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INTRODUCTION 

§I 

T HE student who turns from the literature of the Heroic Age 
of British monetary controversy in order to attempt a study 

of the original sources relating to the antecedents of our modern 
banking situation will find himself confronted with a jungle of 
blue books and Parliamentary discussions, pamphlets and tracts 
and leading articles: a jungle at first sight so impenetrable that 
he may well despair. For it is characteristic of the period of 
middle-class ascendancy after 1832 that it produced much heat 
and little light; many massive volumes of evidence and statistics, 
but no classic reports; much legislation but, for a long time at 
least, no final solution of the various problems to be faced. These 
volumes are an attempt to bring together some of the material 
by which the growth of British banking policy and of British 
banking institutions, in the Victorian. era particularly, can be 
illustrated and illuminated. The original intention was to cover 
the period 1832-1925 in a singie volume, and to accompany it 
by a volume cQvering the rise of British banking and the vexed 
era of the- Restriction and the Resumption of Cash Payments. It 
very soon became apparent that, unless the book was to be nothing 
but a collection of mere snippets, restriction of scope and exten
sion of IJpace were indispensable. Thus very little will be found 
in these pages of the detail of banking practice: the development 
of Colonial Banking and contemporaneous events in Scotland and 
Ireland have had to be excluded, and the development of the 
capital market neglected. These are defects of which the present 
writer is fully aware, and he can only plead that even within the 
field so restricted, the material from which he was forced to 
choose was so overwhelming that but a small fragment can be 
presented here. 

The value of original material lies only in part in the evideIwe 
it presents of the tendencies of thought or of the movements of 
events. A secondary but still not immaterial consideration is that 
it is only by the study of original materials that the tone of 
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economic life, the temper of an age, can be fully appreciated. 
Mere antiquarianism is a taste for which the present generation 
least of all has any profound respect; but still, the language in 
which economic concepts are clothed has varied more, perhaps, 
than the concepts themselves, and there is some instruction to be 
derived from studying the words in which the leaders of the 
banking world in successive generations have dressed their argu
ments and convictions. Conflicts in the sphere of banking policy 
have revolved round a relatively restricted number of central 
ideas, but it is only by becoming familiar, through the study of 
documentary material, with the diversity of phrase that one comes 
to realize the real identity of content. 

§II 
By 1832, when the series of documents included in this collec

tion begins, British banking had already advanced some stages in 
the process of adaptation to a more complex economic environ
ment. The question of the currency standard had been settled 
in 1819, though for a decade there were violent debates inside 
and outside the House of Commons on the wisdom of the steps 
taken. The Bank itself was hostile to the theories of the Ricardian 
economists which had inspired the Resumption Reports of 1819, 
and had expressed its dissent in a Minute which was published 
with the evidence submitted to the Secret Committees. On: this 
point, time and experience gradually produced a change in the 
attitude of the Bank Directors, and in 1827, on the motion of 
William Ward, the hostile Resolution was expunged. This im
plied an acknowledgement on the part of the Bank that in the 
management of its note issues it was bound to have regard to 
the state of the foreign exchanges, so that a declining gold reserve 
ought to be accompanied by a declining note circulation. Now 
the Bank itself did not export gold when the exchanges were 
unfavourable: this was done by the public, and as the note issues 
naturally declined as they were exchanged for gold for export, the 
rule of having regard to the state of the foreign exchanges was 
interpreted to mean that, at a time when the public was taking 
gold, the Bank should not reissue the notes by means of addi
tional loans. As was explained to the 1832 Committee, the aim 
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was to keep the securities steady, so that fluctuations in the note 
circulation were to be caused by • the action of the Public', gold 
inflows causing an expansion of the note circulation, gold out
flows a decline. 

One difficulty at once presented itself. The securities of the 
Bank of England consisted of two portions, then as now, that is, 
Government Securities-largely Exchequer Bills-and com
mercial bills of exchange. H the demand for discounts increased, 
the Bank could compensate this additional demand by allowing 
Government Securities to run off or could sell them in the open 
market. But the amoUnt of discounts offered to the Bank de
pended on the relation between Bank rate and open-market rates ; 
and the question arose, what was the Bank to do if the demand 
for discount accommodation went on increasing so that the Totlll 
Securities held rose? Under the Usury Law the Bank could not 
ch;rrge more than 5 per cent. discount. It had either to go on 
discounting or to adopt some alternative device for limiting the 
offer of bills to it. It chose, as a matter of fact, to go on dis
counting, thus Virtually abandoning its principle of keeping the 
securities steady, but also implicitly realizing that a Central Bank 
at critical periods must be prepared to accommodate the market. 
In I8zS, after a period of hesitation, the Bank, with practically 
no reserve left, still went on discounting freely and saved the 
country from a second suspension. It was with these aspects of 
Bank policy, the reconciliation of the diverse elements of which 
it was Composed, that the Committee of 1832 was largely con
cerned. In another respect the money market and the Central 
Bank were coming into closer touch. From 1829 onwards the 
Bank began to advance on securities in anticipation of the 
Quarterly Dividends Payments, thus evening out the flow of funds 
into and out of the market; though originally the advances were 
made not at or over Bank rate but below it. 

Joint-stock banking was in its infancy, but had already given 
rise to much correspondence between the Bank and the Govern
ment, and was a cause of great heart-burning and dismay to the 
country bankers, who, in the period between 18z6 and I83Z, were 
in violent opposition to the Government, the Bank of England. 
and the Joint Stock Banks. The issue over joint-stock banking 
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had been joined in 1822, when the Government offered to prolong 
the Bank Charter until 1st August 1843, in place of 1st August 
1833, provided the Bank were willing to waive its monopoly 
of joint-stock note-issue outside a sixty-five-mile radius from 
London. These terms were accepted both by the . Court and by 
the Proprietors, but the matter seems not to have been pursued. 
After the crisis of 1825 the Government again approached the 
Bank, and this time adopted a thoroughly hectoring tone. Mter 
the expiration of its Charter, the Bank could not expect to see 
its exclusive privileges prolonged-' such privileges are out of 
fashion: and what expectation can the Bank, under present cir
cumstances, entertain that theirs will be extended?' Mter a 
period of hesitation, the Bank gave in and consented to allow the 
formation of joint-stock banks of issue outside a sixty-five-mile 
radius, subject to it itself being allowed to open branches. Thus 
the country bankers found themselves at one and the same 
moment confronted with two types of competition: that of the 
Bank and that of the new joint-stock banks. 

The note-issuing privileges of the country bankers were also 
affected by fresh legislation passed as a consequence of the crisis 
of 1825. Originally, the £X and £2 note issues which had been 
sanctioned by the emergency legislation passed at the outbreak 
of the war were to have been withdrawn ' Two Years after the 
Expiration of the Restriction upon Payments in Cash by the Bank 
of England' (56 Geo. 3, c. 21). In 1822 this period was extended 
till 5th January 1833, by 3 Geo. 4, c. 70: Acting on the assump
tion that these small notes were a. form of currency peculiarly 
liable to abuse, the Government, after the crisis, decided to put 
an end to the~. In its assault upon the same type of note in 
Scotland and Ireland the Government was unsuccessful; but by 
7 Geo. 4, c. 6, small notes were to be retired in England and 
Wales after 5th April 1829. "The small notes of the Bank of Eng
land had already been withdrawn in 1821, when, anticipating the 
date fixed by the Resumption Act, the Bank reverted to full cash 
payments. The position .of the country bankers was not made 
easier by the fact that the Bank of England gave special re
discount facilities to country joint-stock banks prepared to sub
stitute its notes for their own. 
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The result of these steps was a movement towards co-operation 
among the country bankers. In October 1827 a few country 
bankers came into touch with the Committee of London Bankers,. 
at which meeting it appears to have been agreed that the new 
policy inaugurated by the Bank was • unjust and dangerous' and 
that it was desirable to organize an • effectual opposition to their 
recently adopted principles and practices '. In May 1828 the 
country bankers claimed a right to be regarded • as parties in the 
intended application for the renewal of the Bank Charter and 
that no special privilege or monopoly be granted or continued to 
the Governor and Company of the Bank of England: but that 
they may be placed on a perfect equality with the country bankers 
in the competition which, by means of their branches, they are 
now carrying on with your memorialists '. To this demand the 
Government replied that it would not lose sight of the interests 
of the country bankers in any negotiations with the Bank of 
England. The battle between the various sections of the banking 
structure.was thus fairly begun.' 

§ III 
The appointment ofa Secret Committee to inquire into the 

expediency of renewing the Bank Charter was moved by Lord 
Althorp in the House of Commons on 22nd'May 1832,a who said 
that opportunity would be taken to inquire, not only into the 
Charter of the Bank, but into the banking situation as a whole. 
Subsequent discussion turned mainly on the point of whether or 
not it was desirable to include within the scope of the inquiry 
the question of the [.I note, but no attempt was made to guide 
the House into surveying the problems of British banking as a 
whole with a view really to instruct the Committee. Since the 
members of the Secret Committee had been specially selected 
with the idea of representing all points of view,3 it is not sur
prising that their Report is a somewhat disappointing document. 
Nearly the whole value of the proceedings lay in the enormous 

I For the expression of the views of the country bankers, fl. Memoripls 
oj COUfItry BtmIu:r. to Govemment, 1828-1833, P. P., 1833, vol. xxiii. 

• House of c_ Debatu, 3rd Series, vol. xii, col. 1356 et seq. 
, V. loco cit., col. 1358. 
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mass of evidence collected, not only as to the policy and practice 
of the Bank of England, but also as to British bahking practice 
generally. But by stating in detail' the principal points to which 
they have directed their attention " although on no single one did 
the Committee consider the information obtained ' so complete 
as to justify the Committee in giving a decided opinion " the 
Report does throw some light upon what, by the men of the day, 
were considered to. be the vital points at issue. The vital points 
the Report states thus: 

, Whether the paper circulation of the metropolis should be con
fined, as at present, to the issues of one bank, and that a commercial 
company? or, whether a competition of different banks of issue, 
each consisting of an unlimited number of partners, should be 
permitted? 

, If it should be deemed expedient that the paper circulation of 
the metropolis should be confined, as at present, to the issues of one 
bank, how far the whole of the exclusive privileges possessed by 
the Bank of England are necessary to effect this object? 

, What checks can be provided to secure for the public a proper 
management of banks of issue, and especially whether it would be 
expedient and safe to compel them periodically to publish their 
accounts? • 

These are significant statements. The centralization of note 
issues and the publication of accounts are undoubtedly two of the 
pillars of modem Central Banking practice, and it is not sur
prising, therefore, that information and guidance respecting them 
should have been sought by the Committee. But it would hardly 
occur to the modem mind to regard them as the most important 
ma~ers into which a Committee of Inquiry into an established 
Central Bank would look. The Reserve, the Method of Control, 
the Government of the Institution; the Relations of the Central 
Bank to the Money Market, as determined both by the structure 
of banking and the methods' of control used and available, these 
are the· types of question· which spring to mind as primarily 
involved in an examination ofa Central Bank. The difference 
between 1832 and 1928 lies in the fact that the ·men of the period 
did not, as we are inclined to do, take a Central Bank for granted; 
whilst the paradoxical aspect of the situation of 1832 lay in the 
fact· that, in spite of indedsion on the main point of principle, 
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a Central Bank in the true sense did actually exist, and the labours 
of the Committee were largely devoted to elucidating the prin
ciples upon which the Bank of England worked and the difficulties 
which a detailed examination of those principles revealed: That 
the practice was much in advance of the theory is clear from the 
evidence given by the Governor and one of the most distinguished 
of his colleagues on the Board: the general line of the argument 
is directed to showing that the Bank of England is not in the same 
position as other banks;otherefore it ought not to compete with 
the other banks in discounting commercial bills in normal times; 
nor ought its utility as an institution of last resort in times of 
difficulty to be hampered by altering its form of government," 
nor is it deemed desirable that the rate of interest should be 
lowered • by competition, on the part of a body like the Bank' 3; 
because at those times • when a scarcity of money or discredit 
exists in the London commercial money market . . . the Bank 
becomes the main support of the commerce of the country'; it 
is undesirable that the discount-rate policy of the Bank should 
be hampered by the existence of Usury Laws, limiting the rate 
of discount and thus compelling the Bank • to limit the quantity 
or description of bills to be tendered for discount; either of which 
last measures would be equally detrimental to the commerce of 
the country '.4 

The Secret Committee not having recommended any positive 
policy at all, the Government was in a position to negotiate 5 with 
the Bank without having its hands tied in any way. It finally 
offered the Bank an extension of the Charter for a further twenty
one years, subject to a break at the end of ten years, if the then 
existing Government should see fit; and, further, proposed to 
make Bank of England notes a legal tender and to modify the 
application of the Usury Laws to bills of exchange having not 
more than ninety days to run before due date. These concessions 

I V. infra, vol. i, pp. 13 et seq. • V. infra, vol. i, p. 16. 
S V. infra, vol. i, p. 18. 4 V. infra, vol. i, p. 16. 
l The negotiations can be followed in detail from the Parliamentary 

Returns, viz. (I) Correspondence and Minutes of Conferences • •• on the 
subject of the Renewal of the Bank Charter, and (2) Communications . •• 
betfDem the Gowmment and the Bank of England bearing date subsequent 
to 3rd June, I8n, in P. P., 1833. vol. xxiii. 
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were made conditional on the Bank agreeing to a modification of 
the rights of banking companies outside the sixty-five~mile radius 
to draw bills on London without restriction as to amount and to 
issue notes payable in London; and to the rendering of a con
fidential return, to be published only in an averaged form. 
Government further notified the Bank that it proposed to legislate ' 
on the subject of' country banks. The provisions of the measure 
will be such as to hold out an inducement to the establishment 
of joint-stock banks who will not issue. their own notes.' On 
31st May 1833 Lord Althorp introduced his measures to the 
House of Commons.l The Government proposals with regard 
to the establishment of Chartered Joint Stock Banks did not win 
assent; and the Bank Charter Act of 1833, beyond providing 
explicitly for a recognition of the right of non-issuing Joint Stock 
Banks to open within the sixty-five-mile radius, left the general 
banking situation mainly unchanged, though embodying the 
modifications set up above.a The direct cost to the Bank was 
a reduction of [,120,000 in the amount paid for the management 

. of the Public Debt. 

§ IV 
For a period of eight years the Bank of England-but not the 

Joint Stock Banks-was relieved of further inquiry. But on 
loth March 1840 the Chancellor of the Exchequer moved the 
appointment of a new Select (and Secret) Committee on Banks 
of Issue. The: practical reason given was that~ as the Bank Act of 
1833 provided for a break in the Charter (on due notice being 
given) in 1844, it was desirable that ample time should be available 
for conducting preliminary ,inquiries into the policy of the Bank. 
That such inquiries should assume an ample scope was rendered 
particularly necessary by the division of opinion' among the 
experts and by the absence of any agreed first principles ;.indeed; 
, the question to whicb their attention ought to be specially called 
was as to the existence of a bank having any particular privileges
whether the existence of that bank was right or proper-whether 

• House oj Commons Debates, vol. xviii (3rd series), col. 169· 
• For the protest of the country bankers against the general tendency 

of the 1833 legislation, proposed and actual, tI. Copies oj Memorials, fSe. 
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it would not be more advisable to introduce the system called 
free banking; whether, if they conceded that a bank ought to 
exist, sufficient powers had been given to it to perform those 
functions which they expected a bank to perform. And then 
again there was the question, whether it were advisable at the 
present moment to' reconstruct the whole system and have but 
one bank of issue.' Apart from an admirable speech by Grote, 
the rest of the debate upon the motion turned upon non-essentials, 
though the motion was, of course, agreed to, but not without 
further difficulties arising out of repeated attempts to alter the 
composition of the Committee. 

The Chancellor of the Exchequer had not in the least exag
gerated the prevailing state of intellectual confusion on the subject 
of Central Banking and of note-issue in general. The Bank of 
England was exceedingly unpopular, and the direct cause of that 
unpopularity is to be found in the dissatisfaction aroused by the 
conduct of the Bank since the last revision of the Bank Act: a 
dissatisfaction voiced almost as strongly by Tooke, who was later 
to be the leader of the opposition to Peel's measure of 1844, as 
by Lord Overstone and Colonel Torrens and G. W .. Norman, 
who may claim to be the main protagonis~ on the other side: 
But the legislation of 1844 was an attempted solution of certain 
definite difficulties, and not a mere application of an a priori 
currency theory. If in the last resort the pian of 1844 springs 
from Ricardo's posthumous tract of 1824, the Plan/or the Estab
lishment of a National Bank, it was the conduct of affairs by the 
Bank which enabled the reformers to base their case on the 
existence of definite and pressing evils. 

Since 1832, as the voluminous evidence collected by the Com
mittee of 1840 (which was reappointed in 1841) showed, the rules 
by which the Bank of England professed to be guided were not 
observed in practice. The Bank did not maintain the securities 
even; it did not maintain a normal cash-ratio of one-third 'of its 
liabilities to the public; more important still, the action of the 
public, to which the Bank professed to look, did not result in 
decreasing the note-circulation as the reserve or ' Treasure' fell 
off; The truth is that the circulation varied a great deal less than 
the reserve, the twofold explanation being that the deposits varied 

b 
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more than the note circulatio.n· did, and that the mechanism of 
the money market made it inevitable that, if a decline in the cash 
reserve resulted in a simultaneous reduction in the resources of 
the money market, outside money rates would rise towards the 
level of the Bank rate, and that bills would consequently be taken 
to the Bank in large quantities for discount. Unless the Bank 
managed to. offset increased discounts by sales of securities, the 
liabilities would remain steadier than either the securities or the 
reserve, or, what is the same trung, notes issued against securities 
would replace notes against cash. The result was (as it was put 
to the House of Commons by the Chairman of the 1840 Com
mittee) that, taking average quarterly figures between 183Z and 
184-0, • in that period the difference between the highest and lowest 
amount of deposits was £IZ,384,000; securities '£10,804,000; 

~ bullion £8,178,000; whilst the difference between the highest and 
lowest amount of circulation is only £3,334,00.0; .the securities, 
which were to have been kept even, varied to the extent of nearly 
£11,000,000, and the circulation, which ought to have varied with 
the influx or efflux of bullion, varied only to the extent of rather 
more than £3,000,000. The result of the action of the Bank was 
to keep their circulation even and to let their deposits, securities, 
and bullion vary.' 1 

This general failure to implement the policy of 1832 culminated 
in the • crisis' of 1839, itself not distantly connected with the 
minor • pressure' of 1835-6: In the last resort the difficulties of 
the Bank sprang from the movements 'of the trade-cycle in Great 
Britain and the United States, the boom culminating in both 
countries in 1836-7 and being followed by the inevitable depres
sion.' But the immediate point at issue was the degree to which 
the Bank contributed to its own difficulties in 1839 by pursuing 
too lax a credit policy previously. The straits to which, in that 

I House of Commotu Debates, vol. lxxiv(series 3), 20th May 1844, 
col. 1361. Wood added, • I repeat that I do not mean, or wish to blame, 
the conduct of the Bank Directors. On the contrary, they were perfectly 
right in departing from their rule; but the consequence is, that there has 
been, and is, no rule at all for the regulation of their issues.' 

• Cf. Silberling, British Prices and Business Cycles, p. 242: and Thorp, 
Business Annals, p. 76. Silberling's curves show a revival in 1838""'9; 
Thorp describes these years as years of • depression'. 
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year, the institution was reduced can be gathered from the fact 
that, had it not been made possible for it to borrow in Paris, the 
entire cash reserve of the Bank would have disappeared. What 
made the responsibility of the Bank still greater, in the eyes of 
its critics, was that it had had exceptional opportunities for con
trolling the market situation in 1834-'], owing to its command 
over certain special deposits, an opportunity which it was charged 
with neglecting. And, whilst not utilizing the resources at its 
command, it endangered its own future by coming to the assis
tance, in too liberal a manner, of the Anglo-American finance 
houses and certain Irish and British banks which found them
selves in difficulties. I 

It must not be forgotten that the Bank was not the sole source 
of note issue. Some progress had 'already been made in the 
study of the relative movements of country note ~sues and Bank 
note issues, especially by Tooke and, somewhat later, by Gilbart, 
whose important evidence on these matters is printed below.2 

But the fact that there were many independent sources of issue 
enabled the apologists for the Bank to argue that it was useless 
for the Bank to contract its issues if, simultaneously, the country 
bankers increased theirs, and it also enabled critics of the existing 
situation to argue that that being so, the only solu~on of this 
opposition of interests was to unify the note issues, either in the 
hands of the Bank or some other single and central authority. 

§V 
Behind the wrangle on points of detail which preceded and 

followed the passage of the B~ Act of 1844 lay an important 
issue of principle. Given a metallic standard, with convertible 
notes circulating side by side with coin, was it true that the self
interest of issuers of notes and the self-interest of holders of notes 
would form such a system of checks and counter-checks as, auto
matically to adjust the amount of notes issued to the volume 
which ought to be issued? That amount was given by the neces-

• The details of Bank policy during this period can best be studied 
by following the evidence given by J. Horsley Palmer before the Com
mittee of 1840. 

• Infra, vol. i, pp. 7cHiI. 
bz 
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sity, first, of maintaining parity between paper and coin inside the 
country; and, since the metallic standard ~as an intemationalone, 
secondly, of maintaining parity between the money of the issuing 
state and that of the other states with the same metallic standard. 
In other words, the question at issue was the validity of en
lightened self-interest as a guide to right note-issuing policy. The 
advocates of the Bank Act denied that equilibrium was necessarily 
maintained at all times by leaving the management of the note 
issues absolutely free: the opponents of the .Bank Act affirmed 
that-subject to one important condition-self-interest would 
maintain equilibrium. True, if there were more than one issuer, 
it was to the interest of each issuer to push as many notes into 
circulation as he could;- but then, the self-interest of all the other 
issuers was td'retum his notes to him in order to leave more room 
for theirs. And.all the issuers of notes together were at the mercy 
of all the holders of notes. Given convertibility, there could be 
no divergence between notes and coin. For if there were, notes 
would at once be presented for conversion. The upper limit of 
note issue was fixed by the unwillingness of the holder t() hold 
a note if it paid him better to hold coin; the lower limit of note 
issue was given by the unwillingness of an issuer to leave a single 
would-be holder of notes unaccommodated. Competition be
tween note issuers would see that the demand for notes was· 
satisfied; the self-interest of note holders would see to it that not 
too many notes were issued as a consequence. 

Gl,"anted this chain of argument, both monopoly of issue and 
control over the monopolized issue by law was unnecessary; for, 
if in the end the holder and not the issuer of notes controlled the 
situation, why interfere with existing rights in any way? On the 
other hand, to deny this optimistic chain of argument was still 
not equivalent to proving the necessity both of monopoly of issue 
and of controlling the issue by law, apart from uniting the issue in 
a single authority, The advocates of the Banking legislation of 
1844 affirmed both that competition made for over-issue-' com
petition is to place a great public trust, for such the issue of paper 
money really is, in the hands of a body, when, by its own state
ment, it appears that it is in the interest of each separate individual 
of that body to violate the rule upon which the public interest 
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requires they should act, and even if interest does not lead them 
to violate it, they state that it is impossible for them to attend to 
that rule ' l--and that not even a single issuer will manage his 
issues properly in the absence of adequate safeguards, since • a 
close investigation of the events . . . has led observant and re
flective minds to perceive that the constant right of converting 
your paper into gold does not secure with sufficient efficiency 
those which are really the ultimate ends and objects for which 
that convertibility was established'.z If the will and right of the 
holder of notes is not a safeguard against over-issue, temporary 
though that over-issue may be, the self-interest of the issuer 
certainly cannot be regarded as an effective safeguard, since it is 
obviously always to the immediate self-interest of the issuer to 
issue as many notes as 'he can. If he is to be restrained from 
increasing his issues too much, that restraint must come either 
from his knowledge of the ulterior consequences, which he may 
shrink from, or from the enactments of law. The problem cannot 
be left to be solved by the operations of ' demand '. But it is 
a far step from considerations of this .sort to the detailed pro-
visions of the Bank Act of 1844. . 

What the Currency School flJanted was 'a regulation that 
depended upon principle, instead of a regu1ation that depended 
upon panic'; for a panic could only be met by , paying out gold 
till the drain ceases', whereas the desirable policy was ' contrac
tion applied in the early stages when it could be borne without 
inconvenience to the community .•. and would necessarily tend 
to counteract and check in their early growth those tendencies, 
viz. to speculation, overtrading, excessive rise of prices, which, 
by their undue expansion under our present system and the 
consequent violence of the subsequent collapse, produce the 
extreme intensity which characterizes the commercial crisis of 
this country') The practical embodiment of this wholly admir
able ideal was the Separation of the Departments, by which the 
volume of notes issued was expanded and contracted (over and 
above a fixed fiduciary amount) in ,trict accordance with the 

I S.l. Loyd (Lord Overatone) before the 18+0 Committee; fl. infra, 
vol. i, p. 50. 

I Infra, vol i, p. 53. J Infra, vol. i, p. 36. 
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inflow and outflow of bullion. This division could have been 
simply defended on the twofold plea that, as in a panic notes 
would be returned and ' there is no method of meeting it but 
by paying out gold till the drain ceases', the notes ought to be 
specially protected, and that the Bank of England would be forced 
to govern itself in the Banking Department as the Bank Act 
forced it to govern itself in the Issue Department: that is, the 
Bank would always contract and expand credit in the Banking 
Department in strict accordance with the Banking Department's 
reserve. It could have been argued that the operations of the 
Bank as a whole would thus be governed in accordance with 
a 'principle', and that that principle conformed to the ideal 
postulated by the Currency School. But this was not what the 
Currency School said: on the contrary, Overstone urged that 
, the management of a paper currency and the management of 
banking deposits cannot be blended together in one system, and 
treated as subject to the same laws and to be governed upon the 
same principles 'f ~at was wanted was contraction; but the 
Bank was forced to expand credit in a period of strain and did, 
in fact, extend increased accommodation in such periods.~ 

. Unable to see their way through- this seeming contradiction, 
the Currency School fell back upon the thesis that deposits were 
not 'money' and that it was the contraction of the monetary 
supply which was the vital matter. This distinction between what 
was or what was not money was, however. quite beside the point: 
because, even if deposits were not money, it was impossible, as 
Tooke urged, for the Issue Department to remain nominally 
solvent ifthe Banking Department was threatened with insolvency 

I Overstone's Tracts, p. 63 ~ cf. loco cit.: ' The principles upon which 
these two branches of business ought to be conducted are perfectly 
distinct, and never can be reduced to one and the same rule.' _ 

• Op. cit., p. 83: • The abstract possibility of contracting issues by an 
absolute refusal to discount cannot be doubted; thlil real practicability of 
such a step as a measure of business is, however, much more questionable.' 
p. 181: • The Bank seems thus called upon to act in a circle; a decrease 
of bullion requires a decrease of issues; decreased issues produce com
mercial pressure;, in consequence of which, public and private credit is 
shaken; and there !I~ises the obligation of the Bank to interfere for its 
support . • . hence a second class of securities which in a period of 
pressure, instead of being diminished, must be increased.' 
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through the approaching exhaustion of its reserves! And since, 
on thi'line of argument laid down by Overstone himself, con
traction involved I pressure' and I pressure' an increase in the 
accommodation demanded at the Bank, any mismanagement of 
its loan policy by the Bank increased the danger of such insolvency 
of the Banking Department. 

There is something to be said for the view that just because 
the Bank Act of 1844 involved a division of the business of 
banking from the business of note issue, it ultimately enabled 
the problem of I credit control ' to be visualized more clearly than 
would otherwise have been the case: the Bank was prevented 
from managing the note issue at its discretion and yet the problem 
of controlling the credit situation remained. But the immediate 
effect of the Bank Act of 1844 was rather to accentuate these 
practical difficulties, by inclining the Bank Direction to regard 
the Bank as less peculiarly situated than was ac~ally the case. 

As for the intellectual difficulties involved, experience gradually 
showed that the I contraction ' upon which the Currency School 
rigidly laid stress couJd not be, and need not be, defined in the 
purely quantitative and rigid form employed in the controversies 
of 1840-4. The proceSs of clarification began with the inquiry 
which followed the crisis of 1847," and comprehends the whole 
course of theoretical discussion from that day to this. Two points 
are of especial importance. The first is the realization that an 
expansion of banking accommodation at the moment of panic 
represents a nominal rather than a real expansion of purchasing 
power, and that the power to expand often prevents the actual 
necessity for expansion at such times. The second point is less 

I I A most absurd, however disastrous a state of things. But it would 
be too disastrous and too absurd to be allowed to take its course. If such 
a crisis were to happen, .•. the Government would be imperatively called 
upon to interfere and prevent so ridiculous, however lamentable a catas
trophe. And the only interference that could meet the emergency would 
be to authorize a temporary transfer of coin from the issuing to the 
banking-department.' Inquiry into the CU"etICY Principle, p. IIO. 

I V. Section III of the Report of the Secret Committee (House of 
Lords) on the Commercial Distress, 1848: I The Act appears to assume 
that one fixed Amount of Notes out of the Custody of the Bank, and in 
the Hands of the Public, will at all Times produce the same Effect and 
will be governed by the same Laws. Unless this Proposition be true the 
uniform and fixed Rules of the Act of 18# can hardly be justified ..• .' 
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amenable to summary statement. The Currency School, thinking 
out the problem of • restriction ' and • contraction ' in terms of 
what would have happened under a • purely metallic circulation " 
fell almost inevitably into the assumptions that restriction and 
contraction must involve a quantitative reduction of the volume 
of purchasing power below its initial level, and that such a reduc
tion could only take place by an abstraction of purchasing power 
from out of the hands of the public! It is an almost ine\"itable 
consequence, further, of this way of approaching the problem 
that the influence of the gold exports upon the price-Ie,,-et in the 
recipient countries should be neglected and that the degree of 
contraction necessary should therefore be exaggerated. The real 
terms of comparison, however, are not these at all, but are the 
volume of purchasing power which would have been in existence 
if the Central Bank had not pursued a restrictive policy and the 
volume actually in existence under restrictive conditions. • Rais
ing the Bank Rate' is intended to prevent engagements from 
materializing which would have resulted in an increase of purchas
ing power. The test of whether restriction has been successful, 
therefore, is not the extent to which the volume of purchasing 
power falls below the pre-e:risting amount, but the degree to 
which expansive' tendencies are held in check. In sum, whilst 
the Currency School realized the general nature of the problem 
to be solved, and of the general principles involved, the analysis 
by the School of means and technique to attain the end desired 
was in no sense final . 

• Very soon after the passage of the Act, Lord (h-erstone was fon:ed 
to substitute an abstraction of notes from the Banking Department of 
the Bank for a reduction of notes in cin:ulation as the -.mae of successful 
contraction •• By the Act of 1f4.4 .•• a new source of useful information 
and admonition was opened to the public; they were taught to direct 
their attention to tfiat portion of the cin:ulation which consists of notes 
in the banking till; and the means of watching the fluctuation of this 
part of the circulation were provided. We are now reaping the fruits of 
this simple, but wise precaution. A continuous decrease of that portion 
of our cin:ulation which is to be found in the Bank till has occurred; and 
this fact, not, as formerly, mystified and obscured by a vicious Slate of 
the law, but rendered clear and notorious to the whole public. lias pro
Ae«J all 1M ~f!«ts of COIItnKIal Usun.' lAturs 011 1M BmJc Cltarm 
Aa, f!lc., in Trrrcts, p. 330. 
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§VI 
For thirty years after its passage, the merits and demerits of 

the Bank Act of 1844 dominated the field of discussion, until 
towards the end of the 'seventies of last century the Bimetallic 
agitation took pride of place. It is this unsettled state of public 
opinion which lent to the' crises " or • panics " of 1847, 1857, 
and 1866 much of the importance which they have acquired in 
the literature of British banking. For the • panics' of those years 
were accompanied by, and led to, a • suspension' of the Bank 
Act, and it was inevitable that this should have called into 
question the wisdom of legislation which appeared to break down 
at the moment of greatest strain. Any rational treatment of the 
period requires, however, a preliminary recognition of the fact 
that these years marked the stage of transition from the upward 
to the downward phase of trade activity in the apparently endless 
but fairly definite rhythm of economic life. The trade cycle was 
not the product of the Bank Act of 1844: there had been panics 
before ever the Departments of the Bank were separated. The 
most that can be urged is that the hope of the Currency School 
that the amplitude of the Trade Cycle would be moderated and 
Panic prevented had not been realized, and that the Bank Act of 
1844 was a factor accentuating both the amplitude of the Cycle 
and the extravagances of the Panic. 

Encouraged by Sir Robert Peel to think that the business of 
the Banking Department • should be governed on precisely the 
same principles as would any other Body dealing with Bank of 
England notes ',I and that' the banking business, as distinguished 
from Issue, is a matter in respect to which there cannot be too 
unlimited and unrestricted competition' ,3 there was every reason, 
urged the critics of the Bank Act, for the Bank Directors to do 
as they actually did as soon as the Act came into force: namely, 
lower the Bank rate to a competitive level, and thus increase very 

I House 01 Commorrs Debaw, vol.lxxiv (series 3), 6 May 18«, col. 742. 
• Loc. cit., col. 743: • The principle of competition, though unsafe in 

our opinion when applied to Issue, ought, we think, to govern the busi
ness of banking. Mter the issue of paper currency has once taken place, 
it ia then important that the public should be enabled to obtain the use 
of that issue on as favourable terms as possible.' 
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considerably the holding of )3i11s of Exchange.' For any expan
sive influence which this may have had on the credit cycle,3 the 
Act, and not the Directors, was to blame. That the Act added 
to the extravagances of the Panic was simply due to. the fact that, 
so long as the money market did not know whether facilities for 
further borrowing would be available or not, every one would try 
to cover his needs whilst there was yet time, and then the reserve 
would be exhausted because people were afraid it would be 
exhausted. That the suspension of the Act mitigated the Panic 
of 1847 was admitted by the Governor of the Bank in cross
examination in 1848;3 whilst in 1857, it is clear from the examina
tion of _the Governor and Deputy Governor, the fact that the 
crisis was less severe than it had been in 1847 was due, in their 
opinion, to the Bank lending freely in anticipation of the issue of 
a Treasury Letter, and to the public believing that such a letter 
would be issued.4 

Logically, however, there is no necessary connexion between 

1 Tooke, History of Prices, iv, p. Z94. 
• If the operations of the Bank are summed up, it will be found that 

up to the period culminating in 1857, bank rate is both relatively low 
and relatively stable, whilst after that date down to the period ending in 
1878, Bank rate tends to be both higher and much more unstable. Taking 
Palgrave's Tables (Bank Rate and Money Market, pp" 8z, 97, 196) as 
basis, the average rate of discount and the number of changes in the 
Bank rate during the following ten-year periods were: 

Number of Proportion of 
Bank rate changes in Reserve to 
of discount. Bank rate. . Liabilities. 

1845-54 £3"46% z7 5z% 
1855-64 £4"64% 89 42% 
1865--'74 £3"80% 113 43% 
1875-84 £3.19% 66 44% 

Averages throw no light upon degrees of variation. In the period 1844-7 
the variation in the reserve ratio was between 59% and 33%; in 1848-57, 
between 63% and -30%; in 1858-66, between 58% and 30%; and in 
1867-,]8, between 5z% and 37%. The average yearly ratios improve, 
the -range of fluctuations declines: the changes indicate the changing 
tendency of Bank policy. And in this _connexion it must not be over
looked that the earlier decades of the Bank Act coincide with the 
Australian and Californian gold discoveries, when the maintenance of 
a relatively high level of reserves was therefore easier. 

3 V. infra, QQ. 3155, 3171. 
4 Select Committee on the Bank Acts, P. P. 1857-8, v, especially QQ. 87, 

9z, 93, 99, Z47, 569--'73, &c. 
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the Separati(ln (If the Departments and the policy actually pur
sued by the Bank. It does not in the least follow, because the 
notes ought to be specially protected, that therefore the Banking 
Department should be free to pursue the same policy as any other 
bank. Nor does it follow from the fact that the Act of 18« 
exaggerated the violence of panics, when they did occur, that 
therefore the Act was useless: if the Act did in general force a 
sounder policy on the Bank than it would otherwise have pursued, 
it might reduce the chances of panics occurring; and it is no 
answer to this contention to say that if the panic did occur, the 
Act became the reverse of useful. The difficulties of the Bank 
between 1847 and 1866 Brose from the circumstance that only 
gradually was it realized that the Act of 18« did not provide an 
automatic protection against unsound banking policy: in other 
words, that the Bank was not placed in .the position of any other 
bank, merely because its control over the note issue was more 
restricted than it had been. 

§VII 
Controversy was not confined, however, to the general prin

ciples of the Act, and by 1858 a whole series of detailed issues, 
involving the fundamentals of the modern theory of Central 
Banking, had quite clearly emerged. The fame of Bagehot has 
resulted in somewhat less than justice being done to Bagehot's 
predecessors, for the whole significance of Bagehot's great plea 
for the recognition of the special position of the Bank of England 
·is lost unless it is put into its proper place in the chain of con
temporary thought. Bagehot lent a pen of great genius to the 
view that was already in the ascendant, but which lacked whole
hearted acceptance. He did not kindle a controversy, but extin
guished one, and Thompson Hankey's querulous protest was 
already out of date at the time when Lombard Street was issued! 

Of these detailed issues six are of permanent importance. 
. (I) The' relaxing power', that is, the question of whether the 

I Nor must it be overlooked that if Bagehot accepted the facts, he did 
so with misgiving. The' natural' system was one of decentralized, not 
of centralized reserves, and the one-reserve system would never have 
been evolved' if Government had let banking alone'. A more question
begging statement by a man of genius can hardly be imagined. 
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machinery by which the Bank Act could be suspendc:J shoulJ be 
regularized or not. had been discussed e\"eIl before the Bank Act 
was passed. Thus e\"eIl Q,-erstone had agreed that the Bank of 
England must be gi\'en C a discretionary power of suspending her 

. obedience to principle' lUtuS$ a • direct control • • • over the 
country issues • were estllblishc:J.a Peel had written to W. Cotton. 
Go\-emor in 18«. that though his • Confidence is unshaken. that 
we are taking all the Precautions which ~islation Oln prudently 
take against the Recurrence of a pecuniary Crisis '. yet • it may 
occur in spite of our Precautions; and if it does. and if it be 
necessary. to assume a gra\"e Responsibility for the Purpose of 
meeting it. I dare say Men will be found willing to assume such 
a Responsibility '.' The matter had been discussed in the House 
of Commons by Wood, the Chairman of the 1&f.C>-1 Committees, 
who objectc:J to any discretionary po\\"ef being gi\'en to Go\'tt1l
ment, on the ground that this would subject it to intoler.lble 
pressure.) 

The matter naturally assumc:J still greater importance after 
the suspension of the Act in 1&f.7: the importlnt section of the 
Report of the House of Lords recommending such a discretionary 
power is printc:J below.. O\-erstone. though opposed to any 
general power of relaxation, admittc:J that the intervention of the 
Government in October 1&f.7 ,,-as necessuy. and that, though no 
discredit attllched to the Act of lau, · circumstllnccs may occur 
in mercantile affairs. and in the confidence on ,,-hich mercantile 
aff..urs are based, of such a peculiar character that some inter
ference may be desirable for the purpose of alle\;ating the 
intensity of pressure arising from the destruction of confidence'.s 
By 1857, as ""e have seen. the Bank ,,-as already assuming that 
such a letter would be issuc:J, and the Committee of 1857-8, 
although appro,ing of the absence of a general relaxing clause in 
the original Act, ,,-ere in fa\'our of amending the Act in this 
direction in future. though • it scarcely ••• constitutes, of itself. 
a sufficient ground for bringing this importlnt and difficult sub-

I '". Uifre. \'Ol. Il p. SI. 
I Lords R~ rq '8.+8. Q. 318.+; d.;,vr.. \'Ol. u. Po 3S. 
i Hoas. qf C_ Dt6.am. ~ lxxi. (series 11 loth May Ia.... col. 

Il71. 4 IrifN. wl.ii.I'P' 36-46. 
s C- c:-..ilt., 18.+S. Q. SIS? 
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ject under the review of Parliament, and may safely await the 
decision of the Legislature when the other branches of the subject 
shall again be dealt with'" By 1857, opinion was, however, 
already moving forward to a tentative discussion of the possibility 
of combining .a fluctuating fiduciary issue with a sliding scale of 
interest charges-the basis upon which modem Central Banking 
Constitutions are so largely built up.a 

(2) The question of the Relaxing Power raised in an acute form 
the question of the Government of the Bank of England, for the 
expediency of vesting the Relaxing Power in the hands of Govern
ment or the Bank turned in part upon the fitness of the Bank 
Court to exercise such a grave responsibility. The same issue was 
involved in the discussion of the Discount Rate. Could a COurt 
composed of merchants be expected to act with sufficient prompti
tude and in a sense, perhaps, opposed to their own immediate 
pecuniary interests? Doubt upon this point was one of the factors 
making, not only for the Separation of ihe Departments, but for 
a Government Note Issue. If the Court cOuld not be expected, 
in view of its composition, to be really impartial, would it not be 
best to entrust the control of the note issue, on the lines suggested 
originally by Ricardo, to a separate body of Commissioners and 
leave the C'.ourt to manage the business of banking as it thought 
best? Deprived of the power of note issue, there would be less 
danger of a policy being pursued by the Bank which was anta
gonistic to the true interests of the nation.3 

Some information had already been collected by the Com
mittees of 1832 and 1840; and by 1848 dissatisfaction with the 
existing situation had gone far enough to warrant the Lords' Com
mittee to express itself warmly on the subject 4 : the Commons' 
Committee, emphasiiing the deep interest felt by the • Public' 
and the' Proprietors of Bank Stock ' in • every measure calculated 

I Report, para. 72. 
• V. infra, vol. ii, p. 52: also Mr. Gladstone's cross-examination of D.B. 

Chapman, 1857 Committee, QQ. 5000 et seq. The conception ultimately 
goes back to Tooke. V. infra, Newmarch's evidence. 

, On the contemporary official point of view, fl. the elaborate memo
randum (written by G. Arbuthnot of the Treasury), presented to the 1857 
Committee by Sir G. C. Lewis, P. P. 1857-8, v, pp. 414 et seq.: Memo
rtmdurn Oft the QuestiOft of establishing a NatiOftal or State Bank • 

• V. infra, vol. ii, pp. 41 et seq. 



xxx INTRODUCTION 

to ensure an enlightened administration of the affairs of the 
Bank " refer' with satisfaction ' to recent changes announced by 
the Court 'as to the selection of the Governor and Deputy 
Governor, calculated, in the opinion of Your Committee, to im
prove the constitution of the governing body of the Bank '.1 
Opinion was still very divided on the issue of appointing a Per
manent Governor, as it still was in Bagehot's time, and indeed 
still is; but in 1857 the Bank Court itself voted in favour of 
altering the law relating to the number of Directors retiring each 
year-a minor issue which was not finally settled until the Bank 
Act of 1892, which left the proportion to the Court itself. 

(3) Before the passage of the Bank Act, the Discount Rate had 
mainly been discussed in relation to the Usury Laws. Up to 1844 
the Bank rate had been practically a fixed rate of 4 per cent., 
though in the pressure of 1836-7 the rate had gone up to 5 per 
cent., and in the second half of 1839 had gone up to 6 per cent. 
The'Bank held that it ought not to compete with the market; 
bills of exchange were not regarded as desirable objects of cover 
for the note issue in normal times, and the control over the total 
volume of interest-earning assets was to be accomplished by 
selling Government securities as the volume of bills presented 
rose, thus keeping the total of all securities steady.' Mter 1844 
all this was to alter; and the problem of the discount rate and its 
relation to the market rate of discount became subjects of acute 
controversy. It is not going too far to say that the problems then 
raised have not yet received their'definite answer. 

