and not to rlstorl this 1001. t. trade, but to /nul it out. 
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We must, then, necessarily suppose some other man to borrow 
1001. and by thus borrowing to add that 100/. capital to trade 
which the other had taken from it; for since the trade goods in 
the country remain the same, the capital invested in trade lJ1ust 
be the same also. The body of lenders, therefore, whoever they 
might be, who lent the four and a half millions to government, 
necessarily created a body of borrowers to exactly the same amount 
in what may be called the general money market of the country. 
Thus a pressure was, on the whole, created, which was just equal 
to that which was relieved: a pressure, in the first instance, ./alling 
i~ some degree (though by no means entirely, ~r even principally) 
in, a different quarter than before; a pressure,hawever, very soon 
extending itself to the same persons; for there is a competition 
among the several classes both of borrowers and of lenders in the 
1J1.0ney market, which, notwithstanding some inequality occasioned 
by the usury laws, causes the increased distress brought upon any 
one class of the accustomed borrowers very soon to distribute itself 
among all. The bank, it is true, would, by lending the four and a 
half millions in bills at two months, possess more means of at any 
time diminishing its loans, and of thus lessening also its notes, than 
if the same sum had been irivested in exchequer bills, since the 
latter are at a longer date; and it was natural for the bank to call 
in its loan to government for this reason. If, however, the calling 
in ~f the loan to government was only to furnish the means of 
limiting the notes, then that question returns which has already 
been discussed, namely, whether the diminution of the notes was 
not carried possibly somewhat farther than was desirable, even for 
the sake of the bank itself. During the existence of this loan to 

government, that reduction of notes, which has been supposed 
to have been too great, may have been, perhaps, to a certain degree 
obstructed, though by no means necessarily precluded since an 
opportunity of diminishing the discounts to the merchants, and 
of thus lessening the notes, at all times existed. On the whole, there 
appears to be no reason to infer, from the circumstance of the 
demand for the four and a half millions having been made upon 
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government, that the government was either the more remote or 
the more immediate cause of the suspension of the cash payments of 
the bank, except, undoubtedly, so far as the war in general, or the 
particular circumstance of a remittance Qf a subsidy to the Emperor 
a short time before the event in question, might be considered as 
affecting the balance of trade, and thus contributing to draw gold 
out of the country. 

It is, on public grounds, so important to shew that the more 
than usual largeness of the bank loans to government (for it can 
hardly fail to be true that they were more than commonly 
extended) was not the cause of the suspension of the cash payments 
of the bank, that I shall dwell for some time longer on this subject. 
This was continually charged as the cause, and it was not un­
natural to suppose it to be so. The paper circulation of the bank, 
however, it has been observed, was at this time not increased. It 
was, on the contrary, much reduced. It was by no means higher 
than was necessary for securing the regularity of the payments of 
the metropolis. Now, if it be allowed that there was this necessity 
for maintaining the existing quantity of notes, it then was not the 
notes which must be considered as issued for the purpose of making 
thiloans, but the loans must be considered as made in consequence 
of the issue of notes. When the notes of the bank are increased, 
the loans must be increased also; when the notes are maintained, 
the loans must be maintained in as great proportion I when the 
notes are decreased, the loans can be decreased tml, in that tropmiDn. 
There can, then, be no matter of blame on account of the mag­
nitude of the loans, unless there be matter of blame on account of 
the magnitude of the notes. But the notes I have stated to have 
been probably rather too few than too many. If the reader has 
agreed with me in this, he must then agree with me that the loans 
were too scanty rather than too large. In other words, then, the 
bank, at the time of the failure of its cash payments, had lent too 

little rather than too much. If the bank would have somewhat 
diminished its danger by issuing more notes, the granting of more 
loans would have also diminished its danger. Thus the very 
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converse to the common opinion on this subject seems to be 
the truth. 

There is, however, another point of .importance here to be 
remarked. The loans which the bank had made on the whole, 
that is, the loans to government and to individuals taken together, 
at the time of the suspension of its cash payments, were not only 
maintained in that proportion in which the notes w:ere main­
tained, but they were increased beyond that proportion. This 
increase beyond that proportion was also a matter of necessity. 

The loans of the bank do not simply keep pace with the notes. 
The loans necessarily increase or diminish through another cause; 
they diminish as gold flows into the bank, and increase as gold goes 
out, supposing, as we generally may, the article of deposits to 
remain the same; that is, they necessarily increase and diminish 
in a ratio directly contrary to that which a theorist would prescribe 
and which the public naturally would suppose. . 

To those who are but slighdy acquainted with these subjects, 
this truth will probably be IJlade much clearer by a statement of 
the whole disposeable effects of the Bank of England, and of the 
manner in which those effects are employed. The statement is 
important, because it will serve to prove, beyond the possibility 
of contradiction, that the extraordinary largeness of the loans of 
the bank, at the critical period in question, ought to be considered 
not as a consequence of any disposition in the bank to be great 
and adventurous lenders at a time when their guineas grew low, 
but as arising out of the necessity under which they were placed. 
I mean that they could not avoid lending to the whole extent to 
which they did, provided even that small number of notes which 
they kept in circulation was maintained. . 

The effects of the bank on the ~Sth February 1797, I mean 
those effects which were their own, as well as those placed in their 
hands belonging to other persons, may, in confomuty to the account 
rendered by themselves to parliament, be stated, in round numbers, 
to have been as follows. 

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

I. They had a sum of undivided profits which 
formed an additional and disposeable capital of nearly L.3,800,000 

2. They had of deposits lodged with them by 
customerulf various classes about - - • - - 5,100,000 

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

j. They had what may be considered as dis­
poseable eHects, or deposits placed in their hands in 
return for bank notes issued- - - • - - - 8,600,000 

Thus the bank' had, at that time, disposeable 
eHects amounting in all to • • • • - • • L.17,500,000 

• The reader, perhaps, may not uDderstand upon what principle it it that 
the amount of the DOIeI of the Bank of EDgland it cIaaoed amoDg the depooitl. 
The amount of them was placed on this side of the account in the .ta .. ment 
given to parliament by the bank, and very properly, or rather very necaaarily. 
It it not, however, the DOIeI which themae.lv .. form depooitl. They .... given 
in rrlrml for deposits; and they Ott, therefore, the IDeaIW"O of thooe depooitl. 
It it in .ubstance the .. me thing whether a penon depooits .001. in money 
with the bank, taking no DOte, but obtaining I. right to draw. draft OD a banking 
accoUDt which it opened in hiI JlllDle, or whether he depooits the lame .001. and 
rowv .. for it a bank DO". The poueaion of the right to draw obtained in the 
one c:ase, is enctly equivalent to the poueaion of the DO" obtained in the 
other. The notel, it is true, are commonly issued Dot in conaideratiou of money 
received, but of billa cWcoun!<d; but the depooi.., it may abo he observed, 
are generally formed by the same meanJ of bilh cWcountcd. The manner of 
transacting the cWcounting buainat at the bauk is this -<he CWCOUD .... opeua 
a banking account with'the bank, and UluaUy keel" • amall balance upon it; 
when he JeDdo bilh to he discounted, thoee billo, if the bauk coments to cWcount 
them, are placed to the credit of hiI banking account I and when he draWl for 
them, or for any part of them, the hearer of hiI draft receives the amount-of it 
in bauk DO .... The DUmeruUl balances, therefore (in general amall ones), whicb 
the CWCOUD ..... keep with the bank, are included, DO doubt, in the bauk account, 
under the brad of depooi.., and form • part of the JeCODd item in the atatemeDt 
above. The .om whicb I have considered u depooi!<d in the bank, by thooe 
who take away the no .... they opening DO account, it Dot termed depooits in 
the bank .ta .. ment. I have, however, thougbt it neoeaary 10 to term it, in Otder 
to make the .ubject the more clear to the reader. 
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It will much illustrate what is about to be added, if the following 
observations respecting these three several heads of disposeable 
effectS are here made. 

First. Let it be remarked, that the first sum of 3,800,000/. 
does not fluctuate; it only increases gradually, and in a small degree: 

Secondly. The second sum of 5,100,000/. fluctuates probably 
but little; and as &r as it does so, it fluctuates not at the'pleasure of 
the bank, but at the will of its customers. 

Thirdly. The third, then, is the only one of the three com­
ponent paris of the disposeable effectS of the bank which it is in 
the power of the bank to increase or diminish at its own option. 
The bank exercised their power of diminishing this arti~le, at the 
time in question, so far as to bring it down to about 8,600,000/. 
To reduce it thus far was, as has been repeatedly siated, to reduce 
it, perhaps, somewhat too much; but let us assume only, that the 
reduction was suffiCient, or nearly sufficient. The bank, then, it 
must_be admitted, had 17,500,000/. of disposeable effects, and it 
was not to be ascribed to them as a matter of blame that these 
effectS then stood at about the sum at which they did. 

Having, then, these effects, and being under a necessity of 
disposing of them in some way or other, let us state next how they 
did in fact employ them. 

In proceeding to make this statement, it will be necessary, 
with a view to the object for which it is made, to name some 
specific sum (it matters not whether more or less thar) the real one) 
for the amount of that part of the effectS of the bank which was, 
on the 25th February, 1797, invested in bullion. In the account 
rendered to parliament, the value of the bunion and of the bills 
discounted, &c. -are put together, and are stated at nearly seven 
millions. Let it be supposed that the bullion was either one, two, 
or three" millions; and that the bills discounted, &c. were, therefore, 
either four, five, or six millions. The mode of disposing of the 
17,500,000/. will then be as follows. 

The bank invested in government securities, that is, in ex­
chequer bills, in loans to government made on the security of the 
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land and malt tax which was coming in, and in treasury bills of 
exchange growing due, about - - - - - - L.lo,Soo,ooo 

They invested, as shall for the present be 
assumed in conformity to the estimate which it was 
before proposed to make, "in bills discounted to the 
merchants," in what is termed in their account, 
"money l~t," and in some other (probably small) 
"articles,"..... .. .. .. .. .. .. - .. .. .. .. 

And they had property invested in bullion, as shall 
for the present be assumed, amounting to - - -

'Making together, as the investment n~rily 
must, the same sum exactly which the disposeable 

4-.000,000 

3,000,000 

effects were before stated to amount to, namely - L.17,Soo,000 
This same account of the investment may be given more brieRy 

and conveniently for our present purpose, in the following manner, 
viz. the total sum lent both to government and to individuals, or, 
in other words, the total loans were 

L.I4-.Soo,ooo 
The total of the bullion was 3,000,000 

Making together - - - - - - - - - L.17,Soo,000 
It will now be obvious to the reader, that if the bullion, instead 

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

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

Total loans - - L.IS,Soo,ooo 
Bullion - - - - - - - 2,000,000 

Making together, as before, -



Or total loans -
Bullion 

Making together, as before, -

16,500,000 
1,000,000 

- - - L.17,500,000 

It thus appears, that the loans necessarily must increase in 
proportion as the gold decreases, provided the disposeable effects 
remain the same. .. 

Itfollows, on the principle which has just been explained, that 
if we suppose, as we necessarily must, the bullion to have been, 
twelve months before the time of the suspension of the cash pay­
ments of the bank, much higher than at the' period of the sus­
pension, the loans would, during the course of those twelv~ mOI)ths, 
necessarily increase. Let us (for the sake of illustration) suppose 
the gold to have been a year before the suspension eight millions, 
and to have fallen on the 26th February, 1797, to the sum of two 
millions. In that case, if we were to suppose the disposeable effects 
of the bank to have been at both periods the same, there must 
necessarily have been, in the course of the year, an increase of 
the bank loans of no less than six millions. But the effects of the 
bank were not quite the same at the two periods. They probably 
were higher by about two millions at the former period; for the 
notes were higher by nearly that sum. The notes, then, fell in the 
year two millions, but the bullion fell six. The loans, therefore, 
would be decreased two millions, through the decrease of notes, 
but would be increased six millions through the decrease of bullion; 
that is, they would necessarily be increased, in the course of the year 
four millions. I have dwelt thus particularly on this circumstance, 
because the whole of the suspicion, that the magnitude of the bank 
loans were the cause of the failure of its cash, seems to me to rest 
upon it. The largeness of those loans was not the CQU" of the 
guineas going from them, as has been ordinarily supposed; it was 
the effect. Nothing could be more natural than for the public to 
call that the cause, in this instance, which was the effect, and 
that the effect which was the cause. In the case of private persons 
it is often very justly said, that a man fails in his payments because 
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he has lent so largely; and it would seem very strange to reply that 
this was not the case, for that the man in question had found it 
necessary to lend largely, because his cash failed him; and that the 
failure of the cash was the cause, and the lending merely an effect. 
That, however, which could not be affirmed of an individuaI, is 
true in the case of the bank, and the circumstances which give 
occasion lor this peculiarity in our reasonings respecting that 
institution, are these two; first, the difficulty in obtaining a supply 
of guineas which the bank experiences, a difficulty totally unknown 
to individuals who draw their guineas from the bank itself; and, 
secondly, the singular necessity under which the bank is placed of 
maintaining at all times its notes. 

It was thought by some, that the interference on the part of the 
government and parliament was improper, inasmuch as die bank 
ought not to have been prevented from continuing to pay in cash 
as long as it had any remaining ability to do so. Every bank note, 
it was urged, is a contract to pay money entered into between the 
bank and the possessor of it, in consequence of what has been 

. deemed a valuable consideration; and no authority of parliament 
• ought, except in a case of the last necessity, to interpose itself to 

prevent the fulfilment of such a contract. To this it seems to be a 
fair answer to say, that the question is not whether anyone holdel 
of a note shall have his claim to receive money for it interfered with, 
but that it is a question respecting (10 the holdelS of notes, (II we" 
(II (10 «/ur P"lfJ1II htruing (I right t. tIntumJ fl1IJ till" paymmt. m 
tmy 'f'U'rl" whattwr. Now, there are few or no creditolS whc 
are not also debtoJS; and a very large proportion of debtolS owe II! 
much to other.;, as otheJS owe to them. Bankers and traders are 
greater debtolS than other men; but they are also greater creditors. 
The bank itself is a great creditor, its credits, indeed, being faJ 
greater than its debts, and it is intided to receive a part of its debt! 
almost immediately. The case, then, is this: a comparatively very 
small portion of the persons having a right to demand cash, are 
led, by sudden aIarm, to urge their claim for guineas to such an 
extent as to invest even a large portion of their capital in thai 
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article of which a quantity has been provided which is sufficient 
only for the purpose of the ordinary kind of payments. All. the 
cash in the world would not satisfy claims of this sort, if all men'; . 
having a right to urge them, were disposed equally to do so. The 
very persons ~ho press for these payments do not rellect, that 
they themselves, perhaps, have creditors who might, with equal 
justice, exact the immediate money payment of a still Ipger debt 
agai~ them. The law authorizing the suSpension of the cash 
payments of the bank, seems, therefore, to have only given elfect 
to what must have been the general wish of the nation in the 
new and extraordinary 'Circumstances in which" it found itself. If 
every bill and engagement is a contract to pay money, the tWo 
parties to the contract may be understood as agreeing, for the 
sake of a common and almost universal interest, to relax as to the 
~teral interpreto,.tion of it, and as consenting that "money should 
mean money's worth," and not the very pieces of metal: and 
the parliament may be considered as interposing in order to 
execute this common wish of the public. . ~ 

By authorising the suspension of the cash payments of the bank, 
while a certain quantity of guineas still remained in its coffers, the 
parliament, moreover, much diminished the shock which this 
extraordinary event might naturally be expected to occasion; and 
also provided the means of furnishing the guineas actually 
necessary after that liera for some smaller current payments, as well 
as the means of securing th~ credit of bank notes, thus rendering 
them a more valuable medium of exchange for goods, and a fairer 
substitute for guineas than they might otherwise have been. The 
parliament, then, were led by the practical view which they took 
of the subject, to disregard theory, as well as some popular pre­
judice, for the sake of more effectually guanling the public safety, 
and promoting real justice. 

The danger chiell y to be apprehended in London, was, that the 
common class of people, not receiving their pay in the usual article 
of coin, and not knowing at the first that one and two pound notes 
would purchase every thing in the same manner as gold, might 
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be excited to some tumultuous proceedings. It was also feared that, 
through the discredit cast on small notes by the common people, 
this new paper might fall, at the /irst issue of it, to a discount. It 
was important, therefore, to continue for a time to pay the 
labouring people in money; and to circulate the new one and two 
pound notes, in the /irst instance, by the medium of the higher 
classes. Of the sum remaining in the bank, a small part was issued 
to each of the bankers, after the suspension took place, for the 
convenience of common workmen. It was obviously desirable, that 
a farther sum should be reserved in the bank as a provision for any 
subsequent and important uses. 

Immediately after this event, the bank extended the quantity 
of its notes nearly to the amount of the sum usually in circulation: 
and not only was credit revived, but in no long time guineas 
became remarkably abundant. The bank, as is commonly supposed, 
was replenished with them. And there is this infallible proof, that 
gold /lowed into the country; that the course of exchange became 
much in favour of it. 
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CHAP. V 

Of tile BllillllU of Trlllk~f Iii C..,.se of EJ«lumgt.-TnJe"" of 1111 
--/t",..,.""I. Ezel""gt ,. uil tlflJlI, CrJJ.-Of tile P"""6ility of 
tile Rtlllnl of CDlJ.-Of Iii M",,_ i_ ,die" il ",., k "'ppoItJ 
tAIII .zporuJ C." il tflrpltryeJ .. ,ii C.",illttll.-RtdlnI for Attoi"g 
_J tile r.- for npi"g Iii CiliA P",ItInlll of Iii B""l of 
E.gI""'. 

THE law which authorised the suspension of the cash 
payments of the bank having been re-enacted; the high price of 
provisions having given occasion to much speculation on the sub­
ject of paper credit; the course of exchange having again turned 
greatly against the country; and gold having to a material degree 
disappeared, its place being occupied by small paper notes; it is 
not surprising that suspicions of the necessity of an alteration in 
the system of our paper credit should have become prevalent. 
Some consideration shall here be given to that unfavourable state 
of the exchange between this country and Europe, which operated 
during the last two years of the war, in again drawing away our 
guineas. 

It may be laid down as a general truth, that the commercia! 
ex.£9rts and imports of a !illite (that is to say, the exported and 
imported commodities, for which one country receives an equivalent 
from another) naturally ~rtion themselves in some degree to 
each other; and that the balance of trade, therefnre (by which is 
meant the difference between these commercial exports and im­
ports), cannot continue for a very long time to be either hiddy 
favourable or highly unfavourable to a country. For that balance 
must be paid in bullion, or else must constitute a debt. To suppose 
a very great balance to be paid, year after year, in bullion, is to 
assume such a diminution of bullion in one country, and such an 
accumulation of it in another, as are no~easy_to _be lmagmed: it 
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may even be questioned whether the commercial prosperity of a 
state does not tend, on the whole, to reduce, rather than augment, 
the quantity of gold in use, through that extension of paper credit 
to which it leads. To suppose large and successive balances to be 
formed into a debt, is to assume an accumulation of debt, which is 
almost equally incredible. A prosperous nation commonly employs 
its growing wealth, not so much in augmenting the debts due to 

-il! from abroad, as in the enlargement of its capital at home; I 
mean, in the cultivation of its lands, in the encrease of its buildings, 
the extension of its machinery, the multiplication of its docks and 
its canals, and in a variety of other improvements, which become 
the sure sources of an encreasing income. The state may be pro­
gressive in these respects, even in years in which the -balance of 
trade is unfavourable. There is a customary length of credit in 
foreign parts which the British export~, however over Bowing 
his capital may be, is not very willing to enlarge. And events fail 
not occasionally to arise, which remind him of the danger of com­
mitting too great a portion of his property into the hands of those 
who are not subject to the same laws with himself; and whose 
country may suddenly be involved, at any moment, in a war with 
Great Britain. 

The ~ualization of the commercial exports and jmporl!l is 
promoted not only by the uRWilIingness of the richer sta~ to lend 
to an unlimited extent, b~t also by a disinclination to borrow in the 
poorer. There is in the mass of the people, of all countries, a dis­
position to adapt their individual expenditure to their income. 
Importations conducted with a view to the consumption of the 
country into which the articles are imported (and such, perhaps, 
are the chief importations of a poor country), are limited by the 
ability of the individuals of tha': country to pay for them out of 
their income. Importations, with a view to subsequent exportation, 
are in like manner limited by the ability to pay which subsists 
among the indi\'iduals of the several countnes to which the im­
ported goods are afterwards exported. The income of indiYiduals 
is the ge.!'eral limit in all cases. If, therefore, through any unfor-
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tunate circumstance, if through war, scarcity, or any other extensive 
calamity, the value o{ the annual income of the inhabitants of a 
country is diminished, either new economy on the one band, or 
new exertions of individual industry on the other, fail not, after a 
certain time, in some measure, to restore the balance. And this 
equality· between private expenditures and private incomes tends 
ultimately to produce equality between the co~ercial exports and 
impOrts. 

But though the value of the commercial exports and imporfs 
of a country will have this general tendency to proportion them­
selves to each other, there will not fail occasi01Wl,y to arise a very 
great inequality between them. A gOOd or a bad hlIrv~ in par­
ticuiar, Will hlive a considerable influence in producing this tem­
porary difference. The extra quantity of corn and other articles 
imported into Great Britain in this apd the last year, with ~ view 
to supply the deficiency :'f our own ClOps, must have amounted in 
value to so many millions, that it may justly excite surprise that 
we should have been able, during an expensive war, to provide 
the means of Cancelling our foreign debt so far even as we have 
done; especially when the peculiar interruptions to our1:Om­
merce are also considered. In this country, however, as in all 
others, the two principles of economy and exertion are always 
operating in proportion to the occasiqll for them. But the economy 
and exertion follow rather than accompany the evil which they have 
to cure. If the harvest fails, and imports are necessary, in order to 
supply the deficiency, payment for those imports is almost imme­
diately required: but the means of payment are to be supplied more 
gradually through the limitation of private expenditqre, or the 
encrease of individual industry. Hence a temporary pressure arises 
at the time of any yei:L!!.nfavourable balance. To understand how 
to provide against this pressure, and how 50 encounter it, is a great 
part of the wisdom ofa mmmerci;.1 stat", 

By the commercial \:Xports and imports which hlive been spoken 
of, those articles b~ve been intended for which an equiialent is 
given; not those which form a remittance, for which nothing is 
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obtained in exchange. Many of our exported and some of our 
imported commodities are of that class which furnish no return. 

For example, numerous stores were shipped, during the war, 
for the support of our navy'and army in foreign parts. Remittances 
were made, in the way of loan and subsidy, to our allies. Some 
dividends may be supposed to have been transmitted to the foreign 
proprietors of British stock. Much property is also sent out of the 
kingdom, which constitutes a capital employed in the cultivation 
of lands in the West Indies. On' the other hand, capital is trans­
mitted tD Great Britain from the East Indies, both by the India 
Company and by individuals. 

Although exports and imports of this class form no part of the 
commercial exports and imports which have been spoken of, they 
affect the quantity of those commercial exports and imports, and 
they contribute, exactly like, the circumstance of a bad harvest, 
to render the balance of trade unfavourable-; they tend, that is to 

• This point may be iU".trated in the following 1IWlD<r:-

Let III ,uppoee a 8ubsidy, for example, of two milliODl to be remitted to the 
Emperor of Germany, through the medium of billa to that amount, directed 
to he drawn by Vienna on London. By these bills, Great Britain is laid under a 
nec.asity of exporting two millions, either of goods or of bullion, or of both, 
for which no foreign oommodities will be gi .... in return. These two milliODl 
of exports diminish our fund of exportable goods; and they also satisfy a part 
uf the foreign demand for British articles. They _d, in both these respecu, to 
reduce the quantity of goods which can be exported by us in the way of 
ordinary oommeroe, and to turn tbe balance of tracIe against na. Capital ........ 
ferred to uur colonieo, diviclenda traDlmitted to foreignen, and articles shipped 
for the me of our fleets and armies, contribute in the same manDel' as foreign 
subsidies to render the balance of trade unfavourable. It may be adcled, tbat 
articles consumed at ho .... in the support of similar fleets and armico, as well as 
all other expenditure in Great Britain, must have tbe same general _dency. 

It may be worthy of remark, that since an additional internal expenditure, 
in the same manner as the remittance of a subsidy to foreign parts, contributes to 
an unfavourable balance of trade, and therefo .... also, to the exportation of our 
gold, it followa, that, if the remittance of a small subsidy _da to produce at 
home a large saving; if, for instan~ it sp ..... the expence of maintaining a 
great naval and military fora: for tbe Mence of our own Wand, through the 
contioental diversion to which it leads, tbe subsidy may conduce to render 
our balance of trade more favourable; and may, on the whole, preveul rather 
thau promote the exportation of our coin-A c:in:umstance which, in oonsidering 
the policy of furnishing an aid to foreign allico, is not alwaY" talten into 
contemplation. 



say, in the Same manner, to bring Great Britain into debt to foreign 
countries, and to promote the exportation of our bullion. Our 
mercantile exports and imports, nevertheless, by whatever means 
they may be rendered disproportionate, necessarily become, in the 
long run, tolerably equal; for it is evident that there is :0 limit, 
both to the debt which foreigners will permit British 'merchants to 
incur, and also to the quantity of British bulli?n which is exportable. 

Gold has been spoken of in this Chapter as that :lrticle by which 
:0 baJance of trade is disch&rged, and not as itself constituting :0 

commodity. Gold, however, when exported and imported, may be 
considered in the same light with all other commodities; for it is 
an article of intrinsic value: its price, like that of other com­
modities, rises and &lis according to the proportion between the 
supply and the demand; it naturally seeks, like them, that country 
in which it is the dearest; and it is, in point of fact, like them, 
exported by our merchaitts accordingly as the export or import is 
likely to yield :0 profit. Some description of the circumstances 
which cause the export of gold to become :0 profitable speculation 
to the merchant may serve to illustrate this subject. 

When :0 bill is drawn by one country on another-by H&m.­
burgh, for instance, on London-it is sold (or discounted) in the 
place in which it is drawn, to some person in the same place; and 
the buyer or discounter gives for the,bill that article, whatever it 
may be, which forms the current payment of the spot. This article 
may consist either of gold or silver coin, or of bank paper, or, 
which is much the same thing as bank paper, of a credit in the 
books of some public bank. 

Let us now suppose that the exporter of com from Hamburgh 
to London draws a bill for 1001. on London, and offers it for sale 
on the H&m.burgh Exchange at the season when great exporta­
tions of com to London are taking place. The persons in H&m.­
burgh having occasion to buy bills are fewer, in such a case, than 
those who want to sell them; and the price of the bill, like that of 
any other article, Ructuates according to the proportion silbsisting 
between the supply and the demand. The disproportion, then, 
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between the number of those persons at Hamburgh who want to 
sell London bills for Hamburgh coin, and the number of those who 
want to sell Hamburgh coin for London bills, causes the price of 
London bills to f.ill, and of Hamburgh coin to rise. Thus gold is 
said to rise at Hamburgh; and the exchange between London and 
Hamburgh becomes unfavourable to Londg.n. This lIuctuation 
in the exchanj;e will, in the first instance, be smail It will be 
limited to that trilling sum which it costs to transport bullion from 
one place to the other, so long as there is bullion to be transported. 
But let us now suppose the number of Hamburgh bills on London, 
drawn for the payment of the goods imported into the latter place, 
to be so numerous, that the exportation of all the bullion which is 
purchasable in Great Britain, has not sufficed for their payment. 
Gold coin, in this case, will be exported, being first mdted down 
for the purpose. Coin, indeed, is not allowed to be exported from 
Great Britain, nor gold which has been melted down from coin; 
an oath being required of every exporter of gold, that the gold 
which he exports does not consist of guineas which have been 
mdted. There are, however, many ways of escaping the law which 
imposes this oath. The law is dishonestly evaded either by the 
clandestine exportation of guineas, no oath at all being taken; 
or by taking a &lse oath; or by contriving that the person taking 
the oath shall be, in some degree, ignorant of the mdting which 
has been practised. The operation of the law is avoided without 
this dishonestY, through the exportation of gold which had been 
turned, or had been about to be turned, to the purposes of gilded 
and golden ornaments, the place of this gold being supplied by 
gold mdted down from coin. The state of the British law un­
questionably serves to discourage and limit, though not effectually 
to hinder, that exportation of guineas which is encouraged by 
an unfavourable balance of trade; and, perhaps, scarcely lessens it 
when the profit on exportation becomes very great. The law 
tends, indeed, to produce a greater interchange of gold for paper 
at home. But it encreases whatever evil arises from an unfavourable 
state of the exchange with foreign countries. 

1+6 



Let it now be considered how this high price of gold in London 
must o~e in respect to the Bank of England. Great demands 
for guineas will be made on the bank; and, in general, probably by 
persons not intending to melt or export guineas themselves, but 
wishing only to supply that want which all have begWt to ex­
perience in consequence of the large illicit exportations carried on 
by a few unknown persons. It is assumed, for the present, that the 
bank is paying in guineas. What, men, is the course w~ch the 
bank will naturally pursue? Finding the guineas in their coffers 
to lessen every day, they must naturally be supposed to be desirous 
of replacing them by all effectual and not extiavagantly expensive 
means. They will be disposed, to a certain degree, to buy gold, 
though at a losing price, and to coin it into new guineas; but they 
will have to do this at the very moment when many are privately 
melting what is coined. The one party will be melting and selling, 
while the other is buying and coining. And each of these two 

• contending businesses will now be carried on not on account of an 
actual exportatton of eaCIl mdted guinea to HiIIilburgh) but the 
operation (or, at least, a great part ofit) will be confined to London; 
the coiners and the melters living on the same spot, and giving 
constant employment to each other. 

The bank, if we suppose it, as we now do, to carry on this sort 
of contest with the melters, is obviously waging a ver;y unequal 
war; and even though it should not be tired earlYa.-it will be likely 
b>"be tired sooner than its adversaries. . 

The dilemma in which the bank is thus placed, is evid~ntly 
one which implies no deficiency in its wealth, in its credit, or in the_ 
strength of its resources. The public, during all this time, may 
have the highest confidence in it. The notes of the bank may be 
of the same number as usual, possibly somewhat lower in number; 
its capital and savings may be immensely great, and perfectly well 
known; its stock may be selling at much above par; its clear 
annual profits may be considerable. Its gold, nevertheless, through 
the operation of that one cause which has just been named, may 
be growing less and less. And it is not at all impossible, if an alarm 
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at home should draw away the gold at the same time, that, how­
ever ample its general fund may have been, it may be reduced to 
its last guinea; and may actually be brought under the necessity 
of making a temporary suspension of its payments. 

An important subject of enquiry here suggests itself. Dr. Smith, 
as was remarked in the beginning of the former chapter, in some 
degree leads his reader to assume the Bank of England to be in 
fault (that is, to have issued too many notes) whenever an excess 
of the market price above the mint price of gold takes place, an 
excess which produces, as shall immediatdy be shewn, that diffi­
culty in replenishing the coffers of the bank which has been 
recently described. If the observation of Dr. Smith be, without 
exception or qualification, true, then the quantity of paper issued 
by the Bank ofEngIand has undoubtedly been excessive throughout 
the last two years; for the excess of the market price above the 
mint price of gold has been, during that time, considerable. Then, 
also, it is the bank which has placed in its own way that obstacle 
to the purchase of gold which has been spoken of. Any enquiry 
tending to indicate the causes which place the bank under this 
singular difficulty, seems to be important. 

I shall here endeavour clearly to explain what is meant by the 
high and the low price of gold; and also by that difference between 
the mint price and the market price, which has such material 
consequences. 

Gold must be considered as dear, in proportion as goods for 
which it is exchangeable are cheap; and as cheap, in proportion 
as goods are dear. Any circumstance, therefore, which serves to 
make goods generally dear, must serve to make gold generally 
cheap, and .nce 'fItrsa; and any circumstance which serves to make 
goods dear at any particular time or place, must serve to make gold 
cheap at that time or place, and .nce 'fItrsa. 

The reason of the difference between the mint price and the 
~rket price of gold, does not easily occur. If the bank, from time 
to time, buys gold at a high price, that is, ifit gives for gold a large 
quantity of goods (or something convertible into a large quantity, 
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which is the same thing); it is natural, on die first view, to suppose 
that the high price given by the bank, which is the principal and 
almost the only English purchaser, must form the curren} English 
price; and that this high current price of gold in' England will 
prove the means both of bringing it hither, and of detaining it 
here; causing goods, which are cheap, to go abroad; and gold, 
which is dear, to come hither, and also to remain in the country. 
Undoubtedly gold w~u1d remain in England, when tempted hither 
by the high price given for it by the bank, if it were not for the 
following circumstance. Gold is bought by the bank, in order to 
bs.. converted into coin; and, when turned irito coin, it forms a 
part of the circulating medium of the country, eEr constituting 
another part. If, then, this paper is by any means rendered cheap, 
and lithe paper so rendered cheap is currendf interchanged for 
one sort of gold, namely, for gold which has been coined, then the 
coined gold will partake in the cheapness of the paper; that is, it 
will fluy, when In the shape of coin, a smaller quantity of goods 
than it will purchase when in the form of bullion. In other words, 
an ounce of gold coming from the mint in the shape of guineas, 

. and making y. 17S. 101.1. (for that is the sum into which an ounce 
always is coined at the mint), will be worth less than the same 
ounce of gold was worth before it went to the mint, and less than 
it would again be worth if converted back into bullion. There 
arises, therefore, a temptation to convert back into bullion, and 
then to export; or, which is the same thing, to export, and then 
convertiiaclt into bullion; or, which is also the same thing, to 
convert back into bullion, and then sdl to the bank, at the price 
which would be obtained by exportation, that gold which the bank 
had turned from bullion into coin. In proportion as the di ffinJlty 
of colJ.ecting, meltin&Jlld sending abroad the gold coin is augmented 
(and it encreases as the quantity of coin diminishes), thE differena 
between the mint and market price of bullion will become more 
considerable, sUPposing the demand for gold in foreign countrid 
to conlfuue. Thus it is through the interchangeableness of gold 
coin with paper, that gold coin is made cheap in England; or, in 
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other words, that goods, in comparison with gold coin, are made 
dear. The goods which are dear remain, therefore, in England; 
and the gold coin, which is cheap (for the bank is indisposed to buy 
it, on account of the loss sustained on each coinage), goes abroad. 

There is, undoubtedly, much ground for the supposition of 
Dr. Smith, that a diminution of the quantity of paper has a ten­
dency to cure this evil-. It tends to render the paper more valuable, 
ana; therefore, to make that gold coin mo;'; valuable for which 
the paper is interchangeable, and thus to destroy that excess of the 
market price above the mint prince of gold, which forms the 

. obstacle to the introduction of a supply of gold into the coffers 
of the bank. There seems, neverthdess, to be much of inaccuracy 
and error in the doctrine of Dr. Smith on this subject. He begins 
by representing the quantity of paper which may properly circulate, 
as to be measured by that of the gold which would circulate if 
there were no paper. The reader is, therefore, led to believe, that 
a difference between the mint price and the market price of gold 
arises from an issue of a greater quantity. Dr. Smith also too much 
countenances an idea, that the excess consists of paper form' into 
circulation; for he terms the proper quantity that paper which 
will "easily circulate." He, moreover, induces his reader to suppose, 
that the excessive issue is an issue to a more than usual amount. 
At the time of a very unfavourable balance of trade (an event which 
Dr. Smith leaves totally out of his consideration), it is very possible, 

• That the diminution of the circulating paper has a tendency 10 bring 
down the pri", of goods at bo_ and 10 ca .... thooe goods 10 go abroad for the 
sake of a better mart..<, .... oboened in the pm>eding Cbaptor. and will again 
be imistecI on .. ben .... proaed 10 tl<at of the imponan'" of properly Jimitiog 
the qnantity of Bank of Englmd 001<0. Many mnarb, ""-. were added, 
in the former Cbaptor. mpecting thooe detrimental .ifecta of • ...taction of 
paper ... hich an: 10 be Jet against the good CODJeCjaen"", of it. In the jIIaODt 
Cbaptor the ...... argumeuts, on each -de, an: about 10 """". and they will, 
therefore, be bot slighdy touched upon. . 

In the former Cbaptor. the diflicultieo which the bank experien"'" in ..,."... 
'I ..... '" of.- run ocasioaed by an alarm, ....., chieJly CIODIideml, in the jIIaODr. 
the difIicuItieo ariaing &om that .... of drain which prooeedo &om an unfavour­
able balm", of trade ..., in>atigated. In lOme r...- Cbapten, the diflicultieo 10 
which the bank ia expooed by a oimiIar drain, ...wting &om a 100 pate miaoion 
of paper. will be the oubjecl of cpmin'tion 
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as I apprehend, that the excess of paper, if such it is te be called, is 
merely an excess above that very low and reduced quantity te 
which it is necessary that it should be brought doWn, in order te 
prevent the existence of an excess of the market price above the 
mint price of gold. I conceive, therefore, that this ~cess, if it 
arises on the occasion of an unfavourable balance of trade, and at a 
time when there has been no extraordinary emission of notes, may 
fairly be considered as an excess created by that unfavourable 
-balance, though it is one. which a reduction of notes tends to cure. 

The fair statement of the case seems te be this. At the time of a 
very unfavourable balance (produced, for eKaIllple, through a 
failure of the harvest), a country has occasion for large supplies of 
com from abroad: but either it has not the means of supplying at 
the instant a sufficient quantity of goods in return, or, which is 
much the more probable case, and the case which I suppose more 
applicable te England, the goods which the country having the 
unfavourable balance is able to furnish as means of cancelling its 
debt, are not in such demand abroad as te afford the prospect of a 
tempting or even of a telerable price; and this want of a demand 

, may happen possibly through some political circumstance which 
has produced, in a particular quarter, the temporary interruption 
of an established branch of commerce. The country, therefore, 
which has the favourable balance, being, te a certain degree, eager 
for .BIIlent, but not in immediate want of all that supply of goods 
which would be necessary te pay the balance, prefers gold as part, 
at least, of the payment; for gold can always be turned to a more 
beneficial use than a very great overplus of any other commodity. 
In order, then, to induce the country having the favourable balance 
te take all its payment in goods, and no part of it in gold, it would 
be requisite not only te prevent goods from being very dear, but 
even te render them excessively cheap. It would be necessary, 
therefore, that the bank should not only not encrease its paper, 
but that it should, perhaps, very greatly diminish it, if it would 
endeavour to prevent gold from going out in part of payment of 
the unfavourable balance. And if the bank do this, then there will 
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arise those other questions, which Dr. Smith leaves totally out of 
his consideration; namely, whether the bank, in the attempt to 
produce this very low price, may not, in a country circumstanced 
as Great Br1tain is, so exceedingly distress trade and discourage 
manufactures as to impair, in the manner already specified, those 
sources of our returning wealth to which we must chiefly trust 
for the restoration of our balance of trade, and for bringing back 
the tide of gold into Great Britain. It is also necessary to notice in 
this place, that the favourable effect which a limitation of bank 
paper produces on the exchange is certainly not instantaneous, and 
may, probably, only be experienced after some considerable interval 
of time; it may, therefore, in many cases, be expected that" the 
exchange will rectify itself before the reduction of bank paper can 
have any operation. It is also to be recollected (a point, indeed, 
which Dr. Smith himself states), that gold is retained or drawn 
away, not by the limitation or the encrease of the Bank of England 
paper alone, but by that of their paper, conjoindy with that of 
the other paper of the country. The bank paper serves, it is 
tIue, to regulate, in a great degree, that other paper; but 
not with exactness. The bank, by proceeding to that reduction 
of its own paper which is necessary to bring gold into the 
cOuntry, may possibly annihilate, before it is aware, a part or 
even almost the whole of the circulating country bank notes, 
and much other paper also; and it may, in that case, have to 
supply gold sufficient to fill the whole void, perhaps more than 
the whole void, which it has created; for it may be called upon to 
furnish large additional sums which may forthwith be hoarded in 
consequence of the alarm thus occasioned. Hence, even though it 
should encrease the supply of gold from abroad; it may augment, 
in a far greater degree, the demand for it at home. For this reason, 
it may be the true policy and duty of the bank to permit, for a 
time, and to a certain extent, the continuance of that unfavourable 
exchange, which causes gold to leave the country, and to be drawn 
out ofits Own coffers: and it must, in that case, necessarily encrease 
its loans to the same extent to which its gold is diminished. The 

IS:l 



bank, however, ought generally to be provided with a fund of 
gold so ample, as to enable it to pursue this line of .conduct, with 
safety to itself, through the period of an unfavoura~le balance; a 
period, the duration of which may, to a certain degree, bt; estimated, 
though disappointment in a second harvest may cause much error 
in.me calculation • 
. The more I!""1icular examination of this subject of an un­

E..vourable exc:hailge, brings us, therefore, to the same conclusion 
to wIlich we were led in the former Chapter; namely, that the 
bank ought to avoid too contracted an issue of bank no . The 
absence 0 go oug I an evil, may prevent other evils of 
grea~ent; and may thus conduce, under certain circum-

,stances, to the good of the country. Our gold has lately furnished 
the prompt payment for a part of that com, which has been 
necessary for our consumption. The common manufacturer, if 
he understood his own interest, would approve rather than com­
plain of the temporary substitution of paper for gold, which has 
been thus occasioned; for the export of gold has served to ease him 
in the first instance: his labour, indeed, must .hereafter purchase 
back again the gold which has been exported, but he will have to 
buy it back by exertions less severe than would otherwise have 
been needful. The price of the goods which he manufactures, and, 
consequendy, the price also of his own labour, is rendered some­
what higher by not glutting the foreign market With a quantity of 
articles altogether disproportionate to the demand. It should farther 
be remembered, that gold is an unproductive part of our capital: 
that the interest upon the sum exported is so much saved to the 
country: and that the export of gold serves, as far as it goes,jO 
improve the exchange, by dischargin~ the debt due on account 
of an untavourable balance Jf trade; and to prevent the deprecia­
tion of our own paper currency, as compared with the current 
money payments of other countries. 

It may probably be thought that the exported gold will not 
~ This subject may deserve a careful enquiry. It should 
be observed, in the first place, that, in order to produce an improve-
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ment in the exchange, we have only to suppose the present degree 
of the pr'ssur' for payment of goods imported to abate. It may 
happen, for instance, that in consequence of Hamburgh having 
become richer through the favourable harvest enjoyed in the sur­
rounding countries, and through the high price obtained for its 
exported corn, while B,ritain has become poorer; the antecedent 
custom of Hamburgh merchants being in debt to London mer­
chants may change, and a contrary custom may become prevalent. 
If this new debt of London to Hamburgh should be permitted to 
exist in the same manner as the Hamburgh debt may be supposed 
to have. existed before, the exchange will not be affected by it. The 
debt which affects the exchange is only that sort of debt, the pay­
ment of which is more or less eagerly demanded. A country~ 

therefore, seems likely soon to arrive at a limit in this respect. It 
has only to diminish not the debt itself, but the pressure of the 
demand for payment, and the exchange begins to mend. Let the 
two countries become equally satisfied to allow the debt to con­
tinue as it is, and the exchange finds its level. Again; let the country 
in debt prove itself to be. somewhat more desirous to pay its debt, 
a debt of course running at interest, than the creditor country is 
to receive payment; and the exchange will be even in favour of 
the debtor country. 

It may naturally be enquired what becomes of the gold which 
has been supposed to go from this country to Hamburgh; and how 
it comes to pass that it is there demanded in such large quantities. 
When Britain has already spared out of its circulation, and out of 
the coffers of its principal bank, many millions, perhaps, of gold; 
whence happens it that Europe, having only the same trade as 
before, uses all that is sent, and continues to call, by means of the 
exchange, for a still encreasing supply 1 

I understand that, at the period of every very favourable ex­
change to Hamburgh, most of the gold poured in thither is melted 
down into the several sorts of coin which are current on the 
continent; and that it then becomes an article of remittance to 

various places. It is, of course, remitted to .those parts in which 
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the balance of trade with Hamburgh is unfavourable to that city. 
Still, however, the difficulty of accounting for the new and gmeral 
demand for gold seems to remain. The following considerations 
may alford some solution of it. When the trade of the world, or of 
many separate and considerable places, is more that1 usually 
Buctuating, as in times of political uncertainty or convulsion it 
can hardly fail to be, a larger quantity of gold is wan~ than wheJ:l 
confidence is high, and when the several exports and imports of 
different countries more nearly balance each other. Gold, duriJ:Ig 
any extraordinary irregularity in trade between independent states, 
is the most commodious of all articles of remittance. It is a species 
of return which Hamburgb, for instance, can send to every place 
from which its spirit of speculation may have called for articles of 
commerce. It is, indeed, only the balance of the accounts which is 
paid in money; but, at different times, there may be balances of 
different sizes to be ~us discharged. Whatever event, therefore, 
so disturbs the course of trade over the continent as to cause an 
encrease in the balances of the trade of independent countries, 
seems likely to cause an augmentation of the general demand for 
gold. But the general demand for gold is also affected by the degree 
of confidence at the same time subsistiJ:Ig. It has been already 
shewn, that the quantity of gold requisite for the circulation of 
any single country may be very different at different periods, and 
that the difference is proportioned to the degree of confidence 
between man and man existing at the several seasons. The quantity 
of gold wanted for the general trade of the world may also 
Buctuate, in some degree, from the same cause. It is, however, 
likely also to vary from a variation in the confidence subsisting 
between independent countries. For the sake of illustration, let us 
suppose that Hamburgh owes to some town in Prussia, one hundred 
miles distant, 100,0001. sterling, in consequence of an unfavourable 
balance of trade occasioned by com purchased there, and exported 
by Hamburgh merchants to London; a balance which, if the 
creditors in the Prussian town were willing to wait six months, 
would probably by that time be repaid, and even more than repaid, 
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through the importation into the same town of West India articles 
which Hamburgh would have received within that period from 
Great Britain. If confidence is high, the merchants of this town 
will be content, for the sake, perhaps, of an addition of one per 
cent. to the stipulated interest, to permit the debt to remain un­
extinguished for the six months; and in this case the course of 
exchange between the Prussian town and Hamburgh will alter 
to the extent of one per cent. But if, through the want of con­
fidence subsisting between the Prussian town and Hamburgh, an 
addition not of one, but of two per cent. to the current interest 
should be considered to be the adequate compensation for the risk 
incurred, the exchange will fluctuate two per cent.; and a variation 
of two per cent. in the exchange will produce, let it be supposed, 
to the Hamburgh debtors a greater loss than would be incurred by 
the expence of transporting 100,000/. in gold to the Prussian town 
in question. Gold is, therefore, in that case, transported. On the 
two circumstances, taken together, of the largeness of the balance 
between the independent places, and the degree of confidence 
subsisting between them, appears to depend the quantity of bullion 
required. It seems, therefore, by no means difficult to account 
for the manner in which large quantities of gold exported from this 
country may be employed on the continent in seasons of general 
distrust, even though we should not suppose any great portion to be 
hoarded. 

Bullion to a very large amount was retained in the Spanish 
settlements, during the latter period of the war, through the 
fear of capture; and perhaps, therefore, we might trace in part the 
want of gold, of which we have complained, to those successful 
exertions in watching the ports of the enemy which have been made 
by the British navy. 
1 The immediate cause, however, of the exportation of our coin 
has been an unfavourable exchange, produced partly by our heavy 
expenditure, though chiefly by the superadded circumstance of 
two successively bad harvests. When the recurrence of a favour­
able balance of trade is long delayed, the fluctuation of the exchange 
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may be expected to be not an immaterial one. The exchange is, 
in some degree, sustained for a time, which is thought likely to be 
short, through the readiness of foreigners to speculate in it; but 
protracted speculations of this sort do not equally answer" unless 
the lIuctuation in the exchange is very considerable. If, for example, 
a foreigner remits money to London, at a period when the ex­
change has become unfavourable to England to the extent of 
three per cent., places it at interest in the hands of a British mer­
chant; and draws for it in six months afterwards, the exchange 
having by that time returned to its usual level, he gains two and a 
half per cent. for half a year's interest on his' money, and also 
three per cent. by the course of exchange, which is five and a half 
per cent. in half a year, or eleven per cent. per annum. But if the 
same foreigner remits money to England when the exchange has, 
in like manner, varied three per cent., and draws for it not in six 
months but in two years, the eXchange having returned to its usual 
level only at the end of that long period, the foreigner than gains 
ten per cent. interest on his money, and three per cent. by the 
exchange, or thirteen per cent. in two years: that is to say, he gains 
in this case six and a half per cent. per annum, but in the 
other eleven per cent. per annum. If a variation of three per 
cent. is supposed necessary to induce foreigners to speculate for 
a period which is expected to end in six months, a variation of 
no less than twelve per cent. would be necessary to induce them 
to speculate for a period which is expected to end in two years. 
The improvement of our exchange with Europe having been 
delayed through a second bad harvest, it is not surprising that the 
expectation of its recovery within a short time should have been 
weakened in the mind of foreigners. Indeed, many circumstances, 
some of which have been already touched upon-, concurred, 

• A miltaken idea of tbe bank paymenll having been luspended through 
the improper Iargenao of ill ioaDl to government, and of ill .... mbling the 
continenlll hanb which have Usucd excessive quantities of paper for tbe 
oervioe of tbeir .. vera! governmenlB, was before atated to be not unlikely to 
ha .. prevailed ahroad, too much countenan"" having been given in this country 
to .uch • eentiment. Foreignen, if IUch was their opinion, would conceive 
that ODr exchange was • permanently declining one, and that it would, tbere-
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towards the conclusion of the war, in rendering our exchange 
unfavourable. 

Some gold, it may be presumed, was retained in the bank 
coffers, which, if the cash payments of that company had not been 
suspended, would have found its way to foreign countries, and have 
contributed to remedy the existing evil. 

We depended chiefly, as will be shewn hereafter, on the proper 
limitation of the quantity of our circulating paper, though partly, 
also, on the degree of expectation which was kept up abroad of 
the future improvement of our exchange; an expectation which 
might be rendered greater or less by a variety of circumstances. 
Great Britain has had this great advantage over those countries 
which are in the habit either of depreciating their coin or of 
allowing a discount on their paper, that they, in anticipating the 
return of a more favourable state of their trade, look forward only 
to a time when their uncertain and unstable rate of exchange mar 
be meliorated in a degree not easy to be calculated; whereas we 
have anticipated a period when an intrinsically valuable and specific 
standard would be restored, when our banks would be obliged to 

pay fully in guineas containing the same weight of gold as before, 
and when our exchange, therefore, might be expected completely 
to return to its former level. 

Undoubtedly, circumstances of so great and extraordinary a 
nature may arise as to prevent the return of gold at an early or 
assignable period. It may, however, be safely affirmed, that when 
the main sources of a country's wealth are unimpaired; when 
its population, its industry, its manufacturing and trading capital, 
its general commerce, its credit, its colonial possessions, its political 
strength and independence, its laws and constitution remain; 
and when, moreover, its paper is confined within its accustomed 

fme, an.....- better 10 them 10 dnw than 10 ",mit, md 10 dnw immediardy 
than 10 delay dnwing. The idea that foreign proputy might be .. ized in 
England, .. an act of retaliation for the British proputy oeized in the north of 
Enrope, may aOO ha .. bad I0IIIO inlIuenoe. The expectation of oeiz ..... CD each 
side would prejudice the exchange of whichever country waa in debt, and tbe 
country in debt happened 10 be G .... Britain. 
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bounds; the absence of its gold, more especially if it be the obvious 
consequence of one or more unfavourable seasons, is an evil which 
is likely neither to be durable, nor in any respect very important. 

Under such citcWJlStances, to alter materially the old and 
accustomed ~em of paper credit, and, in particular, to restrain 
in any very extraordinary degree the issues bf paper of more 
responsible banks, is to deppve a country of those means of re-­
covering itself which it naturally possesses. This seems to be the 
fair inference from the observations which have been stated in the 
present and preceding Chapters. The return of gold is to be pro­
moted not so much by any legislative measure directed to that 
immediate object, as by cherishing the general industry, and 
attending to the higher and more leading interests of the com­
munity. 

It may be proper here to add, that the experience of past times, 
both of war and peace, leads us to suppose, that the exchange 
'between Great Britain and foreign countries is not likely to remain 
for any long period unfavourable to Great Britain. Experience has 
likewise proved, that the return of gold has not been precluded 
by the law which authorized the continuance of the suspension 
of the cash payments of the bank; for, while that "law was in 
force, there occurred one season during which gold Howed with a 
remarkably strong tide into the country. 

It seems scarcely necessary now to dwell on the reasons which 
evince that the repeal of the law in question, in the last period 
of the war, would have been inexpedient. It would have been to 
repeal it at a time not a little resembling that in which the parlia­
ment first thought proper to enact it: for it would have been to 
repeal it when gold had been recentiy drawn out of the country 
by an unfavourable exchange; and when we were subjected, as 
before, to alarms of invasion. To have opened the bank would 
have been, moreover, to have subjected it not only to a demand 
for gold on these two accounts, but also to such extra calls as might 
have arisen from the anxiety of the country banks to provide for 
the event of the first opening more amply than might have been 
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permanently necessary. The renewa~ therefore, of the law for 
suspending the cash paymenlll of the bank stood on the ground 
of the particular circumstances of the times, and not on any prin­
ciple which necessarily implied the permanence or even the long 
continuance of the suspension. 



CHAP. VI 

Emr of illlllgi.itrg tl4I GoIJ ... k pwitkJ III th Tilll' of «1Il"./ Dis­
InSS--ReM"" f.,. 11#1 lIIiIIIitti.g lhe PreSlUllpli .. IAIII lhe Dire.,.,. 
of th BII1II IIIIISI ,,_ kt. U 6/."" f..- • ., ",IIHIIg kf .... ""'" II ,. .... 
'UefUU P,.""isi ... 

T HE impracticability of encreasing the fund of gold in 
the Bank of England, when an alarm at home. has already taken 
place, or even during the period of a very unfavourable balance of 
trade, has been manifested in the preceding pages. 

There is a peculiar inconsistency in the supposition that a 
country ought, at such a season, to take its measures for encreasing 
the quantity of its gold. The argument for such an attempt would 
run thus--"The stock of gold has been in past time too low, as 
"appears by the experience of the present period; for it is not now 
"sufficient to supply what is necessary for our own circulation, and 
"to enable us also to pay our unfavourable baIlince. We ought, 
"therefore, to take due care that, in time to come, there shall be 
"a larger provision of gold in the country." So far, undoubtedly, 
there may be some general justice in the reasoning, But if the 
further inference is added, that we must, therefore, IIl1W begin to 
make the provision, this is to propose to take measures to provide 
against a want, which is future and contingent, at a time when 
that very want which we would prevent is actually pressing upon 
us. With as fair an appearance of justice it might have been argued 
in respect to the stock of com in hand in the country-''The. 
"stock of com has been, as now appears, for some time too low; 
"for it is, at the present season, insufficient for the due supply of 
"the country. We ought, therefore, to take care that, in time to 
"come, ·there shall be a better provision for such contingencies 
"as the present." So far, undoubtedly, there might be justice in the 
observation. But to proceed in our reasoning as to com, in the 
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same manner as is sometimes done in respect to guineas, would 
be to add-''Therefore, now, while the scarcity is pressing upon 
"us, let us begin to make this provision; let us instantly stock our 
"granaries with a surplus quantity of corn; let us divert the little 
"grain which we possess from those most necessary uses to which 
"it is now destined. Let us encrease our present difficulty, in 
"order that the country may be put, for the future, out of the 
"reach of the danger which it is experiencing at the present hour." 
The two cases are not, indeed, precisely parallel; but there seems 
to be sufficient resemblance to justify the elucidation. 

There is, however, another ground on which the directors of 
the bank may possibly be thought censurable-that of having failed 
to supply themselves with a sufficient quantity of gold at an ante­
cedent period. Let us, therefore, enquire whether the public has 
sufficient reasons for entertaining this suspicion. 

Let it be premised, that, since the directors of the Bank of 
England can have no particular temptation to improvidence; and 
since our national bank is, from its very nature, liable to that acci­
dent which has lately, for the first time, befallen it, a liability which, 
for obvious reasons, it may have been the custom too studiously 
to conceal, there is not all that previous presumption of blame 
which might be supposed. There can be no doubt that the credit 
of the Bank of England has been, at all periods, most anxiously 
consulted by its directors; and that present profit has uniformly 
been only the second consideration. 

There are, however, certain limits which, even when gold is 
most easily purchased, the bank naturally prescribed to itself in 
respect to its stock of that article. The amount of the disposable 
effects of the bank, on the 26th of February, 1797, was stated 
under three heads in a former place; and it was then observed, that 
the only part of them which the bank itself could enlarge was the 
deposits lodged in return for bank notes issued. But even the bank 
notes cannot safely be encreased in a degree which is very con­
siderable. Indeed, experience has proved, that there may be IIOIDe 

sort of limit to the demand for them; for the applications for loans 
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have often amounted, during peace, to less than the bank has been 
disposed to afford on the credit of good bills at the existing rate of 
discount. 

Let us, then, proceed to illustrate our sl1bject by supposing the 
disposable effects of the, bank to have usually stood, for some years 
antecedent to the suspension of its cash payments, at the sum of 
about nil).eteen millions; that is to say, let us allow them to have 
been about a million and a half more than they amounted to 
at that period. 

It must not be imagined that these nineteen millions could, at 
any time, be with propriety invested in gold.· For the Bank of 
England, like every other mercantile establishment, carries on its 
business on sucll principles as will produce a profit. And the very 
lowest profit which can serve as a sufficient inducement to pursue 
the trade of banking, must be somewhat higher than the mere 
current interest of money. Let US reckon this ""mary profit of 
the bank to be six per cent. The bank makes no more than three 
per cent. interest on the capital subscribed by its members, which is 
permanently lent to the government. It must,. th~n, so manage 
its disposable effects as to gain an annual sum equal to an additional 
three per cent. upon its own capital, that is, about 350,000/. Thisit 
must do by lending out at interest a part of the nineteen millions; 
and it must lend out, at interest, a still farther part of it, both in 
order to defray the annual charges of its establishment, and in 
order also to furnish the means of paying those occasional 'sums 
to government which are required as the price of the renewal of 
its charter. It will be found, perhaps, that not less than ten or 
twelve of the nineteen millions must be always at interest in order 
to provide for these objects; and, consequently, that eight or nine 
millions will have formed the highest average sum which the bank 
can have kept in gold, consistently with the acquisition of merely 
the necessary profit on its capital. But neither is it fair to suppose, 
that, these eight or nine millions ought to have been the general 
or average sum kept in gold. The cash of the bank Buctuates very 
greatly; and in order to secure the keeping of cash and bullion 
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to the average amount of eight or nine millions, it will occasionally 
have been necessary to keep twelve or fourteen millions, or possibly 
even more. This sum would be most unreasonably large; for, 
during the time when lwelve or fourteen millions are invested in 
gold, the bank, instead of gaining six per cent. on its capital, will 
not gain above three or four; and, moreover, it cannot exactly know 
how long this extraordinary quantity of gold may continue in its 
coffers. It certainly can never count beforehand on those great 
reductions of cash which may serve, by increasing the sum at 
interest, to compensate for what is lost by a large detention of 
bullion: for the reduction of cash happens not through any measures 
taken by the bank, but in consequence of events difficult to be 
foreseen, and, as has been already shewn, by no means easy to be 
controlled. The bank, therefore, without impeachment of the 
character of its directors, may be reasonably presumed to have been 
at least somewhat indisposed to make investments in bullion, which, 
while they lasted, should reduce its income very far below the 
necessary annual profit. 