There are in aIr inquiries relatmg to the discount rate two 
problems. The first is the effectiveness of the discount rate as 
a means o/control; the second is the degree of discretion which 
the nature of the economic system allows to the system of interest 
rates as a whole. The latter question is one involving the relation 
of the money rate of interest to the real rate of interest on capital, 
and, has nothing to do with the issue, also largely discussed after 
1844, whether the"Bank rate should be above'or below the market 

I Commons' Report, 1848, p. v. The change consisted in the abolition 
of the rule of strict seniority. Evidence, QQ. 2697-8 (and Lords' Report, 
infra, p. 190). 

• V. evidence of Governor and Deputy Governor before the Commons' 
Committee of 1848, infra, vol. ii, pp. 13 etseq. 
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nte in normal times. The state of opinion at the Bank of England 
in the middle of the nineteenth century with regard to the efficacy 
of the Bank rate, compared with other possible devices, as a means 
of control over the Reserve, is very clearly depicted in the evidence 
before the Select Committee of 185'18 reprinted below.' By 
1857, the Usury Laws had been completely swept away, the Act 
of 17 & 18 Vict. c. 90 abolishing all the restrictions still remaining; 
and no obstacle stood in the way of any rise in the Bank rate 
considered necessary. Ten per cent. had been charged during 
the crisis of 1857.3 

A Centnl Bank which desires to stabilize its discount nte will 
find its discounts falling off sharply at periods when the market 
nte is falling fast below its own fixed level, and rising sharply 
when the market rate is rising above the fixed level. A fixed rate 
of discount at the Centnl Bank is, therefore, accompanied by 
considenble variations in the volume of bills held by it. A Central 
Bank which desires to stabilize the volume of its bills can do so 
by keeping its rate near the market rate when the latter is rising, 
and lowering it less npidly than the market rate when the latter 
is falling. A Centnl Bank which desires to stabilize its reserve 
must sometimes raise its nte faster, and sometimes lower it 
faster, than the market rate. The difficulty ~ pursuing anyone 
of these ends is that the change in Central Bank rates may (and 
probably will) affect the market rate; so that in periods of falling 
ntes a reduction in the Central Bank nte will cause market rates 
to fall still more (because the Bank has not to pay interest on 
deposits and the market largely pays interest), and a rise in Bank 
nte forces more than proportionate rises in market rate upon the 
outside market. 

In practice, of course, no Centnl-Bank can afford to follow 
anyone of these aims exclusively. It must pay some regard to 
the susceptibility of the outside market, which resents continual 
changes in the Bank rate; it must have some regard to its own 
earning capacity, which exercises some, if only a subordinate, 
influence (as the Bank has the alternative of holding fixed interest
bearing securities) upon its policy; it must necessarily, and in all 

I V. iwfra, vol. ii, pp. so et seq. 
• V. jwfra, vol. ii, pp. 46 et seq. 
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cases, pay great attenti~n to the reserve position. The significance 
of the discussion between 184-4 and 1858 lies in the fact that each 
of the various groups tended to stress one of these ideas: the 
Banking School the stability of the discount rate,. the repre
sentatives of the Bank, at first, the right of the Bank to regard 
earning capacity,3 and only later the necessity to regard the status 
of the Reserve; the Currency School, paradoxically enough, in 
view of the previous line of argument, to stress the importance 
of the discount rate as a means of contro1.3 

(4) The position of the Bank as an ultimate reservoir of credit 
led to one development of great interest: the attempt to force the 
bill brokers into a position of greater independence in normal 
times. In 1857-8 a great deal of attention was devoted to the 
. position of the bill brokers, who had by that time long ceased to 
be merely intermediaries earning a commission and had become 

. dealers in bills, borrowing at call and investing the proceeds in 
bills. In view of the fact that banks were still largely local in 
character, the function of the bill broker was almost indispensable, 
since he linked up banks with surplus deposits and banks with 
less deposits than they could use. To some extent the broker 
competed with the banker by taking bills direct,4 and the bill
broking system was not free from defects. It encouraged banks 
to discount bills too freely, and was thus in part responsible for 
that abuse of bill-credit which was a marked feature ofthe banking 
world; 5 and since the dealer paid interest on all money at call, 
he held no reserve of cash, relying on the Bank of England to 

I V. infra, vol. ii, pp. 60 et seq.; and vol. ii, pp. 66 et seq. 
• Cf. infra, vol. ii, p. 3Z, Q. 3008: 'When the rate of interest out of 

doors was 11 to 11 per cent:to Z per cent., if the Bank pretended to act as 
discounters it was absurd to attempt to keep their rate of discount at 
<4 per cent.' (Commons Committee, 1848). Cf. QQ. Z654, Z845, z883. 

3 V. James Wilson's amusing comments on Lord Overstone's epistles 
to The Times (under the pseudonym of Mercator: Tracts, f!!ic., pp. 309-
[373], so paged in original), in a letter to Sir G. C. Lewis: 'how 
charmingly he persists in a high rate of interest as the only security, 
which is just what he never dreamt of before when the fluctuation in the 
circulation of not~ was to do everything, and when those opposed to 
the mere currency theory insisted that it was the rate of interest only 
that could regulate the money market.' V. Mrs. E. I. Barrington's The 
Servant of All, 19Z7, vol. ii, p. ZI. 

t V. infra, vol. ii, p. 79. . 
5 P. P. 1857--8, v, QQ. 4317, 196z-1996. 
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save him if his money were called. Early in 1858 the Bank 
decided to refuse discount accounts to the brokers and ' to make 
the transactions of the Bank confined entirely to advances. These 
advances will be the usual quarterly advances, and if they apply 
for advances at any other time, they will be considered special 
and dealt with accordingly'" 

Cross-examination speedily revealed that it would be impos
sible for the Bank to refuse accommodation at 'moments of 
extreme difficulty " but the step was undertaken primarily to free 
the Bank in more normal times, and it was at first approved of 
by the financial press. 'As the bill brokers are the rivals of the 
Bank,' argued the &onmnist, ' they cannot reasonably expect that 
the Bank should act towards them with special and peculiar 
favour .•• there is no reason why an eminent bill broker should 
depend on the Bank of England any more than the London Joint 
Stock Bank or the London and Westminster Bank.' Since the 
Bank keeps the ultimate reserve, ' so far, therefore, from its being 
its duty to make advances which other banks would not think it 
wise to make under similar circumstances, its duty is of an oppo
site kind-is a duty of caution and prudence'.z By 1860, how
ever, the paper was changing its tone: the action of the BaDk was 
making the status of the broker less eligible than it had been, and 
a compromise was suggested. 'Why should riot the bill brokers 
become regular customers of the Bank? The bill brokers, it is 
evident, must now keep some reserve: unless they do so, now 
that they have no access to the Discount Office of the Bank, their 
position is not safe for a day .••. But why should they not keep 
it at the Bank of England? If the bill brokers habitually kept 
a large balance to their credit at the BaDk of England, they would 
be good customers of the BaDk, and would have a right to be 
treated as other good customers are.' 3 

So long as the Bank kept its rate low enough to be certain at 
all times of obtaining some of the Boating supply of bills, it could 
afford to cut off the bill brokers from facilities at the Bank in 
normal times. The market rate tended to be somewhat higher 

I V. infra, vol. ii, pp. 76 et seq • 
• Economist, 1858, p. 305. 
J Eamomid, 7th April 1860. 

c 
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than Bank rate in the years 1865 to 1871 (though the trend was 
a falling one), but after 1872 there was an equally marked tendency 
in the other direction! In 1878, as part of its policy of no longer 
feeling bound to adhere to its published minimum when dis
counting for its own customers, the Bank reverted to the practice 
obtaining before 1858,z but, while giving advances, refused to 

. discount for brokers. In 1883, however, it again reversed its rules, 
and intimated to the brokers that it proposed to restrict advances: 
again with the approval of the Economist.3 

Mter 1886 it will be found that the margin between Bank rate 
and open-market rate tended to be nearly twice as large as it had 
been in the earlier years of the decade; the inevitable consequences 
were that the Bank lost discounts and that the financial press 
should be insistent upon the desirability of the Bank intervening 
to control market rate. and increasing its volume of bills, a de
mand which continued after the Baring Crisis.4 In the second 
half of 1890 the Bank again altered its policy, and admitted the 
bill brokers to discount facilities, at first on short bills and sub
sequently on longer-dated paper.s 

(5) Closely £onnected with the question of call money to the 

I V. Table 4 in Palgrave, op. cit., p. 33. 
• Palgrave, op. cit., p. 5 I. 
3 'What has been spoken of as a new departure, but which is really 

only a return to fonner practice, has been made by the Bank Directors 
this week. They have given the bill brokers to understand ... that in 
future their facilities for obtaining advances may be somewhat curtailed. 
While the Bank will ..• be ready as before to lend during the period at 
the close of each quarter ... it may at 'other times, it has been intimated, 
leave the brokers to rely more upon their own, or at least, upon outside 
resources than they have done. And in this it certainly is acting rightly ... 
there can be no doubt that of late brokers have come to rely far too much 
upon the Bank. They have reckoned upon getting advances there almost 
as a matter of course whenever they have applied for them, and in this 
belief they have entered into engagements which if they had not thought 
the Bank was behind them they possibly would not have risked. The 
belief, too, that the resources of the Bank would always be available at 
ordinary rates if necessary has enabled the brokers to borrow more freely 
than they would otherwise have been able to. do, because the outside 
lender had, or thought hI; had, the assurance that if he called in his 
money the broker would be able to fall back upon the Bank.' (1883, p. 485.) 

4 Statist, 29th November 1890, P.613:' It is very desirable that the Bank 
should discount bills much more largely and much more freely than it 
does at present.' 

!Palgrave, op. Cl't., pp. 51--2. 
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bill brokers is the question of the rate of interest paid upon 
deposits. The tendency of opponents of the Joint Stock Banks 
before the 1857 Committee was to argue that they were tempted 
into dangerous courses by the high rate they paid upon deposits. 
From the evidence given by two leading Joint Stock Bankers in 
London,' it is clear that the general rule was to pay 1 per cent. 
under Bank rate, but that the more cautious bankers tried to 
prevent the rate from rising indefinitely as Bank rate rose, though 
it was impossible to get united action upon the point. In the 
seventies the problem was much canvassed; and for a time, in 
November 1877, the banks and brokers emancipated themselves 
from the rule, but failed early in 1878 to get a meeting at the 
Clearing House to/agree upon a continuous policy. The danger 
was that, after the change in the Bank's practice in 1878, Bank 
rate was no longer a safe guide to the amount that banks could 
safely pay upon deposits, but the difficulty had already been 
recognized before that change took place. Arthur Ellis, writing 
in 1876, was already pointing out that' the custom worked well 
enough while the Bank of England was the supreme power in the 
money market, when its rate of discount was the real gauge of 
the value of money, and when anyone lending money at a rate 
differing much from it would be instantly suspected of doing 
unsound business; but times have changed, and the Bank rate no 
longer gauges the value of money with precision, and the Bank 
itself is a minority, no doubt a very respectable one, but only 
a part of the forces determining the value of money. . . . The 
Bank rate in fact has ceased to be a proper guide to the rate of 
interest which the banks may allow for the deposits left with 
them, for the anomaly sometimes occurs that the rate so allowed 
by the banks has exceeded the rate which they can with safety 
obtain for the money entrusted to them.' ~ The altered situation 
in the eighties led to a change of tone on the part of the financial 
press: the banks were now accused of paying too low a rate of 

I Infra, vol. ii, pp. 86 et seq. 
• Rationale of Market Fluctuations, p. 39. Cf. Economist, 9th February. 

1878, p. ISO; and • Economist' Commercial History for 1878, p. 39. If 
these and other articles are compared with Palgrave's Bank Rate and 
Money Market on these subjects, it will appear clear that they were 
written by Palgrave. 

C2 
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interest upon their deposits and thus of helping to keep market 
rate too much below Bank rate! During the Great War, having 
for many years paid 11 per cent. below Bank rate on deposits 
subject to seven days' notice, the banks resorted to a margin of 
2 per cent., which they still maintain. 

(6) Mter 1844 the growing importance of the Bank rate as 
a means of control thrust discussion of alternative methods into 
the background. This seems to be the explanation of why nothing 
more is heard of the proposal put forward by Gilbart that the 
Bank should hold foreign securities and foreign bills: should con
tract the circulation when it sold the foreign holdings and build 
them up again by increasing its circulation.z This is, of course, 
the ' Gold Exchange Standard " and it is interesting to notice 
that even Lord Overstone thought that ' the plan is certainly 
unobjectionable upon principle' ; but he also thought that it had 
the disadvantage that the Central Bank would be so great a factor 
in the exchange market as to upset the ' ordinary action of the 
exchange dealers, and to prevent their taking that course which, 
under ordinary-circumstances, they would take '.3 

§ VIII 
Only twice since 1857-8 has the curtain which veils the opera

tions of the Bank of England from vulgar scrutiny been even 
partially lifted. In 1875, when the opening of London offices by 
the Scottish banks outraged the feelings of English bankers, a Bill 
introduced by Mr. Goschen-Ied to the appointment of a Select 
Committee on 17th March 1875 ' to consider and report upon 
the restrictions imposed and privileges conferred by Law on 
Bankers authorized to make and issue Notes in England, Scotland, 
and Ireland respectively'.' The evidence taken before that Com
mittee very largely -turned upon the' monopoly' possessed by 
Scottish banks in Scotland owing to the right to issue £1 notes, 
and on the unfairness, therefore, of allowing' -subsidized' com
petition with English bankers hampered by the provisions of the 
Act of 1844. A good deal of evidence was presented showing the 
value of small local circulations, though the statistical evidence 

I V. Statist, July-DecembeJ:' i889, pp. 350, 379, &c. 
• V. infra, vol. i, pp. 97 et seq. 3 V. infra, vol. i, p. 48. 
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also showed clearly the tendency for the note to lose in impor
tance 1 and for the Bank of England circulation to take the place 
of local issues. Among the witnesses was Walter Bagehot, in his 
capacity of Director of Stuckey's Bank; and his very characteristic 
evidence is printed below.a 

The two representatives of the Bank of England who gave 
evidence-Kirkman Hodgson and the 'Deputy Governor, E. H. 
Palmer-were still, on the whole, partisans of the characteristic 
ideas of 18.14: Unification of Issues and the Separation of Depart
ments. In the public interest, they thought it desirable that the 
Scottish and Irish issues, as well as the remaining English country 
issues, should be taken over by the Government or the Bank 
('That is a matter of arrangement which the Government of the 
day would determine' 3), but they were absolutely against £ I notes 
in England (' Anything more inexpedient or unnecessary than to 
reissue £ I notes in England I cannot well imagine') 4; the risk 
of forgery and the cost would be very great, and ari increase in 
the issue of fiduciary notes would ' impair the convertibility of 
the note' 5--an amazing argument based on the view that if more 
fiduciary notes were issued ' it would reduce your stock of gold 
in the country , I 6 The view that the Bank of England was the 
de facto holder of the entire reserve of the country was not 
accepted without scruples as regards Scotland; the Scottish banks 
had not the same moral claims' as banks in other portions of the 
Empire', for, 'as regards banking, the Bill of 1845, which gave 
you great privileges, made you a foreign country'.7 

I There is, however, a tendency among writers on banking to overlook 
the fact that if, on the one hand, the cheque took the place of the note 
after 1844 (and as a consequence of the Act of 1844). the Act. of course, 
also encouraged a large gold circulation. 

a V. infra, vol. ii, pp. 266 et seq. 3 Q.7444 . 
• Q. 7489. 5 Q. 7594. 6 Q. 7596. 
7 Q. 7954. The next question and answer shows how hopelessly 

• academic' this dispute was: 
• Supposing that we have securities in England which we dispose of, 

and come to you in a legitimate way to get gold for them ?-The only 
legitimate way in which you can come to us in a crisis is with bank notes 
in your hand, and then we will give you as much gold as you have in 
bank notes; but in this case you could not dispose of those securities and 
you came to the Bank of England, especially in 1857, and you brought 
masses of bills to discount. Those bills were discounted, the notes were 
t,aken out of our till, you we~t to our issue department, you cancelled 
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The possibility of introducing the £1 note was relatively soon, 
however, to spring into great prominence. The Baring Crisis 
of 1890 I resembles the crisis of 1866 in this respect, that it 
originated, not in mismanagement of affairs by the Bank of 
England or by the short-loan market, but in the lock-up of funds 
by merchant bankers. The house of Overend, Gurney & Co., 
by the time of their failure, had ceased to be purely a bill-broking 
house and had branched out into ventures which had brought it 
great losses. The panic of 1866 arose from the fact that the firm 
owed enormous sums to the money market at call, and therefore 
its failure imperilled the whole banking system. The position of 
the Barings was very similar: c they were not satisfied with the 
safe and magnificent profits which their splendid merchant bank
ing business yielded " and they became illiquid because they were 
unable to dispose to the public of the mass of South American 
securities which they were carrying. The danger to the banking 
system came from the fact that they were the leading accepting 
house of the day, and any failure to meet their acceptances would 
have struck a vital blow at the whole money market. The two 
epochs differed because the failure of Overend's led to a panic 
and the failure of the Barings did not: the liabilities of the Barings 
were guaranteed by a syndicate headed by the Bank of England, 
and their affairs were successfully liquidated, without a suspension 
of the Bank Act and without any inordinate rise in Bank rate. 

The Baring crisis raised two series of questions. The Bank 
was criticized,a on the one hand, for putting itself into a position 
in which it assumed obligatiol)s on behalf of a single firm so great 
that if the crisis had not been immediately overcome it would 
have been impossible for the Bank further to assist the market; 
on the other hand, it was something of a puzzle to the men of 
the time that there was no full-blown panic. These were the 
immediate reactions to the crisis. The ultimate ones were con-

the notes, and you took our sovereigns Bway to Scotland, and we were 
compelled to suspend the Act of 1144. We could have refused you, but 
supposing we had refused you I ' 

I V. irt/ra, vol. ii, p. 187. 
• At one moment the Bank had advanced as much as l71 millions to 

the Barings; fl. the Governor of the Bank, reported in Econo...u, Banki"lt 
NumHr. 1891, p. 8. . 
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cerned with the whole drift of the money market situation, and 
particularly with the Reserve question. This in itself compre
hended two aspects: the Reserve of the Bank, and that of the 
outside market, kept for the greater part in the shape of Other 
Deposits at the Bank of England. Both were inadequate, but the 
inadequacy of the Reserve of the Bank was illustrated by the 
fact that (through the good offices of the Rothschilds) the Bank 
of England borrowed ['3,000,000 from the Bank of France, whilst 
[,1,500,000 was obtained from Russia by the sale of Treasury 
Bills. 

Goschen attempted to solve these problems by falling back 
upon the issue of [,1 notes and the creation in connexion there· 
with of a ' second Reserve'. After the Issue department held 
a certain amount of gold, the [,1 note might be issued on a 
fiduciary basis in the proportion of [,4 against gold and [,1 against 
securities; and the whole scheme culminated in a proposal to 
regularize the use of the gold in the Issue department for the 
purposes of the Banking department; that is, to sanction the pos· 
sibility of an increase in the fiduciary issue without the necessity 
of a 'Treasury Letter'! These proposals f!liled to mature; and, 
until the outbreak of the European War, the Bank Act remained 
what it had always been. Thereafter, indeed, the situation was 
to undergo great changes. 

If, in spite of an almost continuous undercurrent of agitation 
and discussion upon the inadequacy of the gold reserves of the 
country and of the dangers incurred in "spinning a top on a needle· 
point", nothing was done,a the reason lies in the fact that by the 
end of the nineteenth century the conditions of banking had 

• For the evolution of G08chen's theory, v. his ESlayr and Addreller 
on Economic Quellionr, pp. 102-30. Cf. H. S. Foxwell, • Mr. Goschen's 
Currency Proposals', in Economic Journal, vol. ii, pp. 139 et ,eq. 

• V. Prof. H. S. Foxwell's summary in his Introduction to G. H. 
Pownall', English Banking, p. xiii:' The appeals made in the last twenty 
yeare by such men 8S our author, the late Viscount Goschen, Sir Inglis 
Palgrave, Sir Felix Schuster, Sir Edward Holden, the late Mr. Spencer 
Phillips, Mr. Crammond, and others had been made in vain. Received 
in lome quarters with cynical indifference, they never obtained more than 
• lukewarm, platonic aBsent. So far as published figures go, no appre
ciable result i. traceable. Other nations, on the average, roughly doubled 
their reserve'i we were content to talk about it.' 
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largely changed. The private note issues had almost disappeared~ 
and the chances of an internal panic were declining, partly because 
the technique of banking generally had greatly improved, mainly 
because the banks were individually growing in size and were 
therefore likely to be better administered. On the other hand, 
the . Bank of England had learnt the art of adapting its reserve 
policy to the exigencies of the Bank Act, not by the accumulation 
of vast reserves, but by a manipulation of its securities I so as to 
make Bank rate effective. The various elements in the money 
market were in close touch; and, above all, the problem was eased 
by the growing sensitiveness of the International Money Market 
to movements in the British Rate." The American crisis of 1907 
and the crisis which accompanied the outbreak of war in 1914 
both illustrated the enormous strength of the credit position of 
London. The policy of economy in gold reserves was based upon 
an instinctive recognition of the principle that it is not the abso
lute size of the reserve, so much as the power to keep the reserve 
actually possessed at the normal level considered desirable, which 
is the true test of the capacity of a Central Bank to control the 
situation. It does not in the least follow that the actual reserve 
held was'arrived at as the result of scientific reflection: there is, 
indeed, every reason to suppose the contrary. It may have been 
true, therefore, that with a larger reserve the normal level of the 
discount rate might have been somewhat lower and that some 
fluctuations in that rate might have been avoided. To that extent 
the critics of the pre-war situation were no doubt justified. On, 
the other hand, so long as London remained the financial centre 
of the world, the stability ~f the London rate was bound to be 
less than that, say, of the French rate, because France was not 
a free market for gold. 

I 'As early as 1849 the Bank borrowed on Consols to strengthen the 
reserve; v. infra, p. 163. In December 1905, if the late Mr. J. Spencer 
Phillips's account to Lloyd's Bank shareholders is correct, the Bank asked 
the co-operation of the Clearing Banks ' to take the surplus money off 
the market and place it on deposit with the Bank at a low rate of interest. 
The Bank then charged 5 per cent. on their advances, and the effect was 
electrical. ... This precedent has been followed again during the present 
month (January 1906) by the Bank.' Cited, E. T. Powell, Evolution of 
the Money Market, p. 650. 

, V. infra, vol. ii, p. 191. 
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We owe to the initiative of the National Monetary Commission 
of the United States, appointed as a direct result of the crisis of 
1907, the only glimpse into the mind of the Bank of England 
which has been vouchsafed to the world since 1875.1 Mter 1877, 
certain statistical infonp.ation, formerly made available, no longer 
appeared.~ 

§IX 
On 12th May 1836, Mr. William Clay moved in the House 

of Commons 3 that • a Select Committee be appointed to inquire 
into the operation of the Act of the 7th Geo. 4, cap. 46, per
mitting the establishment of Joint Stock Banks, and whether it 
be expedient to make any and what alterations in the provisions 
of that Act '. The grounds for the motion cannot be better put 
than they were by the speaker himself. Under the Act of 1826, 
he said, • a system of Joint Stock Banking has grown up already 
of great magnitude, which is daily extending its ramifications, and • 
which promises very shortly to comprehend every portion of the 
Kingdom, and every class of the population within the sphere of 
its operation '; and this growing movement suffered from a lack 
of due legal regulation: • I cannot but think that the circum
stances I have now stated to the House-the vast and growing 
system of Joint Stock Banking on the one hand, the absence of 
all legal control over the working of that system on the other
constitute a state of affairs very far from satisfactory, and especi
ally if looked at in combination with certain others, or at least, 
without considerable anxiety. We have called into existence, we 
have introduced into our monetary system, an element of tre
mendous power. We have taken no precaution to limit or control 
its operations.' 

These statements are the more remarkable if it is borne in 
mind how relatively little del/eloped the Joint Stock Banking 
movement still was. An Account of the Number of Private and 
Joint Stock Banks registered in each Year, from 1820 to 1842 

• V. infra, vol. ii, pp. 307 et seq. 
• H. W. Macrosty, • Submerged Infonnation-Banking', in Journal 

Df tM Royal Statistical Society, 1927, pp. 365 et seq. Cf. Palgrave, op. cit., 
chap. I. 

, House of Commons Debates, 3rd Series, vol. xxxiii, col. 840 et seq. 
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inclusive I (which does not, however, appear to include the London 
Joint Stock Banks which did not benefit from the Act of 1826) 
shows that between 1826-7 and 1835-6 the number of registered 
joint-stock banks had risen from six to fifty-five. During the 
same period the number of private banks registered had fallen 
from 465 to 407, the great mortality having taken place in the 
crisis year 1826, for the number registered previously had risen 
from 521 in IS20-1 to 554 in 1825-6. The tendency is, however, 
unmistakable; and in 1836-7 the number of registered joint-stock 
banks had jumped to 100, the number of private banks had fallen 
to 35I. By 1841-2 the numbers were respectively IIS.and 311. 
The movement towards 'banking amalgamation' had already 
begun; and so had the necessary concomitant-branch-banking.' 
According to Clay's statement, in March 1836 the 61 joint-stock 
banks then registered were established at 472 places and had 
15,670' partners " that is, shareholders. Between 1836 and IS62 
the question of Joint Stock Banking-in particular the issue of 
whether or not these banks were to enjoy the benefits of limited 
liability-was to rank second only to the problem of the Note 
Issue. 

The Act of 1826 applied only to banks outside the sixty-five
mile radius, and the new banks were forbidden both to have an 
office within that area and to draw demand bills for any sum or 
bills under £50 for any date, on their London agents. All the 
shareholders were liable for all the debts of the company; all 
proceedings were to be taken against, and in the name of, two 
or more partners, who were to be public officers, but any judg
ments obtained against such officers were valid against all the 
partners. The only difference made to the status of these cor
porations by the Bank Act of 1833 was that they were henceforth 
free to draw bills on London On demand and for sums of less 
than £50. The real substantive change was that after 1833 a series 
of banks..,-which were legally nothing but common law partner
ships, though k;nown as' joint-stock banks ',since'they had many 
partners-opened for business in London, in consequence of the 
failure of the Bank of England to, enforce the view that any 
banking partnership with more than six partners, and not merely 

, P. P. 1843, vol. Iii. 
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a banking partnership with more than six partners and issuing 
notes, was an infringement of its monopoly! Between 1824 and 
1840 five banks-the London and Westminster, the London Joint 
Stock Bank, the Union Bank, the London and County, and the 
Commercial Bank-set up in business, unprotected by the meagre 
clauses of the Act of 1826 and faced by the fierce opposition of 
the Bank of England and the Clearing Bankers. 

The evidence given before the Bank Charter Committee on the 
subject of joint-stock banking was, as might have been expected, 
mainly of an unfavourable character, though in some cases the 
opposition was primarily based upon the undesirability of erecting 
new banks of issue within the sixty-five-mile radius. Jeremiah 
Harman of the Bank of England led the attack: S. J. Loyd thought 
that • Joint Stock Banks are deficient in every thing requisite for 
the banking business except extended responsibility; the banking 
business requires peculiarly persons attentive to all its details, 
constantly, daily and hourly watchful of every transaction, much 
more than mercantile or trading business. It also requires im
mediate, prompt decisions upon circumstances when they arise, 
in many cases a decision that does not admit of delay for con
sultation; it also requires a discretion to be exercised with 
reference to the special circumstances of each case. Joint Stock 
Banks being of course obliged to act through agents and not by 
a principal, and therefore under the restraint of general rules, 
cannot be guided by so nice a reference to degrees of difference 
in the character or responsibility of parties; nor can they under
take to regulate the assistance to be granted to concerns under 
temporary embarrassment by so accurate a reference to the cir
cumstances, favourable or unfavourable, of each case.' ~ Still, he 
thought their competition would • diIninish the number of private 
bankers considerably , and leave the private banking business in 

I The discovery that a common law partnership of more than six 
persons engaged in banking without issuing notes was not an infringe
ment of the Bank of England's monopoly was due to Thomas Joplin 
(1797-1847) of the Provincial Bank of Ireland and the National and 
Provincial Bank of England; fl. 'his Essay on Banking, 1822, p. 42. 
Joplin's view was upheld by the Iaw.officers of the Crown; and, as already 
mentioned above (p. xlii), a declaratory statement was inserted in, the 
Bank Act of 1833. 

I 0.3306. 
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weaker hands: ' those who carry on their business from an attach
ment to old concerns, and feelings of that description, and who, 
from their circumstances, are independent of the profits of busi
ness' would be inclined to give up! Samuel Gurney, Thomas 
Attwood, and Henry Burgess all united in attacking the new 
banks-the latter, of course, as official spokesman for the country 
bankers, thinking them 'injurious in every respect'. Only 
Vincent Stuckey took up a philosophical attitude: he was in 
favour of limited liability and thought that • chartered banks, 
with a paid-up capital, and limited responsibility of partners, 
would, in the course of years, bring us to a sound system of 
banking '. 

The Government's abortive plans of 1833, 80 far as they 
concerned joint-stock banks, were based on the principle of 
establishing' Chartered Banks' both inside and outside the sixty
five-mile radius; banks which desired to issue notes outside the 
sixty-five-mile radius to have paid up one-half of their capital and 
to be deprived of the privilege of limited liability; non-issuing 
banks, within and without the sixty-five-mile radius, were to 
enjoy the privilege of limited liability and needed to have paid 
up only one-quarter of their capital; though the Government was 
to have the right to determine whether the amount of subscribed 
capital were sufficient, in view of the place where the bank was 
to be situated. The opposition of the country bankers having 
killed these proposals, the reform of joint-stock banking was left 
to await the Reports of the Secret Committee on Joint Stock 
Banks, which was, in spite of the almost universal opposition to 
his views expressed by subsequent speakers in the debate, set up 
as a consequence of Clay'S motion of 1836. The Committee was 
reappointed in 1837 and in 1838, and nothing very positive 
resulted beyond the collection of a vast mass of evidence. Yet 
the First Report2 is interesting for the clearness with which it 
states the view that' a principle of competition exists which leads 
to the extinction of all Private Banks, and to their conversion into 
Banking Companies', and for the clear exposition of the gaps in 
the then existing legislation. 

Between the issue of the various Reports of this Committee 
I Q.3269. • V. infra, vol. ii, pp. al9 " leq. 
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and the passage of the Joint Stock Banking Act of 1844, some 
minor changes were effected in the state of the law; on the recom
mendation of the Committee itself legislation was passed in 1838 I 

by which a company might sue, or be sued by, any "Of its members, 
thus overturning the common law position. that • if the same 
individual was a member of two partnerships, they could not go 
to law against each other '2; and the position of companies with 
members of the clergy as partners was also regularized.3 The 
Bank Act of 1844 (Section XXVI) allowed banking companies 
within the sixty-five-mile radius to • draw or endorse Bills of 
Exchange, not being payable to Bearer on Demand ',-thus ending 
a long conflict between the Bank of England and the Westminster 
and other London banks. But the Act 4 7 & 8 Vict. c. II3 was 
the first serious attempt to -regulate the whole organization of 
joint-stock banks: providing in essence that no future banking 
company could operate without Letters Patent granted after peti~ 
tion heard by the Committee of the Privy Council for Trade and 
Plantations. No company was to have less than [,100,000 of 
capital; no advances were to be made on the security of its own 
shares; the assets and liabilities were to be published at least once 
a month; the accounts were to be audited annually by two auditors 
chosen by the shareholders and not d~ectors of the company; 
no share was to be of less value than ['100; and the company was 
not to commence business until all the shares had been taken up 
and half the value of each share had been paid up. The share
holder remained liable to the full for the debts of the company. 

The Act directly applied only to new companies, but by Section 
XLV of the Act pre-existing companies might elect to be incor
porated under the Act, on condition of conforming to its stipula
tions. Since the terms of the new Act were much more stringent 
than those of previous legislation, this was an offer not likely to 
be taken advantage of to any great extent; but the Act also, by 
Section XLVIII, assimilated the pOsition of banking companies 
within the sixty-five-mile radius to those governed by the Act of 

I 1&:2 Viet. c. g6, continued by 3 &: 4 Viet. c. lJ I. 
• Macleod 011 Banking, ii, p. 331. 
, Op. at., p. 332. The Act was 4 &: 5 Vict. c. 14. 
• V. infra, vol. ii, p. zzg. 
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18z6, so far as suing and being.sued in the name of a public 
officer of such ' co-partnership' was concerned. There were' 
henceforward four classes of banking companies: (I) those under 

,the Act of 1826, (2) those under the Act of 1844, (3) those 
under neither of the Acts, and (4) those which were re-chartered 
under Section XLV of the Act. 

Although, of course, the majority of banking companies did 
not come under the Act, it was unfortunate for the advocates of 
legislative control that one of the worst banking scandals of the 
1857 crisis, the Royal British Bank,' concerned a bank which was 
so registered. , The advocates of limited liability had never been 
contented with the situation, and the less so since the principle 
of limited liability had been conceded to companies generally in 
1856. The advocates of amendments to the legislation of 1844 
were met by the criticism that the events of 1857 had shown 
clearly that it was not by paragraphs in Acts of Parliament but 
by sound banking principles that the safety of banks was achieved. 
This was the keynote of the leading articles of the Economist in 
1857, when amending legislation was introduced. 'The ingenuity 
of the law officers of the Crown; experience as elicited by the 
Banking Committees of both Houses of Parliament; the admini
strative and constructive ability of Sir Robert Peel-seem all to 
have been exhausted in the framing of this Act. Yet, alas for 
legislative contrivance in matters of trade, its chief, almost its 
only fruit (except the crop of banks established during the last 
two years), was the Royal British Bank.''" The Act of 18573 
swept away the Act of 1844 altogether; provided that companies 
coming under the former Act were to register under the new one; 
and incorporated the provisions of the Companies Acts, 1856, 

I V. Banker's Magazine, 1857, pp. 374, 669, 733; for other cases arising 
in connexion, pp. 599, 603, 728. ,., 

• Economist, 1857, p. 59. The question of auditors particularly aroused 
its scorn:' There is one pretended precaution which above all others has 
been a fruitful source of deception, and which we trust in any bill that may 
be brought before Parliament in reference to Joint Stock Banks will be 
carefully eschewed: we allude to the appointment of auditors. We have 
often endeavoured to show that particularly in the case of banks, the duties 
of such officers are a mere mockery and delusion.' (1857, p. 502.) 

3 V. infra, vol. ii, p. 251. For the motive leading to change, fl. Lowe's 
speech, House of Commons Debates, vol. cxlvi (series 3), eols. 194 et seq. 
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18S7, with its' own; with the very important exception, however, 
that banking companies could not benefit from the privilege of 
limited. liability. Banking companies not, ipso facto, coming 
within the tenns of the Act might register thereunder with the 
assent of a majority of their shareholders (Section VI). 

The question of limited liability still remained to be solved. 
In the motions and debates which the question evoked,' the line 
of argument pursued differed very little from that laid down 
twenty years before by Mr. Clay: on the one hand, the supporters 
of limited liability laying stress on the deterrent effect which a 
provision such as unlimited liability must have on desirable parties 
becoming shareholders, on the encouragement to rediscounting 
on the strength of the unlimited liability of shareholders,2 and on 
the painful results when an unlimited bank did fail. The main 
card in the hands of the opposition was that it was impossible to 
apply a limitation of liability to the note issues of a bank, since, 
in fact, the note-holder was often not free to choose whether or 
not he would take a note, whereas the depositor could change his 
bank if he liked. The technical financial press was somewhat 
divided in tone: the Banker's Magazine was, on the whole, 
doubtful of the experiment . 

• To combine perfect security to the public with the principle of 
limited liability to the shareholders in banking, may be impossible, 
but where the liability is the widest, there as a rule, the public 
will-all things else being equal---be certain to give the preference. 
Although, therefore, the class of joint stock money dealing houses 
which, under Mr. Headlam's bill, should it pass into a law, will be 
sure to spring up in vast numbers, may in some exceptional cases 
supply a want, and tend still further to develop the banking capa
bilities of the country, the chanCd are adverse to their attaining to 
any large measure of success, either in the amount of business or 
the extent of profit. That the experiment should be made seems 
desirable especially if it can be done without any great risk, inas
much as it will settle a question about which some of the highest 
authorities in monetary circles entertain the most directly opposite 

I V. discussion on Headlam's BilI,- House of Commons Debates, vol. 
cxlviii (series 3), cols. 1169 et seq.; vol. cl (series 3), cols. 534 et seq. 

I The Et:onomist supported limited liability on the ground that thereby 
• the credit of a bank would be detennined by its capital and its known 
management alone. Bills, if offered for rediscount, would be examined 
and dealt with upon their individual and respective merits.' (1858, p. 531.) 
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oplWons. But that any joint stock bank which, under the existing 
law, is enjoying a safe and profitable business, will desire to ex
change their unlimited for a limited liability, looking at the price 
they may have to pay for the doubtful advantage, is more thari 
improbable.' 1 

For another twenty years the contention of the paper was to 
prove right; in spite of the permissive powers contained in the 
Act of 1858,a till 1879 a large part of the banking of the country 
was still carried on on the basis of unlimited liability.3 Meanwhile 
the Companies Act of 1862 reduced the then existing statute law 
to something approaching coherency.4 

Unlimited liability in joint-stock banking was eventually killed 
by the failure of the City of Glasgow Bank in 1878. The enormous 
liability of the Bank on acceptances which were rediscounted in 
the London market reinforced the objections voiced at the begin
ning of 1875 by practical bankers themselves against this form 
of credit extension,S though, of course, in the case of the City of 
Glasgow Bank the bills so accepted were mere accommodation 
paper. The causes which led to the failure of the Glasgow Bank 
and the methods by which the Directors tried to put off the evil 
day can be paralleled from the records of bank failures in both 
the 1847 and 1857 crises; what produced a change was the magni
tude of the losses which had to be borne by the unfortunate 
shareholders, liable to make good all the liabilities of the Bank, 
which involved their meeting a first call of £50"0 for every £100 

of stock held, and a second "call of [,2,250, pet ['100 of stock. 
The total holding of stock in the hands of the public was [,840 ,000 i 

I Banker's Magazine,IS58, p. 213. One of the reasons for favouring 
a change was that the new Discount Companies did the same work as 
banks and were allowed limited liabilityj op. cit., p. 210 . 

• V. infra, vol. ii, p. 257. 
3 A Parliamentary Paper (C. 2275 of 1878--9: P. P. vol. lxv) shows 

that' there were registered unde~ the Companies Acts 186:1-7 and 1879 
and believed to be still in existence': 

Number of Nominal Paid-up Number of 
Companies. Capital. I Capital. Shareholders. 

Limited banks· 80 £Mn.76·787 £Mn.19·276 38,818 
Unlimited banks 53 .. 66·806 .. 22·675 51,601 

• Since this includes many colonial and foreign banks, the statement 
in the text is almost too weak. . 

• V. infra, vol. ii, p. 260. s V. infra, vol. ii, p. 263 .. 
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and the holders of £750,000 of this amount 'were absolutely 
ruined '.' 

The natural consequence was' a general fall in the value of 
shares carrying an unlimited liability, and the passage of legis
lation ~ permitting the unlimited companies to re-register under 
the Companies Acts as limited companies, and limited companies 
to register under the new legislation, the intention being to create 
a new kind of liability ort shares, that is ' Reserved Liability', 
representing the difference between the nominal and the actual 
paid-up amount of a share, the difference being available only in 
the case of the company being wound up. In order to make the 
Act available to unlimited companies whose shares were fully 
paid up, and who yet desired to have some reserve liability 
available in case of winding up, such companies were to be able 
to increase the nominal amount of their capital, the increase not 
being capable of being called, except in the case of winding up.3 

Surveying the development of English commercial banking 
since 1836, it will be noted that, apart from the influence of 
legislatidn upon the question of note issue, it has throughout 
remained relatively immune from interference by the law.4 Eco
nomic forces have been enabled to work themselves out without 
overmuch deflection from the action of positi~e law. Where law 
has imp,inged on the development of banking, its action has not 
always worked in the direction of producing the best results. The 
provisions of the Bank Act of 1844 worked against the association 
of issuing witl} non-issuing joint-stock banks until the power to 
issue notes became relatively unimportant; the law of unlimited 
liability encouraged, rather than checked, the reckless use of the 
facilities afforded by the London discount market. Where the law 
might have assisted to strengthen the banking situation, as it 
might have done by insisting upon adequate publicity, it acted 

I The circumstances are fully examined in A. S. Michie's edition of 
Gilbart on Banking. , V. infra, vol. ii, pp. 300 et seq. 

3 In recent years the tendency has been for the larger banks, in issuing 
fresh capital, to issue only fully paid-up shares without any reserve 
liability-1l striking tribute to the relative unpopularity of shares carrying 
a heavy reserve liability. . 

• The Joint Stock Bank Act of 1844 seems to be the main reason for, 
the remarkable check to the creation of new joint-stock banks between 
1845 and 1860. 

d 
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tardily and inadequately, with the result that British banking 
statistics are to this day pitiahly deficient.' 

The characteristic feature, economically speaking, of British 
banking in the three-quarters of a century before the war is the 
gradual elimination of the private banker and the growing size 
of the banking unit. These are two aspects of the same general 
phenomenon, of which decentralized operation, or branch bank
ing, is the third. Given competition on the one hand, a growing 
population and improving economic conditions on the other, all 
three are inevitable. For joint-stock banking, especially with 
limited liability, has the immense advantage of being able to raise 
capital more easily than the private partnership; decentralized_ 
operation has the merit of enabling the banker to spread his risks 
and to compensate, within the limits of his own bank, the deficit 
in resources of one district with the excess of resources of another; 
These advantages will tend to increase with every increase in the 
scale and area of operation. The result will be that every bank 
will expand outwards from its original centre of operation-: banks 
that do not expand will suffer relatively to those that do; and, 
in the end, when the centrifugal forces have pushed the more 
enterprising banks to the limits of each other's territory, the 
simplest methods of expansion are to absorb banks that are not 

I 'Having required the publication of their Issues from all Banks to 
which the privilege of Issue is continued: said Peel in 1844, ' I do not 
propose to carry further the demand for publicity. I do not wish to pry 
into the affairs of each Bank, and above all I deprecate the taking of 
delusive securities against mismanagement and abuse. The public will 
hereafter know the names of the persons by whom the- Banking business 
is to be conducted, and the public must rely on their own caution and 
discretion as a security against being injured or defrauded. It has been 
frequently proposed to require from each bank a periodical publication 
of its liabilities, its assets and the state of its transactions generally. But 
I have seen no form of account which would be at all satisfactory~no 
form of account which might not be rendered bya bank on the very 
verge of insolvency, if there were the intention to C9nceal a desperate 
state of affairs. The return, for instance, of "overdrawn accounts" 
might lead to very erroneous inferences as to the condition of a bank 
making such a return. A large amount of overdrawn accounts might in 
one case be indicative of gross mismanagement. It might in another case 
be perfectly compatible with the security of a bank, acting on the Scotch 
principle, and making advances at interest to customers in whom the 
bank had entire confidence.' (House of Commons Debates, vol. lxxiv 
(series 3), 6th May 1844, col. 746.) -
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expanding and to fuse with banks which otherwise would invade 
the home territory of the other. The limit to the expansive move
ment of each bank is such an organization as will represent the 
maximum degree of inter-local compensation of risks and re
sources: the limit to the expansion of all the banks taken together 
will be given, in so far as they are guided by calculations of pure 
profit and loss, by the general growth of the economic organism 
in which they are operating. But competition may easily force 
expansion beyond this point, both as regards any single bank or 
all banks taken together. The ultimate consequences of the forces 
impelling expansion were not realized till the post-war period,' 
but the same general forces have always been at work. 

Given the general expansion of the joint-stock banking system, 
it was inevitable that the antagonistic attitude of the older 
organizations should have to give way. The opposition of the 
Bank of England to joint-stock banks l had never comprehended 
those banks which issued its notes instead of their own. Indeed, 
it actually agreed to discount their paper at a fixed rate of dis
count. In the long run, it could not afford to refuse deposit 
accounts to the joint-stock banks, smce, after all, a Central Bank 
must possess resources if it is to be in a posi,tioh to exercise any 
influence at all, and the resources available were to a growing 
extent those of the joint-stock banks. From the standpoint of 
the joint-stock banks, of course, a ' Drawing Account' at the 
Bank of England meant the possibility of tapping the Bank's 
reserve in periods of stress, but the balance of power really lay 
with the joint-stock banks. They could always drive the brokers 
into the Bank at a moment of crisis, and thus get gold or notes 
out of the Banking Department; and, in the end, if the Bank 
wanted to avoid disaster, it was in any case bound to help solvent 
banks. By holding their whole reserve at all times in the shape 
of Bank notes, they would have been just as safe as if they had 
held a deposit in the Banking Department; and yet the Bank, 

I Y. infra, vol. ii, p. 3Z3, for the Report of the Committee on Bank 
Amalgamations. 

• V. infra. vol. ii, p. 10Z, and J. W. Gilbart's evidence before the 
Committee on Banks of Issue, 1841, Q. 1307, as to oonditions under which 
the Bank, having origina1ly refused an account to the London and West
minster Bank, later agreed to open one. 

dz 
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under the peculiar conditions of the Bank Act of 18«, would not 
have benefited in the least by all the gold which the joint-stock 
banks would have had to pay into the Issue Department in return 
for the notes which they took out. By 1866 the joint-stock banks 
appear to" have been fully conscious of their power, if the old 
story is true that at the height of the crisis ' one of the repre
sentatives of the joint-stock banks is reputed to have said plainly, 
addressing the Bank's representative, " I can draw a couple of 
cheques to-morrow morning which will shut you up at once" '.r 
By 1890 the Bank was actively co-operating with the joint-stock 
banks in the formation of the guarantee fund necessary to save 
the Barings from disaster.~ 

§X 
The outbreak of the war of 1914-18 was accompanied by a 

financial crisis. The first signs of it are noticeable in the Bank 
return issued on Wednesday, 29th July 1914, when the Bank rate 
was still 3 per cent. In the week ending on that day, the Bank 
Reserve had fallen £2,420,000; the bullion in the Bank had fallen 
£7",000,000 ; and, after many weeks of continuous inflows of gold 
from abroad, £820,000 had gone abroad; Other Deposit~ and 
Other Securities had risen by £12,233,000 and" £13,674,000 
respectively, whilst the note circulation had risen by £390,000. 
The iriference is clear that the banks were already calling in funds 
from the bill market and that the brokers were relying on the " 
Bank to help tnem out. On Thursday, 30th July, the real pressure 
began: Bank rate rose to 4 per cent. On Friday, 31st July, the 
day of the German ultimatum to Russia, the Stock Exchange 
was closed and Bank rate was raised to 8 per cent. On Saturday, 
1st August, Bank rate was raised to 10 per cent. The next day, 
Sunday, 2nd August, the Bank holiday was extended to Friday, 
7th August. When on Friday, 7th August, the banks reopened 
for business, the Bank had obtained the assent of the Government 

J Michie, op. cit., vol. ii, p. 354, quoting from Patterson's Science of 
Finance, p. 287. " 

• In the same way persistence in the refusal to admit the joint-stock 
banks to the Clearing House (the rule of exclusion actually broke down 
in 1854) would simply have led in the long run to the creation of a new 
Clearing House, which, as the new banks gained in strength, would have 
absorbed an ever-growing proportion of the total clearings of the country. 
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to • suspend ' the Bank Act, an • emergency currency , was avail
able to meet any panic-demand for money-there was no such 
demand-and the banks were protected, in addition, by mora
toria. The day before the banks reopened, Bank rate was reduced 
to 6 per cent. The' crisis' was over, and the Government and 
the Bank could turn their attention to the problems presented 
by the frozen state of the Discount Market and the plight of 
the Accepting Houses. When the Bank return -was issued on 
7th August it showed movements of enormous proportions; since 
the only day on which business had been conducted was the 
previous Saturday, the Return measures the pressure since the 
previous Wednesday. The bullion had fallen by over £Io! mil
lions and gold to the extent of £2,300,000 went abroad; the 
Reserve had fallen by nearly £17 millions (£16,908,000). The 
Other Securities had risen by £18,044,000, but the Other De
posits by only £2,330,00o-in other words, of the additional 
amounts borrowed, the greater part had been taken out of the 
Bank; .and the • normal ' phenomenon of a crisis, a coincident 
rise in Other Securities and Other Deposits, was not this time 
present. Part of the outflow of cash from the Bank was due' to 
the demand for currency at the beginning of the holiday period. 
Much the greater part represents a moveme~t by the banks to 
hold additional notes and a refusal on their part to give their 
customers gold, so that these were, in their turn, driven to demand 
gold from the Bank. 

On the basis of the • emergency currency' -sanctioned by the 
Currency and Bank Notes Acts~the greater part of the subse
quent history of the financial aspect of the war was to be built 
up. Some legislation was no doUbt required, since the Bank of 
England had no legal right to issue £1 and lOS. notes; but it 
would have been in the historic tradition to have given the Bank 
the power to issue these notes, and this, together with the suspen
sion of the Bank Act,a would have placed the Bank in a posi
tion to meet the emergency demand, had it actually manifested 
itself. From the very beginning of the war, however, the idea of 

I V. infra, vol. ii, pp. 320-322. 
• On 1st August 1914 the Bank had approached the Government in 

terms closely following precedent, and had obtained in reply the nonna! 
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economizing the use of gold circulation played a part in the plans. 
of the Government. Still, this does not explain why the Govern
ment thought it desirable that a new note issue, issued upon the 
credit of the nation, instead of upon the credit of the Bank, should 
be put out-especially as at the beginning of the war there was 
apparently no thought of making the notes inconvertible. On the 
contrary, the new notes were expressly declared to be convertible 
into gold during office hours at the Bank of England. It was only 
gradually that the new legislation came to be used as an engine of 
inflation, and it is even now doubtful whether at any time during 
the war the responsible authorities were fully aware of what they 
were doing. The original Treasury Minute of.6th August 1914/ 
• as to the issue of Currency Notes " provided that the notes, 
when issued to baI).ks and bankers, were to be regarded as 
advances by the Treasury to the institution in question, , bearing. 
interest from day to day at the current Bank Rate'; and Currency 
Notes were only to be issued to bankers. Under these conditions 
it was reasonable to suppose that banks would not hold notes 
a day longer than was necessary . But by 20th August the whole 
situation altered. On that day a new Treasury Minute ~ provided 
that, in addition to .the methods of issue contemplated in the 
original Minute of 6th August 1914, Currency Notes • shall be 
issued to any person upon application through the Bank of 
England on payment of the face value of the notes required, the 
amount paid being carried ' to the credit of a special account, 
the Currency Note Redemption Account. It now became possible 
to • buy' Currency Notes by transferring to the Currency Note 

assurance that if, in the circumstanCes, the fiduciary limit were exceeded, 
the Govel"nment would protect the Bank by obtaining Parliamentary 
sanction. Section III of the Currency and Bank Notes Act, passed on 
6th August, indemnified the Bank of England and any Scottish or Irish 
Bank of Issue against any liability in respect of illegal issues made since 
1st August, and further provided that, subject to Treasury sanction, such 
Banks might exceed any limits fixed by law (v. infra, vol. ii, p. 3Z1). The 
correspondence between the Government and the Bank will be found 
reprinted in Kirkaldy, British Finance, 1914 to 19ZI, pp. 3-4, and Economic 
Journal, vol. xxv, pp. 565 et seq. On 7th and 8th August, after the passing 
of the Currency and Bank Notes Act, there was a technical over-issue of 
£3,043,000. 

I Manual of Emergenc;y Legislation (Financial Edition), August I9I4 to 
4th June I9IS, p. S. • Op. cit., p. 9~ 
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Account a balance at the Bank of England-which the Govern
ment might borrow against any security it might like to offer' ; 
and the way was open, since no limit was fixed to· the total amount 
which might be issued in this manner, to inflationary war finance. 
The rise of prices associated with inflation would always appear 
to justify any given increase in the volume of currency, and if 
the increase in the volume of currency threatened to denude the 
Bank of England of gold-for the total note issue, that of the Bank 
and that of the Government alike, was convertible into gold on 
demand-the danger could be very materially reduced by making 
it an offence under the Defence of the Realm Code to export gold 
without a licence, or • to melt down, break up, or use otherwise 
than as currency any gold coin which is for the time being current 
in the United Kingdom '. Patriotism and convenience alik~ made 
the population willing to use paper money; the law made it useless 

. for anyone not willing to be a law-breaker to get gold, and inter
fered quickly enough with the evilly disposed who desired to 
make a profit by exploiting the undoubted statutory right to 
obtain gold from the Bank. The legal fiction was maintained 
that the note was convertible; ~ctually it was inconvertible until 
April 1925, for, after the war itself was over, the Gold and Silver 
Export Control Act continued the prohibition on the export of 
gold and silver without Governmental sanction originally enforced 
by the Defence of the Realm Code. 

The situation thus created is a familiar one in the annals of 
currency disorganization-the pound sterling" had ceased to be 
a certain definite weight of gold, which could be melted or ex
ported at the will of the holder. and had become an inconvertible 
paper instrument, actually exchangeable inside the country at its 
face value in such gold coin as was still in circulation (by 1918, 
however, gold coin had for all practical purposes ceased to cir
culate), and worth less than its nominal gold equivalent in gold 
abroad. During the actual conduct of hostilities and for some 

I This possibility was pointed out by Mr. J. M. Keynes as early iIs 
September 1914 (Economic Journal, vol. xxiv, p. 481): • There is nothing 
to prevent the Treasury from making use of this account to fill up a 
temporary deficit in the Exchequer Balances, whether by issuing Treasury 
Bills to the Currency Note Redemption Account, or without this or a 
similar formality.' 
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months thereafter, the artificial support given to the dollar-. 
sterling exchange prevented this fact from being generally 
realized; the' unpegging' of the exchange early in 1919 made it 
obvious to the world, and made the reform of British currency 
conditions a matter of.urgent political and social importance. 

From the standpoint of the Central Bank, the major questions 
were whether the two note issues should be unified and whether 
the opportunity would be taken to introduce changes in the 
organization and powers of the Bank of England in connexion 
therewith; and, lastly, and in the end most importantly, whether: 
the pound sterling should again be linked up with gold. These 
were the issues submitted to the body which, from the name of 
its chairman, was to become known as the Cunliffe Committee. 
The first Report of the Committee,' dated 15th August 1918, 
before the end of the war was in sight, was almost necessarily 
confined to the laying down of general principles. The general 

, tenor of the Report is conservative, in spite of the fact that two 
important permanent changes were suggested. The restoration 
of the Gold Standard and the unification of the note is~ues were 
to be regarded as the ultimate aims of British policy, and a restora
tion of the Gold Standard was impossible without a limitation of 
the issue of uncovered notes, which should be enforced ' as soon 
as practicable'. But whilst the currency should be convertible 
into gold for export purposes, it was not desirable that gold coin 
should be allowed to circulate, though legislation on the subject 
was not required, since the public had pecome fully accustomed 
to the use of paper notes; , info'rmal action on the part of the 
banks may be expected to accomplish all that is required. If 
necessary, however, the circulation of gold coin could be pre
vented ' by making the notes' convertible at the discretion of the 
Bank of England either into such coin or into bar gold, though 
for our own part we should prefl;,r to maintain the right of the 
note-holder to receive payment in gold coin and to trust to the 
informal steps suggested above to prevent gold from flowing into 
internal circulation '. This somewhat illogical attitude was sub
sequently to be rejected. Again, whilst the Committee was in 
favour of incorporating into the permanent legislation dealing 

I V. infra, vol. ii, p. 334. 
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with the Bank the power to suspend the Bank Act contained in 
the Currency and Bank Notes Act, it was not prepared to reject 
the rule of a fixed, fiduciary issue in favour of a system of pro
portional reserve, such as had been favoured by the framers of 
most Central Bank constitutions. 

The second Report; which was issued in December 1919, was 
destined to have important consequences. It urged an immediate 
adoption of the suggestion, made in the First Report, that a 
maximum limit should be placed upon the issue of uncovered 
Treasury Notes, a recommendation which was given effect to by 
the Treasury Minute of 15th December 1919.a This imposed 
what was popularly known as the • Cunliffe Limit' ; and, coming at 
a time when prices had been rising and an exaggerated industrial 
boom was in process (co-effects in the main of a mistaken currency 
policy), it was the cause of the check to the upward trend of 
prices and of industrial expansion which marked the second half 
of the year 1920. 

Between the end of 1919 and the beginning of 1925 the value 
of the pound sterling in terms of gold gradually but by no means 
continuously increased. The Cunliffe Limit simply set an upper 
limit to the total volume of currency notes which could be issued; 
the gold value of paper currency' depended- not only upon the 
volume of British currency and upon the British price-level but _ 
upon the movements contemporaneously taking place in American 
dollar prices. So long as the Gold and Silver Export Control Act 
was on the statute-book, whatever the gold value of the currency 
might be, gold could be prevented from moving out; though if 
by limitation of amount the val~e of the paper pound rose above 
$4.86i, there was nothing in the Act to prevent gold from coming 
in. The rise in the value of the pound sterling, which was assisted 
from the beginning of 1925 by American anticipation that the 
gold standard would be restored at the old parity with the 
American. dollar, coincided with the necessity either of allowing 
the Gold and Silver Export Control Act to lapse (since it had 
originally been passed for a period of five years only) or of 
renewing it for a further term of years. A variety of choices lay 
before the Government: (I) it could have restored the gold standard 

• Y. infra, vol ii, p. 366. • Y. infra, vol. ii, p. 371. 
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at the old parity and have allowd the Act to lapse completely; (2) it 
could have re-enacted the Act and have continued to allow sterling 
, to find its own level' , subject only to the indirect effects exerted by 
the Cunliffe Limit; (3) alternatively, it could have re-enacted the 
Act, and pursued the policy of keeping sterling from falling below 
the old parity (de facto as compared with de jure stabilization); 
(4) it could have introduced de facto or de jure s~bilization at 
a parity lower than the pre-war parity. The opponents of Govern
ment policy (including those who never desired the restoration 
of the gold standard in any form) would have preferred any of 
the last three policies to the first; Scientific discussion mainly 
turned on the question whether, taking the actual levels of prices 
in Great Britain and the United States, stabilization at the old 
parity would not be equivalent to giving the pound too liigh a 
gold value. The logical outcome of a proof that stabilization at 
the old parity would be to over-value the pound should have· 
been a demand for devaluation-the choice of a lower gold parity 
-but this was never seriously discussed. The practical issue lay 
between restoring the gold standard at the old parity, or not 
restoring it at all for the time being. In April 1925 the Govern
ment chose the first alternative ;.the publicly stated grounds for 
the action it then took being contained in the Report of the Com
mittee on the Currency and Bank of England Note Issues! This 
Committee had been appointed in June .1924, 'to consider 
whether the time has now come to amalgamate the Treasury 
Note Issue with the Bank of England Note Issue, and, if so, on 
what terms and conditions the amalgamation should be carried 
out '. Instead of dealing with this highly technical matter in its 
Report, the Committee declared for an early return to the gold 
standard and the immediate restoration of a free market for gold in 
this country. These recommen.dations were given effect to by the 
passage of the Gold Standard Act, 1925'; the grant of a general 
licence to the Bank of England to export, and an intimation by 
the Chancellor of the Exchequer that the Gold Control Act of 
1920 would be allowed to lapse at the end of 1925. 

The Gold Standard Act of 1925 introduced a system of cur
rency now usually known as the' Gold Bullion Standard ',since 

, V. infra, vol. ii, p. 37Z. • V. infra, vol. ii, p. 383. 
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the British paper currency is convertible into gold bars of a mini
mum weight of 400 fine ounces, thus making the minimum tender 
of legal money, in return for which gold bars can be obtained, 
£1,699 lIS. 8d. The right to demand gold coin from the Bank 
of England is abolished: the right to sell gold to the Bank is 
retained, and the legal status of existing gold 'coin is in no way 
interfered with! 

For the next two years further agitation was mainly to centre 
upon the question of whether or not the return to the gold 
standard at the old parity had added to the other economic diff\
culties to which the country was exposed; the terms upon ,which, 
and the date at which, amalgamation of the two note issues should 
take place having fallen somewhat into the background. From 
the beginning of 1928, however, this question began to come 
rapidly to the front. In certain ,expert circles, the possibility of 
a further shortage of gold, involving a fall in the long-period 
price-level and consequent depression of economic life, was being 
actively canvassed. The Genoa Conference had already, i~ 1920, 
drawn attention to the necessity of avoiding a scramble for gold 
and had insisted upon the necessity of co-operation among the 
Central Banks for the purpose of achieving a rational gold policy. 
The question, so far as the Bank of England was concerned, was 
then this: would the Bank be given a fixed fiduciary issue more 
than equal to the sum of the two existing uncovered issues or 
not? Would it be allowed to vary the fiduciary issue in the future, 
not only if it were required to meet the contingency of a financial 
panic, but also to meet the needs of an increasing population, 
expanding production, or falling gold output? 

The Currency and Bank Notes Act, 1928, answers these ques
tions by (I) giving the Bank a fixed fiduciary issue of rather less 
than the sum total of the pre-existent uncovered Bank of Eng
land and Currency Notes, but (2) couples this fixed fiduciary 
limit with certain permissive powers of increase for the future, 
the exact significance of which depends not only upon the 
terms of the legislation itself but also upon certain • undertakings ,~ 

I The legal position of the British currency under this Act is fully 
analysed in Chapter III of my Return to Gold. 

a Sir L. Worthington-Evans on 22nd May 1928 (House of Commons 
Debate •• 5th Series. vol. 217. col. 1830): ' I am authorized to say that 
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given by the Governor of the Bank of England as to the manner 
in which the Bank intends to interpret the spirit of the Act; 
This curious situation, which can hardly be considered legally 
binding in any way, arose out of the hostility to the Act when 
it was being discussed in Parliament. But with the passage 
of the Act of 1928, the seal has for the time being been put, not 
only on the efforts . to repair the damage inflicted by the war 
upon the British currency standard, but also on the long effort 
to amend the Bank Act of 1844 which began with the Report of 
the House of Lords Committee in 1848. 

LONDON SCHOOL OF ECONOMICS 

AND POLITICAL SCIENCE. 

August-September. 1928. 

T. E. GREGORY. 

the Governor-of the Bank has read what I said on Second Reading. For. 
fear that I should pledge him too much. and to be mOre specific. he has 
read what I said in columns 744 to 746 of the Official Report. and he 
has authorized me to say that that does represent the general intentions 
of the Bank. That. then. is the policy of the Bank.' 

The cases in which an increase of the fiduciary issue can occur would 
seem. accordingly. to be three in number: 

(I) An emergency such as those of 1847. I8S7. and 1866. 
(2) 'A new kind of emergency has become possible. Now that the 

foreign banks have adopted the. practice of accumulating a large reserve 
of sterling bills, it is always possible that. owing to a change in policy 
upon the part of those banks, a large sum might be withdrawn in a short 
time by the realization of those balances. The probability is that such a mea
sure would be avoided by co-operation amongst the central banks, as was 
indeed advised in the Genoa resolutions. But if the withdrawal of gold was 
insisted upon, it might become necessary to extend the fiduciary issue, and 
that would be an occasion which would justify the Governor of the Bank 
in asking for that expansion, and the Treasury in granting it.' (Col. 744.) 

(3) 'A third category is the possible competition for gold among the 
Central banks .... Should the Bank find that, owing to a world demand 
for gold, credit would be unduly restricted, not as a check on speculation, 
but to the injury of legitimate requirements, then the Bank can request 
the Treasury to extend the fiduciary issue and so free gold in the hands 
of the Bank for further credit operations. Moreover, the principle of 
a fixed fiduciary issue itself necessitates some provision being made for 
normal growth. It was only by an accidental combination of circum
stances that the Act of 1844 did not require an expansion of the fiduciary 
issue from time to time .... The provision in the Bill for increasing the 
fiduciary issue is not intended therefore to be a mere legislative sub
stitute for the Crisis Letter. On the contrary, it is intended to be used, 
not in a crisis, but before it and to prevent undue stringency from arising 
from any of the causes I have mentioned.' (Col. 745.) 



THE BANK CHARTER INQUIRY, 1832 

REGULATION OF THE NOTE ISSUES 

Evidence of JOHN HORSLEY PAi:.MER, Esq., Governor of 
the Bank of England. (Tuesday, 29th May 1832) 

(parliamentary Papers, 1831--'.1, vol. vi.) 

72. What is the principle by which in ordinary times the Bank 
is guided in the regulation of their issues?-The principle, with 
reference to the period of a full currency, and consequently a par 
of exchange, by which the Bank is guided in the regulation of 
their issues (excepting under special circumstances) is to invest 
and retain in securities, bearing interest, a given proportion of 
the deposits, and the value received for the notes in circulation, 
the remainder being held in coin and bullion; the proportions 
which seem to be desirable, under existing circumstances, may 
be stated at about two-thirds in securities and one-third in bul
lion; the circulation of the country, so far as the same may depend 
on the Bank, being subsequently regulated by the action of the 
Foreign Exchanges. 
73. By the circulation of the country, do you mean the whole 
circulation of the country, and not the country circulation ?-The 
whole circulation of the country. 
74. When you say that as a general principle you think it desirable 
to have one-third of bullion in your coffers, against your circula
tion, you mean to include in that circulation not only your paper 
out, but all deposits, whether of. Government or individuals?
Yes. 
75. In short, all liabilities to pay on demand?-Yes. 
76. And you hold the liability to pay on demand arising from 
a deposit, to be equivalent to a note out?-I hold it to be that 
80rt of liability which the Bank are bound to provide for by a 
reserve of bullion. 
77. Do you think the liability arising from the deposit to be more 
dangerous to the Bank as to sudden calls, or less dangerous to it 
than the same amount out in paper ?-Less dangerous. 

B2 
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78. According to your description of the principle upon which 
the affairs of the Bank are conducted, do not the Directors of the 
Bank of England possess the power of regulating the whole cir
culation of the country?-The Bank are very desirous not to 
exercise any power, but to leave the Public to use the power 
which they possess, of returning Bank paper for bullion. 

79. Would the Exchanges be corrected if the amount of currency 
was left wholly in the hands of the Public?-They have been 
principally corrected under that management. 

80. Is the Bank exposed to no inconvenience, by waiting to have 
the correction take place in this method, in preference to itself 
interfering by that power to diminish the circulation in case of 
a fall of Exchange ?-No; provided they are adequately supplied 
with bullion when the Exchanges are at par, and which propor
tion I have stated to be about one-third. 

81. Does not the Bank, if it thinks proper, possess the power of 
extending the currency or of diminishing it, v.-ithout waiting for 
the interference of the Public?-It has the power. 

82. Would the Bank forcibly contract their issues by a 'sale of 
securities, during an unfavourable course of e.'l:change v.-ith foreign 
countries, and would they forcibly e.'l:tend their issues by the 
purchase of securities when the exchange was favourable?-I 
think not, except und~r special circumstances. 

83. You mean to say that the Bank would not forcibly do that, 
but that it would leave it to the Public to act upon the Bank, and 
produce the effect at which it would arrive?-I do. 

84. It appears by the Accounts before the Committee, that for, 
the last four years the amount of securities in the hands of the 
Bank varied very little; do you consider it important in the 
management of the Bank, to keep the securities at nearly the 
same amount ?-As nearly as the same can be managed. 

8S. What is the reason why you think it necessary to keep the 
securities at the same amount ?-Because the Public are thereby 
enabled, without any forced action on the part of the Bank, to 
act for themselves in returning notes for bullion for exportation, 
when the e.'l:changes are unfavourable. If the exchanges continue 
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favourable for any great length of time, then the influx of treasure 
"ill command an increased issue of paper, and which may derange 
the proportions; but it does not follow that the Bank ought, upon 
that account, immediately to extend its issue upon securities. 
'~nen, however, it is clearly ascertained to be desirable that part 
of the excess of bullion so received should be returned to the 
Continent, then it may be necessary for the Bank to re-assume 
its proportion, by transferring part of the bullion into securities', 
still presening the proportions of one-third and two-thirds. 
86. In times of great commercial prosperity, would not the 
leaving to the Public the correction of a redundant currency, 
lead to a greater redundancy and to excessive-speculation?
I think not. 
87. You have stated one-third of bullion to be, in your opinion, 
about the proper proportion for the Bank to hold, in proportion 
to its liabilities; is that proportion the result of your experience 
in the management of the Bank?-Y es, with reference to periods 
of a full currency. 
88. Have you any information as to whether that proportion is 
held, in other Banks of the world, to be the true one or nearly 
the true one?-No, 1 have not. 
89. Do you consider that it is desirable for the Bank of England, 
under the circumstances in which it is placed, to reserve a larger 
deposit of bullion than it would be under ordinary circumstances 
of banking?-The Bank of England, under existing circum
stances, appears to be called upon to retain a larger proportion 
of bullion than it would do, if it had merely to provide for its 
0"-0 circulation. 
90. Will you explain what you mean by providing for its own 
circulation ?-I mean, that provided the Bank were not liable to 
be called upon in the money market of London for a large supply 
of coin to uphold the country circulation, a less deposit of bullion 
would be required. 
91. Must not the demand for the country circulation of gold from 
the Bank depend materially upon the amount of the circulation 
of the Bank of England, for which the country circulation have 
the power to demand gold 1-1 believe the Country Bankers are 
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possessed of so much property, and such securities, that I can 
hardly contemplate that contraction of the Bank paper in London 
which would deprive them of the power of obtaining the amount 
they might require for providing themselves with coin from the 
Bank. 
92. Are there not circumstances which might occasion a drain 
upon the Bank, other than what may arise from an unfavourable 
stat~ of exchange ?-Certainly. 
93 . Would not any state of commercial panic in the country, 
from which a run upon the country bankers may arise, send them 
to you for a supply of bullion, though the Foreign Exchanges 
were not in apposition to induce the export of it?-Certainly. 
94. Was not that to a considerable extent the case in the run 
upon the Bank in the year 1825 ?-I believe so. 
95. Did not that run, which reduced your resources so low, arise 
from circumstances independent of the foreign export of bullion? 
-Yes. 
96. Therefore after every precaution you had taken to keep your 
circulation in correspondence with the state of Foreign Exchanges, 
you are still liable to the other danger, of having to find bullion, 
not only for the wants of the country bankers, but to allay the 
fears and apprehensions of timid men who may wish to have in 
their possession more than in any emergency they may want?
Certainly; it is that circumstance that impresses me with the 
necessity for a larger deposit of bullion· than otherwise would be 
requisite. 

Evidence of GEORGE,WARDE NORMAN, Esq., Director of 
the Bank of England. ,(Tuesday, 26th June 1832) 

2390. Are you aware of the principles upon which the Bank 
regulate their issues ?-I am aware of the principles upon which 
they regulate their issues at present. ' 
2391. Will you state what these principles are ?-I conceive that 
the principle for the regulation of Bank issues under ordinary 
circumstances is, at the time when the currency is full, to invest, 
of the whole amount received for the circulation and deposits, in 
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the proportion of about one-third in bullion and coin, and about 
two-thirds in securities bearing interest. 
2392. Do the Bank of England, in regulating the amount of their 
paper in circulation, have reference to the state of foreign Ex
changes ?-The Bank, for several years, have always looked very 
narrowly at the state of the foreign Exchanges. Since the principle 
which I have just mentioned has been adopted, the plan has been, 
under ordinary circumstances, to let the Public act upon the Bank, 
rather than the Bank upon the Public. Having fixed the amount 
of securities and treasure at about two-thirds and one-third, the 
drain is allowed to go on unchecked, unless some special occasion 
for interference should arise. The diminution of treasure is then 
accompanied by an equivalent diminution of circulation and 
deposits. 
2393. In the case of the foreign Exchanges being against this 
country, would the Bank take any step to coUnteract that issue ?
I should say, under ordinary circumstances, not; there might 
possibly be extraordinary circumstances, in which a forcible and 
more rapid contraction of liabilities would be requisite. 
2394. While the bullion is being drawn from the Bank, do the 
Bank take any measures to restrict the accommodation they give 
to the mercantile world?-No; they usually have contrived in 
that case to dispose of a portion of their exchequer bills or other 
securities, and this increased the fund disposable for discounts; 
the object is to keep the securities upon the whole at the same 
amount, or somewhat near the same amount, it is impossible to 
obtain perfect accuracy. 
2395. Do the Bank, then, look at the amount of securities bearing. 
interest in their hands, more than they do to the positive amount 
of bullion?-Yes, the principle is, at the commencement of a 
drain, that is to say, when in all probability the circulation and 
the treasure are about at the highest, that we should have the 
proportion of two-thirds and one-third; then if the securities are 
kept about at the same level, the reduction of the treasure must 
show itself in the circulation and the deposits. 
2396. What general effect do you apprehend is produced upon 
the money market by a reduction in the amount of exchequer 
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bills held by the Bank and held by the Public ?-It must, I appre
hend, disengage a certain portion of capital previously laid out in 
exchequer bills, which must seek some other employment. 
2397. Do not exchequer bills tend, according to their amount, 
to support the general paper circulation of the country, not only 
in tqe capital but in the country?-I think I hardly understand 
the question. 
2398. You will observe that the amount' of exchequer bills held 
by the Bank in 1818 is [,26,000,000 and in 1832 it was [,6,650,000, 
thereby reducing that species of security twenty millions; the 
object of the question is, to ascertain whether in your opinion 
that diminution has in any manner influenced the circulation of 
the notes of the Bank of England and also Country Banks?-I do 
not see why necessarily it should have influenced them; the notes 
returned to the Bank in payment of the exchequer bills, have 
been re-issued on other securities. 

GOVERNMENT OF THE BANK OF ENGLAND 

Evidence of JOHN HORSLEY PALMER, Esq., before the Committee 
of Secrecy on the Bank of England Charter, 31st May 1832. 

The Rt. Hon. Lord Althorp in the Chair. 

(See Parliamentary Papers, 1831-2, vol. vi.) , 

199. You stated in your evidence on the last day, what is the 
present management of the Bank of England; under whose con
troul is that management?-The Court of Directors. 
200. Do the whole Court of Directors interfere in the manage
ment of the general concerns of the Bank?-The whole. 
201. Are they all of them aware of the state of the Accounts of 
the Bank?-They are; there is' a weekly Statement read to the 
Court of Directors, of the actual position of the Bank in every 
department, of its securities, of i,ts bullion, and of its liabilities. 
202. Are there no portion of the Directors who have a greater 
controul than the others ?-None. 
203. Is there no Committee of Secrecy among the Directors?
None; there is a Committee of Treasury, who may originate or 
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suggest any measure they think fit to the Court, but such measure 
is perfectly free and open for the determination of any part of 
the Court afterwards. 
204. Anything that emanates from them must be determined 
upon by the Court?-Completely so. 

205. Supposing the majority of the Directors disapprove of the 
system of management of the Bank, they might reverse the whole 
of it?-They might. 
206. Are the Committee to understand that the whole of the 
Court confer in the management of the daily transactions of the' 
Bank?-The Court do not sit daily; they sit weekly. The daily 
transactions are conducted by a committee of three, but the 
Governor or Deputy Governor are supposed always to be in the 
house, and no responsible action is taken by the Committee 
without reference to the Governor. 

207. Do this Committee, or the Governor and Deputy Governor, 
take steps of considerable importance, such as the sale and pur
chase of Exchequer Bills, and the making of discounts, without 
the interference of the rest of the body?-All Bills presented by 
the Public for discount are presented before that daily Committee, 
and they determine upon the Bills so to be .discounted; but if 
there were any considerable demand, unusual in its character, 
made upon the Bank, a communication would pass between that 
committee and the Governor, who would take such steps as he 
thought necessary for the purpose of bringing that extra demand 
before the whole Court, if required. 

208. Are the Committee to understand that the Committee to 
which you have alluded, with the Governor and the Deputy 
Governor, do not transact any extraordinary business out of the 
ordinary routine without first consulting the rest of the Court?
Certainly. 

209. Is the Committee of three, that sit daily, exclusive of the 
Governor and Deputy Governor?-Y es. 

210. Is it not the case that certain bills.or notes are not accepted 
by that Committee, but referred to the Court, when they sit?
There is a Wednesday's Committee for London notes, which 
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consists, I think, of nine or ten Directors; all London notes pass 
before that Committee on Wednesday. 

211. In the business so transacted by the committee, do you 
include the purchase of bullion ?-No, the bullion is always 
bought by the Governor, who considers that he has no power 
to refuse the issue of notes for gold bullion tendered to him at 
the Bank. 

212. Does he regulate the price from time to time?-The price 
of gold has been fixed at [,3. 171. 9d. for the last three years. It 
was formerly [,3.171. 6d.; that was deemed by the late Govern
ment to be t06 low, and they suggested to the Bank the propriety 
of [,3. 171. 9d. being the buying price. The price of silver, the 
Committee will be aware, is regulated by the course of the 
Foreign Exchanges. 

213. Do you occasionally send specie abroad?-Very few occa~ 
sions have occurred when the Bank have sent specie abroad, and 
those occasions have only been in times of an unfavourable 
exchange, and chiefly for the purpose of operating upon the Paris 
Exchange direct. 

214. Are such transactions as those directed by the Court?
With the full concurrence of the Court. 

224. Can any individual of the Court of Directors originate any 
new measure ?-He has the power to do so. 

227. You have stated, that the whole management of the con
cerns of the Bank depends upon the Court of Directors; if, then, 
any change should take place among the persons elected to the 
Directors in the Bank of England; might not that produce a com
plete change in the system of management of the Bank?-We are 
always liable to a different action by different individuals; every 
person must be responsible for his own opinions. 

231. You stated, that the Accounts of the Bank have never been 
laid before the Court of Proprietors; are the Court of Proprietors 
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aware of the system of management of the concerns of the Bank? 
-I presume that they must be aware of it. 
232. At all events they are satisfied with it, as they do not demand 
the Accounts ?-I suppose so. 
233. Have not demands occasionally been made?-Demands 
have occasionally been made, but they have been rejected by 
such immense majorities, that there has been no possibility of 
entertaining the question. 
234. By what means do the proprietors of Bank Stock know the 
system upon which the Bank conducts its affairs?-I cannot 
answer that question but by their supposed general knowledge. 
235. Do you believe that they generally do know the system upon 
which the Bank is conducted ?-I believe so. 
236. You believe that the proprietors know the system of the 
management of the Bank, because you believe it to be generally 
known by the Public 1-Y es. 

239. Can you recollect how long it is since there was any con
tested election of Directors for the Bank of England?-No, I 
cannot. 
240. Has there been any within your memory?-There was one 
vote given at the last election, for an individual not included in 
the list of candidates. I do not recollect any regular canvass. 

243. Does not the whole list of candidates come to the Court of 
Proprietors recommended by the Court of Directors theIfiSelves ? 
-Yes. 
244. Is there not an annual change ?-Eight go out and eigh~ 
come in, every year. 
245. And those eight that come in are generally recommended 
by the Court of Directors?-They are. 
246. There is not, in general, any application made by individuals 
to be placed in the Court of Directors?-Not publicly. 
247. What is your opinion of the effect of eight Directors retiring 
each year 1-1 am not aware of any particular effect being 
produced. 
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248. Are you aware of any prejudicial effect?-No. 
249. Is it not the fact that the Directors of the Bank of England 
for many years past have thought it right not themselves to be 
very large holders of Bank stock?-I do not believe that any 
Director of the Bank of England holds more than his qualification. 
250. Is it not true, that in the month of May 1816, when the 
Bank made a most magnificent donation to the proprietors, the 
Bank Directors remained just as they did before, small proprietors 
of stock?-I believe so. 
251. Has there been any change made in the duration of time 
for which any officers of the Bank of England have been elected, 
within the last year or two ?-No. 
252. The Governor and Deputy Governor have each been elected 
for a year ?-Except upon the last occasion, when I have been 
allowed to continue, under the particular circumstances of this 
inquiry. 
253. In the choice of new Directors, is it not the practice of the 
Court to look with attention at the private character of the new 
Director in all points of view ?-As far as I have been concerned, 
that has been the invariable practice. 

254. If an individual was to be offered as a member of the 
Directors, would not the Court of Directors consider it their duty 
to inquire into the whole character of that individual, and would 
they not give him that influence which, as a body, the Court of 
Directors have, according to the opinion they form after their 
inquiries were made ?-I believe so. 

260. When measures of importance are about. to be taken with 
respect to the enlargement or ,contraction of the issues, are the 
Directors at large consulted, or are steps of that sort taken on 
the responsibility of a select portion of the Directors?-The Court 
of Directors are apprised of every transaction of that sort as it 
occurs. 
261. Before it occurs, or afterwards?-I can hardly say before it 
occurs, because there may, at times, be a day or two intervening. 
The Governor is supposed to have the responsibility, for a few 
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days between the intervening Courts, of taking any measure of 
that nature that may be deemed desirable. 

262. Practically, he and the Select Committee conduct the busi
ness of the Bank in the intervals between the sittings of the 
Court ?-Yes, but nothing of any consequence can be acted upon 
without the full knowledge and concurrence of the Court of 
Directors; no action of any extent, that ever I was aware of, has 
taken place, without the Court being apprised of the principle 
that governed that action. 
263. How is the Select Committee formed; is it by rotation, or 
by agreement among the Directors to attend?-It consists of the 
senior Directors of the Bank, who have passed the chair. 

264. Then no person is on the Select Committee who has not 
passed the chair ?-No, with the exception of the Director im
mediately succeeding in rotation to the Deputy Chair .. 

265. Does the Governor himseH extend or contract the currency 
without communicating with the Directors ?-I never knew a 
Governor take upon himseH the responsibility of acting to any 
extent without the concturence of the Court of Directors. 

266. Is it unusual upon any extraordinary emergency to summon 
the Court specially?-Certainly not; if an emergency were to 
arise similar to the year 1825, the Court would be specially sum
moned, and they were doing so during that period. 

?-67. With reference to some of the great principles of manage
ment which you have mentioned on the former day, such as not 
favouring commercial discount, and acting, in contracting your 
issues when the exchange is adverse, according to your definition 
of an adverse exchange, have those principles been recognized 
and discussed by the Directors at large, or are they principles 
only called into action by the Select Committee as the occasions 
have arisen ?-AU matters relating to management have been 
recognized by the Court at large. 
268. After discussion ?-Discussion has taken place, and the 
principles have been recognized. 

26c}. Were you rightly understood, that in the event of an un
favourable Exchange for a length of time, the Court of Directors 
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took no measures, by contracting their issues, to amend the course 
of Exchange?-I mean to maintain, that the Court of Directors 
have taken no measures, within the last period of eighteen months 
or two years, for the purpose of contracting the circulation; that 
the contraction has been effected almost entirely by the return 
of notes for gold and silver. 
270. How long have th~ Bank conducted their affairs upon this 
principle?-The Bank 6ave not had the power of acting upon any 
fixed principle till a late period, subsequent to the year 1825. 
271. Why was that?-From various circumstances that existed 
prior to that period; from the year 1819 to 1822, the preparation 
for return to cash payments under the Order of the House of 
Commons,-the conflicting character of the circulation of the 
country and London, governed as the country was by a small 
note circulation. So long as the Bank was liable to that internal 
demand, the Bank could hardly be expected to adopt any system 
such as I have alluded to. 

5th June 1832. 
477. In answer to a question by the Committee, you are supposed 
to have stated it as your opinion, that the Bank of England ought 
to confine itself to public transactions, and the management of 
the currency of the country, and not to interfere in the general 
commercial discounts in the Metropolis; is that your opinion, or 
do you wish to give any explanation upon that answer?-With 
reference to the answers which I have given in the former 
examination, I am apprehensive of having been misunderstood 
with respect to the· opinion I entertain of the functions of the 
Bank in London, as a bank for commercial discounts; my inten
tion was to impress upon the COrnrlllttee an opinion, that in 
ordinary times the leading functions of the Bank of England have 
been to furnish, upon a stated principle, an adequate supply of 
paper money convertible into coin and bullion upon demand, and 
to act as· a bank for safe deposit of public and private money, 
and in so acting, that it is not deemed to be desirable to attempt 
to regulate the amount of il!sues of the Bank in London through 
commercial discounts, but that there are occasions and circum-
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stances when the functions of the Bank as a bank for commercial 
discounts in the Capital have been and ever must be of the first 
importance to the country. The reasons which appear to me to 
exist against the regulation of the amount of issues through com
mercial discounts in London, arise from the magnitude ·of the 
deposits in the possession of the bankers of London and other 
individuals, seeking employment with which the Bank ought not, 
in my opinion, to interfere. The Bank, fixing a public rate of 
interest at which it may be willing to discount all approved bills 
of a given description, and being the only body issuing money 
ad libitum, within the sphere of the circulation of such bills, 
thereby fixes the maximum of the rate of interest during the 
existence of such notice,. and consequently all persons having 
money already in existence to employ, must necessarily offer to 
lend it under the Bank's public rate, except in times of actual 
scarcity or deficiency of money currency. If the Bank were 
required to hold no other securities than commercial bills, they 
would be under the necessity of acting in common with all other 
parties, viz. by competition in the purchase of bills of exchange 
at the existing market rate of interest. It is that competition with 
private bankers and individuals in London which seems to me 
to be so objectionable; and if the plan hitherto acted upon answers 
the public objects, I can see no benefit in a change. In order to 
place that part of my opinion clearly before the Committee, which 
has reference to the period when the action of the Bank as a bank 
for commercial discounts in London is one of the greatest public 
importance, I beg to state that those functions of the Bank are 
exhibited when a scarcity of money or discredit exists in the 
London commercial money market. The market rate of interest 
wiII then advance to that previously fixed by the Bank as their 
public rate for commercial bills, which will occasion such bills to 
be immediately sent to the Bank for discount. The Bank then 
becomes the main support of the commerce of the country. A 
material difficulty exists under the ·present system, of affording, 
during the period of a scarcity of money, that quantity of issue 
which the commerce of the country might in such time require, 
viz. the limitation, by law, of the rate of interest to 5 per cent. 
per annum, it being evident that in the event of the Foreign 
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Exchanges being adverse, the Bank might not only be under the 
necessity of raising the r!lte of interest to that maximum, but after
wards, as the only resource left, be compelled to limit the quantity 
or description of bills to be tendered for discount; either of which 
last measures would be equally detrimental to the commerce of 
the country. 

SSI. You stated in your evidence, that you think a single estab
lishment would be better for the management of the circulation 
of the country, than having notes issued by different establish
ments; if that be the case, do you consider that that single 
establishment ought to be a commerc!al company, independent 
of the Government?-I do. 

SS2. Will you state the reason for that opinion ?-Because it has 
the power of giving that commercial aid which I have alluded to 
in the explanation I have offered to-day. 