Thus the bank, in endeavouring to secure what has been termed 
the necessary annual profit, would naturally be led to make, on the 
whole, something more than that profit; and, indeed, a variety of 
circumstances have lately occurred which have had a tendency to 
encrease its gains to a degree which must have been !Jnexpected 
by the bank itself. Let us, then, suppose that the profits which the 
bank, considering all circumstances, may fairly and properly have 
derived from its business for some years past, may have been not 
six per cent. (which was spoken of as the lowest sum necessary for 
carrying on the trade of banking), but seven or eight per cent. 
Now seven or eight per cent. or a little- more, seems likely to be 
that profit which the bank has, in point of fact, been gaining. The 
dividends which it has paid to the proprietors have been, for lOme 
time, seven per cent., and it has also added 3,800,0001 to its capital. 
This addition has been accruing, no doubt, during a long course of 
years. If we assume that it has accumulated at the rate of about 
116,0001. per annum, the bank will have gained annually one per 
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cent. on its capital, besides the seven per cent. which has been 
divided; if at 232,000/.- per annum, the bank will have gained 
annually two per cent. on its capital, besides the seven per cent. 
which has been divided. • 

The bank, then, let. it be supposed, has been gaining eight or 
nine per cent. when seven or eight per cent. is as much as it is 
reasonable that it should have acquired. I have entered into this 
detail, which, in various pam, may be somewhat erroneous, merely 
for the salce of shewing that any proposed enquiry whether the 
quantity of gold kept by the bank mayor may not have been too 
small, must necessarily be' much narrower ,than many persons 
may imagine. According to the supposition just made, it can relate 
only to the propriety of a past annual gain of about one per cent. 
or at most of two per cent. on the bank capital. A gain of one per 
cent. would have been about 116,000/. per annum; and conse­
quently the bank, by taking this gain, have, on an average, kept a 
stock of gold which has been smaller than it would otherwise have 
possessed by about 2,300,000/. Whether this sum of 2,300,000/. 
or whether any sum somewhat greater than this, or somewhat 
short of it, ought or ought not, in time past, to have been invested 
in gold in addition to the sum which was invested, is a point on 
which all that it seems safe to affirm with confidence, is, that no 
person Ulla!=quainted with the affairs of the bank can be capable of 
pronouncing any clear judgement. There must have existed many 
arguments, and some standing even on the ground of safety and 
credit, against maintaining the additional fund which has been 
mentioned. 

If the whole profits of the bank had been lately restricted to 
seven per cent., they would have been limited to that sum which 
the bank proprietors had been for some time in the habit of receiving. 
They would have been confined to a sum which would not easily 
have admitted of accumulations. By obtaining a higher profit the 

• Thi. ill to .uppose that the livings or the bank ha .. been between sixteen 
and ...... r.en yean in accumulating, a period certainly much too .hon I but 
the accumulatioo mUlt ha .. been m<m> rapid during the Iaot yean. 
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directors have 'secured to the proprietors the continuation of the 
same regular dividend, and have thus prevented that uncertainty 
which would have encouraged gambling in bank stock. They have 
also made, in the course of years, an important addition to their 
capital; an addition which has caused it to maintain nearly an 
uniform proportion to the growing extent of the transactions of the 
bank, and to the advancing commerce of the country; an addition 
also, by the help of which they have lately lent to government 
three millions without interest, for a short term of years, as the 
price of the renewal of their charter. They have thus strengthened 
that security which the creditors of the bank possess, so far as 
additional capital can strengthen it; and they will be able hereafter, 
if it shall seem necessary, to invest in gold, in addition to what 
they could otherwise have invested, a much larger sum than they 
could with any propriety have so invested in time past. 

It must farther be borne in mind, that the necessity under which 
the bank has been placed of providing gold which is to Jill the void 
occasioned by the disappearing of country bank notes, has been, 
in part, a new necessity, country bank notes not having circulated, 
at remoter periods, in so great a degree as they have lately; and that 
the additional sum of two or even of three or four millions would 
have been no security against the effects of a general alarm in the 
country. The fluctuation in the balance of trade with foreign 
countries, which we experience, is also become, in consequence 
of the greater extent of our population and commerce, larger than 
heretofore. The scale of all things having encreased, the scale of 
this balance may have encreased also to a degree unexpected by the 
bank. A war, moreover, unprecedented as that in which we have 
lately been engaged was not to be anticipated; and the case of a 
succession of two bad harvestS, and of an importation of com, 
amounting in two years to the value of fifteen or twenty millions, is 
felt by all to have been an extraordinary event. We need not 
wonder, then, if events unforeseen by others, were not foreseen 
by the Bank of England; nor if for unforeseen events an adequate 
provision was not at hand. 
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On the whole, it may be suggested to those who cast blame on the 
bank for its improvidence in time past, that they should consider 
well the several points which have here been brieRy pointed out; 
and that if, afterwards, they continue to think the bank censurable, 
they should ask themselves, before they ~me the censurers, 
whether they are sure that, in taking upon themselves the office 
they exercise that candour with which they would expect to be 
judged if they had been themselves, during the late difficult and 
trying period, directors of that institution. -

It has already been observed, that, in that crisis during which 
the conduct of the directors has been more particularly known, they 
proceeded, perhaps, with too great fear and caution rather than with 
too little. There seems, therefore, to be a presumption, that a 
character, if not for caution, at least for tolerable prudence, must 
have generally been their due. To say the least, there appears to be 
no ground for charging them with having acted in antecedent 
times on a directly opposite principle. 



CHAP; VII 

Of c.,,1Itry lI,lI1IAt-IMir Ati~1I1I1lIgtt 111Iti Ditmnlllgtt. 

THE country banks. in Great Britain appear to have 
amounted, in the year 1797, to three hundred and lifty-three. By 
a numeration taken in 1799, they appear to have been three hun­
dred and sixty-six. By a third numeration taken in 1800, they were 
three hundred and eighty-six·. It seems, therefore, that no material 
addition to their number has arisen in these three years. 

A great increase of country banks took place during the time 
which intervened between the American and the present war, 
and chiefly in the latter part of it; a period during which the trade, 
the agriculture, and the population of the country must have 
advanced very considerably. The circumstance of so many of our 
country banks having originated at such a time, affords a presump­
tion that they are consequences and tokens of the prosperity, 
rather than indications of the declining state of the country. No 
banks have arisen in France during the period of its troubles, though 
several attempts to erect them have been made. It was with difficulty 
that any banks supported themselves in America during the war; 
but after the establishment of peace, banks were instituted in most 
of the American states. They seem naturally to belong to all 
commercial countries; but are more particularly likely to be multi­
plied in a state like ours, in which the mercantile transactions are 
extended, the population is great, and the expenditure of individuals 
considerable; and where also a principal bank exists, which, through 

. the necessity imposed on it by its situation, undertakes the task of 
providing a constant reservoir of gold accessible to every smaller 

• This Ita_t of the number of country bomb is taken from thmo 
prin .... aCODon" of them, the fust of which may DOl have hem very aocunte, 
but may be pn:sumed to Ita .. them at lOU low rather thou lOU high. Dumber. 
The two later enumerations were made in a more careful maDDeI' .... 
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... 
banking establishment. The creation of the large bank operates as . 
a premium on the institution of the smaller. 

A description of the origin o( one of ollr smaller country banks 
.. may elucidate the subject before us. In every town, and i!.l \lIaR)' 

villages, there existed, antecedendy t~ the cr«;ation of what were 
afterwards termed banks, some trader, manufacturer, or shopkeeper, 
who acted, in many respects, as a banker to the neighbourhood. Tho 
shopkeeper, for example, being in the habit of drawing bills on 
London, and of remitting bills thither, for the purposes of his 
own trade, and receiving also much money at his shop, would 
occasionally give gold to his customers, taking in return their bills 
on the metropolis, which were mixed with his other bills, and sent 
to his London correspondent. 

Persons who were not customers being also found to want either 
money for bills, or bills for money, the shopkeeper was led to 
charge something for his trouble on accommodating them: and the 
trade of taking and drawing bills being thus rendered profitable, 
it became an object to encrease it. For the sake of drawing custom 
to his house, the shopkeeper, having as yet possibly Iitde or no view 
to the issuing of bank notes, printed ''The Bank" over his 
door, and engraved these words on the checks on which he drew 
his bills. 

It may be assumed, also, to have been not uncommon, before 
country banks were established, for the principal shopkeeper in a 
town to take at interest some of the money of his neighbours, on 
the condition, however, that he should not be required to pay it 
back without some notice. The money thus deposited with him, 
or borrowed by him (it is difficult to say which term is the more 
proper), might either be thrown into his trade, or employed in 
discounting bills soon to become due; but the latter would evidendy 
be the more safe and prudent way of investing it. 

All these parts of the banking business arose out of the 4ituation 
and circumstances of the country; and existed in many places 
before the name ofbanlcer was assumed. 

The prasnce of issuing country banlc notes, that is to say, 
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notes payable to the bearer on demand, may, undoubtedly, be 
'considered as a separate branch of business. These notes, however, 
have been shown to be not so very different in their nature from 
other paper as is commonly imagined. 

For the sake of 1II0re particularly proving this point, let us advert 
to the nature of interest notes, a species of paper which some country 
banks have issued to a great extent. Even the shopkeeper, it was 
lately observed, would take sums at interest. For each of these 
sums, especially if he became a banker, he would give out his note, 
in which would be expressed the sum lent or deposited, the rate of 
interest upon it, and the time which was to intervene before pay­
ment could be demanded. This note would be transferable to any 
third person. There would, however, be some impediments to its 
circulation. The interest must be calculated as often as it should 
change hands. Some of the persons to whom it was offered might 
not be disposed to accept it as a paym:nt, especially if it had a long 
time to run. Although these notes might circulate, they would 
circulate heavily. In order to promote their circulation, and thus 
encrease the whole number of issuable notes, the banker would be 
inclined to lessen the time within which they should be payable; 
and he would find tha~ in proportion as he adopted this practice, a 
lower rolte of interest on the notes would suffice to induce persons to 

take them. Notes carrying no interest would circulate, if due 
within a short time, better than notes bearing interest which should 
be due at avery distant period. But the only notes which would 
circulate freely would be those which should be payable, or at least 
paid, without any notice. Some banks wishing, on the one hand, 
to encourage the circulation of their paper, and, on the other, to 
avoid the inconvenience of a strict obligation to pay without notice 
have issued notes payable after a certain time, and yet have been in 
the regular practice of giving money for them whenever payment 
was demanded, and have taken no discount for the accommodatioll. 

Thus, then, the shorter the notice is, the greater is the currency 
of the note; and, in proportion, therefore, as the circumsllUtCe5 of 
a country render it more safe for the banks to shorten .their notice, 
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in the same proportion it may be eoq>eeted that notes to the bearer 
on demand will be issued, and gold displaced. 

Some speculative persons have imagined, that the practice 
,pursued by bankers of emitting notes payable on demand is founded 
on an altogether vicious and unwarrantable principle, inasmuch as 
such paper is issued with a view to a profit whiCh is to be obtained 
'only by lending out part of the sum necessary for the payment. 
A number of promises, it is said, are thus made, which the banker 
has evidendy placed it out of his power to perform, supposing the 
fulfilment of them all to be required at the same time, an event by 
no means impossible. This objection implies that the banker ought 
not, after receiving the deposits left with him by his customers, to 

lend out part of the sum necessary for the payment of these deposits; 
for he is much bound to discharge demands for deposits without 
notice, as to pay without no~ all his notes. The Bank of England, 
the London banker, the !Xluntry banker, the merchant, and also 
the individual of every class, proceed, in respect to all their promises 
to pay money, not on any principle of moral certainty, but on that 

. of reasonable and sufficient probability. The objection to bank notes, 
flS sueh, if pushed to that extent to which, if it is at all just, it might 
be carried, would apply to all verbal promiSes to pay money, and, 
indeed,. to almost all promises whatever; for ]here .is scarcely any 
class of these for the performance of which a perfectly sur. provision 
is always made at the time of giving the ·promiSe. The objection 
implies, therefore, that men ought to be prohibited from acting in 
their commercial concerns according to that rule of sufficient 
probability by which all the other affairs of human life are con­
ducted-. 

• In lOme of the democratic pamphlets of the present clay, bank notes of • 
evuy kiDd are SpokeD of Dot D1eIOiy .. liable to be carried to ex""" or to be 
i .. ued by imspoD8ible perIOlIB, or .. producing partic:uJar evils, but .. radically 
and incun.b1y vicinUlI they are coD8idered in the light of a complete fraud upon 
the public, which is practised by the rich, and coDDived at by the governmentl 
and the very iaaue of them has been otigmatiaed u equivalent to the c:rime of 
forgery. The .... mblance of bank notes to other paper, and the ~blance 
of a prom;" on paper to any other promise, have been bert touched upon 
with • vie .. o~ expoaing the absurdity of thOle doctrines. 
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It is completely understood by the holders o( notes, as well as 
by the customers of banks, that instant payment is provided for only 
a part of that sum which may, by possibility, be demanded; and 
the banker, therefore, seems fully justified if he makes such pro­
vision as the general and known usage of others in the same 
profession (for he is supposed, by those who trust him, to follow 
this usage), and a prudent regard to all the circumstances of his own 
case teach him to consider as sufficient. 

The practice of issuing notes payable to bearer on demand 
became very common a few years antecedent to the present war, 
when various .circumstances united to encourage this part of the 
country banker's employment. Confidence was then high, the 
number of traders in the country had been gready multiplied, the 
income and expenditure of individuals were much increased, and 
every branch, therefore, of the banking business had naturally 
enlarged itself. Some addition had ~ made to the number of 
London bankers; and a few of these took forward and active meas­
ures to encourage the formation even of very small banb in the 
country, with a view to the benefit expected from a connection 
with them. In many of our great towns a &ir opening was afforded 
for the erection of additional banb. These new establishments 
having taken place, various country traders, who had before made 
use of their own correspondents in London, fell into the practice of 
transacting their business with the metropolis through the medium 
of the country banker with whom they kept their cash. The country 
banker drew largely on a London banker on the account of the 
country traders, and the London banker was willing to execute 
the extensive country business which he thus acquired, in con­
sideration of a much lower commission than had before been paid 
by the several country traders to their separate correspondents in 
London, who had been, for the most part, London merchants. 
The reduction of the rate of commission arose from two causes: 
first, from the new security which was afforded to the transactions 
between the town and the country, by the interposition of the credit 
of rich and m;ponsible country banks; and, secondly, from the 
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transfer to one house of that labour of keeping accounts, writing 
letters, and receiving and paying bills, which had, before, been 
divided among many. The risk and trouble being diminished, a 
proportionate abatement in the rate of commission could be afforded. 

The multiplication even of country banks, purposing to deal 
chieBy in bills, would tend, in many ways, to produce an encreased 
issue of notes on demand. Some deposit of gold would be kept by 
banks of every cJass, with the view of satisfying the demands of 
their customelS; and the stock, nwntained for this purpose, would 
would form a part of the necessary provision for the payment of 
notes payable on demand, and it would, therefore, become an 
encouragement to the issue of them. The multiplication of deposits 
of gold through the country would, moreover, furnish, in many 
cases, more prompt means of obtaining gold on any sudden emer­
gency; since one country bank might often procure a supply from a 
neighbouring one, especially if a good undelStanding on this subject 
should subsist between theDi. The establishment of mail coaches. 
afforded, at the same time, a more cheap and ready method than 
before, of bringing gold from London, as well as of transmitting 
thither any superBuity of it which might arise in the country. In 
proportion to the facility of obtaining gold, the unproductive stock 
of it kept in hand might be reduced; or, if the same stock should be 
maintained, the issue of notes payable on demand would be less 
hazardous. Indeed, a few old and respectable country banks had 
long been in the habit of emitting much paper of this sort, and had 
seldom experienced any inconvenience from doing it. The new 
ones, therefore, many of which were not at all inferior in property 
to the old, were led into the practice partly by example. 

The circumstance which chieBy operated in procuring currency 
to the new circulating paper, was that participation of the benefit 
resulting from it which was enjoyed by the customelS of the country 
banker; for he lent among them the capital which was acquired 
by the issue of his paper, and they became his instruments in sending 
it into circulation, by accepting it as a ready-money payment in 
return for bills discounted. In consideration of their obligations to 
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the banker, and of the interest which they had in his stability, 
they were also forward, on most occasions, in the support of his 
credit. Such appear to have been the chief circumstances which led 
to"that great encrease of our country banks, and to that substitution 
of paper in the place of gold, which have been, for some years past, 
so much the subject of complaint. 

In order to assist the reader in judging whether a preponderance 
of good or of evil results from our numerous country banks, an 
endeavour shall now be made to enumerate the principal benefits 
as well as inconveniences of them. 

That country banks have, in a variety of respects, been highly 
advantageous, can scarcely admit of a doubt. They have afforded 
an accommodation to many descriptions of persons; but more 
especially to those who are engaged in commerce. They may be 
regarded as an effect of that division of labour which naturally 
takes place in every opulent ~untry. The receipts and the payments 
of money are now no longer conducted at home, even by the 
middling trader, but are become.a separate branch of business in 
the hands of bankers. It was to be expected that they to whom this 
employment has been transferred would find means of abridging 
labour, and of sparing the use of coin, the most expensive circulating 
medium. By their skill in attaining these objects, they transact an 
important portion of the business of the trader at an expense far 
inferior to that which he must incur were he to conduct it by his 
own clerks; and they derive a profit to themselves, which, no less 
than the saving to the customer, may be regarded as clear gain to 
the kingdom. 

Country banks are also useful by furnishing to many persons the 
means of laying out at interest, and in a safe manner, such money as 
they may have to spare. Those banks, in particular, which give 
interest notes for very small sums, afford to the middling and to the 
lower class of people an encouragement to begin to lay up property, 
and thus to make provision for the time of sicknes or old age. 
Country banks also furnish a very convenient method of distributing 
to one class of men the superfluity of another. All who have money 
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to spare know where they can place it, without expence or loss of 
time, not only in security, but often with pecuniary adYa':'tage: 
and all commercial persons of credit undelStand in what quarter they 
can obtain such sums, in the way ofloan, as their circumstances will 
fairly warrant them in borrowing. While country banks thus render 
a benefit of the first magnitude to fair and prudent commerce, 
they are important barriers against rash speculation, though not 
unfrequendy they are loudly accused of favouring it. However 
some few banks may have subjected themselves to this charge, banks 
in general, and particularly those which have been long established, 
take care to lend the sums which have been deposited in their 
haluls, not to the imprudent speculator, or 't;' the spendtluift, 
by whom they are in danger of suffering loss, but to those who, 
being known to possess some wealth and to manage their concerns 
with prudence, give proof that they are likely ,to repay the loan. 
Borrowers of this cIass are not apt to enter into very large and 
perilous undertakings i for they are unwilling to risk the loss of their 
own capital. Bankers, especiallI" men of eminence, feel a special 
motive to circumspection, in addition to that which operates with 
other lenders. The banker always lends under an impression that, 
if he places in anyone a boundless or immoderate confidence, the 
imprudence will necessarily be known, in case the borrower should 
fail, as the affairs of every bankrupt are laid open to the body of 
creditors; and that his rashness is, therefore, liable to become the 
subject of conversation among his customers. Indiscretion of this 
kind, even if the particular instance be of no prominent magnitude, 
may thus prove an occasion of injuring the character and creditofthe 
banking house, and of lessening the general profits of the business. 

The banker also enjoys, from the nature of his situation, very 
superior means of distinguishing the careful trader from him who 
is improvident. The bill transactions of the neighbourhood pass 
under his view: the knowledge, thus obtained, aids his judgment; 
and confidence may, therefore, be measured out by him more 
nearly than by another person, in the proportion in which ground 
for it exists. Through the creation of banks, the appreciation of the 
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credit of numberless persons engaged in commerce has become a 
science; and to the height to which this science is now carried in 
Great Britain we are in no small degree indebted for the 1I0urishing 
state of our internal commerce, for the general reputation of our 
merchants abroad, and for the preference which in that respect they 
enjoy over the traders of all other nations. It is certainly the 
interest, and, I believe, it is also the general practice, of banks to 
limit not only the loan which anyone trader shall obtain from 
themselves, but the total amount also, as far as they are able, of the 
Sum which the same person shall borrow in different places; at the 
same time, reciprocally to communicate intelligence for their 
mutual assistance; and, above all, to discourage bills of accommoda­
tion. While the transactions of the surrounding traders are thus 
subject to the view of the country banks, those of the country banks 
themselves come under the eye of their respective correspondents. 
the London bankers; and, in some measure, likewise, of the Bank of 
England. The Bank of England restricts, according to its discretion, 
the credit given to the London banker. Thus a system of checks is 
established, which, though certainly very imperfect, answers many 
important purposes, and, in particular, opposes many impediments 
to wild speculation. 

Country banks, also, as well as the Bank of England, have been 
highly beneficial, by adding, through the issue of their paper, to the 
productive capital of the country-. By this accession our manu-

- Dr. Smith .. marb, that it is not by augmenting tbe capital of tbe country. 
but by .. ndering a g ....... part of that capital active and productive than 
would otherwise be 10. that tbe most judicio .. OperatioDi of banking can 
in ...... the indUltry of tbe country. "Dead .tock," be oboervea, "is converted 
into active and productive stock." Whether tbe introduction of the ... of paper 
is .poken of as tuming dead and unproductive stock into stock which is active 
and productive, or as adding to the stock of tbe country. is much the same 
thing. The Ieos the stock of gold is, tbe g= .... will be the stock of other kindo I 
and if.1eos stock of gold will, through the aid of paper. equally well perform the 
work of. larger otock, it may be fairly said that tbe Ole of paper fumiobeo even 
adtRtiDMI stock to tbe country. Thus, for ezample, the DOe of a new oon of 
machinery which COlt> Ie. in the eJOCtion than that which .... employed before, 
and which jOlt as elfectually doeo the work requiml, sin"" it enabl<s the owner 
to have a1wayo mOJO goodo in the cooroe of manufact ..... while be hal exacdy 
the same meano of manufacturing them, might not improperly be deocribed 
.. adding to the stock of the country. 
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f3ctures, unquestionably, have been very much extended, our 
foreign trade bas enlarged itself, and the landed interest of the 
rountry bas had a share of the benefit. The rommon charge which is 
brought against rountry banks, of having raised up a fictitious 
capi12l in the rountry, admits of the following answer. ThC!J' have 
substituted, it is true, much paper in the place of gold: but ~Id 
which bas ~ne abroad has brought back. as Dr. Smith observes, 
valuable rommodities in return. The guinea spared from circulation 
bas rontributed to bring home the timber which bas been used in 
buildmg, the iron or the steel which bas been instrumen12l to the 
purposes of machinery, and the rotton and the wool which the hand 
of the manuf3cturer bas worked up. The paper'bas thus given tq 
the roun!ry a hDn4 Ii" ca~i12l which bas biiii exac,!!y equat to thel 
gold which it bas caused to go abroad; and this additional capi12l bas 
rontributed, just like any other part of the national stock, to give 
life to industry. 

It bas lately been objected to paper credit, that, by supplying 
the farmers with Iarge loans, it bas "enabled them to keep back their 
rom from the market, and enha.n~ the price. It is true, that farmers, 
both in the last and many preceding years, may have obtained 
larger loans than they would have procured if no rountry hank 
notes had existed. The capi12l so furnished to the farmers may 
possibly have induced some of them, at certain times, to keep in 
hand a larger quantity of grain than they would otherwise have 
found it convenient to hold. We know, however, that the general 
stock of grain in the autumn of 1800 was particularly low. Since, 
therefore, but a small part of the capi12l of the farmers, whether 
borrowed or their own, was then vested in grain, the principal share 
would probably be laid out on'their land, and would encrease its 
produce; for. unquestionably, the value ~f a crop obtained from a 
farm depends chiefly on the sum employed in cultivation and 
improvement. Country hank notes have thus added to the general 
supply of grain; and, by doing so, have rontributed to prevent a rise 
in its price: they have, probably, in thi$ manner, afforded much 
more than a rompensation for any temporary advance in price to 



which they may have given occasion by enabling farmers to keep 
a larger quantity in hand. The very possession of a large quantity 
in hand is" to be cOnsidered as, in general, a benefit rather than a 
disadvantage; for it is our chief security against scarcity, and, 
consequently, also against dearness. To the want of a large surplus 
stock at the end of the years 1799 and 1800 is to be ascribed, in a 
great degree, the subsequent high price of provisions. The tendency, 
therefore, of country bank paper to encrease generally the stock of 
grain in the hands of the farmer is to be ranked among the advan­
tages of country banks. The tendency to encrease it at the particular 
time of actual scarcity, is to be classed among the evils which they 
produce; and it is an inconsiderable evil, which is inseparable from 
a great and extensive good. To those who are disposed to magnify 
this occasional evil, it may be further observed, that the farmer is 
enabled to enlarge his stock by the encrease of his own as well as 
of the general wealth, much more, no doubt, than by the share 
which he obtains of that particular part of the new capital of the 
kingdom which is created throu~ the substitution of country bank 
notes for gold; only a portion, therefore, of the mischief complained 
of is to be referred to country bank notes. It is principally to be 
ascribed to the growing riches and prosperity both of the farmers 
and other inhabitants of the country. 

It is no small additional recommendation of the use of our paper, 
that the public draws a large yearly revenue from the tax imposed 
on bills and notes. If paper credit did not exist, a sum equal to that 
·which is thus raised must be supplied by taxes either burthening 
the industry, or paid out of the property of the people. The public 
has, since the late additional tax, become a very considerable sharer 
in the profits of the country bankers' business. 

Since, therefore, a paper medium has served the purposes which 
have been described, and has been, generally speaking, quite as 
convenient an instrument in settling accounts as the gold which it 
has displaced, the presumption in favour of its utility seems to be 
very great; and, if it could be added, that no other effects than those 
which have as yet been stated have arisen or are likely to arise from 
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it, the advantage of it would be beyond di!lpute. To reproach it 
with being a merely fictitious thing, because;}t possesses not the 
intrinsic value of gold, is to quarrel with it on account of that 
quality which is the very ground of its ~rit. Its merit consists 
in the circumstance of its costing almost nothing. By means 
of a very cheap article the country has been, for some years, 
transacting its money concerns, in which a very expensive 
material had previously been employed. If this were the whole 
question, the substitution of paper for gold would be as much to 

be approved as the introduction of any other efficacious and very 
cheap instrument in the place of a dear one. ,~t would stand on 
the same footing with the substitution, for example, of cast iron 
for wrought iron or steel; of water carriage for land carriage; of a 
steam engine for the labour of men and horses; and might claim a 
high rank among that multitude of ingenious and economical 
contrivances to be found among us, by the aid of which we have 
attained to the present unrivalled state of our manufactures and 
commerce. 

Some very solid objections, however, may be urged against 
the system of banking in the country. 

The first which I shall mention, is, the tendency of country 
banks to produce, occasionally, that general failure of paper credit, 
and with it that derangement and suspension of commerce, as well 
as intermission of manufacturing labour, which have been already 
spoken of. 

Country bank: notes, and especially the smaller ones, circulate, 
in a great measure, among people out of trade, and pass occasionally 
into the hands of persons of the lower class; a great proportion, 
therefore, of the holders of them, have few means of judging of 
the comparative credit of the several issuers, and are commonly 
almost as ready to take the paper of anyone house calling itself a 
bank: as that of another. A certain degree of currency being thus 
given to inferior paper, even the man who doubts the ultimate 
solvency of the issuer is disposed to take it; for the time during which 
he intends to detain it is very short, and his responsibility will cease 
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almost as soon as he shall have parted with it-. Moreover, the 
amount of each note is so small, that the risk seems, also, on that 
account, insignificant. The notes of the greater and of the smaller 
country banks, thus obtaining, in ordinary times, a nearly similar 
currency, they naturally fall at a season of alarm into almost equal 
discredit. If anyone bank fails, a general run upon the neighbouring 
ones is apt to take place, which if not checked in the beginning by a 
pouring into the circulation a large quantity of gold, leads to very 
extensive mischief. Many country bankers, during a period of 
danger, prescribe to themselves a principle of more than ordinary 
reserve in the issue of their notes, because they consider these as the 
more vulnerable part of their credit. They know, that if the charac­
ter of their house should be brought into question, through the feal1l 
or even the caprice of any of those strangers into whose hands their 
circulating paper passes, some distrust may be excited among 
their customers, the effect of which may be a sudden demand for 
the payment of large deposits. The amount, therefore, of the country 
bank notes circulating in the kingdom is liable to great Buctuation. 
The country banker, in case of an alann, turns a part of the 
government securities, bills of exchange, or other property which 
he has in London, into Bank of England notes, and those notes 
into money; and thus discharges many ofhis own circulating notes, 
as well as enlarges the fund of gold in his coffers. The Bank of 
England has, therefore, to supply these occasional wants of the 
country banker; and, in order to be fully prepared to do this, it has, 
ordinarily, to keep a quantity of gold equal to that of the notes 
liable to be extinguished, as well as a quantity which shall satisfy 
the other extraordinary demands which may be made at the same 
season of consternation either by banking houses, or by individuals . 

• J appzebend that, ,upposing • country hank to fail, tho bolder or one or its 
n ..... wbo .bouId ha.., parted witb it in ouflicient time to afford to tho next 
bolder an opportunity of applying for tho diocharge or it befo", tbe day of 
faiIwe, could _ be caIIed upon for tho payment or tho val ... or iL The 
mponsibility tbozefo"" of him who hal been tho holder or a CODBtry hauk note 
commonly.,..... in about one or two daY' af .... it hal been paned with. That 
or tho bolder or. hill conlin .... till after tho hill is due, namdy. for. period. 
perbapo, or one or two montho. 
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Thus the country banker by no means bears his own burthen, while 
the Bank of England sustains a burthen which is not its own, and 
which we may naturally suppose that it does not very cheerfully 
endure". 

The national bank, indeed, may fairly be.caIIed upon, in con­
sideration of the benefiis enjoyed through its monopoly, to submit 
to a considerable expence in supplying gold for the country I but 
there must be some bounds to the claims which can equitably 
be made upon it: and, in estimating the benefit arising to the king­
dom from the use of country bank notes, we have either to deduct 
the loss which the Bank of England incurs. by maintaining an 
additional supply of gold sufficient to answer the demands which 
they occasion, or else we have to take into consideration the· risk 
which the bank incurs by only keeping a fund of gold which is 
somewhat inadequate. The country banks may, perhaps, cause 
the bank in some measure to encrease its general fund of gold, 
though not to hold SO much of this unproductive article as to afford 
a security equal to that which .the bank ",ould enjoy if no country 
bank notes existed. 

It is obvious, that the additional capital given to the kingdom 
through the use of country bank notes must not be measured by 
the amount of those notes, but that a deduction must be made of 
the sum kept in gold in the coffers of the issuers, as their provision 
for the occasional payments to which their bank paper subjects 
them. The other deduction, which has been spoken of, is of the 
same nature. It is a second deduction, which must be made on 
account of a similar, and, perhaps, no less considerable provision 
for the payment of country bank notes, which is rendered necessary 

• At the time of the dis ..... of 1793. lOme great and opulent country banks 
applied to the Bank of England for aid. in the shape of discount, which was 
refuaed on account or their not offering approved London aecurities: lOme 
immediate and important failures were the consequence. The Bank of England 
was indisposed to extend ita aid to hou ... in the country. The event, ho ........ 
• he""d that the .. lief of the country wao necessary to the IOI .. ncy of the 
metropoJio. A oeJllO of the unfairnoos of the burthen cast on the bank by the large 
and .udden demando of the banking estabJiohmenta in the country. probably 
contributed to produce an unwillingneoo to grant them relief. 
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to be kept in the colfers of the Bank of England. In other words, 
the capital given to the country, through the use of country bank 
notes, is only equal (and it was so stated in speaking of that subject) 
to the amount of the gold which they cause to be exported. 

I shall endeavour here to explain more particularly than has yet 
been done, some of those circumstances which cause a great 
diminution of country bank notes to bring distress on London, and 
to end in a general failure of commercial credit. 

In a former chapter it was observed, that when that alarm among 
the common people, which produces an unwillingness to take 
country bank paper, and an eagerness for gold has risen to a con­
siderable height, some distrust is apt to be excited among the higher 
class of traders; and that any great want of confidence in this quarter 
produces an encreased demand for that article, which is, among 
London bankers and merchants, in much the same credit as gold; 
I mean Bank of England notes, and which forms, at all times, the 
only circulating medium of the metropolis in all the larger trans­
actions of its commerce. This more than usual demand for Bank of 
England notes the bank is at such a time particularly unwilling to 
satisfy, for reasons which I shall endeavour fully to detail. The 
reader will have been prepared to enter into them by the observations 
on the subject of the bank, introduced towards the close of the 
chapter which treated of that.institution. 

First, the bank may be supposed to be unwilling to satisfy that 
somewhat mt:r.lIstd demand for its notes which a season of con­
sternation is apt to produce, because it is not unlikely to partake, 
in some degree, in the general alarm, especially since it must neces­
sarily be supposed to have already suffered, and to be still experienc­
ing a formidable reduction of the quantity of its gold. The natural 
operation of even this general sort of fear must be to incline it to 

contract its affairs, and to diminish rather than enlarge its notes. 
But it must also be recollected, that the bank has necessarily been 

led already to encrease its loans in the same degree in which its 
gold has been reduced, provided it has maintained in circulation 
the accustomed quantity of notes. This point was explained in the 

18:& 



chapter on the subject of the bank. The directors, therefore, must 
seem to themselves to act with extraordinary liberality towards 
those who apply to them for discounts, if they only go as far as to 
maintain the usual, or nearly the usual, quantity of notes. The 
liberality in lending which they must exercise, if, when the gold is 
low, they even augment their paper, must be very extended indeed. 

In order to render this subject more clear, let us suppose that an 
extra demand on the Bank of England for three millions of gold has 
been made through the extinction of the paper of country banks, 
and through the slower circulation and hoarding of gold which have 
attended the general alarm. Let us assume, also, that the bank, 
during the time of its supplying this gold, has thought proper to 
reduce its notes one million. It will, in that case, have necessarily 
encreased its loans two millions. Let us further assume, as we not 
very unreasonably may, that the two millions of additional loans 
have been afforded, not to the government, who owe a large and 
standing sum to the bank (suppose eight or ten millions besides the 
bank capital), but exclusively to the merchants; and let the total 
amount ofloans antecedendy afforded to the merchants be reckoned 
at four millions. The bank, in this case, will have raised its discounts 
to the merchants from four millions to six; that is, it will have 
encreased them one half, even though it has diminished its notes 
one million. This extension of the accustomed accommodation to 
the mercantile world must appear to call for the thanks of that body, 
rather than to leave any room for complaint; and yet it is plain 
from reasoning, and, I believe, it might be also proved from experi­
ence, that it will not ease the pressure. The difficulties in London, 
notwithstanding this additional loan of two millions to the merchants 
will be somewhat encreased; for a sum in gold, amounting to thr .. 
millions, has been drawn from the bank by the London agents of 
the country bankers and traders, and has been sent by those agents 
into the country. London, therefore, has furnished for the country 
circulation three millions of gold; and it has done this by getting 
discounted at the bank two additional millions of bills, for which it 
has received two of the millions of gold, and by sparing one million 
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of its circulating notes as a means of obtaining the other million. 
This reduction of the usual quantity of notes is borne by the metro­
polis with peculiar difficulty at a time of general alarm. However 
liberally, therefore, the bankers and merchants may acknowledge 
themselves to have been already relieved by the bank, they will 
repeat, and will even urge more than ever, their application for 
discounts. 

It may be observed, with a view to the further elucidation of 
this pan of our subject, that both the bank, and they who borrow 
of it, are naturally led to fix their attention rather on the amount 
of the loans furnished than on that of the notes in circulation. The 
bank is used to allow to each borrower a sum bearing some propor­
tion to his supposed credit; but seldom or never exceeding a certain 
amount. It is true, the various borrowers do not always in an equal 
degree avail themselves of their power of raising money at the 
bank; and, therefore, a material enlargement of the sum total of 
the bank loans may take place at a moment of difficulty, through 
the encreased use which some of the richer merchants then make of 
their credit, as well as thr':'ugh .the creation of a few new borrowers 
at the bank. The directors also, in particular cases, may suffer their 
rule to be relaxed. The circumstance, however, of the general 
principle on which the bank ordinarily, and, indeed, naturally 
proceeds, being that of a limitation of the amount of each of its 
loans to individuaIs, must tend, as I conceive to place something 
like a general limit to the total sum lent. It must conduce to prevent 
the Ihictuation in the bank loans from keeping pace with the 
variation in the necessities of the public, and must contribute to 
produce a reduction of notes at that season of extraordinary distrust, 
when the state of the metropolis, as was more fully remarked in a 
former part of this Work, calls rather for their encrease. 

That the borrowers at the bank are likely to pay no attention 
to the subject of the total quantity of notes in circulation, is easily 
shewn. They have, indeed, no means of knowing their amount. 
They can only judge of the liberality of the bank by the extent of 
its loans; and of this they form an imperfect estimate by the sum 
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which they or their connexions have been able to obtain. Scarcely 
anyone reSects, that there may be a large encrease of the general 
loans of the bank, as well as possibly an extension of each loan to 
individuaIs, while there is a diminution of the number of bank 
notes; and that the amount of the notes, not that of the loans, is 
the object on which the eye should be fixed, in order to judge of the 
&Cility of effecting the payments of the metropolis. 

It-was remarked, in a former chapter, that the bank, at the time 
antecedent to the suspension ofits cash payments, having diminished 
the sum lent by it to government, and enlarged, though not in an 
equal degree, that furnished to the merchants, the pressure on the 
merchants was not relieved, as was expected, by the encreased loan 
afforded them, but even grew more severe. It was also shewn, 
that this could not fail to be the case, since the bank notes necessary 
for effecting the current payments of the metropolis were then 
diminished, ancf'since the additional loans afforded to the merchants 
only in part compensated for the new pressure which was created 
in the general money market of the kingdom, by the circumstance 
of the government being obliged to become a great borrower in 
that market. Whenever the bank materially lessens its paper, 
similar pressure is likely to be felt. Neither the transfer of the bank 
loans from the government to the merchants, nor even a large 
encrease of its loans, when that encrease is not carried' so far as 
is necessary to the maintenance of the accustomed, or nearly the 
accustomed, quantIty of bank paper, can prevent, as I apprehend, 
distress in the metropolis; and this distress soon communicates 
itself to all parts of the kingdom. The short explanation of the 
subject is this. Many country bank notes having disappeared, a 
quantity of gold is called for, which is so much new capital suddenly 
needed in the country. The only place in which any supply of 
gold exists is the Bank of England. Moreover, the only quarter 
from whence the loan of the new capital, under all the circumstances 
of the case, can come, is also the Bank of England; for the gold in 
the bank is the only dead or sleeping stock in the kingdom which is 
convertible into the new active capital which is wanted. The bank, 
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therefore, must I.nd the gold which it furnishes; it must lend, that 
is to say, to some individuals a sum equal to the gold which other 
individuals have taken from it: otherwise it does not relieve the 
country. 

Ifit should be asked, Why does not the bank in such case demand 
something intrinsically valuable, instead of contenting itself with 
mere paper in return ?-the answer is, liist, that if the bank were 
to receive goods in exchange for its gold, or, in other words, were 
to purchase goods, it would have afterwards to sell them; and it 
would then become a trading company, which it is forbid to be by 
its charter: it is allowed to traffic only in bullion. The answer is, 
secondly, that if it were to take goods as a mere security, and to 
detain them as such, it would then prevent their passing into ai;;­
sumption with the desirable expedition. By proceeding on either of 
these plans, it would also involve itself in a degree of trouble which 
would not be very consistent with the management of the business 
of a banking company·. It may be answered, thirdly, that the bills 
which the bank discounts, are, generally speaking, so safe, that the 
security either of goods, or stocks, or land, none of which are 
received in pledge by the directors, may be considered as nearly 
superJIuous. A very small proportion of the live per cent. discount, 
gained upon the bills turned into ready money at the bank, has 
compensated, as I believe, for the whole of the loss upon them, 
even in the years of the greatest commercial failures which have yet 
been known. 

The observations which have now been made sufficiently shew 
what is the nature of that evil of which we are speaking. It is an 
evil which ought to be charged not to any fault in the mercantile 
body, but to the de£ectt. uf the banking system. It is a privation which 
the merchants occasionally experience of a considerable part of that 

• Of the parliamentary loon of exchequer bills in '19], which .... cIim:ted 
to be granted on the oecurity either of tuflieien. bondtmen, or of a deposi. of 
goods, only • amaIl proportion .... taken OIl the 10_ principlo, OIl accoon' 
of the gz<a. obstruction to the raIe of goods, which was though. to ariae from 
...... housing .hem OD the accoon. of the c:olllllliJsionen appointed by parliament. 
I. baa been almtdy mnark<d, that DO pan of the aom Icnt ... /oot. 
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circulating medium which' custom has rendered essential to the 
punctual fulfilment of their engagements. In good times, the Country 
banks furnish this necessary article, which they are enabled to do 
through the confidence of the people in general; but when an alarm 
arises, the country banks cease to give it out, the people 'refusing 
what they had before received; and the Bank of England, the only 
body by whoSe interposition the distress can be relieved, is somewhat 
unwilling to exercise all the necessary liberality, for the reasons 
which have been so fully mentioned. The merchants are some of the 
chief sufferers, and they are generally, aIso, loaded with no incon­
siderable share of censure; but the public, the cOuntry banks, and 
the Bank of England, may more properly divide the blaine. 
""The mischief produced by a general failure of paper credit is 

very considerable. How much such a failure interrupts trade and 
manufacturing industry, and, therefore, ultimately also tends to 
carry gold out of the country, has been already stated at large. It 
also causes a great, thou,ghmerely temporary, fall in the market 
price of many sorts of property; and thus inHicts a partial and very 
heavy loss on some traders, and throws extraordinary gain into the 
hands of others; into the hands, I mean, of those who happen to 
have superior powers of purchasing at the moment of difficulty. 
By giving to all banking,.as well as mercantile, transactions the 
appearance of perilous undertakings, it deters men of large property, 
. and of a cautious temper, from following the profession of bankers 
and merchants. It createS no smaII uneasiness of mind, even among 
traders who surmount the difficulties of the moment. Above all, 
it reduces many respectable, prudent, and, ultimately, very solvent 
persons to the mortifying necessity of stopping payment; thus 
obliging them to share in that discredit, in which, it is much to be 
desired, that traders of an opposite character only should be involved. 
If, indeed, we suppose, as we necessarily must, that, on account of 
the multitude of failures which happen at the same time, the 
discredit of them is much diminished, then another evil is produced, 
which, in a commercial country, is very great. Acts of insolvency, 
leaving less stigma on the character, become not so much dreaded 
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as might be wished. The case of some, who bring difficulties on 
themselves, being almost unavoidably confounded with that of 
persons whose affainl have been involved through the entanglement 
of paper credit, to stop payment is considered too much as a mit­
fortune or accident, and too little as a fault; and thus a principal 
incentive to punctuality in mercantile payments is weakened, and 
an important check to adventurous speculation is in some measure 
lost. 

The observations which have been made will, however, shew 
that the tendency of country bank paper to produce a general failure 
of paper credit, is an evil which may be expected to diminish; for, 
linlt, if the Bank of England, in future seasons of alarm, should be 
disposed to extend its discounts in a greater degree than heretofore, 
then the threatened calamity may be averted through the generosity 
of that institution-. If, secondly, the country bankenl should be 
taught (as, in some degree, unquestionably they must), by the 
difficulties which they have experienced, to.provide themselves with 
a larger quantity of that sort of property which is quickly convertible 
into Bank of England notes, and, therefore, also, into gold, then the 
country bankenl will have in their own hands a greater power of 
checking the progress of an alarm. Still, indeed, their resource will 
be the gold which is in the bank. The encreased promptitude, 
however, with which the greater convertibility of their funds will 
enable them to possess themselves of a part of the bank treasure, will 
render a smaller supply of it sufficient; and this smaller supply may 
be expected to be furnished, without difficulty, either by means of 
such a trilling addition to the bank 10QllS as the bank will not refuse, 

• It is by DO means in""ded to imply. that it would become the BanI: of 
England to relieve ..ery ctistmo which the rum- of COUDtry banb may 
bring upon them : the bank, by doing this, might eucounge .heir impnmdence. 
Then: ....... to be • medium lit which. public haul: tbould aim in grauting 
aid to inferior .... bJisbmcu ... and which it m .. oftm find YerJ difficult to 
be oboenod. The relief should nei.her be 10 prompt and liberal .. to eumpt 
~ who miscooduCI their b...u... from all the natural ~uena:s of their 
fault, nor so OCODty and dow u deeply to inoohe the gouenJ m_ Theoe 
in......., ~ .... lillie to be pleaded by ..ery cn.u-d penon .. bOlO 
affitin an: ~ bowna- indiJr ...... t or ..... ruinous may be their _ 
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or by sparing the necessary sum from the paper circulation of the 
metropolis, which, if mmmercial mnfidence is not impaired, will 
always admit of some slight and temporary reductiolL The Bank of 
England will itself profit by the circumstance of its gold becoming 
more accessible to the muniry banks; for the untoward event of a 
general failure of paper credit will_thus be rendered less probable, 
and, therefore, a smaller stock of gold will be an equally sufficient 
provision for the extraordinary demands at home to which the 
bank- will be subject. Or if, thirdly, those among 'whom country 
bank notes circulate should learn to be less variable as to the confi­
dence placed by them in country paper, or even'to appreciate more 
justly the several degrees of credit due to the notes of different 
houses, then the evil which was before supposed to be obviated by 
the Iiberaliry of the Bank of England, or by the, prudence of the 
country banker, will abate through the growth of confidence and 
the diffusion of commercial knowledge among the public. It 
seems likely tbat by each of these means, though especially in the 
second mode which was mentioned, the tendency of country ~nk 

, notes to produce an occasional failure of commercial credit will be 
diminished. In time past, the mischief has been suffered to grow till 
it appeared too formidable to be encountered; and this has happened 
partly in consequence of our wanting tbat knowledge and experience 
which we now possess. 

Another evil attending the present banking system in the 
country is the following. 

The lX'IIItiplication of country banks issuing small notes to bearer 
on demand, by occasioning a great and permanent diminution in 
ou~ulating coin, serves to encrease the danger, lest the stan­
dard by which the value of our paper is intended to be at all times 
regulated should occasionally not be maintained. 

The evils of a great depreciation of paper currency are con­
siderable. In proportion as the article which forms the current 
payment for goods drops in value, the current price of goods rises. 
If the labourer receives only the same nominal wages as before 
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the. depreciation took place, he is underpaid. Antecedent pecuniary 
contracts, though nominally, and, perhaps, legally fulfilled, are 
not performed with due 1:quity. It is true, that the general stock 
of wealth in the country may remain nearly the same; and it is 
possible that the circulating paper may be restored to its full value 
when .the period of the particular difficulty shall have passed by. 
Some degree, however, of unfairness and inequality will, in the 
mean time, have been produced, and much pressure may have 
been 'felt by the lower classes of people, whose wages are seldom 
raised until some time after the occasion for a rise has begun to 
exist. 

In those countries in which the government is the chief banker 
or issuer of notes, a temptation arises, on the occasion of every 
public pressure, either to lessen the quantity of precious metal 
contained in the chief current coin, as one of the means of detaining 
it in the country, or to allow paper to pass at a considerable and 
professed discount, which is another mode of preventing the coin 
from being exported. These are evils from which we consider our- . 
selves as happily secured by the established principles of good faith 
which prevail in Great Britain. Those principles, however, should, 
perhaps, lead us even to place ourselves at a distance from that 
temptation to.depreciat~ ~in,.or to permit a discount on paper, 
to which so many other countries have yielded. The possession, 
in ordinary times, of a very considerable quantity of gold, either 
in the bank or in general circulation, or both, seems necessary 
for our complete security in this respect. The substitution of 
country bank notes for gold tends to lessen that security. The 
evil of them is not that they create any false and merely ideal 
riches, or that they do any constant prejudice to the country. 
They enable the trader to vest a capital in merchandize, which, 
without them, he would not possess, and thereby add to the annual 
income of the nation. In their immediate effect, therefore, they are 
beneficial; but they leave us more exposed to an occasional evil, 
against which it is prudent to guard, provided we can accomplish 
that purpose without too great a sacrifice of present advantages, 
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It seems, on this account, as well as on some others, very unde­
sirable to render permanent the temporary law passed some years 
l;iru:e, and subsequently renewed, for the purpose of permitting 
the issue of English notes under five pounds. When it shall have 
expired, the power of re-enacting it, which we shall possess, will 
be a valuable resource. If, moreover, any measure can be devised, 
which, by encreasing the public confidence in good paper, will 
lessen the danger of a general failure of paper credit, and of a run 
upon the bank for gold, and which, also, by obstructing the.issue 
of five and ten pound notes by smaller and less respectable banks, 
will somewhat extend the use of coin, on the whole, it will have 
a twofold argument to recommend it". 

The reader will observe, that even our circulating gold coin 
has here been considered in the light of a provision against an 
unfavourable balance of trade with foreign countries, and, there­
fore, as exportable. Part of our coin will, in fact;, always be exported 
when the balance is very unfavourable, and the mortation, under 
such circumstances, is beneficial to the country. We are apt to 

«think that it is the interchange of the usual gold coin for paper 
at home which alone maintains the value of our paper; and we are 
partly, on this account, much more anxious to detain our gold 
at home, than we are to discharge by means of it an unfavourable 
balance of trade, and thereby to improve our exchange with foreign 
countries. I apprehend, however, that an unfavourable course of 
exchange, which the eXPOrt of our gold would cure, Win, In maw 
cases, tend much more to depreCIate our paper, and to produce a 
rise in the nominal price of aruCIes, tfWi the want of the usual 
interchange of gold for paper at home. Our coin itself, as has been 
alrea~I..!emarked, when paper i, depreciated, passes not for what 

• VariOUl objectiowo, ho ........ occur against almost every parliamentuy 
IIlOaIIIl"O for tberegulation of country banks. Dr. Smith is of opinion, that a 
law prohibitiog the issue of omaU notes is a10,," a luflio.nt remedy for the 
eviIa attending th<oe institutiowo, and that the danger arising from banks is 
Iaoened by the multiplication of them. It is the object of this Work not 10 much 
to can ... any question mpectiog the particular means of Jegulatiog paper 
credit, .. to lay down lOme general principles concerning it. 
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the gold in it is worth. but at the paper price; though thit 
generally observed to be the case. It is the maintenance < 

general exchanges, or, in other words, it is the !Sreement \ 
mint price with the bullion price o( gold which seems to b 
truep;:~at the circulatini paper is not depreciated, 



CHAP. VIII 

Of th Ttlllktlcy of" too great Imu of BatlR Paper to pm",. "" E,mss 
of tlu Market Price a6"". tit'Mitlt Price of Goltl.-Of tlu M.atls 
6y wAiclz it crtates tAis Excell, tlamt/y, 6y its Operatioll 011 tlu Price 
of GootIs ,,'" 011 tlu Ctmrs •• f Exclzallgt.-.Errors of Dr. A . . 8mil; 
011. tlu 8u6jut of ,xcllli". Paper.-Of tlu Ma1l1ltr ill rtJ"'ic£'tlz. 
Limitatio. of tlu Quatltity of tlu BatlR of Engla"tI Paper strrJ.s to, 
limit tlu Quatltity ""tI sUltai" th ralUl of all tlu 'paper of tlu' 
Kingtlo",. 

A THIRD objection commonly made to country banks,. 
is, the inlluence which their notes are supposed to have in raising 
the price of articles. 

By the principles which shall be laid down in this Chapter, I 
propose to prove, that, though a general encrease of paper has this 
t~ndency, the objection, when applied to the paper of country 
banks, is particularly ill founded. 

It will be necessarY, in the discussion which is now about to 
take place, to join the consideration of two subjects, that of the • 
inlluence which an enlarged emission of paper has in lifting up the 
price of commodities, and that of its inlluence, also, in producing 
an excess of the market price above. the mint price of gold, and in 
thus exposing the bank to failure, and the country to considerable 
inconvenience. It is through the medium of the enhanced price of 
commodities that I conceive the ill effect on the mint price of gold 
to be brought about. 

The discussion of these topics will best be introduced by a 
statement of the principle which regulates the value of all the 
articles of life. 

The price of commodities in the market is formed by means of 
a certain struggle which takes place between the buyers and the 
sellers. It is commonly said, that the price of a thing is regulated 
by the proportion between the supply and the demand. This is, 
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undoubtedly, true; and (or the (ollowing reason. If the supply o· 
an article or the demand for it is great, it is also known to be great 
and if small, it is understood to be small. When, therefore, th, 
supply, for example, is known to be less than the demand, th, 
sellers judge that the buyers are in some degree at their mercy 
and they insist on as favourable a price as their power over thl 
buyers is likely to enable them to obtain. The price paid is not a 
all governed by the equity of ,the case, but entirely by the degr'" 
of command which the one party has over the other. When th, 
demand is less thai! the supply, the buyers, in their tum, in som, 
degree, command the market, giving not that sum which is cal· 
culated to indemnify the seller against loss, but so much only OJ 

they think that the seller will acaept rather than not sell his article. 
The question of price is, therefore, in all cases, a question of power, 
and of power only. It is obvious, that a rise in the price of a scarce 
commodity will be more or less considerable in proportion as thl 
article is felt to be one of more or less strict necessity. 

The principle which has been laid down as governing the price 
of goods, must be considered as also regulating that of she paper 
for which they are sold; for it may as properly. be said, on the 
occasion of a sale of goods, that paper is sold (or goods, as that 
goods are sold for paper: thus the sale of a single commodity, as 
it is called, is a twofold transaction, though not commonly under­
stood to be so: I mean, that the price at which the exchange (or 
sale) takes place depends on two facts; on the proportion between 
the supply of the particular commodity and the demand for it, 
which is one question; and on the proportion, also, between the 
state of the general supply of the circulating medium and that of 
the demand for it, which is another. 

Paper, moreover (of which I shall here speak as if it were the 
only circulating medium, it being the only one used in the larger 
payments), is, to some persons, somewhat in the same manner as 
bread is to all, an article of necessity. It is necessary to traders, 
partly because they have come under engagements to make pay­
ments which are only to be effected by means of their own previous 
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receipts: and partly because they hold goods which must, within 
no long time, be sold for money, that is to say, for paper, sinee' a 
continually growing loss accrues from the detention of them. 
Paper, therefore, must be bought by the trader: and if there is a 
difficulty in obtaining i~ the buyer of it is brought under the power 
of the seller, and, in that case, more goods must be given for it. 

Let us, now, trace care.fUlly the steps by which an encrease of 
paper serves to. lift up the price of articles. L~ us suppose, for 
example, an encreased number of Bank of England notes ,o'~ 
issued. In such case the traders in the metropolis di~vc;r that 
there is a more than usual &cility of obtaining. notes at the bank 
by giving bills for them, and that th~ may, therefore, rely on 
finding easy means of performing any pecuniary en~gements into. 
'J'hich they may enter. Every tracler is encouraged by the know­
ledge of this facility of borrowing, a little to enlarge his speculations; 
,he is rendered, by the plenty of money, somewhat more ready to 
buy, and rather less eager to sell; he either trusts that there will be 
a particular profit on the article which is the object of his specu­
lation, or else pe judges, that, by extending his general purchases, 
he shall at least.!,.ve his share of the ordinary profit of commercial 
business, a profit which he considers to be proportioned to the 
quantity of it. The opinion of an encreased facility of effecting 
payments causes other traders to become greater buyers for the same 
reason, and at the same time. Thus an inclination to buy is created 
in all quarters, and an indisposition to selL Now, since the cost of 
articles depends on the issue of that general conflict between the 
buyelll and sellers, which was spoken of, it follows, that any cir­
cumstance which serves to communicate a greater degree of 
eagerness to the mind of the one party than to that of the other, 
will have an influence on price. It is not necessary to suppose either 
a monopoly, or a combination, or the least unfairnesS, to exist, 
or even large and improper speculations. The enCfease in the 
eagerness of each buyer may be trifling. The zeal to buy, being 
generally diffused, may, nevertheless, have a sensible operation on 
price. 
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That, on the other hand, a reduction of the quantity of paper 
causes a fall in the price of goods, is scarcely necessary to be proved. 
It may be useful, however, in some degree, to illustrate dlis point 
by facts. I understand, that at the time of the great failure of paper 
credit in 1795, the price of corn felI, in a few pIaces, no less than 
twenty or thirty per cent. The fall arose from the necessity of 
selling corn under which some farmers were placed, in order to 
carry on their payments. Much of the circulating medium being 
withdrawn, the demand for it was in those places far greater than 
the supply; and the few persons, therefore, who were in possession 
of cash, or of what would pass as cash, having command of the 
market, obliged the farmers to sell at a price thus greatly reduced. 
It was a new and sudde/l scarcity of cash, not any new plenty of 
corn, which caused the price of corn to drop. 

It has been already' observed, that some few days antecedently 
to the suspension of the cash payments of the bank, exchequer 
bills, as well as stocks, when sold for ready money, that is to say, 
for bank notes, fell in price. Not many days afterwards, although 
no material event had occurred except that of the stoppage of the 
bank, they rose. This fall and rise in the price of government 
securities evidently did not result from any corresponding lIuct1J2,­
tion in the national confidence in them; for the fall took place 
when the national credit would natu.:ally be the highest, namely, 
when the hank Was. as yet paying in cash, and the approaching 
stoppage was not known; and the rise happened when the national 
credit would be the lowest, namely, within a few days after that 
discouraging event. The reason of each of the lIuetuations un­
questionably was the lIuctuation in the quantity of the Bank of 
England notes, which, as it has since appeared, were, during the 
day or two which preceded the suspension, about a million less 
than they were either a short time before or a short time after­
wards. The notes being fewer during those few days, the price 
of them was, at the same time, higher. It was, in fact, therefore, 
the price of notes which rose, rather than that of stocks which 
felI, on the days immediately preceding the suspension; and it 
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was the price of notes which a few days afterwards fell, rather 
than that of stocks which rose-. 

I shal!, for the present, consider the doctrine which has been 
laid down, as being sufficiently established, namely, that paper 
lIuctuates in price on the same principles as any other article, its 
value rising as its quantity sinks, and viet "trial or, in other words, 
that an augmentation of it has a general tendency to raise, and' a 
diminished issue to lower; the nominal cost of commodities, 
altho;'gh, partly1"or reasons which have beer:! already touched upon, 
and partly for some which shall be hereafter given, an exact corre­
spondence between the quantity of paper and ·the pric..e of com­
modities can by no means be expected always to subsist. 

The reader possibly may think that, iR treating of thisosubject, 
I have been mistaking the effect for the cause, an encreased issue 
of paper being, in his estimation, merefy' a consequence which 

• In the ..... t of any great public alarm, ,ucb, for instance, as that which 
might be oc:aaioned by the landing in this country of any considerable body 
of enemieo, it io likely that the price of Bank of England DO .... compared with 
that of .toeb, or other articlel for which there ia • ready money market, would 
in like manner rise, even though the quantity of paper 'houJd continue the OlDIe' 
this would happen in conoequence of that enc:reased demand for bank no .... 
to which it bao been II!pe&tedly oboerved that • ,ta .. of CODJternation a!waya 
gi_ oc:aaion. Many banken, at ,uch a tinse, would feel a doubt whether they 
might not be drawn upon more largely than UlUa! by some of their more timid 
customers; and whether, also, they might Dot be subjected to 'more than 
common difficulty in oe1Iing government securities, an article which, in ordinary 
times, they are wed to turn into cuh on the ,hortest Dl>tice, and which, while a 
prompt oaIe of them ia to be' depended on, they prefer to bank no .... becawe 
an in ...... t io gained by holding the one, and Dot by detaining the other. 

During the short crisis of an invasion, the advantage of accruing interest 
would be little regarded, and each banker, tberef~ would make an elfort 
to exchange hio exchequer billJ, or, perhapa, hio ,toeb, for Bank of England 
no .... an elfort which must prove generally inelfectua1, .upposing the quantity 
iaoued to be the lame I hut which, however, would have the effect of bringing 
down the comparative price of the article so eagerly offered in exchange for 
DO .... ThUl the price of government securitiao would appear to fall, WheD, in 
part at leut, it would rather b, the price of bank no ... which ahould be aaid to 
rise. Some encrease of the bank. issues teems very justifiable at lueh a time; luch 
an en ....... I mean, ... hould be lufficient only to prevent what may be termed 
an unnatura1 rise in tbe value of bank no .... Tbia iaoue would be the meant of 
preventing a mioconception among tbe public respecting the degree M diotrust 
in government securities entertained by the dealen in them, a circumstancz which 
might be of lOme political impo,,:,,>ce in a moment of genera1 CODSternation. 
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follows a rise in the price of goods, and not the circumstance which 
produces -it. That an enlarged emission of paper may often fairly 
be considered as only, or chielly, an effect of high prices; is not 
meant to be denied. It is, however, intended to insist, that, un­
questionably, in some cases at least, the greater quantity of paper 
.~, more properly speaking, the cause. A fuller. explanation of this 
apparently difficult and disputable position will De given in the 
further progress of this Work. 

- I proceed, in the next-p~ to shew in what manner a general 
rise in the. cost of commodities, whether proceeding from an 
extravagant issue or paper, or from any other circumstance, con­
tributes 'to produce aaexce5li of the market price above the mint 
price of gold.. . 

It is obvious, that, in proportion as goods are rendered dear in 
Grpt Britain, the foreigner becomes unwilling to buy them, the 
commoditi'es of other countries which come into competition 
with our's obwning a preference in the foreign market; and, 
therefor"1o that jn' consequence of a . diminution of orders from 
abroad, 'our el<pQrts will be diminished; unless we assume., as we 
shall ··lind it necessary to. do, that· some compensation in the 
exchange is given to the foreigner for the disadvantage attending 
the purch~ of our articles. But .not only will our exports lessen 
in the case supposed; our Imports a.lsq will encrease: 'for the high 
British price of gOods will tempt foreign fOmmodities to come in 

. nearly in the same degree in which it will discourage British articles 
from going out. I mean only, that these two effects (that of a 
diminished export, and that of "ll encreased import) wiII follow, 
provided that we suppose, wfu.t is not supposable., namely, that, 
at the time when the price of goods is greatly raised in Great 
Britain, the course of exchange suffers no' a1teratiolL For the 
following reason, I have said that this is not supposable. Under the 
circumstances which have been described of a diminished export, 
and an encreased import, the balance of trade must unavoidably 
tum against us; the consequence of which must be, that the 
drawers of bills on Great Britain in foreign countries will become 
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more in number than the per90DS having oa:asion to remit bills. 
This disparity between the number of .individuals wanting to 
draw, and of those wanting to remit, IS was remarked in a formet 
Chapter, must produce a &.II in the price at which the over­
abundant bills on England sell in the foreign market. The &.II in 
the selling price abroad of bills payable here, will opetate "as ~. 
advantage to the foreign buyer of our commodities in the com~ 
putation of the exchangeable value of that cirCulating medi um 
of his own country with which he )!ischarges the debt in Britain 
contracted by his purchase. It will thus' obviate the dearness of 
our articles: it will serve IS a compe~tion_ ,the foreigi.er for 
the loss which he would othe~se ~in ~ buyin~ in our market. 
The &.II of our exchange will, therefore, promote ~""tion and 
encourage importation. It will, in a great degree, pr';ent'ti}e high 
price of geods in Great Britain from producing that urrlavourable 
balance of trade, whi<;!l, for the sake of illustrating tit. ,s~ject 
was supp<l5ed to exist. J • ' , 

The compensatio( thus made to the {orei~et (or the ~ig" 
British price of all articles k-necessary IS an indii~~to him 
to take them, somewhat'in.tlu!~~e manner as'': drawliack or 
bounty on exportation< is):he ~ryinduceme"to,takeW those 
particular goods which hav~ ~~ render~ too dear for ili.e foreign 
market by taxes laid on, th!,ID 1f1 ):his ~untry: In ellch case the 
British consumer pays the high price, and the foreigner is spared, 
because otherwise he win not accipt D~t CQmmodities. 

The &.II in our exchange -was j';st no~ defined to be an 
advantage gained in the computation of the exchangeable value of 
that foreign circu1ating medi'um with which the foreigner dis­
charges his debt in Great BritaiR, a debt paid in the circulating 
medium of this country. It implies,'therefore, a high valuation of 
his circulating medium, and a low valuation of our's; a low valua­
tion, that is to say, both of our paper and of the coin which is 
interchanged with it. 

Now, when coin is thus rendered cheap, it by no means follows 
that bullion is rendered cheap also. Coin is rendered cheap through 
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its constituting a part of our circulating medium; but bullion does 
not constitute a part of it. Bullion is a commodity, and nothing 
but a commodity; and it rises and falls in value on the same prin­
ciple as all other commodities. It becomes, like them, dear in 
proportion as the circulating medium for which it is exchanged is 
rendered cheap, and cheap in proportion as the circulating medium 
is rendered dear. 

In the case, therefore, which has now been supposed, we are 
to consider coin as sinking below its proper and intrinsic worth, 
while bullion maintains its natural and accustomed price. Hence 
there arises that temptation, which was formerly noticed, either to 
convert back into bullion and then to export; or, which is the same 
thing, to export and then convert back into bullion; or, which is 
also the same thing, to convert back into bullion, and then sell to 
the bank, at the price which would be gained by exportation, that 
gold which the bank has purchased, and has converted from bullion 
into coin. 

In this manner an encrease of paper, supposing it to be such as 
to raise the price of commodities in Britain above the price at 
whicb, unless there is some allowance afforded in the course of 
exchange, they will be received in foreign countries, contributes 
to produce an excess of the market price above the mint price of 
gold, and to prevent, therefore, the introduction of a proper supply 
of it into the Bank of England, as well as to draw out of its coffers 
that coin which the direct~rs of the bank would wish to keep in 
them. 

Dr. Smith appears to me to have. treated the important subject 
of the tendency of an excessive paper circulation to send gold out 
of a country, and thus to embarrass its banking establishments, in a 
manner which is particularly defective and unsatisfactory. It is 
true, that he blames the Bank of England for having contributed 
to bring on itself, during several successive years, a great expence 
in buying gold through a too great circulation of its paper; and 
that he also charges the Scotch banks with having had, through 
their excessive issues, a share in producing this evil. Thus, there-
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fore, he seems to give to his reader some intimation of the ten­
dency of an excessive issue of paper to create an excess of the 
market price above the mint price of gold·. 

It appears, however, in some degree, from the passage in question, 
though much more clearly from other parts of his work, that he 
considers every permanent excess, whether of the markei,price 
above the mint price, or of the mint price above the market price 
of gold, as entirely referable to "something in the state of the 
coint." 

In one place he remarks, that a high price of bullion arises 
from the difference between the weight of our-more light and that 
of our more heavy guineas; the value of the gold in the heavier 
guineas, as he represents the case, determining the general current 
value of both the lighter and the heavier pieces of coin; and the 
superior quantity of gold in the heavier guineas constituting, 
therefore, so much profit on the melting of those heavier ieces*: 

• "By issuing too great a quantity of paper, of which the ex""", was COD-. 
"tinually .. turning in order to be ""cbanged for gold and oil ... , tbe Bank of 

. "England was, for lIWly yean together, obliged to coin gold to tbe·exteDt of 
"between eight hundlOd thouaand pounds and • millioD a year. For this glOat 
"coiDage the bank (in consequence of tbe worn and dtgradtd ..... intO which 
··the gold coin had fallen a few yean ago) was frequendy obliged to purchaae 
"gold bullioD at tbe high price of ¥. an ounce, which it IOOD after issued in 
"coin at 3L 11'. lold. an ounce, losing, in this manner, between two and a 
"half and thne per cent. Though tbe bank, therefore, paid DO seignorage, 
"though the government was properly at the expence of the coiDage, this 
''liberality of government did not pzem>t altogether the expenee of the bank,"­
Enquiry into the Nature and Causes of the Wealth of Natiom, by Dr. A. 
Smith, VoL L page 4S', 4th edit. Oct. 

t "When the market price either of gold or oiIver bullioD CODtin_ for 
"several yean together .... diIy and coDStandy either mo", or J... above, or 
·-more or Jess below, the mint price, we may be BSSurN that this steady and 
"CODJta.nt either IUperiority or inferiority of price is the effect of IOmetbing 
"in the ..... of the coin, which, at that time, .... den • certain quantity of 
"coin either of more value or of J.oo value than the ptoeise quantity of bullioD 
''which it ought to contaiD."-Smith OD the Wealth of NatiOn>. VoL I. page 690 
4th edit. Oct. * "In every country the gIOaw part of the current coin is almost always 
"more or /ess worn or otherwi!e dtgeneratod from its standard. In Great 
"Britain, it was, before the Ia .. ...rormation, a good dtaI so, the gold being 
"mOle than two per cent. and the ailver more than eight per cent. below ita 
"standard weight. But if forty-foor guineas and a half CODtaining their full 
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a supposition manifesdy erroneous, and contradicted by experience; 
for it implies that the excess of the market price above the mint 
price of gold both never is and never can be greater than the excess 
of the weight of the heavier above the lighter guineas; and, also, 
that the price of bullion cannot fluctuate while the state of our 
coinage remains in all ,respects the same. We have lately ex­
perienced fluctuations in our exchange, and correspondent varia­
tions in the market price, compared with the mint price of gold, 
amounting to no less than eight or ten per cent., the state of our 
c;Pinage contin.uing, in all respects, the same. 
. Dr. Smith -recommends a seignorage, as tending to raise the 
value both of the lighter and heavier coin; and thus, also, to 

diminish, if not destroy, the excess of the market price above the 
mint price of gold-
"standard weight, a p.,'und weight of gold, could purclwe very little more 
"than a pound weight of unooiDed gold, forty·four guineas and a half wanting 
"a part of their weight, could not purchase a pound weight, and something 
"was to be added, in order to make up the deficiency. The current pri", of 
"gold bullion at market, therefoze, instead of being the same with the mint 
"price, or 461. '41. 6d. was then about 47/. '41. and sometimes about "a/. 
"When the greater part of the coin, however, wu in this degenerate condition, 
"forty-four guineas and a half, fresh from the mint, would purclwe no more 
"goods in the market than any other ordioary guineas; bees...., when they 
"come into the coff ... of the merchant, being coofounded with other money, 
"they could not afterwards be distinguished, without mo", trouble than tbe 
"differen", was worth. Like other guineas, they ~ wonh no mo", than 
"461. '41. 6d. If thrown into the melting pot, however, they produ",d, without 
"any oensible 10-. a pound weight of standard gold, which could be aold at 
"any time for between 47/. '41. and "a/. either in gold OJ" oil ..... The... .... an 
··evident profit, therefore, in melting down DeW coined money; and it W'U 

"done 10 instantaneously, that no precaution of governmeDt could prevent it. 
"The operations of the mint _ upon tbis account, somewhat like tbe web of 
"Penelope; the work that was done in the day was undone in the night. Tbe 
"mint was employed not 10 much in making daily additiona to the coin, u in 
"replacing the very best part of it which .... daily -melt<d down." 

• "Were the private people who carry their gold and oil.., to tbe mint to 
"pay theJDJei ... for the coinago, it would add to the value of th"", metals in 
"the &arne manner u the fashion does to that of plate. Coined gold and oil.., 
"would be mo", valuable than uncoined. The oeiguorago, if it was not exorbi""t, 
"would add to the bullion the whole value of the duty. bees ... the government 
·'having f!Very when! the exclusive privilege of coining, DO com caD come to 
"market cheaper than they think proper to afford it. 

"A oeignorage wiIl, in many cues, take away altogether. and will in aD 
"cases diminish, the profit of melting down the new coin. This profit alwaY' 
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It is remarkable, that this Writer does not, in any degree, advert 
either to that more immediate cause (a fall of our exchanges)~ 
from which I have, in this as well as in a former Chapter, described 
the excess in question, as, in all cases, arising; or to that more 
remote one on which Ihave lately dwelt, namely, a too high price 
of goods, which produces a fall of our exel!anges. 

Dr. Smith does not, in any of his observations on this subject, 
proCeed sufficiendy, as I conceive, on the practical principle of 
shewing how it is through the medium of prices (of the prices of 
goods in general, and of bullion in particular, comp.a~ with the 

"an... from the diff ..... ", betwoen the quantity of bullion which the common 
"currency ougbt to contain, and that which it actually doea contain. If thU 
.. diff ..... '" is leos than the oeignorage, there will be 1000 ins .... d of profit. If 
"it is equal to the oeignorage, there will >;!either be profit n.or 1000. If it is 
"groaw than the oeignorage, there will, indeed, be oome profit; but leas than 
",if there ....e no oeignorage."-Smith·, Wealth of Natio,,", Vol. II. Book IV. 
Chap. VI. pagea 333, 3340 and 335. < 

Theee ObaervatioDl of Dr. Smith, on the lubject of a aeignorage, seem 
erfOneoUl in the following respects. Plate, when bought, is purch..,d in order 
not to be IOld again, but to be retained by the ~; and the price paid by 
the originaI buyer may, tberefo,", be not unfairly considered, .. it is by Dr. 
Smith, to be the current price of the article. Gold, on the contrary, is no aooner 
bought and coined, than it is amt into circulation I it is IOld, that is to aay 
(or exchanged for commoditieo), again and again. What we mean, tberefo,", 
by the current price of gold coin, is that price at which it passes, not in the 
original bargain for bullion betwoen the oeIIer of it and the bank, but in the 
genera1 course of this IUbsequent -circulation. Guineas.. moreover, not only 
circuIate at bo_ but are liable to be IOnt abroad in the event of any unfavourable 
baIan", of trade. They are worth, in tbat case, just u mucb as the foreign 
country will give for tbeql; and the foreign country, in estimating their value, 
amc:e it meana to melt them, does not at all take into its c:alculatioD the expence· 
of the coinage of the pie", of metal. ft actIlike a buyer not of new but of old 
plate, wbo destineo it to the melting pot, and, therefo,", ref .... to allow any 
thing for "the fashion." 

Thio foreign price of our coin principally dewmineo the current value 
of the pri", of coin in England. It ~ppearl to me to do tj>i, in the foIIowing 
ma.nner • ... 

When the price whicb our coin will fetch in foreign countries is ,ucb as to 
tempt it out of the ltingdom, the direetoro of the bank naturaIIy diminish, in 
lOme .degree, the quantity of their paper, through an anxiety for tbe aafety of 
their establiobment. By diminishing their paper, they rai .. its value I and in 
raising its value, they raioo aIoo the value in England of the current coin which 
ill exchanged for iL TbUi t~ II value of our gold coin confo.rms itself to the value 
of the current paper, and the current paper is rendered by the bank directorl 
nf that value which it is neoeaary that it .bouid boor in order to prevent Iarge 
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price of the current circulating medium), that the operations of 
ip1porting and exporting gold are brought about. He considers 
qur coin as going abroad simply in consequence of our circulation 
at home being over full. Payment in coin, according to his doctrine, 
is demanded of every bank for as much of its paper as is excessive, 
because the excessive paper can neither be sent abroad nor turned 
to any use at home; whereas, when it is changed into coin, the coin 
may be transmitted to a foreign part:, and may there be advan­
tageously employed-. 

exportations; a value sometimes rising a little above, and sometimes falling a 
little below, the price which our coin bean abroad; a price, in the formation 
of which no regard;' had to the fashion. 

A oeignorage, nevertheleas, might add to the CUJ'l'ent value of the coin of the 
kingdom for the following reason. It might incline the directon of the bank 
to improve the value of their paper by a .tricter Iimitatioo of it, for the sake 
of more effectually exempting themselves from an occasional burthen, which 
;. now borne for them by the government. The point beu- which they would 
wish to prevent their paper from falling would still be the same as it ;. now, 
namely, the ..uing price of our coin when melted and carried to fo .. ign 
countries: the care, however, which they would take to prevent irs falling 
below that price would, perhaps, be g..ater, and would be luch as to raise i .. 
avera!:" price, if, in the event of each depressioD, they .hould be .. hiect not 
only, as they ... now, to loss in the purchase of gold, but to • further loss in 
coining it. There eeems no reason, however, to IUppotet that the degree of 
fluctuation which is now apt to subsist between the market price and mint price 
of gold could, by any efforts of the bank, be materially Iasened. It mul .. from 
the fiuctuatioDJ in the exchange; and thote fluctuations, in general. proceed 
from variatioDl in the marke .. of Europe, which affect the balance of ttade, and 
cannot, by any manag..ment of hank paper, be exactly counteracted . 

• ''The coffen of a banting company which iosues mo.. paper thaD can be 
"emplo~d in the circulation of the country, and of which the ~ is cxm­
"tinually .. turning upon them for payment, though they ought to be filled 
"much fuller, yet must empty theIruel"" much faster thaD if their busi .... was 
"confined within more zeuonable boundJ, and must require not only a more 
llviolent but a more coDJtant and uninterrupted aerUoD of expence in order 
"to replenish them. The coin, too, which is thus continually drawn in ouch 
"lar!:" quantities from their coffen cannot be employed in the c:in:uIatioo of the 
"country. It comes in place of. paper which;' over and above what can be 
"employed in that circulatioD, and is, tbr..fore, over and above what can be 
"employed in it too. But u that coin will not be allowrd to lie idle, it mUll, 
"in one .hape or another, be .. nt abroad, in ordt:r to find that profitable em­
Uployment which it cannot find at home; and this continual exportatioo of gold 
"and oil .... , by enhancing tbe diffic:ulty, must neoessarilyenbanCl! .uU further 
"the expence of the hank in finding mo .. gold and oilver ill ordt:r to .. plenish 
"th"", coff ... which empty themselves so very rapidly."-VoL L pag.. +so. 
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The reader will perceive, that, according to the principle which 
I have endeavoured to establish, coin does not merely leav~ the 
country because, the circulation being full, no use can. be found at· 
home for additional circulating medium; but that every encrease 
of paper has been represented as enhancing the price of goods, 
which advanced price of goods affords employment to· a larger 
quantiry of circulating medium, so that the circulation can never 
be said to be over full. This advanced price of goods is the same 
thing as a reduced price of coin; the coin, therefore, in consequence 
of its reduced price, is carried out of the country for the sake of 
obtaining for it a better market. The heavier pieces, undoubtedly, 
will be preferred, if there is a facility of obtaining and transporting 
them; but the lighter guineas will also be. exported, when the 
state of the exchange ~ be sufficiently low to afford a profit 
on such a transaction\.. <??e of the consequences of Dr. Smith's 
mode of treating the subject, is, that the reader is led into the 
error of thinking, that when, through an excessive issue of paper, 
gold has been made to Bow away from us, the expence of restoring 
it consists merdy in the charge of collecting it and transporting 
it from the place to which it is gone. It follows, on the contrary, 
from the principles which I have laid down, that, in order to bring 
back gold, the expence not only of importing it may be to be 
incurred, but that also of purchasing it at a loss, and at a loss which 
may be either more or less considerable: a circumstance of great 
importance in the question. If this loss should ever become ex­
tremdy great, the difficulties of restoring the value of our paper 
might not easily be surmounted, and a current discount or difference 
between the coin and paper of the country would scared y be 
avoidable 

Dr. Smith, indeed, represents the expence of bringing back gold 
as considerable; but he seems to impute the greatness of it to the 
circumstance of its recurring again and again: and he describes it 
as continuing to recur in the case of each individual bank, whether 
in town or country, which persists in the false policy of issuing 
more paper than is sufficient to fill the circulation of the neigh-
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bouring district I shall here ~ke occasion to notice lOme great 
inaccuracies in one part of his reasoning upon this point . 

• He says--"A banking company which issues more paper than 
"can be employed in the circulation of the country, and of which 
"the excess is continually returning upon them for ·payment, 
"ought to encrease the quantity of gold and silver which they 
"keep' at all timeS in their coffers, not only in proportion to this 
"excess, but to a much greater proportion. 'Suppose, for instance, 
"all the paper of a particular bank, which the circulation of the 
"country can easily absorb, amounts to forty thousand pounds, 
"and the bank keeps usually ten thousand pounds in gold and 
"silver for its occasional demands. If this bank should attempt to 
"circulate forty-fou~ thousand pounds, the excess of four thousand 

. "pounds will return as fast as it is issued. Fourteen thousand 
, '''pounds must then be kept instead of ten thousand pounds, and the 

"bank will gain nothing by the excessive circulation. On the 
"contrary, it will lose the whole expence of continually collecting 
"four thousand pounds in gold and silver, which will be con­
"tinually going out ofits coffers as fast as they are brought in." 

He then adds--"Had every particular bank always understood 
"and attended to its own interest, the circulation would never 
"have been overstocked with paper money." 

There is, no doubt, some sort of ground for saying that an 
excess of paper will come back upon the banks which issue it, 
and that, in coming back, it will involve the issuing banks in 
expence. Much exception, however might be taken against Dr. 
Smith's mode of estimating the expence which the quantity which 
would come back would bring upon the issuing banks. But the 
objection which I shall in the first place, urge against the remark 
of Dr. Smith, is, that, even granting it to be just, it can be just 
only in a case which can scarcely ever occur among the country 
banks of this kingdom. I mean, that it can apply solely to the 
case of a single bank of which the paper circulates exclusively 
through a surrounding district: it obviously cannot hold in the case 
of many banks, the paper of all of which circulates in the same district. 
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In order to explain this clearlyllet '\IS make the'following sup­
position. Let us imagine the circulation of country bank pa~r which­
a certain district will bear to be one hundred. thousand poW1~ 
and ten banks to be in that district, each usually circulath.g and 
able to keep in circulation ten thousand poundS. Let us also suppcise 
an excessive issue of (our thousand pounds, and let us <allow the 
effect of this on the ten banks to be that which Dr Smitli describes, 
a point which might certainly be disputed, namely, that a nece.ity 
will-arise for a/ways keeping (for this is what Dr Smith's lan­
guage implies) an additional stock of gold amounting to exactly 
four thousand pounds, and also that a reite{ated expenC"e will be 
incurred (Dr. Smith does not say how ~uently reiterated) in 
collecting and transporting these fourthousa:p" pounds of gaL:!. 
Still it must be observed, that we may suppose the issue of the four 
thousand pounds excessive paper to be made by some one only of 
the ten banks, while the charge incurred by such issue may be 
divided among them all. It may, therefore, on Dr. Smith's own 
principles, answer to one of several banks emitting paper which 
circulates in the same place, to issue the paper which is con­
sidered by him as excessive; and the practice of doing so may be 
owing to the country banker's too well knowing his own interest, 
and not, as Dr. Smith supposes, to his too ill understanding it. 

But the case which I have supposed has been put merely by way 
of illustration. When many banks issue notes circulating over the 
same district, it is impossible to say whose paper constitutes the 
excess. Whatever temptation to excess exists, must be a general one. 
It is, however, counteracted not only by the cha:rge of trans­
porting gold, on which alone Dr. Smith dwells, but likewise by 
all the other charges, as well as by all the risks to which country 
bank notes subject the issuers; not to mention the difficulty of 
finding a channel through which a quantity of paper much larger 
than common can be sent by the country bank into circulation. 

Dr. Smith supposes, in the passage which has just been quoted, 
that, when there is an excessive circulation of country bank paper, 
the excess returns upon the banks to be exchanged for gold -and 
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silver. The fact is, that it returns to be exchanged not for gold and 
silver only, but either for gold and silver, or for bills on London. 
A bjll on London is an order to receive in London, after a certain 
interval, either gold or Bank of England notes. This order imposes 
on the country banker the task of providing a fund in London 
sufficient to answer his draft: it serves, however, to spare that 
expence of transporting gold, as well as to lessen that necessiry of 
maintaining a stock of guineas, which Dr. Smith assumes to be 
the consequence of every excessive emission of notes, and to be 
the certain means, if bankers do but understand their interest, of 
limiting their issue.-

The remark which has just been made derives particular im­
portance from the circumstances of the period through which we 
have passed •. For, if the usual means of preventing an excess of 
country bank notes were nothing else than the liability of the 
issuers to be called upon for a money payment of them, it might 
fairly be assumed, that, at a time when the money payment of 
them has been suspended, we must necessarily have been exposed, 
to the greatest inundation of country paper, and to a proportionate 
depreciation of it. The unbounded issue of country bank notes 
has been restrained by the obligation under which country bankers 
have considered themselves to be of granting bills on London; 
that is to say, orders to receive in London Bank of England paper 
in exchange for their notes, if required to do so: and it is certain 
that they would be required to do so whenever the quantity of 
their notes should be much greater in proportion to the occasion 
for them, than the quantity of the notes of the Bank of England 
in proportion to the occasion for those notes. 

For the sake of explaining this, let it be admitted, for a moment, 
that a country bank has issued a very extraordinary quantity of 
notes. We must assume these to be employed by the holders of 
them in making purchases in the place in which alone the country 
bank paper passes, namely, in the surrounding district. The effect 
of such purchases, according to the principles established in this 
Chapter, must be a great local rise in the price of articles. But to 
suppose a great and merely local rise, is to suppose that which can 
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never happen or which, at least:, cannot long continue to exist; 
for every purchaser will discover that he can buy commodities 
elsewhere at a cheaper rate; and he will not fAil to procure them 
in the quarter in which they are cheap, and to transport them to -th~ 

spot in which they are dear, for the sake of the profit on the 
transaction. In order that he ·may be enabled to do this, he will 
demand to have the notes which pass current in ~e place in 
which we have supposed goods to have been rendered dear by 
the ~rdinary emission of paper, converted into the circu­
lating medium of the place in which goods are cheap: he will, 
therefore, require to have his country bank note tu·med into a 
Bank of England note, or into a bill on· London, which is 
nearly the same thing, provided Bank of England notes are 
fewer in proportion to the occasion for them than the country 
bank notes; that is to say, provided Bank of England notes have 
less lifted up the price of goods in London than country bank 
notes have lifted up the price of goods in the country. 

This point may be still more fully illustrated in the following 
manner. Let us imagine a mercantile house to consist of two 
branches, the one placed in the metropolis, the other in the country, 
and each branch to be accustomed to make certain payments in the 
spot in which it is situated, each, however, to be in the habit of 
borrowing as largely as it is able, the one of a neighbouring country 
bank, the other of the Bank of England, and of applying these 
loans to the joint use of the trading concern. Let us next suppose 
an extraordinary fAcility of borrowing at the country bank to arise, 
while the opportunities of obtaining loans at the Bank of England 
remain the same-. In such case the mercantile house, provided its 
London payments continue to bear the same proportion as before 

• The case hue put it ODuwd to exist only by way of argument. The point 
in .... ded to be .hoWD, is, that the case cannot happen; or, at """t, that luch 
cannot be tbe cue, at the aame time, of all the country ban ... in the kingdom. 
A Bingle individual, it it ...... may find hit meana of borrowing at a particulu 
country bank 10 en ...... in the manner which it hue IUppooed; for he may 
obtain a pn:ference 0 .... other bono ...... A Bingle bank, also, may find ill 
meana of lending to .n ...... ; for ill notes may Wlurp the place of thOle of other 
ban .... There can, howe...., be no material enia1"gomeDt on the whole of the 
paper of the country. while the facility of bono wing in Londonn:maina the aame. 
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to its country payments, which will hardly fail to be the case, will 
exchange some part of its encreased loans in the country, con­
sisting in country bank notes, for bills on London, or, in other 
words, for Bank of Engiand notes. It will thus adjust, with the 
greatest nicety, the quantity of London and of country paper to 
the amount of the pecuniary demands upon it in each quarter; 
and, in dojpg~, it will contribute to prevent the supply of notes 
in ei ther place Jrom becoming greater in proportion to the demand 
than in the other. What has been supposed of one house, may be 
supposed of many similar ones; and not only of houses of the 
particular description which has been spoken of, but also of the 
several independent establishments in the two distant places which 
have pecuniary transactions together, and have an interest in 
accommodating each other. Their general operations, of a pecuniary 
kind, must be such as always to check a local rise in the price of 
commodities in either place, while it is as yet so small as to be 
.scarcely perceptible. In this manner, therefore, the exchangeable­
ness of country paper for London paper will never fail very nearly 
to equalize the 'value of them both. It is, moreover, important 
clearly to point out that their value will be equalized, or nearly 
equalized, not by a tendency in the London paper to partake in a 
low value which the country paper has acquired in consequence 
of its not being limited by any voluntary act of the issuers; nor by 
a tendency in each to approximate in value to the other; but by 
a tendency in the country paper to take exactly the high value 
which the London. paper bears in consequence of its being 
restricted by the issuers. That this must be the case is plain, from 
the remark which has just been made; for it has been shewn, 
that the country paper, however it may fail to be limited in 
quantity by any moderation or prudence of the issuers, becomes no 
less effectually limited through the circumstance of their being 
compelled by the holders to exchange as much of it as is excessive 
for the London paper which is limited; which is limited, I mean, in 
consequence of a principle of limitation which the directors of the 
Bank of England have prescribed to themselves. 
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The country paper, let it then be observed, does not add any 
thing to the quantity of the London paper; for the effectuallimi­
tation of the London paper is the great point, which it must be 
borne in mind, that we have assumed. The country paper, therefore, 
does not in any degree diminish the price of the London paper; 
for its price must reuiain fixed so long as its quantity continues 
fixed, supposing, as we do in our present argument, :tfi""the demand 
for it is the same. It has been proved, however, 'iliat the country 
paper is rendered, by its exchangeableness with the London paper, 
almost exactly equal to it in value. It is, then, rendered almost 
exactly equal in value to a paper of which the. value is completely 
sustained. Thus, therefore, the limitation of the supply of the 
single article of London paper, of which, however, we are taking 
for granted that the demand continues the same, is the means both 
of sustaining the value of London paper, and.aIso of sustaining the 
value as well as limiting the quantity of the whole paper of the 
couqtry. 

It is, however, necessary here to point out to the reader, that, 
in the immediately preceding observations, we have assumed 
certain facts to exist, for the sake of stating clearly a general prin­
ciple. It will be the object of a succeeding Chapter to shew in 
what respects the case which has been supposed differs from the 
actual one. 

211 



CHAP. IX 

O/IM Circuf1lltallCtl fOltic" tauI.lltt Paptr of 1M Bad of EIIg/aIlJ. flJ 

rut// al all 1M OIMr PaptroflM COUlllry. lo/ail ofltl1f1ing IMir 1'111" 
rtgu/auJ flttorJillg 10 1I11J t"atl Proporli01l I. 1M Quallti" of Ba"" 
of Eng/allJ NoltJ. 

SEVERAL points may be considered as having been 
assumed, for the sake of describing clearly the principle which 
was laid down in the close of the former Chapter. They may be 
stated to have been the following. 

First, the notes of the Bank of England were spoken of as 
forming exclusively the whole circulating medium of the district 
which surrounds the metropolis, and as having no circulation 
beyond the boundaries of that district. The object was, then, to 
evince, that supposing, secondly, the quantity of Bank of England. 
paper to continue the same; and supposing, thirdly, the payments 
within the district to be the same; and supposing also, fourthly, 
the general circumstances to be such as to render the same quantity 
of circulating medium just as sufficient as before to effect the same 
payments; the Bank of England paper could not fail both to 
maintain its own value, and also to maintain the value as well to 
restrict the quantity of the general paper of the country. 

In attempting to shew in what respects the case thus put may 
have differed from the actual one, I shall advert to each of the four 
points which have just been mentioned. 

First, the notes of the Bank of England have a circulation, 
which is not perfectly exclusive, over any definable district. In the 
metropolis itself, and in its neighbourhood, they are the only current 
paper, some coin circulating also. In many distant parts of the 
country a very smaIJ quantity of Bank of England notes circulate, 
and also much other paper, as well as a certain quantity of coin. 
This London and country coin, as well as country paper, may 
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happen through various Quses to supplant the Bank o( England 
paper, or to be supplanted by it, either in a. greater or in a less 
degree; and every such variatiolJ will have an effect wbich it is 
necessary to CXlnsider. If, (or example, a larger quantity than usual 
of Bank of England notes Should circulate in the country; then the 
q~tity of them which remains applicable to the uses of the 
London district will be smaller, supposing the to~amount issued 
to be the same. In the case, therefore, of more Bank of England 
notes circulating in the CXluntry, and in the case also of some 
Bank of England notes occupying the place of guineas antecedently 
current in London, an issue of a larger total '1uantity of Bank of 
Engand paper will be necessary, in order to give the same means 
as before of effecting London payments, and in order to produce 
the same limitation as before of the total quantity of circulating 
paper in the CXluntry. 

All the one and two pound notes of the Bank of England (a 
species o( paper which has been issued only since the suspension 

.of its cash payments) have clearly formed that sort of addition to 
the bank paper of which I have been speaking. These have cir­
culated, some in London, and many of them in the CXluntry, in 
the place of guineas, which have disappeared; and the amount of 
them has lately been two millions. In order, therefore, to produce 
the same effect on the CXluntry paper as before the suspension, the 
total amount of Bank of England notes lately circulating ought to 
have exceeded the quantity issued before the suspension by about 
two millions, supposing all other things the same. There are other 
causes which occasionally produce variations in that part of the 
Bank of England paper, which assists in supplying the distant 
CXluntry circulation: and these variations may sometimes be CXln­
siderable, and may not easily be estimated. They probably, however, 
have not lately been material. For though, while the practice of 
paying in gold has been suspended, CXluntry banks, on the one hand 

. may have been encouraged somewhat more than before to push 
their notes into circulation, and may thus have supplanted some of 
the paper of the Bank of England usually passing in their neigh-
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bourhood; they certainly, on the other hand, have many of them 
kept lately in their drawer a fund of Bank of England notes, which 
was not heretofore deemed necessary, for the sake of being able to 
offer these in payment of their o~ paper-. 

I have to consider, secondly, how far, allowing for that difference 
of two millions of which mention h'4S been made, the circulating 
quantity of Bank of England paper has lately corresponded with 
that of antecedent periods. 

The average amount of Bank of England notes in circularion 
during three years ending in December 1795, appears to have 
been lJ,975,57Y. The amount in circulation on the 26th of 
February 1797, the day antecedent to the suspension of the cash 
payments of the bank, has been already stated to have been about 
8,600,oool, this being that very low sum to which they were 
then reduced. By a statement of their amount on the 6th December 
1800, laid before the House of Commons, they appear to have 
been then 15.450,970/. This last mentioned sum includes the 
two millions of one and two pound notes. If these two millions 
are deduaed, the amount on the 6th December 1800 will exceed 
the average amount in three years antecedent to the suspension of 
the cash payments of the bank by 1.475,3971. It remains, however, 
to be observed, that the hotes of the Bank of England were 
stated to the House of Commons by the governor of that 
company, in the spring of 1801, to have been then reduced to 
a sum less by about a million and a half than their amount on the 
6th December 1800. The total quantity, therefore, of the Bank 
of England notes in circulation in one part of the spring ofI801, 
if the two millions be deduaed, almost exactly agrees with 
their average amount during the three years ending December 
179st • 

• Some Bank of England DOteI ba ... aIoo been _tIy employ<d in the 
place of omaIl bills on London. the _ of which .... been cIiorourag<d by the 
~ additional duty on bills and -. 

t This acmuul of the oompuati ... quanLtics of the Bank of England ".,... 
cin:ulating before, and of _ cirmIating u..r the ouspemioa of the casIa 
paymen .. of the bonk" cIUfen peatIy from that of Mr. Boyd, who ..... in hit 
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We have to consider,. thirdly; whether the payments of the 
metropolis may be likely to have been the same in the last year as 
in some preceding years. 

A subject, in the examination of which there may seem to be 
some difficulty, shall here, in the first place, be discussed. It has 
been already observed, yltat the quantity of Bank of England 
notes is limited by the bank directors who issue the~; and that the 
quantity of country bank paper, though restricted in an equal 
degree, is limited not by the act of the issuers, but through the 
circumstanee of its exchangeableness for London paper. By saying 
that the country paper is limited in an equal degree, I always 
mean not tliat one uniform proportioR is maintained between the 
quantity of the London paper and that of the country paper, but 
only that the quantity of the one, in comparison with the demand 
for that one, is the same, or nearly the same, as the quantity of 
the other in proportion to the call for the other. 

pamphlet, minutdy invtstigated the same .ubjeet. The C&\I8OI of this cIisagtoe­
ment ..., the following. 

Hi: mention .. u 1 ha .. done, the amount of Bank of England notes to ha .. 
been. on the 6th December .800, '5.-+50,9,ot. Hi: then romp...,. this their 
highest amount (for such, or nearly luch, I consider it to be), tint with their 
lowest amount, namely, with their amount Oil the a6th February 1797, which 
wu 8,64OJ1Sol., and then with their average amount for three years antecedent 
to the su.penoion of the cash paymen .. of tbe bank, viz. ".975.5731 •• the oame 
"...-age amount at which 1 ha .. ..droned them, for 1 ha .. adopted Mr. Boyd's 
own statement. Hi: then infers, that, on tbe first of his principles of comparison. 
an addition of nearly four·fifths, and. on the lecond, of t!uoe·tenths. had been 
made to the lum in circulation. 

To this rep ...... tation tbe ......... i .. u will appear from the text, first, that 
of the '5'-+SO.9,ot. stated to the HoUle of Commons to be the amount of Bank 
of England no ... in circulation on the 6th December .soo, tbe sum of about 
two milliODl, conaisting in ODe and two pound DOtes, ought to have been 
deducted by Mr. Boyd in forming his comparison. Thaoe no ... evidently filled 
the place which wu before occupied by guineu. They ...... for that reuon. 
not added to the '30450,9701. in the return made by the hank to parliament, 
u they ha .. been in the pamphlet of Mr. Boyd, but ..... set down u ... parate 
article.. Bankers have commonly gi~ out these one and two pound DOtes as 
a lubstitute for guineas; and every individual, whether in LondoD. or in the 
country. wh'i> baa had • note of this description in his pocket, baa obvioualy 
kept it in the place of gold. 

It is to be replied. IeCOndly. that the sum of 8,6"",. SOl •• with which one of 
the comparisons of Mr. Boyd is made, is that remarkably low sum to which the 
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The reader, in reasoning on this state of the case, may, perhaps, 
be inclined to infer, and it is a question which seems to deserve 
consideration, that when the Bank of England paper is more than 
usually restricted, the pressure in London which in such case takes 
place (for it is there that the general pressure originates), may be 
likely to relieve itself either by drawing to London a large part 
of the Bank of England paper usually circulating in the country, 
the place which it occupied being supplied by country paper, or by 
causing many of the payments of London to transfer themselves 
to the country. If either of these two consequences should result 
from every pressure in London, then, even though the total 
amount of Bank of England paper should be diminished, that part 
of it which circulates in London may possibly continue to be just 
as sufficient as before to perform the task assigned to it of effecting 
the London payments; and in that case the country paper also, 
since it always takes the price of the London paper, will so far 

bank improperly ... I have ventuzod to suspect, and oertainIy to the no omaII 
distreoo of the metropolis, had suK....! their DOtes to faIl on the day anteoedeat 
to the suspension of their casb paymea .... lum of the omaIInao of wbicb Mr. 
Boyd himself bao complaiaed. Their notes on the 18tb February. that io, euctly 
one...ok befo~ w= .............................................••.•..... "'£.90'37.950 
They w= two weeks before ................................................ 9043 ',SSo 
Three weeks before •••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 906670460 
A month before ............................................................... '_740 
And five weeks before ......................................................... • o,SS0,830 
Their no .... also, immediatoly after they w= at that Ioweot 10m of 8.6400' sol., 
with which Mr. Boyd forms the lint of his comparilo .... were enc:reued con­
siderably: they _ on the 4th March, that is, ooe...ok after • • 0 .... 6.$.ol., 
and they were gradually raiaed still higber. 

There can, tberefo~ be DO doubt that tbe compariooa ougbt to have been 
made with the number which ...... in circulation, not at the remarkable ..... 
of the ,6th February '797. but ouIy during aD averall" of y.an preceding the 
suspension. 

The fact of the Bank of England notes haring been redu<ed near a million 
and a half in the spring of 1801, • circomstaDCle which .re:nden the amount of 
them a1m0lt exactly equal at the two periods at which both I and Mr. Boyd 
ha.., made our comparilon, could DOt be known to Mr. Boyd at the time of 
writiog his pamphlet. 

Mr. Boyd foundo, on the supJX*d fact of the ..... en_ of Bank of 
England _ the 0pUbon which be states in the beginning of his Work, 
that "to the augmentation of bank paper not con'lel'tible into .pecie. more 
than to any other eo_ is to be aocribed the high price of provioioDl. " 
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encrease itself as to become in the same manner as before com­
mensurate with the country payments. If any considerable effect 
of this kind should follow from every limitation of the London 
paper; then the principle which was laid ~own in the close of the 
former Chapter in a great measure fails: and the bank has not that 
power which was ascribed to it of r:'stricting the quantity and 
regulating the value of the paper of the country. 

That a pressure in London is not likely to produce the first 
of the two effects which have been mentioned, that of drawing 
to London the Bank of England notes circulating in the country 
is a point on which I shall not separately dwell, except so far as to 
observe, that a pressure in London, if it be very sudden and severe, 
may be suspected of having a tendency direcdy contrary to that of 
bringing Bank of England notes from the country to London; 
for it is apt, through the alarm which it excites, to produce, as was 
formerly explained, an extraordinary diminution of country bank 
notes; a diminution, I mean, which is even greater in proportion 
to the country payments to be effected than that of the notes of the 
Bank of England in proportion to the London payments. In such 
case, a necessity is created for the substitution of other circulating 
medium ·in the place of the country paper which has been sup­
pressed. The substitute principally demanded will be gold; but 
some Bank of England paper is not unlikely to be aiSo employed 
in filling the void. 

In proceeding to enquire whether a pressure in London, arising 
from the restriction of Bank of England paper, is likely to cause 
the transfer to the country of many of the payments usually made 
in London, I shall advert to past experience. 

It was mentioned in an early Chapter of this Work, that there 
seems to have existed, for some time, an encreasing disposition to 
transfer to London the pecuniary part of even those commercial 
transactions which belong properly to the country. It here 
naturally occurs to us to enquire for what reason the restriction 
of the notes of the Bank of England by the issuers in time past, 
has not served to remove this disposition, and even to cause the 
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quantity of London payments, compared with those of the country, 
continually to lessen, rather than to encrease. The Bank of England 
paper, let it here be observed, operated before the suspension of the 
cash payments of the b'l/lk in restricting the country paper, exactly 
in the same manner as it h~ done s~nce that event. It is commonly 
and very naturally supposed, that It was the exchangeableness of 
the country paper for guineas which used to sustain its value. 
This, however, was not the case: its value was sustained by its 
exchangeableness for Bank of England notes. The country paper 
bore always and necessarily the same value as the notes of the 
Bank of England; and not always or necessarily the same value 
as the gold contained in the coin, for which the country paper -
was exchangeable. It is true, indeed, that the quantity of gold 
in our coin had an inlluence on the value of country paper. It had, 
however, only an inlluence which was imperfect and indirect. It 
served to dictate to the directors of the Bank of England what 
was that quantity of paper which they might properly emit. For, 
if at any time the exchanges of the country became so unfavourable 
as to produce a material excess of the market price above the mint 
price of gold i the directors of the bank, as appears by the evidence 
of some of their body given to parliament, were disposed to resort 
to a reduction of their paper as a means of diminishing or removing 
the excess, and of thus providing for the security of their establish­
ment. They , moreover, have at all times been accustomed to observe 
some limit as to the quantity of their notes, for the same prudential 
reasons. 

This interest in the prevention of any great excess of the market 
price above the mint price of gold was in no degree felt by the 
country banker; for the loss sustained by every new conversion 
of bullion into coin was borne not by him, but by the Bank of 
England, out of whose coffers all the guineas called for in every 
part of the kingdom were supplied. The Bank of England, if coin 
was demanded of it, had to purchase bullion at a losing price. The 
country banker, if coin was in like manner required of him, had 
only to possess himself of a Bank of England note, which was 
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exchangeable at the bank for guineas without any discount. If, 
therefore, the directors of the Bank of England suffered their paper 
to be worth less than the gold contained in the coin for whicll 
their paper was exchangeable, the country paper was worth less 
also; or, in other words, the degree of expence and difficulty which 
the country banker incurred in obtalfting guineas, was to be 
measured by the degree of expence and difficulty incurred in 
obtaining Bank of England notes, and not by the degree of expence 
and difficulty incurred in buying and then coining gold. The 
necessity which the Bank of England felt of curing any great 
excess of the market price above the mint price -of gold, caused the 
limitation of Bank of England paper; and then this limitation, in 
proportion as it took place, produced the limitation of the paper of 
the country. It was in this manner that an excessive issue of the 
paper of the kingdom was restrained before the suspension of the 
cash payments of the Bank of England. If, then, the directors of 
the bank were used before the suspension of their cash payments 
to limit their issues through a necessity which sometimes urged 
them, and if thus they limited the paper of the country in the 
manner which has been described, it follows that, supposing them 
after that event to have restrained their issues in like manner, 
though through a somewhat less urgent motive, the general effect 
must have been the same. There can, therefore, be no more reason 
to suppose a transfer to have lately taken place of London payments 
to the country, or of Bank of England notes circulating in the 
country to London, than there is to suppose the same transfer to 
have taken place in the time when the bank paid in gold. Both the 
nature of the pressure, and the principle on which our paper credit 
stood, were the same at both periods. 

It remains for us to enquire, how far the payments of London 
are likely to have varied through any other cause. It is probable 
that, under ordinary circumstances, they do not fluctuate in any 

'very considerable degree within a short distance of time. War 
seems likely, on the whole, to encrease them, both by the additional 
business in the stocks, and also by the other pecuniary t:ransac-
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tions on the account of government (transactions generally carried 
on entirely in London), to which it gives occasion. It also encreases 
the payments of London, in common with those of the country, 
by contributing to a general rise in the price of articles. It is, how­
ever, necessary to guard this observation. In respect to the total 
'lutmtitJ of consumable articles produced and sold in the kingdom, 
war, perhaps, may be considered as usually making little difference; 
for, while it gives a spur to some, it operates as a check to other 
branches of industry; and, while it encreases national consumption, 
it may possibly diminish, in an almost equal degree, that of indi­
vidual. It raises, however, the price of commodities, and thus 
enlarges the general amount of payments, though it more parti­
cularly augments those payments which are made in the metropolis. 
This general augmentation, however, of the price of our articles, 
unattended by a similar rise in the price of the commodities of other 
countries, obstructs, as has been already shewn, the exportation of 
our goods; since it renders them less able to stand the competition 
to which they are subject in foreign markets, unless a compensation 
for the rise is afforded to the foreigner in the computation of the 
exchange between the two countries. The reader may, perhaps, 
be led here to imagine, that the bank ought to prevent this rise, 
according to the principles which it is the object of this Chapter 
to establish, a sufficiently considerable reduction of its paper being 
all that is necessary for the purpose. No doubt the fact is, that the 
tendency of goods to rise is continually restrained by the limitation 
of the paper of the Bank of England. And I apprehend that it is 
restrained just as much as it is proper, or, perhaps, practicable, to 
restrain it, if the paper of the bank is so far confined as to prevent 
an excess of the market price above the mint price of gold: for, in 
that case, it is restrained so far as still to afford to our goods the 
opportunity of sale in a foreign market, ~ithout giving to the 
foreigner that compensation in the exchange which leads to the 
exportation of the current coin of the country. To suppose the 
bank paper to be restrained much farther, is to suppose a profit 
on the importation of bullion; a profit, to which the continuance 
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of the importations of that article must soon put a period. In 
saying, therefore, that war enhances the Price of goods, and thus 
causes an encrease of payments, we ought here to bear in mind. 
that it ought only to be allowed to lift them up to that point to 
which they can be raised consistently with the general maintenance 
of our exchanges; and that, so far as they ptmUlnmtly stand above 
that point, it is the enlarged and too great quantity of notes of the 
Bank of England which is to be considered as the cause of the high 
price of goods, rather than the high price of goods which is to be 
taken to be the cause of tbe enlarged quantity of notes of the Bank 
of England-. There is considerable danger, lest, in this respect, we 
should, in some degree, at least, mistake the effect for the cause; 
and should too much incline to consider an advanced price of 
commodities to be both the cause of an encreased issue of paper 
and the justification of it. 

War, on the contrary, may be supposed to lessen the amount of 
general payments, or, at least, to check their growth, so far as it 
obstructs the accumulation of wealth and the natural progress of 
commerce. We know, however, that, during the late war, the 
amount of our exported and imported articles continued greatly 
to encrease. This happened partly, no doubt, through the general 
tendency of our trade to enlarge itself, partly through the advan­
tages resulting from some new colonial acquisitions, and partly 

• It was obouved in a former plaoe, that this difficult and disputable point 
would be again adven.d to in the progress of the P""""'t Work. TIle fairest 
mode, as it appean to me, of determining which ought to be deemed the callie 
and which the effect, is that which has been adopted in the text; namely, to 
charge too much paper with being the cause when the price of bullion is ren­
dered permanently higher than that of coin, and, when otherwise, to conaider 
it rather as an effect. By the term "permanently," I, however, mean lucb a 
degree of permanence ., may oerve to .hew that the fall of our exchangoa, and 
the rile in the price of bullion, are not referable to any extraordinary and passing 
event, luch as that of one: or even of two particularly bad harvests; for these 
may not uofairly be termed temporary circum.tana:s, though their influence 
may extend over a period of one or two yean. In general it may, perhaps, alJo 
be illUmed, that an excessive Usue of paper has not been the leading cause 
of a fall in the exchange, if it afterwards turns out that the exchange 
is able to recover itself without any material reduction of tbe quantity of 
paper. 
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from the circumstance of the commerce of our competitol'!! having 
been still more interrupted than. our own. Our exports and imports, 
it is true, form no just measure of the total quantity either of 
our commercial transactions or of our general payments: they 
alford, however, some presumption of the enlargement of both. 
If we take into consideration all the points which have been 
touched upon, there will appear sufficient reason to believe, 
that, during the late war, a very considerable and progressive 
augmentation of the payments of the metropolis must have 
taken place. 

It now remains only to consider, fourthly, how far circum­
stances may have been such as to have rendered the same quantity 
of Bank of England notes either more or less sufficient for effecting 
the same quantity of London payments. 

Several causes may have contributed to spare the use of notes. 
First, it is to be remembered, that a small extension of their quantity 
may be sufficient to effect a comparatively large number of additional 
payments; for the private bankel'!! in London, who are the chief 
holders of Bank of England paper, by no means lind it necessary 
to enlarge their stock of it in full proportion to the encreased 
number of their pecuniary transactions. The talent of a:conomizing 
bank notes is also a continually improving one; and the very 
circumstance of the suspension of the cash payments of the bank, 
by serving to strengthen mercantile credit, has favoured the exercise 
of a:conomy in the use of the paper of the Bank of England. When 
payments were currendy made in gold, the country banks were 
subject to sudden demands for cash through temporary alarms 
among the holders of their notes. From these they have lately been 
more exempt, in consequence of no other option having been 
given to those who demanded payment of country bank paper 
than that of receiving Bank of England notes in return. Since the 
suspension of the cash payments of the bank, credit has been less 
subject to interruption, and the quantity both of country paper 
and of Bank of England notes has probably been less variable; or, 
if the Buctuations of the latter have been as considerable as before, 
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they may have more nearly corresponded with the variations in 
the wants of the public". 

To sum up the observations which have now been made: it 
thus appears, that, since the suspension of the cash payments of the 
bank, the number of its notes has been the same, or nearly the same, 
as before that event, if those two millions of one and two pound 
notes, which have been a mere substitute for gold, are deducted; 
that the payments, however, of the metropolis have been much 
encreased; but that, on the other hand, the same number of notes 
has probably suffiCed of late for more than the same number of 
payments. . 
• It has not been the object of these remarks to found upon them 
any exact estimate of the effect which the quantity of Bank of 
England paper lately issued is likely to have had on the cost of 
commodities, or on the market price of bullion; but rather, on the 
contrary, to shew that no such estimate can with confidence be 
formed, on account of the number of circumstances, some of 
them very difficult to be appreciated, which affect the question. 
I believe the f.&ct to be, that very little correspondence has subsisted 

• Immediately after the payment of the quarterly dividends on the public 
funds, the amount of Bank of England paper in circulation iJ considerably 
enc:reued; but the expectatiou that the plenty of it will lOOn ...... dis~ 
banken and otbers to hold for a time a .upertluous quantity. Iu consequence 
of the additiom to the public debt made during the war, the occasional enlarge.. 
men .. of the quantity of bank paper, arising from this cause, have become 
much mo ... considerable. A diminUtiOD of DO .... if knOWD to be temporary, 
and if also moderate, produ.... OD the other band, little p ........ ; for the 
expeetatiOD. of returning abundance &erVeI to maintaio confidence, and to 
dispooe the banken to ekem a somewhat ... doced stock of bank paper for the 
time sufficient. The chief occasion of a diminution of the number of bank DOtes 
has ~ that of the payment of the instalmen .. OD the public loant. The govern­
ment, during the lattu yean of the war, iasaed from ....It to week a species of 
acbequer biJ.lJ, which they ""';ved hack in part of the paymen .. OD the Joana. 
By thus lesoening the quantity of paper taken out of circulation at tbe time of 
each insta1ment, they gave new facility to the operation of railing the public 
money j au. operation which, however great, haa in itself no other difficulty than 
that which ariaeB from the too IUdden diminution of LondoD paper to which 
it iJ apt to lead. It can acarcely be neceaary to add, that • great loan may, 
J>eVa'tbeIeoo, po ...... d di8iculty in other quarten, and that the deg= of .... 
with which the payment of our Joana may be accompli>hed, is, therefo .... DO 
true criterion of the .tate of the public ",SC>1I""," 
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between the fluctuation in the amount of Bank of England notes 
in circulation at different times, and the variations in the general 
price of articles at the same periods; and this want of a very dis­
cernible connexion between the cause and the effect, seems not 
unlikely to have led some persons too hastily to conclude, that the 
enlargement and diminution of Bank of England paper have not 
that influence on the exchanges or on the price of commodities 
which has been spoken oP. 

Let it, therefore, be carefully remembered, that I by no means 
suppose a limitation of London paper to operate simply by causing 
an equal reduction of country paper, and then such a fall in the 
price of goods over the kingdom as is exactly commensurate with 
the general diminution of paper; and, finally, also such a variation 
in the exchange as is precisely proportionate to the reduction of 
paper, and to the f.ill in the price of goods. Counteracting circum­
stances of various kinds may prevent these proportions from being 
maintained: and the full effects may not follow their cause until 
after the lapse of some period of time. 

It must, in particular, be borne in mind, that a limitation of 
Bank of England paper affects prices in a great measure by its 
operation on the state of commercial confidence; and this influence 
on the minds of men will be &r from uniform. A small limitation 
of Bank of England paper may give a great shock to confidence, 
when the state of credit is delicate; and may, therefore, at such a 
time, much discourage speculation. The very same limitation, 
under other circumstances of the country, may be almost without 
effect. 

• It is DOt Ioog siDce the Bank of Eagland lint adopoed the _ of isouing 
...,... b Ii.., poun .... n- haft c:ircuIated for oome ,.,... in the p ..... partly 
of gold, partly of CDIIDtry bank DOtes, and partly abo, though it ;. impollible 
II> OIy in what deg-. in the p ..... of .... pound Bank of £ogland _ n-. 
is, therofoIe. an tmbown Dumber of ...,... b Ii..: pounds which .... formed 
that .... of additioo II> the Bank of Eagland paper. which has DO inlI.....,. 
in nising the priCE of artideL "This ;. cmIy ODe of many c:in:amstauaoI, I0IIIO 

operating in ..... dim:tiou, and ...... in the COIJII'all'. which .... der it diflicoh 
II> draw a ......,.,. iufcm>ce from thooe -.. .. of the quantity of Bank of 
England _ cin:uIatiug at a nriety of periods, which haft _ Iotdy laid 
be(un, padiameuL 



But although there is so great difficulty in estimating the precise 
in'fluence on the cost of articles, or on the market price of bullion, 
which each alternation in the quantity of Bank of England notes 
may produce, there is no reason, on that account, to doubt the 
general truth of the proposition which was laid down in the close of 
the former chapter, namely, that the restriction of the paper of 
the Bank of England is the means both of maintaining its own 
value, and of maintaining the value, as well as of limiting the 
quantity, of all the paper in the country. Although it should be 
difficult, or even impossible, to determine to what point the Iimi-­
tation must be carried in order to produce a given effect, it may be 
sufficiendy clear that the tendency of the limitation is to secure 
the benefit in question. , 

The perplexities of this subject being such as I have now 
described, it naturally occurs to us to reason from the effect to the 
cause, and to infer a too great issue of paper when we perceive that 
there is an excess of the market price above the mint price of gol<!. 
But this inference is one which, for reasons formerly given, should 
always be very cautiously made; for it is to be borne in mind, that 
the excess may arise from other causes besides that of a too great 
emission of paper. Let the manner in which an -extravagant issue of 
notes operates in producing the excess be recollected. It raises, and 
probably by slow degrees, the cost of British goods. It thus obstructs 
the export of them, unless a compensation for the high price is 
afforded to the foreign buyer in the rate of exchange; and the varia­
tion in our exchange produces a low valuation of our coin, compared 
with that of bullion. The state of the exchange, then, is the imme­
diate cause of the evil in question. Now, a suspension of the foreign 
demand for British manufactures, or an encrease of the British 
demand for foreign articles, circumstances which may arise when 
there is no encrease of bank paper, are the m\\ch more frequent as 
well as the more obvious causes of a fall in our exchange, and, 
therefore, also of a high price of bullion. 

We are thus led back to the point which was dwelt upon 
some time since. Our two defective harvests, and the interruptions 
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experienced in our export trade, very 8ufficiently account for the 
late fluctuation of out exchanges. In these respects there has evi­
dently been much in our situation which has been remarkable; 
while, as has been i>roved in the present Chapter, there has been 
nothing which ought to be deemed extraordinary in the quantity 
of paper issued by the Bank of England. 