SS3. Why would it have the power of giving commercial aid, 
being independent of the Government, which it would not have 
if it were not independent of the Government ?-I imagine that 
a commercial bank, formed as the Bank of England is, has the 
power, from the constitution of its body, of offering assistance to 
the commercial world which no political bank could offer. 

SS4. Do you think that if the Bank were connected with the 
Government, the power of granting commercial aid, in the way 
you have described, would be liable to abuse?-If the 'Bank is 
formed of commercial individuals, as the Bank of England now 
is, with a. capital totally unconnected with the Government, it 
appears to me to answer every purpose that is desired. 

SSS. If it was a Government bank, would it have the same facility 
of giving aid in cases of commercial difficulty, that a commercial 
body, like the Bank of Englan<;l, has ?-I do not think that a bank 
formed of political individuals, or of commissioners, would have 
the same general knowledge of the commercial transactions of the 
country, as a body formed of commercial persons. 

SS6. You think, then, that the knowledge of individuals that apply 
for aid, which a commercial body possesses, is essential in order 
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to enable them to give commercial aid properly in times of 
difficulty?-I think so. 
557. Do you think it is also important that that aid should be 
afforded by a body independent of any political connexions or 
considerations ?-I do. 
558. You have stated that it was only upon occasio}ls of a peculiar 
kind that the Bank, as now constituted, should, in your opinion, 
afford assistance to the commercial body in general, and not for 
general and ordinary purposes; do you conceive it useful that an 
establishment for the creation and regulation of the currency 
should be composed of commercial individuals ?-I have stated 
in the answer which I have presented to the Committee to-day, 
the reason why I consider the Bank cannot satisfactorily regulate' 
the amount of its issues through commercial discounts in ordinary 
times. . 
559. You are understood to state, that in ordinary times the Bank 
does not consider itself so much a commercial agent, as an instru
ment for the creation of the currency?-It is certainly intimately 
connected with the regulation of the currency, and though it does 
not regulate its issues through commercial discounts, yet it is at 
all times able and ready, through that chllI\nel, to afford any 
commercial aid which may be applied for temporarilY,1.1ncon
nected with the peculiar state to which I have alluded, of a great 
scarcity of money or discredit. As a commercial body, its rate of 
interest, as I have endeavoured to explain, is always necessarily 
above the public rate of interest, still that public rate is always 
open to individuals, if circumstances should arise to render such 
applications necessary; therefore, as IL.commercial body, it is at 
all times enabled to judge of thec;haracter of the applications so 
made, though they should be bnly occasion,al, yet they are at 
times of very considerable importance to the parties making such 
applications, and so far beneficial. 

560. Why should the rate of interest charged by the Bank be 
regulated upon other principles than those which 'regulate the 
interest charged by individual capitalists ?-As soon as the Bank 
declare a public rate at which they may be willing to issue notes, 
being a creating body, they immediatelr interfere with the 

I - C 
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employment of deposits held by the Bankers, and who are under 
the necessity of employing those deposits, in the first instance, at 
the best rate of interest they can procure, before the Bank can 
be expected tO,issue upon their notice. 
561. But as the Bank of England cannot regulate the rate of 
interest, why should not their dealings be the same as the dealings 
of individuals ?-Because they would then act by competition with 
private Bankers and other individuals. 
562. What would be the evil of that competition?-The evil 
would be, great liability to excess. In Scotland the banking busi
ness is governed by large public bodies, and I think their action 
is prejudicial; I think they tend more to excess than the actions of 
private Bankers. Under that impression, I am of opinion that an 
action by the Bank in competition with private Bankers would 
be prejudicial, by tending to an undue reduction in the value 
of money. 
563. Is it not desirable, for the benefit and the interest of the 
country, to have the rate of interest as low as possible?-Cer
tainly; but reduction by competition, on the part of a body like 
the Bank, would tend to an excess, thereby raising the prices and 
turning the Exchange against the country, which would occasion 
a reaction more prejudicial in its effects than any previous benefit 
to be derived in a temporary reduction in the rate of interest. 
564. Do you apprehend that competition in money is regulated 
by any other principle than competition in commodities other 
than money?-I think all competition by great capitalists is more 
prejudicial than that by a number of inferior capitalists. 
565. You have stated that the great function of the Bank, as a 
great commercial company, is, in times of peculiar pressure, to 
come forward and assist the commercial world by means of dis
counts; has not, in those times of peculiar pressure, the Govern
ment itself frequently been forced to come forward and assist the 
commercial world?-I believe the Government, in 1793 or 1797, 
did issue exchequer bills to the Public, upon which Bank paper 
was advanced. 
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(3 & 4 WILL. IV, c. 98) 

An Act for giving to the Corporation of the Governor and 
Company of the Bank of England certain Privileges, for 
a limited Period, under certain Conditions. 

(29th August 1833.) 
, Whereas an Act was passed in the Thirty-ninth and Fortieth 
'Years of the Reign of His Majesty King George the Third, 
, intituled An Act for establishing an Agreement with the Governor 
, and Company of the Bank of England Jor advancing the Sum of 
, Three Millions towards the Supply for the Service of the Year 
, One thousand eight hundred: And whereas it was by the said 
, recited Act declared and enacted, that the said Governor and 
, Company should be and continue a Corporation, with such 
, Powers, Authorities, Emoluments, Profits, and Advantages, and 
, such Privileges of exclusive Banking as are in the said recited 
, Act specified, subject nevertheless to the Powers and Conditions 
, of Redemption, and on the Terms in the said Act mentioned: 
, And whereas an Act passed in the Seventh Year of the Reign 
, of His late Majesty King George the Fourth, intituled An Act 
'for the better regulating Co-partnerships of certain Bankers in 
, England, and for amending so much of an Act of the Thirty-ninth 
, and Fortieth Years of the Reign of His late Majesty King George 
, the Third, intituled "An Act for establishing an Agreement with 
, " the Governor and Company of the Bank of England for advanc
, " ing the Sum of Three Millions towards the Supply of the Service 
, " of the Year One thousand eight hundred," as relative to the 
, same: And whereas it is expedient that certain Privileges of 
, exclusive Banking should be continued to the said Governor 
, and Company for a further limited Period, upon certain Con
, ditions: And whereas the said Governor and Company of the 
, Bank of England are willing to deduct and allow to the Public, 
, from the Sums now payable to the said Governor and Company 
'for the Charges of Management of the Public Unredeemed 
'Debt, the annual Sum herein-after mentioned, and for the 
, Period in this Act specified, provided the Privilege of exclusive 
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, Banking specified in this Act is continued to the said Governor 
, and Company for the Period specified in this Act: May it there
, fore please Your Majesty that it may be enacted; , and be it 
enacted by the King's most Excellent Majesty, by and with the 
Advice and Consent of the Lords Spiritual and Temporal, and 
Commons, in this present Parliament assembled, and by the 
Authority of the same, That the said Governor and Company of 
the Bank of England shall have and enjoy such exclusive Privileges 
of Banking as is given by this Act, as a Body Corporate, for the 
Petiod and upon the Terms and Conditions herein-after men
tioned, and subject to Termination of such exclusive Privileges 
at the Time and in the Manner in this Act specified. 

II. And be it further enacted, That during the Continuance of 
the said Privileges, no Body Politic or Corporate, and no Society 
or Company, or Persons united or to be united in Covenants or 
Partnerships, exceeding Six Persons, shall make or issue in 
London, or within Sixty-five Miles thereof, any Bill of Exchange 
Qr Promissory Note, or Engagement for the Payment of Money 
on Demand, or upon which any Person holding the same may 
obtain Payment on Demand: Provided always, that nothing herein 
or in the said recited Act of the Seventh Year of the Reign of 
His late Majesty King George the Fourth contained shall be con
strued to prevent any Body Politic or Corporate, or any Society 
or Company, or Incorporated Company or Corporation, or Co
partnership, carrying on or transacting Banking Business at any 
greater Distance than Sixty-five Miles from Lonrlon, 'and not 
having any House of Business or Establishment as Bankers in 
London, or within Sixty-five Miles thereof, (except as herein-after 
mentioned,) to make and issue their Bills and Notes, payable on 
Demand or otherwise, at the Place at which the same shall be 
issued, being more than Sixty-five Miles from London, and also 
in London, and to have an Agent or Agents in London, or at any 
other Place at which such Bills or Notes shall be made payable 
for the Purpose of Payment,only, but no such. Bill or Note shall 
be for any Sum less than Five Pounds, or be re-issued in' 
London, or within Sixty-five Miles thereof. 

III. 'And whereas the intention of this Act is, that the Governor 
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• and Company of the Bank of England should, during the Period 
• stated in this Act (subject nevertheless to such Redemption as 
• is described in this Act), continue to hold and enjoy all the 
• exclusive Privileges of Banking given by the said recited Act of 
• the Thirty-ninth and Fortieth Years of the Reign of His Majesty 
• King Geurge the Third aforesaid, as regulated by the said recited 
• Act of the Seventh Year of His late Majesty King George the 
• Fourth, or any prior or subsequent Act or Acts of P,arliament, 
• but no other or further exclusive Privilege of Banking: And 
, whereas Doubts rulve arisen as to the Construction of the said 
, Acts, and as to the Extent of such exclusive Privilege; and it is 
, expedient that all such Doubts should be removed,' be it there
fore declared and enacted, That any Body Politic or Corporate, 
or Society, or Company, or Partnership, although consisting of 
more than Six Persons, may carry on the Trade or Business of 
Banking m London, or within Sixty-five Miles thereof, provided 
that such Body Politic or Corporate, or Society, or Company, or 
Partnership do not borrow, owe, or take up in England any Sum 
or Sums of Money on their Bills or Notes payable on Demand, 
or at any less Time than Six Months from the borrowing thereof, 
during the Continuance of the Privileges granted by this Act to 
the said Governor and Company of the Bank of England. 
IV. Provided always, and be it further enacted, That from and 
after the First Day of August One thousand eight hundred and 
thirty-four all Promissory Notes payable on Delllil!ld of the 
Governor and Company of the Bank of England which shall be 
issued at any Place in that Part of the United Kingdom called 
England out of London, where the Trade and Business of Banking 
shall be carried on for and on behalf of the said Governor and 
Company of the Bank of England, shall be made payable at the 
Place where such Promissory Note shall be issued; and it shall 
not be lawful for the said Governor and Company, or any Com
mittee, Agent, Cashier, Officer, or Servant of the said Governor 
and Company, to issue, at any such Place out' of London,any 
Promissory Note payable on Demand which shall not be made 
payable at the Place where the same shall be issued, any thing 
in the said recited Act of the Seventh Year aforesaid to the 
contrary notwithstanding. 
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V. And be it further enacted, That upon One Year's Notice given 
within Six Months after the Expiration of Ten Years from the 
First Day of August One thousand eight hundred and thirty-four, 
and upon Repayment by Parliament to the said Governor and 
Company, or their Successors, of all Principal Money, Interest, 
or Annuities which may be due from the Public to the said 
Governor and Company at the Time of the Expiration of such 
Notice, in like Manner as is herein-after stipulated and provided, 
in the Event of such Notice being deferred until after the First 
Day of August One thousand eight hundred and fifty-five, the 
said exclusive Privileges of Banking granted by this Act shall cease 
and determine at the Expiration of such Year's Notice; and any 
Vote or Resolution of the House of Commons, signified by the 
Speaker of the said House in Writing, and delivered at the Public 
Office of the said Governor and Company, or their Successors, 
shall be deemed and adjudged to be a sufficient Notice. 

VI. And be it further enacted, That from and after the First Day 
of August One thousand eight hundred and thirty-four, unless 
and until Parliament shall otherwise direct, a Tender of a Note 
or Notes of the Governor and Company of the Bank of England, 
expressed to be payable to Bearer on Demand, shall be a legal 
Tender, to the Amount expressed in such Note or Notes, and 
shall be taken to be valid as a Tender to such Amount for all 
Sums above Five Pounds on all Occasions on which any Tender 
of Money may be legally made, so long as the Bank of England 
shall continue to pay on Demand their said Notes in legal Coin: 
Provided always, that no such Note or Notes shall be deemed 
a legal Tender of Payment by the Governor and Company of the 
Bank of England, or any Branch Bank of the said Governor and 
Company; but the said Governor and Company afe not to become 
liable or be required to pay and satisfy, at any Branch Bank of 
the said Governor and Company, any Note or, Notes of the said 
Governor and Company not made specially payable at such 
Branch Bank; but the said Governor and Company shall be 
liable to pay and satisfy at the Bank of England in London all 
Notes of the said Governor and Company, or of any Branch 
thereof. 
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VII. And be it further enacted, That no Bill of Exchange or 
Promissory Note made payable at or within Three Months after 
the Date thereof, or not having more than Three Months to run, 
shall, by reason of any Interest taken thereon or secured thereby, 
or any Agreement to payor receive or allow Interest in discount
ing, negociating, or transferring the same, be void, nor shall the 
Liability of any Party to any Bill of Exchange or Promissory Note 
be affected by Reason of any Statute or Law in force for the 
Prevention of Usury, nor shall any Person or Persons drawing, 
accepting, indorsing, or signing any such Bill or Note, or lending 
or advancing any Money, or taking more than the present Rate 
of legal Interest in Great Britain and Ireland respectively for the 
Loan of Money on any such Bill or Note, be subject to any 
Penalties under any Statute or Law relating to Usury, or any 
other Penalty or Forfeiture; any thing in any Law or Statute 
relating to Usury in any Part of the United Kingdom to the 
contrary notwithstanding. 

VIII. And be it further enacted, That an Account of the Amount 
of Bullion and Securities in the Bank of England belonging to the 
said Governor and Company, and of Notes in Circulation, and of 
Deposits in the said Bank, shall be transmitted weekly to the 
Chancellor of the Exchequer for the Time being, and such 
Accounts shall be consolidated at the End of every l\1onth,and an 
average State of the Bank Accounts of the preceding Three Months, 
made from such consolidated Accounts as aforesaid, shall be pub
lished every Month in the next succeeding London Gazette. 

IX. And be it further enacted, That One Fourth Part of the Debt 
of Fourteen million six hundred and eighty-six thousand eight 
hundred pounds, now due from the Public to the Governor and 
Company of the Bank of England, shall and may be re-paid to 
the said Governor and Company. 

X. And be it further enacted, That a General Court of Pro
prietors of the said Governor and Company of the Bank of 
England shall be held at some Time between the passing of this 
Act and the Fifth Day of October One thousand eight hundred 
and thirty-four. to determine upon the Propriety of dividing and 
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appropriating the Sum of Three million six hundred thirty-eight 
thousand two hundred and fifty Pounds, out of or by means of 
the Sum to be repaid to the said Governor and Company as 
herein-before mentioned, or out of or by means of the Fund to 
be provided for that Purpose, amongst the several Persons, Bodies 
Politic or Corporate, who may be Proprietors of the Capital Stock 
of the said Governor and Company on the said Fifth Day of 
October One thousand eight hundred and thirty-four, and upon 
the Manner and the Time for making such Division and Appro
priation, nOt inconsistent with the Provisions for that Purpose 
herein contained; and in case such General Court, or any 
adjourned General Court, shall determine that it will be proper 
to make such Division, then, but not otherwise, the Capital Stock 
of the said Governor and Company shall be and the same is 
hereby declared to be reduced from the Sum of Fourteen miIIion 
five hundred and fifty-three thousand Pounds, of which the same 
now consists, to the Sum of Ten millions nine hundred fourteen 
thousand seven hundred and fifty pounds, making a Reduction 
or Difference of Three million six hundred and thirty-eight 
thousand two hundred and fifty Pounds Capital Stock, and such 
Reduction shall take place from and after the said Fifth Day of 
October One thousand eight hundred and thirty-four; and there
upon, out of or by means of the Sum to be repaid to the said 
Governor and-Company as herein-before mentioned, or out of or 
by means of the Fund to be provided for that Purpose, the Sum 
of Three million six hundred and thirty-eight thousand two 
hundred and fifty Pounds Sterling, or such Proportion of the said 
Fund as shall represent the same, shaIlbe appropriated and 
divided amongst the several Persons, Bodies Politic or Corporate, 
who may be Proprietors of the said Sum of Fourteen million five 
hundred and fifty-three thousand Pounds Bank Stock on the said 
Fifth Day of October One thousand eight hundred and thirty
four, at. the Rate of Twenty-five Pounds Sterling for every One 
hundred Pounds of Bank Stock which such Persons, Bodies Politic 
or Corporate, may then be Proprietors of or shall have standing 
in their respective Names in- the Books kept by the said Governor 
and Company for the Entry and Transfer of such Stock, and so 
in proportion for a greater or lesser Sum. 
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Xl. Provided always, and be it enacted, That the Reduction of 
the Share of each Proprietor of and in the Capital Stock of the 
said Governor and Company of the Bank of EnglanJ, by the 
Repayment of such One Fourth Part thereof, shall not disqualify 
the present Governor, Deputy Governor or Directors, or any or 
either of them, or any Governor, Deputy Governor, or Director 
who may be chosen in the Room of the present Governor, Deputy 
Governor or Directors at any Time before the General Court of 
the said Governor and Company to be held between the Twenty
fifth Day of March and the Twenty-fifth Day of April One 
thousand eight hundred and thirty-five: Provided that at the said 
General Court, and from and after the same, no Governor, 
Deputy Governor, or Director of the said Corporation shall be 
capable of being chosen such Governor, Deputy Governor, or 
Director, or shall continue in his or their respective Offices, unless 
he or they respectively shall at the Time of such Choice have, 
and during such his respective Office continue to have, in his and 
their respective Name, in his and their own Right, and for his 
and their own Use, the respective Sums or Shares of and in the 
Capital Stock of the said Corporation in and by the Charter of 
the said Governor and Company prescribed as the Qualification 
of Governor, Deputy Governor, and Directors respectively. 

XlI. Provided also, and be it enacted, That no Proprietor shall 
be disqualified from attending and voting at any General Court 
of the said Governor and Company, to be held between the said 
Fifth Day of October One thousand eight hundred and thirty-four 
and the Twenty-fifth Day of April One thousand eight hundred 
and thirty-five, in consequence of the Share of such Proprietor 
of and in the Capital Stock of the said Governor and Company 
having been reduced by such Repayment as aforesaid below the 
Sum of Five Hundred Pounds of and in the said Capital Stock; 
provided such Proprietor had in his own Name the full Sum of 
Five hundred Pounds of and in the said Capital Stock on the said 
Fifth Day of October One thousand eight hundred and thirty
four; nor shall any Proprietor be required, between the said Fifth 
Day of October One thousand eight hundred and thirty-four and 
the Twenty-fifth Day of April One thousand eight hundred 
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and thirty-five, to take the Oath of Qualification in the said 
Charter. 

XIII. And be it further enacted, That from and after the said 
First Day of August One thousand eight hundred and thirty-four 
the said Governor and Company, in consideration of the Privilege 
of exclusive Banking given by this Act, shall, during the con
tinuance of such Privileges, but no longer, deduct from the Sums 
now payable to the said Governor and Company, for the Charges 
of Management of the Public Unredeemed Debt, the annual Sum 
Jf One hundred and twenty thousand Pounds, any thing in any 
Act or Acts of Parliament or Agreement to the contrary notwith
standing: Provided always, that such Deduction shall in no respect ' 
prejudice or affect the Right of the said Governor and Company 
to be paid for the Management of the Public Debt at the Rate 
and according to the Terms provided in an Act passed in the 
Forty-eighth Year of His late Majesty King George the Third, 
intituled An Act to authorize the advancing for the Public Service, 
upon certain Conditions, a Proportion of the Balance remaining in 
the Bank of England for Payment of unclaimed Dividends, Annuities, 
and Lottery Prizes, and for regulating the Allowances to be made 
for the Management of the National Debt. 

XIV. And be it further enacted, That all the Powers, Authorities, 
Franchises, Privileges, and Advantages given or recognised by the 
said recited Act of the Thirty-ninth and Fortieth Years aforesaid, 
as belonging to or enjoyed by the Governor and Company of the 
Bank of England, or by any subsequent Act or Acts of Parliament, 
shall be and the same are hereby declared to be in full force and 
continued' by this Act, except so far as the same are altered by 
this Act, subject nevertheless to such- Redemption upon the 
Terms and Conditions following; (that'is to say,) that,at any 
Time, upon Twelve Months Notice. to be given after the First 
Day of August One thousand eight hundred and fifty-five,' and 
upon Repayment by Parliament to the said Governor and Com
pany or their Successors of the Sum of Eleven millions fifteen 
thousand one hundred Pounds, being the Debt which will remain 
due from the Public to the said Governor and Company after the 
Payment of the One Fourth of the Debt of Fourteen millions six 
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hundred and eighty-six thousand eight hundred Pounds as herein
before provided, without any Deduction. Discount, or Abatement 
whatsoever, and upon Payment to the said Governor and Com
pany and their Successors of all Arrears of. the Sum of One 
hundred thousand Pounds per Annum in the said Act of the 
Thirty-ninth and Fortieth Years aforesaid mentioned, together 
with the Interest or Annuities payable upon the said Debt, or in 
respect thereof, and also upon Repayment of all the Principal 
and Interest which shall be owing uiito the said Governor and 
Company and their Successors upon all such Tallies, Exch~quer 
Orders, Exchequer Bills, or Parliamentary Funds which the said 
Governor and Company or their Successors shall have remaining 
in their Hands or be entitled to at the Time of such Notice to be 
given as last aforesaid, then and in such case, and npt till then, 
(unless under the Proviso herein-before contained.) the said ex
clusive Privileges of Banking granted by this Act shall cease and 
determine at the Expiration of such Notice of Twelve Months. 

XV. And be it further enacted, That this Act may be altered, 
amended, or repealed by any Act to be passed in this Session of 
Parliament. 

THE BANKING AND CURRENCY 
CONTROVERSY, 1840-4 

SELECT COMMITTEE ON BANKS OF ISSUE 

Evidence of SAMUEL JONES LoYD, Esq., before the Select Com
mittee of the House of Commons on Banks of Issue, 1840. 

(Parliamentary Papers, 1840, vol. iv.) 

17th July 1840. 

2654. (The Chairman-Henry Warburton, Esq.) What, in your 
opinion, is the sound principle according to which the circulation 
should be regulated ?-A metallic currency, I conceive, by virtue 
of its own intrinsic value, will regulate itself; but a paper currency, 
having no intrinsic value, requires to be subjected to some arti-
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ficial regulation respecting its amount. The use of paper currency 
is resorted to on account of its greater economy and convenience, 
but it is important that that paper currency should be made to 
conform to what a metallic currency would be, and especially that 
it should be kept of the same value with the metallic currency, 
by being kept at all times of the same amount. Now, the influx 
and efflux of gold is the only sure test of what would have been 
the' variations of a metallic currency, and, therefore, I conceive 
that that constitutes the only proper rule by which to regulate the 
fluctuations of a paper currency. 
2655. What is it that you include in the term circulation?-I 
include, in the term circulation, metallic coin, and paper notes 
promising to pay the metallic coin to bearer on demand. 
2656. Do you include in the circulation of the Bank of England, 
the reserve held by the Bank of England against its deposits?
As the accounts are at present kept, that is not included in the 
~irculation; but, under a proper separation of the accounts, I con
ceive that it would be included. The circulation now includes 
only those notes which are out of the walls of the Bank of England; 
under a proper separation of the accounts, it would include all 
notes that are out of the walls of the currency department, and, 
therefore, of course would include the notes that are in the till of 
the banking department. 

2661. In your definition,..then, of the word circulation, you do 
not include deposits?-No, I do not. 
2662. Do you include bills of exchange?-No, I do not. 
2663. Why do you not include deposits in your definition of cir
culation?-To answer that question, I believe I must be allowed 
to revert to first principles. The precious metals are distributed 
to the different countries of the world by the operation of parti
cular laws, which have been investigated and are now well recog
nised. Those laws allot to each country a certain 'portion of the 
precious metals, which, whilst other things remain unchanged, 
remains itself unchanged. The precious metals, converted into 
coin, constitute the money of each country. That coin circulates 
sometimes in kind; but in highly advanced countries it is repre-
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sented, to a certain extent, by paper notes, promising to pay the coin 
to bearer on demand; these notes being of such a nature, in prin
ciple, that the increase of them supplants coin to an equal amount. 
Where those notes are in use, the metallic coin, together with those 
notes, constitutes the money or currency of that country. Now ,this 
money is marked by certain distinguishing characteristics; first of 
all, that its amount is determined by the laws which apportion the 
precious metals to the different countri.es of the world; secondly, 
that it is in every country the common measure of the value of all 
other commodities, the standard by reference to which the value of 
every other commodity is ascertained, and every contract fulfilled; 
and thirdly, it becomes the common medium of exchange for the 
adjustment of all transactions, equally at all times, between 
all persons, and in all places. It has further the quality of dis
charging those functions in endless succession. Now, I conceive, 
that neither deposits nor bills of exchange in any way whatever 
possess those qualities. In the first place, the amount of them is 
not determined by the laws which determine the amount of the 
precious metals in each country; in the second place, they will 
in no respect serve as a common measure of value, or a standard 
by reference to which we can measure the relative values of all 
other things; and in the next place, they d,o not possess that 
power of universal exchangeability which belongs to the money 
of the country .... 

2665. Under similar circumstances, will the aggregate .amount 
credited to depositors in bankers' books bear some relation to the 
quantity of money in the country ?-During temporary fluctua
tions in the amount of circulation, all other things remaining 
unchanged, I conceive the amount of deposits will be affected by 
such fluctuations. 

2666. Is the amount of bills of exchange dependent in some 
degree on the JIuantity of money ?-:-I apprehend that it is depen
dent in a very great degree. I consider the money of the country 
to be the foundation, and the bills of exchange to be the super
structure raised upon it; I conceive that bills of exchange are an 
important form of banking operations, and the circulation of the 
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country is the money in which these operations are to be adjusted; 
any contraction of the circulation of the country will act of course 
upon credit; bills of exchange being an important form of credit 
will feel the effect of that contraction in a very powerful degree; 
they will, in fact, be contracted in a much greater degree than 
the paper circulation; this point was adverted to in the inquiries 
of the Committee of 1832, and the question was put in a very 
pointed form to Mr. Burgess, the secretary of the Country 
Bankers' Association, and I have therefore extracted the question 
put, and his answer to it: ' Is it the result of your experience that, 
upon a contraction of the issues of the Bank taking place, the 
amount of bills of exchange is also narrowed, and is it in the exact 
ratio, or in a very increased ratio ?-It is in a very increased ratio.' 
I believe that answer to be perfectly correct. 

2667. (Sir Robert Peel) What are the elements which constitute 
money, in the sense in which you use the expression, , quantity 
of money'; what is the exact meaning you attach to the words 
, quantity of money '-' quantity of metallic currency '?-When 
I use the words quantity of money, I mean the quantity of metallic 
coin and of paper notes promising to pay the coin on demand, 
which are in circulation in the country. 
2668. Paper notes payable by coin?-Yes. 
2669. By whomsoever issued?-Yes. 
2670. By country banks as well as other banks?-Yes. 
2671. (The Chairman) Would this superstructure, consisting of 
sums credited to depositors in bankers' books and bills of ex
change, equally exist, although. no notes payable in coin on 
demand existed in the country?-Y es .. I apprehend that every 
question with respect to deposits and with respect to bills of ex
change, is totally distinct from the question which has reference 
to the nature of the process of substituting promissory notes in 
lieu of coin, and of the laws by which that process ought to be 
governed. If the promissory notes be properly regulated, so as to 
be at all times of the amount which the coin would have been, 
deposits and bills of exchange, whatever changes they may under
go, would sustain those changes equally, either with a metallic 
currency, or with a paper currency properly regulated; conse-
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quently, every investigation respecting their character or amount 
is a distinct question from that which has reference only to the 
substitution of the paper notes for coin. 

2672. There would be no reason why, if there were no notes 
payable in coin on demand, the amount of this superstructure 
should be less than it now is, with a mixed circulation of specie 
and of notes payable on demand ?-None whatever; I apprehend 
that upon the supposition that the paper notes are kept of the 
same amount as the metallic money, the question of the super
structure, whether of deposits or of bills of exchange, remains 
precisely the same. 

2675. (M,.. Attwood) Would you consider that the superstructure 
of bills of exchange, founded entirely upon a metallic currency, 
might at particular times become unduly expanded ?-The answer 
to that question depends entirely upon the precise meaning of the 
word, unduly. I apprehend, undoubtedly, that it is perfectly 
possible that credit,and the consequences which sometimes result 
from credit, viz., over-banking in all its forms, and the over-issue 
of bills of exchange, which is one important form of over-banking, 
may arise with a purely metallic currency; and it may also arise 
with a currency consisting jointly of metallic money and paper 
notes promising to pay in coin; and I conceive further, that, if 
the notes be properly regulated, that is, if they be kept of the 
amount which the coin otherwise would be, whatever over
banking would have arisen with a metallic currency, would arise, 
and to the same extent, neither more nor less, with money con-
sisting of metallic coin and paper notes jointly. . 

2676. May not over-banking and over-issue of bills of exchange, 
forming a superstructure based upon money composed of metal 
and paper notes, derange the certainty of the notes being duly 
paid in gold 1-1 apprehend that if the paper notes be properly 
regulated, according to the sense which 1 have already attributed 
to that expression, and if a proper proportion of gold be held in 
reserve, the solidity of the basis cannot be disturbed; that is, that 
if there be a proper contraction of the paper notes as gold goes 
out, the convertibility of the paper system will be effectually 
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preserved by the continually increasing value of the remaining 
quantity of the currency, as the contraction proceeds. 

2713. (The Chairman) From contrasting, then, the conduct of the 
Bank at this period, from 1830 to 1832, with its conduct at the 
period of the three other drains, and considering that it was not 
attended with such violent results as those other drains were, 
are you led to infer that the wisest course for the Bank to pursue, 
as being that which is ultimately attended with the least amount 
of evil consequences to the mercantile interests of the country, is, 
that so soon as a drain commences, the Bank should operate on 
the exchanges by diminishing its issues?-Undoubtedly, that is 
the conclusion to which I come; my object in alluding to the 
drains of the four periods in question, namely, the drain termina
ting in the crisis of 1825, the drain which continued from the year 
1830 to the year 1832, the third drain, which began in the end 
of the year 1833 and terminated in the year 1836, and the last 
drain, which began in 1838 and ended in the autumn of 1839, 
has been for this purpose; to show that of those four drains, three 
of them were not met by any contraction of the paper circulation 
of the country; and those three drains all terminated in a severe 
crisis, in a very exhausted state of bullion, in great commercial 
difficulties, and in a state of general alarm respecting the safety 
of our monetary system; but that the fourth drain, namely, that 
from 1830 to 1832, was met by a contraction on the part of the 
Bank of England, bearing' about the same proportion to the 
amount of the bullion lost which the issues of the Bank of England 
bear to the aggregate paper issues of the country; the country 
issues at that particular peri~d being under a legislative action 
which, no doubt, necessitated a reduction on their part; the result 
was, that the drain passed off, in the words of Mr. Horsley 
Palmer, ' without discredit or distrust of any kind ': It is also 
remarkable, with respect to those drains, that the three which 
terminated in a crisis~ whilst they were not met by a contraction 
on the part of the Bank of England, were preceded in each case 
by an expansion of country issues from their lowest point to 
nearly their highest point; and it is also further remarkable that 
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the drain of 1825, which terminated in the severest crisis of the 
four, and in which the bullion was reduced to much the lowest 
point, began upon a reserve of bullion considerably higher than 
that which any of the other crises began upon. The inferences 
from these facts seem to me to be so clear, that they do not 
require stating .... 

2717. (Mr. Attwood) Assuming that the Bank, in June, 1838, 
when her bullion stood at £9,700,000, had possessed a reserve of 
bullion to double that amount, and had pursued, when her bullion 
commenced to be reduced, the same measures of contraction 
which she actually did pursue, would there have existed in 
September, 1839, any danger, in your opinion, of the Bank not 
being able to convert its notes into bullion?-I apprehend that 
the stoppage of the drain of the years 1838 and 1839 was not 
effected by the contraction of the paper circulation; and it appears 
to me that that is pretty obvious from the returns before us. The 
stoppage of the drain, I believe, arose from a great state of public 
alarm, which tended to render a certain quantity of circulating 
medium less effective for its purposes. That alarm arose prin
cipally from the knowledge on the part of the public of the very 
exhausted state of the bullion, in some degree aided by the action 
of the Bank of England in raising its rate of interest. I attribute 
the stoppage of the drain of 1839 to those two circumstances. 
Now, if the Bank had held a larger amount of bullion, com
mencing, for instance, in the year 1838 with 20 millions of bullion 
instead of 10, my first apprehension is, that she would not in that 
case have raised the rate of interest even at the late period at 
which she did resort to that measure. My second apprehension 
is, that that state of public feeling which was really the protecting 
cause, would not have come into play so soon as it did; that 
consequently the undue state of our circulation would have been 
prolonged for a greater period of time, and that, during that 
prolongation, speculation and an undue range of prices would 
have had a longer existence, and consequently that the catastrophe 
at the end would have been much more severe. And I must also 
add this remark, that if it is assumed that we start with a certain, 
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say a very large, amount of bullion, and that a large proportion 
of that bullion is drained out, then, of course, for the purpose of 
restoring us to our proper state, a very large amount of bullion 
must be recovered. To effect this, I conceive that contraction 
will he necessary, and the extent of that contraction will be pro
portionate to the amount of bullion to be recovered. 

2718. Will you be so good as to direct your attention to the gist 
of the question, which was, whether the Bank, if it had that large 
amount of bullion, would have been in a secure state if it had 
taken all the measures which it did take, with a view to contract 
the circulation or to operate upon prices?-The only measure 
which the Bank took, was that of raising the rate of interest i and 
whether that measure of itself alone, acting in concurrence with 
a very large stock of bullion, would have been sufficient to stop 
the drain, I confess I am unable to say i but I should entertain 
great doubt; and it may also be doubted whether, with a large 
stock of bullion, the recourse to that measure would not have 
been still further delayed. 

2719. Will you take into consideration all the other circumstances 
independent of the action of the Bank, by which the drain was 
finally stopped, as well as the measures adopted by the Bank; 
and then say whether the Bank would have been in a secure state 
with £12,700,000 in its coffers, in September, 1839?-I have 
already stated that the main circumstance which I am now called 
upon to take into consideration was the alarm preval~nt upon the 
public mind. Now, that circumstance could not co-exist with a 
very large store of bullion in the hands of, the Bank; It was an 
apprehension in the mind of the public, that the tre~ure of the 
Bank was in an exhausted state, and that the Bank would probably 
be compelled for self-protection to resort to sudden and very 
stringent measu.res of contraction, which produced alarm in the 
public mind, and that alarm was the great cause. of the check put 
upon the further drain of bullion. 

2722. (Chairman) You have shown that the issues of the country 
banks do not conform to those of the .Bank of England i do you 
consider that the Bank of England has any efficient control over 
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the issues of the country banks?-The Bank of England has no 
direct and immediate control over the issues of the country banks ; 
it has an ultimate-control, acting through its effect upon credit 
and upon prices; but it appears to me that all the issuers of paper 
money ought to act concurrently with each other, not one in 
obedience to another. It appears to me that they ought all to be 
joint controllers of the money operations in the country; not one 
party controlled by the other. 

2725. Do you consider it expedient that some control should be 
exercised by the Government over the issues of all the issuers of 
notes payable on demand ?-It seems to me unavoidable that 
control, either direct or indirect, must be exercised over all the 
paper issues of the,country. If the control is indirect, of course 
it is slow, it is also uncertain in its extent, and, in effecting it, 
there must be an additional and unnecessary pressure upon the 
community; that would not arise if t~e control was immediately 
upon the issues themselves; therefore, it appears to me, that a 
direct control is more advantageous to the public. interests and 
more safe for the object in view than an indirect 'control. ..• 

2726. How would your rule for the manage~ent of the currency, 
making it expand and contract with the increase and diminution 
of the bullion, have operated during the period of the drain from 
1833 to 1837, and during the drain from 1838 to 1839?-It 
appears to me that it would have operated in the most eminently 
beneficial manner. In the first place, it would have substituted 
a contraction in the early stage of the drain, in the place of a con
traction in a late stage of the drain; it would have produced a 
regulation that depended upon principle, instead of a regulation 
that depended upon panic, and therefore was incapable of heing 
measured or regulated by any fixed rule. The contraction, upon 
that supposition, would have commenced in the early stage of the 
drain, before speculation and the rise of prices had reached its 
full height; and it would also have commenced before the internal 
drain had sprung up. Now, it is a very remarkable and very 
important phenomenon attending these drains, that the drain 
always goes on for some length of time, before prices, and specula; 
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tion, and over-trading, and over-banking have reached their 
maximum point; and that the last stage of the drain is always 
characterized by the springing up of internal alann, which gives 
rise to an internal drain. Now, an internal drain is clearly one 
that can be met by no principle; there is no method of meeting 
it but by paying out gold, till the drain ceases. It appears to me 
that contraction applied in the early stages would be applied when 
it could be borne without inconvenience to the community, and 
that it would necessarily tend to counteract and check in their 
early growth those tendencies, viz. to speculation, over-trading, 
excessive rise of prices, which by their undue expansion under 
our present system, and the consequent violence of the subse
quent collapse, produce the extreme intensity which characterizes 
the commercial crisis of this country. I think that this view Inight 
be confirmed very completely, by following the supposed applica
tion of it through the period from 1834 downwards. For instance, 
take even the very first year-we know that the mischief that 
subsequently arose in the year 1837 was principally produced by 
three circumstances, namely, by excessive credits given by this 
country to the United States, by excessive investments made in 
foreign securities, and by the very rapid and excessive expansion 
of the joint stock bank system. Those were the three circum
stances that preceded the crisis of 1837, and tended to produce 
its Inischief. Now, those three things were growing up during 
the preceding years, and the question is, if, at the commencement 
of the drain of bullion in the beginning of the year 1834, we had 
then applied contraction of the circulation, to what extent the 
growth of those three circumstances would have been arrested in 
their early stage, and the evils which afterwards ensued would 
have been prevented or Initigated. Now, during the year 1834, 
the bullion underwent a diminution of £3,200,000, during the 
same time the aggregate paper circulation underwent an increase 
of £600,000; if, during that year, the paper circulation had been 
contracted in correspondence with the bullion, it would have 
stood at about three millions and a half lower than it did stand 
at the end of the year 183-4. That, of course, is upon the supposi
tion that the drain during 1834 would have gone, in the face of 
a contracted circulation, to the extent to which it did go, which 
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probably would not have been the case; but I apprehend that no 
person can doubt that if that contraction, or any thing at all 
approaching to that contraction, had been resorted to in 1834, 
the great mischief that burst out in the year 1837 would have 
been obviated. The drain would not have gone to the same 
extent; undue credits to America, undue investments in foreign 
securities, and the undue expansion of the joint stock bank system 
would all have been limited in so grCllt a degree as to have reduced 
the events of 1837 to that which characterized the events of 1832; 
that, in fact, the thing would have passed off in 1837, as it did 
in 1832, without • discredit or distrust of any kind '. 

2729. (M,. AttfDood) You have stated that the error was com
mitted by the issuers of paper-money in the year 1834, in not 
making a reduction of their issues in correspondence with the 
loss of bullion; could the country bankers be expected to make 
such a reduction in their circulation, if none was effected pre
viously in the circulation of the Bank of England ?-I hope that 
the committee will clearly understand that, in any remarks that I 
make, nothing can be farther from my intention than to attribute 
any impropriety of conduct to country bankers, as individuals or 
as bankers. They are administering a system, and, I believe, 
administering it in the manner that most men would administer 
it; I have not the smallest doubt that I should act in the same 
way under the same circumstances. But the whole question at 
issue is this: I believe that a great deal of the severity of the 
commercial crises in this country, and of the evils that attend 
them, are attributable to the want of contraction of the paper 
circulation of the country in correspondence with the bullion; 
and I believe, firmly, that no parties would be more benefited by 
a contraction of the circulation in correspondence with the bullion 
than the bankers themselves. I believe that it would be eminently 
calculated to give steadiness, regularity, security, and a satis:" 
factory character to their business; I say so from some consider
able experience. It has been my fate to be connected with very 
extensive banking establishments, both in town and country, 
,during the four crises which have taken place; I have been forced 
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to watch the storm, whilst it has been raging around me, and 
afterwards to endeavour to understand the causes which have led· 
to it, and the consequences which have ensued from them; and 
I am thoroughly convinced that my own interest, and, I believe, 
the interest of every brother banker in the country, would be 
promoted in an eminent degree by the regulation of the paper 
circulation for which I contend. The absence of it seems to me 
to be the great fomenter of our internal panics, and I am quite 
sure that country bankers who can remember what they went 
through in 1825, will readily admit, that any plan by which the 
recurrence of any thing like those events could be prevented, 
would be the greatest advantage that could be conferred upon 
them in their business. I do not, in the slightest degree, mean 
to say that country bankers, individually or collectively, are 
blameable for not contracting their circulation in 1834, whether 
the Bank of England contracted or did not; all I say is, that I 
believe the community at large, and the country bankers them
selves most essentially, suffer great evils in consequence of the 
laws of the country not being of such a nature as to secure to 
the community the benefits to be derived from a paper circulation, 
corresponding strictly with the variations of bullion. 

2732. (Chairman) Is there any common cause to which you attri
bute the mismanagement of the circulation by the different classes 
of issuers?-I apprehend, that the mismanagement ofthe circula
tion generally is very closely connected with the union which 
exists between the functions of banking anithe functions of issue. 

2733. Can you show that, from any examination of the returns 
furnished by the Bank of England?-It seems to me that that is 
evidenced in a great variety of .ways. IIi. the first place, the very 
rule of the Bank of England, which it laid down in 1832 for the 
guidance of its affairs, is an indication of it; it is a rule which 
blends the deposit business with the business of issue. In the 
second place, it seems to me that the whole doctrine of the duty 
of the Bank of England to support public credit (a doctrine 
strongly enforced by public opinion, and, as I think, too readily 
acquiesced in by the Bank itself) emanates from the same source. 
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In the third place, there is tIle notorious fact, that whenever the 
Bank attempts to contract its circulation by a sale of other 
securities, the intended contraction is generally nullified by an 
increase of its discounts. In the fourth place, there is the fact, 
which is shown by an examination of the accounts, that during 
a drain of bullion the Bank finds it impossible to contract its 
circulation, on account of the demand made on it through its 
banking business; and then, again, when that drain is turned, and 
the gold is flowing into the Bank, and their circulation ought to 
be expanded, the contraction still goes on, in consequence of the 
banking securities, taken during the preceding pressure, running 
otT, and the Bank is then placed in a situation of great difficulty, 
to know how to keep up its securities. These seem to me to be 
all phenomena illustrative of the inconvenience and derangement 
which arise from the union of banking business with issue. Again, 
as respects the country bankers, the very principle upon which 
they manage their issues, and which they contend to be beneficial 
to the community, is, that of making their issues expand and 
contract with the rise and fall of prices, and with the. increase or 
diminution of the demands or wants of the community around 
them. These are all illustrations of the confusion and derange
ment which arise from the union of issue and banking. 