It lIIust, however, be admitted, that if an excessive issue of Bank 
of England notes produces, as it has been shewn to do, an unfavour­
able gchange; a reduction of them below the accustomed number 

--muS; have a tendency to improve our exchange, by whatever means 
. it may have been made to tum against us. But, after this admission, 
it may be remarked, that it may be necessary to encounter much 
evil in effecting the reduction. We have been lately placed between 
two dangers; between that of a depreciated paper currency on the 
one hand, and that of an interruption to our paper credit, and a 
consequent stagnation of our commerce and manufactures, on the 
other. And, on the whole; we have, perhaps, owed much to that 
liberal policy of the directors of the Bank of EngJand, which has led 
them to maintain a quantity of notes in appearance encreased, and 
in reality not diminished, in spite of some political as well as popular . 
prejudices on this subject; at a time, also, when their conduct was 
observed with particular jealousy, on account of the suspension of 
their cash payments, and even when the course of exchange was 
much against us. Whether the bank may have erred a little on the 
one side or on the other, is a point which it would be invidious 
very critically to examine, and difficult to determine with certainty. 
It seems sufficiently clear, that if, at the period of the late northern 
confederacy, when our exchanges were the least favourable, the 
bank had materially diminished its paper, the embarrassdlent of 
our manufacturers and merchants, which the state of the continent 
had begun to render great, would have immediately become far 
greater; and that manufacturing labour, which was then in some 
degree interrupted by a suspension of the demand for British goods 
on the continent, would have been likewise obstructed at the same 
season (a season of peculiar pressure on the common people, from 
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the circumstance of the scarcity) by a more than ordinary difficulty 
which our manufacturers would have experienced in effecting their 
payments. The stock of goods in our warehouses, made ready 
for subsequent exportation, would, in this case, have been smaller; 
and we might, therefore, on the whole, have had to look forward 
to a less early rectification of our exchanges. The difficulties of 
1793 might have been added to those of the spring of 1801; and 
if Commercial confidence had &iled, political credit might in conse­
quence have been shaken at one of the most critical periods of our 
history. 

From the principles recently laid down, some additional infer­
ery::s may be deduced. 
t! t was the object of several former Chapters to point out the evil 

of a too contracted issue of paper. The general tendency of the 
present, as well as of the preceding one, has been to shew the danger 
of a too extended emission. Two kinds of error on the subject of 
the affairs· of the Bank of England have been prevalent. Some 
political persons have as€umed it to be a principle, that in proportion 
as the gold of the bank lessens, its paper, or, as is sometimes said, 
its loans (for the amounfof the one has been confounded with that 
of the other), ought to be reduced. It has been already shewn, that 
a maxim of this sort, if strictly followed up, would lead to universal 
&ilure. A sentiment has prevailed among other persons, which has 
bordered on a very different e1(treme. They have complained of 
nothing, except the too scanty liberality of the bank, and have seen 
no danger in almost any extension of its discounts, or profusion in 
the issue of its paper, provided only the bills discounted (that is, 
the biljs received by the bank in return for its notes) were real bills, 
and were those also of sufficiently safe and responsible houses. 

But it will appear from the principles laid down in this and the 
preceding Chapter, that there may be a disposition among very 
rich and punctual men to borrow a sum far exceeding that which 
it may be prudent in the bank to lend. Every adllitional loan 
obtained from the bank, if we suppose its gold to remain the same, 
implies an encreased issue of paper; but the measure of such issue 
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has been shewn to be regulated by a principle which is not even 
connected with the question of the opulence of the borrowers at 
the bank, or of the nature of the biUs discounted. The borrowers 
make a promise (and we will suppose that there is no reason to doubt 
the fulfillJ!ent of it) that the loan shall be repaid with punctuality. 
But in what manner is the payment to be effected? It will be made 
either in notes furnished by the Bank of England itself, !lr else in 
gold supplied by the same company, which notes and gold the 
bank must take care to render interchangeable for each other; and 
this is only to be done ~y keeping down their quantity, and thus 
maintaining their value.') 

Objections have been made by some to the monopoly of the 
bank. And its indisposition to lend to safe houses, on the security of 
real bills, to an PXtent which is deemed sufficient, has probably been 
the circumstance which has induced some mercantile persons to 
favour the idea of the establishment of a rival establishment. Com­
petition, it is thought, would lead to greater Iiberalityt and, in a 
variety of respects, would operate beneficially in this case, as it is 
known to do in many others. 

It has been evinced, however, in the present Chapter, that we 
derive a material advantage from the power enjoyed by the Bank of 
England of exclusively furnishing the paper circulation of the 
metropolis. To this very circumstance the bank stands indebted 
for its faculty of regulating all the paper of the kingdom. On the 
bank is devolved the task of providing guineas for the whole 
country: with the bank is lodged the power of so restricting the 
general paper, as to render bullion purchasable, except in some 
extraordinary cases of alarm or difficulty. If these excepted cases 
shoUld arise, and the cash payments of the bank shoUld be suspended, 
an event of the possible recurrence of which we must not altogether 
exclude the idea; then the same circumstance of the monopoly of 
the bank affords to it the means of still sustaining the value both of 
its own paper and of that of the whole island. I t serves also to impose 
upon the directors of this powerful company a complete responsi­
bility. If a rival inst!tution to the Bank of England were established, 
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the power and the responsibility would be divided; and, 
IIgh the additional temptation fD exercise that h"berality in 
ling, which it is the object of c:.ompetition fD promote, the 
ndon notes, and also the country bills and notes, would be more 
.lie fD become excessive. Our paper cn:dit would, therefore, stand 
every respect on a less safe foundation. 



CHAP. X 

06je<liOflJ I. lhe DtJ<Ir;,u of lhe 1rIl. preceding ChapurJ tI"",,tred.­
Of lhe CireUmJltlnetJ ",hieh "nthr it lIIetlS"" Ihtll lhe Btld should 
imp.se its DrII" Limil ." lhe QUtlntity of ils Ptlptr.-Effeel of lhe 
LtIrII tlgtliml Usury.-Proof of lhe Amssily of restricting the Btld 
LOllns, drtlrll" from Ihe Cme of lhe Trtl"ifer of Ctlpillli I. Foreign 
Cou"tries. 

SIN CE it is not improbable that the reasoning of the 
preceding Chapters may have failed to produce full conviction in 
the mind of those who have been in the habit of deeming alilimi­
tation of the bank paper by the bank itself to be unnecessary; some 
few pages may be usefully employed in answering popular objections 
to the doctrine which has been laid down, and in more fully elu-
cidating the subject. . 

''The encrease of Bank of England paper," we will suppose it 
to be still said by an objector, "is the effect and not the cause of an 
"advanced price of commodities. To enlarge the Bank of England 
"notes merely in proportion as safe and real bills are offered in 
"return for them, is only to exchange one species of paper for 
"another, namely, Bank of England notes for bills, which, though 
"not so current or so safe as bank notes, are sufficiently worthy of 
"credit. It is, therefore, simply to afford a guarantee to the trail­

"sactions of the merchant, and thus to render that accommodation 
"to commerce which it belongs to the bank to give." 

''The depreciation of paper," it may be added, "is apt to arise 
"not so much from an extension of its quantity, as from a want of 
"sufficient confidence in it. The great object of the bank should, 
"therefore, be to maintain the public confidence; to which it 
"contributes by furnishing, in return for bills confessedly good, a 
"species of paper still better. The evil of an unfavourable exchange, 
"an~ of a consequent high price of gold, arises from an unfavourable 
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"balance of trade, and from that cause only. The true mode of 
"preventing this eviI, or of remedying it, if unfortunately it exfsts, 
"is to encrease the national industry. The way to encourage 
"industry is to give full scope to"trade and manufactures by a liberal 
"emission of paper. The balance of trade will not f.ill to be rendered 
"uvourable by that abundance of exportable articles which the 
"labour thus excited must necessarily create. The course of exchange 
''will, consequendy, be supported! all excess of the market price 
"abOve the mint price of gold will be prevented! and thus the value 
"of our paper will be sustained by the very means of its encrease," 
Suppose a reasoner, on the same side, to add, that when the credit 

of the ~ignats of France was overthrown, the &U, especially at the 
first, was owing rather to the prevalence of distrust than to the 
excessive quantity of the article, and that the depreciation of assignats 
rarely bore a regular proportion to the extension of their amoun~, 

It may, with equal truth, be aflirmed by the objector, that if a 
reference be made to the prices of com in the London com-market 

" at various zreas, and also to the account of the quantity of bank 
notes stated by the bank to have been in circulation at the same or 
at immediately preceding periodJ, the price of grain in London will 
by no means be found to have been high in proportion as the number 
of Bank of England notes has been great, and low in proportion 
as it has been small! but that the very contrary has often been 
remarkably the case, 

To these objections it may be answered, that they who represent 
an unlimited issue of Bank of England paper as having no tendency 
to produce the evils of a rise in the price of commodities in Great 

• The following _ from Mr, Arthur Young'. Tour through France, 
leOma to establish the abovementioned fact. 

··In September '790, four hundred millions ofassignat!l were in circulation; 
Ubut the discount at Bourdeauz: never exceeded ten, at Paris six, per cent. 
"And in May '79" after many hundred millions mo", were wood, the clis­
"count was from leven to teD per cent. Condorcet, with other theorists, ex .. 
"peered that the prioes of com, and of otber necessaries of life, would enormously 
"advance; but the contrary happened to be the ... nt-the price of com declined, 
'7he usigoau amounted, 011 the dissolution of the first assembly, to eighteen 
"hund...d milliollL"-VoL I, 410 edition, p~ po, 

231 



Bri,tain, of a fall in our exchange, and of an excess of the market 
price above the mint price of gold, are bound to prove one of the 
tWo following propositions: either, first, that, supposing the 
directors of the bank to make the most enormous addition to their 
paper; to raise it, let us suppose, to fifty millions, even this augmen­
tation will not lead to the consequenceS which have been men­
tioned; or if they do not affirm this strong position, but admit that 
there is a certain quantity of notes which will not fail to produce 
the evils in question, then, secondly, in order to prove that the 
bank need not place any limit to the issue of its own paper, they are 
bound to shew that the bank paper has a natural tendency sufficiently 
to limit itself. 
, Let us separately investigate each of these two points. 

When we assume the fact of the bank paper being raised from 
its present amount of about fifteen millions to the sum of fifty 
millions, we are led, in the first place, to enquire in whose hands the 
additional sum of thirty-five millions would be placed, and what 
would be the motive for holding it? I admit, or rather it is a point 
on which I would insist, that the maintenance of the price of the 
assignats of France by no means rested entirely, nor, for a time, 
even principally, on their quantity. It depended much on the 
opinion entertained by Frenchmen respecting the value of the 
lands declared to be purchasable by means of this particular kind 
of paper, and respecting the fidelity of the French government to 
its engagements. Assignats, it is true, bore no interest; but the,. 
prospect of an ultimate profit to be reaped by the possessor of them, 
would operate, for a time, exactly like an accruing interest, in caus­
ing many persons to detain them; and, therefore, although they were 
"used as a circulating medium, it is probable that only a-part of them 
was turned to this purpose, and that even that part circulated but 
slowly. The reader is here desired to recollect a point which was 
explained in an early part of this work; namely, that the quantity 
of circulating medium which can be employed without injury to 
its value, is to be estimated not merely by its proportion to the 
quantity of trade or of payments, but also by the relative rapidity 
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of its circulation. A species of circulating medium which chapges ..... 
hands once in ten clays, will need to be a hundred times as great 
in quantity as the paper which passes through ten hands in one 
clay. When that sanguine spirit which had at first inspired the 
holders of assignats subsided, the article would naturally sink in 
value with considerable rapidity; and in proportion as its price fell, 
the French govemmc;nt would be under the necessity of extending 
its issues. It is, therefore, not at all surprising that French assignats 
should, for a time, have borne a price which was proportionate 
not SO much to their q'uantity as to their credit. Their quantity, 
however, after a certain period, operated on their credit, and became 
,very powerful cause of their depreciation. 

Bank of England notes are exactly thcywnverse to assignats in 
the points which have been mentioned; and their value, on that 
account, will be found to depend not so properly on their credit as 
on their quantity. It is true, that when, in consequence of alarm, 
a run is made upon the bank for guineas, the same confidence which 
is placed in gold is not reposed in Bank of England paper. Even in 
this case, however, it is only a small part of the community which 
is eager for gold: the holders of a very large proportion of the bank, 
paper remain exactly as well contented as before to use it as the 
medium of their payments. And since the hoarders of gold prefer 
it not to paper only, but to land, to goods, and to almost every 
species of property, the paper of the bank cannot be affirmed to 
£ill into discredit in consequence of applications for coin made with 
a view to hoard it, so properly as gold may be said to come into 
peculiar demand. In a season of alarm, our guineas are preferred 
by some persons both to our bank notes and to goods, on the same 
principle on which, in a state of extreme political convulsion, 
diamonds, because they may be still more easily transported or 
concealed, would. probably be preferred to gold. 

By saying, therefore, that the value of bank notes depends not 
on their credit, but on their quantity, I mean to affirm that their 
credit, so far as it affects their value, is always good, and that the 
common fluctuations of their price, in exchange both for goods and 
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bullion, are not, in the smallest degree, to be referred to variations 
in the degree of confidence placed by Englishmen in the good faith 
or the solidity of the .Bank of England. The magnitude of its capital 
is perfectly well known, and not the slightest doubt subsists respect­
ing the sufficiency of its effects to answer much more than all its 
engagements. If the rise and fall in the public confidence in bank 
notes were the cause of the gradations in their price, the period at 
which their value would have been the lo';est would have been 
that which followed the suspension of the cash payments of the 
bank; an event certainly calculated, more than any other which 
has been experienced, to affect the reputation of that company. 
But it is a most remarkable fact, and a fact decisive on the present 
point, that the exchanges of this country improved, or, in other 
words, that Bank of England paper rose in value when compared 
with bullion, in the months subsequent to the suspension of its 
payments in cash. 

Bank of England paper, therefore, is not apt to vary in its value 
in consequence of the Iluctuations of the public confidence in it; 
but essentially differs in this respect from the late assignats of 
France. It presents to the holder no hope of future profit from the 
detention of it. Not only does it bear no interest (in this point, 
indeed, resembling assignats), but it offers no substitute for interest; 
it holds out no privileges, certain or contingent, real or pretended, 
tempting the possessor to detain it. There is, on the contrary, a 
known and continually increasing loss sustained by keeping it. 
On this account the quantity held by each person is only that which 
the amount of pa~ments to be effected by it renders, in hi, 
opinion, necessary. 

We are at present assuming, for the sake of illustrating the aub­
ject, that thirty-five millions of additional bank paper are retained 
in the bands of the public. Imagine a London banker to acquire 
his share in them. The supply of bank notes which he chusea to 

reserve in his drawer is always estimated by the scale of his pay­
ments; or, to speak more correctly, by the probable amount of the 
/luc;tuations in his stock of notes, which Iluctuations are propor-
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tlonate, or rii.ariy proportionate, to the scaie of his payments. So 
long, therefore, as his payments remain the same (and they win not 
materially 3.Jter' 'while the price of goods Su1fe,1S no variation, sup­
posing his transactions to retain their former proportion to those 
of the whole kingdom), he will be perfectly indisPosed to hold fifty 
thousand pounds in bank noteS, in the pIaq. of eacl! fifteen thousand 
pounds which he has been accustomed to deem necessary. He win 
~~_haste to part .rith the whole superfluous quantity; he win 
offer to lend it to any safe merchants; and even at a reduced rate of 
interest, in case he shaH find that borrowers cannot otherwise be 
invited. 

If we imagine the merchants to become possessed of the new 
paper, the same difficulty of accounting for the detection of it 
remains; unless we admit that the principles laid down in the two 

former Chapters are just, and that the larger quantity of circulating 
,... medium will cause goods to rise in value, and win thus find for 
itself employment. 

There seems to be only two modes in which we can conceive 
the additional paper to be disposed of. It may be imagined either, 
first, to be used in transferring an encreased quantity of articles, 
which it must, in that case, be assumed that the new paper itself 
has tended to create; or, secondly, in transferring the same articles 
at a higher price. 

Let us examine the first of these cases. 
An encreased quantity of articles can only arise from additioruu 

commodities either brought from abroad or produced at home 
through the exertion of new industry. An extraordinary issue of 
paper will bring goods from abroad only so far as it enables the 
country to export either gold, or additional commodities created 
at home, as the means of paying for the foreign articles. The export 
of gold has its limit. It is, moreover, desirable, for reasons which 
have been fully stated, that this limit should be narrow. Whether a 
very great emission of notes tends to encrease the quantity of goods 
produced at home, is the point which remains to be considered. 

In examining this question, an error into which it is very natural 
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to fall must be developed. When the Bank of England enlarges 
its paper, it augments, in the same degree, as we must here suppose, 
its loans to individuals. These favoured persons immediately con­
ceive, and not without reason, that they have obtained an additional 
though borrowed capital, by which they can push their own panicu­
lar manufacture or branfh of commerce; and they are apt, also, 
though not with equal justice, to infer, that the new capital thus 
acquired by themselves is wholly an accession to that of the king­
dom; for it does not occur to them that the commerce or manu­
factures of any other individuals can be at ail reduced in consequence 
of this encrease of their own. 

But, first, it is obvious, that the antecedently idle persons to whom 
we may suppose the new capital to give employ, are limited in 
number; and that, therefore, if the encreased issue is indefinite, it 
will set to work labourers, of whom a part will be drawn from other, 
and, perhaps, no less useful occupations. It may be inferred from 
this consideration, that there are some bounds to the benefit which 
is to be derived from an augmentation of paper; and, also, that a 
liberal, or, at most, a large encrease of it, will have all the advan­
tageous effects of the most extravagant emission. 

Let us also consider the mode in which the new paper operates 
through the medium of these individual borrowers, as unques­
tionably it does, in giving life to fresh industry. The bank notes 
convey to them the power of obtaining for their own use, or of 
destining to such purposes as they please, a certain portion of pur­
chasable commodities. The extraordinary emission of paper causes 
no immediate difference in the total quantity of articles belonging to 
the kingdom. This is self-evident. But it communicates to the new 
borrowers at the bank a power of taking to themselves a larger 
share of the existing goods than they would otherwise have been 
able to command. If the holders of the new paper thus acquire 
the power over a larger portion of the existing stock of the kingdom, 
the possessors of the old paper must have the power over a smaller 
part. The same paper, therefore, will purchase fewer goods, or, 
in other words, commodities will rise in their nominal value. The 
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proprietors of the new paper will become greater encouragers of 
industry than before; the owners of the old paper, being able .to 
command less property, will have less power of employing labour. 
For industry is excited, strictly speaking, not by paper, but by 
that stock which the paper affords the means of purchasing. Money 
of every kind is an order for goods. It is'so 'fnside~ by the labourer 
when he receives it, and is almost instantly turned into money's 
worth . .It is merely the instrument by which the purchasable stock 
of the country is distributed with convenience and advantage 
among the several members of the community. 

It may be said, however, and not untruly, that an encreased issue 
of paper tends to produce a more brisk demand for the existing 
goods, and a somewhat more prompt consumption of them; that 
the more prompt consumption supposes a diminution of the ordinary 
stock, and the application of that part of it, which is consumed, 
to the purpose of giving life to fresh industry; that the fresh industry 
thus excited will be the means of gradually creating additional 
stock, which will serve to replace the stock by which the industry 
had been supported; and that the new circulating medium will, in 
this manner, create for itself much new employment. 

The supposition which has now been made is admitted to be 
just. Let the reader, however, take notice, that it assumes the 
demand both for goods and labour to become more eager than 
before.-Now the consequence of this encreased eagerness in the 
demand must, unquestionably, be an enhancement of the price of 
labour and commodities, which is the very point for which I am 
contending. Indeed, whatever view we take of the subject, we seem 
obliged to admit, that, although additional industry will be one 
effect of an extraordinary emission of paper, a rise in the cost of 
articles will be another. 

Probably no small part of that industry which is excited by new 
paper is produced through the very means of the enhancement of 
the cost of commodities. While paper is encreasing, and articles 
continue rising, mercantile speculations appear more than ordinarily 
profitable. The trader, for example, who sells his commodity in 
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three months after he purchased it, obtains an extra gain, which is 
equal to such advance in the genera! price of things as the new paper 
has caused during the three months in question :-he confounds thil 
gain with the other profits of his commerce; and is induced, by 
the apparent su~ess of his undertakings, to pursue them with more 
than usual spirit'. The manufacturer feels the same kind of en­
couragement to extend his operations; and the enlarged issue of 
paper supplies both him and the merchant with the means of 
carrying their plans into e£fect. Bs soon, however, as the circulating 
medium ceases to encrease, the extra profit is at an end; and, if we 
assume the augmented paper to be brought back to its ordinary 
quantity, we must suppose industry to languish for a time, through 
the iII success which will appear to attend mercantile transactions. 

Mr. Hume has an observation in his Essay on Money, which, 
in some degree, confirms the remarks which have been made in 
the text. Having represented an inllux of money as exciting industry 
(and we may presume an encrease of paper to have exactly the same 
effect), "At first," he says, "no alteration is perceived; by degrees 
"the price rises first of one commodity, then of another, till the 
"whole, at last, reaches a just proportion with the new quantity 
"of specie which is in the kingdom. In my opinilJ1l, it is IJ1IIy in this 
"inttrVol Dr intermediott situatilJ1l bttwtm the ottpUsitilJ1l uf mIl1Ity 

"and rist uf prittS" (Mr. Hume must mean, no doubt, the comple­
tion of the rise, and not the commencement of it) "that tht t11#'tOI-­
"ing quantity uf gold and siI'lJn" is jll'lJOtIrohlt to induttry"." 

• Mr. Hume, in OboerriDg that, when money enaeues, "the price n... 
"lint of one commodity, then of anotbel', till the whole, at Iaat, reac .... a iU>t 
"proportiOD with the new quantity of specie which is in the kingdom," appean 
to me Dot lufficiently to ad~ to the IeDdency of money to go abroad .. IOOD 
.. it ,hall have raised the gold price of articles abo .. their 1evel in otbel' countria, 
allowing for the charges of tnDsponation; •• ubject which will he more fully 
...... d of in the next Chapter. He also deocri .... the OperatioD of an encmlle 
of coin in raising pri"" as proceeding somewhat more alowly than, perhape, 
it would he fouDd to do. An augmentation of Bank of England DOteI opera .... 
DO doubt, in this .... pect, more quickly than an ena.ase of money; for the 
LoDdon bankers, who are the great holden of hank paper, are likely to he much 
/aa diapoaed to detain, for e>:ample, a double quantity of it, .han aU the indi­
viduals of the kiDgdom .... to detain in their seveza1 deawen, or in their pcx:.Uu, 
a double quantity of guineas. The banking syotem, by committiog the bum-
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It must be also admitted, that, provided we assume an excessive 
issue of paper to lift up, as it may for a time, the cost of goods 
though not the price of labour, some augmentation of stock will be 
the consequence; for the labourer, according to this supposition, 
may be forced by his necessity to consume fewer articles, though he 

.may exercise the same industry. But ~l, as well as any 
additional one which may arise from a similar defalcation of the 
reVenue of the unproductive members of the society, will be attended 
with a prop()rtionate hardship and injustice. This supposition 
also implIeS the acknowledgment of the point for which we are 
contending, that an encreased issue of paper tends to raise the price 
of commodities. 

It has thus been admitted that paper possesses the &Culty of 
enlarging the quantity of commodities by giving life to some new 
industry. It has, however, been affirmed, that the encrease of indus­
try will by no means keep pace with the augmentation of paper. 
The question now to be considered is, whether, if we suppose 
thirty-five millions of new paper to be suddenly issued, the fresh 
industry which would, consequently, be excited, would create a 
quantity of goods, the sale of which would give employment to all 
the new paper. Let it be admitted, for the sake of illustrating this 
point, that the thirty-five millions of additional bank notes will have 
the extraordinary power of calling at once into being thirty-five 

..millions of new goods; still it may be remarked, that even all this 
additional property would by no means find employment for that 
equal quantity of paper which is here assumed to have given 
existence to it. 

of paymenta to few bando, baa made much diff ..... ce in ... peet to the time 
within which an encreaaed quantity of circulating medium may be BUppooed 
to raise the price of articIeo. It baa given to many great holden of Bank of 
England paper a very Btrong interest on the oide of not koeping a superlluous 
quantity of It. 

That an encn:aso of the circulating medium fends to afford temporary 
encouragement to industry, ems also to be proved by the .tfecta of the Missia­
oippi acheme in France I for it ia affirmed by F.."eh wri ..... tbat the notes of 
Mr. Law'. hank appeared for a time to h ... a very powerful inlIuenee in 
extending the demand for labour, and in augmenting the visible and b",,4jid4 
P"'perty of the kingdom. 



We shall be able to explain this circumstance, as well as to throw 
some new light on the general subject, by supposing an individual, 
A, to become, in consequence of an extraordinary issue of paper, a 
new borrower at the bank to the extent of twenty thousand pounds. 
The twenty thousand pounds, while it is held in the shape of paper, 
affording him no interest; he will make haste l!> part with it, by. 
purchasing goods, stocks, land, or some other article, to the extent 
of the sum in question. Suppose him tb make the purchase from B, 
in three days after he received the notes. B is now in possession of 
twenty thousand pounds in new bank paper, created by the extra­
ordinary emission; and is, in like manner, in haste to part with it. 
Imagine him, also, to pay away the same paper in return for goods 
at the end of three days. Thus the same notes will in six days 
have effected two purchases amounting together to forty thousand 
pounds. If we imagine the like transaction to be repeated again 
and again; the same notes will in twelve &ys have effected the pur­
chase of goods amounting to eighty thousand pounds; in about a 
month to two hundred thousand pounds; and in a year to about 
two millions. Thirty-live millions of new paper will thus effect 
in a year the sale of goods to the extent of two or three thousand 
millions. In order, therefore, to account for the employment of 
the thirty-live millions, we must assume, if we allow no rise in 
prices to take place, such a new quantity of goods to be called into 
existence by the magic influence of the new paper, as to become a 
subject for purchases, amounting, in a year, to no less than these 
two or three thousand millions. We must assume the creation not 
of thirty-live millions of property, but of live, ten, or, perhaps, 
twenty times that sum; or else we must suppose, what is not sup­
posable, that the newly created capital of thirty-live millions changes 
hands as frequently as the thirty-live millions of bank notes which 
created it; that is to say, that the new property undergoes a fresh 
sale on every third day. • 

The case which has been put is inaccurate, inasmuch as the 
payments effected by bank notes are on the account not merely of 
goods and other articles sold, but likewise of numberless sums 
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borrowed and· repaid. It is probable, however, that payments of 
this latter kind will a1~ bear a nearly uniform proportion to those 
of the other class. The general inference which was intended to be 
drawn from the case, will, therefore, be just. 

In speaking formerly of the reduction of bank paper, much 
pains were taken topoiRt out the important difference between 
that limitation of loans which leads to a diminution of paper, and 
that which produces no suclJ.diminution; and it was then observed, 
that it was by the quantity of Bank of England paper, and not by 
the amount of laa:ns, or by the amount of loans so far only as they 
inlluence the quantity of paper, that a judgtqent was to be formed 
of the pressure on the metropolis, and of the reduction of prices.­
Many of the remarks then made respecting the limitation of 
bank paper, apply with nearly equal force to the subject of 
its encrease. 

It has now been fuily shewn, first, that Bank of England paper 
is an article of such a nature, that a very superlluous quantity of it 
will never be for a long time retained in any quarter; and, secondly, 
that the vast encrease of it, which, for the sake of more convenient 
discussion, was as'lumed to take place, cannot possibly create such a 
new capital as shall furnish the new paper with employment. There 
remains, therefore, no other mode of accounting for the uses to 
which the additional supply of it can be turned, than that of suppos­
ing it to be occupied in carrying on the sales of the same, or nearly 
the same, quantity of articles as before, at an advanced price the . 
cost of goods being made to bear the same, or nearly the same, 
proportion to their former cost, which the total quantity of paper 
at the one period bears to the total quantity at. the other. 

We are thus brought, though by a different course, to the point 
at which we arrived in an early part of a former Cbapter. An 
enlarged issue of paper, it was then observed, produces an encreased 
facility of borrowing, as well as an opinion of encreased facility; 
and thus adds to the eagerness of purchasers. It communicates 
an additional power of purchasing, not only to the original borrower 
at the bank, but successively, aIso, as has now been shewn, to all the 
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other indiv1duals into whose hands the ~~w bank notes pass in the 
coune of their circulation. 

Very strong confirmation of the present doctrine may be fur­
nished by a reference to the case of gold. No one doubts, that, in 
the event of an augmented supply of thil' artiCle;. trom the mines, 
the value of it would fall nearly in prqportion tet the extension of 
its quantity; especially if it were used (or 'the sole purpose of a 
circulating medium, and were also the ~nly kind of circulating 
medium. The metropOlis of Great Britain is so circumstanced, 
that the issue of an extraordinary quantity of ba.ttk paper for the 
purpose of effecting the payments of London; in a considerable 
degree resembles the creation of an extraordinary supply of gold 
for the general uses of the world. • 

It was stated in the beginning of this Chapter, as one objection 
to the doctrine .;vhich I have been endcav~uring to establish, that 
"to enlarge the quantity of Bank of England notes merely in 
"proportion as sufficient and real bills are offered in r&urn for them, 
"is only to exchange one species of paper for another, namely, 
"Bank of England notes for bills, which, though not so current or 
"so safe as bank notes, are sufficiendy worthy of credit. That it 
"was, therefore, simply to afford a guarantee to the transactions of 
"the merchant, and thus to render that accommodation to commerce 
"where it belongs to the bank to give." This objection will be 
sufficiendy answered by repeating an observation which has been 
already frequendy made, namely, that the effect produced by paper 
credit on the price of articles depends not merely on the quantity 
of paper in existence, but also on its currency, or, in other words, 
on the rapidity of its circulatiOlL It was admitted in the objection, 
that bills are not current like bank notes, and that it is the greater 
currency of the"latter which causes the exchange to be desired. 

It was mentioned, as another argument against the doctrine 
which has been laid down, that corn has not usually borne any sort 
of proportion to the quantity of Bank of England paper in circula­
tion at the same time. The answer is, that the directors of the bank 
have never augmented their notes in such a degree as to be likely 
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to produce any material,.al'teration in the general price of goods; 
that one or more ofthbse circumstances which were dwelt upon in 
the preceding Cltapter,.may have counteracted the tendency of the 
fluctuations of.. tii~qll3Rtity of. paper to· produce corrC$pOndent 
Variations in the"pr-ice of commodities; and, above all, that even a 
small reducd'on 6f the ·~!lpply of grain can hardly fail to lead to a 
rise in its value~heri·exthanged for paper, so great as fa forbid all 
mmparison b~tWeen.. th~ effects of an alteration of the qUantity of 
die one article- apd 'of an .. alteration of the q~tity of the 
other. Paper h8S been spoken of as raising the cost of commodi­
ties, at the most,,pnly in proportion to its encreased quantity. But 
in the case of a'diminished supply of corn, the price rises according 
to a very different ratio; and for this obvious reason, that we ca.hnot 

accustom ourselves to:ih~ use of a reduced allowancEo of grain, in 
the same manner in ~icL, we are able, by degrees, to accommo­
date ourselves to a smaller quantity of circulating medium-• 

• The following extract from the work of Sir W. Davenant, who wrote from 
1695 to '7'" may gin some idea of the valIt effect which a ,mall failure of the 
lupply of com baa OD the pri", of thia necessary of life. 

"It ia observed, that but ooe-tenth defect in tbe harvest may raise the price 
utluee-tenths; and when Wfil: have but half our crop, which now and then 
"bappeos, the remainder ia 'PUD out by thrift and good management, and 
"eked out by the use of other grain; but thia will not do for above one year. 
"and would be a ,mall help in tbe ,uemaion of two or three uooeaaooable 
"harvest>. 

"We take it, that a defect in the harvest may raise the pri", of COrll in tbe 
"following proportioDl: 

"~.~o~ ••••• )11 a~':..,:.:ommoDrate 
... ::. tentha • • • • • '.J! 8 ~ths, 

3 tentha • • • , • • - XlIX-teDths, 
) tenths. • • • • "~ • eight-tenths, 
5 tenthe • • • • • • = 4 five-tenths. 

"So that, when COrll riaes to treble the commOD rate, it may be p .... umed that 
·'we want above one-third of the common produce, and.if' we should want 
"five-tenths, 01' half the common produce, the price would rise to near five 
"'times the common rate." 

Thio acale ia Dot likely to be very accurate. It ia, indeed. by no me .... clear. 
whether it proa:eda on the ,upposition of a deficieDCY of the an .... dent crop 
only I or of. deficiency of the total.tock, that ia to "y. of tbe ante",dent crop 
anel of the ato~ remaining over from a former year taken together I which 
are two very different questioDl. And many eireumotan"" may render ,uch 
ca1culetioos, however ju.t, by no meaDO equally applicable to every period. The 
p .... ge, therefo .... ia quoted merely for the purpose of giving som. generaI 
ideao OIl the luhject. 
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Let the principle which was laid down as regulating the cost of 
all articles be recollected. The question of prices is a question of 
power, and of power only; and, in the event. of the scarcity of any 
commodity, the buyers are more or less under the power of the 
sellers, in proportion as the article in question is of more or less 
urgent necessity. 

That the quantity of circulating paper must be limited, in order 
to the due main~nance of its value, is a prin'ciplebn'which it is 
of especial consequence to insist, as i~ has been overlQOked by some 
writers on paper credit. In the work of Sir Jama Stewart on Politi­
cal <Economy, banks are discussed at considerable Ie.ngth; but little 
intimation is given of the necessity of confining the total quantity of 
circulating paper, or of the tendency of ail excessive emission to 
render the exchange unfavourable, and thus to cause gold to be 
drawn away. On the other hand, the dlliy of not giving out bank 
paper, except for sufficient value received (a point on which, at 
the present time, there is less occasion to enlarge), is strongly urged 
by this writer, and the security of bills of exchange is implied by 
him to be inadequate, that of land alone being fully approved. Bank 
notes emitted without obtaining value in return, are termed by 
him paper issued for "value coll$umed;" and are represented as the 
great source both of loss and danger to a banking company. His 
mode of expressing himself on this point is such as to make him 
appear to lend much countenance to the error which it is the object 
of the present Chapter to expose; namely, that of imagining that 
a proper limitation of bank notes may be sufficiently secured" by 
attending merely to the nature of the security for which ~ey are 
given-• 

• "WIleD paper .. issued Cor DO value ..mvod, the oecurity of ouch paper 
"stands alone DpoD tbe original capital of the bank; .. berou, .. ben it io iotued 
"Cor value ..mvod, that value is the oecurity 00 .. hich it immediarely staDds, 
"and tbe bank stock is, properly 'peakiDg, only .uhaidiary. 

"I have dwelt the lODger 00 thit cun:umstance (namely, that DC takiog 
"sufficient property in pledge for the DOtes _oed). _ becau.ee many who are 
"unacquain!<d wi.b tbe nature of banb have • difficulty to p>mprrbend how 
"ther sbould ..... be at a Ioaa for money, .. they have • min. of their own, 
.... hich '"'(Wreo nothing hut paper and ink to create mi11iooI. But if they 0>0-
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Dr. A. Smith, who is a more late writer, has asserted the necessity 
of a limitation of paper, in the passage which was quoted in an 
early part of this work; but he has done this in terms which are 
inaccurate, and he' has given an erroneous and iIWilequate idea of the 
evil which may result from a very extended emission. 

Mr. Locke has lent some countenance to4the error which I am 
endeavouring to ~, by his way of considering th~ subject of 
th~ balance bfifade: which is the same mode in flhi4 I supposed, 
in the beginning 'of this Chapter, an objector to conceive of it. 
''The evil of an unfavourable exchange," I imagined my opponent 
to say, "and of\' ~nsequent high price of gold, arises from an 
"unfavourable 1!aIance of trade, and frQm that only. The true way 
"of preventing this evil; or of remedying it, if it unfortunately 
"exists, is to encrease the.national industry; and the way to encour­
"age industry, is to give "full scope to trade and manufactures by a 
"liberal emission of paper. The balance of trade will not fail to be 
"rendered favourable by that abundance of exportable articles 
"which the labour thus excited must necessarily be supposed to 
"create." 

Mr. Locke's language respecting an unfavourable balance of 
trade, and its influence in causing gold to be melted down and 
exported, is as follows. 

"Profit," he sayS, "can be made by melting down our money, 
"but only in two cases. First, wh.en the current prices of the same 
"denomination are unequal and of different weights, some heavier 
"sOme lighter; for then the traders in money cull out the heavier, 
"and melt them down with profit.-The other case wherein our 
"money comes to be melted down, is a losing trade, or, which is 
"the same thing in other words, an over great consumption of 

"Bider the principles of banking, they will find that every note issued for value 
"CODlUmeci, in place of value received and preserved. is neither more nor less 
"than • partiaJ .pending either of their capital or profit> on the bank."­
Stewart'. Political <Economy, Book IV. Part II. Chap. IV. 

Cbapter V . .ia • ehort chapter, of which the object is to .hew that ubanks" 
issuing c4'cuIating paper "ought to issue their DOtes on private not mercantile 
.. credit. .. By private ... dit, that of "lands and peroonal ......... appeoro to be 
meant. 



"foreign commodities. Whenever the over-balance of foreign 
"trade makes it difficult for 'our merchants to get bills of exchange, 
"the exchange presently rises. If the law makes the exportation 
"of our coin penal, it will be melted down; if it leaves the expor­
"tation of our coin free, it will be camed out in sJlecie-one way 
"or other, go it must.' But this melting down carries not ilway one 
"grain of our treasure out of England.-T h, tqming Snd gqjng of 
"that d,pmds whiJlly upm the Dtlltlnt. oftrtld ••. " . \' ~ 

The error which I consider as enCouraged and suPPOrted by this 
passage of Mr. Locke (and. much similar langua$e !~ to be found in 
other writers), is this :-the passage implies, th~t it is the compara­
tive state of our exports and imports which regulates the exchange, 
and not at all the state of the exchange whiCh regulates the compara­
tive state of our-exports and imports.'It.1eads us to suppose, that 
an unfavourable balance of trade (that is, the excess of the goods 
imported above those exported) is exclusively the cause, and that 
the bad state of the exchange is altogether the effect. The passage 
inclines us not at all to suspect a circumstance which Mr. Hume 
admits in a note in his Essay on Money, namely, "that an unfavour­
"able exchange becomes a n~ encouragement to export." 

The point which I wish here to establish may be still more clearly 
explained in the following manner. It has been shewn in a former 
Chapter, and, indeed, it is stated by Mr. Locke, that the selling 
price of bills determines the rate of exchange. When, therefore, 
for example, persons abroad wishing to sell bills on England are 
more numerous than those who are disposed to buy them, the price 
of bills must drop; and it must continue to fall untIl it becomes so 
low as to tempt some individuals to become purchasers of them. 
They who buy the bills on England, are the buyers of so many 
orders to receiv: in England either money or bank notes. The 
money or bank notes thus received, unless left in some English 
hand (and they will be so left in some few cases only), must be in­
vested in British articles, and exported. The profit afforded by the 
fall in the se11ing price of the bills must, therefore, be sufficient to 

• Further CoDlideratio"" concerning raising the Val .. of Money. 
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c:ause the speculation of the buyen of the billa to answer-the 
speculation I mean of either bringing ov~ British gold, which would 
not otherwise have been tnuiSf'erred, or of purchasing and exporting 
British commodities which would not otherwise have been at that 
time transporte4, Thus, th~re, I!Il unfavourable exchange may 
be consi.d.ered pot ouly. ~ _~g, according to Mr. H~e's 
expression, ·'lia new encouragement to export,!.' but as affording all 
that d~i:i of encourakement to export which is necessary to secure 
as much ~ exj>orllltioR FiOrer of gold or of goods, or both, as 
shall ';ive-to eq,,'!l'!ze :the-exports and i';llports; unless, indeed, the 
same cause, namely~ the unfavourableness of the exchange, should 
tempt foreigners to remit money to England, and lodge it for a 
time in our hands,"with '-view to the profit to be obtained by this 
species of speculation. .... - .. f • 

The principle which I would lay down on the subject now under 
consideration, is, I think, simple and intelligible, and it applies 
itself to all periods of time, and to every kind of circulating medium 
which may happen to be in usc. I would be understood to say, that 
in a country in which eo;" alrm. circulates, if, through any accident 
the quantity should become greater in proportion to the goods 
which it has to transfer than it is in other countries, the coin 
becomes cheap as compared with goods, or, in other words, that 
goods become dear as compared with coin, and that a profit on the 
exporllltion of coin arises. This profit, indeed, soon ceases through 
the actual exporllltion of the article which is excessive. 

I would say again, that in a country in which .Din tmd P"P'" 
circulate at the same time, if the two taken together should, in like 
nWmer, become, in the same sense of the term, excessive, a similar 
effect will follow. There will, I mean, be a profit on sending away 
the coin, and a consequent exporllltion of it. • 

I would say, thirdly, that in a country in which pap.,. alrm. 
circulates, if the quantity be in the same sense excessive, supposing 
the credit of the banks which issued it to be perfect, the paper will 
&II in value in proportion to the excess, on an exactly similar 

• principle; or, in other words, that goods will rise; and that a 
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necessity will exist for granting, in the shape of exchange, a bounty 
on the exportation of them equal to that which would have been 
afforded in the two former suppositions, assuming the quantity of 
circulating medium to be excessive in an equal degree in all the 
three cases. 

It thus appears, that "the coming and going of gold" does not 
(as Mr. Locke expresses it, and as was supposed in the objection 
at the beginning of this Chapter) "depend wholly on the balance 
of trade." It depends on the quantity of circulating medium issued; 
or it depends, as I will allow, on the balance of trade, if that balance 
is admitted to depend on the quantity of circulating medium issued. 
Mr. Locke, however, is very far from leading his reader to conceive 
that the balance of trade depends on the quantity of circulating 
medium issued; for he describes an unfavourable balance as resulting 
from a "losing trade," and from an "over great consumption of 
foreign commodities;" terms which seem to imply an unprosperous 
state of commerce, and a too expensive disposition in the people, 
and which naturally lead to the conclusion, that the prosperiry of 
the country will effectually secure us against the danger of the 
exportation of our coin, whatever may be the quantity of 
our paper. 

It has now, I trust, been made sufficiently to appear, that banks, 
if they pay ingold, or if, while not paying in gold, they maintain 
the value of their notes, must observe some limit in respect to their 
emission of them. 

If, indeed, we could suppose a country to have no intercourse 
with any other, we might imagine an unlimited issue of paper to 
take place without producing any difference in its value when 
exchanged for gold. In that case it would be necessary to assume the 
price of goods t;' rise indefinitely, but the people to be content to 
use a less and less proportion of gold to paper, and on that account 
to continue to consider the relative value of gold and paper as the 
same. This unlimited rise in the price of goods, and equally indefinite 
fall in the value of gold, are everywhere precluded by the com­
mercial communications which take place between different parts 
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of the world; gold in exchange for ~ allowing for the expense 
of transporting them, necessarily bearing that price, or nearly that 
price, in each country which it bears in all. The varl'ations in the 
value of bullion, as compared with that of the circulating medium, 
serve, therefore, to detect and restnLin that too great emission of 
notes to which all. countries would otherwise be prone; and those 
operations of the exchange, which have been described, are the 
means by which every bank is compelled to make the value.Df its 
paper conform itself to the ancient standard. 

Let the case of the" continental bank notes, already spoken of, 
be here adverted to. The depreciation of these·has been apt to origi­
nate, as I conceive, in the state of the exchanges. The unfavourable 
exchange has produced a difference between the value of bullion 
and that both of the current paper of those bankS and of the current 
coin. and, when this difference has become permanent and con­
siderable, a discount on the paper has established itself; in other 
words, coin has ceased to bear the price of paper, and has taken the 
price of bullion, and from that time the paper alone has passed at 
the reduced rate. The difference between the value of the circu­
lating medium of this country and that of bullion has always been 
sufficiendy sma11 to prevent the like discount from arising; and so 
long as we avoid a discount, persons, in general, do not discover that • 
any depreciation of our paper exists. But even the most insignificant 
of those depressions in the value of our circulating medium, which 
are indicated by the exchange, are to be referred to the same 
immediate cause from which the depreciation of the lank paper on 
the continent has originated. I do not mean that our smaller and 
their greater depreciations are alike to be referred to an excess of 
paper. I would affirm, however, that they have equally resulted 
from the circumstance .f go.ds, at the timt in f';.,stirm, i.mg too 
high in flalut (possibly, in the one case, through an excess of paper, 
and, in the other, through a lIuctuation in the markets) t. b.ar t. 
be expori.J in lU.ffici~t fUtmtity t. satisfy the J.bt for which poymmt 
has bem JtmtmJ.tl, unless tm aJfltmtag' in the e"chtmge was grtmt.J 
t. the .xporting merchtmt. 



It may be convenient to the'reader here to recapitulate the ~era1 
points which have been lately dwelt upon. 

I have sh"ewn, first, that since Bank of England paper affords no 
profit to the holder, a very super!luous quantity is not likely to be 
held in any quarter; and that the additional thirty-five millions, 
which have been spoken off, must, therefore, be supposed to be 
employed either in transferring an encreased quantity of goods, 
which, in that case, it must be assumed to have itself created, or in 
transferring the same goods at a higher price. I have, then, insisted, 
that since the fresh industry which is excited cannot be supposed 
to be commensurate wid!, the new paper, it is necessary to assume 
(conformably to the principles of a former Chapter), that a great 
rise in the price of commodities will take place. This rise in the 

. £OSt of articles in Great Britain must produce, as has been also 
shewn, a diminution of the demand for them abroad, unless a com­
pensation for their high price is given to the foreigner in the rate 
of exchange; so that the too great emission of paper will be the 
cause of a disadvantageous balance of trade, and also of an un­
favourable exchange; or, in other words, ofa low valuation of the 
circulating medium of Great Britain when compared with that 
of other countries. 

It has, likewise, been observed, that even the smallest of those 
depressions in the value of our circulating medium, which are 
indicated by the exchange, arise out of the same circumstance which 
has produced the greater depreciations of the continental bank 
paper; goods, it has been said, being rendered too high (in the one 
instance, probably, by an excess of paper, in the other by a !Iuctuation 
in the markets) to bear to be exported in sufficient quantity to 
satisfy the debts for which payment has been demanded, unless a 
bounty-;'in the shape of the exchange, be granted to the exporting 
merchan~. 

• Some proof of the tendency or • too great emiJaioD or paper to ...,der 
the exchange uDfavourable by the meaoa which ha .. been detcribed, and to 
cawe the CWTeDt coin to be exported, is furnished by the following extracU 
&om arretJ of the F...,ch government, issued • short time alter tbe .... bliJh­
meat of Mr. Law', hank. The Rader is desired to take notice, that thie bank 
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We come next to the second topicpf enquiry, namely, whether­
those bounds within which Bank of England paper must be confined, 
in order to guard against a dangerous depreciation of it;' are likely 
to be observed, in consequence of some· natural tendency which it 
has to limit itself, so that it is 1;I"'lecessary that the bank should 
restrain it. 

In examining this question, I mean'also to enquire whether the 
adoption merely of such rules as may tend, in a general. wa1, to 
confine the loans of the bank, may be sufficient; or whether, also, 
any limitation of the speafic sums lent may be neceasary • 

..... institute<! on the OlDIe profeosed principles..nth the Bank of England I 

..... for a ~ independent of the government, though .... ctioned by it I 
pooocooed a capital of one hunru.d millio .. of Ii __ aod lent money on good 
eecurity. Being, however, permitted to issue IlOteI to the vast amoUDt of about 
thirty-dght milliODa _ling, the credit (m lOme deg= a well founded one). 
which this haI1k obtained, encouraged the formation of the Misoissippi scheme, 

. aod led. to other doubtful undertakings. The haI1k paper being ..... dered ex­
changeable for the actio .. (or stock) of the Misoissippi company, though at a 
regulatod discount, the nlue of it, like that of the late assigna .. of France, woo 
made to depend on the public opinion of the profi .. of a .peculatioD, and, 
~o~ on the "",dit of the circulating article, rather mo .... perhapa, th~ on 
... q ..... nty. . 

Extraet from the King', arret, datod s.st May, '7SO~"Tbe King having 
"callled to be examined in his council the condition to which the kingdom 
"was reduced befo", the .... blishment of the bank, that be might camP"'" it 
"with i .. p ...... t condition; it hat appeared to the King, that the high rate of 
"the in_ of money had done mo", damage to tbe kingdom than all the 
"expenoea which the late King had been at during hio .. vera1 wan. By tbe 
...... blishment of the bank, the King hat _",d things to good order. Tbe 
"nobility have found, ;" 1M mcnas. of 1M 'UaiMI of their Imuis, ...... to make 
.. themael ... euy; manufactur.s, commerce, and navigation, ..., te-<StahIisbed; 
.. the lando ..., cultivated, aod tbe artificer worko." 

By the amt of tbe 5th March, his Majesty ordained, "that actiODa of the 
"India (or MiJOillippi) company might be converted into bank no.... and 
.. thOle notJ:s into actio .... according to the proportion which at that time ..... 
"recltoned maot just with ... peet to the nlue of the coin. It remained for his 
"Majesty to find an expedient for ""-Istablismng 1M 'UaiMI of 1M toiII,. is "d 
"t.ropmi .. as nrigkt lllit frmign com_reo tlIfd 1M ""'" of 1M prwiu<u.f tM 
'<OIlIIIrJ. His Majesty-,hat provided for these things by hio declaration of 
" .. March, which or,,", 1M ndlldion ofIM 'UaiMI ofIM roirJ." 

This oingular arm then proceedo to oboerv., that lince .. this rrldlldi",!,' of 
the coin '"must neoe:aarily produa: a tiilllillfllirm of the. price of commodities" 
(a measu... caIculatod to produce i .. enc:reue, and which would only fail to 
have this effect 80 far u the too ~t issue of paper had already produced it), 
"his Majesty," ~ore, .. hat judged the general in_ of hio lubjet .. 
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First, it is obvious that the principle oflending, simply in propor­
tion to the property of those who desire to borrow, cannot be a safe 
one. If mere capital were to give a title to bank loans, the borrowers 
might become beyond measure numerous; even all proprietors of 
the public funds might prefer a claim for asssistance. 

If it should be said that the bank loans ought to be aJl"orded only 

"required that tbe price or n.,.;",u 'Vatu. of adifJIU ad of banJ IUIUII"""'" bl 
"Im_d for maintaining t/J'III in a ftut ,rap"";." <»itA tAt coin and owr c_ 
"moditiel of w lingd ... , for Aindmng w l«I Aig" 'Vatu. of coin f""" Iinling 
"w,uhlic CWliil, and for ,rt'VnIling W Wltl wltic" llillubjtcll miglll /tiff" 
"in com","" rwitA/tJMgners." 

The ..... t then .w.ctl that actioDi of 10,000 Ii",", .hould be .. duced to 
5,000, and bank DO'" of 1,000 to SOO. 

Tbe people, after this anet, which doubled the public injw-y UDder tbe 
p .. tence of dispeD.mg equal juotioe, .. fUled to take tbe no .... aDd the ...... wu 
revoked. Another arret, ..dUdDg the actio .. alone, .... lubstituted. Still, 
huwever eae is observed by Mr. Pootlethwaite, from whom this account it takeu), 
"tbe people having been fright«! would Dot meddle with hauk DO'" ""'pt 
"in payment for their goode which tbey raised four timet above their wual 
"value or upon a very great discount." 

Another urdinance of tbe King, to the following effect, wu thea isoued~ 
"His Majeety beiDg informed that many of his IUbjecll, wbo, in the!e latter 
"timeo, have got cousiderable fortu.... forgetting wbat they owe to their 
"COUDtry, have eent the greatest part thereof into foreign countries, and that 
"lOme others of his said .ubjects h9 ill 1M laia lflllllhVl ctmritkrable 1fIIIII;" 
"IP'&, with • desigo to place tbe eame there, whicb hat kept up tbe OOWle of 
"exchang< to the advantag< of f"';gnen" etbe exportatioD of tbe gold would 
tend eo far as it went to improve the COWIe of exchange, and was an effect of 
the unfavourable exch"g< and Dut tbe callie), .... d bas occasioned the ""­
"portiDg out of the kingdom a cousiderable quantity of specie. ADd his Majeoty, 
I'considering how much it is important to remedy an abote 10 contrary to the 
'laWl of governmeut, thuugh without COIIIt1'8ining the liberty of commerce I 

"his Majesty, with the advice of MODlieur the Duke of Orleans, '"!l"Dt, ordains, 
"that in g<neral all his .ubjects .halI be ohlig,d", r«tlll t/t.tir fi-lJ, aud ca ... 
"the same to be brought again into the kiDgdom within two moDthl frum the 
""publication of this preaeot ordinaDe" 

It appean from the first of ~ ....... that an enm:aeed emisoion of paper 
tends to raise prices u well u to ""die industry I from the oecond that it leads, 
howe ..... to a very oafavuurable achange, and to the aportatioD of tbe coin 
of • country I aud that tbe ..dUctioD of the vallie of the coin it the mnedy 
which it nalurally aaurted to. The ..... point it CODIinned by the third ....... 

All tbe tIu.e ...... unile iD proving the groes ignorance which at thit time 
p..vailed OD the aubject of achangoo and of paper ClOd; .. and in .hewing, 
theroon', the uofairneoo of inferring from the Miaiaippi project iD France 
the instability of our own paper c:ftdi .. In the inotance of our own South Sea 
ocheme, DO new hauk W8I inotiwtcd, and the c:ftdit of the Bank of England 
paper was oustained. 



to tradeB, and on the security of real bills, that is to say, of biDs 
drawn on the occasion ofim actual sale of goods, let it be remembered 
that real bills, as was observed in an early part of this wo'rk, may be 
multiplied to an extremely great extent; and, moreover, that it ii. 
only necessary sufficiently to extend the customary length of credit, 
in order to effect the greatest imaginable multiplication of them. 
If the bank directors were to measure their discounts by the amount 
of real bills offered, it may be apprehended, tIlat bankers and other 
discounteB, who now take this better kind of paper, might become 
much more considerabre holders of mere noteS of hand, or of 
fictitious bills; and that an opportunity miglWthus be afforded of 
pouring a vast additional quantity of real bills into the Bank of 
England. 

It may be imagined, that if the directors were to govern their 
conduct by a regard partly to the capital of the borroweB, partly 
to the species of bills offered, but partly, also, to the probability of 
punctual payment, the addition of this third check to the former 
might suffice. But it is here to be recollected, that the bank itself, 
if we suppose a progressive enlargement of notes, must be assumed 
to furnish perpetually encreasing means of effecting payments, and 
thus to render punctuality in fulfilling even the most extravagant 
engagements convenient and easy to the merchants. 

It only remains to enquire, last1y, whether any principle of 
moderation and forbearance on the part of borrowers at the hank 
may be likely to exempt the directors of that institution from the 
necessity of imposing their own limit. 

It may possibly be thought, that a liberal extension ofloans would 
soon satisfy all demands, and that the true point at which the en­
crease of the paper of the bank ought to stop, would be discovered by 
the unwillingness of the merchants to continue borrowing •• 

In order to ascertain how far the desire of obtaining loans at the 
bank may be expected at any time to be carried, we must enquire 
into the subject of the quantum of profit likely to be derived from 
borrowing there under the existing circumstances. This is to be 
judged of by considering two points: the amount, first of interest 
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to be paid on the sum borrowed; and, secondly, of the mercantile or 
other gain to be obtained by the employment of the borrowed capi­
tal. The gain which can be acquired by the means of commerce is 
,commonly the highest which can be had; and it also regulates, in a 
great measure, the rate in all other cases. We may, therefore, 
Consider this. question as turning principally on a comparison of the 
rate of interest taken at the bank with the current rate of mercantile 
profit. 

The bank is prohibited, by the state of the law, from demanding, 
even in time of war, an interest of more than five per cent., which 
is the same rate at which it discounts in a period of profound peace. 
It might, undoubtedly, at all seasons, sufficiendy limit its paper 
by means of the price at which it lends, if the legislature did not 

interpose an obstacle to the constant adoption of this principle of 
restriction. 

Any supposition that it would be safe to permit the bank paper 
to limit itself, because this would be to take the more _III 
course, is, therefore, altogether erroneous. It implies that there is 
no occasion to advert to the rate of interest in consideration of which 
the bank paper is furnished, or to change that rate according to the 
varying circumstances of the country. 

• At some seasons an interest, perhaps, of six per cent. per annum, 
at othen, of five, or even of four per cent., may alford that degree 
of advantage to borrowers which shall be about sufficient to limit, 
in the due measure, the demand upon the bank for discounts. 
Experience, in some measure, proves the justice of this observation, 
for, in time of peace, the bank has found it easy to confine its paper 
by demanding five per cent. fur interest; whereas, in war, and 
especially in the progress and towards the conclusion of it, as weD as 
fur some time afterwards, the dim:tors have been subject., as I 
apprehend, to very earnest solicitations for discount, their notes, 
neverthd.,." not being particularly diminished. It is, therefore, 
unreasonable to presume that there will alwaY' be a disposition 
in the borrowers at the bank to prescribe 10 themselves euctly 
those bounds which a regard 10 the safety of the bank would suggest. 
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The interest of the two parties is not the same in this respect. 
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. To trust to their moderation and forbearance under 
such' circumstances, is to commit the safety of the bank to the 
discretion of those who, though both as merchants and as British 
subjects they may approve in the general of the proper limitation of 
bani< paper, have, nevertheless, in this respect, an individual interest, 
which is at variance with that of the Bank of England. 

The temptation to borrow, in time of war} too largely at the 
bank, arises, as has been observed, from the high rate of mercantile 
profit. Capital is then scarce, and the gain accruing from the 

,employment of it is proportionably considerable. 
The reader, possibly, may think that an extension ofbank loans, 

by furnishing additional capital, may reduce the profit on the use 
of it, and may thus lessen the temptation to borrow at five per 
cent. It has been already remarked in this Chapter, that capital 
by which term hand fid. property was intended, cannot be suddenly 
and materially encreased by any emission of paper. That the rate of 
mercantile profit depends on the quantity of this hand fid. capital 
and not on the amount of the nominal value which an encreased ~ 
emission of paper may give to it, is a circumstance which it will n.:.w'·' 
be easy to point out. 

I admit, that a large extension of bank loans may give a tem­
porary check to the eagerness of the general demand for them. It 
will cause paper to be for a time over abundant, and the price paid 
for the use ofit, consequently, to falL 

It seems clear, however, on the principles already stated, that 
when the augmented quantity of paper shall have been for some time 
stationary, and shall have produced its full effect in raising the 
price of goods, the temptation to borrow at five per cent. will bo 
exactly 'the same as before; for the existing paper will then bear 
only the same proportion to the existing quantity of ,goods, 
when sold at the existing prices, which the former paper bore to 
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the former quantity of goods, when sold at the former prices: 
the power of purchasing will, therefore, be the same; the terms 
of lending and borrowing must be presumed to be the same; 
the amount of circulating medium alone will have altered, and 
it will have simply caused the same goods to pass for a larger 
quantity of paper. To assume under such circumstances the same 
rate of mercantile profit to subsist, is only to suppose that the 
trader will be situated neither more nor less advantageously than 
before; and that the annual gain which he will obtain by trading 
with the same quantity of goods, will bear the same proportion as 
before to their current cost. If this observation be just, there can be 
no reason to believe that even the most liberal extension of bank 
loans will have the smallest tendency to produce a permanent 
diminution of the applications to the bank for discount. It is the 
progressive augmentation of bank paper, and not the magnitude 
of its exi9ting amount, which gives the relief It thus appears, 
that the moderation and forbearance among borrowers, which 
;vere supposed likely to restrain the too great emission of paper, 
are only to be excited by the means of its perpetual encrease; by the 
means, that is to say, of the very evil which it was assumed that 
they would be sufficient to prevent. 

The danger of enlarging the loans of the bank in proportion to 
the extension of the demand for them, may be nore particularly 
shewn by adverting to the case of the sudden transfer to foreign 
countries of capital which had been antecedently lodged in this. 
Let us suppose the foreign owners, either of British stocks, or of 
property left in the hands of English correspondents, to draw during 
the space of three months to a very large amount; and let us imagine 
that, in consequence of such an event, the exchange tul'll9 against 
Great Britain to the extent of five per cont.; and moreover that 
at the end of the three months, the drafts ceasing, and the mercan­
tile state of the country improving, the exchange retul'll9 to it! 
proper level In this case any Englishman who can send goods 
abroad on his own account, and draw for them during the three 
months in question, will gain an extra profit of five per cont., 
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supposing him to buy them in England for the same English money 
and to sell them abroad for the same foreign money, for which 
goods may be bought and sold at the periods preceding, and following 
the interval of time of which we are speaking. A similar extra profit 
will be obtainable during the same three months by a variety of 
other modes of employing capital It is obvious, for example, that 
the public funds may be expected to experience a sudden fall 
through the great sale of foreign property in the stocks, which we 
have imagined to take place. He, therefore, who shall buy into the 
funds at the season of depression, and shall sell out at the expiration 
of the three months, will be likely to deri~'; a benefit from this 
species of speculation. It is also plain that the quantity of goods in 
Great Britain will be reduced through the enlarged exportations, as 
well as through the suspension of imports, to which the state of the 
exchange will have given occasion. The profit, therefore, on the use 
of the remaining stock will be generally augmented. The exporta­
tion of bullion will afford a gain of the same sum of five per cent 
the expence of transporting it being, indeed, deducted. The demand 
upon the bank for discounts is, therefore, likely to be particularly 
earnest during the period of which we are speaking; and it is im­
portant here to notice, that the ground on which it will be mad~ 
will not be that which was spoken of in an early part of this work: 
It will not be the privation of that quantity of circulating medium 
which is necessary for carrying on the accustomed payments, for 
these will be very immaterially encreased; the cause of the extra­
ordinary applications to the bank will be the temporary advantage 
which may be gained, or the loss which may be avoided, by borrow­
ing, during the three montlis in question, at the rate of five per cent 
A pressure, it is true, may be occasioned by the multitude of' 
foreign drafts, and it may resemble that which would arise from a 
diminution of Bank of England paper. Some of those merchants 
in whose hands the foreign property had been placed may not be 
able, with sufficient readiness, to spare from their commerce the 
sums necessary to answer the bills drawn upon them. Creditors, 
not being permitted to demand more than five per cent interest 
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from their debtors, are apt, at particular junctures, to call in their 
money, for the sake of taking to themselves the extraordinary benelit 
to be obtained by the use of capital. The disappointments thus 
brought on persons trading with borrowed wealth are often pro­
ductive of much evil. The maintenance of the accustomed quantity 
of Bank of England notes may, therefore, be insufficient to furnish 
the means of securing the usual regularity of the payments of the 
metropolis; and a material diminution of paper may be particularly 
inconvenient. Possibly an augmenta.tion of it may be necessary to 
the due maintenance of credit. If we suppose, however, a very 
great encrease of bank notes to take place (and an encrease, probably, 
equal to the total capital transferred on account of foreigners, will 
immediately be desired), the result must be a very important fall 
in the exchange, in addition to the fall of live per cent. already 
mentioned; and a new and proportionate danger to the Bank of 
England. 

The point which it has been the object here to explain, might 
have been equally illustrated by imagining either the case of a 
strong disposition in many British subjects to transfer their own 
property to foreign countries, in order to lodge it there; or the case 
of a general eagerness to extend foreign commerce; for we must 
assume the transfer to foreign parts of an additional British capital 
to take place on either of these suppositions. 

The preceding observations explain the reason of a determina­
tion, adopted ~me time since by the bank directors, to limit the 
total weekly amount of loans furnished by them to the merchants. 
The adoption of a regulation for this purpose seems to have been 
rendered necessary by that impossibility of otherwise sufficiently 
limiting, at all times, the Bank of England paper, which it has been 
the design of this Chapter to point out. 

The regulation in question I consider as intended to coniine 
within a specilic, though in some degree Buctuating, sum, the loans 
of the bank, for the sake of restricting the paper. The variations 
in the amount of loans f.W of producing exactly correspondent 
variat!Ons in the amount of paper, in proportion as the gold of the 
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bank Buctuates. But the regulation being a weekly one, opportunity 
is afforded· of correcting this attendant imperfection before any 
material evil can have arisen. The changes which occur in the 
amount of the loans to government form another ground for taking 
into weekly consideration the sum which shall, in the succeeding 
week, be afforded to the merchants. 
/To limit the total amount of paper issued, and to resort for this 

p'U"pose, whenever the temptation to borrow is strong, to some 
effectual principle of restriction; in no case, however, materially 
to diminish the sum in circulation, but to let it vibrate only within 
certain limits; to afford a slow and cautious eXtenSion of it, as the 
general trade of the kingdom enlarges itself; to allow of some 
special, though temporary, encrease in the event of any extraor­
dinary alarm or difficulty, as the best means of preventing a great 
demand at home for guineas; and to lean to the side of diminution, 
in the case of gold going abroad, and of the general exchanges 
continuing long unfavourable; this seems to be the true policy of 
the directors of an institution circumstanced lik:e that of the Bank 
of England. To suffer either the solicitations of merchants, or the 
wishes of government, to determine the measure of the bank ~ues, 
is unquestionably, to adopt a very &Ise principle of conduct .. 
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CHAPTER XI 

Of tAt 1!t}lltt1lct Dj Paptr Crtdil." IAt Priet Dj C.",,,,oJilitl.-OAw .. ,tt­
Ii."s .11 s.",. PlI1s'gtS Dj M.nusf"i,,, tlnt/ H"",',-C01Ic!usi01l. 

T HIS subject has been in so great a degree anticipated by 
the discussions which have taken place; that it will scarcely be 
necessary to do more than to remind the reader of the principles 
which have been laid down, and to point out the manner in which 
they bear upon the present question. 

It was observed in a former Chapter, that a very considerable 
advance in the price of the commodities bought and sold in one 
quarter of this kingdom, while there was no such rise in any other, 
was not supposable; because the holders of the circulating medium 
current in the spot in which goods were imagined to have been 
rendered dear, would exchange it for the circulating medium of the 
part in which they were assumed to be cheap, and would then buy 
the commodities of the latter place, and transport them to the 

'. former, for the sake of the profit on the transaction. 
The exchangeableness of our country paper for our London 

paper was represented as always in this manner preventing the 
quantity of paper circulating in one place from being very dis­
proportionate to the quantity circulating in another; and as also 
precluding any great local rise in the price of commodities within 
our own island. 

We may justly extend our views, and conceive of Europe, and 
even of the world, as forming one great kingdom, over the whole 
of which goods pass and repass, as suits the interest of the merchant, 
nearly in the same manner in which they spread themselves through 
this single country. 

In one particular, indeed, the resemblance between the two cases 
fails. Country bank paper, as compared with Bank of England 
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notes, cannot be, to a material degree, excessive in any part of Eng­
land; because, by the custom of our country banks, it is convertible, 
without any discount, into the London paper. But British paper is 
not exchangeable for the circulating medium of the continent, • 
unless a discount, or difference be allowed. Of this lIuctuating-" 
discount, or difference, the variations in the course of eX~ge 
are the measure. 

It is true that the continental circulating medium, like our own, 
varies in value. Both, however, commonly vibrate only within 
oertain limits; and both may be considered as lIuctuating exactly so 
far as their value diffel1l from that of bullion: To say that bullion 
varies in ilil price, is to say that there is an alteration in the general 
exchangeable value of that article, which constitutes the standard of 
the world. " • 

We are led, by these observations, to divide our" subject into 
two branches of enquiry: first, into the question how far our paper 
credit may have raised the price of goods in Great Britain, by 
causing their current price here (that is to say, their price in British 
paper, as well as in British coin) to be higher than their bullion 
price; and, secondly, how far also the bullion price of our com­
modities here (that is to say, their value in exchange for the article • 
of bullion) mayk suspected of having been enhanced by means of. 

" the paper credit of Great BritailL 
As to the first question; the highest inlluence which a too extended 

paper credit can have had in raising the current price of commodities 
in Great Britain above their bullion price, must be measured by 
the difference which has subsisted between the market price and 
mint price of gold; or, which is nearly the same thing, by the lIuc­
tuation in the state of our general exchanges. This difference or 
lIuctuation has at no period been more than about ten or twelve 
per cent. Even this variation, however, has not been fairly referable 
to a too great issue of paper, but rather to the peculiar circumstances 
of the country; and, in particular, to our two bad harvests, which 
sufficiently account for the unfavourable state of our exchanges. 

The second question is, how far the bullion price of our com-
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modities may be suspected of having been raised through the 
influence of the paper credit of Great Britain. 

It was formerly stated, that the bullion price of articles may be 
considered to be their general price: because bullion necessarily 
bears that value, or nearly that value, in each country, in exchange 
for goods, which it bears in all, allowance being made for the 
expence of their transmission, inclusive of export and import 
duties, ordinary profit of the merchant, freight, insurance, and 
other customary charges. The expence of the transportation of 
commodities from the several places of their growth or manu­
facture, an expence which is great in some cases, and small in others, 
is the measure of the difference subsisting between the bullion 
prices of the same articles, at the same time, in different parts of the 
world: Each addition to this difference implies an extra profit on 
the transportation either of bullion or of goods; and must be 
supposed soon to cause the one or the other to be carried over in 
such quantity as to restore their due relative price. Every rise, 
therefore, of the bullion price in Great Britain of those commodities 
which she is accustomed to export, if we suppose the usual expor­
tation to continue, implies an equal, or nearly equal, enhancement 
of the bullion price of all articles of the same class in every foreign 
part in which our commodities are sold. 

Great Britain so remarkably takes the lead in manufactures 
and commerce, that she may not unjustly be deemed to have the 
power, especially in a time of general war, of prescribing to foreign 
countries the rate at which they shall buy her commodities. 

That monopoly of the supply, however, which I am here 
supposing Great Britain to possess, is, probably, but temporary, 
and, in every respect, imperfect. In most of her sales abroad she 
meets with strong competition; for, though other countries may not 
rival her in the quality of her goods, they can, generally, furnish 
a substitute, which, if British prices are much lifted up, will gain, 
by comparative cheapness, the preference. Every great enhance­
ment of the cost of our articles must lessen the foreign demand for 
them. It must reduce our exported and augment our imported 
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goods. By thus turning the balance of trade against us, and render­
ing our exchanges unfavourable, it must cause the rise at home to be 
a rise not in the bullion price of our articles, the subject which we 
are now considering, but in the paper or current price, the point 
which was noticed before. If the advance is in the paper pr current 
price, the bank is compelled to restrict its issues; and the reduction 
of the quantity of bank notes has a tendency to limit the cost not 
only of those particular commodities which are the subjects of 
expOrtation, but of every commodity in the kingdom. 

That the bullion price of some British articles has lately been 
much encreased, and that the bullion price of·all, or of almost all, 
has in some degree risen, are facts which cannot be doubted. But 
that this enhancmenet is to be charged to an increase of paper, is 
not equally to be admitted; for it is plain that other causes have 
powerfully operated, namely, a state of war, new taxes, and two 
bad harvests, which, by raising the price of bread, have in some 
degree lifted up that of labour, and of all commodities. Our prices 
may have also been partly augmented by the enhancement of the 
cost of raw materials brought from other countries. 

Althougn it should be granted, as it must, either that the amount 
of our paper has been enlarged in proportion to the extension of 
pecuniary transactions; or that an encreased !:economy in the use of 

.jt has rendered an equal quantity sufficient for more payments 
(and it seems of little moment which of these two suppositions is 
adopted): still, it might be questioned whether the extended 
issue of paper ought to be deemed the cause of the high prices; or 
whether the high prices ought not to be deemed the cause, and the 
encrease of paper the effect:. 

It was before remarked, that it seems in general more fair to 
consider the latter to be the case, when the extension of paper is 
not such as to be the means of reducing its value below that ofbul­
lion. To prove the reasonableness of this observation, let us imagine 
the paper credit of this country to be abolished, and our payments 
to be conducted by a circulating medium consisting wholly of gold; 
and let us assume that we still lind ourselves able to procure for our 
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commodities sent abroad a higher bullion price than before. In this 
case the bullion price of articles at home will also experience a rise j 
for the high bullion prices abroad will have the effect of enlarging 
our exported and diminishing our imported goods; of rendering 
our balance of trade favourable, and of bringing gold into the 
kingdom; which encrease of gold will have precisely the same 
effect as an augmentation of paper, namely, that of raising British 
prices. The bullion will continue to /low in until it shall have 
brought the bullion price of goods in England to a level with the 
bullion price of the same articles in foreign parts, allowing for 
charges of transportation. On the ability, therefore, of Great 
Britain to maintain a high bullion price for her goods abroad, would 
depend the bullion price at her commodities at home, in the event 
of her employing gold as her only circulating medium. ' 

If we suppose paper to constitute the circulating medium of 
Great Britain, and an encreased bullion price for her commodities 
abroad to be in like manner obtainable, the case will in the main 
be similar, though in one particular it will differ. The case will be 
similar, inasmuch as Great Britain will experience, exactly as if 
she made use only of gold, an encrease in the price of her com­
modities at home, as well as an enlargement of the quantity of her 
circulating medium; such an enlargement, I mean, as is necessary 
for effecting her more extended payments. The case will differ, 
inasmuch as, instead ofimporting the additional circulating medium 
which is wanted, she 'will create it, The production, therefore, 
of a rather less quantitj of exportable articles will be necessary on 
the one supposition than on the other; and the state of the exchange 
itself will be in some degree affected by this variation in the circum­
stances of the two cases. 

It may, perhaps, be thought, that I have considered the bullion 
price of goods in Great Britain as exclusively depending on the 
bullion price of the same kind of commodities abroad; and that I 
ought to have stated the converse to be also in some measure the 
fact, namely, the bullion price of articles abroad to depend in part 
on the bullion prices of Great Britain. I have intended thus to 
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represent the case. My position has been this,-that the bullion 
price of articles in Great Bri.tain conforms itself to the bullion price 
abroad; but that, in the formation of this bullion price abroad, the 
British price has some share of influence: and this influence I 
have considered to be proportioned to the degree of our monopoly 
of the supply of the foreign markets. . 

There is an additional mode of considering the influence of 
, paper credit on the bullion price of articles. 

The encreased use of paper in each individual country must 
contribute to lower the price- of bullion, by lessening the general 
demand for it in the world. On every advance in the cost of com­
modities, it may be suspected that the means. of effecting the 
encreased payments are supplied not by Bringing more gold into use 
but 'rather by the enlargement of that part of the circulating medium 
which consists in paper. No inconsiderable portion of British gold 
coin is employed in effecting the fractional parts of payments; and 
the total amount of these does not encrease in the same proportion 
in which the sum total of payments is augmented-. Moreover, 
the art of reconomizing gold is continually advancing. The very 
vicissitudes of commerce, probably, tend to improve it. A time of 
distress, such as was felt in 1793, compels many to resort to new 
expedients, tending to spare the use both of Bank of England notc!! 

• The bank not<a in circulation commonly are not<a for fi.., ten, fifteen, 
twenty, twenty-five, thirty, forty, fifty, and one hunched pouncb and upwarcb. 
If we ,uPP"'" the price of all articlca to be doubled, then we may assume every 
payment of one guinea to be • payment of two guil)eas, and to employ a double 
quantity of gold; every payment of two guineas to be. payment oHour guineas, 
and also to employ a double quantity of gold, but every payment of three 
guineu will be a payment of six, and it may employ a five pound DOte, the 
fractional part only being paid in money. This particular payment will, there­
fo .. , ..quu" less gold. A payment of four guineas will be a payment of eight, 
and will also require less gold. The payments of more than four guineas, when, 
in like manner, doubled, will lOme of them employ a greater and some a less 
quautity of gold than Wo ... They will employ, taking ,hem together, the same 
quantity. It it evident from thia statemeDt, that an encrease of the quantity of 
the circulating medium of a country employing paper in its larger payments, 
and coin only in the amalIer, will consist chiefly of paper; • circumstance which 
may considerably tend to p .. vent an enc:reued demaud for bullion on the 
occasion of an augmentation of prices, and which maYt therefore, greatly 
facilitate a rile of the bullion price of articlca in the world. 
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and of coin. The measures adopted, at first, through necessity, 
are afterwards persisted in because they are a:conomicaL To put 
the case which we have more recently experienced. An unfavourable 
balance of trade, arising out of the disadvantageous circumstances 
of the country, causes our guineas to go abroad. Paper is necessary 
to supply their place. Experience of the loss incurred by hoarding 
money, and of the practicability of sustaining both private and 
public gedit during the absence of gold, strengthens the general 
confidence in a paper currency, and encourages a permanently 
encreased use of it. If we could suppose as large a substitution of 
paper in the place of coin to take place in other countries as we have 
lately experienced in our own; the diminution of the demand for 
bullion might be such as very materially to affect its general value, 
and to enhance the money price of articles over the world. 

There is, however, a limit to this evil. The annual supply of the 
precious metals is obtained from mines, of which some afford to the 
proprietors a higher and others a lower revenue, and some probably 
no revenue at all. If we suppose the encreased use of paper to lower, 
in any degree, the value of the precious metals; we must assume 
those mines which have- not yielded any rent, to be no longer 
worked; and the supply of gold and silver to be, in consequence, 
somewhat reduced. If we imagine the reduction of the price of the 

• precious metals to be progressive, we must conceive a period to 
arrive when all mines will be unable to defray the charge of extract­
ing the ore, except those which now yield the very highest rent.. 
At this point the fall will necessarily stop. In other words, gold and 
silver must continue to bear that price, or nearly that price, at which 
they are now exchangeable for commodities, a deduction being 
made of the total present rent derived from the richest mines; 
a deduction which, if Dr. A. Smith's observations on this subject 
are just, cannot be very considerable. 

Mr. de MOl!tesquieu has represented, in the following manner, 
the principle which regulates the price of the precious metals. 
He "compares the mass of gold and silver in the whole world with 
"the quantity of merchandize therein contained," and "every 
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"commodity with a certain portion of the entire mass of gold and 
"Silver:" and then observes, that, "Since the property of mankind 
"is not all at once in trade, and as the metals or money also are 
"not all in trade at the same time; the price is lixed in the compound 
"ratio of the total of things with the total of signs, and that of the 
"total of things in trade with the total of signs in trade also." This 
theory, though not altogether to be rejected, is laid down in a 
manner which is very loose and &llacious·. 

Not to mention the misconception of the subject which may 
arise from the silence of Mr. de Montesquieu respecting the state of 
the mines, it may be observed, first, that he alludes, in a manner so 
imperfect as to be scarcely intelligible, tl! those effec1!l of the differ­
ent degrees of rapidity in the circulation both of money and goods, 
which it'has been one object of this work to explain. It is on the 
degree of the rapidity of the circulation of each, combined with the 
consideration of quantity, and not on the quantity alone, that the 
value of the circulating medium of any country depends. 

Mr. de Montesquieu also leaves out of his consideration the 
custom of transacting payments by means of entries in books, and 
of other expedients. In proportion as contrivances of this sort 
prevail; and they must abound more and more as commercial 
knowledge advances in the world; the demand for bullion will be 
diminished. 

He also does not advert to that reserve of gold and silver in the 
coffers of the banks of various countries which merely forms a 
provision against contingencies. The amount of this reserve will 
depend on the opinion which ·the banks entertain respecting the 
extent of the sum likely to be suddenly drawn from them, in con­
sequence either of Huctuations in the national balances of trade, or 
of temporary interruptions of credit among individuals. In propo .... 
tion, therefore, as the variations in the national balances of trade, 
as well as in the State of commercial confidence, are greater or 
smaller, the fund of gold which is kept out of circulation will be 

• It ill contro ........ at great length in the work of Sir James Stewart' on 
Political CEconomy. 
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more or less considerable. .on the amount of this fund depends, 
in no inconsiderable degree, the price of bullion in the world. 

Mr. de Montesquieu likewise omits to take into his account 
that now immense and perpetually encreasing inllue~ce in sparing 
the precious metals which arises from the use of paper credit. The 
false impression which he gives of this subject, may chielly be 
referred to his not having contemplated the effects of the introduc­
tion of the banking system. 

Mr. Hume has spoken strongly of the inlluence of paper credit 
in sparing the use of the precious metals, and in proportionably 
lowering their value, and raising that of labour and of commodities, 
He inveighs against bank paper on this account, as well as on some 
others; but, in SO doing, he appears to assume, that paper credit 
causes a merely local rise in the price of articles; a rise, I mean, 
which extends itself only over the whole of the single independent 
country in which the paper is issued. That bank is considered by 
him as most advantageous to a state, which locks up all the gold 
received in return for its notes [he admits that it will have no profit 
on its dealings}, and thus causes the total quantity of circulating 
medium to remain the same. The price of labour, he says, will, 
in this manner, be kept down. The Bank of Amsterdam is approved 
by him, on account of its being an establishment of this nature-. 

• It bas been aIr.ady oboerved, that, when tbe French poueosed tbenuelves 
of Holland, it was disco .... d that tbe Bank of Amsterdam had been attllltOmed 
privately to lend its deposits of .pecie to tbe city of Amsterdam, and, also, to 
the old Dutch government. The specie thus lent, as lOOn as goods in exchange 
for it experienoed ...., a very .mall rUe in Holland, would naturally lind i .. 
way to other couotries. The foUowing .... the passagCl from Mr. Hume, 
~e=d to in tbe teXt. 

"In geoeral we may observe, that the dearneoo of every thing, from plenty 
··of money, is a disadvantage which attends an established commerce, and letl 
"bounds to it in every country, by enabling the poo_ ltates to undendl the 
"richer in all foreign markets. 

''This bas made me enrenain a doubt concerning the henelit of bonb and 
"paper =<lit, which ... 10 generally ..... med advantageOus to every nation. 

"That provisions and labour .hould become dear by the ena.aoe of aade 
"and mooey. iI, in many respects, an inconvenience; but an inconvenience 
"that is unavoidable, and the effect of tbat public wealth and prosperity which 
...... the end of all our wishes. It is compensated by the advantages which .... 
"""'P from the possession of these p..aOUl mew., and the woight which they 
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In thus representing the subject, he appears to forget, that, when 
the total circulating medium of a country, whether consisting of 
gold, or of paper, or of both, is rendered excessive; when it has thus 
lifted up the gold price of articles above the point at which they 
stand in adjacent countries, the .gold is obliged, by the operation 

"~ the nation in all fmeigu ..... and negotiations. But then: appears DO 
uft:UOD for enaeasing that inconvenience by a counterfeit money, which 
"foJ<ignen will not accept of in any paymen .. and which any great disorder 
"in the Ita'" will reduce to nothing. Then: ..... i. is true, many people in every 
"rich ....... who, having largo IUDIS of money. would p..r.r paper. with good 
"aecurity. as hcing of m"", easy transport, and m"", safe custody. If the public 
"proride not a hank, pri .... bankers will take ad ..... of this cireumstance, 
.... the goldsmiths formerly did in London, or as the bankers do, a. p ........ 
"in Dublin: and, tbe..f=, it is bettet that a public company should enjoy 
"the bcnclit of that paper credi .. which always will haft: plaa: in every opulent 
"kingdom. But to endeavour tzrlifi<iall7 to cnO<Ue snch a credi .. can .,.... be 
"the interest of any trading nation, but must lay them under disad .... tages, 
"byenc=sing money beyond its natwal proportion to labour aud commodities, 

"and then:by heightening their price to the merchant and manufactw<r. And, 
"in this view, it must be allowed that DO bank could be more advantageous than 
"such a one which loc:ked up all the money it n:o:i...d [this is the case with the 
"Bank of Amsterdam] ; and ...... augmented the c:in:uJatiog coin, as is usual, 
"by returaing part of its .......... into commeroe. A public hank, by this 
"expedien .. might cut off much of the dealings of priva'" boulras and. money­
"jobben; and, though the "'''' bo .. the charge of salaries to the diroc:ton and 
"tdlas of this bank (for. accotding to the. procecling supposition, it would 
"haft: no profit from its dealings), the national advantage ...uItiog from the 
''low price of labour. and the destroction of paper credi .. would be a suflicient 
ucompensation.'·-Hume·s F..ay OD Money. 

That the ena.ue of the money of an individual "'''' can ha .. no very great 
and permanent .!feet in nising the price of labour. or of commodities, on 
account of the teodency of 10 much of the coin as is eza:aive to transport 
itself to other countries, as soon as it ohall have raised the coot of articles aoo... 
their gmerallevd in the world (the priociple conteoded for in the text). is shewu, 
on the authority of Mr. Hume hintseIf, in the following passage. Mr. Hume, 
indeed, names money alone; but his ohsemltion is equally applicahle to the 
case of money aud paper taken together, of which I have spoken. 

"Suppose four-fifths of all the money in G .... Britain to be anuihiIatecI in 
"one nigh .. and the nation reduced to the same condition, with tegard to 
"opecie, as in the reigns of the Harrys aad Edwards; what would be the co ...... 
"queoce? Must Dot the price of all labour and commodities sink in proportioD, 
"aud everything be sold as cheap as they we.. in those agesl What nation 
"would then dispu'" with us in any foreign market; or p_d to naviga", 
"or to sell manufactun:s at the same price which to as would alford suflicient 
"profit 1 In bow little n- therefo .... must this briog back the money which 
"we had los .. and rai>e US to the Ie..! of all the neighbouriog natious; where, 
Mafter we have arrived, we immediatdy 1ost: the advantage of the cheapness of 
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of the exchange, to transport itself to these other parts; and that 
paper credit, therefore, enhances the prices not of that single spot 
in which it passes, but of the adjoining places, and of the world. The 
state which issues paper only in such quantity as to maintain its 
general exchanges, may be considered as substituting paper in the 
place of gold, and as gaining additional stock in return for whatever 
coin it may cause to be exported. It derives, therefore, from its own 
issue, the whole advantage of this augmentation of capital. It par­
ticipates with other countries in that inconvenience of a generally 
encreased price of commodities which its paper has contributed 
to produce. 

That the popular opinion which was lately entertained of the 
great inlluence of paper credit in raising the price not only of 
commodities in general, but of provisions in particular, had no just 
foundation, is a position which admits of easy proo£ 

First that opinion has proceeded on the assumption of the fact of 
a vast encrease of the total circulating medium of the kingdom, 
within the last two or three years, the period during which the 
high prices have subsisted. But r have shewn both that the amount 
of the notes of the Bank of England has lately not been such as to 

imply a material augmentation of the circulating medium of the 
metropolis, and, also, that the quantity of circulating medium in 
the country necessarily conforms itself to that of London, for which 
it is exchangeable. r t has obviously been the use of country bank 

'"labour and commodities; and the farther Bowing in of mouey is IIOpped by 
"our fum.. and "'pletionl 

"Again; suppose that all the mODOY of C""t Britain ..... multiplied five­
··(old in a night; must not the contrary effect follow 1 MuR. DOt all labour 
"and commodities rise to such an emrbitant heighr, that DO aeighbouring 
"oatioDl could alford to buy from us; wbile their c:ommoditieo, OD the otber 
"band, became, comparatively, so cheap, that, in spi", of aJIlaws which could 
"be formed, !bey would be run in UPOD us, and our'. flow our, till ... feU to • 
"Irn:l with foreigners, and Iooe that """ ouperiority of ricbeo which hal laid 
MUI UDder oueb disadv.uuageo 1 

"N .... it is mdnt tA;;rJ W _ CIIIIIn oMiej -U _ WII~ 

"nuqwdities. '"'"" Wy ,. Aappn. _""""-g. _ 11TWfII Wir ilappeoIing 
"ill tile coal ... c .. ,." of rIIIhtre; II1IIi --.sf /WI'Un". ;. .u .ngAb.riltg tI4IiMs, 
''1m'''''' -..y warl.1 ~,. w,." """ ~ oj' ""j 1UItia,"­
Hum", Eooay OD the BaIanoe of Trade. 
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notes, and especially of the smaller ones, in the place of gold, not 
in addition to it, which has been the chief occasion of the prevailing 
suspicion: for the common complaint has been not only that paper 
has been multiplied, but, also, that guineas have been hardly to 
be seen: and it has not been considered, that by this double invective 
some sort of acknowledgment is made that the one article is only 
that substitute for the other, by which none of the supposed effect 
on_the price of commodities can be produced. 

It is sometimes said, that the additional loans which the paper 
of the country banks has enabled them to furnish, have encouraged 
mercantile speculation; and that we may ascribe to the spirit thus 
excited much of the late rise in the price of articles in general, and 
of com in particular. 

There is an error in the public sentiment on this subject, which 
it is important to correct. 

It has been already shewn, that it is by the amount not of the 
loans of the Bank of England, but of its paper; or if of its loans, of 
these merely as indicating the quantity of its paper, that we are to 
estimate the influence on the cost of commodities. The same remark 
may be applied to the subject of the loans and paper of country banks. 
For the sake of more fully'ftIustrating this point, let us examine 
into the several ways in which a country banker may be supposed 
to extend his loans, without augmenting the quantity of circulating , 
medium in the kingdom. 

He may be enabled to do this, first, through the enlargement of the 
deposits lodged with him. In this case some of his cllstomers may 
be considered as leaving with him, or as lending to him, a sum 
which is lent by him to other customers. This is the same thing 
as if some individuals were to lend to others, without the interven­
tion of the banker. Loans of this nature will be admitted not to 
have the supposed influence on prices. 

A country banker mayalso encrease his loans, without augmenting 
the quantity of the circulating medium of the country, in the 
following manner. He may extend the issue of his own paper, 
and then that paper may circulate in the place of gold either hoarded 
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or exported. If the gold is hoarded; if a quantity of coin locked 
up by one man equals the amount of the new paper issued by another 
it is plain that there will not be the supposed inRuence on prices. 
If the gold is exponed, we must consider it in the same light with 
any other commodity sent abroad. It is true that the paper, according 
to this supposition, may be said to give existence to an additional 
exportable article: but so also does every encreased exertion of the 
national industry, as well as every favourable harvest. An augmen­
tation of prices is no more to be inferred from the creation of a new 
exportable commodity in the one case than in the others. 

The following &as furnish a convincing proof that the late high 
prices of corn have not been owing to the enlargement of Bank of 
England paper. 

By the account which the bank rendered to Parliament, it 
appears, that the amount of Bank of England notes was, on 
the 25th of February, 1795, 13,539,1601. In the three months 
immediately fullowing the 25th of February, 1795, the average 
price of wheat, in the London corn-market, was about 57'. per 
quarter. 

By the same bank account, it appears, that the amount of Bank 
of England notes was, on the 25th of February 1796, 11,030, 1161. 
In the three months immediately following the 25th of February, 
1796 the average price of wheat, in the London corn-market, 
was about 941. per quarter. 

Thus wheat bore a comparatively low price when the amount 
of bank noa:s in circulation was greateI; and a comparativdy 
high price when their amount was smaller, It bore the moderate 
price of 57'. per quarter, aJ a time when the amount of Bank of 
England noa:s was full as considerable (allowing for about two 

millions of ILand :zI.noa:s)as it is known to have been aJ any period. 
Paper credit may be considered as trnding, in some respects, to 

reduce the price of commodities. It was oompared, in a former 
chapter, to a cheap species of machinery, which is substituted in 
the platt of a dear one; and it is obvious, that, in proportion as 
any instrument of manufactures or commerce is I .. expensive, 
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the articles which it contributes to produce may be afforded at a 
lower rate. 

Paper credit, also, promotes general cheapness, by sparing much 
expence and trouble in weighing, counting, and transporting, 
money; and by thus &cilitating more particularly the larger tranS­

.actions of the merchant. Mr. Hume appears to suppose, that, when 
a great encrease of it takes place, the augmentation is artificially 
produced. But it has been shewn, that mercantile persons naturally. 
""";rt more and more to the use of paper, in proportion as wealth 
accumulates, confidence improves, and commerce advances. The 
consumers of commodities may be considered·as having an interest 
in permitting the merchants to follow their own plans of !Economy, 
in this respect, in the same manner as in all others. 

But whatever may be the amount of that inB uence on the price 
of commodities which ought to be ascribed to paper credit, one point 
is clear; namely, that, during the period in which our paper has 
extended itself, our trade has prospered, the state of our agriculture 
has advanced, and both the capital and the income of the country 
have been augmented. 

The chief mischiefs which, according to Mr. Hume, are to be 
apprehended from any considerable addition to our paper currency, 
may be stated to be the following: first, the great enhancement 
of the price of British labour and commodities, an evil with which 
we ought unquestionably to connect that of the diminution of the 
sale of our manufactures in foreign marketS; secondly, the incon­
venience to which we may be exposed in time of war through 
the want of sufficient means of making remittances in bullion to 
other countries; and, thirdly, the confusion which the failure of 
paper credit may produce at home-in the event of any great disorder 
in the nation. 

That the first consequence (the great enhancement of the price 
of British labour and commodities) cannot follow from the en­
largement of our paper currency in the-degree which Mr. Hume 
supposes, has been proved from the circumstance of our paper 
causing guineas to go abroad, and tending, therefore, to raise the 
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prices of the world rather than those of our own single island. That 
our prices, however high, have not been such as to lessen the vent 
abroad of our home-made articles, and have, therefore, not been 
raised above the prices of other countries, is proved by those docu­
ments from our custom-house which state the continually encreas­
ing quantity of manufactures exported by Great Britain-. 

That the second evil (that of our being reduced to difficulty in 
making remittances abroad in time of war through the want of 
bullion) is one which there is less reason to dread than Mr. Hume 
has imagined, may likewise be inferred from recent experience. 
We have been able to maintain the credit of our funds, and to carry 
on all our financial operations, during the whole of the late expen­
sive and protracted contest, although in the commencement of it 
our stock of circulating gold was probably less than in many former 
periods; and although, also, in the last years of the struggle, a period 
in which we lent considerable sums to Ireland, and had to purchase 
immense quantities of foreign grain, we were in a great measure 
deprived of current coin, and the cash payments of the Bank of 
England remained suspended. 

Mr. Hume himself has remarked: "That want of money can 
"never injure any state within itJl/f; for that men and commodities 
"are the real strength of any community." He might have added, 
that Want of money can never injure any state in its transactions 
with forngn c/JU"tritS. provided it sufficiently abounds with com­
modities which are in demand abroad, and which it can afford to 

sell at a bullion price lower than that for which foreign articles 
of a similar kind can be afforded. The power of manufacturing at 

a cheap rate is far more valuable than any stock ofbullion. Even the 
greatest quantity of gold which we can be supposed at any time 

• The British manufactures exported in '78S amounted_ 

In '786 '" 
'787 
'788 
'789 
'790 
179' 

4",08>,000 In '79' '" 4,8.n6,ooo 
11,8]0,000 1793 13,89a,ooo 
1%,053,000 1794 16,72J,ooo 
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13,77~ 1796 19J J02,pOO 

1479zl,ooG 1797 16,903,000 
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to possess, bears but a small proportion to our extraordinary ex­
penditure in time of war, and affords a security which is extremely 
slender in comparison of that which we derive from the com­
mercial capital, the manufacturing skill, and the other resources 
of the countty. 

That the third evil (the confusion which the fiUlure of paper 
credit may prod~ce in the event of any disorder at home) is less a 
subject for apprehension than Mr. Home and other British writers 
have conceived, is a point which a great part of the preceding work 
will have contnDuted to establish. 

During the late scenes of trouble and consternation on the 
continent, the possession of a stock of the precious metals probably 
added little to the security of any nation. When the French armies 
approached, or when an insurrection was projected, a stock of 
gold and silver possessed by a government bank might contnDute 
to invite attack; or if the fimd should at such a juncture be expended 
in the public service, it would not long continue to perform the office 
of a circulating mediW1J- It might even disappear &frer effecting a 
single payment. 

Our own island bas been preserved, through the favour of 
Providence, from those violent convulsions which have been felt on 
the continent. We have, hGwever, been exposed to' many smaller 
evils, and, in particular, to the interruptiGn of our mercantile credit. 
It was prGbable that the enemy, knGwing how much Gur political 
strength depended on our commercial prosperity, and Gur commer­
cial prosperity Gn the due maintenance of mercantile confidence 
among us, would direct his endeavours to the very object of exciting 
alarms over the kingdGm, with the view of thus disturbing the 
course Gf Gur trade and manufactures. It therefore became us 
to protect GUrseives by the best means in Gur power against this 
species Gf injury; and the continuance of the law for suspending the 
cash payments Gf the Bank of England bas been Gne Gf the steps 
which parliament bas deemed necessary. 

There can be nO' dGubt, that, in the situation in which we have 
thus fGund GUrseives placed, we have been gready benefited by the 
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circumstance of our having been previously accustomed to the 
free use of a paper credit. lit a commercial country, subjected to 
that moderate degree of occasional alarm and danger which we 
have experienced, gold is by no means that kind of circulating 
medium which is the most desirable. It is apt to circulate with very 
different degrees of rapidity, and also to be suddenly withdrawn, 
in consequence of its being an article intrinsically valuable, and 
capable of being easily concealed. If, during the war, it had been 
our only medium of payment, we might sometimes have been 
almost totally deprived of the means of carrying on our pecuniary 
transactions j and much confusion in the affain of our merchants, 
great interruption of manufacturing labour, and very serious evils 
to the state, might have been the consequences. 

Paper credit has, on this account, been highly important to us. 
Our former familiarity with it prepared us for the more extended 
use of it. And our experience of its power of supplying the want of 
gold in times of difficulty and peril, is a circumstance which, though 
it ought not to encourage a general disuse of coin, may justly add 
to the future confidence of the nation. 
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EVIDENCE GIVEN BEFORE THE COMMITTEE OF SECRECY 

OF THE HOUSE OF COMMONS APPOINTED TO 

ENQUIRE INTO THE OUTSTANDING DEMANDS OF 

THE BANK OF ENGLAND-

Ynmis. 2+° Jit MQrtii 1797 

Hm" TIJ.,."toll. Esquire, a Member of the Honse, ';"da Banker of London; 
called in, and Enmined. 

Q. Is your Honse connected with any Country Banks? 
.t. It is; with several. 
Q. Can yon specify the places where those Banks are situated 1 
.t. Edinbnrgh, Glasgow. Liverpool, Bristol, Exeter. Scarborough, 

Lit<:hlield, Stamford. Tiverton, Totness. Carlisle, Stockton, Winchester, 
and a few others, which I do not at present recollect. 

Q. So far as yon know. or have reason to believe. have the Notes of 
these Country Banks in circulation during six months preceding the 26th of 
February last, been more or fewer than previous to the commercial diffi­
culties in r793? 

.II. I should judge, from occasional conversstion which I have had with 
Country Bankers who have come np to town. that they have been much 
fewer; but I have not at present correct information from any number of 
persons on this point. I also incline to think they have been fewer: because, 
on the occasion of the late alarm. the demand for Guineas from Country 
Bankers who issue Notes on demand. was much I ... than on the occasion 
of the alarm in 1793. I am further confirmed in this opinion. by .the 
circumstance of onr having ceased to be connected with some Country 
Banks which did business with ua before the year 1793. on account of our 

• [Apart from the origina1 .. parate edition of 1797 the thne &pqrts from tilt 
Committe, of Sit"" .. tIrt Outstanding D,,,,tmds .. tIrt BemA of England. dated 
March 3. March 7. and April ". '797. together with the Eviden", and the 
Repon from COmmi .... on the Rmrim .. of Poymtntl its Cos" by tIrt BemA. 
dated Novemher 17. '797. hove heen reprinted by oIder of the House of Com­
mons in &ports/rom CfJl'llmittt~1 oftlu H(IfI.le oj'CfllllmtmI, vol. xi, Misctl/aMtIIU 
SubjeclJ. I78~, I799, 1805, pp. 119-131, and again in Ib6. The present reprint 
ia from the edition of ,80S. pp. 149-'50 and 161-165'] 
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being liable to sudden demands through the circulation of their Notes. 
Some of these Banks then left olf their busln .... 

Q. Have you"or are you likely fOOn to have, the mean. of informing 
the Committee of the amount or proportion of the Notes issued by the 
respective Banks 1'011 have mentioned, previous to the year 1793, .ince the 
year 1793, and .ince the 26th of February last I 

A. I yesterday wrote severallenors, which I think will bring me informa· 
tion on thot subject within three or four days. 

Q. Do you apprehend thot, for .ome time previous to the 26th of 
February last, the quantity of circulating medium had been greater thon 
the convenience of trade requiredl 

A. I am clearly of opinion, thot, in the metropolis, it was much I .... 
Q. Supposing, during aily part of the year, preceding Ihe 26th of 

February, the quantity of circulating medium had been considerably 
diminished, is it, or is not your opinion, that such considerable diminution 
would have been highly injurious to public credit I 

A. I am clearly of opinion, thot, if the circulating medium had been 
much further reduced, many failures would have been the consequence. 
I know the distr ..... of many Merchants, and also of some Bankers, to have 
been considerable; and have had conversation. wilh some of them on the 
subject of substituting. new circulating medium, with. view of relieving 
the e:risting di.tr .... 

Q. Supposing thot, during any part of the .i. months preceding the 
26th of February last, Government had wished to repay the whole, or a 
large proportion of the Bank advances, could Government have done thi. 
any otherwise than by a loan from the Public I 

A. I conceive it to be self-evidenl thot they could not, elcept by a loan, 
or something in the nature of it. 

Q. From what source must thot loan have been supplied, and in what 
.hape must the advanceo to repay which Iheloan was to be made, have been 
repaid 10 the Bank? 

A. I coneeive thol the same description of parties who usually furnish 
loan. to Government, would furnish the supposed loan, and in the same 
manner. The custom now is, for those who are the mosl opulent, and the 
most desirous of embarking in • loan, to associate for the purpose of bidding 
for il; if they succeed in oblaining it, they draw on their Bankers, on the 
first day of payment, for the amount of thot payment; il i. usual for the 
Bankers, a few days anlecedent 10 the first in.talment, to requesl of those 
friends who have the opportnnity of discounting al the Bank, to send Bills 
there at thot period to be discounted, in order to incr .... the ea..h of the 
Bankers; and I take for granted, thot the same means of preparing for the 
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payment of the supposed 10m would h .... -been liken, .; has been usual in 
other ....... IT the Bank should have been onwi!ling to furnish discounts 
on the days antecedent to the first payment 0)1 the supposed loan, there 
would he of COUIlIe a difficulty in effecting the payment; and the circulating 
medium which I have already spoken of as too little for the accommodation 
of the Public, Wouid he rendered, in that case, COJUiderably less. The pay­
ments on the loan have usually been made in Bank Notes: !II the case of the 
-last loan, however, Exchequer Bills, payable three months after they were 
issUed, have been received in payment of the loan; and these Exchequer 
llills, though hearing about st per cent. interest, bore, for a few days 
antEcedent to the 26th of February, a discount of 3to 31 per cent. which is 
equivalent to about 18 per cent."per ann. interest for Money. I andeIStand 
that Government cessed to issue these Exchequer' Bills in consequence of 
the high discount. Government obtained, by means of these Exchequer 
Bills, an anticipation of the payments on the loan, for which, however, if 
they had continued to obtain the same anticipation, they must have paid 
of course 18 per cent.; and I attribute this high interest to the extreme 
scarcity of the circuloting medium at that time existing. 

Q. Supposing a iaIge proportion of the Bank advances to Government 
had been repaid during any part of the si~ months preceding the 26th of 
February last, must not that repayment have diminished the circuloting 
medium, except so far as the Bank had re-issued Notes to the full amount of 
what should have been paid in 1 ' 

.i/. Undoubtedly. I apprehend, moreover, that in order to prevent great 
commercial distress, it would have been necessary for the Bank to furnish 
lOme additional Paper circulation to the Public, antec!ecent to the fint 
payment on the loan, by which they themselves were to he paid. 

Q. If such commercial distress had taken place, is it, in your opinion, 
probable that the Bank of England Notes, not taken out of circulation by 
the loan, or any measure in the nature of a loan, would have remained in 
circulotion; or that, on the other hand, by reason of such commercial 
distr .... they mu.t also have been carried to the Bank to he changed lOr 
Cash 1 

.i/. I apprehend, that, if the distress had become great, and the alarm 
through the country had risen to any considerable height in consequence, 
• suspicion of the insecurities of any thing but Goineas, would, in many 
minds have taken place; and that those persons who were under great alarm, 
and were possessed of property which they could dispose of, would, in 
many CIlSe!I, sell that property, though, at a considerable I""" for Bank 
Notes, for the sake of exchangiog those Bank Notes for Goineas; and that, 
in that manner, an increased run upon the Bank for Guineas might have 
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taken place, in consequence of • distressing reduction of the circulating 
Paper of the Bank. 

Q. Assuming, that the Paper of the Bank is usually ten millions, if 
Bank of England Notes to the amount of live millions had, in the course of 
the last twelve months, been taken out of circulation in the payment of a 
loan, without any:new circulating medium having, previously to such 
payment, been..Jlrovided, or without immediate restoration to public 
circulatio'\..of.." equal issue of Bank Notes or Specie, is it, or is it not, your 
opinion, that the commercial distress of the country must in all probability 
have been very great and general I 

A. I cannot conceive that the mercantile world would .ulTer .uch a 
diminution to take place, without substituting a circulating medium of their 
own; and I happen to know, as I before hinted, that .ome projects of this 
.ort were on foot, and had been in the minds of several Banken, whom I 
understood to have agreed in the general principle, though not actually 
associated for this purpose. Assuming the circulation of Bank Notes to have 
been reduced to the extent .upposed, and no other circulating medium to 
have been substituted, I apprehend, especially if the diminution was made 
suddeuly, and was not distinctly known by the Pu blic to have been made, 
that great, and probably almost nniversal failures must have been the 
consequence. In the case supposed, every Banker, on the average, would only 
have one half of his accustomed Bank Notes in his drawer, which would 
certainly,~ in some cases, prove insufiicient for the current payments. It is 
clear also, that in the case supposed, those Bankers who had the most 
property, whether in Bills or Stock, or other articles convertible into Bank 
Notes, would eagerly convert them into Notes, at whatever loss, for the sake 
of securing themselves from the risk of stopping payment. And if some 
Banken should thus provide themselves with more than half their usual 
Paper circulation, other Banken must be left with less; in which ease, 
nothing is more clear to me, than that the failure of some of those Bankers 
would have taken place. The failure of even an individual Banker, in such a 
.tate of things, would produce the failure of othen. It would create a 
disposition in the customen of other Banken to take their Bank Notes, for 
security sake, to their own houses, although possibly some might lodge 
them in the Bank; in which ease, however, it is material to remark, that 
they would have the right of drawing on the Bank for Guineas just as 
much as if the NoleS were kept at their own houses, and that the bslances 
at the Bank are to be considered therefore very much in the same light 
with the Paper circulation. I have hitherto .poken only of that part of the 
Paper circulation of the Bank which is in the hands of Bankers, and which 
may amoDOt, as I should imagine, to about four or five million •. In case the 
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supposed reduction of Bank Notes should take place, I rather conceive that 
the Bankers would be obliged to bear more than their share in it, as the 
private individuals, who have Bank Notes in their possession, would, many 
of them, be full as earnest, and more able, to retain the same quantity of 
Notes as heretofore, the sum in the hand of each indi~dual person being 
small. . • .-. 

Q. In that state of commercial distress, which you (epresent, in your 
answer to the former question, to be probably consequent .. pail the .tate 
of facts, therein assumed, if an alarm of invasion had taken place, would it, 
in your opinion, have been probable, that as great or a greater run upon 
the Bank of England for Cash would have taken place, as was occasioned 
by the alarm of invasion, when such an assumed state of facts did not 
exist, and such a consequent commercial distress did not exist 1 

A. I think, that the state of facts which has been assumed, is such as 
might have produced of itself a very great run upon the Bank, in conse­
quence of the commercial failures which would have followed, and of 
course that it would have exceedingly aggravated any run upon the Bank 
in consequence of the dread of invasion. These two causes of alarm existing 
together, would probably have operated with more than double the eJfects 
which each would have had separately. 

Q. Is it your opinion, that, in the assumed state of facts, the consequent 
distress could have been avoided by a subsequent restoration, to.public 
cirtulation, of. quantity of Bank Notes, or Specie, equal to the quantity 
which had been called in to the Bank in consequence of the proposed loan; 
or would it not be necessary, in your opinion, in order to avoid that distress, 
that some new circulating medium should have been provided .previously 
to the Bank Notes having been called in, in the manner supposed I 

A. I apprchend, that if the distress, which has been supposed, had taken 
place, it would take a considerable time, and a large temporary emission 
of whatever Paper might be received with the greatest conJidence, before 
the natural state of things could be restored. 

Sa66a/i, 1° tlit Aprilis 1797 

H'6" TIz"""t,", Esquire, a Member of the House; called in, and further 
Examined 

Q. Have you receive<iany information, in answer to the enquiry which 
you stated you had set on foot, into the comparative amount of the quantity 
of Country Bank Notes in circulation before and since the commercial 
difficulties in 17931 . 



.4. I have received a considerable number of lette ... on that subject I 
and the following i. the substance of the intelligence contained in them: 

First, I will .tate. by itself, the account which I received of the whole 
circulation of "Notes payable on demand to bearer" at Bri.tol. The relative 
quantity circulated at the several periods named. was furni.hed by the sil 
Bristol Bankers themselves. and I believe it therefore to be very accorate. 

Assuming the quantity of "Cash Paper." or Paper for which Cash may 
be demanded. which was rucolated in 1792. and previous to the run on all 
Country Bankers, to be .. pr .... d by the proportion of - - - 10 
The amount circulating at Midsnmmer 1793 and in 1794-"(taking 

the average of these sil Banks) will be nearly u - - 3 t"O" 
The amount circulating at Midsnmmer 1796 to January 1797 will 

be nearly as - - S/IS 
The amount circulating since the end of February 1797 (being the 

period of the .toppage of the Cash payments of the Bank of 
England) will be nearly as - - 3/. 
According to such rough estimate .. I am able to form, the amount in 

palae of the Bristol Notes, for which Cash may be demanded. circulating in 
the first of these periods, may have been about - /.360.000 sterling. 

In the second period - 14-0.000 
In the third period 220.000 
In the fourth period - 130.000 

The following may be depended on as a pretty accurate account of 
the "Notes to bearer on demand." circulated at nearly the aame periods, 
by a consi~erable Newcastle Bank, before 1793 ...... bout 160 to /'180.000 
Some time after 1793. the circulation of this House increased. 

through one of the Newcastle Houses leaving off bu.inesI. 
to about .. zoo,ooo 

Before the stoppage of the Cash payments of the Bank, the 
circulation was reduced to - .. J 10,000 

Since that time it has been about - 80.000 

I am informed by a considerable Bank in the county of Devon, that, 
according to the best opinion they can form, the quantity of Bankers' 
"Notes payable on demand to bearer." issued in their county. may have 
been. in 1792. - /.120,000 
That in 1793 the difficulti .. of the tim .. reduced that sum 

almost to nothing; but that it soon increased to, perhaps. abont 60.000 
And continued at about that sum till aftez ~ stoppage of the 

Cash payments of the Bank, when it fell to the amount at 
which it now stands, of abont - 20,000 
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lilaft oblaiDal iDformaIioD ... ...my the oame peDIS from other Banb 
in a nrioty of puts; m. AshbnrtoII, CarJWe. Euler, HiDclIq, Lill:hfidd, 
Scarborough, SJraford, Stamford, SIockum, Twertm, and, Woodbridge. 
Each of th.se iooae ordinarily "Notes to bema- CD demand"; though the 
quantity iooaed by ....,.,.) of them is Jlf:ftf amsid ..... bIe. 

I haft: ... deavonJaI to compob: the rdati .... .."..ge q1llllltity of"Notes 
payable ... drmand, • ODd iooaed by oil th.se 110mb, at the four ....,.,.) 
periods I hdo.e uamed; ODd I c:oaoeift: that. IIlppooing the amount iooaed 
by them oil hdo.e 1793, to be as - - CJO 

The amount for oome time afu:r 1793, will 
be about a- - 63 

The amount lief..., ~ stoppage of the Cash 
paymenlS at the Bml, ahmt - . - 78 

And siD<e that lime, ihmt - - 4D 

I am infOrmed,that at MaDchestr:r DO "Notes to bema- ... demand," 
are isIIled by the Baub; hot oome.....n Bank of England Notes begin DOW 

to cDmIate there; and there hoing beea a <XIIIIiderable quantity of 
GoiDeu in the Manchesu:r Bmb llefon: the stoppage of the Cash paymenlS 
of the Bml, tbeoe ~oiDeu IIaft beea paid away whenever they have beea 
demanded IIiDce that time. At CarJWe. I am informed that there is asuaIly 
• premium g;..... by the Bank of that place for Guineas, of 1 to l put, 
which has IaIdy adnn<ed to Il per .... L This incrase is tilCOUIlb:d for by 
the dispooitim which there preniIo to obtUn Guineas, in order to send 
them _ to Irdand. The Bank of Carlisle ambnu" io leep a RgUIar 
.. ppIy of Cash for oil the c:aIlo DpeD it. 

I am infOrmed, that in Scotland, when: the Paper ciJmlation is u....ny 
in high aedit, ODd when: GniD<S Nota are CDIIalt, it may be alcuIab:d, 
that the additional GoiDeu IaIdy thrown into ciJmlaboo, or houded by 
incIiridaaJo, may amount to ahmt 60,000. This appern to be ettIusive 
of my additional quantity with which the Baub may have IIlpplied them­
odno, ODd may IIaft IIiIl in tIu:ir pcaeosion. SiI .... had disappeared &om 
the ciJmlatim in Scotland qnite a mach a GniDeas. 

2. Do Dy oboenations OCXW" to you, from your Jab: mmmanicatiODI 
from the eountty, of which yOD think it will be uaefuI to the CommiIUlC 
to be p......t.l 

..I. It appeaR to ...... that _ inf<:RDca are obvicasly to be drawn 
from the informaIi ... I haft jut g;.....; the principal of which I think 
is, that that put of the Paper ciJmIab ... of the eountty, for which, when 
it is withdnwn, Mauey becoma naturolly the ... botitu.... has beea 
diminished ...... 1793, aod is particularly dimioished DOW; ODd that. eon-
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sequently, there i •• considerable degree of presumption, that the quantity 
of Guineas in circulation (not to speak of those which may happen to be 
hoarded) may have been for some time past, and may now in particular 
be considerable. I do not conceive, that the very great diminution of Notes, 
which there is at this time, is likely to have been fully supplied by Guineas; 
for it is always possible, that for a limited time a very great scarcity of 
every species of circulating medium, out of London at least, may subsist, 
and that some suspension of payment, as well as stagnation of trade, may 
for such interval continue. I should think, however, that the reduction of 
"Notes to bearer on demand," which I have described as uisting for a 
considerable time, is likely to have been .upplied principally by Cash, 
though partly perhaps by the means of payment made by Bills ofE:<change, 
of which it is not easy to calculate either the diminution or the increase. 

Q. Is it understood, that, according to the established principles of 
banking, a Banker, in order to provide for his own safety, ought to maintain 
a certain fixed proportion between his Specie and the Notes which may be 
out against him I 

A. I conceive, certainly not; and that his Specie .hould be proportioned 
to whatever may be thought, by him, considering all circnmstances, to be 
likely to be the demand for Specie antecedently to the time within which 
he can provide himself with an additional quantity of it. 

Q. According to the best of your judgment and experience, are the 
principles on which a private Banker acts, in the management of his 
business, applicable to the Bank of England? 

A. I conceive, in many respects, the cases are similar; in others they are 
different, and even opposite. In forming any comparison between the case 
of a private Banker and the Bank of England, it will be necessary to take the 
case of a Country Banker, and not of a London Banker, as the latter does 
not issue Notes. ... 

Q. What, in your opinion, are the principal cllirerences betweeo the two 
situations, and the principles which belong to them respectively 1 

A. I conceive that the cases are dill"erent in respect to the issuing of 
Notes: a Country Banker issues perhaps a ,mall quantity of "Notes to 
bearer on demand," and a larger quantity of Notes at interest, payable after 
certain notice; and he likewise has deposited with him very considerable 
sums, for which he is liable to be suddenly called upon by his cnstomers 
residing very near to his Bank. In the time of expected distress and danger 
to the mercantile world, many of the prudent Country Bankers (if circnm­
stanced as I have described) are dispooed either to lessen or to suppress the 
circulation of their "Notes payable to bearer on demand," because these 
circulate in the hands of strangers at a distance from him, and are con-
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founded with the Notes of other Bankers; so that if any neighbouring 
Bank should happen to stop payment, he is particularly liable to a sudden 
demand for Guineas, in consequence of the country people, through the 
general alarm, bringing in for payment these Notes; he is also liable to 
expenee and to danger, by illl being possible for rival Banks, who have 
not Guineas enough for their own necessities, to possess themselves of 
these Notes, and to send them in for payment, with a view of thus supplying 
their own want of Guineas: the Country Banker therefore may act a 
prUdent part, in relinquishing that souree of his profit>, which i. furnished 
by the circulation of Notes to bearer, in times of expected difficulty, for 
the sake of securing himselfin other respect>. For, if through the pouring 
in of his Notes, his Cash should be inadequate, the whole body of his 
creditors would be likely to come for payment of their deblll. The Bank of 
England is not at all circumstanced like the Country Banker in this respeer; 
their Notes ~ in perfect credit in London, and it> neighbourhood, where 
alone they generally circulate; and I believe it is universally agreed, it is 
not throogh any distrust of Bank of England Notes, that the demand upon 
the Bank for Guineas has taken place. The Bank of England are undoubtedly 
liable to be called upon for Guineas by Bankers in the country, in the same 
manner as a great Bank in the country i. liable to be called upon for them 
by a rival Bank: but it is not possible for the Bank of England, unless it is 
suppooed that they suppress their Notes altogether, to exempt them.elves 
from. this inconvenience: they are universally considered as the repository 
for Cash, on whieb every individual in the country, who is in want of 
Guineas, has a right to draw, and any person who has property he can sell 
for what is called ready Money, that is, for Bank Notes, may at any time 
sell it, and thus possess himself of Guineas drawn from the Bank. Moreover, 
the Bank of England, by their custom of daily discounting, afford to every 
individullJ an opportunity of obtaining Guineas from them; nor is it con­
sidered as being at all improper, by the friend of a Country Banker, to 
discount Bills with a view of thus furnishing Guineas for the relief of a 
Country Bank: whereas, in the case of tw'l rival Country Banks, the ides 
of discounting at one Bank for the sake of furnishing Guineas thereby to 
the other, would not be entertained. I conceive, therefore, that in this 
respect the Bank of England has no sueb inducement to suppress or limit 
it> Papc;r circulation, as a Country Banker has, since it cannot, by 6Ueb 
.oppression or limitation, secure illlelf from the inconvenience I have Iast­
mentioned, in the same manner as • Country Banker can. I think, moreover, 
there is an important di/rerence between the case of a Country Banker and 
the Bank of England, in this othes respect: if a Country Banker thinks fit to 
lessen his Paper circulation, or even to reduce or relinquish his whole trsde 

287 



in a period of expected difficulty, he can do '0, without bringing down any 
great evils on himself: he may possibly contribute to the general di.tress, 
by abandoning bis profession, or even possibly by diminishing certain parts 
of his transactions; but he may consider himself as being more than recom­
pensed for his pllrticular share of the general distress which he occasion., 
by the personal ease and tranquillity, or security, which he obtain •. The 
Bank of England, on the contrary, are engaged in .uch large transaction., that 
they cannot relinquish any considerable part of their accustomed business, 
without giving a general shock to credit, of which they themselves must, as I 
conceive, be some of the first victim •. If they reduce materially their notes in 
a time of difficulty and distress, there are no other Notes which Ire ready to 
supply the deficiency in the circulation; and if it i. to be supplied by 
Guineas, those Guinea. must come from the Bank: they are always the 
possessors of a very large quanlity of BiDs, which they have discounted, 
and which are growing due from day to day. It it notorious, that the 
acceptors of these Bills have not provided themselves with Guineas for 
the payment of them, but that they depend upon the meanJ of payment 
on the accustomed liberality of the Bank: in short, the Bank depend, as I 
conceive, in respect to every part of their receipts, on the maintenance of 
general credit; whether we consider the taxes, on the receipt of which 
they rely for the repayment of the loans made to Government, or for the 
punctual payment of Bills of Exchange, which I have just mentioned, or 
for any other source of supply which they may be expecting: I conceive, 
therefore, that the Bank of England can find no aafety for themselves, 
except by seeking it in the safety of the commercial world, in the general 
support of Government credit, and of the general prosperity of the Nation. 
It follows, therefore, that if any great suppression of their Notes i. injurious 
to general credit, it mu.t be injurious also to the Bank of England itself; 
and that the Bank of England, in respect to the issuing of Notes, does not 
stand on the aame footing as an individual Country Banker. 