2736. Then you are of opinion tIlat the union of these two func
tions in the same body tends to produce confusion in the public 
mind as to what the proper duties are of a body which, like the 
Bank of England, has to superintend issues?-Yes, certainly; I 
have already stated that I think that the duty of supporting public 
credit has been thrown upon the Bank to a much greater extent 
than it would have been thrown upon a manager of the circula.
tion, if she had been understood to be limited to that function; 
and it seems to me that almost all the fallacies which are prevalent 
on the subject of the circulation or the currency, arise out of 
a confused view of those two ditTerent functions. The principles 
of currency are in themselves simple enough; but by mingling 
the management of circulation with banking operations great con
fusion has arisen; for instance, the charges against the conduct 
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of the Bank in 1835, seem to me to be entirely founded upon the 
confusion between what was their duty in managing their circula~ 
tion, and what was their duty in their banking capacity. Again, 
I have seen pamphlets, which say, sometimes directly, and almost 
always in an implied manner, that it is the duty of the Bank to 
regulate prices; that it is the duty of the Bank of England to 
regulate the rate of interest; that the country issues ought to be 
regulated by the supposed wants of their respective districts; that 
a rise of prices requires and justifies an increase of issues, and a 
'variety of other ideas of the same kind; all of which seem to me to 
spring out of the want of a due separation, in the minds of those who 
write upon the subject, of the functions of issue and of banking. 

2746. Do you consider that the convertibility of the note payable 
on demand is secure under the present system?-No; I think 
that the convertibility of our paper issues is not sufficiently pro
tected under the present system. 

2747. Do you consider that it has been endangered?-Yes, I 
think it must be clearly admitted to have been endangered to 
a high degree in 1825, and certainly exposed to serious danger 
in 1839. At the same time, I think this remark ought to be made; 
that almost in any extremity of the state of bullion, the Bank of 
England has means within its power of producing such an action 
upon the public as shall be sufficient to stop the foreign drain; 
but the difficulty is, that if it allows the bullion to get to a low 
point, the action to stop the foreign drain must then be very 
sudden and of-a nature very severe and ruinous to the commercial 
community; also, there is great danger with such an action, of 
exciting an internal demand, and when once the internal demand 
is raised, there is no principle upon which you can stop that. 

2748. Are there any other evils besides the danger of non
convertibility, that arise out of the present system?-There can 
be no doubt about it-the state of the circulation has a very 
direct effect upon the state of credit, of confidence, of prices, and 
of banking; and if the state of the circulation be allowed to become 
an unnatural one, unnatural and pernicious effects will be pro
duced upon all those. If your circulation is subject either to 
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depreciation from the excess of its amount, or to violent fluctua
tions of amount, then, undoubtedly, that will be followed by 
corresponding effects upon confidence, upon credit, upon prices, 
upon banking, and so forth. Those things are also affected by 
other considerations. I do not see that it is possible to analyse 
the effects, and to attribute to each cause its respective share in 
producing those effects; all that can certainly be understood is 
that if you regulate the paper circulation upon sound prin
ciples, you may be quite sure that you have then removed that 
portion of the evil effects which was attributable to the want of 
due regulation. 
2749. How is convertibility to be most securely provided for?
I apprehend by taking care that the paper money of the country 
is always kept at the same value as the metallic money, by always 
keeping it at the same amount. 
2750. Does this apply to all circumstances equally of an efflux 
and influx of bullion?-Yes, it applies equally in both cases. 

2775. Is the reliance of the mercantile body upon the supposed 
duty of the Bank of England to relieve them in times of pressure 
productive of any public disadvantages?-I think it certainly 
leads to demands upon the Bank which she cannot meet without 
violating her duty in managing the circulation. 
2776. (Mr. Ellice) In point of fact, during your experience, has 
the Bank, except upon one occasion, when it interfered to uphold 
the credit of the American merchants, ever given such assistance 
to the public as was likely to. interfere with the circulation of the 
Bank?-I am inclined to thiD.k that the action of the Bank with 
respect to its circulation has been. frequently disturbed by its 
endeavour to satisfy the demands of the public for what may be 
called support or accommodation. I think, for instance, that 
whenever discounts are swallowing up her attempts to contract 
her circulation by other means, that is an indication of the very 
thing I am speaking of, namely, that her endeavour to supply 
the demands of the commercial world is interfering with that 
which she would otherwise effect. 
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21st July 1840. 
2784. (The Chairman) In 1839 some American houses applied to 
the Bank for assistanc~, which the Bank offered to them to a 
limited but insufficient amount, and they ultimately obtained the 
amount requisite from capitalists in the money market; can you 
state what was the amount tendered by the Bank, and what was 
the amount which they ultimately obtained from the money 
market?-The transaction to which you refer was an application 
by, what is called, the United States Bank for advance, in the 
year 1839; I am not sure that I can state the circumstances with 
great accuracy, but I can state them with sufficient general 
accuracy. The agent in this country of the United States Bank 
applied to the Bank of England for aid under circumstances of 
great emergency, as J,"egarded that concern. The Bank of England 
offered to him a loan of £300,000 in stock, not in money, to be 
'advanced upon the personal securities of responsible parties in 
this country; t,hat offer was not deemed sufficient to accomplish 
the end in view, and therefore was not made use of; subsequently 
to that a number of private individuals united for the purpose of 
accomplishing the object, and they advanced to the same party 
£800,000 in money, for the period, I think, of a year and a half 
or two years, and upon the deposit of American securities only; 
the loan tendered by the Bank was for one month only. 
Of course, in referring to this, I do not mean to throw the 
slightest blame upon the Bank of England for not having made 
a more liberal offer, as it would be called; I believe the difficulty 
would be rather to justify the Bank in going so far under the 
circumstances, than to defend her against any charge of not 
having gone further. Having raised this question of support of 
public credit, perhaps the Committee will allow, me to advert to 
a point which occupied oUl: attention near the 'close of my 
examination on the former day, uamely, the question of the sup
port of public credit and the distinction between that support to 
public credit which is given by aid rendered to, particular estab
lishments, with a view of preventing that spread of general alarm 
which might arise from the embarrassment of a particular con
cern, and that support to publi~ credit which is afforded by the 
general expansion of the advances of the Bank of England upon 
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discounts, and upon every other species of- mercantile security. 
With regard to the support of public credit of the first description, 
the utility of such measures may be subject to very serious 
question. If we look to the practical results in each case in which 
it has been resorted to, we should very probably be led to form 
a low estimate of the value of such measures; but at all events 
the banking resources of the Bank of England would be amply 
sufficient to meet every demand that could possibly arise for that 
purpose. With regard to the second form of supporting public 
credit, which is the meaning in which I have always been accus
tomed to use the phrase' support of public credit', and I believe 
that will be found to be the meaning in which it was used in the 
discussions in the Committee of.x832, and that that is the meaning 
ordinarily attached to it by the public; for the support of public 
credit of that nature, nothing can be sufficient but the general 
capital of the country, allowed to distribute itself freely, without 
any interruption by artificial laws. Any ·increase of issue by the 
Bank of Englarid, or by any other establishment, cannot alter 
the amount of the capital of the country; it can only partially 
affect the distribution of it, placing the command of a larger 
portion in the hands of those persons to whom that increase of 
issue is made, and at the same time necessarily withdrawing the 
command of ~t from some other parties, who may very possibly 
be equally or more capable of using it advantageously. Upon this 
point I am glad to be able to confirm my own view, by quoting 
the very high authority. of the late Mr. Ricardo, who thus ex
pressed himself: I A great deal of stress has always been laid upon 
the benefits which commerce derives from the ·accommodation 
afforded to merchants by the Bank. I believe it to be quite insig
nificant, compared with that which is afforded by the private 
funds of individuals.' There is also a passage in the "evidence 
given by Mr. Tooke in the year 1832, which bears upon another 
part of the observations I have just made; the question and 
answer are these: I Supposing that there should be a deficiency 
of capital for the purposes of agriculture, it is a circumstance that 
does not come within your knowledge?' The answer is, ' More 
capital may be desirable, but I am not aware that any operation 
of banking would give the desired increase. I would say, once 
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for all, that in my opinion no operations of banking add at any 
given moment to the previously existing capital; they only serve 
to distribute it in an advantageous manner'. And in the following 
answer he adds, , I can only speak from my general opinion of 
the nature of capital, that the issue of paper money does not 
create capital. In the case of the banker issuing paper money he 
advances his credit, while the capital he thus commands and trans
fers is that which already existed, and might have been equally 
applicable in the way of loan through soine other channel'. 

2794. Upon what do you conceive the rate of interest to depend; 
does it depend upon the amount of circulation?-The rate of 
interest may be temporarily affected during an increase or a 
diminution in the amount of paper circulation. I apprehend that 
the general range of the rate of interest is liable to be affected in 
varying degrees by many considerations; but it is correct to say 
generally, that it depends upon the proportion between the 
quantity of capital in the country and the demand for the employ
ment of it. 
2795. Does the Bank of England regulate it?-No. It cannot be 
said, in the proper meaning of the words, that the Bank regulates 
the rate of interest in this country, though she undoubtedly may 
exercise an influence over the temporary fluctuations in the rate 
of interest. During short periods, the Bank of England, being 
a very large and powerful body, with means and resources out 
of proportion to the mass of the community, may produce slight 
temporary oscillations in the rate of interest; but she cannot affect 
the general average altitude of the rate of interest. 

2796. Do you apprehend that it is possible for a steady rate of 
interest to be preserved in this country ?-No. I conceive it to 
be quite impossible; in a country like this, with a highly accu
mulated capital, with great enterprize, ",ith a great spirit of 
speculation, with very extensive commercial relations with all 
parts of the world, and of a highly manufacturing character also, 
it appears to me impossible to avoid considerable oscillations in 
the rate of interest. 
2797. The Bank of England, therefore, in your opinion, has no 
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power to keep the rate of interest steady?-No; I think the 
doctrine of calling upon the Bank of England to keep the rate of 
interest steady is quite absurd. 

2819. If a deposit account be transferred from one London banker 
to another London banker, and both bankers invest the same 
proportion of their deposits. in securities, and keep the same pro
portion as a reserve, will the transfer of deposits from one banker 
to another banker occasion any difference in prices or in the 
exchanges ?-I apprehend that upon the supposition of all the 
proportions being preserved unchanged, the transfer of the fund 
from one hand to the other will only alter the condition of the 
two houses from and to which the transfer is made, and the 
general condition will be preserved the same. 

2820. If such a transfer of a deposit be made from a London 
banker to the Bank of England, and the Bank ~f England invests 
the same proportion of its deposits in securities, and maintains the 
rame proportion as a reserve, as the London banker does, will 
prices or the exchanges be affected by such a transfer ?-It is 
quite clear that it would be absurd to suppose that they could 
be; if the amount of money invested and of money reserved be 
kept in the same proportion, it cannot produce any sort of effect, 
except upon the parties immediately. affected, whether that be 
done through the medium of A, B, or C. 

2821. Then the aggregate amount of deposits, of circulation, of 
securities and of reserves would remain precisely the same, after 
the transfer took place from one banker to another, as before?
That I apprehend to be the statement in the question. 

2834. How far is the circulation generally affected by payment 
on deficiency bills?-The payment of the dividends at the four 
quarters of the year has necessarily a tendency to throw out a 
large amount of issues from the coffers of the Bank at tha period 
of the dividends, and to produce consequently rather a violent 
contrast between the amount of circulation immediately preceding 
the dividends and the amount of circulation immediately subse-
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quent to the dividends. The Bank has, within the last few years, 
resorted to a measure that has worked extremely well for the 
purpose of mitigating that difficulty, namely, that of making tem
porary advances during the month preceding the' paYIJlent of the 
dividends, to be discharged during the month in which the 
dividends are coming due; and by that means an approach is 
made to an equalized state of the circulation. 
2835. Is it material on what securities those advances are made? 
-No, I do not apprehend that it is a matter of much consequence 
on what securities they are made. Generally speaking, I should 
say that the advances of the paper issues of the country should be 
made upon Government securities; but this is an advance of a 
temporary nature, and to meet a peculiar and transitory difficulty, 
and probably advances upon mercantile securities would be found 
more efficient for the purpose. 
2836. Those quarterly advances are usually made, are they not, 
at the market rate of interest at the time ?-Yes; I should appre
hend rather under than above the market rate of interest. 
2837. The Bank rate of discount is generally considerably above 
the market rate, is it not ?-During periods of tranquillity in 
money matters, the Bank rate of discount is generally above the 
market rate, but during periods of heavy pressure, I should be 
inclined to say that the market rate was above the Bank rate. 

2838. If the quarterly advances were made at the usual rate of 
discount on mercantile bills, would it not have the effect of pre
venting those advances from being made at all, .under ordinary 
circumstances ?-I think it is very possible that it would prevent 
their being made to the extent to which it is desirable that they 
should be made. 
2839. What was the effect of the Bank raising the rate of interest 
in 1839?-I apprehend that the effect.was extremely valuable; 
it was the one measure by which the Bank did any thing to meet 
the drain under which we were suffering. I think it is important 
to observe, that raising the rate of interest during an efflux of 
bullion is a measure strictly in conformity to what would be the 
course of things with a metallic circulation. If with a metallic 
circulation a drain took place, the circulation would, of course, 
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be undergoing a contraction; which contraction would necessarily 
produce a continuous tendency to a rise in the rate of interest; 
and the Bank administering a paper circulation is strictly con
forming to the action of a metallic currency, when she raises the 
rate of interest during the export of bullion. 

2840. You conceive, then, as regards the management of die 
issues by the Bank, it was a wise measure to raise the rate of . 
interest, since it afforded an additional security for preserving 
converJ:ibility?-I conceive that raising the rate of interest in 1839 
was essential. 
2841. What do you think was the effect of the partial repeal of 
the usury laws during the pressure upon the money market in 
1839, as regarded men engaged in trade, commerce, and manu
factures ?-I apprehend that every approach towards a repeal of 
the usury laws is a benefit to the community, in every respect; 
I think that it worked extremely well in the year.1839; that with
out it, the Bank of England would have been exceedingly embar
r~ssed ; that she would have been precluded from the one measure, 
by which an effort was made on her part to rectify an unnatural 
and alarming state of things. And also I conceive that a great 
deal of the comparative firmness with which the trading world 
sustained the pressure of the year 1839, is fairly attributable to 
the unrestrained freedom with which capital was allowed to seek 
its most beneficial employment, and to direct itself to the quarters 
where it was most wanted. 
2842. Independently of the operation of that partial suspension 
of the usury laws upon the Bank; and looking to its effect upon 
commercial men, do you think that its operation was decidedly 
beneficial?-I have no doubt of it, whatever. 

2847. How far do you think it ~ould be a wise course for the 
Bank to pursue, that with a view to its stopping a drain of gold, 
whenever a drain shall arise, it should depend on foreign 
securities, which it might buy when exchanges were favourable, 
and sell when they were adverse ?-I do not know that I am a very 
competent judge upon that point, but I confess the leaning of my 
mind is rather adverse to that plan. 
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2848. Will you state why?·-The plan is certainly unobjectionable 
upon principle. It would bt '1 measure tantamount to holding the 
same quantity of gold, paykg interest; it would be a commodity 
which the Bank of England 'would have the means of exporting 
for sale, and against the proceeds of which it might draw, when
ever the state of the trade of the country led to an excess of 
imports, and a deficiency of exports; but on the other hand, if 
the Bank adopts that plan, she will necessarily become a very 
powerful actor, at her own discretion, upon the exchanges; and 
the knowledge that so powerful an actor is hanging over the 
exchanges, I think may be calculated to disturb the ordinary 
action of the exchange dealers and to prevent their taking that 
course which, under ordinary circumstances, they would take; 
and I think it a matter worthy at least of serious consideration, 
whether greater evil might not arise in that way than the good 
which would be obtained by the holding of securities on the part 
of the Bank. In addition to that, it seems to me to be in violation 
of the great principle of the rule of 1832, which was that of leaving 
the Bank to be acted upon, and not acting itself; I think that, as 
far as it can be carried out, a very useful principle, with reference 
to the Bank, and this plan of holding foreign securities seems to 
me to be of directly an opposite character. 

2849. In an extreme case, such as took place in 1839, do you 
think that the Bank was justified in the course they adopted, of 
obtaining credit upon houses at Paris and Hamburgh upon which 
they drew bills, selling those bills upon the English Exchange?
I think, under the circumstances of the year 1839, the Bank was 
fully warranted in that course, and that it was a very beneficial 
one; but at the same time I should be very sorry to see the 
managers of the paper circulation of the country encouraged to 
look to that as a constant practice; I had much rather that the 
safety of our paper circulation was sought from its legitimate 
source, proper contraction, at the proper time, and to the proper 
extent, than that we should rely upon an expedient of this nature, 
which is only a last resource in extreme difficulty. 

2855. Is the Bank of England under the necessity of holding a 
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larger reserve than it otherwise would hold, from its obligation 
to meet the demands of all the issuing bodies?-Undoubtedly 
the duty of holding all the bullion requisite to sustain the whole 
paper currency of the country devolves, according to the present 
system, exclusively upon the Bank of England. 

. , 
2866. Could the end of banks of issue be attained without danger 
to convertibility, by a free competition among the issuing banks, 
accompanied with any of those checks against over-issue which 
you have recommended?-That raises of course the whole ques
tion of competition of issues; my own view of the matter is, that 
competition is a principle most properly applicable to banking 
business, as to most other businesses; but that it is not a principle 
applicable to what I should rather call the privilege than the 
business of issue. Issuing paper I always consider as the creation 
of money, and that is a duty or privitege which I think can be 
better exercised for the benefit of the community by one body, 
acting under the control of the Legislature or Government, than 
by trusting it to the principle of competition. The principle upon 
which the advantage of competition depends, appears to me to be 
this; that its tendency in all ordinary cases, is to secure to the 
public the advantage of the greatest quantity' of the article, and 
of the best quality, at the cheapest price, and that all miscalcula
tions with respect to supply that are made by producers, fall in 
their inconvenient consequences upon the producers, and not 
upon the public. Now, with regard to paper money, the object 
that competition secures is not that in securing which the public 
interest is most concerned; it is not the greatest quantity at the 
cheapest price which we require, but it is a strict regulation of 
the quantity by reference to a certain standard; and again, any 
miscalculations in the proportion of the actual supply, to that 
which ought to be supplied, fall principally and most extensively 
on the community at large, (in some degree, undoubtedly, upon 
the over-issuers,) but the community at large are in that ~ase the 
greatest sufferers by the miscalculations of the over-issuers. 
Again, this question of competition at once lets in the considera
tion which I adverted to in my examination on a former day, as 
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being laid down in the pamphlet in defence of joint-stock banks 
and country issues,. where it is distinctly stated, that it is not the 
interest of each separate issuer to conform to that rule which 
the interest of the community at large requires; that it is, in fact, 
his interest to violate it. Well, then, look what competition is in 
this case; competition is to place a great public trust, for such 
the issue of paper money really is, in the hands of a body, when, 
by its own statement, it appears that it is the interest of each 
separate individual of that body to violate the rule upon which 
the public interest requires they should act, and even if interest 
does not lead them to violate it, they state that it is impossible 
for them to attend to that rule. I believe those to be perfectly 
correct statements; and they appear to me at once to prove that 
to intrust the issuing of the paper money of the country to the 
principle of competition, is to intrust it to that whicli must mis
manage the paper money, and must inflict very serious consequences 
upon the public interest. (Mr. Loyd then 'Went on to read some 
statements illustrative of his view of the question from a Report of 
the French Chamber of Deputies, and from some American pamphlets 
and letters.) 

2874. If there were a single issuing body constituted, do yob see 
any objection to the 'Bank of England becoming a bank of deposit 
only, and being the Government banker?-,-No, I see no serious 
objection to that. 

2876. Would this occasion a fresh distribution ofloanable capital, 
and be calculated to deprive certain districts of local accommoda
tion, which the present systemnow gives them ?-I do not appre
hend that it would make any change in those respects, which, 
looking to permanent results, would be of any consequence what
ever. I think the following consideration$ are rather important, 
as bearing upon that question; supposing the whole country 
circulation was' annihilated, the proportion which that bears to 
the whole capital of the country is the proportion of a drop in the 
ocean, or the proportion which that bears to the aggregate amount 
of the banking transactions of a year, is something of the same 



SELECT COMMITTEE ON BANKS OF ISSUE, 1840 51 

kind; but we must also remember, that it is not a question of the 
annihilation of the country circulation. What changes may take 
place in the substitution of one currency in place of another is 
a different question; but there is no doubt that whatever altera
tion you make, there would be a paper currency to a large amount. 
The whole question at issue is merely the regulation of the 
fluctuation of the amount of country. issues, in conformity with 
the bullion, or not in conformity with the bullion. Those fluctua
tions, according to the returns, appear to vary perhaps to the 
extent of two millions and a half, the aggregate country circulation 
of England varying from something under 10 millions to some
thing over 12 millions. Now, the only difference it could make 
to the community at large, is making the oscillations of the paper 
currency of the country within those limits correspond in point 
of time to the oscillations of the bullion, instead of, as they now 
do, occurring at periods not corresponding with the oscillations 
of the bullion. I confess, that I cannot imagine that the effecting 
of that object, by judicious means, could affect any district, with 
regard to the application of the capital of the couIitry, to a degree 
which could involve any serious consequences. 

2878. But the great and leading objects that you contemplate 
could be obtained by separating the Bank into two departments, 
one of which would be a bank of issue ?-A separation of the 
departments of the Bank I consider to be in fact a sepa~ation of 
the two businesses; they may be conducted by the same parties, 
but yet, the accounts being perfectly distinct, it is in effect a 
complete separation of the two. 

2879. Could the department of issue be conducted, in your 
opinion, successfully, if the country issuers were left upon the 
present footing?-It would be (Iuite impossible to impose upon 
the currency department of the Bank of England a strict adherence 
to the principle, whilst the country issuers were left ali they now 
are. In the first place, the principle requires that the aggregate 
paper circulation shall vary as the bullion; if the Bank is not 
intrusted with a controlling power over the whole paper circula
tion of the country, of course the principle cannot be strictly 
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applied to her. In the second place, to control the country issuers 
would require a special action for that purpose on the part of 
the Bank, an action not provided for by the principle. In the 
third place, whilst you are exposed to the possibility of discredit 
of country issues, whose place must be supplied by an augmenta
tion of the issues of the Bank, that again cannot be made to range 
in accordance with the principle. Therefore, if a separation in 
the departments of the Bank of England took place, without any 
direct control being established over the country issues, of course 
you must give to the Bank of England, in her currency depart
ment, a discretionary power of suspending her obedience to 
principle, when the state of the country circulation required 
special interposition. 

22nd July 1840. 

2932. (Mr. Hector) Dr. Adam Smith lays down the following 
position regarding convertible paper money, viz.:-

, Paper money consisting of bank notes, issued by people of 
undoubted credit, payable on demand, without any condition, and 
in fact always readily paid as soon as presented, is in every respect 
equal in value to gold and silver, when the same gold and silver 
money can at any time be had for it. Whatever is either bought 
or sold for such paper must necessarily be bought and sold as 
cheap as it could have been for gold and silver.' It will follow 
from that position regarding such paper money, that it cannot 
exist in a state of depreciation on account of its immediate and 
certain convertibility; will you demonstrate to the Committee the 
contrary of this position, as laid down in your answer to question 
2751 ?-I am sure the Committee will feel that, in answering this 
question, I am called upon to go into a discussion, which, if I am 
to answer the question satisfactorily to my own mind, will involve 
me in a long essay; I will, however, put it as briefly as I possibly 
can. We all know that inthe investigation of any scientific sub
ject, as the human mind proceeds, it arrives at the consideration 
of more and more minute < points in the question; that truth has 
been exemplified in practice in a very striking manner in the 
discussions upon the subject of currency and of the proper means 
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of regulating paper money. The first great question regarding 
paper money was the means of preserving it of an equal value 
,,-ith metallic money; and the first great step taken towards that 
object, was the step taken by the Bill of 1819, a step and a measure 
which never can be spoken of in tenns too high, namely, the 
declaring the perpetual and constant convertibility of the notes 
into coin. The constant convertibility however was only a means 
to an end; the end to be obtained was this: the constant equality 
of value between the paper currency and the coin; and the con
stant equality was even only a means to another end, or, rather, 
the two things were perhaps to be considered as identical, viz. 
that the paper money should perform, neither more nor less, the 
same functions in sustaining credit, uphold the same extent of 
transactions, and ~aintain the same range of prices which would 
be sustained and upheld and maintained at each given time if 
the currency of the country were metallic; that is the real meaning 
and the real spirit of the convertibility of notes. To that point 
we reached in the year 1819. Since that period, a close investiga
tion of the events which have occurred has led observant and 
reBectUrg minds to perceive, that the constant right of converting 
your paper into gold does not secure ,,-ith sufficient efficiency 
those which are really the ultimate ends and objects for which 
that convertibility was established. They have found, or con
ceived that they have found, evidence that an extent of transac
tions and a range of prices may be maintained for limited periods 
under a convertible paper currency, which would not be main
tained if that currency was really a metallic currency; and that, 
to obviate that evil, a further regulation is necessary, which shall 
be sufficient to preserve the notes at all times precisely at that 
amount which the metallic currency would be, and that, con
sequently, a depreciation in a certain sense of the word, of a 
temporary nature, may take place and be compatible with con
vertibility. This is a result to which intelligent persons have 
arrived, not only in this country, but also in the other country to 
which our attention has been directed, viz., the United States. 
I do not think it is possible to quote, at the present moment, any 
authority upon questions of currency more justly deserving of 
attention than that of the American senator, l\Ir. Webster. I hold 
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.in my. hand his speech upon the Sub-Treasury Bill delivered 
on the 12th of March, 1838; I will read one sentence of it as 
strikingly bearing upon this point:' I say, sir, a convertible paper 
currency; for I lay it down as an unquestionable truth, that no 
paper can be made equal and kept equal to gold and silver, but 
such as is convertible into gold and silver on demand; but I have 
gone further, and still go further than this, and I contend that even 
convertibility, though itself indispensable, is not a certain and un
failing ground of reliance. There is a liability to excessive issues 
of paper, even while paper is convertible at will; of this there can be 
no doubt. Where then shall a regulator be found? What principle 
of prevention may we rely on!' I do not know that I need read 
on, but it goes on to the further topic of the·remedy and prevention. 

2953. (Sir Robert Peel) Do not you think that the circulation 
since 1819, consisting partly of gold and partly of paper con
vertible into gold, has kept the whole mass of circulation much 
more steady in its value than it would have been if the paper had 
not been convertible into gold ?-I have no doubt whatc;ver that 
the establishment of convertibility in 1819, has tended to keep 
the fluctuation of the amount, and therefore of the value, of 
the currency of the country within narrower limits than they . 
would have been kept within if there had been no such Act in 
existence. 

2969. (Mr. Attwood) You have stated that the tendency of the 
Act of 1819 was to correct variations in prices; but in spite of 
that tendency, has any material improvement in the variations 
of prices taken place since that period ?-I stated that the tendency 
of the Act of 1819 was to correct any variations in prices which 
might arise directly from the mismanagement of the paper cir
culation of the country; and I believe that that Act has, to a 
considerable extent, accomplished that result; and that, to what
ever extent it has failed to accomplish that result, that has been 

. because the letter, more than the spirit, of that Act has been 
adhered to; that is to say, we have relied upon convertibility 
only, Without paying sufficient attention to the secondary point, 
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namely, the maintenance at every mo"ment of paper money equal 
in amount to what the metallic money would be. 

2970. The question is entirely as to the fact; has the country 
been better protected against extensive variations in prices since 
the Act of 1819 than it formerly was?-I really am extremely 
sorry to trouble the Committee with a repetition of distinctions 
which have been drawn over and over again; I cannot answer 
that question without going into the distinction between that class 
of fluctuation in prices which is connected with mismanagement 
of the circulation, and that which is connected with the general 
monetary and commercial state of the country. The Act of 1819 

has nothing whatever to do with the latter; it deals with the 
former; it has dealt with the former, in my judgment, success
fully, but not with perfect success, because the letter and not the 
spirit of the Act has been enforced. 

2971. Will you confine yourself to the question, as to the fact of 
the fluctuations of prices, without embarrassing yourself with the 
question how they have arisen, and say whether against any 
excessive fluctuations of prices, however originating, the country 
has possessed any greater security, in effect, since the Act of 1819 
than it experienced before ?-Excessive fluctuations in prices, 
I apprehend, mean fluctuations in prices which ought not to 
take place. 

2972. It does not mean that; it means excessive fluctuations from 
high to low, and from lo:w to high, leaving out of the question, 
whether they ought or ought not to take place ?-Again I am 
asked about facts about which I have no knowledge beyond that 
which the questioner has, and beyond that which every member 
of the Committee has. I can only state what I have stated before, 
that fluctuations of prices have taken place since 1819, and that 
fluctuations of prices had taken place previously to 1819; I have 
before stated that I do not see, between the comparative fluctua
tions of prices before and after 1819, any clear and marked 
distinctions; and I have before stated that which I must always 
introduce into my answers to questions of this nature, namely, 
that that portion of the fluctuations of prices which arises from 
the mismanagement of the circulation, has been corrected by the 
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Bill of 1819 to a great deg;ee, and would have been completely 
corrected, if the spirit instead of the letter had been acted up to. 

2982. (Mr. Hector) With reference to your opinion, that the local 
circulation of the country should conform to the stock of bullion 
in the Bank of England, do you mean to say, as an example, 
that the exportation of bullion, arising from the sale of foreign 
securities, should diminish the local circulation of the agricultural 
county of Norfolk?-Perhaps the best mode of answering the 
question is by making as short a statement as I possibly can of 
my general view of the principles upon which a paper currency 
ought to be regulated. I conceive that the whole paper currency 
of the country should conform in its fluctuations to the fluctua
tions of the bullion; and when I see that paper currency divided 
into two great classes, I very naturally assume, in general reason
ing, that each of those classes should conform rateably to the duty 
that falls upon the aggregate; but when the division is carried 
further into minute points, it certainly does not necessarily follow 
that, because the aggregate paper circulation of the country 
requires a reduction, in consequence of the export of bullion, 
that, therefore, a pro rata reduction must take place in any given 
point. It is undoubtedly perfectly possible that even an increase 
might take place at that particular moment, at that particular 
point; that is quite unascertainable under our present system; 
and if I wanted to find more grounds of objection to the present 
system than have already been adverted to, I should take that as 
one of them. It is impossible to say, under our present system, 
when a reduction of the aggregate paper circulation is required 
by an export of gold, whether an increase of paper circulation in 
a particular town by a bank existing in that particular town, is, 
or is not, a proper increase. There are no means, of positively 
ascertaining that point; all that can be said is, that an efflux of 
gold requires a reduction in the aggregate paper circulation of 
the country, and in the absence of any specific proof at the time, 
with reference'to any particular place, it is necessarily assumed 
that reduction ought to be rateable in its proportion. 
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3002. You object to the management by the country banks of 
their issues, upon the sole ground of the fluctuations in those 
issues, as stated in the printed returns, not being in conformity 
with the fluctuations as shown by the printed returns in the 
issues of the B~ of England; have you any knowledge of the 
actual circumstances which occasioned those fluctuations?-I 
simply object to those fluctuations, upon the ground that they do 
not correspond in any way with the fluctuations in the bullion; 
and therefore they are not those fluctuations which we have a 
right to infer would take place with a metallic currency; I have 
no further knowledge respecting them. 

23rd July 1840. 

3076. (Mr. Attwood) Do not the laws which regulate the amount 
of precious metals in this country, ultimately determine the 
amount of paper money payable on demand, circulated in this 
country, under the system which has hitherto been adopted?
I apprehend that that was the very principle of establishing the 
convertibility of the paper notes, that the laws, which distribute 
the precious metals throughout the world, should, in assigning 
a certain quantity of the precious metals tQ this country, ulti
mately determine the amount of paper money of this country; 
and I apprehend that the question upon which this. Committee 
is now sitting, and to which its inquiry has been directed, is, the 
question of the extent and effects of temporary deviations of the 
amount of the paper money from that which would be its amount 
were it strictly regulated by the amount of the precious metals; 
that the paper money has, in the main, conformed to the amount 
of the precious metals, is true; otherwise its convertibility would 
long since have been gone; but the question is, whether it has 
been subject to temporary deviations from that conformity, of 
a nature so menacing, and so seriously endangering convertibility, 
as to call upon the country to take the best means of obviating 
that danger for the future. 
3077. You have spoken of the system of paper money in this 
country being 'conducted with many deviations from sound prin
ciples; can this country, or can any country, by means of these 
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deviations, prevent the amount of its paper money payable on 
demand. from being permanently governed by the laws which 
distribute to that country its proper proportion of the precious 
metals ?-So long as the paper notes really are paid on demand, 
of course they must conform to that amount which the laws, 
regulating the precious metals, assign to that country; but the 
question really before us is this; under the existing system the 
deviations from the state requisite to be maintained for the certain 
preservation of convertibility have been such, that reflecting per
sons, and indeed the whole community, have been seriously 
apprehensive that payment in gold on demand would cease; and 
therefore we are now dealing, not with an evil that has actually 
occurred, but with a danger of the occurrence of that evil which 
has been of the most imminent and alarming kind. 

3078. Then, must not the amount of bills of exchange be per
manently detennined by the same laws, other things remaining 
unchanged?-I have many difficulties in answering these ques
tions, and one difficulty arises from not being sure that we always 
carry with us the full consequences of the assumption contained 
in the words • other things remaining unchanged '; I can only 
re-state what I have before stated, namely, that a certain law 
distributes the precious metals of the world, in certain propor
tions, to the different countries of the world, and that it is the 
business of a well-regulated paper-money system, to see that the 
paper-money is in amount equal to what the precious metals, 
according to that law, would be. When we come to the question 
of bills of exchange, there are a variety of other circumstances 
which affect the amount of them. Under the supposed regulation 
of paper money, there will, undoubtedly, be fluctuations in prices, 
fluctuations in the state of speculation, stagnation or activity in 
the commercial affairs of the country; all of which circumstances 
will produce their effects upon the amount and number of bills 
of exchange, and ought not to produce the same effects upon the 
paper circulation. 

3085. (Mr. Ellice) Assuming the currency to be established upon 
the principle which you have stated to be the only safe one, that 
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of regulating the fluctuations of paper by the fluctuations in the 
amount of bullion, what deposit of bullion in proportion to the 
issue of paper, either in one bank of issue, or in the several Banks 
of England, Scotland and Irelan,d, to which the issue of paper 
might be committed, would you consider sufficient to insure per
manent convertibility ?-Of course, the amount of bullion which 
would be requisite to preserve the power of paying in specie at all 
times and under all circumstances, under a proper management of 
the paper circulation, must be a matter to be ascertained byexperi
ence, and which cannot be determined by principle. At present we 
are so wide from the application of the strict principle of manage
ment assumed, that I do not think our experience is sufficient to 
enable us to answer the question with any degree of confidence; all 
that can be said is, that you must begin that system with a sufficient 
reserve of bullion; and I should have no hesitation whatever in 
saying, that whatever reserve of bullion has under the existing 
system been found to be sufficient, would be found to be amply 
sufficient under the new system proposed; and I should fully 
anticipate that our experience would soon justify us in reducing 
that amount. 
3086. What has that sufficient amount of bullion in your opinion 
been at anyone time, proportionately to the whole issue of paper 
money in Great Britain?-I should say that if you took it at one
third, at a period of full currency, you would have a very ample 
amount of bullion; but I am speaking rather loosely upon the point. 

3101. (Mr. Hume) Are not the Bank of England notes, deposited 
by you in the Bank of England, as much at your disposal as if 
they were in your own banking-house?-No. 
3102. What is the difference?-In the one case I am sure I can 
have them when I like, and in the other case I have orily a general 
belief that I can have them when I like. 
3103. Have you known any instance where an application has 
been made by you to the Bank of England to draw out your notes, 
and you were disappointed?-No; but I am sure that if all who 
had notes in the Bank of England, were to apply simultaneously, 
that would happen. 
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3104. Do you not keep constantly a certain amount of bank notes 
in your own banking-house ?-Not a certain amount; some 
amount. 
3105. Do you not keep also an"amount in the Bank of England? 
-Yes.' 
3106. Are you aware that, in the official return of the Bank of 
England, the notes deposited by you appear as deposits?-Yes. 

3107. Are you aware that the notes that are kept in your own 
banking-house, appear, in that official return, as circulation?
Yes. 
3108. Does the circumstance, of a certain amount of bank notes 
belonging to you being returned by the Bank of England, as 
deposits, alter their nature; or change their value?-It' does. 
3109. Why ?-Deposit business is a mode of economizing the use 
of the circulation; by means of resorting to that process, a greater 
amount of obligations or transactions can be adjusted with a 
smaller amount of circulating medium than could otherwise take 
place. The amount of deposits which the Bank of England, or 
any other bank, holds, is worked by that concern with a certain 
reserve of bank notes, which reserve is measured in its extent by 
what that concern considers to be the average quantity of demand 
that will be made upon it. By that means, that reserve is enabled 
to perform an amount of business which, without the process of 
banking deposit busilless, it would have. required an amount of 
circulation equal to the whole deposits to have pe~formed. By 
that means, undoubtedly, an economic use of the circUlation is 
effected; but an economic use of the circulation is not itself 
circulation. When you put the question, are not the bank notes 
in my ~ill, and the bank notes deposited by me in the hands of 
the Bank of England, equally at my disposal, it is undoubtedly 
true that they are; but 'it is true only with respect to the bank 
notes which I have in the Bank of England, upon the supposition 
that all persons, similarly circumstanced with myself, do not act 
simultaneously. The Bank of England, or any other banker, can 
clearly pay his deposits only to the extent of the banking reserves 
in his till. The banking reserve in his till is the money with 
which that business is worked, and constitutes the amount of the . 
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circulation. It is to mistake the amount of business done for 
the instrument with which it is done, to call deposits circulation. 
Deposits are the business worked; the reserve in the banking till 
is the instrument with which they are worked; and the business 
by which your instrument is worked, is the circulation or money 
of the country. 

3112. S~ppose you have two places in your own premises in 
which you lock up your bank notes, one-half in one room, and 
another half in the other; will the calling one ' circulation ' and 
the other ' deposits ' make any difference in their value or the 
uses to which you could apply them?-No; mere difference of 
name can make no difference in substance. 
3113. IT your money, then, be a million sterling, and half of it 
be retained in your own premises, and another half be deposited 
in the Bank of England, will the value of the whole be in any 
degree lessened ?-Provided the portion deposited in the Bank of 
England remain in precisely the same state in which that portion 
which is deposited in my own till remains, there is no difference. 
3114. Have you any doubt that money placed in the-Bank of 
England remains as safe as in your own premises ?-' Safe' does 
not include all that is involved in my answer. 
31 IS. What more, then, is involved in your answer ?-By remain
ing precisely in the same state, I mean that that portion of my 
money which is placed in the Bank, remains in the condition of 
money in the Bank till, precisely as it remains in the condition 
of money in my own till. 
3116. In that case, are not both sums of equal value?-Yes. 
3117. Does the calling one' deposit' and the other' circulation " 
make any variation, then?-No; no variation can be made; by 
calling a thing by another name, you cannot thereby alter its 
nature; and so long as the deposit in the bank is precisely identical 
with the deposit in my own till, it is precisely the same; but the 
question turns altogether upon this fact; my deposit in the Bank 
of England does not remain in the form of money in the Bank; 
a large portion of it is re-invested, and the Bank dispossesses 
itself of that portion. 
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JUS. Though the Bank may dispossess itself, ~y an investment, 
of a portion of your money, is not the Bank liable, and would not 
the Bank pay you, on demand, the amount you have deposited, 
whatever use they have made of it?-Undoubtedly the Bank is 
liable to pay; but then the moment we assume, on the part of 
the Bank, mere liability to pay, and not an actual retention of the 
money for that purpose, my connexion with the Bank assumes 
the form of a debt owing. 

Evidence of VINCENT STUCKEY, Esq., before the Select Com
mittee of the House of Commons on Banks of Issue, 18.41. 

(Parliamentary Papers, 1141, vol. v.) 

12th March 1841, Clwu.Es WOOD, Esq., in the Chair. 

454. (Chairman) I believe you have been the manager of a joint 
stock bank in Somersetshire for some years?-Y es, I have. 

456. Will you state the principle on which you manage your 
issues ?-Very few of our issues are made by discount; if \\-e 
discount a bill at Bristol, for instance, which is the chief place in 
our neighbourhood where bills are presented the amount is paid 
into another bank, not in our own notes; therefore very few of 
our issues are made by discount; still fewer are made by what 
I should call payment of deposits, on which I have observed that 
some stress has been laid by some gentlemen who have been 
examined; now our issues are very little increased by payment of 
deposits; if a man takes out a deposit, it is ten to one but that 
the amount is paid in London; we seldom or ever think of paying 
a deposit by our own notes, ,because it goes out in a large sum 
and is immediately sent to another bank; therefore, that is not 
the way that our issues in general are made; they are made in 
this way in a great measure: The chief part of our circulation is 
what I should call agricultural circulation; a farmer comes to 
London, and sells his oxen at Christmas, we will say, for £500 
or £600, which he pays into our bankers in London on l\Ionday; 
on Tuesday, very likely, he comes to us for the amount, and we 
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give him a certain quantity of our notes; but we have even 
lessened that lately, and for this reason, our manager asks the 
fanner, if he asks for a large sum of [,500 or [,600, what he is 
going to do with it; he says, perhaps, ' I am going to Exeter to 
buy stock, which will replace those that I sold yesterday'; then 
the manager asks him, ' Would it not be just as well for you to 
draw a check upon us before you go for perhaps [,250, and take 
the other in notes?' The reason we recommend them to draw 
a check is to save the circulation, because the moment our notes 
get out of the district, they go into another bank, and therefore 
the check is a simple thing; instead of sending the notes to 
London, the check is sent to one of our departments and im
mediately paid; that is a mode which has been introduced lately 
very much. Another mode of saving the circulation is this: 
Salisbury is a very large place for the sale of cattle in the West 
of England; our fanners go there to sell their cattle to Portsmouth 
butchers and other persons; till within the last four years parties 
used to bring back the notes of that part of the country; now we 
have opened an account with a Salisbury banker, and they pay 
the Salisbury notes in there; a party pays in a note on Monday 
and gets a receipt for it, and it comes to us on Tuesday; I only 

-mention that to show the mode we have adopted to save the 
circulation; we give this man who has brought the order from 
Salisbury or London a considerable quantity of our notes, for 
this reason, that he is going into our district to purchase other 
cattle; therefore I consider that to be a fair absorbent "circulation. 

460. Will you state what, in your opinion, determines the amount 
of the country circulation generally from time to time?-That is 
a very difficult question for anyone to answer; I should say, the 
demand for it; but that demand must be regulated by looking at 
other matters; I am one of those that look at the exchanges and 
at the standard of value; I have a book before me in which I make 
entries upon the subject; but I must explain that; if I said that 
I was able to regulate my country issues by the exchanges, that 
would be a very incorrect answer; I cannot do any such thing; 
but I do look at the exchanges; the first thing that I enter in this 



64 THE BANKING AND CURRENCY CONTROVERSY, 1840-4 
book is. the price of the precious metals, and th~n the exchanges, 
in order that I may be aware what the gentlemen who have the 
management of the circulation of London are doing; if they are 
applyinK the screw, I must be doubly prudent; I see that, of 
course. 

462. Do I understand you to say, that with regard to your own 
issues, you wait till an effect is produced upon you by the opera
tion of the Bank of England, or that you yourself take any 
measures of greater or less caution with regard to your own issues 
before you are acted upon by the contraction in London?-I take 
the measures immediately, before I am acted upon; I look and 
see what the exchanges are, and, as I said before, the price of 
precious metals, and if I see that they are very much against the 
country, and that it is necessary to apply the screw, I get a circular 
letter written to all my managers, stating that they must be very 
cautious in their advances, without giving them any particular 
reason, and when we meet they ask me the reason; I explain to 
them the reason, that I see the money market is in an uncom
fortable state, and therefore that I think we must keep ourselves 
as guarded as we possibly can, if a farmer the same day comes 
in to borrow £200, (which happens every day), I do not say any 
thing to him about the exchanges, but I lend. him the £200, if 
he is going to purchase cattle; but my observation applies to the 
general money market; we carry on business in all parts of the 
county; only one county, it is true, but having in it Bristol and 
Bath; Bristol, too, is a commercial place, and there we are obliged 
to look to the money market wit~ the greatest attention. 

477. Do you conceive, that, generally speaking, there is any 
insuperable difficulty in country bankers exercising such a con
troul over their own issues as to reduce them to some extent, 
during a period of adverse foreign exchanges?-;-I really do not 
see how that is to be done. 
478. Then what is the practical effect of the regard to foreign 
exchanges which you think all country bankers ought to pay?
The practical effect is to make them more cautious and circum-



SELECT COMMITTEE ON BANKS OF ISSUE, 184f 65 
spect in the management of their money transactions; but I should 
not state, that in the agricultural districts the circulation would 
be altered by the foreign exchanges. 

479. Do you conceive that although the counVy bankers ought 
to pay regard to the state of the foreign exchanges, it is not in 
their power to bring that regard into practical effect, by reducing 
the amount of their issues, during the period of adverse ex
changes ?-I do not see how it copld be done. 
4~0. Will, then, the regard which you recomtnend they should 
pay to the state of the foreign exchanges, produce any practical 
effect whatever upon their jssues?-Yes; it would produce effect 
in the management of their monied concerns. 

481. What practical effect would it produce upon their issues?
Very little; my own opinion is, that country issues have very 
little to do with exchanges. 
482. Would the regard which you recommend to the foreign 
exchanges produce any effect upon their issues?-Very little; it 
would produce some effect upon the management of their monied 
concerns. 
483. (Sir T. Fremantle) Upon their liabilities?-Yes. 

484. But comparatively little upon their isslies?-Yes, particu
larly in the agricultural parts of the country. 
485. Upon what do you think the issues of country bankers 
depend ?-More on the state of agriculture than anything else; 
when the landed interest is in a comfortable state I consider the 
issues to be increased. I will take the liberty of stating, that the 
advances of our house to agriculturalists from the month of March 
(at this time) to October are generally from [,40,000 to £50,000, 
if you take the whole county. Every gentleman here knows that 
at that time farmers are generally poor; they have sold every thing 
off; they want money for the seed time and to buy cattle; and 
ours having been more an agricultural bank than anything else, 
and a great portion of it being agricultural now, we assist the 
farmers in that way; the money advanced at that season is 
generally replaced in the winter. At one season of the year we 
have their money, at another season they have ours, and I always 

I P 
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consider that legitimate bankiiig; if it were not for that, I am sure 
their rent would not be paid. 
486. (Chairman) Do you find that those advances increase your 
circulation ?-Yes. 
487. At what period of the year is your circulation highest ?-In 
the winter. The advances are made in the spring, but that is 
a circulation that does. not stay out much; but in winter, when 
the farmer comes home with all his pr~duce, he takes our circula
tion and "it is absorbed in the country. 
488. You do not, then, find that the advances which you make 
for the benefit of the agricultural interest produce, at the time of 
those advances, any increase of your circulation ?-Not so much 
increase as you would expect by the advances made, because the 
money so issued is taken out of our district. 
489. But if the advances are made in the spring, and are repaid 
in the autumn, and your circulation is highest in the winter, does 
it not follow that the assistance which you in that manner give to 
agriculture does not increase the amount of your circulation?
Yes, it does follow, of course; at the same time, it is issued in 
the spring, but it comes back again. 

501. Will you state how you are affected by foreign exchanges?
I think the London market is affected by them, and therefore 
I am affected; I naturally know that if my deposits are with
drawn, and any demand is made upon me, I must sell my 
securities; therefore I look to the foreign exchanges, in order to 
ascertain how the money market is, that I may know what 
securities I shall dispose of. 
502. What effect has that upon your issues?-It makes us pru
dent and cautious; it has no other effect. 

524. Suppose the case of an adverse foreign exchange, when, 
according to your own opinion, the paper circulation of the 
country ought to be reduced, would you, on a depositor asking 
for the payment of a deposit in notes, be at all guided by the 
circumstance of the foreign exchanges, as to whether you paid 
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that deposit in Bank of England notes. or in your own local 
notes ?-I admit that I should not be guided by the foreign 
exchanges, but I should be guided by knowinf where the deposit 
money was to go to. I 

525. (Sir T. Fremantle) You have stated that when you observe 
gold going out of the country, and money becoming tight in 
London, you have been in the habit of issuing directions to your 
different branches, to be more circumspect in the advances they 
make; has the effect of that been practically to diminish the 
amount of your notes in circulation in those districts?-I do not 
think it has; I am not aware that it has. . 

526. What has the effect been?-To make them more cautious 
'in their advances, keeping our resources more within our own 
command; instead of discounting a bill, which we should discount 
under some circumstances, we have refused it; and instead of 
advancing £,1,000 or £,2,000 perhaps, we have desired the person 
to take £'500; therefore we keep our banking capital and banking 
resources more under our own command. 

527. But are you prepared to say that the circulation of your own 
notes has not been affected by that course of conduct?-I am not 
aware that it has. 

528. (Chairman) Is then your only reason for paying attention to 
the foreign exchanges, not in any way to regulate your issues, but 
to keep your capital more within your own control?-It is to do 
both, because I know if the Bank of England apply the screw, it 
must affect our issues in time; it does not affect them imme
diately; but it makes money scarce, and that affects us all more 
or less. 
529. In what way does it affect your issues?-It is a difficult 
thing to say how it operates immediately; but if I see that the 
foreign exchanges continue long against this country, I am pre
pared to expect a diminution in our issues, because in all 
probability the prices of articles of necessity will be lowered. 
provisions and so on. 

530 • Is then the only effect which an adverse foreign exchange 
produces upon your own issues, either through the meaIl$ of what 

'2 
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you have called the Bank of England applying the screw, or a 
previous reduction of prices ?-I am not aware that it acts in any' 
other way but those two. 

531. (Mr. Chancellor of the Exchequer) Are you entirely passive 
with regard to your issues?-Entirely passive; we do not push 
them. 
532. (Chairman) You have no guide in fact as to the regulation 
of your issues, except the demand of your customers for circula
tion?-No, except that we do look at the foreign exchanges, and 
I produce my book to show it; there is first entered the price of 
gold, and then the foreign exchanges, and I send round to the 
managers a copy ofthe entry. 

533. What is the practical effect which you anticipate from those 
entries?-To make all that are concerned in the operations of 
the bank prudent and cautious; that is the practical effect that 
I meant it should have. 

534. (SiT Robert Peel) You said there were occasions on which 
you refused to discount a bill, which under other circumstances 
you would be inclined to discount?-Yes. 

535. When application was made for the advance of £1,000, you 
advised the party to be contented with £500?-Yes, exactly so. , 
This is an extract from the minutes of a Quarterly Meeting of 
Directors held at Taunton, 23rd of October 1839: ' Notwith
standing the tightness and anxieties of the money market, the 
resources of the company continue to be most ample, and the 
finance committee have been very vigilant and attentive to 
the state of the money market and the exchanges.' I read this 
to show that I do look at the exchanges. 

536. (Chairman) Do you conceive it to be impossible that the 
country circulation generally should be regulated in general con
formity with the foreign exchanges?-I do not see that it is 
possible, any further than .under the circumstan,ces I have before 
stated. 

558. (Mr. Attwood) Should you have any objection to mention 
loosely what proportion your circulation bears to the whole of 
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your deposits ?-Not at all; our deposits are more than the whole 
of our circulation. 

559. Very materially?-Not in a material degr~e. 

575. (ChaiTtlUln) Can you state more accurately what proportion 
the amount of your circulation bears to the amount of your 
deposits ?-I observe that our deposits are half as much again as 
our circulation. 

619. (Mr. Warburton) There is a considerable fluctuation in the 
demand for money, depending upon the season of the year?
There is. 

620-1. Is there not also a considerable fluctuation in the abun
dance of money in the market of London?-Y es. 

622. Depending upon the payment of dividends, and other 
causes?-Y es. 

623. How is this inequality in the demand for money met by the 
London bankers ?-It is met by the Bank of England very pro
perly, in my judgment, giving facilities for the issue of paper at 
a time when money is locked up. 1 recollect formerly it was a 
very pressing time just before the dividends were paid. 

624. Is it not the case that the London bankers economise and 
hoard money at a time when money is in plenty, in order to 
enable them to meet payments when the market is rather tight? 
-I daresay that is the case. 

625. Would not this be the course adopted by the country 
bankers, if there were any restriction put upon their issues, by 
making them conform more to the exchanges; would not the 
inequality of the demand for money in the country be met in 
somewhat the same way by the bankers economising money at 
one time, in order that they might be more liberal in their 
issues when the market was tight?-It is very possible that it 
mil!ht. 



70, TilE BANKING AND CURRENCY CONTROVERSY, IS40-4 
626. Is not that the obvious course that any individual punues 
if he knows that he .hall have a large demand for money at one 
time, that he will economise it when it i. plentiful in order to 
meet a large demand that will be made at another time ?-Yea. 

627. Do not you apprehend that if the country currencies were 
made to conform to the exchanges, this would be the way in 
which the country bank en would meet the fluctuation. of the 
season ?-It is pouible it might be; the country banken are kept 
constantly in check by daily exchanges going on with each other; 
we have a settling every day in the week with lOme banker or 
other in our neighbourhood, eo that the moment our notes go 
out of the di8trict and go into another, we immediately pay the 
difference in London; there i. a very respectable bank at Brid
port; we exchange with them at Chard; they have an establish
ment there; every thing we receive of thein goes to Chard, and 
what they receive of oun goes there also, and we do the .ame at 
Bristol; therefore the country banker has not the power of in
creasing his, iuue., on account of the exchanges whkh are 
con8tantly and daily taking place. 

62S. Is not the tightneu of money in the London market at a 
period when gold i8 going out, inseparable from the plan of 
maintaining the currency convertible ?-I think it is. 

Evidence of JOliN WILLIAM GILDART, Esq., before the 
Select Committee of the I louse of Commons on 

Banka of luue, 184" 

19th March IS41. 

(CIIARLES WOOD, Esq., in the Chair.) 
(Parliamentary Papen, IS41, vol. v.) 

902. (CluJirman) 1 belit.Ve you are the general manager of the 
London and Westminster Bank?-Iam. 

91 J. Will you explain the principles which, in your opinion, 
regulate the circulation of country banks ?-)( the Committee will 
allow me I will state, in the fint place, that I attend here at the 
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request of the Joint Stock Bank Committee; a committee which 
we call the Committee of Deputies. It was formed a few years 
ago, when it waS ascertained that the fact of a clergyman being 
a member of a joint stock bank rendered it an illegal association. 
At that time a circular was addressed to all th~ joint stock banks, 
requesting them to send a deputy from each, and from that 
meeting a committee was appointed, usually called the Committee 
of Deputies. This committee has existed, but has not been very 
active, from that time; but after the appointment of the Com
mittee on Banks of Issue a general meeting of deputies was again 
called. I have the resolutions passed at that meeting, and if 
agreeable to the Committee, I will read them, in order to show 
to what extent I speak the sentiments of the country banks; for 
as I have written various works upon banking, and may be 
examined upon those works, I should wish to state, that where 
I am not strictly authorized by the country banks, the opinions I 
express are to be regarded as my own personal opinions. These 
are the resolutions: 'At a general meeting of the deputies from 
the joint stock banks of England, Wales, and Ireland, held at the 
London Coffee-house, Ludgate-hill, on Thursday, the 4th June 
1840, the Right honourable Thomas Peregrine Courtenay in the 
chair, it was resolved unanimously,-First, That this meeting 
have great pleasure in receiving and adopt4tg the report which 
has now been read, and they present their warmest thanks to the 
committee for the constant attention they have manifested to 
the interest of the joint stock banks :-Second, That the present 
mode of conducting the circulation of the country, by means of 
numerous issuers, controlled by an effective system of local 
exchanges, is well adapted to the state of the community, and 
powerfully promotes the agriculture, trade, mining and general 
industry of the nation, and that equal advantages could not be 
obtained by one bank of issue:-Third, That the standing com
mittee of deputies appointed at the general meeting of the 
23d November 1838 be continued, with power from time to time 
to add to their numbers; and that such committee do use every 
exertion to obtain those amendments in the law which were 
enumerated in a letter of the committee addressed to Lord l\JeI
'>ourne, on the 30th January 1839, and such other amendments as 
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may be conducive to the interests of joint stock banks:-Fourth, 
That this meeting approves the nomination of Mr. Stuckey and 
Mr. Gil bart to be examined as witnesses by the Parliamentary 
Committee on behalf of the joint stock banks; and they request 
the Committee to exercise their own judgment and discretion in 
selecting such other witnesses as may be necessary:-Fifth, That 
all persons inte~ested in joint stock banks be requested to com
municate to those Members of Parliament with whom they are 
acquainted, the views entertained by this meeting, as to those 
amendments of the law which are considered desirable, and the 
prejudicial effects that would result from the establishment of one 
bank of issue throughout the country :-8ixth, That copies of 
these resolutions be sent to Lord Melbourne, the Chancellor of 
the Exchequer, the President of the Board of Trade, and to the 
Chairman and Members of the Parliamentary Committee:
Seventh, That the cordial thanks of this meeting be presented 
to the Right honourable Thomas Peregrine Courtenay for his 
able and courteous conduct in the chair. Oliver Vile, honorary 
secretary.' The letter to Lord Melbourne, which is referred to 
in the third resolution, it is perhaps hardly necessary to put in, 
as it relates to the law of partnership and other matters not 
necessarily connected with issue. I think the laws which regulate 
the issues of country banks are derived from the state of trade in 
the respective districts in which those banks are established, and 
I think those laws must be uniform in their operation, because 
there are unifonp fluctuations in each year. I have endeavoured 
to ascertain those laws by considering the highest and lowest 
points of the fluctuation of the country circulation. I find that 
the highest point of fluctuation in each year of the circulation of 
country banks is the end of April, and that the lowest point in 
each year is the end of August; those two periods divide the year 
into three equal parts; I have' constructed a table, which shows 
the amount of the country circulation on the last Saturday of 
April, August and December from the year 1834 to 1839 inclusive, 
from which it appears that the highest amount 'of circulation is 
in April,. and the lowest in August; proving that the country 
circulation is governed by local causes, and cannot be regulated 
by the foreign exchanges. 
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912. From what data is that table compiled?-It is formed from 
Appendixes No. 29.and 30 attached to the Report published by 
this Committee last year. The general,Iaw is, that the general 
circulatio~ al~ays makes one circui.t in the r~ar, being at its 
lowest pomt m August, and advancmg to December, and con
tinuing to advance to its highe~t point in the month of April, and 
then descenaing to its lowest point in August. In this period of 
six years there are two exceptions to the rule with regard to 
advances from the end of August to December, and those two 
exceptions are the years 1836 and 1839; those were two years of 
pressure; and in those two years the circulation, instead of 
advancing from August, as it would have done according to the 
ordinary law, declined; which shows that the country bankers 
could not increase their circulation to relieve themselves from the 
pressure, but were obliged, in consequence of the pressure, to let 
the circulation decline. I have strictly taken all those figures from 
the Report published by the Committee; therefore I have not 
gone to 1840, because the Appendix to the Report does not give 
me that datum. 

914. What are the circumstances which, in your opinion, deter
mine the variation in the amount of the country circulation, not 
within the same year, but taking corresponding periods of dif
ferent years?-I should presume the state of trade in the country 
in those different years. 

915. Do you mean by that the state of prices?-Certainly; but 
if there is an increase of trade without an increase of prices, 
I consider that more notes will be required to circulate that 
increased quantity of commodities; if there is an increase of com
modities and an increase of prices also, of course you would 
require a still greater amount of notes. 
916. Do you conceive, then, that the amount of the country 
circulation is regulated by the amount of transactions, including 
both the quantity of commodities and the price at which they 
sell ?-Precisely; and I should wish now to be allowed to state 
the differences with regard to the laws which I conceive regulate 
the circulation of the Bank of England and those which regu-
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late the country circulation, in order to show that you cannot", 
by fixing upon certain periods, come to right conclusions as to 

. the correspondence between the two kinds of circulation. 

917. Will you proceed with that statement?-The first circum
stance which affects the circulation of the Bank of England , as apart 
from those laws which affect the country circulation, is the pay
ment of the periodical dividends; those dividends are payable in 
January, in April, in July, and in October; and from the accounts 
published by this Committee, I find that the monthly average 
circulation of those months is generally higher than of the two 
months which follow; that is, the average circulation of January 
is higher than either that of February or March; the circulation 
of April is higher than either that of Mayor June; the circula
tion of July is higher than that of August and September; and 
the circulation of October is higher than that of November and 
December. There are, however, a few exceptions to this rule; 
for as the monthly averages are taken from Tllesday, and as the 
dividends are not paid by the first Tuesday, and sometimes not 
by the second, the average of the month does not show the 
average circulation of the month; but there are only six exceptions 
of this kind in those twenty-four instances. This table is compiled 
from Appendix, No. '24; it is merely a transcript of the returns 
of the Bank of England circulation, but differently arranged. It 
.will be perceived from these tables that there is always an increase 
in the circulation, varying from two'millions six hundred thousand 
to a smaller aIIJ.ount, in consequence of the payment of the divi
dends; and I put these in, in order to show that you must not 
expect a corresponding increase in the circulation of country 
banks; and therefore, in taking periods of comparison between 
the circulation of the Bank of England and the country banks, 
you must take this circumstance into account. 

919- Do you find that the diminution of bullion at such times is 
to any extent?-I think it is about £300,000. I have prepared 
a table of the amount of bullion in the Bank of England on the 
first and third Tuesdays in January, April. July and October, in 
the years 1834 to 1839, which I will put in. It is generally about 
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£300,000, unless extraordinary causes should operate, such as 
a drain for gold. Another law which governs the circulation of 
the Bank of England, but which does not govern the country 
circulation, is that arising from the purchase and sale of bullion. 
If the Bank of England purchase bullion with their notes, that 
must of course increase their circulation; if the Bank of England 
sell bullion for their notes, that must of course diminish their 
circulation; and I have before me an account of the bullion which 
has been bought and sold during the six Yeal1l; and I must state 
that this increase and contraction of the circulation of the Bank 
of Englanp by the purchase and sale of bullion would equally 
occur if there were only one bank of issue throughout the country, 
and would thus disturb the proportion which existed between the 
London circulation and the country circulation. Now, whether 
you have different banks,' or whether you have only one bank, 
if there is a certain amount of circulation in the country and 
a certain amount in London, and the Bank of England or the 
central bank purchase a large amount of bullion in London, that 
immediately disturbs the proportion that existed between the 
London circulation and the country circulation; and on the other 
hand, if there is a demand for bullion to go abroad, and bullion 
is sold at the centriII office, that will contract; the circulation, and 
contract it much more than it could be immediately contracted 
in the country. rr, therefore, the liability to a disproportion in 
amount between the country and the London circulation is a 
defect in the existing system, it is a defect which the establishment 
of only one bank of issue will not remedy. Another law which 
regulates the circulation of the Bank of England, but which can
not operate upon that of the country banks, is the increase and 
diminution of the circulation of the Bank of England, arising from 
the purchase and sale of Exchequer bills and Government stock; 
(or if the Bank of England purchases Exchequer bills or Govern
ment stock with her notes, it must increase her circulation; if she 
sells Exchequer bills or Government stock, it must diminish her 
circulation; and as the country bankers have no power to purchase 
Exchequer bills or Government stock with their oWll notes, this 
must destroy the relative proportion between the circulation of 
London and of the country. Another law which regulates the cir-

, ,I 
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culation of the Bank of England is some cause by which the 
circulation of the Bank of England is always' at its lowest point 
in December. The circulation of the Bank of England ebbs and 
flows four times in the year; it is high in January, and descends 
to March, it rises again in April, and descends to June; it rises 
again in July, and descends to September; it rises again in 
October, and descends again to December; but the December 
point is always the lowest point throughout the year, and this is 
the case in 'every year; this is the more extraordinary because 
always in December there is a large amount of advances made 
by the Bank of England, and any advance by way of discount 
or by way of loan must of course have the effect of increasing 
the circulation; and yet notwithstanding such advances or loans 
uniformly increase in December, nevertheless the circulation 
always decreases. There is another circumstance connected with 
December, that while the circulation is always the lowest in 
December, the stock of gold in December always increases; and 
you will find by Appendix 34, taking the average, that in every 
year, except, I think, one, the monthly average of gold in Decem
ber is in advance beyond that of the previous month; so that here 
again is a departure from what some writers consider sound 
principle; the circulation diminishes while the gold increases. 
Now, as this occurs uniformly, I think I am justified in saying 
that there is some law or uniform pUe, by which these uniform 
effects are produced. I do not know that I can give an adequate 
cause; but one very considerable cause, no doubt, is the payment 
of the Government duties, which take place at the end of the 
year; for I find that in every December there is a considerable 
increase in the public deposits; and I presume that those public 
deposits arise from the payment of duties, and therefore that the 
effect of the act of the Directors ·of the Bank of England in 
increasing their issues by increased discounts and increased 
advances, is counteracted by those notes thus issued being paid 
back in the payment of the public duties. 

921. Do you find that the amount of gold generally increases 
from the beginning of the quarter towards the end of it ?-I have 
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not said that; but there is a considerable increase of gold at the 
end of the December quarter, and there is nevertheless a decrease 
of the circulation. I have a table ,that will show that in the year 
1835 the gold increased from the first week in August to the last 
week in December from £6,255,000 to £7,718,000, and yet never
theless the circulation of the Bank of England diminished from 
£18,085,000 to £16,564,000; again, in 1837 the gold increased 
from the last week in August from £6,548,000 to £9;795,000; 
nevertheless between those two periods the circulation decreased 
from £18,887,000 to £17,026,000. Again, in 1839 the gold 
increased from August .from £2,420,000 to the last week in 
December to £4,520,000, and yet the circulation decreased from 
£17,982,000 to £15,800,000.80 that I consider it to be a uniform 
law, that the circulation of the Bank of England should decline 
in December; I can give no other explanation of that than that 
which arises from the payment of the public revenues, but I am 
inclined to believe that there are other causes which produce a 
depression of trade at that particular time of the year; and I may 
state now with reference to the payment of the public dividends, 
that the Bank of England advanced loans in December before the 
dividends are paid, which loans are discharged after the dividends 
are paid; and thus the fluctuation in the currency is very con
siderably diminished from what it otherwise would be. Now, if 
we had a bank that could not do this, if the currency was issued 
upon what have been called currency prinCiples, then the Chan
cellor of the Exchequer must have the whole amount of the 
January dividends in his strong-room before he could pay those 
dividends. Out Of the circulation of England and Wales, con
sisting of about £28,000,000, you must collect eight millions and 
a half; and lock them up in the custody of the Government 
previously to the payment of the dividends; then you payout in 
a mass these eight millions and a half, and that in a state of con
tracted currency; and thus you go on four times in a year, pro
ducing most violent and most extravagant fluctuations; whereas 
now, by the excellent plan adopted by the Bank of England in 
issuing her notes before the payment of the dividends by means 
of loans, which are discharged after the payment of the dividends, 
notwithstanding you pay eight millions and a half of dividends, 
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(The Witness tk/irJereJ u. the Table, fDhich is IlSfollorDs:) 
(No. II.}-A TABU! of the HicHI!ST and the LoWEST MONTHLY AVJ!lIAGI!S 
of the CIJlCUlATION' of the UNITED KINGDOM, during the Years 1834, 
18n, 1836, 1837, 1838 and 1839, and the Difference between these two 
Amounts.-(Appendi:J:. No. 34.) 

Years Months Amount \ Difference 

1834 l l 
Highest Amount October · 38,136,953 "\. 1,79z,67z Lowest Amount December I 36,J+4,z81) 

1835 
Highest Amount April , 38,078,605"\. I Z04780455 
Lowest Amount . September 35,600,150 ) I 

1836 
Highest Amount April · 39.54O,146 "\. i Z 786 685 
Lowest Amount June · 36,7530461 ) , , 

1837 
Highest Amount January 38,549,195 } 3,67z ,I30 Lowest Amount June . 34,877,065 

1838 
Highest Amount - November 400495,637 "\. z,637,z95 Lowest Amount · March 37,8S8,J4Z) 

1839 
Highest Amount · April 4O,S#,866} 4.770 ,zZ7 Lowest Amount · December 3507740639 

Now. what I wish to show by this is, that if the exchanges 
were at par, and you have only one bank of issue, when you had 
issued those notes, if the trade was to decline, so that you did 
not want the notes, those notes could not be returned to the 
issuing bank, because, being issued upon what are called currency 
principles, not banking principles, you could only return those 
notes to the bank in exchange for gold; and if you returned them 
in exchange for gold, and put the gold in circulation,yourcurrency 
would be just as much in excess as before; consequently, during 
some months of the year you must have a great abundance of 
money, which would reduce -the rate of interest, excite specula
tion, and lead to foreign investments; and if, by those means, 
the exchanges were turned, and a portion of the gold was then 
taken away, being given out by the Bank in exchange for notes, 
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the exchanges might be turned against you at the very time when 
the revolutions of trade required the currency to be increased. 

93z. What do you mean by the exp;ession' currency principles'? 
-I mean by the phrase' currency principles '~ a bank which shall 
do nothing else but issue notes for gold, and gold for notes. 

933. What do you mean by the expression' banking principles '? 
-I mean by 'banking principles', notes that are issued in the 
repayment of deposits, or in the discount of bills, or in the making 
of loans; at the same time, I would state, that I merely used 
those words in the sense in which they are used by the writers 
who advocate those peculiar principles, which they call.currency 
principles; I do not at all admit that those are the correct 
principles upon which the currency should be administered. 

934. Is there anything approaching to uniformity in the periods 
of variation of the aggregate circulation?-No, no uniformity 
at all. 

935. You have not been able to discover what you.have called 
the laws of circulation, as applicable to the aggregate circulation 
of the country?-No, there is no law. 

941. What is the general conclusion which you propose to draw 
from the tables you have put in?-The general conclusion I will 
draw is, that the Bank of England is governed by certain laws 
which do not apply to the country circulation; that the country 
circulation of England is also governed by laws peculiar to itself; 
that the circulation of Ireland is also governed by laws peculiar 
to itself; that the circulation of Scotland is also governed by laws 
peculiar to itself; that those reSpective circulations are all governed 
by uniform laws, as is shown by their arriving at nearly the same 
point at the same period of the year; and ·therefore that you 
cannot introduce any system by which· all ~ose various circula
tions,governed by different laws, can be amalgamated into one 
system; that such a system would be at variance with itself, and 
would tend to destroy that beautiful system of country banking 
which now exists m this country; a system which has tended very 
much to the prosperity of this country, which, by receiving the 
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surplus capital of different districts, and giving out the capital for 
the encouragement of trade, calls forth all the natural resources 
of the country, and puts into motion the industry of the nation, 
and at the same time supplies a circulation which expands and 
contracts in each district according as it is required by the trade 
or agriculture of the district; those expansions or contractions 
take place at different periods of the year in different districts; 
the circulation expands when the wants of trade require it, and 
when no longer wanted it again returns; and I think this beautiful 
system, in the language of the resolutions passed by the deputies 
from the Joint Stock Banks, ' has greatly promoted the agricul
ture, trade, mining and general industry of the nation, and that 
equal advantages cannot be produced by one bank of issue'. 

950. (Sir Robert Peel) Suppose there was one bank which had 
the charge of the paper circulation of the country, and had the 
means, therefore, by constant reference to the state of the ex
changes, of determining the amount of the paper circulation, do 
not you think that there would be a greater security 'against a 
Budden demand for gold, and an inability to pay that gold, than 
there is when there are a great many issuers, none of whom, 
according to your own statement, pay the slightest regard to the 
state of the exchanges ?-No, I think not. 

95 I. What then supplies the check?-The check upon the private 
bankers is, that their circulation cannot be issued to excess; 
whereas if you had a bank which should issue notes for so much 
gold, then every time there was a favourable course of exchange, 
there would be a large issue of notes, which notes would neces
sarily reduce the rate of interest, lead to speculation, and turn 
the exchanges again by causing investments to be made in foreign 
countries. Now, as issues are at present conducted, bankers are 
under several checks which would not apply to such a bank; for 
instance, the check of the interchange with each other of their 
different notes once or twice a week, and the check of having 
their notes payable on demand; whereas the notes of such a bank 
as you suppose would not be diminished except when gold was 
wanted to be sent abroad. Another check is the practice of giving 

I G 
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interest upon deposits, by which all the surplus circulation is 
called in and lodged with the bank; now, such a bank as you 
have supposed would not be under control of those checks, and 
it would be under the necessity of increasing the circulation 
whenever the exchange became favourable; and we know by 
experience, that the most sure way of making the exchanges 
unfavourable is a previous excessive issue; that previous excessive 
issue would necessarily arise, on the principle you have supposed, 
every time the exchange was favourable. 

952. You think that there is some cause in operation which 
applies equally to aU "issuers of paper, and prevents any undue 
issue of paper, and dispenses with the necessity of any reference, 
on the part of each issuer, to the state of the exchanges?-That 
is the case with aU country issuers of paper. With-regard to the 
Bank of England, who have the power of issuing their notes in 
exchange against bullion, in the purchase of Exchequer bills and 
Government stock, it is quite clear that notes put into operation 
in that way, being thrown in a mass upon the previously existing 
state of trade, wiU have the effect of raising prices and reducing 
interest, and tum the exchanges; but if notes are issued merely 
to pay for transactions that have previously taken place, and are 
drawn out by the operation of a trade, those notes will have no 
such effect. 

953. Supposing, at present, the Bank of England observed that 
the exchanges continued unfavourable for a long period, and that 
there was a progressive diminution in the amount of their bullion, 
and supposing that they saw that in the course of two years their 
bullion :was reduced from ten millions to four millions, do you 
think it would be desirable that the Bank of England should take 
any step whatever to guard against the ultimate consequences of 
that state of things, by restricting the paper circulation ?-I think 
such a case may occur, but I think in ordinary times the Bank 
of England might hold foreign securities, by which they would 
bring back gold to this country, and thus prevent any necessity 
for a contraction of the circulation; at the same time, I do not 
at aU question the possibility of such a case occurring as may 
render a contraction necessary; nor do I at all question the 
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influence of a contraction to have some effect upon the exchanges; 
but I contend that, as an ordinary principle of action, the bank 
ought not to expand their circulation, so as to cause the exchanges 
to be unfavourable, nor calculate upon a contraction of the 
circulation for the purpose of remedying the exchanges. 

954. Then you do think that the expansion of the circulation of 
the Bank of England may cause unfavourable exchanges?-Y es. 

955. Why should not the expansion of the circulation on the part 
of the country issuers produce the same effect?-Because the 
country circulation is under checks, whereas the Bank of England 
circulation is not. The country circulation can be issued only in 
consequence of transactions which have taken place, and to the 
extent only required by the wants of the district; whereas it -is 
obvious that the Bank of England has the power of increasing 
the circulation by the purchase of Exchequer bills or stock, or by 
purchasing bullion, and throwing a mass of notes on the market 
when the state of trade does not require them. 

959. Do you think, then, that the legitimate demands of com
merce may always be trusted to, as a safe test of the amount of 
circulation under all circumstances?-I think they may. 

960. When there was a restriction upon the payment of notes in 
gold, during the Bank Restriction Act, do you think that the 
legitimate demands of commerce constituted a test that might be 
safely relied upon?-That is a period of which I have no personal 
knowledge; I know nothing of it but what I have read from books. 

96x. A personal knowledge would not be requisite?-I think the 
legitimate demands of commerce, even then, would be a safe 
guide to go by; at the same time, we must calculate that com
merce has extraordinary seasons, as well as other things, and it 
is quite possible, in the commercial as well as in the natural woCId, 
that extraordinary events may occur which may require extra
ordinary remedie$. 
9~Z. And you think that adequate provisions would exist against 
an undue increase of paper, even if paper were not convertible 
into coin, provided only that the legitimate demands of commerce 
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were satisfied?-I do not know; if paper were not convertible 
into gold, that alters the question very much. 

963. The question refers to the period when the Bank Restriction 
existed; you say that you think if during that.period the. Bank 
had abstained from any purchase of securities, or any dealings 
in the money market, and had merely satisfied the legitimate 
demands of commerce, you do not think there would have been 
any excess ?-I do not think there would; at the same time, not 
having had the benefit of personal experience, and as I do not 
value the information I have acquired from books so much as 
that which I have acquired from personal observation, I should 
not express my opinion so confidently of that state of things as 
I should of those with which I am daily conversant. 

964. Why, then, should you advise the law to be continued which 
requires paper to be converted into gold; do you not think the 
necessity for keeping out a certain stock of bullion in the country, 
to answer the demand of convertibility, is a loss of capital, and 
is an expense to this country ?-I think the reason of requiring 
the notes to be converted into gold is to prevent any great fluctua
tion . of prices; for if they were not convertible into gold you 
!night issue notes to excess, and so cause an artificial advance of 
prices, and that would be an evil. 

965. Could the country issuers issue notes to excess?-Yes, if 
their notes were not payable in gold or Bank of England notes. 

966. Then there is something else required besides the legitimate 
demands of commerce, to which attention should be paid in 
determining the amount of circulation?-I do not understand 
the expression, • determining the amount of circulation " because 
I do not consider that it is.the province of a banker to deterInine 
what amount shall be issued, and issue that, and no more; the 
country bankers are merely passive in the hands of their cus
tomers, and they issue that which is required for the transaction 
of their respective districts. 

967. If they remain merely passive, not indulging in improper 
speculations, but merely meeting the legitimate demands of com
merce, you think there is no danger of any excess?-I think not. 
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968. Why, then, would you retain the convertibility of paper into 
gold?-I do not see the connexion between the two. 
9~. If the legitimate demands of commerce may always be relied 
upon as a safe criterion by which the country issuers can deter. 
mine the proper amount of currency, why would you retain the 
convertibility of paper into gold?-I would retain the converti
bility of paper into gold in order that there might be confidence 
in the circulation, and to prevent an artjficial advance of prices 
by an excess of paper money. . 
970. And yet you would relieve the country issuer from any 
reference to the foreign exchanges?-Yes; if any country banker 
has the power of issuing paper that he is never called upon to 
pay, of course he may issue that to excess; but I am presuming, 
of course, that every banker is bound to pay his notes, and is 
bound to pay them when presented; and, therefore, when he 

. issues them only as called upon by the legitimate; demands of 
commerce, I think he cannot issue them to excess. 

971. During a period of long-continued unfavourable exchanges, 
and of a progressive diminution of the bullion in the coffers of 
the Bank, you still think it safe for every country issuer to remain 
passive, and to satisfy every demand that may be made upon him 
in the course of mercantile transactions, without any reference 
to the state of the exchanges or to the diminished bullion in the 

. Bank?-Y es, I do not think the country issues have any effect 
upon the exchanges; I think in such a case as is stated in the 
question, when the exchanges were unfavourable every banker 
would put himself in possession of funds; he would not like to 
lock up his funds; but nevertheless I think by means of circulation 
alone he would not injure the exchanges. 

973. In short, you think the convertibility of paper into gold is 
an unseen cause tacitly operating, that will always of itself pro
vide an effectual security agiinst an excess of issues, and dispense 
with the necessity for any attention whatever on the part of the 
issuers to the exchanges ?-Precisely, so far as regards the country 
bankers. 
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978. You think that the Bank of England has the power of keeping 
out an excessive issue of paper, and that the country banker has 
no such power?-Y es, the Bank of England has the power of 
keeping out an excessive issue of paper till the exchanges turn. 
979. Do you think the excess of issue which the Bank of England 
has the power of making, operates at all upon the issues of 
country bankers, and encourages an over-issue by them?-The 
Bank of England circulation operates upon the country banker 
when it reduces the rate of interest; if the Bank of England issues 
notes to an excess, it leads to very great speculation and to an 
increase of the domestic transactions of the country; those 
domestic transactions will require a larger circulation to carry 
them on, and in consequence a larger amount of country notes 
would be drawn out; but it is only in consequence of the stim~us 
given to the domestic trade of a country from the low rate of 
interest that the country circulation is increased. 

983. Then you are of opinion that it is a matter of entire indif
ference to what extent prices are increased in this country, pro
vided the circulation is regulated by the legitimate demands of 
commerce ?-I do not admit that any increase of prices arises 
from the issue of country paper; I consider that when they are 
contemporary, the increase of prices is the cause of the issue of 
paper, and not the effect. 

985. Then whatever the ignorance and folly of parties entering 
into speculations, and however reckless and incautious the spirit 
of speculation may be, it is no part of the duty of country issuers 
to attempt to check that spirit by any restriction of their issues ?
It is not within their power to do so. 

23r(March 1841. 

1015. (Chairman) What are the other tests by which you would 
ascertain whether the issue of bank notes was or was not required ? 
-Besides the rate of interest, I consider the amount of money in 
circulation, as far as regards the Bank of England, as a test. 

1016. Will you explain that answer more fully?-An increase in 



SELECT COMMITTEE ON BANKS OF ISSUE, 1841 87 

the circ~ation of the Bank of England, I conceive, differs from 
an increase of the circulation of the country banks, because the 
increase in the circulation of the country banks is drawn out by 
the state of trade in their respective districts. The country 
bankers having no power to purchase stock or Exchequer bills, 
or bullion, with their notes, an increase of circulation by them is 
indicative of an increase of trade in their districts; either that 
there is a greater briskness of trade, and a greater quantity of 
commodities bought -and sold, or else, from some other circum
stance, that there is an advance in the price of those commodities ; 
and therefore I do not consider that any positive increase in the 
amount of the circulation of country banks is any absolute proof 
of excess of issue; if that were the case, it would appear that the 
circulation of Ireland, which is very large in December, is a proof 
of an excess of issue of notes in that country; whereas the fact 
is, that a larger number of notes at the end of the year are drawn 
out by the products of the harvest being brought to market. But 
an increase in the Bank of England circulation, arising from an 
issue of its notes against bullion, or against the purchase of 
Government securities, would be an increase not required by 
trade, and would necessarily reduce the rate ~f interest, and lead 
to speculations in trade and investment in foreign securities. 

1017. Do you mean, then, that any increase of issue of bank 
notes against bullion, or by the purchase of securities, is in your 
opinion an excess of issue ?-I must again guard myself; I am 
very averse to universal propositions, because I believe there are 
no universal propositions in the science of political economy; that 
they are all subject to exceptions, and may be modified by cir
cumstances. But taking it as a general rule, and referring to 
experience, I think that an issue of notes against a lodgment of 
bullion will usually be found to be an excess of issue. 

1018. Unless some general rule is laid down, how is it possible 
to test the soundness. of the opinion, that at anyone time an 
excess of issue of bank notes has taken place ?-I think you must 
judge of that by the effects; if you find that the Bank of England 
has issued a large amount of notes against bullion, and if you 
find that the consequence is a great reduction in the market rate 
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of interest, that trade is stimulated, and ultimately that a large 
portion of the national capital is invested in foreign securities, 
which occasions a drain of gold to pay those securities, then 
I think you are justified in saying that the issue is excessive. 

1026. Do you conceive it to be the duty of the Bank of England 
to reduce its circulation with a view to check a speculative spirit 
throughout the country ?-Speaking of the Bank of England as 
a commercial body, I should say they ought not to issue notes 
at all against Government securities, or against importations of 
bullion: I mean that they ought not to increase their circulation 
by such purchases: and, if they were not to do this, the amount 
of circulation would vary, as it ought to vary, according to the 
wants of trade. 

1027. The Committee understand you to say, that the Bank of 
England could not issue an excess, if they only issued in answer 
to the legitimate demands of trade ?-I do not think they could, 
provided they did not issue notes in any other way. 

1043. Do you conceive that the country bankers have any control 
over their circulations so as either to increase it or to contract it, 
if it is desirable that they should do so ?-Perhaps the best way 
to answer that question is, to state ,a practical case: when I was 
at Waterford as manager of a bank of issue there, I paid out the 
notes in payment of letters of credit, drawn upon me for London, 
from Dublin, Liverpool and Bristol j I discounted bills and I paid 
cheques for deposit accounts: now I cannot see very clearly how 
I could have contracted my circulation j if I choose to' carry on 
those operations, it is quite clear that, as far as regards the pay
ment of the letters of credit, I had no opportunity whatever j the 
larger portion of them were brought from Bristol, by drivers of 
pigs and dealers in cattle, who never draw bills, who never asked 
for loans, who took their cattle and pigs to Bristol, lodged their 
money with Mr. Stuckey, and brought a letter of credit to me, 
and of course I paid it: certainly in this case I had no. power of 
diminishing the amount of my circulation j if a man brought me 
an order for [,200, I must give him the [,200; I could not tell him 
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that it was contrary to sound principles for him to have sold his 
pigs at so high a price, and therefore I would give him less than 
the amount of the order; I ~ust give him the amount of the 
order he brought me. Now in reference to the payment of 
deposits, if a man drew a cheque upon me, and wanted the money 
in my notes, I must give it him; if he wanted an order for London 
or Dublin, I gave it to him; but if he wanted to circulate the 
notes in the neighbourhood, I had no power to refuse those notes; 
the only power I had was to refuse to discount bills; but I should 
not by that means have contracted my circulation, because those 
bills were drawn upon London, which the merchants took, and 
some of them did occasionally send their bills over to London, 
and got discounts, and brought me a letter of credit; so that by 
refusal to discount any bills, I should only have increased my 
letters of credit, and therefore I could not control or check the 
circulation of my branch. I have stated that a banker, as a dealer 
in capital, may create a demand for additional circulation, and 
also, if he chooses to contract his advances, he may, no doubt, 
reduce the demand for that circulation; if a country banker has 
£100,000 lent to differeilt tradespeople all around him, if he calls 
that £100,000 in, he will cramp and paralize the trade of the 
district, and the result "iII necessarily be, that there will be a leSs 
demand for circulation, and therefore he may, by diminishing or 
increasing the amount l~t to his customers, diminish or increase 
the amount of the circulation; but he has no power of increasing 
the circulation beyond the amount wanted for the trade of the 
country. 
1044. Is the effect of your wt answer, that the country banker 
has or has not the power of contracting his circulation if he thinks 
it necessary to do so?-I think I have stated distinctly, that as 
a mere supplier of currency, he has not the power of contracting 
or increasing the amount of currency wanted for the district; as 
a dealer in capital, he may advance capital or withhold capital, 
and therefore that will have an effect upon the amount of cur
rency; but if the question refers to the amount of his own notes; 
of course he can call in the amount of his own notes if he chooses 
to payout the notes of another bank, or pay sovereigns instead. 
10,*5. Then you conceive that the country bankers generally have 
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, the power of contracting their circulation, if it is thought desirable 

that they should do so ?-The country bankers generally have the 
same power as I have expressed with regard to one, country 
banker; they have no power of extending their circulation beyond 
the legitimate wants of the district, because the notes will not 
circulate beyond the district, because those notes are payable on 
demand, because the bankers exchange with each other, and thus 
present for payment all superfluous notes, and because they draw 
from circulation, by giving interest for it, what is not in a state 
of activity; they have, however, the power of contracting their 
own circulation, by substituting another; but they have not the 
power of keeping from the district some kind of circulation 
adequate to what the trade of that district may require. 