Q. What, according to the best of your judgment and information, it 
the proportion of Bank of England Notes circulating in the country, to that 
which circulates in London I 

A. I should think that very few circulate more than 20 or 30 miles 
from London; for there are Country Banks which issue Notes at something 
more than that distance from London, which supply, as I conceive, the 
circulation of the surrounding part. The House with which I am connected 
it in the habit of receiving large remittances from the country. among which 
they seldom find any thing more than a trifting quantity of Bank Notes. 

Q. Assuming, that, in consequence of the Bank having extinguished a 
very considerable proportion of ill Notes iu circulation, a new circulating 
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medium should have been created, in order to make up for that deficiency; 
must not the Bank, supposing it to act on the principle of providing for its 
own safety, by maintaining a fixed proportion between Cash and Notes, 
be compelled to make that proportion bear relation, nOf to its own Notes 
only which should remain in circulation, but also to.the amount of that 
new circulating medium· which .hould have been so created 1 

"t. In case a new circulating medium in London should take place, I take 
for granted, that it would pass current every where in payments, enctIy 
like the Bank of England Notes, and that it would be easily uchangeable 
for them; which Bank of England Notes would then be ""changeable for 
Gaineas. The Bank of England therefore, assumiug them to return into 
circulation a quantity of Bank Notes equal to those which had been brought 
in through such exchange as I have described, for which I suppose Gain ... 
to have been paid, would again he liable, by the interchange of the new 
circulating medium for some of these fresh Notes, to have fresh Guin ... 
demanded of them. This observation, however, applies, not merely to any 
new circulating medium which might be introduced in London, but also 
to auy circulating medium now existing in the country, which is uchange­
able for Bank of England Notes, or to auy species of Paper, or other article 
which i. convertible into Bank of England Notes. I infer from hence, that 
the observation I have before' made, is indisputable; namely, that the 
Guin... necessary in order to provide safety for any Bauk, should be 
proportioned, not to the quautity of Notes, but to the probable demand 
for Gain .... for which, under all the circumstances of the case, the Bank 
is likely to be called upon autecedently to the time when fresh Gain ... 
can be obtained. 

Q. Do you, or do you not conceive, in point offilet, that any considerable 
reduction of the Paper circulation of the Bank, below its ordinary amount, 
as often as it has taken place, has commonly produced an increase of discount 
on Navy and Exchequer Bills aud India Bond., aud a fall in the price of 
Stocks 1 

"t. I am not informed of every diminution in the total amount of Bank 
Notes, which may at diiFerent times have taken place; nor do I conceive 
that the effect .poken ofin this question, is likely so much to follow from a 
diminution of auy given quantity of Notes, as from a reduction of them 
below that quautity, whatever it may be, at which the circumstances of the 
time would naturally require that thcy should stand. It may happen, 
particularly in times of alarm, that through the depreciation of other 
Paper, the want of which Bank of England Notes may be wanted to supply. 
and also through the less ueconomical use of Bank Notes, whioh may result 
from a disposition in many persons to keep their Bank Notes at home, instead 
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of placing them at their Banke.., as well as from their disposition to provide 
some time before hand for an unexpectod payment, that a very increased 
quantity of Bank Notes may be as neces..oary as a .maller quantity might have 
been at another time. I conceive, therefore, that, if in .uch a period the 
Bank of England .hould refuse even to increase their circulation, the elFect 
may be the same, ';r even greater than their actual reduction of them at 
another period. I conceive, undoubtedly, that the refusal of the Bank to 
discount, with a view of reducing their Paper circulation, or of prevenring its 
increase at periods when pressing applications for discounts were made to 
them, have often been manifestly followed by a great increase in the w.. 
counts upon Navy and Exchequer Bills, and upon India Bonds, and even 
by a fall in the price of Stocks. I apprehend, however, that the dect of 
such refusal in the Bank, is not so easy to be discerned, in respect to any 
Huctu.tion in the Stocks, because many other cau... may co-operate in 
influencing their price. 

Q. Have you, in point of fact, remarked, that when the Bank has 
reduced or limited its discounts within the amount which the convenience 
of trade required, a rise in the discounts of Government securities, and a fall 
in the price of Stocks has taken place 1 

A. I have a general recollection that, early in the last autumn, there was a 
considerable demand for discounts at the Bank, only a small proportion of 
which was complied with, and that there was also a great rise on some 
.pecies of public "",uri ties, and I believe also a fall in the price of Stocks. 
I more particularly know, that at a period ending some weeks previous to 
the Order of Council, Exchequer Bills payable in three months, and bearing 
about 51 per cent. interest, Were sold on Government account to the extent 
of above a million .terling; the interest which was made by the bolder being 
thus about 61 per cent. I also know, from perfect recollection, that for two 
days antecedent to the Order of Council, the applications to the Bank for 
discounts were unusually great, and that a very small proportion of them 
was complied with, and also that the discounts on Exchequer Bills rose, on 
the two days preceding the Order of Council, to abont 3 and 31 per cent. 
per &un. yielding to the holder about 17 to 19 per cent. per &un. interest 
and that the Stocks fell at the same time; the dilI"erence between the price 
of Stock .old for Money, and the price of the same stock sold for a period 
distant by a few weeks, was such, as to make the interest paid by the sale 
and re-purchase of the Stock amount to nearly the same rate. On the 
Monday succeeding the Order of Council, a very large disconnt was made 
by the Bank, with a view of relieving the Bankers from any run upon them, 
which the alarm arising from the event of the preceding day might occasion; 
I believe, however, that no such run took place. The price of Exchequer 
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Bills continued on that day nominally as before, but I believe that few or 
none of them were BOld. On the next day, when some degree ofliherality in 
discouuting again took place on the part of the Bank, they fell to 21 per 
cent. and the Stocb rose perceptibly. The dill"ereuce between the ~dy 
Money Stock aud the price of a future day wu such as to alFord, if I 
recollect right. au intereSt of 8 or 10 per cent. I believe there hu been, 
since that time, 80me degree of Buctuation in respect to the supply of di .. 
counts from the Bank, and a 80mewhat corresponding Buctuation in the 
price of the public securities I have already named. It appears to me, that 
the high rate of discount on Exchequer Bills, which I mentioned to have 
taken place on Friday and Saturday preceding the Order in Council, wu 
the consequence of the disappointments of the perBOlI!' applying for discouuts 
on the prec:ediug ThursClay, which is the chief discouuting day at the Bauk; 
aud also, that the l8Il in the discount of the Exchequer Bills on the Tuesday, 
wu the coruoequence of the enlarged discouut on the Monday; aud therefore 
that the diutinution in the value of oecurities, aud the high rate of intereSt 
upon them, may be considered rather as being the eIfect of the conduct of the 

• Bank, thau as the cause of the applications being made to them for discounts. 
Q. Did the news of the Order in Couucil, produce auy considerable 

shock on public credit in the metropolis i 
.4. I conceive the distress, for some time preceding it. aud especially 

for two days before, to have been so great. that the relief given. by the 
unusual discouuts on the Monday, more thau compensated, in the minds of 
most of the mercantile world, for auy alarm occasioned by the stoppage of 
the Cash payments of the Bauk. It wu the waut of Bank Notes, and not of 
Guineas, that had been felt; aud no anxiety seemed to be entertained in the 
city, if Bauk Notes were brought into circulation, resPecting the manner of 
contriving to efleet the amsller payments. 

Q. Must not the reduction of Bauk Notes considerably below the 
amouut which the convenience of trade requites, have a tendency to cause 
mauufacturers throughout the whole of Great Britain, to limit their mauu­
factutes and tum olF their workmen i 

.4. I should think uudoubtedly. 
Q. Have any filets fiillen within your knowledge, in actual confirmation 

of that opinion i 
.4. I recollect to have heard a mercantile person remark, that he had 

plenty of goods for sale; that he had also a sufficient demaud for them 
abroad, but that • great mauy of the labouring mauufacturen who made 
those goods had been tumed olF for some time past. aud au increased number 
just before the Order of Couucil, on accouut of his not being able to alFord 
the usual credit. since he could not obtain his usual discouu1l. 
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Q. Has not the profit to be made from Cash in the metropoli., for the 
last year or two, been such, as to afford a strong inducement to all persODS 
having demands on foreign countries, to get in their debts as soon as possible I 

A. I conceive the interest on public securities has been so high, and the 
want of Money so great, as to have been likely to have induced people to 
urge their correspondents abroad to make them more than ordinary 
remittances. 

Q. Do you recollect the resolution of the Bank of the 31St of December 
1795, respecting discounts I 

A. Yes. 
Q. Was there, at that time, any extraordinary application to the Bank 

for discounts, arising from any difficulty in procuring private discount.1 
A. I believe that private discounts had at that time nearly ceased, if not 

entirely .0; I do not mean by private discounts, the discounts of Banker., 
who in general discount for their customers in all periods; I mean, by 
private discounters, individual merchants, or monied men, who lend out 
Money upon Bills, for the sake of the interest which they obtain by 
those Bills. 

Q. Were such private discounts, to any considerable amount, previous 
to December 1795 I 

A. I believe at some periods, since the war, they were; but I cannot 
recollect the periods enctly. 

Q. Do not private discounts ordinarily diminish in time of war, when 
considerable profit may be made by fioating Government securitiesl 

A. Certainly. 
Q. Must not the Bank therefore, in such times, ordinarily supply the 

defect of private discounts, in order to prevent inconvenience to the Publici 
A. Unless it is supposed that a considerable diminution of mercantile 

transactions tak .. place in time of war, it appears to me necessary thai the 
Bank should increase their discounts. 

Q. Had the resolution of the Bank in December 1795, any efFect to 
create any difficulty or alarm ? 

A. I do not recollect that any very particular alarm was e%cited: the 
Bank, antecedent to that resolution, had, in several wsys, narrowed their 
discount; and I believe it was chiefiy considered as an intimation, that they 
were about to limit them still more by this new regulation. 

Q. II any inconvenience likely to arise from the uncertainty and lIuctua­
tion in the conduct of the Bank, respecting their discounts? 

A. Undou btedly it mu.t tend to create an occasion for an inereased 
number of Bank Notes: for those who fear disappointment on the day on 
which they asked for discounts, will be likely to provide some time before 
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for their expected paymenlll; and Banien, in proportion II they &Ie in • 
stab: of uncertainty, are inclined to furnish themselves with a larger 
quantity of Bank Notes. I do not conceive that the resolution above-men· 
ticmed implied any fluctuation in the sys1l:m of the conduct of the Bank, but 
rather the conttary; it nevertheless ocasioned some uncertainty to each 
individual merchant, as to his means of supply; and I rather think it 
operated as an intimation to the commercial world at large; I mean, both 
in the metropolis and in the country, that theIe was danger of increasing 
distress. 

Q. Supposing Government had, in Janwuy last, repaid to the Bank three 
millions sterling, do you imagine it would have put the Bank in a .tab: of 
perfect security ? 

A. I should conceive that it would clearly have made no dilference as to 
the quantity of their Cash. I do not understand whether it is meant, in this 
question, to assume, that if three millions of Government debt had been 
paid, the Bank were to suppress in consequence three millions of Notes. 
If they had taken ocasion, at the time of this repayment" to make such a 
suppression, I conceive, II I have before explsined, that they would 
prejudice essentially all commercial credit, and creab: a distress as well as 
an alarm, which would be likely to increase the run upon them for Guineu; 
but if, on the other hand, they should grant to the commercial world an 
equal quantity of discounts, that the Bank would then be in much the same 
circumstances in which they stood anb:cedent to such repayment. 

7""is, 6° die Apri/is 1797 

H.." TADmIl., Esquire, • Member of the House; called in, and further 
EDmined 

Q. Since yoor last eDmination, have you received any further informa­
tion respecting the quantity of Not.., or of Cash, circulated in the country? 

A. I have, from Scotland. I am assured that the Notes now in c:frcuiation 
there, &Ie very much the same as they have been for siz months pasr, and 
that the amount of the Goldin the possession of the Banks may be computed 
to be much the same a\so; consequently, it is presumed, thataboutl6o,ooo, 
of Gold which has been lately drawn from the Banks there, and which i. 
about the same sum which the Banks have drawn &om Loudon, is not now 
in circulation there, but i. hoarded through fear. The amount of the Paper 
circulation in Scotland, is computed to be from about ll,.oo,ooo to 
.cr,soo,ooo, and'the quantity ofGuineu usnally clreulated, is computed to 
be not more than lso,ooo. Seven eighlll of the Notes is said to be rwenty 
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and twenty-one shilling Notes: five shilling Notes have also been lately 
issued, which are in very great demand, and it is said to be hoped, that the 
time of their legal cireulation may be extended. 

Q. In your former eumination, you stated some diJTerences between 
the situation of the Bank of England, and the Country Banker; are there 
any others, which suggest themselves to your mind; and also, are there any 
diJTerences between the situations of the Bank of England, and of a 
Banker in the metropolis or elsewhere, who does not issue "Notes payable 
on demand"i 

A. There is one very obvious and important diJTerence between the case 
of a Country Banker and that of the Bank of England, to which the existence 
of the Bank of England itself gives rise. When a Country Banker is in want 
of Guineas, provided he has no supply of Guineas in the neighbourhood, 
which in times of alarm will often be the case, he is sure of a resource in the 
Bank of England : he has only to write to the Banking-house in London with 
whom he does hi. busin .... and to desire that they will send him IUch 
quantities of Guineas as he wants by the return of the mail coach: the 
Country Banker, therefore, has only to provide lWnseIf, either with a credit 
with his London correspondent, or with eJTects in his hands, or with some 
kind of property, such as Stocks, E%chequer Bills, or discountable Bill., 
quickly convertible into Bank Notes, and he may then consider himself as 
seenre of having as many Guineas as his occasions may require. I here 
assume, that the Bank of England makes payments of Cash as usual. In case 
the Bank of England should filii in its Cash payments, I would here also 
remark, that a Country Bank, by suspending its Cash payments, suJTera 
little orno discredit; and, as it appears from the cireumstances of the present 
times, is in no respect very partieularly distressed: on the contrary, when 
the Guineas of the Bank of England are nearly exhausted, it has no repository 
of Cash, as the Country Banks have, to which it can resort. I apprehend, 
that there is no quarter to which it can apply, nor any means which 
it can use, so as to obtain a· considerable supply of Guineas, and 
that its best, and perhaps its only chance of again attracting Guineas to 
itself, is by strengrheuing general credit. It may, no donbt, contribute to a 
mvourable balance of trade, and remotely therefore to an accumulation of 
Guineas in its own coJTers, by k:nding a general aid to commerce; and it 
may also, more directly and immediately, promote the return of Guineas 
into its coJTen in a time of alarm, by endeavouring to diminish that alarm; , 
which I conceive it may do to • certain degree, and in certain cases, by a 
considerable increase, rather than by a dimiuutioo, of its Bank Notes: I 
apprehend this iJ a very important point, in which the 1Ianl of EngJ.nd 
diiICr both from a Country Bank, and from every private Bank. 
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EVIDENCE GIVEN BEFORE THE LORDS' COMMITTEE OF 
SECRECY APPOINTED TO ENQUIRE INTO THE CAUSES 
WHICH PRODUCED THE ORDER OF COUNCIL OF THE 
26TH OF FEBRUARY 1797· 

Die Jms, 30· MIITI;;, 1797 

Lord President in the Chait 

Ht"" ThmllOII, Esquire, a Banker of London, being attending, he was 
called in, and examined 

Q. Have you Reason to think there has been a great Increase in the 
whole Scale of Pub lick Income and Expenditure 1 

.tI. Undoubtedly. 
Q. Has not a simi1ar Increase taken Place in the Scale of Private 

Expenditure? 
.tI. Ifycu include .... eral Yean past, it certainly has. 
Q. Has there not been of late Yean a Rise in the Price of Provisions 

and of Laboud 
.tI. Certainly. 
Q. Has there not been a great Extension in the Manufactures and 

Commerce of the Kingdom 1 
.tI. Undoubtedly. 
Q. Have not the Circumstances, atated in the preceding Questions and 

Anawe ... occasioned a Demand for additional Means of Circulation 1 
.tI. Before I reply to that Question, it may be proper to expr ... distinctly 

what I ahall undentand by Means of Circulation. I conceive it to mean" 
Firat, Coin of every Sort; Secondly, Notes to Bearer payable on Demand, 
whether issued by the Bank of England or by Country Bank .... which I 
consider as_changeable at all Times for Cash; and Thirdly, Bills of 
Exchange. In calling Bills of Exchange a Means of Circulation, I do not 

• • [Tho .. port of this commi..... ordered 10 be printed April- .8, '797, 
exists in thra. forma: 

(a) in the JoUl'llala of the House of Lordo, XVI, PP, .86-06 •• 
(b) u. oeparate document, appalOntly of the same year, '7' pp. 
(c) .. printed, by order of the HOUlOofCommolll, Febroary 6, .810, '5' pp., 

the Pl<IeDt reprint is made from (a) with comctiona.] 
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consider them equally '0 with the other Two Articles I have mentioned, 
oince they ostensibly lerve the Purpose of ascertaining Debts between 
Buyer and Seller, and of pledging the Acceptor to a punctual Payment, and 
are often created chiefly with that View, and are used but sparingly and 
occaoionally as a Mean of Circulation. I conceive that the Number of Bills 
of Exchange which may happen at any Time to exist, bears no necessary 
Proportion to the Magnitude of the existing Trade, although, I conceive, 
that the Use of them in Payment does bear a pretty regular Proportion to 
the Quantity of Commerce. For instance, at Liverpool and Manchester all 
Payments are made either in Coin or in Bills of Exchange. The Holders of 
these Bills (since they themselves profit by the Detention of them, the Bills 
growing more valuable in Proportion as they become nearer due) keep them 
in their Possesoion in larger Quantities than they would Notes to Bearer 
on Demand, the Profit of the Detention of which last goes to the Bank 
which issues them, and not to the Person who has them in his Possession. 

I would now reply to the Question put to me, by answering, that I 
conceive the increased Trade of the Country has undoubtedly caused a 
Necessity for an increased UIe, either of Bills or Notes to Bearer in Pay­
ment; and also that the increased Scale of Expenditure of the Country 
must have caused, as I conceive, an increased Use chieRy of Notes to 
Bearer upon Demand, though partly also of Bills of Exhange, and likewise, 
in some Degree, perhaps of Cash, especially in those Times when Notes 
to Bearer on Demand come into Discredit. In general, I conoider Guineas 
as furnishing the Means of paying small or broken Sums; and as bearing 
much the same Relation to Notes which Shillings do to Guineas, and that 
the Occasion for the Increase of their Quantity does not necessarily keep 
Pace with the other increased Means of Circulation. 

Q. How far have the additional Means of Circulation, stated in the last 
Answer to have become necesaary, been furnished in the Metropolis, either 
by an increased Proportion of Bank Notes in Circulation, or by any other 
Means, so as to keep pace with the enlarged Scale of Expenditure, and with 
the increased Employment of acting Capital? 

A. No Notes pass currently in Payment in the Metropolis except those 
of the Bank of England ; nor is it usual there to make Ule of Bills of Exchange 
in Payment, as is done often in the Country. Of the Quantity of Bank of 
England Notes which may have been issued now and at former Periods, I 
can have no authentic Information; it is commoWy undentood, however, 
to have lately decreased; and I should conceive that the high Rate of 
Interest for Money amounting from Eight to Ten, and even Eighteen per 
Cent. which has been evident in the Price of Exchequer Bills, India Bondi, 
and other such Securities, soon convertibJ.: into Bank Notes, has arisen in • 
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gR2t Measure from the Scarcity of Bank Notes, the Price paid (if I may 10 

express it) for the PurclJase of Bank NOlf:snatuJally increasing in Proportion 
u those Notes are few in Number and in gR2t Demand. In consequence of 
the assumed Scarcity of Bank Notes, it has been in the Contemplation of 
several Peraous, and particularly of Bankers, to endeavour to provide some 
odditional MeaDS of Cin:ulation for the Metropolis; which it has been 
thought, that if the Bank"", wou\d agree to lake, they might become 
generally=tin the Metropolis; but some Doubts have beenentertaiped 
whether a Project of this Sort wou\d answer, 1IDleso the Bankers should 
guarantee the Notes of each other; in which Case it is • Question, whether 
it might uot be an Infraction or Evasion of the Bank Charter. I consider 
these Circumstances u Proof. that the Bank Notes in Circulation have not 
borne a due Proportion to the Wants of the Public.. 

Q. U; instead of • Deerease of Bank Notes in Circulation, usumed 
by the last Answer to have taken Place, the Quantity of those Notes had 
remained .. Jhey were, without material Increase or Decrease, would not 
the Incouveniences resulting from the forced Sale, and consequent Depre­
ciation of other Securities, have then also prevailed, though in • lesa 
Degree? • 

4. I conceive they would; and that the increased Tnmsactions of 
Commerce in the Metropolis must have required an Increase of the Bank 
Notes issued. These being the oolr MeaDS of Circulation in the Metropolis; 
excepting Guineas which cannot be used in any eonsiderable Dealings. 

Q. What Effect would any eonsidersble Augmentation in the Quantity 
of circulating Bank Notes in the Metropolis have produced? 

4. I conceive that the Increase of their Quantity ought to depend not 
ooJr on the increased Quantity of Trade in the Metropolis, but also on the 
Occasion for them which might arise from other Causes. 

If, for Instance, general Credit should be impaired while Bank Notes 
sustain their Credit, it follows that there would be. Disposition in many 
People to hold Possession of Bank Notes, although at some Loa to them­
oe\ves, who at other Times might be satisJied with the Possession only of 
Billa of Exchange; for, the Convertibility of Billa of Exchange into Bank 
Notes being more doubtful, prudent Persons would provide themselves if 
possible with Bank Notes for their c:xpected Payments, at a Tune perhaps 
much antecedent to the Time of Payment. I conceive, therefore, the 
Quantity of Notes which it mar be proper at any time to issue, to depend 
much on the State of the Public Mind, that is, on the Dispooitions of 
Persons to detain them. If indeed, a much larger Quantity were issued than 
would remain in Circulation, I should imagine that the Effect of such 
excessive Emissions migbt be to draw Guineas out of the Bank of England. 
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Q. How far are you of Opinion, that an Increase in the Quantity ef 
circulating Bank Notes, adequately proportioned to the increaaed Wants 
and Demands above described, would, or would not, have tended to an 
increased and inqmvenient Call upon the Bank for the Issue of Cash I 

A. I think that an iD,freased Quantity of Notes, proportioned to the 
increaaed Occasion for them, must tend to prevent a Demand for Guineas 
rather than to promote it; and if the Quantity of Notes issued should be very 
considerably less than the Occasion of the Mercantile World requires, I 
should think a Run upon the Bank for Guineas would be the Consequence; 
for when Trade is much distressed and Failures are expected, a general 
Distrust is apt to be excited; and as the Cause of such expected Failures is 
not distinctly known to be the Diminution of the Bank ofEnglaud'. circulat­
ing Notes, there are likely to be at least some Persons in the Country who 
may wish not only to be possessed of Bank Notes for their Security, but even 
of Guineas. I further think, that a Scarcity of the circulating Medium of 
the Metropolis tends to induce some of the Country ~ who are 
the most opulent and respectable, to forbear from issuing their Bank Notes, 
through the Apprehension of Mercantile Distress: And their Forbearance 
to issue 'Country Bank Notes is naturally followed by a considerable 
Increase in the Use of Guin .... all which are drawn out of the Bank of 
England. 

Q. Is it not for the Interest of the Bank ofEnglaud, as well as of every 
private Banker, to issue as many Notes as they possibly can, consistently 
with due Attention to their Credit and Stability I 

A. I conceive that to be self-evident. 
Q. Will you proceed to .tate how far any additional Means of Circula­

tion have been furnished by the Country Banks to keep Pace with the 
increased Demand described in the preceding Questions and Answers I 

A. I have no distinct Information as to the Quantity of Bills ofExcbange 
nsed in the Country, and which. as I have before stated, in many ease., 
answer the Purpose of Netes to Bearer on Demand, and in some Degree 
also may spare the Use of Guineas. I conceive, however, that the Use of 
Notes and Bills of Excbange depending in. great Measure on the Cnstom 
of each particular Place, which does not often vary, the Circulation of 
Notes and Guineas when combined must, generally speaking. oupply the 
Means of Circulation in those Parts where Notes and not Bills of Exchange 
have been ordinarily current, as a Means of Circulation. I am well assured, 
that in many Parts the Notes of Country Bankers have, since the Year '793, 
diminished rather than increased, and that they are in particular much 
decreased at this Time. I infer, therefore, that the Means of Circulatioo 
have been supplied, to • considerable Extent, by Guineas. 
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• .Q. Will you assign the Reason why you state the Year 1793 as the Time 
aI which the Diminution of Couuur Bank Notes began to take Place i 

A. That was the Period of verf considerable Failures iii this Couul!}>. 
and especially of the Couuur Bankers. Having been desired to enquire into 
the State of Paper Clrculation in the Couuur. 'some Days ago wrote to 
about Fifteen Dr Sixteen Couuur BanketS in different Places. with ";.hom I 
was either aeqnainted or connec:ted, and I desired them to state to me the 
comparative Amouut of their Notes parable to Bearer on Demand, naming 
particulatly to them the Period preceding the Failures in 1793. and also the 
PerIod subaequent to it as well as the present Time. 

Q. Will you state the Resulti 
[The answer to this question repeats fJtrblllilll the first answer given to 

the Honse of Commons Committee on April 1St, from the paragraph 
beginning "Fint, I will ,tate ••. " to the end of that answer (pp. 284-5 . 
above). only adding at the end the following paragraph:J 

The Paptil' Circulation of Scotland continues much the aame as it was 
before the Failure of the Cash Payments of the Bank of England. 

Q. When the Counur Banks are in general in • high state of <J-edit, has 
it not been the Practice of the Couuur BanketS to discourage the Circula­
tion of Bank of England Notes in the Couuur. in order to increase their 
own Circulation i 

.4. I rather think it has; I am well convinced that very few Bank of 
England Notes have in ordinary Times circulated far from London, because 
if they had so, the Banking House with which I am connected, receiving, as 
they do. large remittances of Paper of various Sorts from the Counlly. would 
have received sometimes Bank Not .. among them, and would also probably 
have been desired sometim .. to send Bank of England Not .. into the 
Couuur. neither of which has been the Case in any considerable Degree 
except indeed that since the Stoppage of the Cash Payments of the Bank. 
we have sent, I think, between 40 and lso,ooo in Bank Notes. some Part 
of which have been 51. Notes, the rest chiefly ios, or 2/. Notes. 

Q. Did not the Fint Alarm, on the late Occasion. with respect to the 
State of general Credit, take its Rise from some of the Counur Bank. i 

.4. A considerable Alarm was created about Three Woeks before the 
Stoppage of the Cash Payements of the Bank, through the Suspension of 
the Payments of the Newcastle Banks. But a considerable Distress in the 
Mercantile World prevailed antecedently to that Time. 

Q. When this Alarm first prevailed in the Counur. did the COUUIly 
Banken apply to their Correspondents in London for a Remittance of 
Cash or Bank Notes i 

A. It did not happen to the House with which I am connected, to have 
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any very considerable Demands for Ca.h made to them in c:onsequence of 
the Stoppage of the Newcastle Banks, and still lea for Bank Notes; the 
Application for Guineas to us, was from only One or Two Banks in the 
Neighbourhoodot the Newcastle Banks, and also from Scotland, which 
Demands we had partly anticipated; the Demand for Guineas subsequent 
to the Stoppage of the Newcastle Banks was but small and gradual, 10 far 
.. respected the House with which I am connected, the E1fect of those 
Stoppages seemed not to be felt in lOme Parts OD the Western aide of 
England, till lOme Days after the Issue of the Order in Council 

Q. Did the late Alarm of Invasion occasion a great Demand of Guineas 
from the Country Banks I 

A. I have always understood that it did 10 at Newcastle, and I presume 
it to have been probable that it did 10, more or Iess, at other Places. 

Q. Are you of Opinion, that the Check given to the Credit of lOme of 
the Country Banks in '793, the subsequent Diminution of Country Bank 
Notes payable on Demand, the E1fect of the late Alarm of Invasion, and 
the other Circumstances mentioned by yon, have, altogether, occasioned 
the carrying of a considerable Quantity of Guineas from the Metropolis 
into the Country, beyond the Proportion which had been before employed 
in the Country I 

A. I am not well informed .. to the Transmission of Guineas at any 
particular Time from London into the Country, but I am well persuaded, 
that, in Point of Fact, a very considerable Quantity of Guineas are in 
various Parts of the Country at present. I have received Information in 
the Conrse of Busin .... from four or five Bankers in the Country, of their 
having either a Sufficiency or a Surplus of Guineas, and I have heard no 
Complaint lately of the Want of them. ". the Notes of the Country 
Bankers to Bearer on Demand, now in Circulation, appear by the for ... 
going Statement to be at this Time particularly amaIl, and .. I have 
learnt from many Places that Guineas are abondant, I think it fair to infer, 
that the Quantity of Guineas now in the Country is, on the whole, likely 
to be considerable. 

Q. Do you think, that the Distress in the Mercantile World, which you 
say preceded the Alarm from Newcastle in F ebroary last, did occasion an 
increased Demand for Ca.h on the Bank I 

A. I coneeive that it may have done 10 in the Manner which I before 
partly stated. The respectable Country Bankers knowing the Distress in 
London, and, anticipating future Miochief, restraining (as I well know in 
lOme Places) their Paper Circulation. The general Apprehensions of the 
Public being also aggravated by the Distress of the Commercial World, 
might also tend to produce in lOme PertoDI. Disposition to hoard Guineas; 
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and it is obvious, thatu only a few Penons of timid Mind. choose to invest 
a large Portion of their Property in Guin .... instead of using them merely 
.. that Means of Circulation for which they are intended to serve. that the 
Effect will be considerable. . 

Q. Did not the great Increase of Commerce in this Country for- the 
last three Years. require a proportional Increase of Capital in the Com­
mercial World, and was not that Want of Capital one of the Ca ..... of 
the Distress amongst Commercial Men I 

A. I conceive that it may have been so. 
Q: Does not any given Quantity of Commerce in Time of War. require 

a greater Capital to carry it on, arising from the increased Expense of 
Freight, Insurance. and Mercantile Charges, than the same Quantity of 
Commerce in Time of Peace I ' . 

A. Undoubtedly it does. 
Q. If any considerable Proportion of the Bank Advances to Govern­

ment had been rapaid in the Course of the last two Years (suppose to the 
Extent of 4 or 5 Millions). are you of Opinion. that a Reduction in the 
Quantity of Bank Notes to that Extent could have been made without 
occasioning great Public Distress I and give your Reasons I . 

A. I am clearly of Opinion that a Reduction of Bank Notes to the Extent 
of £5.000.000 less than their hitherto existing Amount. which I understand 
may have been about 9 or 10 Millions, would either produce the Substi­
tution of other Paper nearly to the same or perhaps to a still greater Amount, 
or. assuming no .uch Substitution to take place. that it would produce 
very general, if not universal Failures in the Metropolis'. In the Case 
.upposed, one Half of the Bank Notes now in Circulation are to answer the 
Purpooe that is now answered by the Whole; I apprehend that the Bankell 
of London may on a rough Estimate be supposed to have 4 or 5 Millions 
of Bank Notes, and possibly rather more, in their Possession. and that is 
the Sum which they deem it prudent if not necessary to keep for their 
current Payments; in whatever Degree they can reduce that Sum, they live 
in ordinary Times 8. 10. and occasionally 18 per Cent. per Annum. on the 
Sum reduced. 10 that it is obvious that they do not keep more than i. 
necessary. If the supposed Diminution of Bank Notes were to take place, I 
may consider the General Body of Bankers to be provided only with about 
Ono-Half of their accustomed. Quantity of Bank Notes; lOme of these. 
however. would in that Cue be able to poosess themselves of more than 
Half, and others of less; the certain Failure therefore of thooe whose" 
Resources are the l ... t, would be the Consequence. and the Failure of one 
Banker in IUch a State of Things would be quickly followed by that of 
othen. 
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I have as yet said nothing of that Part of the Bank Notes in Circulation 
which would be in private Hands. I conceive, however, that Banken would 
.ulrer at least as great a Diminution of the Sum posseooed by them as private 
Persons, for as the Occasion for Bank Notes, and also the Alarm would in 
such a Case be as great or nearly so in the Minds of many private Individuah 
as in the Minds of Banken, and as private Individuah would be more able 
each of them to possess themselves of a small Quantity of Bank Notes, by 
seIling at whatever Loss any Property that was marketable, I think the 
private Penons would retain more than their accustomed Half of the Notes 
in Circulation. The Circumslllnoe of Government paying off their Debt to 
the Bank, which has been supposed in the Question put to me, would 
evidently, as I apprehend, make no Differenoe in any Part of the Case 
which I have described. The Debt which Government would pay to the 
Bank would be paid by a Loan from the publick, and would be raised 
immediately from the Banking or mercantile World. I apprehend that 
the very Negociation of a Loan in Times of great Difficulty and Distress, 
sinoe it occasions the Payment of large Instalments on particular Days,would 
be the Cause of peculiar Apprehensions anteoedently to those Days, and of 
very eager Endeavoun in some Banken to provide Bank Notes for the 
Payment of whatever might be their expected Share of the Instalments, 
which Share they would not know distinctly before Hand, mnee they are 
not informed of the Proportion of the Loan which each Customer may 
have. Some Banken might be therefore led through their Fean, or through 
unavoidable Mistakes in their Calculations, to provide more Bank Notes 
for their expected Payments than might prove necessary, while othen might 
provide less, and might be in pecuIiar Danger of failing in their Payments in 
consequenoe. I consider that there is always an Occasion for some Increase 
in the Emission of Bank Notes at the Period anteoedent to each Instalment, 
on a Government Loan, on Account of this Uncertainty which the Banken 
feel in respect to the Drafts which will be drawn upon them. I consider also 
that if a Loan were made by Government, with a View to pay the Banl. 
and if the Bank, in consequence, were to lend the same Sum to the 
Merchants, it would merely be like • Transfer of their Debt from one 
Person to another, and that the Bank would not be relieved by it. On the 
other Hand, if we suppose the Bank not to lend out the same Sum to 
Merchants, but to take that Opportunity of reducing their Paper Circula­
tion, then the probable Mischief of such R.duction would, as I think, be 
what I have already stated. 

Withdrew. 
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Die YnHiI, 31° MlII'Iii 1797 

Lord President in the Chair 

HtIIrJ TlwnIlD1I, Esquire, being attending, he w.. called in, and examined. 

Q. You having stated; that in Time of general Mercantile Di1ficu1ty 
and Apprehension of Failares, it is the Custom of the respectable-and 
prodent Country Bankers to lessen or suppress the Quantity of their Notes 
payable on Demand, what is the Reason that, on the same Principle, the 
Bank of England ought not to lessen their circulating Notes at the same 
Time I 

A. I take the Case of a Country Banker and of the Bank of England 
to be in several Respects extremely different, and that the Explanation of 
the Differences I allude to in their Circumstances, will best furnish an 
Answer to that Question. 

First, I would observe, That a Country Banker who issues Notes to 
Bearer on Demand has, in many Cases, also several other Branches of 
Business which he follows, and which are very important to him. He has 
perhapa large Deposili in his Hands from his own immediate Customers, 
amounting in some Cases possibly to many Times the Sum in Notes which 
he has in Circulation; and he is liable to be called upon at any Time for 
immediate Payment of the whole Amount of these DeposiIB. His Customers, 
however, having ConIidencein him, and being personally known to him, are 
not very likely to take Alarm, unless some special Cause of Alarm should be 
given them; his Notes on the contrary circulate through the Hands of 
Strangers, and, consisting in small Sums, they are often in the Hands of the 
lowest Class of People. These Notes, moreover, are often confounded in the 
Minds of the Holden of them, with the Notes of other Banken of less 
Credit; insomuch, that in the Event of the Failure of any neighbouring 
Bank, it is probable that the most respectable Banker in the Country would 
IUser some Run upon him from the Holders ofhis Notes. In order, the ..... 
fore, to prevent his Credit from being wounded in that Part where it is 
most vulnerable, a prodent Country Banker, in Times of apprehended 
Danger, is apt to lessen or suppress his Notes to Bearer on Demand, for the 
Sake of better securing his Credit in other Respec1l. This is one Circum­
stance in which. Country Banker diffen from the Bank of England. The 
Bank of England Notes possess undoubted Credit in the MetropoJis and ilB 
Neighbourhood, where alone they chiefly circulate, and are not confounded 
with the Paper of other Banks. It is obviously not through any Distrust of 
the Bank of England Notes that any considerable Quantity of Guineas has 
been demanded for them, and that there is no Occasion, therefore, in Tim .. 
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of Danger to suppress them, for the Reason operating in the Minds of 
the Country Bankers which I have just stated. I would remark that, in the 
nat Place, the Country Banker withdraws hi. Notes in a Time of Danger, 
partly becau.e they expose him to a .udden Demand for Guineas in the 
following Manner: Rival Bank., when in want of Guineas, have only to 
possess themselves of his Notes, in order to obtain a Supply of Cash for 
themselves, which, when his Notes are every where in Circulation, are 
easy to be obtained, and he is thu. exposed both to the Expence and the 
Risk of supplying Guineas to other Bank. who have not sufficiently supplied 
themselves. If he withdraws his Notes, the rival Bank. cannot so easily 
obtain Guineas from him by the Means of Guineas paid for the Deposits of 
hi. Cu.tomer.; for hi. Cu.tomers will not assi.t them in any .uch Attempt. 
In this respect, the Case of the Bank of England is widely different. I here 
assume indeed, that the Bank of England will in no Case totally suppress 
their Paper Circulation; and, if they do not, it is obvious that anyone who 
has Property which he can sell for what is called ready Money, (that is 
Bank of England Notes,) may possess himself of Guineas; and thus the 
Bank of England, as long as they issue Notes at all, are liable to be drained 
of their Cash just as much as any Country Bank that is the most exposed 
by his Paper Circulation. Moreover, the Bank of England are liable to 
have Cash demanded of them for the Amount of whatever may be their 
Deposits, and for all the Sum. which they discount also, assuming that they 
continue to discount at the Rate, for Instance, of £100,000 a Day, they 
are liable to a daily Demand for Guineas to that Amount; and this Demand 
may be made upon them by Persons immediately connected with Country 
Banks who want those Guineas, without the Bank being able to prevent it; 
for, from the Extent of their Transactions, and from the Effect of the 
general Rules which they lay down, from the little private Attachment 
which can be supposed to be between them and their Customers, and, 
above all, from their being considered as the chief Repository of Cash on 
which every Individual in the Country supposes himself to have a Right to 
draw, they are, through the Necessity of their Situation, obliged to furnish 
Guineas to all the Persons who may be in Want of them. As no Reduction 
of their Notes can remove from them this Hardship, they have in this 
Particular no such Inducement to lessen their Paper Circulation, as the 
Country Banker has. 

In the next and last Place I would remark, that when a Country Banker 
lessens or suppresses his Notes payable to Bearer on Demand, either some 
other Kinds of Paper or Guineas naturally supply their Place, and no 
general Distress results from such Couduct of one individual Banker: He 
may contribute peasibly, by too great a Reduction of his Busin .... to 
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produce general Commercial Di16culty, but the Advantage in the Way of 
Ease and Security, and, perhaps, of Profit also, which he-individually 
derives from the Suppression of his own particular Notea, may be greater 
than his Share of the Disadvantage which results from his own particular 
Conduct. In this respect, the Case of the Bank of Eng land is totally dilfereut. 
When the Bank of England materially lessens or .uppr ..... its Notea, there 
are no other Notea, AI I laid before, which can supply their Place. Their 
Place, indeed, may be anpplied partly by Guineas; but these Guineas mu.t 
be furnished by the Bank of England itself; the Distress which the Supp .... 
lion "f Bank of England Notes, to any eousiderable Degree, causes in the 
Metropolis, produces Distress through the whole Kingdom: It is the 
Means, as I before aplained, of producing the Suppression of much of the 
Paper of the Country, and a consequent Demand 'for Guineas from the 
Bank; in short, the Suppression of the Bank of England'. Paper, to any 
eousiderable E:m:nt, must, unless some other Paper is anbstituted, in my 
Opinion, pull down the Price ofE:rchequer Bills, of India Bonds, and other 
Government Securities, which will be sold by those who possess them, 
in order to secure a sufficient Quautity of Bank Notes to carry on their 
Payments, and which a Variety of Bankers will be selling at the same Time, 
each endeavouring, though in vain, to possess himself of the notes held by 
the others. It must produee, therefore, Discredit to the Government, a 
consequent Distrust in the Minda of the Public, who will not understand 
the Cause of this Depreciation of the Stocks; it must produce, at the same 
Tune, Commercial Failures, and an Appearance of Bankruptcy, even in 
Times when the Individuals in the Nation, and the Nation itself, might be 
rich and prosperous; and in the general Alarm and Di16culty which must 

. ensue, the Demand for Guineas must of course rise, and perhaps to a 
eousiderable Height: In this Manner I think that the Bank of England, by 
its powerful in.8uence on the AJfairs of the Country, must, by the Supprea­
mon of its Notea, both prejudice the Country, and materially involve itself. 

I conceive that the Principle of lessening the Paper Circulation of the 
Bank, in Proportion as Di16culties threatened it, and as Guineas were drown 
out, may posaibly at its first Origin have been a prudent Principle, for the 
same Reason that it is now a prudent Principle in the Country Bankers; but 
that since the Bank of England have obtained the Monopoly of supplying 
the Metropolia with its whole Means of Cin:ulation, and have, by their 
.uperior Credit, excluded entirely all other Paper, and have also bound 
themJe!ves, AI far as loog Custom can bind them, to a Number of General 
Roles, such AI that of discounting daily for the Public; and since they have 
also become so considerable, that their individual Conduct operates upon 
the Credit of the whole Nation; it is no looger prudent in them to attempt 

30S u 



to pursue their own individual Interest, by any Mean. which are contrary 
to the general Interests. 

Q. Do Country Bankers, notwithstanding the pecnliar Difficulties 
which you have .tated they are exposed to, usually proportion the Number 
of their Notes to the Demand which they know is likely to be made for 
them in Payment of Rent and other large Remittances I 

.tI. In ordinary Times, I conceive they do. 
Q. In Oneofyonr Answen,you suppose £10,000,000 of Bank Notes to 

be in Circulation; will you explain how far that Amount is equal in ill 
Operation as a Means of Circulation when compared to the same Quantity 
Five or Ten Yean agol and also how far you think it is equal to the 
increased Demands of the Kingdom described in the preceding Question. 
and Answers I 

.tI. I should think that the increased Expenditure of the Country, and 
the very large Transactions on Government Account, which a State of 
War occasions, may (exclusively of the Distrust of other Paper, resulting 
from the War) occasion an increased Want of Bank of England Notes. 
I apprehend that in the Transactions of Government many Bank Notes 
are used, which, strictly speaking, are not in Circulation; and I have before 
.tated, that during the Time of a Lean. • larger Quantity of Notes than 
u.ual appean to me to be wanted by the Public. I think, however, that' 
the chief Cause of the Want ofan increased Number of Bank Notes arises 
from the Distrust of other Paper, and in particular I conceive, that, at the 
present Time, a considerable Increase of Bank Notes is wanted for the 
Supply of the Country, and also as a Substitute for Guineas in many Places, 
for I do not find that Country Bankers are much disposed to become the 
Issuers of 20/. Notes on Account of the heavy Penalties to which the late 
Act for permitting their Issue is supposed to subject them, and, moreover, 
they refrain from issuinS £S Notes, because there is now DO general 
Repository from which they can obtain Guineas in case the Notes should 
come in upon them. For aU these various Reasons, I conceive there is an 
urgent Occasion for an Increase in the Issue of Bank of England Notes 
beyond the Amount to which they stood Five or Ten Yean ago. 

I cannot, however, calculate what that Increase onght to be, but I 
conceive it ought to be considerable. 

Q. Supposing the Bank of England, for the Purpose of diminishing the 
Quantity of Bank Notes in Circulation, or from any other Motive, to 
reduce their Discounts considerably below the Demand for Discounts, 
what would be the E/fect as well in the Metropo1is, as with respect to the 
Country Banb, and the Commercial and Manufacturing Towns I 

.tI. I should think there would be DO great Difficulty in answering that 
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Question, if the unnatnrally low Interest of Money resulting from the Usury 
Laws which confine the Rate of discounting at the Bank to 51. per Cent. 
did not perplex the Question. I am afraid that in the p~t Times, 
and supposing also the Stocb to continue at nesrly the present Price, 
there might be a much grester Disposition to borrow of the Bank at 51. per 
Cent. than it might become the Bank to comply with. I apprehend, 
however, that, generally spesking, the too grest Limitation of the Bank -
Discounm, by producing too grest a Limitation of the Bank Notes in 
Circulation, would draw after it the evils which I have already pretty 
fully described. I think the Country has • common Interest with the 
Metropolis in this respect; I conceive it is not the Limitation ofDiscounlB 
or Loans, but that it is the Limitation of Bank Notes or of the Means of 
Circulation that produces the Mischiefs I have spobin of, and that, whether 
the Bank lend more to Government, and less to Individuals, or less to 
Government and more to Individuals, the Quantity of the Bank Paper 
which comes into Circulation, and therefore the Elfect upon the Public 
also, will be much the same. Indeed, I consider the Government in the light 
of one "grest discounting Customer, to whom the Bank lends Money just as 
it does to IndividuaIs;but with this Difference, that it lends to Government 

_. Sums which are to be repaid at the Distance of Twelve Months, and 
perhaps a longer Period, while -the Sums which it lends to MerchanIB are, 
according to the present ordinary Rules of the Bank, repaid in Two Months. 
I here take for granted, that the Notes which the Bank pays to Government 
do not remain locked up in the Hands of Government to any considerable 
Extent, and if they do not, it is perfectly clear to me that they very soon 
find their Way into the Hands of the Banken, who are of course the Bankers 
to those who receive the PaymenIB made by Government. For Instance, I 
will .uppose a particular Banking House to be Bankers to an Army Agent 
who owes to that Banking House /)0,000, it clesrly matters not whether 
that Agent relieves the Banking House of the Load of that Debt, by paying 
in [.'0,000, which the Agent bimself procures from the Bank of England 
by discounting, or whether the Agent obtaino Payment of [.10,000 of 
Arrearo due from Government which the Government by a Loan of the 
ame Nature, though in another Form, obtaino from the Bank of England. 
The Relief granted to the Bankers in general, and to the Commercial 
World and to the Publick at large, is much the same, in my Opinion, 
whether the Bank ofEngJand', Paper (which loay is necessary as the Means 
of Circulation) comes to the Bankers and the Publick through the Medium 
of Government from the Bank of England, or whether it comes from the 
same Bank of England through the Medium of Individual Discounters. 
I think however that the MerchanIB, from a superficial View of this Subject, 
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may very naturally be led to suppooe that & large Extension of disc:onnu to 
them mu.t of coune operate materially to their 6wn Relief. I am clear, 
however, that if it is duly considered, that in order to ell"ect this Iner .... 
of Discount, & Quantity of Bank Notes, equal in its Amount, muot lim be 
paid into the Bank by the same Bankers who are in the Habit of accom. 
modating these Merchants with Discounts, and who must reduce their 
Accommodations to the Merchant in Proportion, that this MiJconception 
muot cease. I do not here mean to imply any Opinion on the Subject of the 
Propriety on other Grounds of paying 011" Part of the Government Debt to 
the Bank, and of distributing the Amount of it by the Means ofDiJcount to 
the Merchants; but I mean distinctly to say, that I conceive such a Measure 
wonId not produce any partiOJIar and direct Relief to the Merchanu. I 
think, however, it might perhaps indirectly produce Benefit til them by 
improving general Confidence. I have thought it necessary thus fuDy to 
explain for what Reasons I conceive, that even an Incr .... of DiJcounts, 
if it is no greater than the Sum paid to the Bank by Government, will, in 
Fact, be no Increase of Accommodation to the Publick. I apprehend, on 
the other Hand, that lOme Diminution of DiJcounu would not hurt the 
Merchants, if a Loan were all"orded to Government by the Bank to • still 
greater Extent; for Bank Notes to the Amount of that Loan would come 
into the Hands of the Bankers, and be lent by the Bankers to the Merchants, 
instead of being lent to the Merchanu by the Bank of England. 

Q. Is the Committee to understaDd, that you conceive the Opinion you 
have given to the preceding Auswer to be COD5ODaDt to the general Senti­
tllents entertained by the Mercantile Body' 

.tI. I conceive that many PenJOIIlI of the Mercantile Body having heard 
that the Bank are likely, in the Event of & Loan made with & View of 
paying 011" the Bank, to increase their Discounts, have satisfied themselves to 
a certain Degree with that Information, not adverting to the SUppressiOll of 
Bank Notes to as great, or possibly a atiII greater Amount, which the Bank 
of England might take Occasion to make at the Time of the Loan. Many 
of the Mercantile Body seem to me not at all to have considered the Whole 
of the Subject: ThOle Individuals of them, with whom I have conversed 
at large upon this Topic, have been very much of my Opinioo. 

Q. Is it not generally understood, that the Bank encreased their Dis­
counU to a considerable Amount, suboequent to the Order of CoonciI' 

.tI. They accommodated both the Bankers and others with an unusually 
large DiJcount early on the Monday Morning, suboequent to the Order of 
Council. A Representatioo was made to them by some of the City Banken, 
that they were doubtful whether to open 011 the Monday Morning, and 
to make their Psymenu as usu.aI, unleso some aInordinary Discoanu were 
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affimled with a View of providing against the Demand on them for Bank 
Notes, which the Comtemation, arising from the Event of the Sunday, 
was thought, by some of the Bankero, not unlikely to produce. I believe 
that the Bank also contioued their Liberality, though not on the same 
Scale, for some of the succeeding Days in that Week, but I conceive not 
through the Whole of it, and I rather think, that antecedently to the Day 
of the Order of Council, they had particularly contracted their Discounll. 

I believe, that during the last Week or,Ten Days, they have also 
enhrge:l. their Discounll. 

Q. Is it not generally understood, that if the Bank had not increased their 
Discounll at the Period mentioned in the preceding Question, considerable 
Failures would have ensued in the mercantile World I 

.4. I believe that such an Apprehension did prevail, though I rather 
think it prevailed more for some Days preceding the Order of Council, than 
it did for some Days after it. 

Q. If the Bankers in London had, in consequence of an assumed Scarcity 
of Bank Notes, provided some additional Means of Circulation for the 
Metropolis, what Eff"ect, in your Opinion, would such a Measure have had 
on the publick Credit I 

A. I think the good or bad Effect which it would have had would have 
depended considerably on the good or had success of the Plan. An Attempt 
to substitute in the Place of Bank Notes. new circulatiog Medium, if 
unsuccessful, would be likely to produce additional distrust. If, on the 
other Hand, it should be luccessful, and .hould be carried to any consider­
able Extent, whatever Evil had arisen from'the too.mall Quantity of Bank 
of England Notes, would, of course, be cured; and if Paymenll were made 
with Facility in the Metropolis, and ill Fears relieved, I should think that 
the Circumslllnce of the Creation of new Paper, through the acknowledged 
Deficiency in the Quantity of the Paper of the Bank of England, might not 
produce any considerable Prejudice to general Credit. I assume that the 
Plan I have alluded to would have been effected without much previous 
Agitation in the public Mind, and without the Suspence occasioned during 
the passing of an Act of Parliament. 

Q. If, from an acknowledged Diminution in the Quantity of the Paper 
of the Bank of England, arising from the Pressure of the Times, such a 
Plan, .. has been described in the preceding Question should be attempted, 
and should prove unsuccessful, would the Failure of Inch a Plan afl'ect, in 
your Opinion, the future Interesll of the Bank / 

.4. I am not aware that such Failure would particularly aff"ect them. 
Q. Would it not have the Efl'ect of increasing their Credit I 
.4. I consider the Credit of the Bank of England already so' high in the 
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Minds of all those who have Transactions with them, or who are Possesson 
of their Notes, that it is hardly capable of Increase. I conceive that they 
have more Credit than they make use of, and that their Credit is material 
only in Proportion as in some Way or other it is expected to be used. 

Q. Did the Pressure of the Times, in your Opinion, render it necessary 
to diminish the Number of Bank Notes in Circulation 1 

A. My own Opinion is, that for the Reasons which I have already given, 
the Pressure of the Times was likely rather to reqnire an extension of 
their Number. 

Q. Have not Merchants as well as Banken occasionally engaged in the 
discounting Business, and has not that Business considerably diminished 
since the Bank have limited their Discounts 1 

A. There are a few Merchants who at some Periods have been great 
Discounters, but I believe they have for some Time almost entirely ceased 
to discount. 

Q. Has not the low Price of the Funds and other Government Securities, 
by affording an higher Interest than Five per Cent., operated as an 
Hindrance to Mercantile Discounts 1 

A. It undoubtedly has operated in that Manner very eff"ectually. 
Q. Did there appear any Mercantile Distress prrnous to the Deter­

ntination of the Bank to limit their Discounts by their Resolution in 
December 17951 

A. I apprehend there was, and that the large Demand for Discounts 
made to the Bank arising from that Distress, gave Occasion to the Resolu­
tion of the Bank. 

Q. Explain what you think gave rise to that Resolution of the 3 ISt of 
December 17951 

A. I conceive that formerly the Bank of England were accustomed to 
aff"ord Discounts to as many Penons as brought in BiIh which they con­
sidered as sufficiently secure, and that their Notes of conne at that Time 
proportioned thernselves to the Demands for them; but that the DirectoR, 
wishing not to continue the same Proportion between their Paper and the 
Demands for it which had antecedently existed, established the Rule that 
has been referred .to, with a V .... of enabling theruselves to limit their 
Discounts, and thus to limit their Paper without Prejudice to the Credit 
of any individual Discounter. Antecedently to that Time they had estab­
lished some other Rules tending to facilitate the Limitation of their Paper. 

Withdrew. 
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APPENDIX II 

MANUSCRIPT NOTES 

BY 

HENRY THORNTON 

To LOllD KING's THOUGHTS ON THB E.FECTS 

OF THB BAN~ REsTRICTION 



The copy of Lord King's Thoughts 011 t/zc Efftcts if tlll Ballk Rmriclioll. 
The Second Edition enlarged, including some remarks on the coinage. 
London, 1804 (viii + 178 pp.), from which the following manuscript 
notes are reproduced, is in the Goldsmiths' Library of the University of 
London. It bears on the top of the title page the inscription "James A. 
Maconochie 1805" and beneath the title the statement, "The Manuscript 
Notes in this copy are by Henry Thornton Esq. M.P." This is supple­
mented by the further statement in the same hand on the back of the 
title page, that "This Copy with his own MS Notes was sent to Mr. 
Scott MoncrieiF by Mr. Thornton and given by him to me. J. A. M." 
As it appears from Henry Thornton's Diary that he was acquainted with 
a Mr. Scott MoncrieiF, and as the marginal notes in the volume are at least 
in part in a hand which resembles that of Henry Thornton, there seems to 
be no reason to doubt the correctness of the ascription. 

The notes are partly written on the margin of the book and partly on 
separate sheets pasted in. The latter may be in a diiFerent hand, but have 
probably been transcribed from rough notes on loose slips. A number of 
very short marginal notes, mostly consisting of single words expressing 
approval of, or doubt about, a particular passage have noe been 
reproduced. 

It should be noted that the page references given refer to the second 
edition of Lord King's Thoughts, the pagination of which is different from 
the lirst edition of 1803. 

F.A. v. H. 