1058. (Mr. Grote) Assuming that it is essential to maintain the 
convertibility of paper currency generally into gold, is it possible 
to avoid the evil arising from a contraction, however considerable 
that evil may be, during a period of adverse foreign exchanges?
Yes, I think it is. If the Bank of England were under my manage
ment, I should try to manage it so as to be able to get gold when 
people came in with the notes. We had several runs in Ireland 
when I was manager there, but we never thought of reducing our 
circulation; but we got gold to pay the demands upon us. Now, 
if I was a manager of the Bank of England, I should try to manage 
it in the same way as I wol,lld manage a bank, of my own; I would 

. have my funds so employed, that when a demand, for gold was 
likely to come upon me, I should be able to get the gold; I would 
not contract the 'circulation in order to prevent the drain of gold, 
but I would endeavour to hav~ gold in order to meet the demand. 

1059. In what manner is the Bank to obtain gold during a period 
of adverse foreign exchanges ?-The Bank have done that already 
by foreign credits, and they might do it, as I conceive, by Ioreign 
securities; that shows the possibility of their obtaining gold, and 
their meeting adverse exchanges by other means than a contrac
tion of currency. 

1060. Your suggestion would be, that the Bank should hold a 
sufficient amount of foreign securities to obviate the necessity of 
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any contraction of the circulation in the event of adverse foreign 
exchanges. Assuming a state of war between England and a 
country in which those securities were, what steps would you 
take?-I should leave the management of that to the Directors 
of the Bank. I think if the Bank of England knew that they were 
expected to meet all their payments, and that they were not to 
look to the Legislature for assistance, that they would be able 
to manage it; if they had the same law dealt out to them as is 
dealt out to the other banking establishments, there is no doubt 
they would manage the matter in such a way as to be able to 
meet all their demands; it is a matter of practical business; as 

, soon as the necessity of their doing that was known, those'means 
no doubt would soon be found. 
1061. Is not the necessity now known, and in spite of that, has 
it not been proved, that during one or two periods in the last 
few years the Bank has incurred great danger of an exhaustion of 
its treasure 1-The necessity is not -known, because if the Bank 
cannot pay its notes, it is always presumed that an Order in 
Council will protect them from the ordinary effects of non
payment. 
1062. Is it not the fact, that your suggestion'of the Bank holding 
foreign securities implies a continued state of peace between 
England and foreign countries in which such securities are held? 
-No, I do not think that it does any more than it does in the 
case of foreign securities held by individuals; a large amount of 
foreign securities is now held by individuals who must be as 
anxious for the preservation of their property as the Bank can be 
for the preservation of its property; and when a large amount is 
held by private individuals, why may not a certain amount be 
held by the Bank of England 1 
1063. Could the Bank be certain of making use of those in the 
event of a war ?-I do not see why the Bank would not have 
the same use of them as an individual would have. 
1064. Your answer assumes, that the exchanges are never likely 
to be adverse during the period of a war, or that the drain of 
gold is not likely to be considerable; how do you reconcile that 
with the circumstances attending the last war, or with the war in 
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1797, when the Bank was reduced to a state of exhaustion of its 
treasure?-I do not know that my question assumes that; but, 
however, as a political question, rather than a banking -one, I 
confess that if I were Prime l\finister I would immediately upon 
the commencement of a war issue an Order in Council for the 
Bank to stop payment. 
1065" Then you are of opinion that a suspension of payment is 
necessarily the consequence of a war ?-' Necessarily' is a strong 
term; but I should think it the best measure to adopt, and I should 
decidedly adopt it. 

1088. If you assume the rate of interest to be one among the 
tests by which excess or sufficiency of the currency is to be 
determined, it is requisite you should fix upon some particular 
rate of interest to serve as a standard ?--Generally, the rate of 
interest by which one wou)d be governed would be the ordinary 
rate of interest throughout the country; but nevertheless, if you 
have to ascertain the precise rate of interest which, under all 
possible circumstances, should be the rate of interest, I do not 
know how you could fix upon that; if you find that the Bank rate 
of interest is considerably below what it had been previously in 
the ordinary state of trade, and considerably below what had been 
charged by individuals, you may safely infer that it is lower than 
it ought to be. 

1093. If we are to take as one among other tests of excessive 
issues the rate of interest, is it not necessary that some one 
particular point should be fixed upon below which the Bank of 
England ought not to reduce the rate of interest ?-Not at all; it 
is only necessary that you should judge by· the average rate of 
interest throughout the country, and by the rate 9f interest usually 
charged when trade is in a tranquil state. 
1094. Then so long as the Bank of England does not issue its 
notes to depress the rate of interest beyond what is demanded in 
the ordinary transactions between the lender and borrower, you 
are of opinion that there cannot be an excessive issue?-I think 
so, provided the Bank do not issue their notes in any other way, 
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except on discounts. If they issue notes in~ the purchase of 
Government securities or bullion, they may easily reduce the 
market rate below their 0}VIl rate for discount. 

1095. Assuming a certain amount of notes to be issued by the 
Bank of England, say £1,000,000, what difference would it make 
whether those notes were issued in the purchase of Exchequer 
bills or in the discount of private bills ?-It does make a dif
ference; but suppose it did not, it assumes this, that the Bank 
issue a million of notes when they are not required; but the issue 
of a million of notes in discount of bills, discount being asked for 
them, shows the notes are required; but apart from that, the cases 
are different; if they issue notes in the discount of bills, the notes 
go into channels of commerce but when they issue notes in the 
purchase of Exchequer bills, the notes are thrown in a mass upon 
the Stock Exchange, and excite speculation to a much higher 
degree than if they were issued in the discount of bills. 

101)6. If the Bank issue a million of notes in the purchase of 
Government securities, they take so many Government securities 
out of the market, and liberate so much of the capital of those 
who previously held those Government securities, does it not 
come to the same thing, whether the persons applying for dis
count obtain their discount through those parties whose capital 
is thus liberated, or whether they make direct application to 
the Bank of England, and obtain discount?-But you are not 
warranted in assuming that those notes do go into channels 
of commerce afterwards; the prohability is, that they remain 
upon the Stock Exchange, and make interest low, and excite 
speculation. 

101)7. Are there not in London capitalists who employ their 
capital either in the discount of bills, or in holding Government 
securities, according as to whether it may be more advantageous 
to purchase the one and discount the other; and is there not 
a perpetual fluctuation of the capital of those persoftS from the 
one description of securities to the other?-There are some per
sons that do that; but there are not a sufficient number of persons 
to keep the two markets always in a state of equilibrium. We 
know that there is a great difference in the rate of interest between 
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the stock market and the discount market; and, in fact, in scarcely 
anyone day is the rate the same in both markets. 

1102. Do you think, then, that the Bank ought ·not to contract 
its circulation during a period of adverse foreign exchanges and 
a drain for bullion?-I have stated that under a proper line of 
management I think the Bank would have no occasion to contract 
the circulation under an adverse state of the exchanges; that if 
they were not to issue notes to excess when the bullion was 
coming into the country, they would not excite speculation, and 
thus lower the rate of interest, and not lead to foreign invest
ments, and to the turn of exchanges; but I think, supposing the 
exchanges should turn, under a proper line of management they 
ought to be able to get gold from abroad to meet it, without 
cramping the circulation, and ruining the trade of the country. 
1103. How could the Bank obtain gold from abroad during a 
period when gold was going abroad ?-By previously having 
foreign credits and foreign securities. 
1104. Then the opinion that you have now expressed implies 
that the Bank shall -hold those foreign securities or foreign 
credits ?-Yes. 
IIOS. And without such holding of foreign securities and foreign 
credits, your suggestion would not be applicable that the Bank 
should manage their currency without its being contracted during 
a period of foreign exchanges?-Ifthe Bank neglects her duty in 
the first instance, and gets herself into a mess, she must get out 
of it as well as she can; I do not mean to say, that under a system 
of previous bad management she may not be in a position in 
which she must either ruin herself, or ruin the country, but that 
would not justify her previous measures. 
II06. By bad management on the part of the-Bank, you mean 
omission to hold foreign securities 'and foreign credits ?-Y es, and 
the issue of notes against the purchase of bullion and the purchase 
of Government securities; highly imprudent issues on the one 
hand, and neglect to provide against a run on the other; that is 
bad management; and if she gets by that bad management into 
a scrape, I cannot give any advice to her in that case. 
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1107. Your idea, then, of bad management on the part of the 
Bank is this, first the issue of notes during a period of favourable 
foreign exchanges in the purchase of bullion, and next the omis
sion to hold foreign securities and foreign credits; those are the 
two great points in which you consider the management of the 
Bank of England to be defective?-Precisely so. 

1148. (SiT Robert Peel) You would advise, under certain circum
stances, a bank restriction as an immediate measure?-Ifyou had 
a war, a bank restriction immediately I should recommend. 

II 50. In your capacity as a politician, would you not think an 
artificial advance of prices would be an evil?-Yes, I should. 

II 5 I. What, then, is the measure you would take to prevent that 
evil ?-I should endeavour to prevent the notes from being issued 
in excess, because if they were not issued in excess, they would 
not cause an artificial advance of prices; in what way I would do 
that I do not know, not have I considered the subject, because 
I do not think it likely that I shall ever ~e appointed Prime 
Minister; but I think I should advise the Government and Com
pany of the Bank of England to take such measures as should 
prevent the currency being issued to excess. . 

1153. You are of opinion that a country banker must govern his 
issues by a reference to the legitimate demands of commerce, and 
that if the notes of country bankers were not payable in gold or 
Bank of England notes, the country issuers might issue to excess. 
What mel!ns would you take to prevent such an over-issue?
Compelling them to pay their own notes in Bank of England 
notes; that would be a sufficient check upon them; but if I were 
called upon to impose a check upon the Bank of England, that 
would involve measures ~hich are more of a political nature than 
a banking nature. 

1 I 54. Do not you think that the measure itself would be more 
of a political kind ?-Certainly. it would be as a· politician that 
I should adopt that measure. 
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1155. You foresee great evils that would arise, but you are not 
prepared to state the precautions that you would take to meet 
those evils?-The possible evils would be excess of issue; now, 
in the case supposed, I should endeavour to prevent the Governor 
and Company of the Bank. making excessive issues. 
1156. You say the satisfaction of the legitimate demands of com
merce is a sufficient security against over-issue; what is the 
measure of those legitimate demands?-If the Bank. of England 
chose to lend Government large sums of money, that would lead 
to over-issues; under such circumstances, I would make such 
arrangements that the Government should not borrow from them 
any large sums; I would let them issue their notes according to 
the demands of commerce; and if they did so, the issues would 
not be excessive. 
1157. You would prevent the Bank. of England from entering 
into money transactions with the Government, which would leave 
the Bank. of England and all other issuers to issue their notes with 
reference to no other consideration than the legitimate demands 
of commerce ?-I think I should do so; but this is a case of so 
purely suppositious nature, that I should not like any inference 
to be drawn from this against my opinions in other respects. 
1158. You think that would provide a sufficient security against 
an over-issue of notes?-Yes. 
1 159. Why, then, would you retain the convertibilitY of notes 
into gold?-Because I would guard against the abuse of that 
power. 
1160. But if the Bank were prevented from making advances to 
the Government, and followed the legitimate demands of com
merce, and issued notes only upon those, you think that there 
would be a sufficient security against an over-issue of paper?
I think there would; but if it were an inconvertible paper cur
rency, if the paper were not issued to excess, but merely in com
pliance with the legitimate demands of commerce, I think it 
would not lead to an advance in prices, and I am justified in that 
opinion by l\Ir. Ricardo. 
1161. Why \\"()uld you now retain, during a time of peace, the law 
which makes paper convertible into gold ?-Because this rule of 
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issuing noteJ only according to the legitimate demands of com
merce is a rule that is not observed by the Bank of England, and 
therefore I would make their notes payable in gold, in order to 
compel their observance of the rule. 
1162. If a law were passed that the Bank should not purchase 
securities or make advances to Government, you would consider 
that you might dispense with the necessity of making paper con
vertible into gold ?-I think if the Bank issued notes in no other 
way but in compliance with the legitimate demands of commerce, 
the issue would not become excessive. 

1211. (Mr. SmitA) When you speak of foreign securities, do you 
contemplate the Bank of England holding foreign stock?-Yes. 

1212. Do you imagine in the case of the Bank wishing to dispose 
of that stock, that they could sell it in the foreign market when 
it was known that they were sellers ?-I have always presumed
that the foreign securities should be convertible, and therefore of 
course the securities they hold will be saleable when they want 
to sell them. 

1213. Can you state any foreign stock which-you think would be 
saleable under such circumstances?-That is a matter of detail 
which must be left to the Bank Directors; when I see so large an 
amount of foreign stock held in England by individuals, I cannot 
suppose that the Bank of England would run a greater risk than 
those individuals would run. 

1214. Do you think that if the Bank was known to be a large 
holder of foreign securities, and they wished to sell, there could 
be any foreign securities found which they would be able to sell 
under those circumstances?-Y es, the fact of the Bank wishing to 

, be a seller, would not render the security unsaleable, I presume. 

1215. Can you state one such foreign stock which could be sold 
under the circumstances supposed ?-No, I give no opinion upon 
the details; I lay down the principle. 
1216. Then when you require the Bank of England to hold 
foreign securities, you cannot state one foreign stock which they 
could hold, and which could be easily sold ?-I do not say whether 

H 
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I can or not; if I was the governor of the Bank, I daresay I could 
find such a stock. 

1217. (Mr. Warburton) At the time of unfavourable exchanges, 
can the Bank sell its foreign securities, and send gold from Paris 
to London without making a very great loss upon the trans
action ?-Perhaps not, that I would take into the account; if the 
Bank has occasion for gold, in order to. make payments at home, 
she must sustain the loss, as all other bankers do. 

1218. And you do not apprehend, if at a time of unfavourable 
exchanges, when gold was going from London to Paris, the Bank 
were to obtain gold from Paris, and therefore to make it mDre 
abundant in LondDn, that by that they would accelerate the flow 
of gold from London to Paris?-No, the question SUpPDSes that 
when gold is going froin this country, gold is brought froin Paris 
here; that mayor may not be the case; if you sell your securities 
in Paris, and draw against them, you would check the drain from 
this country, and would not want to bring any gDld here. 

1219. If the Bank, in the way described by the last part of your 
last answer, were to realise their securities, in Paris, and were to 
draw against those proceeds, and were to. sell their bills in the 
English Exchange, would they not thereby call in their notes, and 
produce precisely the same effect upon the amount of the cur
rency a!l if they were to sell gold fDr their notes ?-Precisely the 
same effect as described; but the debt having been then paid, 
there would be no Dbstacle to their increasing the currency to its 
previous amount. 

26th,March 1841. 
1233. (Mr. Warburton) In a pamphlet bearing your name, and 
intituled 'An Inquiry into the Causes of the Pressure on the 
Money Market during the Year 1839', on page 58 I find this 
sentence: 'Barring their exclusive privileges, we see no. objection 
, to the Bank of England as at present constituted; her recent 
, acts of mismanagement have arisen, nDt from any defect in her 
'constitution, but from the adDption of an erroneous theory 
'which had been forced upDn her attention by, the, pDlitical 
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• economists.' I presume that, as you have no objection to the 
Bank of England as at present constituted, you have no objection 
to the Bank of England being as well a bank of deposit as of 
issue ?-That was precisely the meaning of the sentence, because it 
had been proposed that the issuing department of the Bank should 
be kept distinct from what is called her banking department. 

1234. Then there are certain points which you recommend the 
Bank to adopt in the regu1ation of its affairs; the first is, that in 
times of peace the Bank should pay gold for notes; the second 
is, that the Bank should issue notes for discounting commercial 
bills; the third is, that the Bank, when it has occasion to buy 
gold, should buy gold by selling securities: and another point 
which is contained in the fifty-ninth page of your pamphlet is, that 
the Bank should keep a large stock of gold. Have I misrepre
sented your opinions?-No; I approve of all those reguIations. 

1235. I wish to understand what the practical working would be 
of the plan that you have suggested to the Bank for the administra
tion of its atrairs. Supposing there was an adverse state of the 
exChanges, the stock of bullion in the Bank would be reduced, 
and there would be a corresponding reduction either in the cir
culation or in the deposits of the Bank, or·in both, would there 
not ?-That would be the case if that was the whole of my plan; 
but you have omitted to state one of my proposed regu1ations, 
which was, that the Bank should hold securities, with which she 
should rectify the exchanges without lowering the circulation. 
That you will find in pages 52 and 53 of the same pamphlet. 

1241. I find this passage on page 51 of your pamphlet: • Thirdly, 
• we reply, that in those cases where the exchanges are so un-
• favourable as to warrant the interference of the Bank of England, 
• the Bank could make such arrangements as will enable her to 
• meet the demand for gold without contracting the circulation. 
• In the year 1839 the contraction of the currency failed to arrest 
• the exportation of gold, and that object was ultimately effected 
• by the arrangement to draw bills upon Paris.' Is not the trans
action effected in the following manner: the Bank drew bills upon 
Paris, sold those bills upon the London exchange, and in so 

H2 
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doing, actually did contract its own circulation ?-Predsely so;· 
but having contracted the circulation, they could afterwards keep 
up the same amount of circulation without turning the exchanges. 

1242. Then, in fact, this transaction was of a similar natUre to 
that which, in the passage just read, you appear to condemn, 
which is in a time of adverse exchanges contracting the circula
tion?-Not at all; because in selling the bills of exchange which 
contract the circulation having rectified the exchanges, you can 
then expand the circulation to the same extent that it was before. 

1243. That is a subsequent transaction; but so far as the mere 
transaction of selling the bills upon Paris goes, the effect at the 
time is to contract the circulation, is it not?-The effect of that 
particular transaction is to contract the circulation but you con
tract it in order to expand it by subsequent issue. 

1244. Subsequent issue is not a necessary consequence of con
tracting the circulation by the sale of bills upon Paris ?-It 
depends upon the intention of the party. 

J246. Even supposing that the Bank were to adopt that course 
of meeting adverse exchanges, by holding foreign securities and 
drawing bills, the immediate effect of that would be to contract 
the circulation, would it not?-Yes; the immediate effect would 
be to contract the cirCulation; but my plan does not end there; 
my plan also includes the keeping up the circulation after the 
exchanges have been rectified. 

1247. And I think I collect from your previous evidence, that 
the mode in which you propose to keep up the circulation 'would 
be by discount of mercantile bills, the application for which, at 
the time of an <Idverse exchange, materially increases?-It might 
be by discounting commercial bills; but the inference drawn, that 
at the time application for them would materially increase, would 
not be the necessary result, if the circulation was not contracted; 
it is the contraction of the circulation which causes this additional 
demand for discount. 

1260. When the securities held by the Bank have been reduced 
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by the purchase of gold to restore the gold to its fonner amount, 
by what plan of operation do you recommend that the securities 
should be restored to their average amount?-Unless you give 
me a practical case, I do not see how I can make any reply to 
the question; I must have a balance sheet of the affairs- of the 
Bank in the supposed case. 
1261. Surdy, when you have given in the person of experience 
advice to the Bank parlour, • IT you wish to increase your bullion, 
• sdl some of your securities for that purpose, ..... Keep a large 
• stock .. so that a bad harvest or two may not exhaust your store,' 
you must have contemplated in what manner, when by an adverse 
exchange the securities had been reduced, according to your plan, 
that amount of securities should be restored to its fonner amount? 
-IT I am called upon to explain those words, I am entitled to 
ask wherein is their mystery or difficulty. 
126z. I point out to you that the necessary consequence, accord
ing to your plan of an adverse exchange, is to reduce the average 
amount of securities; then you are asked, in what manner do you 
propose, by your plan of operation, to restore the securities to 
the average amount ?-Uow, I would take the liberty to ask, do 
you prove that the necessary effect is to reduce the average 
amount of the securities? 

1263. You have stated, that in consequence of adverse exchanges, 
when either bills are to be drawn upon, or gold is to be obtained 
from the foreign market, the effect of that is to reduce the amount 
of foreign securities; then you say, I will replace the amount of 
foreign securities by diminishing the amount of English securities; 
the question then is, in what manner do you propose, in the 
working of the plan suggested by yourself, that the original 
amount of English securities should be restored ?-I have no 
where stated that the Bank is bound to hold the same amount 
of English securities at all times. 

1264. IT the operation, according to your plan, is, after such a time 
of adverse exchanges, to reduce the amount of English securities, 
in order to replace the foreign securities sold during the adverse 
foreign exchange, and if, in the interval between one course of 
adverse exchanges and another, you do not point out how the 
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original amount is to be restored, when another course of adverse 
exchanges comes, will not the amount of English securities be 
still further reduced; and is not the ultimate effect of this to 
exhaust the amount of English securities altogether?-The ques
tion supposes that there is an unfavourable course of exchanges, 
and then a sale of a certain portion of English securities; and 
then it supposes that afterwards another unfavourable course of 
exchanges is to take place; but if the exchariges have turned in 
the meantime, the deposits of the Bank w!ll increase, and the 
circulation increase legitimately against the increased trade of the 
country; that would give you large funds again, which you can 
again invest in securities. . 

1265. What is it you would invest in English securities; what 
would you pay for English securities in that case when the 
exchanges had become favourable?-H the exchanges became 
favourable, they would bring you in a quantity of gold; you might 
purchase English securities for gold; or you might purchase them 
with notes which had been received from the sale of bills. 

1266. Therefore the operation is this: you have diminished the 
amount of your foreign securities in order to buy gold; you have 
replaced the amount of the foreign securities by diminution of 
the English securities, and then you propose to make good the 
deficiency in the English securities, by paying for those English 
securities, gold, which gold you obtained by diminishing your 
foreign securities?-The case first supposed was, that we had to 
sell our foreign securities in order to find gold; that was one 
case; then a second case was supposed, but which I stated I did 
not understand to come immediately after the first of another 
turn of the foreign exchanges against us. Now, it is almost 
impossible to have two adverse states of exchange, without a 
favourable intervening; and as soon as you had a favourable state 
of exchange, you would, of course, replace the funds which had 
been exhausted from the unfavourable one, and, of course, you 
might go over that process as many times as you pleased. 

1267. I first of all asked you, after an unfavourable exchange, 
how you would replace your various securities and gold which, 
by the operation of unfavourable exchanges, had been reduced; 
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you did not explain in what manner that original state would be 
replaced j and then I pointed out to you, that if in the interval 
between two cases of unfavourable exchange, you had not provided 
the means of restoring things to their original state, the ultimate 
effect must be, that your securities would be exhausted j since 
that you have explained, that at a time of favourable exchanges 
your circulation would increase, your gold would increase, and 
that you might, if yo~ pleased, pay gold for English securities, 
in order to replace that amount which was diminished. Is not 
the effect of this, that first of all you sell securities in order to 
obtain gold, and then you pay gold in order to restore the amount 
of your foreign securities?-I have no distinct view of the parti
cular cases you mention, nor can I have j sometimes two cases 
are put in juxtaposition, which I find afterwards were intended 
to occur at an interval, and therefore I cannot speak. offhand to 
the details, unless I have a clear view of the case supposed. 

1272. In answer to question lo6.t, you stated that, if you were 
Prime Minister, you would immediately, upon the commence
ment of a war, issue an Order in Council for the Bank to stop 
payment j and in 1148 you state, • IT you. have a war, a bank 
restriction immediately I should recommend 'j apd further, in 
answer to question 1160, you say, • IT it were an inconvertible 
paper currency, if the paper were not issued to excess, but merely 
in compliance with the legitimate demands of commerce, I think 
it would not lead to advance of prices, and I am justified in that 
opinion by Mr. Ricardo 'j are the Committee to understand from 
that answer, that you would couple this restriction upon bank 
payments with such a limitation of amount as would not occasion 
the market-price of gold to rise above the l\lint price?-I wish 
to give explanations of those answers, which I presume I am 
quite regular in doing. I stated that, if I were Prime l\linister, 
I would immediately, upon the commencement of a war, issue an 
Order in Council for the Bank to stop payment. I stated also, 
that in giving that opinion, I spoke as a politician, and not as 
a banker. The only war that has occurred in my memory is the 
war of 20 years with France; and, of course, when speaking of 
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a war, that is the war to which I referred; that WaI of 20 years 
called forth all the eneIgies of the country; it required us to 
subsidize foreign powers; it required us to maintain an aImy on 
the continent; and it also required us to make very heavy loans. 
Now, under such a war as that, it appeared to me that a suspension 
of cash payments would be advisable. I recollect some time ago 
investigating the circumstances attending the suspension of cash 
payments in 1797; and though I am not prepaIed to undergo 
a cross-examination upon every point connected lIIith them, yet 
I came to the conclusion that, under the circumstances in which 
the Bank was then placed, a suspension of cash payments was 
not a matter of choice, but of necessity; that if not immediately 
necessary at that paIticuIaI period, it would have become neces
sary by subsequent events. That was the opinion to which I 
arrived after a most careful investigation of it, and it is an opinion 
which has since been confirmed by the writings of Mr. l\l'Cul
loch; and when I referred to a war, it was a WaI similaI to that. 
With respect to any war, of a different chaIacteI that might now 
occur, the circumstances would be different; and upon that I can 
give no opinion. But with reference to the opinion I then gave, 
I stated that I gave the opinion as a politician, and not as a banker; 
and peIhaps I did wrong in going out of my way, and giving any 
opinion at all as.a politician; for I am ready to acknowledge that 
I know as little about politics as politicians in general know about 
banking. 

1273. Do you mean, in that answer, to say that you would so 
regulate the amount of bank issues during a war, that the maIket 
price of gold should not materially rise above the Mint price?
I am not prepaIed to state at present how I should regulate 
the bank issue during a war, and I think much would depend 
upon circumstances. 

1274. Then you will not inform the Committee whether, in the 
case of a suspension of cash payments, you would recommend 
a depreciation of the value of gold or not ?-~ The case of a suspen
sion of cash payments is a suppositious case" at present, and 
I cannot now state what course I might pursue in such a case. 

1275- But, having told the Committee that, in time of WaI, you 
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would recommend, as a politician, a suspension of cash payments, 
is not that also a suppositious case?-Precisely so, and for that 
reason I wish to make no farther allusion to it. 

1276. But gentlemen who give opinions are expected to trace 
out the consequences of those opinions, when they come to be 
examined before a Committee of the House of Commons ?-I do 
not think they are, unless they give their opinions in a professional 
character, as bankers; I say that I gave that opinion in a sup
positious character, as a politician; I wish to say nothing more 
about it, and, after I have said that, I do not think, with all 
respect, I ought to be subject to any farther cross-examination 
upon the point. 

1312. (The Chairman) You said that you had read the evidence 
that was given before the Committee last year ?-I have. 

1313. Are you aware that some of the witnesses have suggested 
that it might be desirable entirely to put down the issues of 
country banks, and to substitute the notes of one single issuer?
I am aware that that was a suggestion of some of the witnesses 
last year. 

1314. Have you at all considered what would be the effect of 
such a measure ?-I have considered what would be the effect. 
The reasons for recommending the putting down of banks of 
issue are not founded, I believe, upon any suspicion of the sound
ness of those banks, or upon any suspicion that they are not able 
to pay their notes, but merely in order to enable the currency to 
be conducted upon certain principles which those gentlemen think 
the currency ought to be conducted upon. 

13 15. You consider that it was one of the means of effecting that 
which was considered by those gentlemen the proper regulation 
of the currency ?-I believe that was the ground upon which only 
one bank of issue was recommended. The effects which would 
result from the establishment of such a bank would, I consider, 
be practically a great inconvenience to the banks themselves, and 
would also produce very disastrous results in regard to the public 
in general. 
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1316. What would be the effect which you think it would produce 
upon the country bankers ?-I think the banks, in the first place, 
having to payoff their notes (say, eleven or twelve millions); it 
would reduce their funds from which they now give accommoda
tion to their customers; and, in order to find funds to payoff 
those notes, they would have to recall loans, and to reduce dis
counts to such a degree as to cause considerable distress through
out the country, and more especially in agricultural districts. 

1317. AIe not the effects which you have just stated those which 
would be produced in the course of carrying this measure into 
effect?-Yes. 

1318. What effects do you conceive would ensue when the 
measure had once been carried into effect ?-Mter the measure 
had once been carried into effect, the charges which the country 
bankers would be compelled to make upon that accommodation 
which they would still have the power of affording, must be 
considerably increased. 

1319. Why?-Because they would then get no profit upon the 
notes; at present they can afford to advance·money at a low rate 
of interest when issued in their own notes, because of the profit 
upon those notes. When I was in Ireland I discounted bills at 
the same rate which was charged by the Bank of England here, 
and for the same-reason, because I issued my own notes; but if 
the country bankers had to bring the money from a distance, and 
lend it to their customers, they must get a greater interest from 
their customers than they could get by employing it in London 
or elsewhere, and hence they must make, either in the form of 
interest or in the form of commission, heavier charges than they 
made before. 
1320. At.what per centage do you estimate the cost of issuing 
notes?-I cannot answer that question from personal knowledge. 
I think I have heard it stated by bankers at from one-and-a-half 
to two per cent.-the profit on the circulation being thus reduced, 
there would be a further effect by the limitation of banking 
establishments; for some of those establishments are so small, 
and established in remote places, that they would scarcely pay 
the expense of conducting them, unless for the profits of the 
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circulation; and yet the withdrawal of those establishments, 
though connected with no great profit to the Bank, would be 
attended with very considerable loss and inconvenience to the 
inhabitants of those places, because those banks act as receivers 
of the surplus capital, and hence they are useful to persons who 
have money to place in those banks; they act as discounters and 
granters of loans, and hence, they are useful to the productive 
industry of the country; they are also useful as banks of remit
tance for the purpose of making payments from those places 
elsewhere, and hence they are useful to traders; and those useful 
purposes, as far as many small banks are. concerned, would be 
altogether annihilated if those establishments did not issue their 
own notes. 

1321. Might not a bank easily receive the surplus capital of those 
who had it to spare, and advance it in loans to those who wish 
to employ it without being a bank of issue?-Certainly, if they 
received a sufficient amount to pay their expenses, and to get an 
adequate profit without an issue, such establishments would be 
continued; but, there are some establishments which have so 
little business of that kind, that their profit rests very much upon 
the circulation; and if their circulation was annihilated, those 
banks could not be continued. 

1332. (The Chairman) Do you conceive that such a change as has 
been contemplated, namely, the abolition of country bank-notes, 
would produce any effect upon the foreign exchanges ?-The effect 
upon the foreign exchanges would depend upon the principle upon 
which the single bank of issue was conducted. If conducted 
merely by issuing gold for notes and notes for gold, I consider 
that, when the foreign exchanges were favourable, and brought 
in a large amount of gold, then there would be a large amount 
of notes put into circulation. I think that was the·case in 1837 
and 1838, although the Bank of England did not issue to such an 
extent as, upon the principle assumed, this one bank of issue 
would be compelled to do; I consider that then this large amount 
of notes put into circulation against the importation of gold would 
reduce the rate of interest, would excite.speculation. and lead to 
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foreign investments; that a reaction would then take place, and 
the amount of contraction would be very considerable, 10 as to 
produ~ very great distresa • . 
1344. Do you suppose that the evils which you have anticipated 
from the substitution of the notes of one bank of illue for country 
notes generally, would equally be produced by any regulation 
which enforced upon the country banks lOme degree of con
formity with the state of the foreign exchanges ?-I cannot 
conceive hew any measures can be enforced upon the country 
banks 10 as to make their circulation correspond with the ex
changes, becaute as that circulation is drawn out by the domestic 
trade of the country, 1 cannot conceive how it can be made in any 
way to fluctuate according to the state of the foreign exchanges. 

1345. Supposing a certain maximum of notes was fixed for all 
existing banks, and that they were not to iuue any more except 
upon a previous deposit of bullion, would not that have the effect 
of making their circulation generally conform to the .tate of the 
foreign exchanges ?-I do not see how it could have that effect. 
If the circulation was by forced means contracted below what the 
wants of the district required, 1 consider that lOme extra kind of 
circulation would be introduced, bills of exchange, or lOme other 
kind, and in that case the object lOught to be obtained would 
not be obtained, because, if by contracting the circulation you 
try to reduce. prices, and another kind of circulation comes in, 
you do not effect the object of reducing prices. 

1350. (Mr. Warburton) Suppose a country banker makes an 
advance in hi. own notes of 1.100 to a farmer, to enable that 
farmer to pay his rent to hi. landlord, that he does 10 pay hi. 
rent to hi. landlord, and that that landlord deposits the rent he 
receives in that way with the .ame banker; the effect, then, is to 
convert that which was in the fir.t in.tance a circulation of 1.100 

into a deposit of 1.100 in the same banker'. hands, is it not?
Yes. 
135 I. Suppose this transaction to take place at the time of every 
rent-day, and that while the farmer is gradually between rent day 



SELECT COlDlITTlE O~ ILL~ OF JS&E, 1141 101) 

and rent day paying 011 his adnoce, the landlord is drawing out 
the same deposit. will BOt the effect in that case be, that the 
banker, with the adnoa: of DO apital at all, will receiYe during 
the six months interest upon the mean between ['100 and DO 
pounds, namely, upon about lso?-Yes, less the interest he may 
..no. to the landlord. 

135%. Then he an re-issue the deposit made in his own notes 
toties quoties as often as be an find customers in the countty 
to perform such transKtioos; if be an find many fanner.; and 
many landlords to go through the same course of transactions, 
he an re-issue those notes toties quoties without the advance 
himself of any apiw at all ?-He an advance his money to the 
&rmc:r, and the &rmc:r pays it to the landlord, and the landlord 
brings it bad:; during that time it is in circulation; when the 
landlord brings it back. it is in deposit, and there is then no 
advance of notes; then the same fanner is paying off the money 
euct1y the same time (that is the supposition) as the landlord is 
drawing out the deposits; that. of course, abstractedly is true, but 
I do not think it is a matter of business that often occurs. 

1353. In that case the banker 1roUld be able to issue the same 
deposit again fOl" a similar tnnsac:tion ?-I do not know whether 
you an call it issuing the same deposit; be may go O'"el' the same 
transaction. 

135+ Suppose countty banker A. advances ['100 in his own notes 
to fanner B., who pays therewith his rent to landlord C., which 
landlord C. pays that amount as a deposit into the hands of 
banker A..; that ..-bich is first a cin:ulation of ['100 becomes a 
deposit in the same banker's bands to the amount of £Ioo?
Yes, the banker bas a deposit of /.100 from the landlord, and bas 
made a loan 01/.100 to the fanner; the one is debited and the 
other credited. 

1355. H the fanner is at the same time paying off that advance 
between rent-day and rent-day, and the landlord is drawing out 
his deposit upon the avenge at lso as the arithmetical mean 
between ['100 and no pounds, will not the banker obtain during 
tboee six months six months' interest on lso from the fanner?
Y CM1 auppose that nery day the landlord draws out a pound the 
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farmer pays in a pound, that would average [,50; he would charge 
the farmer [,50, and if he allowed the landlord interest, he would 
have to deduct the interest at the end of the time. 

1356, If there were several landlords and several farmers, and 
the farmers were to receive advances and the landlords to make 
deposits, the sum that was paid iIi might be advanced toties 
quoties ?-If there were several transactions of the same kind, the 
number of transactions would no doubt be increased. 

1357. Would not the same notes when paid in answer for making 
similar issues?-No; because you have supposed the notes to be 
drawn out by the landlord every time the payment is made, and 
therefore to be paid to the farmer; you may, no doubt, multiply 
your transactions in the same way. 

1358. Without any advance of capital on the part of the banker? 
-Yes. 
1359. Suppose there is a banker D., a farmer E., and a landlord 
F., and that the landlord C., instead of paying the £100 into the 
hands of banker A., pays the rent into the hands of banker D., 
and that the landlord F., instead of paying the rent into the hands 
of banker D., pays it into the hands of banker A., and then that 
the two bankers' interchange their notes; is it not reduced by 
a circuitous process, and exactly the same transaction as if the 
landlord C. had paid the amount directly into the hands of banker 
A. ?-I do not understand the question, nor see the consequences. 

1360. To take the- first transaction, suppose that the banKer, 
instead of making an advance in his own notes, makes the 
advance in either gold or Bank of England notes will not this 
be the case, that the banker receives from the farmer the difference 
between the interest he charges and what he might have received 
if he had employed the ['100 in other investments, and that as 
regards the landlord's deposit, ~e can employ that deposit in 
other investments deducting only a certain ,reserve?-I should 
like to have time to consider that. 

30th March 1841. 
1361. (Mr. Hume) Are the Committee to understand from the 
evidence you have given that joint-stock and country banks of 
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issue have not the power of increasing their circulation to any 
great extent?-Y es, that is the opinion which I wish to deliver 
to the Committee, that the checks upon the country issuers are 
the frequent exchange of notes with each other, the payment of 
interest upon deposits, and the liability to pay all their notes upon 
demand; and the testimony of every banker who has /iiven 
evidence before a Parliamentary Committee, or who has pub
lished upon the subject, goes to the fact that he cannot increase 
his issues beyond what the wants of the district require, and that, 
if he does issue to excess, those notes will immediately come back 
upon him. Now, I consider this to be not a question of opinion to 
be decided by reasoning, but a question of fact, which is proved by 
testimony. If you want to prove any fact connected with any trade 
or business, I consider that you cannot have-any stronger evidence 
~an the universal testimony of every person connected with the 
trade. Now, if we were to examine those bankers who have stopped 
payment, and ask their opinion upon the subject, they would state 
that if ,they had had that power they would never have stopped 
at all; that their attempting to push out too many notes, not being 
prepared to pay those notes when they came back, was -the cause 
of the stoppage. I think, -therefore, that this evidence, if rebutted 
at all, can be rebutted only by testimony of the same kind, 
1362. Are the Committee, however, to understand, from the 
answers you have given, that the Bank of England, in your 
opinion, has the power of increasing the circulation by purchases 
of gold, stock, Exchequer bills, and other securities ?-Precisely 
so; I think the Bank of England has the power of putting notes 
into circulation by those means, and that country bankers have 
not the power of putting notes into circulation by those means. 
Besides that, the Bank of England is not subject to those checks 
to which the country banker is liable. There is only one bank of 
issue in London; consequently, when the notes of that bank are 
issued, they are not brought back to be exchanged with other 
banks, as is the case with the banks in the country and all over 
Scotland. All the Scotch witnesses examined in 1826 tell us that 
the exchange of notes between bankers is an effectual check upon 
excessive issues. Now the Bank of England never exchanging 
with other banks, has not that check upon her issues. If we had 
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several banks of issue in London exchanging with each other, 
that would be an effectual check upon an excessive issue of notes 
by anyone bank; and another check which might by possibility 
exist, would be the allowance of interest for lodgments. Now, 
as the Bank of England never does allow interest for lodgments, 
there is no inducement for any person to place money in their 
hands, except temporarily for the purpose of employment as soon 
as an opportunity may occur. I think therefore, on these grounds, 
that although the Bank of England circulation is equally payable 
on demand, yet payment is never demanded, (because the notes 
are considered as good as gold) till the foreign exchanges become 
unfavourable, and gold is wanted for exportation. 

1364. What effects are, in your opinion, produced by the pur
chases made of stock or Exchequer bills by the Bank of England; 
and how do the changes take place?-When the Bank purchases 
stock or Exchequer bills, fresh notes are issued from the Ban'k; 
and if we suppose a sufficient quantity of notes for the trading 
wants of the community to be in circulation, at the time when 
those additional notes are thrown into circulation, there must be, 
of course, an attempt to employ those additional notes in some 
other way; and as there is no legitimate employment for them in 
the way of trade, they are employed in speculations in stock and 
other speculative undertakings, that have the effect ultimately of 
causing money to be invested in foreign securities. 

1367. Then do you conceive the operations which take place 
between the Government and ,the Bank of England, in large 
purchases of Exchequer bills or advances for the. payment of 
dividends, as tending to produce a surplus of currency at one 
time more than another?-The issue of notes in the purchase of 
Exchequer bills, whether made for the Bank or the Government, 
must have the same effect on the money market; and the issue 
of large sums of money in payment of the dividends must, no 
doubt for the time, produce the same effect. At the same time 
I am not prepared to give any opinion as to the mode by which 
the Government conducts its financial operations; to go into all 
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the transactions between the Government and the Bank, and to 
propose any better plan than that which now exists, would require 
much more time than my engagements permit me to devote to 
the subject. 
1368. Having stated the derangement of the money market by 
those proceedings of the Bank of England, will you now explain 
in what way that may be avoided in future, as regards a surplus 
issue ?-If I may be allowed to state generally the remedies I 
should propose with regard to improving the circulation of 
London and the country, I should propose that permission be given 
by the Legislature to establish more banks of issue than one in 
London; the advantages of this would be, as I have stated, 
exchanges between the banks, and, probably, the allowance of 
a rate of interest upon deposits, and therefore the prevention of 
those speculations which excessive issue is adapted to produce. 
In stating that opinion, I may be allowed, perhaps, to state it in 
language which has received more consideration than any extem
poraneous language can be supposed to have. • Whatever effects 
• might have been produced from the establishment of several 
• banks of issue in London a century ago, we do not think that 
• their introduction at the present time would, for a considerable 
• period, seriously affect the circulation of the Bank of England. 
• So long as the Bank of England shall be the Government Bank, 
• and have, besides, a large deposit and discount business, remain 
• the centre of a dozen branches, some of which are the largest 
• banks in the country, and issue £30,000,000 a year in the pay-
• ment of the public dividends, she must continue in possession 
• of nearly the whole circulation of London. The great advantage 
• of a few more banks of issue in London would be the check they 
• would exercise upon the management of the Bank of England. 
• She would not issue notes against gold bullion if she had to pay 
• those notes in gold coin in her exchanges with the other banks 
• on the following day. She would not act illiberally or capri-
• ciously towards her customers, if there were other equally strong 
• banks to whom they might resort. She would not stand aloof 
• in seasons of public calamity, and declare it 'Yould be a departure 
• from sound principle to afford any relief, if she saw other power-
• ful banks ready to perform the duty which she declined. Several 

J I 
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• other advantages would result from numerous banks. If the 
• circulation now exclusively possessed by one bank was divided 
• between several banks, it is probable that they would altogether 
• be in possession of a much greater amount of gold, and they 
• would be better able to meet an adverse exchange. Their united 
• capital, too, would probably be greater than that of the Bank of 
• England; hence there would be greater security to the public, 
• independently of the liability of all the partners. This capital 
• would not be locked up in loans to Government, but employed 
C in granting facilities to the trade and- commerce of the country. 
C The Government, too, would get the public business transacted 
C on better terms, as the rivalry between the banks would induce 
C them to outbid each other, while at the same time, such abuses 
C as have resulted from the connexion between the Government 
C and the Bank would be altogether avoided.' C It is our opinion 
C that the Bank should not expand her circulation merely because 
C the exchanges are favourable, and that she should be prepared 
C to meet an unfavourable exchange by foreign credits, or by 
C holding foreign securities. But we do not think that this or any 
C other system ought to be enforced on the Bank of England by 
C legislative enactments, nor are we desirous of any organic change 
C in that establishment. We would let the Bank directors govern 
C their issues by any principle they chose, but we would provide 
C an effective check upon any mismanagement, by permitting the 
C establishment of other banks of issue in London. To guard 
C against the possibility of abuse, it might be enacted, in the first 
C instance, that no bank should issue notes in London, unless it 
C had a paid-up capital of one million sterling; and if it issued 
C notes in the country as well as in London, its paid-up capital 
• should be two millions; and the distance of sixty-five miles, 
C from which banks of issue of more than six partners are now 
C excluded, might be reduced to fifteen miles, measuring all round 
• from the Bank of England. A thorough alteration of the law of 
• partnership should also take place with regard to all banking 
• companies.' Another amendment, which I would- propose as 
connected with the currency of London, would be a regulation 
of the clearing-house by the Legislature. Although the clearing
house was a voluntary association of bankers at first, yet it has 
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value of any currency which you say should be equally fixed with 
the yard or the bushel measure ?-I consider that, when the cir
culation is issued only in compliance with the demands of trade, 
though it will fluctuate in amount, as the quantity of commodities 
fluctuates, or as circumstances may cause an advance of prices, 
yet it will not in that case fluctuate as a measure of value. 