MANUSCRIPT NOTES BY HENRY THORNTON TO 

THOUGHTS ON THE EFFECTS OF THE 

BANK RESTRICTIONS 

BY LORD KING 

THE SECOND EDITION ENLARGED, INCLUDING 

SOME REMARKS ON THE COINAGE 

LONDON 180+ 

p. s,line 1+ There can be no doubt that a· well regulated Bank 
having the exclusive supply of paper ovex a certain 
district in which the use of paper is necessary may by a 
due limitation of that paper ensure its "supplying" with 
sufficient exactness "the place of that Coin which it 
represents." 

p. 6,line 9 It does not follow from the circumstance of "mil", 
European Govexnments" and the American States having 
sulFexed their Paper through various causes to be depre­
ciated that the Bank of England must also IIm"arily 
become depreciated which seems to be the point assumed. 

p. 7,line 6 It is not shown by this occasional Discount. The 
Discount results from a clilFerent Cause namely from the 
Interest on the Exchequex Bill being an insufficient 
Equivalent for the delay of Payment. An Exchequex 
Bill is not cim;llllillg Paper and the Buctuations in its 
Value depend chieBy on the variations in the current rate 
of Interest. 

p. 8, line .+ They probably WeIe not aggravated by an extension of 
its Im"1 to Govexnment. This term indeed is inaccurate. 
Does it mean "by its ualll to Govexnment" or its 
IllIIts .f Paper in consequence of those loans. If it means 
Issues of Paper then the question is whether the paper 
was D1I IA ... Aol. excessive. And it is the g'lIIral Excess 
of Paper arising from Issues to Govexnment, Issues to 
Mexchants etc. that ought to be represented as the cause 
of the Evil. I doubt whether the Issue of paper for some 
time antecedently to the Suspension had been on the 
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whole too great-I have no doubt that when reduced 
to 81 Millions it was too small. 

p. 9,line 8 This reduction tended as I conceive to prevent the 
restoration of ConJidence. I admit, however, that it 
tended slowly and gradually to improve the Exchange. 
The Reduction tended to produce an immediate immense 
demand for Guineas and to promote perhaps after some 
Months interval of time an influx of Gold into the 
Country. 

p. 10, line 16 The run on the Bank did not arise properly speaking 
from a want of Credit in the Bank and was not therefore 
to be prevented by any association. It arose from a 
discredit cast on C."ntry Bank Notes and a demand for 
gold in consequence of Country Bank Notes being called 
in which demand the Bank of England is through the 
peculiar circumstances in which it stands under a neces­
sity of supplying even to any extent. It arose also from a 
preference given to Gold over even Bank of England 
Paper at the moment of an alarm of Invasion a preference 
however not arising from a distrust of the Bank which 
any Association could cure, but from an idea that in case 
the Enemy should land or possess the Country Gold 
would be the most portable kinds of Goods and also 
the most nniversally current Medium. 

p. I1,line 9 A new Coinage would have been to little purpose if 
Bank Paper had been suffered to be excessive for it would 
then have been exported as soon as issued and if Bank 
Paper was not rendered excessive the limitations of paper 
would secure the Influx of Gold and the purchase of it 
at a saving price. Still however the limitation of paper 
could not be counted on as sufficient to produce an lnHux 
of Gold sufficiently prompt and large to supply the 
demands of the whole public when agitated by the dread 
of Invasion. The actual demand on the Bank for Gold 
was as I suspect no less than half a Million a week 
(perhaps still more) for some weeb preceding the 
Suspension and it was proceeding in an encreasing Ratio. 
A similar demand might be expected to recur again and 
again in a War such as that in which we were engaged 
and the very expectation of ita recurrence, if the Bank of 
England had again been opened would have produced 

314 



p. I2,line 14-

line 23 

p. 16,line 10 

an Irregularity in the Issues of the Paw both of the 
Country Banks and of the Bank of England and a State 
of Apprehension among the MercbanlB which might 
have been extremely distressing to CommerCe. 

Probably not because it was not· fully understood that 
the m .... ure wonld be 10 free from bad consequences 
as it proved. 

The ProfilB of the Bank can hardly fail to be enlarged 
when Notes under f.s are issued in addition to their 
other Notes. 

It was the limitation of Bank Paper and the known 
Solvency of the Bank, rather than any particular effect 
of anAssociatiouwhich sustained the Credit of Bank Notes. 

It is not accurate to infer from the general magnitude 
of our Commerce that 16 MilliOllll of Notes are not too 
much. If with 16 MilliOllll the Exchanges are favourable 
16 MilliOllll are not too much. If with 10 Millions the 
Exchanges were greatly and permanently unfavourable 
we might pronounce 10 Millions to be too much. 

p. 17, line 18- perfectly just 
20 State of Exchanges 

p. 20,line 1-4 Apply the observation in this Passage which I think 

p. 23, line 8 

p. 27, line I 

line 19 
p. 28,line II 

p. 28, line 17 

just to what i. said in page C)-If more paper is wanted 
in time of Alarm it conld not be "necessary" in 1797 to 
reduce the Paper of the Bank to 81 Millions. 

This credit is now limited much in the same manner 
and degree in which it wonld be limited if the Bank paid 
in Gold. 

In times however of great alarm (such for instance as 
that of an actual lauding of the Enemy) an augmentation 
of Paper may be necessary. 

Say rather by the State of Exchanges. 
A pper circulation which is not convertible into 

Specie will as much maintain ilB Value as a paper circula­
tion which is convertible provided ilB quantity i. equally 
limited and the credit of the issuing Bank equally perfect 
in both cases. 

It is also probable that they will not be exactly right 
when their paper is convertible into Specie. The State 
of the Exchange will equally be the criterion by which 
they mu.t judge in both cases. 
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p. 29, line 10 It iI the total of their Loam (consisting of I .. ues in 
part to Government and in part to Merchants) which 
constitutes the Excess and there iI much more temptation 
to u.ue too much to the Merchants than to the Govern­
ment. The Interest of the Bank Directors in the ProjilJ 
of the Bank iI a very trilling consideration. The chief 
danger of an over-u.ue &riles from the circumstances of 
the Directors perha!", not sufficiendy perceiving that • 
limitation of Paper will improve the Exchanges and 
that it iI necess5ry if the Exchanges continue long 
unfavourable to make thiI reduction even against the 
general sense of the merchants. 

p. 30, line 18 This iI a remarkable erroneous position of Dr. A. 
Smith. It seems to imply that there must be some clipping 
of the Coin or some adulteration of it whenever the Coin 
iI for any considerable time ofless valae than the quantity 
of Gold professedly contained in it. And Dr. Smith in a 
passage connected with that which iI here quoted, shows 
thiI to be his meaning. This inferiority in the Value of 
Gold in Coin to Gold in Bulliou may however arile and 
commonly does &rile from the circumstance of the whole 
circulating medium being too great in quantity and being 
therefore depreciated, for Gold in Coin (if the deprecia­
tiou iI not great) will in such case paso even for a long time 
at the depreciated Paper price. If indeed the general 
Depreciatiou iI great the Coin will go abroad and after 
a time the Banks must stop-The general Inference 
however both of Dr. A. Smith and of Lord King (namely 
that the Market price of Gold and Silver are the test 
of a depreciated currency) iI just. 

p. 3 I, line 18 A Currency in specie may be degraded in • small 
degree. This degree, supposing the exportatiou to be 
free, will not exceed the Charges of Exportation. 

p. 32,line 2% Mr. Boyd in his letter to Mr. Pitt insUted that the 
N'1' .. 1IfJtrti6i1it, of Paper into Gold was the CIa,. of. 
depreciatiou of it which he auumed to be so great as to 
account "more than any other CIa,." for the high price 
of Bread. He did not measure the degree of the Rise which 
an Excess of paper oc:asioned by the variation in the 
Exchange as he ought to have done and he did not aeem 
to consider that this Nouconvertibility of Paper into Gold 
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p. 33, footnote, 
line II 

p. 33,line 16 

p. H, line 4-

p. 37, line II 

p. 38,Iine I 

does not necessarily pIOOuce • depreciation of paper, 
but produces only when it serves to encourage the Issues 
of Paper to issue it to excess. A non-c:onvertible Paper 
fIIAicA is limiu' and is in fun credit may maintain its 
price just as if it were convertible. 

That the Bank of England ought to limit its "paper 
in the case of Gold going abroad and of the genOla! 
Exchanges continuing long unf.lvourable" is one of the 
praetieal principles laid down by Mr. T. (See Page 295 
of Mr. H. T.'. work [po 259 o( the present volume]). 

This fact proves the truth of the important principle 
which I have before asserted namely' that a nonconvertible 
paper if limited may maintain its price exactly in the 
aame manner as. convertible paper. This point however 
Beema to be denied in many parts of this Pamphlet. 

Gold (not Silver) is the Test by which Depreciation 
of English Paper should be tried, for Gold Coin is the 
chief English Coin and the only actually Current Coin 
of which the atandard is maintained. Much of the 
reuoning in the pamphlet proceede on the supposition 
that the price of Silver is the Test. 

Lord King does hot take into his consideration the 
addition made to the Bank Paper by the Issue of [,1 and [.2 
Notes circulating in the place of Gold which was ';ther 
carried abroad or hoarded and which therefore would 
not have any inHuenee. He continues also to estimate the 
Depreciation by the price of Silver Bullion and not of 
Gold Bullion. The latter as I believe never was more than 
10 or II Per cent above the Mint price. I agree however 
with Lord King that it is prohable there may have been 
about this time a-somewhat too great issue of Bank of 
England Notes. 

I think this Correspondence (vide Tables at the end 
of this book) hal not 10 remarkably existed. In July 1802 

for example when Bank Notes were at the highest namely 
17.25+ I 00 an English Pound Sterling was worth 
34- Hamburgh Shillg. whereas in FebrUary 1800 when 
Bank Notes were 15.120.000 the English Pound was 
worth only 30/6. 

The eft'ect of a too great issue of Paper followed at 10 

great a diatanee of time from its cause and is 10 obscured 
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by interfering circumstances that a v.ry discernible 
collespondence is not to be expected. Som. general 
COllespond.nce, howeYeI, appears from the annexed 

. tables. It is to be regretted that Lord King in stating the 
quantity of Bank of England Notes has not distinguished 
the quantity of {.I and {.. notes. Befor. the Restriction 
there WeI. no Notes of this Class. Som. tim. after it 
they amounted to 2 Millions and by the last account 
rendered to 4 Millions-It is farther to be considered that 
Bank of England Notes are now kept as a fund standing in 
the place of Gold by Banks in the Country. On the otheI 
hand I suspect that in London there is a continually 
increasing economy in the use of Bank Paper. 

p, 39, footnote Does not this passage a little contradict what is said 
lin. 18-2. above of the discernible Collespondence between the 

State of the Exchanges and the quantity of Bank of 
England Notes in circulation. 

p. 41, lin. 6-<J 'Is this precisely the factI 
p. 42, lin. 6 I undeI5tand that the relativ. prices of SilveI and 

lin.n 
p. 46, line 16 
p. 51, lin. 5 

54. lin. p. 21 

(after "balance 
oftrad.") 

p. 55, lin. I 5 
to~d of page 

Gold Bullion hav. varied of late years. 
This I take to hav. been nearly itJ highest price. 
Is this the case I Is there I mean any difference I 
There is I think som. truth in the Remark though it 

is perhaps put too strongly. 
with the Continent. 

Onght not Silver (which is here considered as im­
ported in order to be exported) to be eIassed among 
Commodities and not represented as indicating, when 
thus imported with a view to Exportation, a favourable 
balance of Trade. Lord King seems to m. to adopt in 
part that uroneouslangoag. respecting Balance ofTrad. 
which he himself condemns. Silver as I apprehend is often 
purchased abroad on account of the India Company at 
whatever may be the existing price in order to be exported 
to India. Is it in ouch case to all intentJ and purposes an 
Article of Commerce and itJ transmission to England 
in order to be put on board India Ships is then no more 
indication of a favourable Balance of Trad. than the 
similar transmission of any other article. This oboervation 
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p. s8,line 21 

p. 61,Iine 2] 

p.62,line I] 

p. 67, line 2] 

p. 69, line 25 

p. 70 ,line 9 

p. 73, line 13 

p. 77, line I2 

may perhaps supply an 8lISWeI to the discussion with 
which this WOlk closes. 

It will be reduced to EqU2!ity except so far as either 
the Debt subsisting between Great Britain and foreign 
Countries may vary, 01 the quantity of precious metsls in 
Great Britain may fluctuate. It is probable that neither 
of these will alter materially and it is clear that neither 
of them will perpetually and indefinitely encrease. 

This is a very unfair mode of describing ·the Encrease 
of Bank of England Paper. The 16 Millions iIlclude 
as I rather think no less than 4 Millions of l.r alid {.2 
Notes which circulating in the plac!o of Gold withdrawn 
form no addition to the circulating Medium. 

This subject certainly demands explanation. There 
can be no doubt however that a large part of the Irisk 
Bank Paper is a mere substitnte of paper fOl gold 
which has disappeared. 

I should conceive them to have had no e/feet. 
An enlargement of the pronts of the Bank is not proof 

of misconduct. The Issue of l.r and [.2 Notes mu.t 
necessarily be prontable and of the propriety of this 
Issue there can be no doubt. 

It ought to be considered on behalf of the Bank of 
Ireland that that Bank not having the monopoly of the 
Supply of paper Currency in Dublin (other Bank Paper 
circulating in the oame place) has not the oame power 
which the Bank of England has of limitip.g the circulation 
of the Country and that the limitation of the Bank of 
Ireland paper in the present circumstances of Ireland 
might possibly have little other e/feet than that ofleaving 
to the other private Banks (which are completely rival 
Establishments) those pronts which the Bank of Ireland 
should relinquish. 

An obligation to give Bills on London at a bed 
Exchange, or a voluntary Agreement in all the Dublin 
Banks to give them, would answer the same purpose and 
would perhaps be a less objectionable Remedy. 

Though the plan proposed might not much extend 
the eir,.lat; •• of English Bank Notes in Ireland it would 
create a necessity of keeping a certain quantity of English 
Bank Notes in the hand. of the Irish Banks. 
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p. 79, line IS 

p. 86, line 7 

p. 99, footnote, 
line I 

p. 100, line S 

. It deserves consideration whether this limitation of the 
Paper of the Bank of Ireland "/0111 would have the effect 
proposed. Might not the void occasioned by the extinction 
of Bank of Ireland Paper be filled by proportionately 
encreased I .. ues of the private Banks of Dublin which 
seem to be complete competitors of the National Bank. 
This is a difficult question. The much .urer remedy 
would be to compel or in lOme way to induce ,,/I the 
Dublin Banks to give in Exchange for their paper bills 
on London at a fixed date. Query indeed whether all the 
Dublig. Bank. should give Bills on London (as the Edin­
burgh Banks do) or whether the private Dublin Banks 
should merely continue to give Bank of Ireland Notes, 
and the Bank of Ireland alone Bills on London. 

Landholders and Stockholders resident in Ireland are 
unproductive Laborer&-in other words are consumers 
at home of the Produce of the labor of others. If these 
unproductive Laborers reside in England and spend their 
income here, a proportionably grester quantiry of the 
produce of Irish Labor i, exported, and the Exportation 
of this Produce ia to be set against the drafts which they 
draw on Ireland. 

There were lOme [i.e. failures]. Alarm among holders 
of Country Bank Notes exiated in both cases and a free 
wue of the kJI paper ia certainly at all times the best 
means of allaying an alarm. In I 797when an alarm exiated 
not only were the Bank of England Notes not encreased, 
they were dimini.hed in a very extraordinary degree 
namely at the rate of about i Million a week for several 
weeks together. 

It ia limited through the circumstances of the Notes 
being exchangeable for Bills on London or Bank of 
England Paper. The value of Country Paper in Great 
Britain necessarily therefore conforms itself to whatever 
ia the value of Bank of England Paper and if the Value 
of Bank of England Paper ia maintained (as it may be by 
the limitation of ill quantity and the e:rdU!ive circulation 
in London which it enjoys) the value of Country Paper 
must be maintained also. If A (the London Paper) ia 
equal to B (the current coin) and if C (the Country 
Paper) ia equal to A., then C mu.t also be equal to B. 
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p. 108, line 6 The quantity did not perhaps increase in both cases in 
euctIy the oame proportion, but they must have been 
.""ssirn in the aame degree. I suspect that a large sum in 
Bank of England Notes is now kept by the Country Banks 
(perhaps I Million) which used not to be kept by them 
before -the Bank Restriction as a fund for paying thooe 
who demand to have Country Bank Paper exchanged for 
Bank of England Paper. Bank of England Paper .tands in 
the place of a fund of Gold. 

p. I.26,line z It does not appesr to me to be expedient now to 
determine the period when the Bank Restriction Bill 
shall cease, except indeed that it ought to be made to 
cease in a moderate time after' the termination of the 
War. While the War laslB (a War in which we shall be 
subject to many serious alarms of Invasion) the Bank of 
England ought as I conceive to be protected from the 
danger of having Gold demanded in indefinite quantities 
for the purpose of hoarding, a danger which Lord King 
has -almost entirely omitted to treat of in his pamphlet. 
The Bank however ought not to be protected against that 
demand for Gold which resulIB from the long continuance 
of an unfavourable Exchange. 

Lord King himself admiIB in many pull of hi. book 
that the Bank of England is able by the restriction of iIB 
Paper to remedy the unfavourablen ... of the Exchange. 
If then the restriction of iIB paper will not fail to rectilY 
the Exchange, it can only be necessary that Parliament 
should resort to such measures as shall be sufficient to 
secure this Restriction. Measures short of that of com­
pe1ling the Bank soon to open, let the alarm of Invasion 
be what it may, would unquestionably produce the 
Restriction desired. Indeed it may be doubted whether 
the Bank has not at this time (April 1804-) almost 
sufficiently confined ill paper to tum the Exchanges in 
our favor. I conceive that if the Committee of the House 
of Commons on Irish Currency now sitting were to state 
in their Report to the House in distinct language that 
they are penuaded that a reduction of Bank Paper must 
have a tendency to improve the Exchange even this hint 
coming from such a quarter and applying itBeif as it neces- -
suily [would] to the Bank of England as well as that of 
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Ireland would have all 1M desired etreet. The Directors 
of the Bank of England if they have erred at all, have 
errOd but a little and their Error baa resulted from the 
circumstance of their not sufficiently perceiving the great 
and important principle which Lord King has so well 
laid down, namely that an Excess of Paper is the great 
radical cause of a long continued unfavourable Exchange. 

p. r 34. line t 4 Does not this jlQSMge show the untairne9S of estimating 
the depreciation of Bank of England Paper by • com­
parison between the Market price and Mint price of 
Si"'tr. 
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PREFACE 

T HE lint of the two following Speeches was delivered soon after 
the opening of the debate in the House of Commons on the Report of 
the lIullion Committee; the question then under consideration being the 
/irst of the Resolutions moved by Mr. Homer, the Chairman of that 
Committee. The general object of his Resolutiolll.may be stated, brieHy 
to have been, First, to declare what was the standard of the country; 
secondly, to affirm the depreciation of Bank paper; thirdly, to suggest 
the limitation of it, as the means of improving its value and preparing for 
a return to cash payments; and, lastly, also to recommend that the Bank 
should open in two years. It was chieHy to the third point, namely, the 
practicsl measure of limiting the Bank paper, that the /irst Speech was 
directed. 

'rhe second Speech was delivered after a debate of live days had taken 
pJac:e. The Resolutions of Mr.' Homer had then been negatived, and the 
counter Resolutions, moved by Mr. Vansittart, were under consideration. 

The imperfect manner in which the very extended dehates on the 
Report of the !Jullion Committee have been given to the public, and the 
importance of spreading sound opinions on the fundamental principles of 
the system of our paper credit, are the considerations which have led to 
the present publication. 

It contains the substance of the facts and arguments adduced, as far as 
they could be recollected, though the order may have been in some degree 
<hanged; and a few passages, which appear to have been misunderstood, 
are rendered more clear. 

The substance of these Speeches is submitted more especially to those 
numerous Constituents, to whose favour the individual who delivered 
them stand. indebted for the opportunity which he has had of expressing 
his sentiments on this .ubject before the House;--« subject which has 
long engaged his careful attention, and on which he has been moat annous 
to form a sound and dispassionate, as well as disinterested, judgment. 



TWO SPEECHES OF MR. HENRY THORNTON 

'MAY 7,1811. 

MR. H. THORNTON said; that however ably, as well as fully, 
the Learned Gentleman (Mr. Homer), who opened this discussioo, had 
treated the subject, he conceived that there were tome important points 
which required amplification; and he should prefer entering on these, to 
the examination of those numerous and smaller questions respecting the 
accuracy of the Report of the Bullion Committee, on which the Right 
Hon. Gentleman who preceded him (Mr. Rose) had principally dwelt. 
A time would come, when the respective merits of the several propositions 
intended to be submitted hy different members would be brought into 
minute discussion, and an answer to the Right Han. Gentleman might" 
then, perhaps, be more conveniently given. He trusted the House would 
agree with him in the propriety of his confining himself, for the present, to 
great and broad principles; he should apply himself to the spirit of some of 
the first resolutions now proposed, and to the main point at this moment in 
issue. That main point was, not whether the Bank should open at any 
particular time, or any change be made as to the law in this respect, which 
would be a second consideration; but whether with a view to facilitate 
such opening if it should be prescribed, or with a view to secure the due 
maintenance of our standard during the long continuance of the restriction 
of cash payments, if the continuance should be deemed advisable it was 
or was not expedient that the Bank should regulate the issues of its paper 
with a reference to the price of Bullion, and the state of the Exchanges. 
The Bank and the Bullion Committee were at variance on this leading and 
essential point. The Committee affirmed, that the quantity of paper had 
an in1Iuence on the price of Bullioo, and the .tate of the Exchanges; all the 
Directors of the Bank who had been examined, affirmed that it had not. 
The Right Hon. Gentleman over the way (Mr. Rose) likewise insisted 
that it had not. "None whatever," were his words. This was a great practical 
question. If the Bank had in their own hand the power of improving the 
Exchange, and lowering the price of Bullion, and did not nse it, if they had 
the means of restoring, or cOntributing to restore, the standard of the 
country, and did not at an believe that they possessed it, then it became 
the House, who had exempted them from the necessity of making payments 
in cash, 8Upposing it to agree with the Bullion Committee, to take care that 
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the Bank should resort to the proper remedy of the present evil, by- inter­
posing some suggestion of their own on the subject. 

He woufd now proceed to prove, that quantity of paper had an inBuence 
.on the price of Bullion and the Exchanges. There were two .tops in thiJ 
argument. First, he had to .hew that quantity of paper inBuenced its value, 
or, in other words, the relative value of commodities exchanged for it. 
Could it be doubted, on the /irst mention of the proposition, that the 
quantity of an articles affected their valuel This was unquestionably true 
of the precious metals, for the augmented supply obtained from the mines 
of the new world, was acknowledged to have produced that general lowering 
of the value of money, which had been experienced in Europe for many 
years. And why was paper, the substitute for gold, to be exempted from 
this universal law I He had never yet found any man, who, when the simple 
question was put to him, whether an augmentation of paper had a tendency 
to reduce its value, or raise that of commodities, had been so singular as 
to refuse his assent to the proposition. One of the Bank Directors of Dublin, 
when examined before the Committee on the State of the Irish Exchange, 
though firmly persuaded that an extension of paper currency had no 
in.8uence whatever on Exchanges, had been very ready to agr.e that it 
must have an effect on the price of commodities, and one of the Director.' 
of the Bank of England had then, if he rightly recollected, made a similar 
admission. 

This point had been conceded only the other day in the House; for in 
dehating the question of granting Exchequer Bills to the distressed manu­
facturers, it was generaUy affirmed and understood that the supply of these 
bills, which would operate in some measure as circulating medium, and 
would facilitate their obtaining it, would enable them to maintain their 
prices at a point higher than that to which they otherwise would have 
fallen. He himself well remembered having in 1796 observed the inBuence 
upon prices, which the restriction of the Bank discounts at that period had 
produced. He recollected to have then heard a West-India merchant, who 
had failed to obtain from the Bank the whole of his IISWIJ and expected 
accommodation, declare his intention of proceeding in consequence to sell 
some of his sugar at a somewhat reduced rate; half an hour after which, he 
heard a sugar-baker express his indisposition to buy sugar in consequence of 
the sarne scarcity of money, which he also had experienced. Was it not 
obvious, that when these two men met in the sugar-market, some fall in 
the price of that commodity would be the result I When money was 
generally scarce, an inBuence ofthiJ kind would-diffuse itself over an com­
modities: it was thus, in short, that general prices were regulated; and 
it was absolutely necessary to set out in IUch an investigation as the present, 
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'with tne estiblishinent orSonic; g,.eat and fixed principle. in the 'mi!ld; 
for a thoUsand points would then become inanifest and simpIe; which other­
wise would be contradictory and perplexed. He did not mean to say, that 
equal quantities of paper would a/feet the WIue of equal quantities of goodl 
in an exactly equal degree, under all the varying circumstances which 
might arise. Far from it. He insisted, however, that augmentation of paper 
always UfI"J to the diminution of its value, and diminution to its increase. 
The principle was always . operative: its tendency was uniform, though 
not always productive of an equal e/feet. 

A great fall of prices had at one I!jme been experienced in Dublin, in 
consequence of the suppression of a large part of the currency of the place, 
as one of the Irish Bank Directors had incidentally observed. 

Mr. H. Thornton admitted that great pressure, and even calsmity, 
might arise from any sudden and very violent diminution of the circulating 
medium: he had himself complained, of what he thought too great and 
rapid a reduction of the paper of the Bank of England, in the year 1797, 
when called upon to give evidence hefore the Secret Committee of the 
Lords and Commons on that point. He was as earnest as any man to prevent 
severity of pressure in any qWlrter, and having already shewn this disposi­
tion in the Bullion Committee, he Was anxious to express it also in the Hou.e. 
But he was not investigating principles: he was aiming to shew the tend­
encies of things; and such tendencies were often mcst clearly evinced by 
the palpable e/feets manifested in some strong and striking case. 

Assuming, then, the tendency of every increase of paper to lower. its 
own value, or, in other words, to augment that of commodities exchanged 
for it; a point, as he had just observed, admitted on all hands, and so plain 
as scarcely to demand proof; he had, in order to establish the second and 
concluding part of his argument, merely to,. prove something which was 
as undeniable as any mathematical propcsition, as plain as any common 
question in arithmetic, and of which he felt just as confident as of his own 
existence. 

This was, that suppcsing an increase. of paper to take place, and to 
augment the general price of commodities' in exchange fot that paper, it 
must inlIuence also the state of the Exchanges, and raise the price of Bullion. 
For what, in the first place, do we mean by the rate of our Exchanges I 
We mean the rate at which the circulating medium of this kingdom passes . 
in exchange for the circulating medium of other countries. Suppcsing, then, 
the circulating medium (the gold or silver coin for example) of other 
~ountries to remain as before, that is, to bear the same price as before in 
. exchange for commodities, while the value of our currency, in exchange for' 
commodities, has been altered, it follows that our currency mu.t exchange 
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for a new quantity of such foreign coin. It also follows equally, that it must 
exchange for a new quantity of Bullion; for foreign coin is itself made of 
Bullion, deviates from it in only. limited degree, and is almost identified 
with it. Bullion, indeed, is a commodity: it comes from America in the 
same manner as other commodities--is subject to those laws which govern 
their rise and fall-and consequendy, when it is affirmed that an increase of 
circulating medium, raises the price of commodities, Bullion must be 
considered as included among their number. It could not be supposed that 
one article would be aJfected by an increase of the general currency, and 
not another;-the produce of manufacturing industry, for example, and 
not the produce also of the surface of the earth, and of the mines. All things,_ 
it is manifest, must ultimately partake in that increase of price which an 
augmentation of currency tends to produce, as well as in that depression 
of price which a reduction of it occasions. 

Mr. H. Thornton next proceeded to observe on the doctrine which was 
maintained that the present high price of Bullion and state of the Exchanges 
resulted from the unfavourable circumstances of our commerce, and the 
present extraordinary state of the world. The evil was referred to what i. 
called the unfavourable balance of trade or of payments, and was thought 
to have nothing to do with quantity of paper inasmuch as this balance of 
trade and payments was deemed a separate and independent cau ... He was 
willing freely to admit theinHuence of the present circumstances of our trade 
and expenditure, on Exchanges and the price of Bullion; but he could not 
allow that these had a separate and independent operation. 

He should best explain himself, on this difficult but important subject, 
of the inHuence of balance of trade, as it is called, or balance of payments, 
by putting three several cases; in each of which cases, he would .uppose 
that we had to struggle with political and commercial difficulties exacdy 
resembling the present. 

First, he would assume that we had no laws forbidding the melting and 
exportation of our coin, or limiting the rate of interest, or protecting the 
Bank against cash payments, it ):teing the simple policy of the country to 
let every thing take its own course. By thus adverting to what might be 
called a state of nature, we should be able to discover what was the natunil 
limitation of the evil to which we were now subject; and what the kind 
of corrective which administered itself. He was not examining whether 
it was wise to commit ourselves to this state of nature; he was now only 
investigating principles, that we might thus obtain lOme light to guide os 
amidst those difficulties of our own artificial system, in which our onder­
standings seemed to be lost. 

His second case would be, the actual case of this country before the 
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cash paymenlB of the Bank were. suspended; and his third, our case at 
present. 

First, then, he would suppose, that we were paying in cash, and that 
we had no usury laws, and no law forbidding the melting or exportation 
of coin; the King merely.a1Iixing his stamp to those pieces of gold which 
were the current circulating medium, in order to certify their quantity 
and finen .... For the sake of simplifying the subject, he would also assume 
the same circulating medium to be employed in surrounding countries. 
If, wlille we were thus circumstanoed, the same evils of which we now 
complain were to arise, what would be the consequence I Doubd ... much 
of our gold coin would be taken from us; and, perhaps, • larger quantity 
of this than of other articles. The whole, however, would not leave us; a 
high rate of interest would arise, and this extra profit on the use of gold, 
which would increase as ilB quantity diminished, would contribute to 
detain it her~me foreigners, probably, transferring property which 
would take the shape of the precious metals, or continuing to afford to U8 

the use of it for the sake of this high interest. Such portion of our coin 
would be transferred, as would cause the remaining quantity to bear the 
same value in exchange for our remaining commodities, which the same 
coin in foreign countries bore to commodities abroad. In other words, gold 
and commodities would be exported in that relative proportion in which 
the exportation answered; and since every diminution of the quantity of 
our gold would produce an augmentation of it abroad, the relative value of 
gold to goods, in this and in foreign countries, would soon find one general 
level; and thus would remain the standard of value among u. all. This, 
indoed, was simply to .uppose the same case to occur in respect to Europe, 
which usually exislB in respect to the different provinces of the same. king­
dom. He repeated, that he was merely putting a case for the sake of illustra­
tion; and the great point which he meant to press was this, that according 
to what he had denominated the state of nature, there would 6. II reduCliD1I 
Df 1M dr<ultllillg fIIldiufII Df IAil CDUlltry u"d.r 1M prelllli circumSltlll(tl of 
our trtltk--a reduction which would tend to bring down our prices to the 
level of the prices which similar commodities, allowing for all expenses of 
transportation, were found to bear in exchange for gold in the general 
market of the world. 

He would now put the second case. He would suppose our laws to 
forbid both the melting and exportation of coin, and to limit the rate of 
interest to five per cent.; and the Bank to be paying in cash. In other 
words, he would assume that we were circumstanced 119 we were before 
1797, and that exacdy the same political and commercial difficulties which 
we now experience were to arise. 



The effect of these difficulties upon the quantity of our currency, would 
resemble the effect assumed to be experienced in the former case, though 
it might not be exactly equal in degree. There would arise a similar demand 
for cash, with a view to exportation; and though the law would interpose 
Bome obstacle to its transmission, yet some of our gold would probably 
go abroad, and it would serve, as in the former case, both as a remittance 
which would contribute to pay our debts, and as the means of augmenting 
the circulating medium of foreign countries, as well as of diminishing our 
own. The Bank, in this event experiencing I drain, would, in some degree, 
contract its issues. It would not only not increase them, 18 it has in some 
degree done during the last two or three years of the very unfavourable 
.tate of our exchanges; it would diminish them; it would feel itself, in 
consequence of our new circumstances, under the painful necessity of 
straitening its accommodation either to merchants or government, or both; 
and some difficulty in effecting the limitation would arise out of the necessity 
under which the Bank would consider itself to be placed of still continuing 
to lend at only five per cent. It was only by limiting its paper that it could 
maintain its own cash payments. The reduction would undoubtedly be 
an evil, but it would be an evil to be balanced against another evil otherwise 
to be incurred, that of stopping payment, and ceasing ·to abide by the 
standard of value which the King and the law had prescribed. 

He was aware that this view of the case was not the most gratifying. 
and might not be welcome to some gentlemen around him; but it was the 
truth, and it was only by the right knowledge of the nature of our oituation, 
that we could expect to come to any just conclusion. Thus, in this second 
case, exactly as in the first, there would be a reduction of the total quantity 
of circulating medium, which would be carried so far as to equalize, at 
nearly equalize, the relative value of our currency and commodities with 
the relative value of currency and commodities in our countries. Doubtless. 
pressure might arise which possibly might be considerable: (A try If 
Htttr'! Htttr'!) He wished to know whether his principleo were admitted. 
Was it ackuowledged, that if we were now paying in cash, as before 1797, 
the Bank would thus limit its issues, and by such limitation would lower the 
price of Bullion, and rectify the Exchange 1 He should be glad to have • 
distinct affirmative or negative to this question. What degree of pressure 
might result, was not the main point now under consideration. He did not 
care at this moment what gentlemen laid as to that point. He was in oearch 
of. principle. Did they or did they not admit his fundamental position, 
namely, that when a very unfavourable exchange, resulting from what io 
called an unfavourable balance of payments, arises, the limitation of the 
currency of the country serves to limit the evil 1 He had shewn, first, 
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that this was the corrective which applied itselfin what he had called the 
state of nature; and, also, aecondly, that this corrective applied itself1plder 
that partly artificial system, under which we lived before our cash payments 
were suspended. 

He now advanced to his third, which was the present case. Tbe Bank, 
since they became protected against the necessity of making cash payments, 
not unnaturally thought that they might use more liberality than they 
would have ventured to exercise under the same circumstances of our trade, 
if they had been subject to a drain for cash. They, perhaps, were not much 
to be blamed on this account. Jndeed, they appear not to have believed 
that a reduction of their paper would mend the Exchange, for they had 
not examined very deeply or philosophically into tlie subject. They had 
continued, although the exchanges turned much again.t uo, gradually a 
little to augment their notes," they had done for a long time before, they 
appearing to themselves not to increase, but merely to maintain the existing 
prices; and they hoped that the evil of the unfavourable exchange would 
correct itself. Poosibly aome new latitude might fairly be allowed under 
the new political circumstances in which we were placed. It was, however, 
important not to mistake Jesding principles, and not to fancy that an 
exchange running against us with all countries for two or three years, and 
reaching the height of z S and 30 per cent., accompanied with a corre­
sponding high price of gold, ought at no time and in no degree to be 
checked by that limitation of the currency to which nature, .. it were, IS 

, well .. our own practice before 1797, taught ua in such cases to resort. He 
was aware that before 1797, if our coin was sent abroad, it went illegally. 
(.tf '" of H.",/ H.m") The illegality of the transaction, however censurable 
it might render the individuals engaged in it, w .. no reason for dismissing 
the consideration of this part of the subject. It was by this illegal melting 
and exportation of our coin that the drain on the Bank used heretofore 
to be produced; and it was by the operation of that drain on the mind 
.and practice of Bank Directors, that the evil of a high price of gold, and 
an unfavourable exchange, was checked. 

It was affirmed in the resolution. to be proposed by his Right Hon. 
friend (Mr. Vansittart), that there was a want of correspondence between 
the amount of bank paper in circulation at a vareity of periods, and the 
state of the exchanges, the exchanges being often more favourable when tbe 
notes were higher, and less favourable when they were lower in amount.­
This might be the case in certain instances which might be selected; for a 
variety of undefinable circumstances would lead to little lIuctuationa, both 
in the exchange and the amount of notes. It, however, was remarkable, 
that three cases had occurred, and only three within the memory of peraons 
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now living, in which the experiment of a restriction of discounts had bee. 
made; and in each of these the effect had been comformable to the principle< 
which he was affirming. He meant to say, that at three several times­
namely, first in 178Z and 1783; secondly, in the end of 1795 and the 
beginning of 1796; and, thirdly, iii February 1797; and only at these three 
times the Bank had experienced a material drain of their cash ;-that in 
each of these cases they had been led by the drain, as they themselves pro­
fessed, to restrain their supply of discounts ;--ilnd that not long after each 
of these three periods, the exchange and the price of bullion manifestly 
improved. Perhaps a question might arise, whether the improvement of the 
exchange through the year 1797, might not be referred to the restriction 
of paper in 1795 and 1796, rather than to that in the single month of 
February 1797: on which supposition the cases might be said to be two, 
instead of three; the effect of the limitations in the two latter periods being 
considered as combined. 

That in the first period, namely, in 178z and 1783, the experiment 
both was made and answered, was proved by the testimony of the late Mr. 
Bosanquet before the Secret Committee of 1797, who referred tbe improve­
ment to this cause. The improvement of the exchange in 1796 and 
1797 would be seen in the papers now before the House, and 
would also be found to be stated in the evidence of Mr. Pitt before 
the Secret Committee; by whose testimony it also would appear 
how earnestly the Bank had previously insisted on his repaying them 
some large advances, on the alleged ground of the existing drain; of which 
advances only a part was afterwards afforded in the way of accommodation 
to the merchants. A resolution of a new and very .trict kind had been paased 
by the Directors, on 31St December 1795, with a view of limiting the 
total amount of mercantile discount, and served remarkably to show how 
much their liberality had been restrained, before the .uspension of cash 
payments, by a drain of gold. 

The limitation of paper in February 1797 was sudden and very great, 
.and arose from a drain occasioned, not by an unfavourable exchange, but. 
totally distinct caUge--iID alarm produced through fear of an invasion. He 
had always thought, and ,till was of opinion, that the sudden limitation of 
paper at that period tended not to mitigate the alarm, but rather to incr .... 
it; but it unquestionably served to manifest the general habit of the Bank 
IIf reducing their issues when they found their gold taken from them. 
Since 1797, the Bank, having been .ubject to no drain, in consequence of 
their being under no obligation to pay in cash, the experiment of limitation 
of discounts had not been tried, and it had not been likely to be tried 
between,I783 and 1795. for that was an interval of peace. when exchanges 
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are less subject to fluctuation, and when, moreover, the current rate of 
interest in the market being lower than in war, and as low perhaps as the 
rate charged by the Bank, there would be less disposition than in war to 
borrow of the Bank to an extent which should lead to an excessive issue of 
notes. It was in evidence before the Secret Committee of 1797, thet the 
Bank had, at one period' of the peace, deliberated, whether they should 
not lend at a less rate of interest than five per cent., so small was then the 
demand for discount. 

This subject, of the rate of interest, was one to which he wished to call 
the attention of the House; it seemed to him to be a very great and turning 
point. If the principle adopted by the Bank was thet which they professed, 
of lending to the extent, 01 nearly to the extent, of the demand made upon 
them by persons offering good mercantile paper, the danger of excess was 
aggravated in proportion to the lowness of the rate of interest at which 
Wscounto were afforded; and one cause, as he conceived, of the somewhat 
too great issues of the Bank, during the present war, had been the circum­
stance of their lending at five per cent., when rather more than five per 
cent. might in realiry be considered as the more current rate paid by the 
merchanto. Private hankers had generally found, during the war, that the 
growing demand of their customers on them, for Wscounto at five per 
cent. on very good bilh, was apt to exceed the supply which any means 
of theirs could enable them to alFord. If they gratified every wish, there 
would be no bounda to the gradual increase of applications. They there­
fore gave the preference to ~me applicanto, and the persons who obtained 
the accommodation conceived themselves to be receiving a favour. The 
usury laws forbid the hanker to charge more than five per cent.; but he 
who borrowed from a private banker, IUl.turally, and of his own accord, 
bestowed the benefit of his running cash, which was often an important 
consideration; while, in the case'of his discounting at the Bank, he kept a 
ruiming cash which was extremely insignificant, and therefore borrowed at 
the rate of wcdy five per cent. in thet quarter. Again, if he borrowed in 
what is called the money market, he gave to a broker a small per centage on 
every bill; and thul paid not less than five and a half or tiSper cent. p"" 
annum, in the way of interest. -

It was material to observe, thet there had, since the beginning of the 
war, been a continual fall in the value of money: he meant, of money 
commonly so called, whether consisting of cash or paper. This had been 
estimated by some at 60 or 70 perClOllt., and certainly was not I ... thai!" 
40 and So per cent.; which was, on the average, 2 or.3 per cent. per annum: 
it followed from bence, that if, for elWIlple, a man -borrowed of the Bank 
10001. in 1800, and paid it back in 1810, having-detained it by meanS of 
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successive loans through that period, he paid back that which hod become 
worth 1 ... by 20 or 30 per cent. than it was worth when he first received 
it. He would hove paid an interest of 50/. per annum for the use of this 
money; but if from this interest were deducted the 20/. or 30/. per 
annum, which he hod gained by the fall in the value of the money, he 
would find that he hod borrowed at 2 or 3 per cent., and not at 5 per cent. 
as he appeared to do. By investing his money either in land or in successive 
commercial undertakings, in the year 1800, and then fiually selling his land 
or his commodities in the year 1810, he would find the produce amount to 
200/. or 300/. above the 1000/. which he hod borrowed; which 2 or 300/. 
being deducted from the 500/. interest which he hod paid, would make the 
nest sum paid by him to be only 200/. or 300/. It was true, that men did 
not generally perceive, that, during a fall in the price of money, they bor­
rowed at this advantageous rate of interest; they felt, however, the 
advantage of being borrowers. The temptation to borrow operated on 
their minds, as he believed, in the following manner >-they halanced 
their books once a year, aod, on estimating the value of those commodities 
in which they hod invested their borrowed money, they found that value 
to be continually increasing, so that there was an apparent profit over and 
above the natural aod ordinaIy profit on mercantile transactions. This 
apparent profit was nominal, as to persous who traded on their own capital, 
but not nominaJ as to those who traded with borrowed money; the 
borrower, therefore, derived every year from his trade, not only the common 
mercaotile profit, which would itself somewhot e%ceed the 5 per cent., 
interest paid by him for the use of his money, but likewise that extra profit 
which he hod spoken of. This extra profit was euct1y so much additioual 
advantage, derived from the circumstance of his being a trader upon a 
borrowed capital, and was so much additioual temptation to borrow. 
Accordingly, in countries in which the curreney was in a rapid conroe of 
depreciation, supposing that there were no usury laws, the current rate of 
interest was often, as he believed, proportionably augmented. Thus, for 
example, at Petersburgh. at this time, the current interest was 20 or 25 per 
cent., which he conceived to be partly compensation for an apected 
increase of depreciation of the currency. 

The observations which he hod made hod been suggested to him by his 
attention to a variety of facts; and he would DOW trouble the House with 
the statement of some specific cases, which would contribute to establish 
the truth of the doctrine which he hod asoerted--oamel, that an incresse 
of the quaotity of paper tended to diminish ill nlue; and • reductioD of ill 
quaotity, to improve it;-that when the quaotity became too grest, a 
drain of cash arose; that this drain was checked by a limitatioa ofpaperl-
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and that the excess, and consequent drain, were m .. t likely to accrue when 
any circumstances rendered the rate of interest taken, less than the current 
and actual rate at the time in the common market. 
. The case of the Bank of Paris was remarkably in point, and it was full 

of instruction to the parliament and people of this country. That Bank 
stopped payment in 18oS, the yeu when the W&I had again broken out. It 
was a Bank as indepeodent as any such ipstitntion in France could be, of the 
French government. It had a good capital, and circulated notes around the 
men;opolis of France; which it emitted only in the way of discounts, and, 
as far as he understood, only on the security of bills at short dates, and of a 
good character: it thus exceedingly resembled the Bank of England, 
though inferior in the .extent of il3 transactions. The French government 
having occasion in 180S for some advances on the security of what they 
call their anticipations, a species of security on which it was not consistent 
with the rules of the Bank of Paris to 1end, borrowed the .um in question 
of some French merchanl3 and capitalists, wbo then contrived to fabricate 
among themselves, and proceeded to discount at the Bank, as many securities 
as were sufficient to supply their occasions; so that the Bank was the true 
lender. The object of thus borrowing at the Bank, was to save something 
in the way ofinterest; for if these anticipations had boen sold in the market, 
the price would have boen very disadvantageous. The consequence of this 

. transaction was, an augmentation of the paper of the Bank of Paris; a drain 
of their cash fallowed; the diligences were found to be carrying off silver 
into the departmenl3, which the Bank, with a view to il3 own safety, had 
continually to bring back, with much expense and trouble. The circulating 
medium of the metropolis had now plainly become excessive.' Greater 
facilities were afforded for borrowing in that quarter than in other places, 
and the country wished to partake in th... opportunities of extending_ 
purchases which the metropolis enjoyed. But the paper of the Bank would 
not circulate in the departrnenl3: it was therefore nec .... ry first to exchange 
it for coin; and the coin being then carried away from Paris, the plenty of 
of circulating medium would equalize il3elf througb the French territory. 
In England we had country bank paper, which was interchanged for Bank 
of England paper, and proportioned il3eifto it; but no psrt of the English 
paper would circulate out of the country. What therefore the departmenl3 
of France were to Paris, that Europe was to Great Britain. Iflarge opportu­
niti .. of borrowing were afforded in London, and.over England, by a free 
emission of paper, there would arise a disposition to exchange that paper 
for gold, because the gold might then be sent abroad, and it would tend 
to diffuse over the continent that plenty of circulating medium which we 
had introduced into our own territory.-It might, perhaps, be thought 
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that the cases were dissimilar, inasmuch as we had an unfavourable course of 
exchange, and a high price of gold, into which the evil which we .uffered 
appeared to resolve itself. But it would be found that there arose also a 
premium on silver at Paris, and an unfavourable exchange between Pari. 
and the departments of France; and thio was proportionate to the expen .. 
and trouble of bringing back the silver from the departments. There was, 
therefore, a similarity in the two cases. The Bank of Paris at length otopped 
payment; the Government was consulted; the Bank was directed to reduce 
its paper; and in the couroe of three months, having pursued thio principle, 
it opened without difficulty. The discount on its paper, or, in other words, 
the premium on coin, had varied from I to 10 or I% per cent.; but after 
the reduction of paper it ceased. The exchanges of France with foreign 
countries had also turned about 10 per cent. against that country. 

A special commission, of which M. Dupont de Nemours was the 
...,retary, was subsequently appointed to inquire into the causes and effects 
of this stoppage of the Bank of Pari.; and it was from the French Report 
published by thio gentleman that he collected the facts which he had 
stated. The report proceeded to .uggest the means of preventing the recur­
rence of a .imilar evil, and it advioed three things; first, that the Govern­
ment should never solicit any loans from the Bank, on the ground that ouch 
an application amounted to a demand, and might lead to issues inconsistent 
with the true nature of a hanking establishment. It was unnecessary to 
oboerve, how unlike our circumstances, in thio respect, were to those of 
France. Our Bank Directors had oufficiently shewn, in 1796, their complete 
independence of the Government; for they then peremptorily refuoed to 
afford to Mr. Pitt even the continuance of the existing advances. The 
oecond suggestion of the commission was, that the Bank of France should 
lend only on securities coming due within two months; and thio, as well 
indeed as the other, was for the purpooe of enforcing the third and principal 
admonition,-ruunely, that the Bank should always "draw in ito discount 
as soon as it perceived the existence of a more than ordinary disposition to 
exchange bank paper for money ... • "For what," added the Report, "mean 
these applications for money? They imply that there are more bank notes 
on the .pot than the circumstances of the time demand. And how are you 
to provide against thio evil? By diminishing thcir quautity, through • 
reduction which .hall exceed the new emissions."t It is then added, that 

• "Reser=- 1'6!compte, awsit6t que I'on .'ap_it qu'jJ Ie p~'" 1 Ia 
Caiae plus de billets 1 ralioer en argent que de coutome," 

t "Qu'est-l-dire que ceo demandes d'argentl Qu'jJ y • our Ia place plu. de 
billet! que let affain du moUleDt D'en exigent. Et comment y pourvoirl En 
dimiulWlt leur quantiu! par un .. trait plUl fort que I'eau.ion nouvelle." 
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if the Directors of the Bank will but be attentive to the /irst signa of super­
abundance, if they will moderate the evil in the /irstinstance, they will almost 
always retain the mutely; and thus the horseman (it i. said) will not be 
thrown out of his ssddle. 

Many of the ptinciples urged by the Bullion Committee, would be found 
to be remarkably c:onlirmed by this Report. It appeared by it, that the 
French over-issue arose from an attempt to tum certain securities into cash, 
at a rate of interest lower than that which was the natural one at the 
moment. The Report dwelt much on the error committed in this respect. 
The anticipations, it said, ought to have been sold, though at a losing and 
discreditable price, at whatever might have been the rate in the market. 

Again, the Report ,tated that the limitation of the French bank paper 
did not produce an instantaneous, or eu.ctly corresponding efFect; but 
yet that after three months it issued in the expected consequences. All this 
was in enet conforinity with the docttines of the Bullion Committee. They 
had never said that t;yery smalllluctuation of Bank of England paper would 
be attended by either an immediate, or an exaotly proportionate, inlIuence 
on the exchanges, or on the price of gold. They had only affirmed that the 
unquestionable tendeney of limitation was to improve excbanges; and had 
recommended that the Bank should feel ill way. The discount of 10 per 
cent. on the French paper was not completely removed till the amount 
was reduced from 90 to 54 millions of livres; a scale of reduction unques­

. tionably greater by far than would be found necesssry here, under all the 
circumstances of our metropolis. 

The Report affirmed another ptinciple of the Bullion Committee, 
namely, that it was not merely the numerical quantity of bank paper 
which evinced either ill deficieney or excess; the true test being the disposi­
tion of the public to demand payment for bank notes in cash. At one time 
the Report observed that one hundred millions ofbank paper had circulated 
at Paris, and that there was not a note too much, beesuse there occurred 
no extraordinary demands for cash; but that at the period of the failure, 
90 millions evidently were excessive; that at the time of publishing the 
Report, 44 millions was the whole amount. Circumstances were described 
as occutting from time to time, which called for a diminution of curreney, 
or an increase. 

The Bank of Sweden supplied another example which it might be useful 
to consider. It was not, properly speaking, a government bank, being a bank 
only of the States: and it issued ill notes in the way of loan, at a moderate 
interest, and their amount, as he had been informed, there was reasOn to 
think had been" much extended. This bank had ceased, for some time, to pay . 
in cash, and ill paper had liillen to about 70 per cent. discount. Sweden, 
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in one respect. was circumstanced somewhat like ourselves: it had 
experienced great obstacles to the exportation of many articles. with which 
it ahounded; and. probably. the desire ofkeeping up the nominal price of 
those commodities. contributed to dispose both the government. the states. 
and the people to the existing system. The public in Sweden. according to 
what he had heard. were not fully persuaded of the depreciation of their 
paper; for many of their commodities. their iron in particular. had not 
risen in any proportion to the fall of their currency. Indeed. nations in 
general were usually insensible at lirst to the declension of the value of their 
circulating medium. They were accustomed to experience Buctuations of 
exchange. and they naturally referred. at first. even a serious depreciation 
of their paper. to the same commercial causes which they were in the habit 
of contemplating. He well remembered to have been himself. twenty or 
thirty years ago. employed in a Russian counting-house. where he had often 
heard conversations on the Russian Exchange. It used at that time generally. 
and on the whole. to decline; but as it occasionally rose. and evidently 
Buctuated a little. with each political or commercial event. the general 
tendency to depression, as far as he remembered, was never ascribed to an 
increase of the quantity of Russian paper; but it was now plain. that 
quantity had had a leading and permanent inBuence upon it. The ruble. 
originally. was worth 48 pence sterling; at the time when he was in the 
Russian counting-house. it passed for 3 S or 40 pence: it was now worth 
only 12 or '4 pence. Was it possible. that merely what is called balance of 
trade. or political events. could in thirty years have redueed the ruble from 
48d. -to I2d.? It was not perfectly well known. that the late Empr .... as 
well as the succeeding emperors of Russia, had. from time to time. greatly 
augmented the quantity of paper money; and hence, in truth. arose the 
depression. Many of those who narrowly watched the exchange. were the 
most misled on the subject. Thus. if a man watcbed the falling tide. he 
might be deceived by seeing a few occasional waves rise higher than the 
preceding ones. and might infer that the tide was rising when it was falling. 

It was reasonable to suppose, that men should generally mistake in this 
respect. We naturally imagine that the spot on which we ourselves stand is 
fixed. and that the things around us move. The man who is in a boat seems 
to see the shore departing from him. and it was the doctrine of the first 
philosophers that the sun moved round the earth, and not the earth ,ound 
the SUD. In consequence of a similar prejudice, we assume that the currency 
which is in all our hands. and with which we ourselves are, as it were, 
identified. is fixed, and that the price of bullion moves; whereas in truth. it is 
the currency of each nation that moves, and it is bullion. the larger article 
serving for the commerce of the world, which is the more fixed. 
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It was remarkab~, that when the American banks, about the year '720, 
issued their excessive paper, the merchants of America ascribed the con­
sequent fall of the exchange to something in the state of trade; a circum­
stance which is noticed, in the recent history of General Washington, by 
Mr. Marshsll. 

All the banks which he had mentioned, except that of Russia-namely, 
the Bank of France, the Bank of Sweden, and the Banks of America, were 
establishments more or less independent of the government: they all 
emitted their paper in the way of loan, furnished at a moderate or low 
interest; and they hsd all issued it to excess. The adversaries of the Bullion 
Committee had grounded a great part of their argument on the following 
distinction between the Bank of England and all thcioe Banks of which the 
paper had been depreciated >-The Bank of England, tI!ey said, issues 
nothing, except in return for something valuable: they receive a bill, repre­
senting real property, for every note which they emit; and therefore they 
cannot issue to excess. Now the French Bank, the American Banks of which 
he hsd spoken, and he believed also the Swedish Bank, issued paper only in 
the way of loan; they ·received something valuable in return for every note 
which they put out-in this respect resembling the Bank of Engiand. It was 
true, that the Austrian and the Russian Banks issued paper simply in dis­
charge of the expenditure of the government: they were, strictly speaking, 
government banks; and the excess in their case was more likely to be great. 
But it was of the utmost consequence to understand, that, even when a 
supposed equlvalent is received in return for the paper issued, excess might 
arise; and the excess, as he had already said, was likely to be great iIi pro­
portion as the rate of interest was low. 

The Bank even of Mr. Law, in France, issued its paper only in the way 
of loan. This bank had been adverted to by the Learned Gentleman who 
opened the dehste; and the Right Honourable Gentleman who spoke next 
to him had complained of the comparison between the establishment of that 
projector and the Bank of England. Undoubtedly the name of Mr. Law, 
and that of the present Directors of the Bank, ought not to be mentioned 
on the same day, if the general nature of the two establishments, or the 
comparative chsracter of the persons presiding over them, were the only 
subject for consideration. It was, however, not improper to point out whst 
was the main error of Mr. Law. It very clearly exposed itself in a small 
Essay on Money and Credit, published by him in Scotland, containing a 
plain, submitted to the Scotch Parliament, which was apparently not unlike 
to that which he had more successfully recommended in France. Mr. Law 
considered security as every thing, and quantity as nothing. He proposed 
that paper money .hould be supplied {he did not specifY in his book at 
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what rate of interest) to as many borrowers as should think fit to apply, 
and should offer the security of land, estimated at two third. of its value. 
This paper, though not convertible into the precious metals, could not, .. 
Mr. Law assumed, be depreciated. It would represent, .. he said, real 
property, and would be worth even more than the precious metals, because 
land was not subject to the same fall in value .. gold and silver. He forgot 
that there might be no bounds to the demand for paper; that the increaoing 
quantity would contribute to the rise of commodities: and the rise of 
commodities require, and seem to justifY, a still further incr ..... Prices in 
France rose to four times their antecedent amount; great seeming prosperity 
WaI experienced for a time; but in the end, the fall of exchanges, and the 
exportation of money, served to detect the error of the system; and succes­
sive alterations of the standard of the coin were among the means of recovety 
to which the government resorted. The Bank of Mr. Law preceded the 
French Mississippi scheme, and w .. formed, in some measure, after the 
example of the Bank of England ; but its notes, after a short time, were made 
a legal tender, and theywere lent at the low rate of 3 per cent. interest. In the 
progress of the scheme, the Bank became confounded with the Mississippi 
Company, for whose actions the bank notes were interchangeable; so that 
it was not easy to trace causes and effects through the whole progress of 
those extraordinaty speculations. 

The present state of the currencies in Surinam and Demerara afforded 
another proof of the tendency of an increase of paper to inlluence exchanges. 
In one of these places, the circulating medium consisted of paper; in the 
other, of coin; and before these colonies came into our possession, the coin 
of Demerara had even been of less value than the paper of Surinam, that 
paper having been carefully limited. Through the facility of the government 
of Surinam, the paper, .. he had heard, had been exceedingly augmented, 
and it WaI now of only about one-third its former value, and one-third 
the present value of the coin of the neighbouring settlemenL In Au.tria 
there had been a manifest excess of paper, and a corresponding fall in its 
value, indicated by the exchange. The case WaI somewhat the same at 
Lisbon. Indeed, in all parts of Europe, Hamburgh, Amsterdam, and Paris 
excepted, the principle of a standard seemed to have been lost; a suspension 
of cash payments had every where taken place; and paper had been issued 
to excess, and had also been depreciated. It belonged, therefore, to Great 
Britain to take care that she did not follow the course of so many nations 
on the Continent; and it would be most presumptuous in her to assume that 
her Bank, on account of some undefined difference in its constitution, could 
act on their principles, and yet not &hare in their fate. 

The Directon of the Bank of England, .. be had already .hewn, before 
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the suspension of their cash payments, had been used to lessen their paper 
when they experienced a drain of their cash. The quantity of curreuey, 
indeed, when gold was in circulation, in the event of a very unfavourable 
exchange, lessened i1lle!f, for a part of it was transported to other countries. 
No such uatura! corrective now existEd; and it therefore was important 
that the genera! and permanent state of the exchange should be regarded 
as the .index of an excess of paper, and that the Bank Directors should not 
continue to act on the principle that a limitation of paper had no inHuence 
whatever on the exchange. This was the point on which they were at issue 
with the Bullion Committee. That Committee, as he conceived, would 
have rendered an essential service, even thongh guilty of all the errors with 
which the Right Honourable Gentleman had charged them-errors, how­
ever, which he was by no means ready to admit-if they had merely called 
the attention of Parliament to this important subject. The Parliament had 
now to decide on this point of difference between the Committee and the 
Bank. He would not alIirm it to be totally impossible that the exchange 
should improve, or even recover i1lle!f, without any change of system; but 
his fears predominatEd. The circumstance that most encouraged hope, was 
the filet of our exchanges having been restored, after a great depression, in 
1800 and 180 I, and apparently without any effort to improve them made 
by the Bank. There were, however, three points of difference between 
that esse and the present. First, the exchanges did not fall, in the years of 
scarcity of 1800 and 1801, more than about 8 or 10 per cent. below par­
they had now fal1en • S or 3D, and even more than 30 per cent., and had 
continued much depressed for nearly three years. Secondly, we had in 
1800 and 1801 a great quantity of gold in circulation, the clandestine 
transmission of which undoubtedly contributed to improve the exchange, 
by constituting a remittance; perhaps also to diminish the sum total of the 
curreney remaining in this kingdom; and it should be remembered, that it 
is the amount of curreuey in general, and not of paper in particular, which 
regulates the value. Thirdly, we had, after the fall of exchange in 1801 and 
1802, the benefit of an interval of peace. If the Right Honourable Chancel­
lor of the Exchequer would assure the House of the approach of peace, he 
would contribute much to diss.ipate the present fear. 

The Right Honourable Gentleman over the way (Mr. Rose) had spoken, 
of the balance of payments as having lately been peculiarly unfavour­
able to this country. A short time before the appointment of the 
Bullion Committee, the same Right Honourable Gentleman had .totEd 
in his place, from documents to which he only had then access, 
how uncommonly favourable the balance of trade appeared to be up to 
that time. He was right in his statement; for, upon an inspection of the 
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annual Custom-house account! of the year 1809, afterwards presented to 
the House, it appeared that the balance of that year was no less than about 
.ixteen million! in our favour, if reckoned according to the official value­
a balance'greater by several millions than it had been in any preceding year. 
The halance, computed according to the real value, proved to be nearly .. 
considerable, and equally exceeded the balance in real value of any preced­
ing year. He admitted that the Committee had fallen into inaccuracy in 
stating some part! of this topic; but it was a subject on which he defied 
any man to arrive at any thing like precision, and he had chiefly to lament 
that they had attempted too much specification. They had been betrayed 
into this coune by too great a wish to follow their adversaries into a detail 
of discussion of this sort, which he was happy to find that the resolutions 
of his Right Honourable Friend did not much countenance. He was con­
vinced that it was impossible to form any estimate of the amount of precious 
inetals which went out of the country, or of what was called the balance of 
trade, by instituting calculations of the value of export! and import!, and 
by then combining with these the amount! of draft! drawn on Government 
account, and all the other items which remained to be added to the two 
sides of the statement. The errors committed by those who had gone the 
furthest in such attempt! were a warning on this subject. The Right Hon­
ourable Gentleman had remarked, that the sum paid for foreign freight! 
had been erroneously stated by the Committee, as being to be deducted 
from the favourable balance; and he was right to a certain extent, in this 
observation. It, however, only followed from hence, that the Committee 
had represented the balance somewhat less favourably than they .hould 
bave stated it. The year which bad passed subsequently to their Report, 
was certainly much more adverse than that to which they adverted, the 
large importations of com in 1810 baving materially augmented our 
import!. Neither this circumstance, nor the burning decrees of the enemy, 
on which much stress had been laid, were known at the time when the 
Committee made their Report. 

He must advert, before he concluded, to the important subject of the 
.tandard of <lur currency. There was great danger of our finally departing 
from it, if we suffered the present depreciation of our paper to continue. 
The first resolution of his Right Honourable Friend appeared to hini to be 
liable to the construction of laying in some claim to depart from it, if such 
a measure should hereafter be deemed expedient; for it asserted the King's 
right to alter the standard: and the very mention of ouch a right, at. period 
when the temptation to exercise it was occurring, might naturally excite 
apprehension among the pu blic. Indeed the argument in favour of a deteri­
oration of our coin (orofa change of it! denomination, which was the same 
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thing), would, while the present state of things continued, grow stronger 
every day. To change the standard when the paper has been long depre­
ciated, is only to establish and perpetuate a currency of that value, to 
which we already are accustomed, and may also be made the means of 
precluding farther depreS9ion, The very argument of justice, after. certain 
time, passes over to the side of deterioration. If we have been used to a 
depreciated paper for only two or three years, justice is on the side of 
returning to the antecedent standard; but if eight, ten, or even fifteen or 
twenty years, have passed since the paper fell, then it may be deemed 
unfair to restore the ancient value of the circulating medium; for bargains 
will have been made, and loans supplied, under an expectation of the con­
tinuance of the existing depreciation. If, therefore; we were in earnest in 
our profeS9ions of attachment to the standard, we ought not to place our­
selves in a situation of irresistible temptation. By the present decision of 
the House, the question of adherence to the standard might be determined: 
It had been said, that, by our present contest in Portugal, we were in 
truth defending England, since we were preventing a conllict which might 
otherwise take place on English ground. We might, by the parliamentary 
contest of this day, prevent a struggle for the maintenance of the standard 
of our coin. We were now, per1laps, fighting that battle, and at a time the 
most favourable for it. If the limitation of paper bad been urged when the 
exchanges were only six or eight per cent. against us, it might have been 
aaid, that the evil was not sufficiently considerable to deserve attention. If 
we waited 611 they were fifty or sixty per cent. again.t us, it might have 
been insisted, that the time for administering such a remedy was past, and 
that the mischief was become too formidable for us to deal with. Was it 
not at least prudent to take the side of limitation I He had no idea, that 
all that embarrassment would result from a moderate reduction of Bank 
paper, which some gentlemen might suppose. Let the whole subject be 
fairly understood, for much depended on the general prevalence of sound 
opinions on this question ;-Iet the contending parties yield a little to each 
other ;-Iet it be known that the Bank proposes to do nothing sudden or 
violent; that they are determined to guard carefully against extensive 
failures; and to afford to the mercantile world reasonable facility for fulfil­
ling the pecuniary engagement> into which they might have already entered; 
-let it be seen through the country, that there was no party spirit, or heat, 
in our discussions :--he should, in that case, have little tear of disastrous 
consequences. If, on the other hand, the question was to be carried with a 
high hand, and there was to be a triumph of the Bank over the Bullion 
Committee; if the Bank were to be encouraged in the extension of their 
issues for the aake of the temporary ease which these might afford to the 
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merchants and to the government; and we were resolved to shut our eyes 
to the remGter consequences; the light might possibly, at length, break in 
upon us, as Mr. Burke, on another occasion, had observed, not through 

. the ordinary apertures, but through flaws and breaches; and we might 
then lament, too late, that we had not made timely efforts 10 reslore the 
value of our currency. Gendemen, he feared, had not sufficiendy considered 
the present state of the law on this subject. A question was suspended, the 
decision of which ';Vas expected every day, and might lead 10 the establish­
ment of two prices. We were, moreover, at the mercy of events. Many 
persons seemed to lhink that there was no particular evil to be apprehended 
from perseverance in the presenl system; and were unwilling 10 resorl 10 

a limitation of paper, because it was safer nol to change our course: but 
they ought to reflect, that, though. small depreciation of paper produces 
lillie or no evil, and even may, for a time, operate beneficially; and though 
a greal depreciation may not bring on at once any striking mischief; yet 
the long continuance and the growth of it, might lead to the most serious 
dange,.,. To the consequences of excess of quantity distru.t might add itself: 
new laws might become nec .... ry to enforce the receipt of the depreciated 
currency; and in order that they might be effectual, their severity mu.t 
iner .... as the depreciation extended itself. This had been the course in 
other countries. At the same time, there probably would not be wanting 
ill-affected penons, who would endeavour 10 aggravate the evil, and would 
be glad to connect with the temporary discredit arising from the excess of 
our circulating paper, the discredit of the whole mass of our .tocks, which 
had nothing to do with it. Surely it became the Parliament to anticipate the 
possible occurrence of .uch a state of things, and not to wait the uncertain 
course of events, as if we had no power whatever 10 provide for our own 
safety, or contribute to the improvement of our condition. 

On these grounds he now supported the first set of the Rnolutions of 
the Learned Gendeman, which .ffirmed the doctrine of a standard, and 
which recommended, as the means of expediting and insuring our return 
to it, • cautious restriclion of the paper of the Bank of England. 



ON the 14th of May, Mr. H. Thomtnn observed, that having, 
when he before addressed himself to the House, spoken antecedently to 
all those gentlemen to whom he was opposed, excepting only one Right 
Hon. Gentleman (Mr. Rose), who hod chiefly dwelt on the details of the 
Report; and having now the advantage of distinctly kiiowing the grounds on 
which their argument rested; he was amiou. to be permitted once more to 
olrer himself to their notice. 

The speech of his Right Honourable Friend (Mr. Vansittart), in 
support of the Resolutions now proposed by him to be substituted in the 
place of those of the Chairman of the Bullion Committee, had particularly 
urged him to rise. In the conclasion of that speech, his Right Honourable 
Friend hod enumerated the various circumstances to which he looked .. 
the means of producing an improvement of the exchange :-first, a con­
tinental peace; secondly, a better understanding, and, consequently, an 
open trade with America; thirdly, some extension of our commercial iuter­
course with Europe;-<ill of them, especially the first, events which he 
did not much encourage us to expect>-but it was remarkable that he 
totally omitted any mention of a limitation of paper, in this enumeration­
of the means of meliorating our exchanges. His Right Hon. Friend, in one 
part of his speech, as well as the Right Hon. Chancellor of the Exchequer, 
hod admitted that a limitation of paper hod a tendency to produce this 
effect; but it was plain, from the concluding part of it, that the principle 
was practically disregarded. Indeed, his resolutions were in the same spirit: 
they were silent on. this point: they did not venture to deny the doctrine, 
that quantity of paper hod an inlIuence on its value; but they seemed to 
throw a doubt upon it; for they specified. variety of facts, with the evident 
view of discrediting the principle; and thus were calculated to lead men, 
less enlightened than the Mover, to suppose that the tenets of the Bullion 
Committee, in this respect, were completely visionary and erroneous. 

He rejoiced that his Right Hon. Friend was the person who led the 
opposition to the Report of the Bullion Committee, because he was con­
fident, that, with such an adversary, the discussion would be amicable, and 
free from party spirit, and because the House was sure of hearing so much 
ability employed on that side of the subject. He could not, however, help 
remarking, that his Right Hon. Friend himself hod been a party in an 
administration which hod twice extended the term of the continuance of 
the restriction act on a principle which, if Parliament would now give 
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its attention to the subject, he could not help thinking that they would 
perceive to have-been very objectionable. 

Twice, under the administration of Lord Sidmouth, of whom he wished 
to speak most respectfully-namely, once in peace, and once after the 
recommencement of the war-the act for restricting the cash payment of 
the Bank was renewed, upon the professed ground of the unfavourablen ... 

_ of the exchanges. This was not the principle on which the first act had 
passed, and he much questioned whether the Parliament would have ever 
consented to institute such a measure merely on that plea. It was by 
means of an unfavourable exchange, and a high price of bullion, that an 
excess of bank paper was detected and restrained, as he trusted that he had 
already sufficiently shewn. The ground on which the restriction bill had 
passed was much more justifiable, namely, that of an alarm arising out of 
the idea of an immediate invasion, which caused a violent run upon the 
Bank, and threatened suddenly and unavoidably to exhaust its coffers. The 
State, for political reasons, on that occasion interfered. To extend the 
suspension because the exchange was unfavourable, was to adopt a new 
and dangerous course. He recollected to have himself, on one occasion, 
remarked on the insufficiency ofthi. motive for the renewal; but the .ubject 
did not always particularly artract the attention of the House; it now, 
therefore, became them, and especially since they were resolved to continue 
the suspension, to look well to the general principles on which both they 
and the Bank proceeded, and not to consider themselves as debating merely 
on a temporary measure. 

One great security to the Bank of England, heretofore, had been its 
independence of the Government: its paper had been properly restrained, 
because the Government had felt no interest and taken no part in the 
extended issue ofit; and he submitted, whether, if the subserviency of large 
issues from the Bank to the purposes of the war, and the convenience of the 
State, were, during the suspension of cash payments, to be I principle 
recognised by Parliament, the State and the Bank might not beeome 
identified in point of interest, somewhat in the same manner as those 
government banks on the Continent, whose paper had become first excessive 
and then depreciated. 

It might not be improper to take a slight survey of the whole period 
which had passed since the first Bank Restriction Bill in 1797. Probably, 
in consequence, as he had before shewn, of a limitation of paper which 
was antecedent to that area, and perhaps in cousequence alao of the caution 
which the Bank would naturally exercise for some time after it, the 
exchanges in 1797 and 1798 were peculiarly favourable, and I great tide 
of gold flowed into the country. In the years 1800 and 1801, when the 
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scarcity of corn occurred_ commercial event more likely, perhaps, than 
my other to prejudice the exchange-the tide turned quite as much 
against us; the exchanges then fell below the point which they had ever 
reached while the Bank was open. The Bank did not at that time limit its 
issues, which it certainly. would have done ifit had been liable to make its 
payments in cash. The exchange, however, recovered itBe!f in 1802, but 
it did not improve 80 much as to bring back gold into the countty. After 
a few more years, the exchange turned much against us; and it had now, 
for the space of nearly three years, continued more unfavourable than it 
was ever known to be before the suspension. Thus the only influx of gold, 
of which we had had the benefit, since the suspension act of 1797, was, 
apparently, in consequence of a limitation of paper antecedent to that 
period. There would naturally be a tendency to excess during the suspension 
of cash payments; but the first consequences of such excess, as well as the 
peculiar pressure of 1801 and 1802, would undoubtedly be mitigated by 
the exportation of a large portion of that immense fund of gold, with 
which the providence of the time preceding the suspension had enriched 
us; and the recovery of the exchange in 1802 was thus facilitated. When 
the second great pressure, of 1808 and 1809, arose, it found us stripped 
of a great part of our coin; and this probably was the resson why it proved 
80 seriou •. It soon carried off our little remaining gold; and we were 
therefore now arrived at a period when we were no longer protected 
against the most· fearful fall of our exchanges. As long as the foreigner 
knew that the bill on England which he bought, could be turned into cash, 
which cash wao of a given value, and subject, though contrary to law, to 
be transported, there was a limit to the depression of the price of the bill; 
and this limit would exist evc;n during the suspension of the cash payments 
of the Bank, provided there was a moderate quantity of gold coi» actually 
circulating; foi, in that case, if the exchange fell below a certain point, 
80me men would clandestinely collect our gniness, and thus furnish a 
remittance: but now a man must walk a mile before he CIJl collect a gnineo, 
he must incur great expense in gathering, as well ao in purchasing, the very 
trifling quantity of coin which remained among us. The limit, therefore, to 
the fall of the bill, was no longer what it had been: we were ceasing to have 
any limit, and were therefore now arriving at a new state of danger; so 
that it was difficult to "y, in case untoward circumstances should arise, 
what might be the extent to which the exchange possibly might run down. 
Such had been the effect of the long continuance of the Bank Restriction 
Bill, and of the system under which we had acted during the fourteen 
yesrs of its existence. The House had now decided against the repeal of it, 
and seemed to intend that the bill should remain in force until the period 
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already assigned to it, of six months after the ratification of a treaty of peace. 
He was not eager as to. the question whether the Bank should now be 
required to open at any early period. He would willingly have agreed to 
suspend the determination of that point, if he could but have seen a dis­
position to act, in the mean time, in such a manner as to facilitate the open­
ing. But the misfortune was, that the Directors of the Bank seemed to 
consider the suspension as exempting them from the necessity of pursuing 
the principles on which they would have acted if no suspending bill had 
passed, and on which also they could not fail now to act, if they were liable 
to pay in cash. To one of them the question was put, "Supposing the Bank 
to pay in cash, and a great drain to arise (and there could be no doubt 
that a great drain would now arise if the Bank were liable to pay in cash) 
should you advise some diminution of bank paper /" The answer was, "I 
must recommend it from necessity, though in my opinion it would not 
improve ):he exchange. 1 think it one of the advantages of the Restriction 
Bill, thar we are not driven to that necessity." The Parliament, if they 
voted the resolutions of his Right Hon. Friend, would fortify the Bank in 
these opinion •. They had, indeed, already indicated their approbation of 
them, by negativing all the first resolutions of the Learned Gentleman; 
and in consequence of that vote, which he had considered to be a vote 
ag!linst any limitation of paper, he bad reluctantly joined in the subsequent 
vote for openiug the Bank in two years;-a vote which he should have 
been glad to have had an opportunity of qualifying, by specifying certain 
accompanying measures, by which he thought that the apparent severity 
of it might have been mitigated, and the opening much facilitated. He had, 
when in the Bullion Committee, expressed a wish to soften the terms used 
in that part of the Report which suggested that the restriction should cease 
in two years. He was clearly ag!linst a period 00 indefinite as that of six 
",onths after the ratification of a treaty of peace. considering all the experi­
~ce we had had. He was for returning to the principle on which we had 
",t out, that of allowing to the Bank only a .hort term; possibly renewing it, 
if necessary, but not as a matter of course, and on the mere ground that the 
Ql<changes were unfavourable. He was aware that the gentlemen opposed to 
him had gained a great advantage by turning the attention of the public to 
the opening of the Bank; as if that were the only thing recommended by 
the Bullion Committee. Thi. was not the sole object of their Report. There 
had been many shades of opinion npon that part of it, among men agreed 
in all their fundamental principles. The Bullion Committee had been far 
more united on the other point on which he had dwelt-the propriety of 
limiting the bank issues with • view to the improvement of the exchange. 
The Parliament was now taking part with the Bank against their. own 
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Committee, in respect to this important principle; and the Right H~n. 
Chancellor of the Exchequer, in exerting himself on the same side, appeared 
to hini to be taking on himself a fearful responsibility. 

It had appeared in the course of the present debates, that the chief 
circnmstance which had led "the Directors of the Bank to embrace the 
opinion that the quantitY of their paper had no infiuence on the exchange, 
was the doctrine which they entertained respecting what is called the 
Balance of Trade. The state of the exchange was, according to them, the 
nnavoidable consequence of an nnfavourable balance: he therefore requested 
leave to enter somewhat fully into this topic. 

An inaccnrate use of words had served to confuse many parts of the 
general subject under discussion; and the term balance of trade, in parti­
cnlar, had contributed to this perplexity. He would endeavour to expose the 
error involved in this expression; and in order to do this, it might be con­
venient to remark how it first obtained currency. 

Our ancestors, eager for the acquisition of the precious metals, exploring, 
as is well known, new continents, chieHy with a view to this article; and 
accustomed to consider trade as profitable or otherwise, in proportion as 
it brought in or took out gold and silver, were naturally led to denominate 
that part of our exports or imports which consi;ted of these metals Il 6alllnct. 
In truth, however, this was not a balance. Bullion was an article of com­
merce, rising or falling in value according to the supply and the demand, 
exactly like any other, transporting itselfin greater or I ... quantities accord­
ing to the comparative state of the market for that and for other articles, 
and forming only an item on one .ide of the general account. Com, or any 
other commodity, might ju.t as properly be said to pay the balance as gold 
or silver; but it would evidently be inaccurate to affirm that com discharged 
it, because it would imply that the amount of all the articles except corn 
was fixed; and that these having first adjusted themselves with relation 
only to each other, a given quantity of com was then added to pay the 
difference. It was, for the same reason, inaccurate to affirm, that gold or 
silver paid the difference. He was aware that many of our older writers 
of great name had used expressions of this sort, and that a phraseology 
borrowed from .uch respectable authority ought not to be too much 
censured. They had written, however, at a time when paper currency 
scarcely had an existence; thcy had not coutemplated the consequencea of 
the introduction of so much paper credit: they had therefore not guarded 
or measured their expressions, as they probably would have done, if they 
had foreseen the use which was now made of them. 

The Governor of the Bank (Mr. Manning) had in hi. speech quoted a 
passage in Mr. Locke, contsining the term on which he had just ani: 
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madverted, and had grounded himself on what he inferred from this 
expression to be the principles of that author. The word. of Mr. Locke 
were these ;-"The coming and going of our treasure depends wholly 
upon the balance of trade;"_ mode of .peaking which certainly coun­
tenanced the doctrine of the Honourable Gentleman and other Bank 
Directors, namely, that there is no possibility of preventing the departure 
of our gold by any measures which the Bank can take, inasmuch as it is 
balance of trade, and balance of trade alone, which regulates both its 
coming and its going, over which balance the Bank has no controu!' It 
would be found, however, that Mr. Locke could not be '0 completely 
claimed as an authority, on the side of the Governor of the Bank, as 
might at first view be supposed; for Mr. Locke in the part of his work 
immediately preceding that from which the quotation was taken, speaks of 
"two cases" in which profit may be made by melting down our money: 
"Fint, when the current prices of the same denomination are unequal and 
of different weights, some heavier, some lighter; the other that of. losing 
trade, or an overgreat consumption of foreign commodities;" and then 
goes on to say, that "the coming and going of our treasure depends wholly 
on the balance of trade.'" 

Mr. Locke, therefore, refers to either of two causes the disappearance of 
coin. Agreeing in this respect with Sir Isaac Newton and others, whom his 
Honourable Friend (Mr. Huskisson) had quoted, he affirms that two kind. 
of circulating medium, if of different value, cannot long continue to pass 
interchangeably, because the heavier and more valuable pieces will be 
melted down, with or without law, and the light ones only will remain. 
Did gentlemen allow the truth of what Sir Isaac Newton and other high 
authorities, not excepting Mr. Locke, had laid down as a fundamental 
maxim in this science? If they did, they ought to admit not only that silver 
currency would disappear, if of more value than gold; and gold curreney, 
if of more value than silver; and heavy pieces, if light ones were allowed 
equally to pass; but also that gold currency would vanish if a paper currency 
of inferior value was circulating at the same time. Silver coin was not now a 
legal tender for more than a limited amount; gold coin and paper. were 
therefore the only two currencies in use for the payment of large sums; 
Gold was now to paper what it had formerly been to silver, and what the 
heavier pieces of gold had been to the lighter pieces of the same metal. 
Thus, the present disappearance of our gold coin, might be ascribed to the 
/irst of the two causes mentioned by Mr. Locke, namely, the difference 
in value between the two kinds of currency in the country; and Dot to the 
second cause, the unfavourable balance of trade. 

Still, however, the language of Mr. Locke was certainly inaccurate, when 
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he said, that the "coming and going of out treasure depends wholly on the 
balance of our trade," and served to countenance that dangerous doctrine 
which now prevailed. According to this doctrine, the fact of the disap­
pesrance of our guineas attended with the highest imaginable price of gold, 
was no indication of an el:C:_ of paper or of a depreciation of it, but was 
simply an evidence of an unfavourable balance of trade; and the only 
remedy was generally to promote national industry and cecoilomy. It might, 
indeed, be imagined by some, that according to this view of the subject, 
even additional issues of paper would operate as a remedy; for it might be 
said that an increased emission of it tended to encourage manufactures, an 
augmented quantity of manufactures supplied the means of enlarging our 
exports, and more extended exports improved the balance of trade; and 
thus an increased issue of paper might be' assumed to- be the means of 
rectifying the exchange, instead of prejudicing it. This was exactly the 
course of argument into which the Noble Lord over the way (Lord 
Cast1ereagh) appeared in one part of his .peech to be running. It was an 
error to which he himse1f had once inclined, but he had stood corrected 
after a fu1ler consideration of the subject. There must obviously be a fallacy 
in this way of reasoning. It proved too much. It implied, that indefinitely 
to increase our paper, was·the way inde6nitely to improve its value in 
exchange for the circulating medium of other countries, as well as in 
exchange for bullion and for all commodities. The utm06t adoiission which 
he was dispooed to make was, that in proceeding to limit our paper with a 
view to the improvement of the exchange, we ought to avoid that severity of 
pressure by which manufacturing industry might be seriously interrupted. 

According to the ~e erroneous doctrine, the export of our- gold coin 
in each of thooe instances of which Sir Isaac Newton and othen .poke, 
was referable to balance of trade, and not to the cause to which they 
ascribed it. When in the reign of King William, our gold coin went abroad, 
in consequence, if we were to credit Sir Isaac Newton, of its having become 
more valuable than our silver, through a change in the relative value 
of the two articles, it went to pay a balance of trade; for it was 
balance _ of trade, and balance of trade alone, according to the tenets in 
question, which caused the precious metals to transfer themselves to other 
countries. When in a subsequent year a simi1ar difference between the two • 
kinds of currency occurred, it was in order again to pay,. balance of trade 
that the better coin quitted the kingdom. He would put another case. 
Suppooe a fisherman on our southern coast, to collect a thousand guin .... 
and exchange them in the channel with some French fisherman for as much 
French brandy as should be deemed an equivalent, the gold, according to 
the doctrine in fashion, would have gone to pay the balance of trade. It 
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would have been employed to discharge a previously existing national 
debt. It was always, according to these tennets, the brandy which forced 
out the gold, and not at all the gold which forced in the brandy. By the 
Frenchman'. putting the brandy into hi. boat, the Englishman was com­
pelled to put the gold into his. The brandy always went before; the gold 
always followed after. It was one of the peculiar properties of gold that 
it always served to pay a balance. 

The truth was, that our paper currency having become less valuable by 
nearly twenty per cent. than the gold contained in our coin, the coin could 
no longer circulate interchangeably for it, but went abroad, because there 
was a profit of nearly twenty per cent. on the transmission. This profit 
operated as ell"ectually ip withdrawing it from circulation, and causing that 
part of it which was not bought at a high price for manufacturing uses, to 
be exported, as if an actual bounty of twenty per cent. were given on the 
export of it; and as much prevented the importation of gold for the 
purpose of serving as currency-the only purpose for which large quantities 
of gold were usually imported_ if a tax of twenty per cent. were levied 
on the import of it. We deplored the loss of our gold coin; but by not 
limiting our bank notes, we were thus, in substance, laying a tax on ill 
importation, and giving a bounty on ill exportation: and then, referring ill 
absence to balance of trade, we imagined that we had no power of 
recalling it. 

He admitted that something was to be conceded on the ground of an 
unfitvourable state of trade and a bad harvest, as well as on account of 
large drafts in discharge of the foreign expenditure of Government. Our 
manufactures, and other exportable commodities, might happen not to 
be in .uch demand abroad as to supply, on such occasions, the whole of 
the remittance advantageously. The precious metals were in more universal 
request than any other article; and the transmission of a certain quantity of 
these might prevent so Iowa selling price of our commodities, in the foreign 
market, as might otherwise be necessary. But our gold was now gone, 
and that disadvantage of which he was speaking, was therefore one against 
which we were beginning to be quite unprotected. Our coin had for the 
most part left us in 1 80 I. The state of our trade and foreign expenditure 
seemed not likely to improve materially. The exchange could not be cor­
rected, as heretofore, by the transmission of specie. The cautious Iimitatiou 
of oui paper was, therefore, a principle to which every consideration of 
prudence should lead us to resort. 

Several of the first Resolutious ofhis Right Hon. Friend (Mr. Vansittart) 
were intended to shew that there was no correspondence between the 
variatious in the exchange for some time past, and the existing quantity of 
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nota. He had in his folmer Speech remarked, in "'ply. that at three several. 
periocI>-'-in "783. '79S aDd 1796. and '797-the Bank had experienced. 
a drain of gold, had consequently resttained their issues, aDd had experienced 
a subsequent improvement of the exchange. His Right Hon. Friend 
erroneously assumed that the BuUimi Committee deemed the effi:ct of a 
limitation of paper to be instautaueous; an error which was exposed by 
the ameudmenll intended to be offered by the Chairman of the Bullion 
Committee. The inl1uence both of. reductiou aDd increase of paper. 
though sure, might be slow. aDd prohably would be wriou!, both as to 
the degree aDd time of ill operation: it would alI"ec:t, fim, one kind of 
coinmodity. then another; prohably operating more early on those articJ.s 
of which the IIIle was for ready money. reaching slowly the 1and, aDd still 
more slowly the laboUl. of the country. When ~ over-issue of paper had 
produced a general alteration in the price of laboUl, aDd. through the price 
of laboUl. on that of commodities, the improveruenc of the exchanges 
became more difficult aDd hope1eso!; aDd this consideration ought to induce 
us not to delay the reduction of oUI hank notes till the wages of labour 
had become materially aJrected. In the ase of au alteration in the value 
of the coin of a country. the operation on prices, though in like manner 
sure, was also in like manner slow aDd irregulaI. Mr. Hume, in speaking 
of the successive deteriorations of the French coin. in the reign of 

• Louis XIV ~ had remarked, that they did not at once produce a pro­
portionate rise of prices. He .. ys, "Though the high price of commodities 
be a necessary consequence of the increase of gold and silver." (as it 
.urely must also be" of the increase of paper currency). "yet it follows 
not immediately on that increase. but some time is required before the 
money circulates through the whole state. At fi .. t, no alteration is 
perceived: by degrees the price rises. fi .. t of ooe commodity. then of 
another; till the whole at last reaches a just p~oportion with the new 
quantity of.pede in the kingdom. In my opinion," he adds, "it is only in 
interval between the acquisition of money and rise of prices, that the 
increasing quantity of gold and silver is favourable to industry."-Those 
gentlemen who are eager to maintain an extended paper circulation. with 
a view to serving commerce, would do well to bear in mind this very 
souod ohaervation of Mr. Home. They should remember. that it is uoly 
by the perpetual increase of paper that their objea can be fully .!fected. 
They should also reflect, that, in proportion to this increase, the exchange 
will be prejudiced, aDd the ataodard of the couotry foOOm. Mr. Hume 
goes on to specify some &eta in proof of his general position. "And that the 
.peci .... says he, "may increase to a considerable pitch before it have this 
Istter .!feet" (of raising prices), "appears, amongst other instauceo, from 
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the frequent operation. of the French King on the money; where it was 
alway. found, that the augmenting of the numerary value did not produce 
a proportional rise of prices, at least for some time. In the last year of 
Louis XIV., money was raised three sevenths, but prices augmented 
only one." 

The impression intended to be conveyed by his Right Hon. Friend (Mr. 
Vansittart) was this; that, inasmuch as there was no exact correspondence 
between the quantity of paper and the state of the exchanges, at the periods 
which were specified by him, the evidence of facts was against the doctrine 
of the Bullion Committee, that a diminution of paper tended to meliorate 
the exchange. Hi, Right Hon. Friend, if reasoning at. the time of 
Louis XIV., might have .hown the evidence of facts to have been against 
the corresponding doctrine of Mr. Hume, that a dehasement of the quality, 
and consequent enlargement of the quantity, of the coin of a kingdom, 
tended to raise prices. He would have only had to select some day almost 
immediately following the dehasement, in order to ,hew that no perceivable 
consequence had followed. It then took a year to produce an effect amount­
ing to I-7th, when the whole ultimate effect ought plainly to be, and 
doubtless was, 3-7ths. The case of the Bank of France, in 1805, might, in 
like manner, have been turned by his Right Hon. Friend to the purpose of 
proving his own point. The restriction of its paper was not effectual at once; 
it was not operative in any kind of regular proportion to its degree. These 
two cases served, nevertheless, on the whole, to establish the doctrine of 
the Bullion Committee. They ,hewed both the general effect and the 
irregularity of it. Nothing, indeed, was more easy, than for one who, in a 
case like this, had the choice of the days on which he was to make his com­
parisons, to state facts which would seem to prove almost any thing, In one 
instance, his Right Honourable Friend, arguing from the amount of bank 
notes on a single day, had stated them three millions higher than a note 
suppJied by a Bank Director (Mr. Raikes) had allowed them to be; of 
which error he had become so convinced, as to have altered his resolution. 
It was only by averages of the amount, and not by the amount on single 
days, ani it was by Iuoking to periods subsequent to the limitation of 
paper. that any sound inference could be made. 

There was another .pedes of unfairness in the Resolutions. They .tated 
the Buctoations in the exchange and the price of bullion, for a long time 
preceding the suspension of cash payments; and then spoke of the variatinno 
since that period, as if these were somewhat similar i. wi, "',"e. But 
was the House aware of the different extent of the Buctuations in the two 
pePods I He would opecify the Buctuations in the price of bullion. This was 
a surer test of depreciation than the exchangeo. Many circumstances per-
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pJe..ed our inquiry into the true par of exchange; it was necessary to know. 
fint, the exact slllndard in foreign countries ;-«condly. the degree of wear 
of the current foreign coin; for it was with the coin actually circulating, 
and not with thst which was fresh from the foreign mint, thst the compsri­
son with our own was to be made ;-owe ought likewise to be informed 
whether there was any. and what. foreign seignorsge; and also. indeed, 
what obstacles to the exponatinn of the foreign currency. But, besides these 
sources of inaccuracy. many of which were continually varying, there 
was another most fruitful csuse of error. namely. the circumstance of the 
standard of this country having now for some time been gold, while thst 
of Hamburgh in particular. as well indeed as. of Amsterdam, was silver. 
There had been a very varying disproportion between the prices of gold 
and silver in the world; and this variation. as he-believed, would serve to 
account for much of thst occasionally great depression of our appsrent 
exchange with Hamburgh, in times preceding 1797. on which the:­
opponents of the Bullion Committee had relied. The people of this country 
were not bound to examine intO all the intricscies of the exchange. in order 
to know whether their standard was adhered to. The state of the exchanges 
merely afforded a confirmation of a depreciation of our currency' a generally 
high price of bullion of itself distinctly established it. What, then. was 
the price of bullion before 1797. and what was it now? It had never. 
before 1797. except in the South Sea year. and at the time when our coin 
was deteriorated, risen higher than 4/. 18. 6d. per oz. and had ocsrcely 
ever reached thst point; thst is to s.y. it had never fluctuated more 
than from 3/. 170. lod. to 4/. 18. 6d.-it was now 4/. 1¥. It bad 
not exceeded its proper mint price by more than 3s. 8d. or z to 3 per 
cent. in the one period-it exceeded it by 160. zd. or fitfeen to twenty 
per cent. in the other. Was it fair. then. to infer. or to imply. thst 
becsuse we had occasionally departed from the standard before 1797, 
to the extent, at the -utmost, of two of three per cent.; we need not now 
regard a departure from it of fifteen or twenty per cent.? The Bullion 
Committee had !lever intended to say. thst no deviation from the olllndard . 
of our coin. however small, ought to be tolerated. They were not in this 
respect the theorists which they were sometim .. represented to be. They. 
indeed. affirmed bullion to be the standard, and the more the subject was 
e .. mined. the more did it appear thst we had either this standard or none; 
but they allowed of a moderate depsrture from it. Nothing human was 
perfect. The very mint, though it professed to convert a pound of gold into 
forty-four and • half equal parts, or guin .... d\d not elfect their object 
with mathematicsl precision. and to their deviation was given the technicsl 
name of a Remedy. Even the most minute depsrture of this kind below the 
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standard might be called a depreciation. Through the wear of guineas there 
arose a further depreciation, which the Parliament had taken care to 
limit, by making them cease to be a legal tender when their weight fell 
below about one per cent. The strictness of this limit shewed the principle 
in the mind of Parliament; it proved that depreciation to a certain extent 
was contemplated, and that depreciation beyond that point was thought 
an evil to be carefully provided against. The operation of our laws, which 
prevented the melting and exportation of coin, had led to a further increase 
of the difFerence between the market price and mint price of gold, or, in 
other words, to a further depreciation. The effect produced by all these 
causes had never, before the auspension of cash paymenlll in 1797, been 
such as to cause the actual currency of the country to differ from 
bullion more than to that extent of two or three per cent. which be had 
stated, except on the two occasions which he had spoken of. The people, 
therefore, up to that time, were secure of having the value of their currency 
thus far sustained. The liability of the Bank to pay in cash, guaranteed to 
them a paper incapable of departing below bullion further than in the 
degree which he had mentioned. At the present time this paper was fifteen 
or twenty per cent. below bnllion, and they had no security against. 
further, and even indefinite, depression. It was said, that gold itJelf had 
risen; but even if it had, gold being the standard, we were bound to hold to 
it: we had held to it in illl general fall, and we ought to abide by it in illl 
general rise also. The argument that gold had risen would justifY an adul­
teration of the gold coin, just as much as it would justifY the present 
depreciation. On the whole, he thought, that to confound the little dif­
ferences between the market price and mint price of bullion before 1797, 
with the great difference at present, was most unfair. The difference, it 
was true, might be said to be ouIy in degree, but degree was every thing 
in this case; and it was remarkable, that the Resolution of his Right Hon. 
Friend studiously forbore to specifY the amount of the difference between 
the market price and mint price of bullion at the two periods. 

There remained ouIy one other topic on which he had to remark~ The 
Resolutions of his Right Hon. Friend assumed that the notes of the Bank of 
England were not excessive, because the difference between their numerical 
amount now and in 1797, was not greater than the comparative trade and 
expeoditure at the two periods would fairly jnstity. 

The notes of 51. and upwards, for the average of three years before 
1797, were about ten millions seven bundred thousand pounds; and, for 
the average of the last three years, were about fourteen millions two 
hundred thousand pounds. He would fairly say, that if he had been asked 
to pronounce them excessive on the simple ground of their relative quantity 
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at the two periods, he Qlight have hesitated to do it. He should have 
inquired what was the state of the ezchanges and the price of bullion, 
and should have formed his judgment chiefly by the answer to this question. 
He was, however, very far from admitting, on the other band, that the due 
limitation of them could be presumed from what was called the small 
_t of their increase. There was much misconception on this subject, 
which those who, like himself, were acquainted with the money trans­
actions of the metropolis, were best able to remove. A very increased degree 
of economy was practised in the use of notes. Gentlemen uninformed on 
this topic naturslly assumed, that when our trade and revenue and public 
exj>enditure were extended, the amount of notes requiJite for these enlarged 
payments must be nearly proportionate. But this was very far from being 
the case. In the inlimcy of paper credit, the cir~tion of such an establish· 
ment as the Bank of England might regularly and uniformly increase: a 
time, neverthe1ess, would come when it would begin to diminish; but­
exactly at what period, and in what degree, this change would take place, 
was not easily ascertained. When the Bank was instituted, and for some 
time afterwards, the fund which private hankers, who were then gold­
smiths, kept in store as a provision against emergency, 'consisted chiefly of 
gold; but by slow degrees it become Bank of England notes. The paper. 
before the Honse would accordingly shew how very triBing was the circula­
tion of the Bank at an early period of their establishment, and how greotly 
it after a time advanced. But it was not regularly progressive in proportion 
as confidence increased. The hanker suffered a loss of interest proportionate 
to the amount of Bank paper in his possession; for which, therefore, he 
would be disposed to substitute a paper from which. no such disadvantage 
accrued. Exchequer bilk furnished one provision of this sort. They yielded 
interest to the hanker, and yet were convertible by a very ahort and aure 
process into bank notes. Bank paper, therefore, was by no meooa the perfec­
tion of the system; it was not his "last and best supply." The last and best 
supply had been furnished from the Bank of the Right Hon. the Cbancellor 
of the Exchequer, who well knew to what an _t his issues of this kind 
had been recently carried. Billa of ezchange also, and other articles of a 
aimilar nature, served ezceedingly to spare the use of notes; and a variety of 
devices was resorted to for the same purpose. As in many manufacturing 
conceroa there had been a perpetusl ezercise ofingenuity, and a cooaequeot 
abridgment of labour; so in the banking system there had been an ezertion 
of the talents of individuals in producing the necessary quantity of notes. 
Evidence had been given before the Bullion Committee of the increosing 
number of money,brokers, who passed from one banking-house to another, 
and aupplied the daily and hourly wants of one quarter, by carrying away 

359 



the superfluity of another. If we could suppose the sixty or oeventy bonken 
of the metropolis to be reduced to ai:J: or seven, it .... obvion.s that • very 
diminished quantity of notes would suffice for the same buom... The 
improvements in the bonking system tended to unite, as it were, into one 
bouse, for the purpose of which be .... speaking, even thooe banken who 
held no direct commnnication with each other. 

The quantity of notes kept by private liunilies .... also, IS he believed, 
continually diminishing, throogh the increased habit of emplaying banken, 
and of circulating drafts upon them, in and round the metropolis. The 
circulation of Bank of England notes in the conntry (he still spoke of thooe 
of 51. and upwards), had prohably also diminished, in alIII<tjuence of the 
immense increase of CODDtry banks. The IDJD tolll1 of the otock of Bank of 
England notes kept in store by these banks might be augmented; but that 
stock consisted, in a great degree, of those I I. and 2/. notes, which he had 
left ont of his calcnIation.· 

Mr. H. Thornton concInded with oboerviog, that he .... conocions of 
having left almost DDtouched many important parts of this extensive subject. 
The material point, however, of the nature of the standard, over which 10 

much obscurity .... thrown by the present Resolutions, had been 10 very 
ably and satisfactorily treated by the Right HOD. Gentlemon over the way 
(Mr. Canning), IS well, indeed, as by the Honourable Gentleman near him 
(Mr. Hnskisson), that he had felt little inclination to dwell upon it: but 
he could not sit down without adverting once more to the lint of the 
Resolution.s now propooed, in which the right of the Crown to vary the 
standard, both with and without the Concnrrenoe of Parliament, ....... ed to 
be asserted. It might be true, that to the King, generally speaking, .... 
committed the regnIation of the coin of a country; but the language which 
he should be dispooed to use, wonId be that, not of his Right HOD. Friend, 
but rather of Sir Thomas Rowe, at the conncil table of Charles L ;-c 
language, indeed, in the lint word. of it • little resembling the Resolution 
em which he .... animadverting, but far dilreJent in its CCJDclnsion. "The 
regnlating of coin," said Sir T. Rowe, "hath been left to the care of yrinces. 
who have ever been presumed to be the fathen of the commcmwealth. 
U,.. LIeii' J..ndry _ iLl.., oJ ",,,"_lal of jastiu • 1M lJJij~<I 
i. tUt leU/j." 

Dr. A. Smith had oboerved, that "in every country the Darice and 
injustice of princes and lOVereign states, abusing the CDD.6dmoe of their 
subjects, has by degrees diminished the real quantity of metal in their coin. " 
This .... an evillD which, in times of difficnhy, like the present, aD nation.s 
were prone. The Ramona (oboerv<d the same author)" in the later and 
wone times of their country. reduced their coin ID ODe twenty-fODrth. 
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England had reduced her pound only to one third. Scotland enjoyed the 
honour, and had also had the advantage-for such the principles of the 
Right Honourable Baronet over the way (Sir John Sinclair) would 
probably lead him to consider it-of having reduced its coin to one thirty­
sixth; France to one aixty .. ixth. He had always deemed it highly creditable 
to England, that the deterioration of her standard had been comparatively 
&0 small; but we seemed to be now Willing to expose ourselves to the danger 
of giving way to this temptation, while Hamhnrgh and Amsterdam, and 
our great adversary in France, were superior to it. Their oevera1standards 
were sustained. That we might not yield in this respect to the pressure of 
oni present circumstances, was the chief object for the like of which he 
had spoken. A country oeldom was sensible of the first steps taken in this 
downward course; and it therefore belonged to those who possessed an 

.extensive knowledge ofsuch subjects, and adverted to the history of other 
natiODB, to point out the approachin'!t danger. 

He feared that the members of the Administration, partly, perhaps, 
through their having taken in the first instance a too transient view of the 
question, in consequence of their multiplied employments, and of their 
having then committod themselves too hastily upon it; partly also through 
a wish to enjoy the present benefit of an extended isaue of paper in their 
financial and political concerns, were not the aafest guides on the present 
occasion. He had endeavoured, for his own part, to fulfil his duty, both u an 
individual of the Bullion Committee and u & member of Parliament; and 
though he had not dWelt in his speech on the difficulties by which we were 
encompassed, he had not formed his judgment without taking them funy 
into his consideration. 



INDEX RERUM 

BALANCE OF TRADE, 141-IH, I So, 153. 
Its elfect on gold reserves, 111-112 • 

. Its increase, 166. 
Effect thereupon of increase of currency, 198. 
On clliIiculties of czlculating it, 344. . 
The Directoll of the Bank and the Balance of Trade, 351. 

B""" OF ENGLAIID 
Its nature, 105. 
Its relations with Government, 106, 128-129, 2540 348. 
Its actions in the crisis ofr797 •• 127, 131-140. 
Its note circulation, 214. 
Objections to its monopoly, 228-229. 
Contrasted with privzte banks, 286-288, 294, 3°3-305. 

B""" NOTES, 90' et seq. 
Their velocity of circulation, 96 et seq, 232-233. 
Elfects of their abolition, 100. 
Of the elfects ofa diminution, 113-128, 280-283, 301, 30s.­
Of changes in their quantity, 1240 195-200. 
Democratic objections thereto, 171 ". 
Relation to quantity of country pzper, 2 I 5-2 I 7. 
Elfects of an excessive issue, 2 I 8, 226. 
Economy thereof, 222, 263, 359. 
Ofpemon advocating no limit to theirissue, 227, 231. 
Causes of an increase in issue, 230-233, 240, 241. 
On the value of Bank of England notes, 233-235. 
ElFects of an increased issue on home production, 235-249. 
Methods of restrzining the note issue, 251-254. 
On substitutes for bank notes, 282, 289, 297, 309. 
Of the relative proportiona of Bank of England notes and country 

bank notes in circulation, 288, 299. 
Elfects of a reduction in circulation on the price of Government 

securities, 28C}-305. 
Their reduction a cause of unemployment, 291. 
Of the use of guineas when notes are scarce, 298. 
That their quantity be increased when pzyments of Government 

loana become due, 302, 306. 
That an increased issue thereof raises prices, 329, 342-344. 

363 



Bank of Paris, 337-338. 
Bank of Sweden, 339. 
Barter, 81. 
BILLS OF EXCHANGE 

Their function, 82. 
Monetary use thereof, 92, 296. 
Advantages to merchants, 93. 
In international trade, 145. 
As security for hank loans, 2 S2. 

BULLION 

8tt II/SO "Gold." 
Of a high price, 103, 145-1 So, 201, UI, 261, 330. 
Bank of !!:ngland's holding thereof in 1797 •. 136. 
Effects of balance of trade on its price, uS, 330. 
Price lowered through increased use of notes, 26S, 329. 339. 
Whether note issues should be regulated by the price of Bullion. 327 
Ai a commodity. 330. 
The Bullion Committee, 3H, 345, HO, 3 SS-:36 I. 

c...PITAL 

Its definition. 79. 
Increase through use of paper credit, 176-177, 301. 
Scarcity in war-time, 2 SS. 
Its e%J>Ort, 2S6. 

Cash Ratio, 286. 289. 
Coin, 24-3, 272, 349· 
CoUllTllY B .... '" 

Their number, 168. 
Their origin. 169. 
Their notes, 169. 
Their multiplication, 172-173. 
Advantages and disadvantages thereof, 174. 
Danger of depreciation of their notes, 189""192. 
The inBuence of their notes OIl prices, 193. 270. 
How they increase their loans, 271. 
Quantity of their notes in circulation from 1793-1797 •• 284-
Reasons for decreasing their note-issues, 287, 304- . 

CREDIT" 

Commercial, 7 S· 
Term thereof, 76. 
Relation to national wealth, 78. 
Limitation thereof. 122. 

Crisis ofI793 •. 97-<)9,113. 181 tI, 26S. 279. 29<], 334· 
Crisis of 1797 •• 134. IH. 279. 29<], 334. 348. 

364 



DEFLATlo. 
III elfecu, 113-u8, '91, 280-283. 
Advoated in 1811. .3H. 

Demand and Supply, 193-1i}7. 0 
Demand, inaoased through expansion ofnote issue, 237. 
Discounts, 306-309. 

ExclWlca 
Unfavourable • ."te thereof, 141, 143, 156-159. ~ 
That the tate determines balance of trade and not vice vena, '46-248. 
Effi:ct thereupon of increased quantity of money, 329, 332, 354. 
That • ."te of exchanges should be criterion of excess of paper, 343. 

Forced saving, 239. 
FOlE1C\ll TL\l)B 

In bullion, 117. 
Effi:ct of scarcity of hank-notes, 117. 

GOLD • 
811 .lsfJ "'.Bullion." 
Of the velocity of circulation of gold gWneaJl, 9<)-101. 
Of substitutes for gold cuuency, 101. 
As the .Illndard of value, Ill, 357. 
Of gold reserves at the Bank, 111. 
As an internationally traded commodity, IH, 0160,262,331,351. 
Di1ference between mint and ~ket price of gold, 148-150, 193, 

20<>-203,218,220, 261, 3~3-355, 358. -
Ofattempll toinerease the fund of gold in times ofcrioia, 161, 167. 
Fall in value with increased output, 242, 328. 
Not ~e ~~ medium of cuuency, 275-276. 

Hoarding, 97, .66, !oo. 

InBation, 107-108, 195-200. 
lNTEIEBT RATE, 335. 

Illeffi:ct on demand for money, 254-258. 
III relati",! to the quantity of money, 281, 296-297, 336, 338. 
III relation to the value of money, 336. 
Ofill natural tate, 339. 

Lo""o 
Their relation to note circulation and gold ciiuency, u5, 133, i~7. 
Ofoecurity for loans, 2~1-Z52 • 

. Mechanism of Government houowing. 280-281. 

365 



LoN""" &No , 
Theirnumber and .".tem, II 3. 

MONET 
See "Bank notes." 
The demand for money, 194. 

PAWAiCBNT • 
Interference in 1797 thought improper. 138-14°, 

Precious Metals, their monetary use, 81, 
P&lCI!S 

High pnc.o. result of too great quantity of bant.notes, uo-u4 
230 ,;%63', 

Pronts, increased at times of rising pricet, ~37-238, ' 

Scotland, 1tate of its proper credit. l8S. 299. 
S!CUIUTY' 

Relative importance of security and quantity in determining value 
of bank.nold, 3+1 • 

.Land as secnrity for note-issue, 3+2. , 
Suspension of cash payments, 112, 132-140, 196-197. liS _,elP"lli",. 

Unemployed resources, 236. 
Uaury laws. 307. 

Value, 193-19+. 



INDEX N0!'v.I'INUM 

Anderson, A., 37. 
Angell, J. w., '5' 

Baring, Sir Francia, 38,4-5, .ot. 
Bentham,J., 3', So, 59· 
Black, W. G., '5. 
Bogatsky, C. H. von, !). 
Bowdler, J., 20. 
Dowdler, T., 20. 

Boyd, Walter, 440 4-5,92, 2'4-216, 
3.6. 

Brougham, H., 32 , H. 
Bnmey, Fanny,o' ~:. 

CannaD, E., 6~ 
Cantillon, R? !7: 
Canton, W., 2j. 
Clarkson, T., 20. 

Condorc:et, 231. 
Coupland, R., 21. 
Cowper, W .. 13, 14· 

oDavenant, Sir W., 243. 
Dicey, A. V., 21. 

Dupont de l\emours, 338. 

Eliot, Edward, 21. 

Fitzjames, j., 21. 
Fonter, E. M., 21, 32, 60, 61. 
Fox, C. J., 19, 31. 

Galiani, 37. 
Gisbome, T., '9,20. 
Grant, Charles, 20-22, 29, 32, 33. 
Grant, Robert, 22. 

Hal~, E., n. 
Harris, Joseph, 37. 
Hastingo, Warren, 20. 

Hawtrey, R. G., 62. 
Heske~ Lady, 23. 
Homer, Francia, 47, 51, 53-H, 

325,327.' 0- _ • 
Hume, Davicj. 31. 49, 68, 238, 

247, 268-270, 273-275, 3H,' 
-. 356•. . 
Hu.~ W.,.5'4;'55, 353. 

'" , ..... 
Inglis, R. H., II,.~6, 31,_ 33 •• 

Johnson, C. B., 23. 
Jones, M. G., 23. 
Joplin, T., 3 .... 36. 

King, Lord ~eter ... 52, 313, 316-
3I8,3Z2• . 

Klingberg, F. J., 21. 
Knn1Jford, Lady, 23 •• 

Law, John, 239, 250. 34I,!0342. 
Lloyd, Henry. 37. 
Loeke, John. 37. 68. 245 ..... 48• 351, 

353· • 

Macaulay, T. B .• 21. 33. 
Macaulay,Zachary, 20,22,23,31, 

H,48• 
MacCulloch, J. R., I .... 15,41, 59. 
Malthus, T. R., 32. 
Mill, J. S., 48. 58. 
Miller, G., 57. 
Montesquien, 37,68, 266-...68. 
More, Hannah, 20, 23, H. 
Morgan, A. de, 23. 

Newton, Sir Isaac, 352-353. 
Newton, J., 13, 14. 
Nightingale, Florenee, 21. 
North, Lord, 18. 

367 



Oldfield, T.H. B., ;S. Taus&ig. F. W., 48. 
Teignmouth. LQrd, to. 

raimer, J.Ji., H.' Telford, J., J3. zt.· 
. Parnell, H., 5+. Tbomp$<lll; F. W. 11., u •. 
"Pennington, J, $3. Thornton, G<><lfrey. It, l$. 
Pitt, William, t1-i9, 29. lT, 39; Thornton, Henry, p4I1i .... 

6 ' Tbomion, 10M. u . 
. p, 44> 9'" 31 

• - Thornton, J..,u-t4. i9' 
P416tlethwayt, 37. 2)1... 'I'luirnton, Marianne. u. a8, 30 'Pym,Dorot¥,.t. M " .Thornton, 1'. ., a. 
n: D 6 'ThIlmtmi, R .. s 2. 15· . 
.NC4l'do, <t·P!".p •• ~. ;40 sir, • Thol'lltoll, $., r., IS, 36. 

62. '" ,- Thm1~H t8' 
Rowe, Sir Th..m~ 360. Tooke, T.; 40: 6i. 

Seeley, M, 31. 
Sh2rp, Granville, 20. 
Smart, W., H. 62. 
Smith, Adam, j8, 62, 68, 90. 9t. 

94"'96. roo, t03-lo., H3. a7. 
148, ISO, 15"" >76, 177 •• 00. 

%02-208, "45, 266, 316, ,6<>. 
Smith, W., %C\ :U. 
Stephen, La1ie, 2lt :&8, 29. 
Steuart. Jarnos. 17, 68, <t~ %45, 

267.. . . . 
StllCk, E., 23. 
Sykes. M~ lie Thornton, 

Mtuiann •. 

Trevelyan, G. 0., u .• 
Turg.,t. 37. 

V';"", H., 13. 20, U. 
Venn, J., 13 •• C\ 21. 
Viner, J-b, 36, 58.62. 

Wtdgwood. J ... 29' . 
Wlcbell, Knut, ,C>. 
Wilberfut<:e, S., .1. . 
'Wilbel'{OfC4 W., 'n, 17. 19. 2t 

.. ; 29, H,-+2, 61 •. 
Woolf, Vlrcini-.. "ZI~ 

Young, Arthur, a ~ f. 

368 


	012737_0001
	012737_0003
	012737_0005
	012737_0008
	012737_0009
	012737_0010
	012737_0011
	012737_0012
	012737_0013
	012737_0014
	012737_0015
	012737_0016
	012737_0017
	012737_0018
	012737_0019
	012737_0020
	012737_0021
	012737_0022
	012737_0023
	012737_0024
	012737_0025
	012737_0026
	012737_0027
	012737_0028
	012737_0029
	012737_0030
	012737_0031
	012737_0032
	012737_0033
	012737_0034
	012737_0035
	012737_0036
	012737_0037
	012737_0038
	012737_0039
	012737_0040
	012737_0041
	012737_0042
	012737_0043
	012737_0044
	012737_0045
	012737_0046
	012737_0047
	012737_0048
	012737_0049
	012737_0050
	012737_0051
	012737_0052
	012737_0053
	012737_0054
	012737_0055
	012737_0056
	012737_0057
	012737_0058
	012737_0059
	012737_0060
	012737_0061
	012737_0062
	012737_0063
	012737_0064
	012737_0065
	012737_0066
	012737_0067
	012737_0069
	012737_0071
	012737_0072
	012737_0073
	012737_0074
	012737_0075
	012737_0076
	012737_0077
	012737_0079
	012737_0080
	012737_0081
	012737_0082
	012737_0083
	012737_0084
	012737_0085
	012737_0086
	012737_0087
	012737_0088
	012737_0089
	012737_0090
	012737_0091
	012737_0092
	012737_0093
	012737_0094
	012737_0095
	012737_0096
	012737_0097
	012737_0098
	012737_0099
	012737_0100
	012737_0101
	012737_0102
	012737_0103
	012737_0104
	012737_0105
	012737_0106
	012737_0107
	012737_0108
	012737_0109
	012737_0110
	012737_0111
	012737_0112
	012737_0113
	012737_0114
	012737_0115
	012737_0116
	012737_0117
	012737_0118
	012737_0119
	012737_0120
	012737_0121
	012737_0122
	012737_0123
	012737_0124
	012737_0125
	012737_0126
	012737_0127
	012737_0128
	012737_0129
	012737_0130
	012737_0131
	012737_0132
	012737_0133
	012737_0134
	012737_0135
	012737_0136
	012737_0137
	012737_0138
	012737_0139
	012737_0140
	012737_0141
	012737_0142
	012737_0143
	012737_0144
	012737_0145
	012737_0146
	012737_0147
	012737_0148
	012737_0149
	012737_0150
	012737_0151
	012737_0152
	012737_0153
	012737_0154
	012737_0155
	012737_0156
	012737_0157
	012737_0158
	012737_0159
	012737_0160
	012737_0161
	012737_0162
	012737_0163
	012737_0164
	012737_0165
	012737_0166
	012737_0167
	012737_0168
	012737_0169
	012737_0170
	012737_0171
	012737_0172
	012737_0173
	012737_0174
	012737_0175
	012737_0176
	012737_0177
	012737_0178
	012737_0179
	012737_0180
	012737_0181
	012737_0182
	012737_0183
	012737_0184
	012737_0185
	012737_0186
	012737_0187
	012737_0188
	012737_0189
	012737_0190
	012737_0191
	012737_0192
	012737_0193
	012737_0194
	012737_0195
	012737_0196
	012737_0197
	012737_0198
	012737_0199
	012737_0200
	012737_0201
	012737_0202
	012737_0203
	012737_0204
	012737_0205
	012737_0206
	012737_0207
	012737_0208
	012737_0209
	012737_0210
	012737_0211
	012737_0212
	012737_0213
	012737_0214
	012737_0215
	012737_0218
	012737_0219
	012737_0220
	012737_0221
	012737_0222
	012737_0223
	012737_0224
	012737_0225
	012737_0226
	012737_0227
	012737_0228
	012737_0229
	012737_0230
	012737_0231
	012737_0232
	012737_0233
	012737_0234
	012737_0235
	012737_0236
	012737_0237
	012737_0238
	012737_0239
	012737_0240
	012737_0241
	012737_0242
	012737_0243
	012737_0244
	012737_0245
	012737_0246
	012737_0247
	012737_0248
	012737_0249
	012737_0250
	012737_0251
	012737_0252
	012737_0253
	012737_0254
	012737_0255
	012737_0256
	012737_0257
	012737_0258
	012737_0259
	012737_0260
	012737_0261
	012737_0262
	012737_0263
	012737_0264
	012737_0265
	012737_0266
	012737_0267
	012737_0268
	012737_0269
	012737_0270
	012737_0271
	012737_0272
	012737_0273
	012737_0274
	012737_0275
	012737_0276
	012737_0277
	012737_0278
	012737_0279
	012737_0280
	012737_0281
	012737_0282
	012737_0283
	012737_0285
	012737_0286
	012737_0287
	012737_0288
	012737_0289
	012737_0290
	012737_0291
	012737_0292
	012737_0293
	012737_0294
	012737_0295
	012737_0296
	012737_0297
	012737_0298
	012737_0299
	012737_0300
	012737_0301
	012737_0302
	012737_0303
	012737_0304
	012737_0305
	012737_0306
	012737_0307
	012737_0308
	012737_0309
	012737_0310
	012737_0311
	012737_0312
	012737_0313
	012737_0314
	012737_0315
	012737_0316
	012737_0317
	012737_0318
	012737_0319
	012737_0320
	012737_0321
	012737_0322
	012737_0323
	012737_0324
	012737_0325
	012737_0326
	012737_0327
	012737_0328
	012737_0329
	012737_0331
	012737_0333
	012737_0334
	012737_0335
	012737_0336
	012737_0337
	012737_0338
	012737_0339
	012737_0340
	012737_0341
	012737_0342
	012737_0343
	012737_0344
	012737_0345
	012737_0346
	012737_0347
	012737_0348
	012737_0349
	012737_0350
	012737_0351
	012737_0352
	012737_0353
	012737_0354
	012737_0355
	012737_0356
	012737_0357
	012737_0358
	012737_0359
	012737_0360
	012737_0361
	012737_0362
	012737_0363
	012737_0364
	012737_0365
	012737_0366
	012737_0367
	012737_0369
	012737_0370
	012737_0371
	012737_0372
	012737_0373
	012737_0374