1382. But what test do you apply to ascertain whether your 
currency has fluctuated in value or not?-I judge of it by the 
circumstances in which it is drawn into circulation. 

1383. (Mr. Grote) The only currency which approaches the 
nearest to a uniform value would be a currency not convertible 
into gold on demand, and issued exclusively in compliance with 
the demands of borrowers; is that your opinion?-That is a pro
position which I should like to hear discussed before I give any 
opinion upon it. 

1404. (Chairman) Have you any further observations to make to 
the Committed-When the first question was asked of me, at 
the commencement of my examination, I stated that I appeared 
before the Committee as the representative of the joint-stock 
banks, and that, therefore, in expressing any opinions consistently 
with the resolutions which they had passed, I wished to be con
sidered as speaking the sentiments of the joint-stock banks, but, 
should the Committee ask me any question not connected with 
the circumstances of country issues, that I wished to be con
sidered as speaking my own individual opinions. The points 
upon which I wish to be considered as speaking the sentiments 
of the joint-stock banks are as follows: I speak the opinions of 
the joint-stock banks, in saying that their circulation cannot be 
made to fluctuate in exact conformity with the circulation of the 
Bank of Englaxid, or with the stock of gold in the Bank of England; 
that the country issue is drawn out by the demands of trade, and 
is subject to checks to which the circulation of the Bank of 
England is not liable; that the country bankers have not the 
power of issuing their notes to excess; that they cannot contract 
their circulation or expand it as they please; and also, that the 
country circulation does not influence the prices of commodities, 
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and that it cannot be regulated by the principles of the foreign 
exchange. I speak the opinions of the joint-stock banks when 
I say, that the abolition of the country circulation would cause 
very considerable distress; would limit the power of the country 
banks to grant the same accommodation to their customers; would 
compel many of their customers to sell their property, thus lessen
ing the value of real property; that country bankers would be 
compelled to increase their charges to their customers; and, in 
some cases, that those banking establishments would be altogether 
abolished, in consequence of not being able to supply sufficient 
profit for carrying them on; that, in some cases, however the 
country circulation would be substituted or superseded by a 

. bill circulation, nevertheless considerable distress would exist 
throughout the country, and that not only country banks them
selves, but their customers and the public in general, would be 
subject to very considerable loss and inconvenience. In other 
opinions which I have expressed with regard to the regulation of 
the currency, and the principles upon which the Bank of England 
ought to be managed, also, as regards the extracts which have 
been made from my own works, and other matters I need not 
particularly specify, I wish to be understood as giving my own 
opinions, without saying whether those opinions do or do not 
meet the concurrence of the joint-stock bankers. I take the 
responsibility of these entirely upon myself. 

THE BANK CHARTER ACT 

CORRESPONDENCE BETWEEN THE GOVERNMENT 
AND THE BANK OF ENGLAND CONCERNING 
THE RENEWAL OF THE BANK CHARTER 

(Parliamentary Papers. 1844. vol. xxxii.) 

To the GOVeT1lQT and Deputy GOVeT1lQT of the Bank. 

Downing-street, 26th April 1844. 
GENTLEMEN, 

As, under the provisions of 3 & 4 Will. 4, c. 98, the 1st of 
August is the day after which it will be competent to the House 
of Commons to give a notice to the Bank as to the termination, 
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within a limited period, of their present exclusive privileges, Her 
Majesty's Government judge, it advisable to. endeavour to come 
to an understanding with the Bank as to their future relations to 
the Government, rather than to terminate the existing arrange
ments by recurring to the notice required by the Act of Parlia
ment. 

In submitting to you the views of the Government, I would 
premise that the main object of the Government in any new 
arrangement is one in the success of which the Bank can be 
scarcely less interested than the Government; namely, to place 
the general circulation of the country on a sounder footing, and 
to prevent as much as possible fluctuations in the currency, of 
the nature of those which have at different times occasioned 
hazard to the Bank and embarrassment to the country. 

It appears highly desirable that any new arrangement should 
be founded on the basis of an entire separation of the business 
of the issue of notes from that of banking. This measure might 
be effected by the establishment of a public department for the 
issue of notes, independent altogether of the Bank. But Her 
Majesty's Government are willing in the first instance to consider 
whether this can be effected by a division of the Bank into two 
distinct and separate departments, to conduct exclusively, one 
the business of issue, the other that of banking. 

The first question for the' Bank to consider is how far they are 
willing to undertake this duty. Should they be disposed to 
administer the functions of issue, it would be desirable that the 
following principles sho~d be adhered to: 

That a certain amount of notes should be issued on Securities, 
and that all other notes required beyond that amount should be 
issued only in exchange, for bullion. 

That the Securities sho\lld be to a certain extent of such a 
nature as to admif of ready convertibility, and should not be 

)ncreased beyond the amount originally fixed, excepting under 
circumstances to be stated by the Bank to the ,Government, and 
after the consent of certain members of the Government, namely, 
the First Lord of the Treasury, the Chancellor of the Exchequer, 
and the Master of the Mint, shall have been signified. 

It is proposed from henceforth to prohibit the establishment 
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of any new Bank of Issue; to restrict the issue of their own notes 
to those banks at present exercising that privilege, and to limit 
the issue of such banks to the amount of notes issued by them 
on an average of a given preceding period; and in the event of 
their failure or liquidation, to prohibit under any circumstances 
the resumption of their own circulation. The void created by the 
withdrawal of any existing private or Joint Stock Bank circula
tion, either voluntarily or under the circumstances adverted to, 
should be supplied, if necessary, by the substitution of notes of 
the Bank of England; and in such a case the Bank, acting in 
concert with the Government, as provided for in a preceding 
paragraph, might be authorized to make a propoitionateincrease 
in the amount of those Securities which constitute the foundation 
of the issue of paper. The whole net profit derived from this 
additional issue would be carried to the account of the Govern
ment, and would be in addition to the annual payment which the 
Bank may agree to make. 

It is intended that a weekly publication should take place of 
the state both of the Issue and Banking Pepartments of the 
Bank; and it will be required that each private and Joint Stock 
Bank issuing its own notes, should make once a week a publica
tion of the amount of their notes in circulation. 

Under such an arrangement it is obvious that the Bank will 
not merely retain its existing privileges of having no bank of 
more than six partJlers issuing notes within the 6s-mile circle of 
London, but will be secured against the competition within that 
district of any new Bank of Issue, even with less than six partners, 
which might otherwise be established; and although, as the profit 
of any increased issue will be placed henceforth to the account 
of the Government, the Bank will not derive direct pecuniary 
advantage, yet the extension of business and confidence in the 
Bank (which must result from the extension of its notes, conse
quent upon this further exclusion) must be to the Bank a source 
of no inconsiderable benefit. 

I must add, that it is not proposed to continue the prohibition 
which is now in force, as to the drawing, accepting, or paying 
bills within the 6s-mile circle round London. 

Should an arrangement on these principles meet the views of 
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the Bank, the points remaining for consideration will be, the 
period for which the Bank Charter shall be renewed, and the 
amount of the payment which ought to be made by the Bank to 
the public during the period of its continuance. 

Her Majesty's Government consider it advisable that the 
Charter should be granted for 10 years from the 1st of August 
1845, and should at the expiration of that period be terminable 
at.any time upon a notice of twelve months; but until such notice 
be given, should continue in force. 

The amount of payment to be made to the public by the Bank 
will depend upon a joint consideration of the benefits secured by 
this arrangement to the Banking department of the Bank, and of 
the proportion of the profits of the Issue or Circulation depart
ment which the public are entitled to claim. 

As bankers, the Bank will retain the management of the public 
debt, and the advantage of the Government deposits, and the 
balance of the several public accounts at the Bank. It must, 
however, be distinctly understood that the Government retains 
an entire discretion as to the amount of such deposits to be left 
in the hands of the Bank, and as to a participation in the profits 
of such deposits, if they should from any circumstances "be 
materially increased. 

With respect to the profits of the Circulation department, sup
posing the fixed amount of securities to be £14,000,000, the profit 
would obviously be the difference between the interest received 
on those securities, and the expenditure required for the manu
facture and issue of the notes, the keeping of the accounts con
nected with them, and the receipt and custody of the bullion 
which might from 'time to time come into the hands of that 
department. 

Assuming three per cent. as the rate of interest, the gross profit 
of the Circulation department would be £420,000. 

It was stated by the Bank, in a paper presented to the Com
mittee on the Bank Charter in 1832, that the expense of the 
circulation was at that time £106,000. It would be desirable that 
the items constituting this aggregate sum "should be separately 
considered, with a view to ascertaining whether, without dimi
nishing the advantages now afforded to the public, a reduction 
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might not be affected in the amount. I will, however, assume it 
for my present purpose as amounting to £100,000. 

A sum of £320,000 would then remain as the profit of the 
circulation department; from which would be to be further 
deducted the amount of stamp duty paid on the notes of the 
Bank of England, being about £60,000, and the sum, whatever 
it may be, which the Bank now allows to those banks of issue 
which have substituted Bank of England notes for their own 
paper, and which I assume for the purpose of discussion as about 
£20,000. The net profits, therefore, in which the public would 
have a right to share would be a sum of £240,000; or, if it were 
thought more advisable to remove the stamp duty on the notes 
of the Bank, £300,000. 

In fixing the proportion of this amount which ought to be paid 
to the public, I do not, on the one hand, put out of view the fair 
claim of the Bank to compensation as managers, on behalf of the 
public, of the circulation of the country; but on the other hand 
the Bank will not fail to bear in mind that by the advance of 
their capital of £II,ooo,ooo to the public at three per cent., they 
have hitherto virtually paid to the public a sum little short of 
one per cent. on that amount; and that now; owing to the present 
circumstances of the country, that advance is no longer any 
sacrifice on the part of the Bank, nor any compensation to the 
public for the benefits derived to the Bank from its connection 
with the Government. 

It may therefore fairly become a· question whether that debt 
of the public to the Bank should be continued at its present 
amount, or at its present rate of interest. 

It appears to me, therefore, that in claiming for the public an 
annual payment exceeding that now made by the Bank, while 
I reserve also to the public the net profit which may result 
from any addition hereafter to be made to the amount of fixed 
securities, I am not claiming more than the Bank will deem a just 
compensation for the advantages secured to them. 

It appears to me that the real interests of the Bank, taking 
a comprehensive view of those interests, will be materially pro
moted by the proposed arrangement. It proposes to leave to them 
the manag~ment of the circulation; it gives a new and decisive 
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proof of the public confidence reposed in them; while-the measure 
itself is calculated, by increasing.the control of the Bank over the 
paper currency of the country, to secure them from much expense 
and danger to which they have hltherto been expo3t:d. 

I have, &c. 
(signed) HENRy GOULBURN. 

To the Right Honourahle the Chancellm of the Exchequer • 

. Bank of ~ngland, 30th April 1844. 
SIR, 

We have the honour to acknowledge the receipt of your letter 
of the 26th instant, which we have submitted to the consideration 
of the Committee of Treasury and the Court of Directors; and 
we are desired to assure you that they, in common with ourselves, 
are duly impressed with the importance of an early settlement of 
the question affecting the circulation of the country, and are 
satisfied that the Bank, relinquishing its claim to the notice pre
scribed by law, will give its most favourable consideration to any 
proposal from Her Majesty's Ministers, having for its object' to 
place the circulation of the country on a sounder footing'. 

To the: entire separation of the business of issue of notes from 
that of banking' we are not disposed to offer any objection, and 

, are of opinion that a division of the Bank into two distinct and 
separate departments for that object can be effected without 
difficulty; neither do we differ respecting the principles of the 
intended measures detailed inyourletter. 

It is now proposed to .1ake from the Bank all the future 
advantages that. may arise from the substitution of its notes for 
the present issues of Joint Stock and Private Banks. We are 
prepared to admit the favourable impression which the public 
opinion will receive from the fact of the Bank having no pecuniary 
interest in the more general adoption of its notes. It must, how
ever, be recollected, that under the arrangement of 1833, by 
which it was agreed to allow to the public £120,000 per annum, 
very considerable advantages were held out to the Bank from 
the extension of its circulation: these were never realised, in 
consequence of the declared inability of the Government to carry 
into effect the measures on which that expectation was founded. 
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As the Government consider that' a weekly publication should 
take place of the state both of the Issue and Banking department 
of the Bank, and that each Joint Stock and Private Bank issuing 
its own paper should make, once a week, a publication of the 
amount of its notes in circulation " the Court would raise no 
objection to that arrangement; but we would suggest for the con
sideration of the Government, if the publication of the banking 
accounts can be regarded as essential. 

By the removal of 'the prohibition now in force as to the 
drawing, accepting, or paying bills within the 65-mile circle round 
London " the Bank may incur some loss in its Banking depart
ment; but more serious inconvenience will result if the power to 
accept should be exercised for the purpose of circulation, and 
thus interfere with the great object of the projected measures: 
a question deserving the most serious consideration. 

On the subject of the proposed grant of the Bank Charter for 
10 years from 1St August 1845, subject at the end of that period 
to terminate upon a notice of twelve months, but, until such 
notice be given, to continue in force; we would suggest as a pre
ferable plan, that if notice shall not be given by the Government 
at the end of 10 years .. the Charter should continue until after 
the expiration of an additional period of I~ years. It seems to 
us that sufficient power of control would thus be retained by the 
Government, and that the inconvenience arising from repeate<t, 
if not annual discussions on the subject, would be avoided. 

The possession of the £11,015,100 advanced by the Bank has 
ever been considered as affording additional security to the public, 
and contributing to that entire confidence at all times placed in 
the solidity of the Bank; and although at an interest of three per 
cent. the loan may not at this moment impose any pecuniary 
sacrifice on the Bank, we see no benefit likely to arise to the 
public from its repayment. We, therefore, think it for the public 
good that it should be retained; and we would at the same time 
remark that any reduction in the interest on this loan will neces
sarily diminish to a corresponding extent the profit in the Issue 
department of the Bank. . 

Referring to the estimate of the profit to be derived from the 
department of Issue, we must remark that we calculate its annual 
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expense at £113,000 per annum: a large outlay being incurred 
for the sole accommodation· of the public, by Bank-notes riot 
being· re-issued in London; by the complete registration of the 
issue and cancelment of each note; by the preservation of the 
cancelled notes for 10 years for the purpose of legal niference, 
so that each note can, in case of need, be traced, and frauds thus 
be detected; and finally, by the ready supply of notes for bullion 
or coin; besides various other arrangements adopted solely for 
the public convenience. A re-issue of notes was commenced, as 
a measure of economy, in the year 1838; but so much incon
venience was experienced by the bankers and the public that it 
was abandoned, and the Bank now issues about 20,000 notes, 
averaging in amount from £600,000 to £700,000, cancelling also 
the same number and value daily. 

The allowance at present made to ~hose Joint Stock and Private 
Banks under engagement to issue only Bank of England paper, 
will, at one per cent., amount to £24,000, as appears by the 
Parliamentary Return; and we submit the following as the correct 
calculation, viz.: 

£14,000,000 at tru:ee per cent. 
Deduct the Expences 

Present allowance to the Banks and Banking 
Companies 

£ 
4 20,000 
113,000 

30 7,000 

Leaves • . £283,000 

before any payment is made to the Government. 
Iri reference to the position of the Bank, as having the manage

ment of the public debt and the benefit of the Government 
deposits, we wish to state, that the advantage from the former 
is diminished by the great risk of forgery, and from the latter by 
the alteration of the Exchequer accounts in 1834, which con
siderably reduced the amount of the public balances; but in reply 
to the proposed understanding, that the Government will retain 
an entire discretion as to the amount of such deposits, and as to 
a participation in the profits arising from them, if they should, 
from any circumstances, be materially increased, we beg to say 
that we should not object to this, provided that it is conceded 



CORRESPONDENCE CONCERNING RENEWAL OF CHARTER 125 
by the Government that an allowance will be made to the Bank 
if the balances are reduced below their present amount. 

The benefits to the Bank will also be further reduced by the 
expenses which will be incurred in the collection of the ordinary 
revenue; and, in reference to these, it should be stated that, in 
the year 1843, the clerks of the Bank travelled on the Revenue 
account 75,090 miles, with the risk attending the custody and 
transit of [,9,047,000; the moneY,being brought immediately to 
the credit of the Government, saving to the public a considerable 
amount of interest and risk. Taking these circumstances into 
consideration, and bearing in mind that, under the proposed 
arrangement, the Bank will derive no advantage from the exten
sion of its circulation, with all the responsibility, an abatement 
from the [,120,000 hitherto allowed to the public may reasonably 
be expected; for, if the Bank continues this payment to the 
Government, together with a liability to the estimated amount 
of the stamp duty on the notes issued on the [,14,000,000 of 
securities, viz. [,49,000, making a total of [,169,000, and incurs, 
besides, the whole responsibility of the extended circulation with
out profit, the Court is of opinion that it will be called upon to 
make a larger sacrifice than in reason and justice can be required. 

We have, &c., , 
(signed) WILLIAM CoTTON, Governor. 

J. B. HEATH, Deputy Governor. 

To the Gooernor and Deputy GOOernOf" of the Bank. 

Downing-street, 2 May 1844. 
GENTLEMEN, 

I have the honour to acknowledge the receipt of your letter of 
t~e 30th ultimo. 

It is satisfactory to Her Majesty's Government to learn that 
there is, on the part of the Bank of England, a general concurrence 
in the principle of the proposals conveyed in my letter of the 
27th ultimo, and of their readiness to co-operate in giving effect 
to them. They obsecve with pleasure that, notwithstanding the 
doubts which you suggest as to its utility, you offer no objection 
to a weekly publication of the state of the Banking as well as of 
the Issue department.· 
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That measure was recommended to you on behalf of the 
Government under the conviction that such a publication would 
be advantageous to the public, and would carry with it the 
strongest evidence of the stability and credit of the institution 
oyer which you preside; and upon the same grounds it still 
appears to the Government to be of essential importance. 

I agree with you that if the renewal of the existing prohibition 
against accepting bills within the 6s-mile circle round London 
lead to the introduction of a new paper circulation, it might 
materially interfere with the object of the proposed arrangement. 

An attempt might undoubtedly be made now to guard against 
such an evil conseque~ce by imposing generally, and in the case 
of all banking establishments, a limit upon the sum for which 
bills to be accepted might be drawn, or by extending the dates 
at which they might become payable. But while such a measure 
might fail in proving an effective check upon future evasion, it is 
calculated to raise impediments in the way of legitimate banking 
business. It appears therefore more advisable to trust for a 
remedy for so serious an evil to the power of the Government 
(a power which will not fail to be exercised if the abuse should 
arise), of applying by new legislative enactment an adequate 
corrective. 

Her Majesty's Government have well weighed the reasons 
which you have urged for preferring a renewal of the Charter 
upon the terms granted in 1833; namely, for 20 years, with a 
power of terminating it by a notice given at the expiration of ten. 

In making the proposal contained in my letter of the 27th 
ultimo, the Government were mainly influenced by the considera
tion (to which you appear also to attach much weight) that it was 
riot advisable unnecessarily. to agitate questions affecting the 
Banking interests and Currency of the country. We confidently 
hope that the arrangement now to be made will be found at the 
end of 10 years to have satisfied public ~xpectation; and in that 
case there would probably be a disposition. encouraged by the 
knowledge that the subject was at any time open to discussion, 
to forbear from proposing a change in the existing system. But, 
on the other hand, if the opportunity of revision afforded at the 
end. of 10 yearS was not again to occur till the expiration of a 
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similar period, the necessity of reviewing what was otherwise to 
be for so long a time irrevocable, could scarcely be denied. 

On these grounds Her Majesty's Government consider that it 
would be more for the public interests that the Charter should 
be continued as proposed in my former letter. 

The reasons offered by you for the retention by the public of 
the [, I I ,000,000 advanced by the Bank are entitled to considerable 
weight; and in the event of the acquiescence of the Bank in the 
terms proposed, Her Majesty's Government are prepared to con
sent to that debt remaining during the further continuance of the 
Charter, on its present footing. 

With respect to. the public balances in the hands of the Bank, 
I deem it unnecessary to make any observation. The Govern
ment must necessarily retain an unfettered discretion as to the 
amount which it may be proper to keep in- the Bank; and in 
the event of any extraordinary accumulation beyond the usual 
amount, it would be hereafter, as it has been heretofore, com
petent to them to make any arrangement with the Bank which 
might appear to them conducive to the public interests. 

With reference to the expenses of the department of Issue, 
I readily admit the importance of not discontinuing any of those 
facilities which the Bank has hitherto afforded to the public, 
although necessarily attended with an increase of charge; nor, 
after a due consideration of the detail of the expenditure of 
[,113,000, which you have assigned to the Issue department, am 
I prepared to state that it is excessive; but after making the 
deductions which you have specified, the profit of the Issue 
department still amounts to [,283,000. 

Under these circumstances I cannot feel myself authorised to 
hold out to the Bank any expectation of an abatement from the 
sum of [,120,000 which they now allow to the public; nor can 
I admit the payment of ['49,000 to be an adequate compensation 
for the sum which would accrue to the public from leaving the 
Bank of England notes still subject to stamp duty. The sum 
latterly received on this account has been, as I previously stated, 
[,60,000. 

I should certainly have preferred the continued payment by 
the Bank of duty on the amount of notes in circulation. By the 
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arrangement, however, which I have proposed, the public will hence
forth be entitled to receive the whole net profit of any issue of notes 
founded on any addition to the fixed amount of securities. The 
stamp duty on such notes would necessarily be a deduction from 
the profit for which the Bank would have to account; and I anti
cipate considerable difficulty, in the case of such additional issue, 
of ascertaining the precise proportion of such issue which might 
be in circulation, and on which alone the duty would attach. 

I am therefore prepared on the part of the Government to 
accept as compensation for the stamp duty a sum of £60,000. 
If, therefore, the Bank of England are prepared to make a fixed 
annual payment to the public, amounting in the whole to 
£180,000, subject to the several conditions which I have in this 
and in my former letter submitted to you, Her Majesty's Govern
ment will be prepared to recommend to Parliament the con
tinuance of the Charter for the period which I have specified. 

(signed) HENRy GOULBURN. 

To the Right Honourable the Chancellor of the Exchequer, etc. 

Bank of England, 3 May 1844. 
SIR, 

We have to acknowledge your letter of the 2d instant, which 
we have submitted to the consideration of the Court of Directors; 
and although they are still of opinion that some abatement from 
the £120,000 allowed to the public might reasonably have been 
expected, they have resolved, in order that no obstacle may be 
presented by them to the measures which are considered desirable 
by Her Majesty's Ministers to place the Currency on a sounder 
footing, to recommend to the Court of Proprietors to accede tc 
the proposals of the Government. 

We have, &c. 
(signed) WILLIAM COTTON, Governor. 

J. B. HEATH, Deputy Governor. 
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An Act to regulate the Issue of Bank Notes, and for giving 
to the Governor and Company of the Bank of England 
certain Privileges for a limited Period. (19th July 1844.) 

, Whereas it is expedient to regulate the Issue of Bills or Notes 
, payable on Demand: And whereas an Act was passed in the 
, Fourth Year of the Reign of His late Majesty King William 
, the Fourth, intituled An Act for giving the Corporation of the 
, Governor and Company of the Bank of England certain Privileges 
, for a limited Period, under certain Conditions; and it is expedient 
'that the Privileges of exclusive Banking therein mentioned 
, should be continued to the said Governor and Company of the 
, Bank of England, with such Alterations as are herein-contained, 
, upon certain Conditions; , May it therefore please Your Majesty 
that it may be enacted; and be it enacted by the Queen's most 
Excellent Majesty, by and with the Advice and Consent of the 
Lords Spiritual and Temporal, and Commons, in this present 
Parliament assembled, and by the Authority of the same, That 
from and after the Thirty-first Day of August One thousand eight 
hundred and forty-four the Issue of Promissory Notes of the 
Governor and Company of the Bank of England, payable on 
Demand, shall be separated, and thenceforth kept wholly distinct 
from the general Banking Business of the said Governor and 
Company; and the Business of and relating to such Issue shall 
be thenceforth conducted and carried on by the said Governor 
and Company in a separate Department, to be called ' The Issue 
Department of the Bank of Englmid,' subject to the Rules and 
Regulations herein-after contained; and it shall be lawful for the 
Court of Directors of the said Governor and Company, if they 
shall think fit, to appoint a Committee or Committees of Directors 
for the Conduct and Management of such Issue Department of 
the Bank of England, and from Time to Time to remove the 
Members, and define, alter, and regulate the Constitution and 
Powers of such Committee, as they shall think fit, subject to any 
Bye-Laws, Rules, or Regulations which may be made for that 
Purpose: Provided nevertheless, that the said Issue Department 
shall always be kept separate and distinct from the Banking 
Department of the said Governor and Company. 

I K 
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II. And be it enacted, That upon the Thirty-first D~y of August 
One thousand eight hundred and forty-four there shall be trans
ferred, appropriated, and set apart by the said Governor and 
Company to the Issue Department ·of the Bank of England 
Securities to the Value of Fourteen million Pounds, whereof the 
Debt due by the Public to the said Governor and Company shall 
be and be deemed a Part; and there shall also at the same Time 
be transferred, appropriated, and set apart by the said Governor 
and Company to the said Issue Department so much of the Gold 
Coin and of Gold and Silver Bullion then held by the Bank of 
England as shall not be required by the Banking Department 
thereof; and thereupon there shall be delivered out of the said 
Issue Department into the said Banking Department of the Bank 
of England such an Amount of Bank of England Notes as, together 
with the Bank of England Notes then in circulation, shall be equal 
to the aggregate Amount of the Securities, Coin, and Bullion so 
transferred to the said Issue Department ofthe Bank of England; 
and the whole Amount of Bank of England Notes then in circula
tion, including those delivered to the Banking Department of the 
Bank of England as aforesaid, shall be deemed to be issued on 

. the Credit of such Securities, Coin, and Bullion so appropriated 
and set ap!ll1 to the said Issue Department; and from thenceforth 
it shall not be lawful for the said Governor and Company to 
increase the Amount of Securities for the Time being in the said 
Issue Department, save as herein-after is mentioned, but it shall 
be lawful for the said Governor and Company to diminish the 
Amount of such Securities, and again to increase the same to any 
Sum not exceeding in the whole the Sum of Fourteen million 
Pounds, and so from Time to Time as they shall see occasion; 
and from and after such Transfer and Appropriation to the said 
Issue Department as aforesaid it shall not be lawful for the said 
Governor and Company to issue Bank of England Notes, either 
into the Banking Department of the Bank of England,. or to any 
Persons or Person whatsoever, save in exchange for other Bank 
of England Notes, or for Gold Coin or for Gold or Silver Bullion 
received or purchased for the said Issue Department under the 
Provisions of this Act, or in exchange for Securities acquired and 
taken in the said Issue Department under the Provisions herein 
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contained: Provided always, that it shall be lawful for the said 
Governor and Company in their Banking Department to issue all 
such Bank of England Notes as they shall at any Time receive from 
the said Issue Department or otherwise, in the same Manner in 
all respects as such Issue would be lawful to any other Person or 
Persons. 
III. 'And whereas it is necessary to limit the Amount of Silver 
, Bullion on which it shall be lawful for the Issue Department 
, of the Bank of England to issue Bank of England Notes; , be it 
therefore enacted, That it shall not be lawful for the Bank of 
England to retain in the Issue Department of the said Bank at 
anyone Time an Amount of Silver Bullion exceeding One Fourth 
Part of the Gold Coin and Bullion at such Time held by the 
Bank of England in the Issue Department. , 
IV. And be it enacted, That from and after the Thirty-first Day 
of August One thousand eight hundred and forty-four all Persons 
shall be entitled to demand from the Issue Department of the 
Bank of England Bank of England Notes in exchange for Gold 
Bullion, at the Rate of Three Pounds Seventeen Shillings and 
Nine-pence per Ounce of Standard Gold; Provided always, that 
the said Governor and· Company shall in all cases be entitled to 
require such Gold Bullion to be melted and assayed by Persons 
approved by the said Governor and Company at the Expence of 
the Parties tendering such Bullion. 

V. Provided always, and be it enacted, That if any Banker who 
on the Sixth Day of May One thousand eight hundred and forty
four was issuing his own Bank Notes shall cease to issue his own 
Bank Notes, it shall be lawful for Her Majesty in Council· at any 
Time after the Cessation of such Issue, upon the Application of 
the said Governor and Company, to authorize and empower 
the said Governor and Company to increase the Amount of 
Securities in the said Issue Department beyond the total Sum 
or Value of Fourteen million Pounds, and thereupon to issue 
additional Bank of England Notes to an Amount not exceeding 
such increased Amount of Securities specified in such Order in 
Council, and so from Time to Time: Provided always, that such 
increased Amount of Securities specified in such Order in Council 

KZ 
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shall in no case exceed the Proportion of Two Thirds the Amount 
of Bank Notes which the Banker so ceasing to issue may have 
been authorized to issue under the Provisions of this Act; and 
every such Order in Council shall be published in the next 
succeeding London Gazette. 

VI. And be it enacted, That an Account of the Amount of Bank 
of England Notes issued by the Issue Department of the Bank of 
England, and of Gold Coin and of Gold and Silver Bullion 
respectively, and of Securities in the said Issue Department, and 
also an Account of the Capital Stock, and the Deposits, and of 
the Money and Securities belonging to the said Governor and 
Company in the Banking Department of the Bank of England, 
on some Day in every Week to be fixed by the Commissioners 
of Stamps and Taxes, shall be transmitted by the said Governor 
and Company weekly to the said Commissioners in the Form 
prescribed in the Schedule hereto annexed marked (A.), and shall 
be published by the said Commissioners in the next succeeding 
London Gazette in which the same may be conveniently inserted. 

VII. And be it enacted, That from and after the said Thirty-first 
Day of August One thousand eight hundred and forty-four the 
said Governor and Company of the Bank of England shall be 
released and discharged from the Payment of any Stamp Duty, 
or composition in respect of Stamp Duty, upon or in respect of 
their Promissory Notes payable to Bearer on Demand; and all 
such Notes shall thenceforth be and continue free and wholly 
exempt from all Liability to any Stamp Duty whatsoever. . 

VIII. And be it enacted, That from and after the Thirty-first 
Day of August One thousand eight hundred and forty-four the 
Payment or Deduction of the annual Sum of One hundred and 
twenty thousand Pounds, made by the said Governor and Com
pany under the Provisions of the said Act passed in the Fourth 
Year of the Reign of His late Majesty King William the Fourth, 
out,of the Sums payable to them for the Charges of Management 
of the public Unredeemed Debt, shall cease; and in lieu thereof 
the said Governor and Company, in consideration of the Privi
leges of exclusive Banking, and the Exemption from Stamp 
Duties, given to them by this Act, shall during the Continuance 
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of such Privileges and such Exemption respectively, but no 
longer, deduct and allow to the Public, from the Sums now 
payable by Law to the said Governor and Company for the 
Charges of Management of the Public Unredeemed Debt, the 
aJinual Sum of One hundred and eighty thousand Pounds, any 
thing in any Act or Acts of Parliament, or in any Agreement, to 
the contrary notwithstanding: Provided always, that such Deduc
tion shall in no respect prejudice or affect the Rights of the said 
Governor and Company to be paid for the Management of the 
Public Debt at the Rate and according to the Terms provided in 
an Act passed in the Forty-eighth Year of the Reign of His late 
Majesty King George the Third intituled An Act to authorize the 
advancing for the Puhlic Service, upon certain Conditions, a Pro
portion of the Balance rema':ning in the Bank of England, for the 
Payment of Unclaimed Dividends, Annuities, and Lottery Prizes, 

. and for regulating the Allowances to be made for the Management 
of the National Debt. 
IX. And be it enacted, That in case, under the Provisions herein
before contained, the Securities held in the said Issue Department 
of the Bank of England shall at any Time be increased beyond 
the total Amount of F9urteen million Pounds, then and in each 
and every Year in which the same shall happen, and so long as 
such Increase shall continue, the said GO'Vernor and Company 
shall, in addition to the said annual Sum of One hundred and 
eighty thousand Pounds, make a further Payment or Allowance 
to the Public, equal in Amount to the net Profit derived in the 
said Issue Department during the current Year from such addi
tional Securities, after deducting the Amount of the Expences 
occasioned by the additional Issue during the same Period, which 
Expences shall include the Amount of any and every Composition 
or Payment to be made by the said Governor and Company to 
any Banker in consideration of the Discontinuance at any Time 
hereafter of the Issue of Bank Notes by such Banker; and such 
further Payment or Allowance to the Public by the said Governor 
and Company shall, in every Year while the Public shall be 
entitled to receive the same, be deducted from the Amount by 
Law payable to the said Governor and Company for the Charges 
of Managp.ment of the Unredeemed Public Debt, in the same 

K3 
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Mariner as the said annual Sum of One hundred and eighty 
thousand Pounds is hereby directed to be deducted therefrom. 

X. And be it enacted, That from and after the passing of this Act 
no Person other than a Banker who on the Sixth Day of May 
One thousand eight hundred and forty-four was lawfully issuing 
his own Bank Notes shall make or issue Bank Notes in any Part 
ofthe United Kingdom. 

XI. And be it enacted, That from and after the passing of this 
Act it shall not be lawful for any Banker to draw, accept, make, 
or issue, in EnglmuJ or Wales, any Bill of Exchange or Promissory 
Note or Engagement for the Payment of Money payable to Bearer 
on Demand, or to borrow, owe, or take up, in Engklnd or Wales, 
any Sums or Sum of Money on the Bills or Notes of such Banker 
payable to Bearer on Demand, save and except that it shall be 
lawful for any Banker who was on the Sixth Day of May One 
thousand eight hundred and forty-four carrying on the Business 
of a Banker in Engklnd or Wales, and was then lawfully issuing, 
in EnglmuJ or Wales, his own Bank Notes, under the Authority 
of a Licence to that Effect, to continue to issue such Notes to the 
Extent and under the Conditions herein-after mentioned, but not 
further or otherwise; and the Right of any Company or Partner
ship to continue to issue such Notes shall not be in any Manner 
prejudiced or affected by any Change which may hereafter take 
place in the personal Composition of such Company or Partner
ship, either by the Transfer of any Shares or Share therein, or 
by the Admission of any new Partner or Member thereto, or by 
the Retirement of any present Partner or .Member therefrom; 
Provided always, That it shall not be laWful for any Company or 
Partn"ership now consisting of only Six or less than Six Persons 
to issue Bank Notes at any Time after the Number of Partners 
therein shall exceed Six in the whole. 
XII. And be it enacted, That if any Banker in any Part of the 
United Kingdom who after the passing of this Act shall be en
titled to issue Bank Notes shall become bankrupt, or shall cease 
to carry on the Business of a Banker, or shall discontinue the 
Issue of Bank Notes, either by Agreement with the Governor and 
Company of the Bank of England or otherwise, it shall not be 
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lawful for such Banker at any Time thereafter to issue any such 
Notes. 

XIII. And be it enacted, That every Banker claiming under this 
Act to continue to issue Bank Notes in England or Wales shall, 
within One Month next after the passing of this Act, give Notice 
in Writing to the Commissioners of Stamps and Taxes at their 
Head Office in London of such Claim, and of the Place and Name 
and Firm at and under which such Banker has Issued such Notes 
during the Twelve Weeks next preceding the Twenty-seventh 
Day of April last ; a~d thereupon the said Commissioners shall 
ascertain if such Banker was on the Sixth Day of May One 
thousand eight hundred and forty-four carrying on the Business 
of a Banker, and lawfully issuing his own Bank Notes in England 
or Wales, and if it shall so appear then the said Commissioners 
shall proceed to ascertain the average Amount of the Bank Notes 
of such Banker which were in circulation during the said Period 
of Twelve Weeks preceding the Twenty-seventh Day of April 
last, according to the Returns made by such Banker in pursuance 
of the Act passed in the Fourth and Fifth Years of the Reign of 
Her present Majesty, intituled An Act to make further Provision 
relatiw to the Return.r to be mmJe by Bank.r of the Amount of their 
Notes in circulation; and the said Commissioners or any Two of 
them shall certify under their Hands to· such Banker the said 
average Amount, when so ascertained as aforesaid; and it shall be 
lawful for every such Banker to continue to issue his own Bank 
Notes after the passing of this Act: Provided nevertheless, that 
such Banker shall not at any Time after the Tenth Day of October 
One thouiand eight hundred and forty-four have in circulation 
upon the Average of a Period of Four Weeks, to be ascertained 
as herein-after mentioned, a greater Amount of Notes than the 
Amount so specified. 

XIV. Provided always, and be it enacted, That if it shall be made 
to appear to the Commissioners of Stamps and Taxes that any 
Two or more Banks have, by written Contract or Agreement 
(which Contract or Agreement shall be produced to the said 
Commissioners), become united within the Twelve Weeks next 
preceding SItch Twenty-seventh Day of April as aforesaid, it shall 
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be lawful for the said Commissioners to ascertain the average 
Amount of the Notes of each such Bank in the Manner herein
before directed, and to certify the average Amount of the Notes 
of the Two or more Banks so united as the Amount which the 
united Banks shall thereaftter be authorized to issue, subject to 
the Regulations of this Act. 

XV. And be it enacted, That the Commissioners of Stamps and 
Taxes shall, at the Time of certifying to any Banker such Parti
culars as they are herein-before required to certify, also publish a 
Duplicate of their Certificate thereof in the next succeeding London 
Gazette in which the same may be conveniently inserted; and the 
Gazette in which such Publication shall be made shall be conclu
sive Evidence in all Courts whatsoever of the Amount of Bank 
Notes which the Banker named in such Certificate or Duplicate is 
by Law authorized to issue and to have in circulation as aforesaid. 

XVI. And be it enacted, That in case it shall be made to appear 
to the Commissioners of Stamps and Taxes, at any Time here
after, that any Two or more Banks, each such Bank consisting of 
not more than Six Persons, have, by .written Contract or Agree
ment (which Contract or Agreement shall be produced to the said 
Commissioners), become united subsequently to the passing of 
this Act, it shall be lawful to the said Commissioners, upon the 
Application of such united Banks, to certify, in manner herein
before mentioned, the Aggregate of the Amounts of Bank Notes 
which· such separate Banks were previously authorized to issue, 
and so from Time to Tune; and every such Certificate shall be 
published in manner herein-before directed; and from and after 
such Publication the Amount therein stated shall be and be deemed 
to be the Limit of the Amount of Bank Notes which such united 
Bank may.have in circulation; provided always, that it shall not be 
lawful for any such united Bank to issue Bank Notes at any Time 
after the Number of Partners therein shall exceed Six in the whole. 

XVII. And be it enacted, That if the monthly average Circula
tion of Bank Notes of any Banker, taken in the Manner herein
after directed, shall at any Time exceed the Amount which such 
Banker is authorized to issue and have in circulation under the 
Provisions of this Act, such Banker shall in every such Case 
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forfeit a Sum equal to the Amount by which the average monthly 

- Circulation, taken as aforesaid, shall have exceeded the Amount 
which such Banker was authorized to issue and to have in circula
tion as aforesaid. 
XVIII. And be it enacted, That every Banker in Engltmd and 
Wales who, after the Tenth Day of October One thousand eight 
hundred and forty-four, shall issue Bank Notes shall on some 
One Day in every Week after the Nineteenth Day of October One 
thousand eight hundred and forty-four (such Day to be fixed by 
the Commissioners of Stamps and Taxes) transmit to the said 
Commissioners an Account of the Amount of the Bank Notes of 
such Banker in circulation on every Day during the Week ending 
on the next preceding Saturday, and also an Account of the 
average Amount of the Bank Notes of such Banker in circulation 
during the same Week; and on completing the first Period of 
Four Weeks, and so on completing each successive Period of Four 
Weeks, every such Banker shall annex to such Account the average 
Amount of Bank Notes of such Banker in circulation during the 
said Four Weeks, and also the Amount of Bank Notes which such 
Banker is authorized to issue under the Provisions of this Act; 
and every such Account shall be verified by the Signature of such 
Banker or his Chief Cashier, or, in the Case of a Company or 
Partnership, by the Signature of a Managirig Director or Partner 
or Chief Cashier of such Company or Partnership, and shall be 
made in the Form to this Act annexed marked (B.); and so much 
of the said Return as states the weekly &~!rage Amount of the 
Notes of such Bank shall be published by the said Commissioners 
in the neu succeeding London Gazette in which the same may be 
conveniently inserted; and if any such Banker shall neglect or 
refuse to render any such Account in the Form and at the Time 
required by this Act, or shall at any Time render a false Account, 
such Banker shall forfeit the Sum of One hundred Pounds for 
every such Offence. 
XIX. ktd be it enacted, That for the Purpose of ascertaining 
the monthly average Amount of Bank Notes of each Banker in 
circulation the aggregate of the Amount of Bank Notes of each 
such Banker in circulation 00 every Day of Business during the 
first complete Period of Four Weeks next after the Tenth Day 
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of October One thousand eight hundred and forty-four, such 
Period ending on a Saturikly, shall be divided by the Number 
of Days of Business of such Four Weeks, and the Average so 
ascertained shall be deemed to be the Average of Bank Notes of 
each such Banker in circulation during such Period of Four 
Weeks, and so in each successive Period of Four Weeks, and 
such Average is not to exceed the Amount certified by the Com
missioners of Stamps and Taxes as aforesaid. 
XX. 'And whereas, in order to insure the rendering of true and 
, faithful Accounts of the Amount of Bank Notes in circulation, 
, as directed by this Act, it is necessary that the Commissioners 
, of Stamps and Taxes should be empowered to cause the Books 
, of Bankers issuing such Notes to be inspected, as herein-after 
, mentioned i ' be it therefore enacted, That all and every the 
Book and Books of any Banker who shall issue Bank Notes under 
the Provisions of this Act, in which shall be kept, contained, or 
entered any Account, Minute, or Memorandum of or relating to 
the Bank Notes issued or to be issued by such Banker, or of or 
relating to the Amount of such Notes in circulation from Time 
to Time, or any Account, Minute, or Memorandum the Sight or 
Inspection whereof may tend to secure the Rendering of true 
Accounts of the average Amount of such Notes in circulation, as 
directed by this Act, or to test the Truth of any such Account, 
shall be open fo~ the Inspection and Examination, at all seasonable 
Times, of any Officer of Stamp Duties authorized in that Behalf 
by Writing, signed by the CommissionerS of Stamps and Taxes 
or any Two of them; and every such Officer shall be at liberty 
to take Copies of or Extracts from any such Book or Account as 
aforesaid; and if any Banker or other Person keeping any such 
Book, or having the Custody or Possession thereof, or Power to 
produce the same, shall, .upon Demand made by any such 
Officer, showing (if required) his Authority in that Behalf, 
refuse to produce any such Book to such Officer for his In
spection and Examination,_ or to permit him to inspect and 
examine the same, or to take Copies thereof or Extracts there
from,or of or from any such Account, Minute, or Memo
randum as aforesaid kept, contained, or entered therein, every 
such :Banker or other Person so offending shall for every such 
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Offence forfeit the Sum of One hundred Pounds; Provided 
always, that the said Commissioners shall not exercise the 
Powers aforesaid without the Consent of the Commissioners of 
Her Majesty's Treasury. 
XXI. And be it enacted, That every Banker in England and 
Wales who is now carrying on or shall hereafter carry on Business 
as such shall on the First Day of Januory in each Year, or within 
Fifteen Days thereafter, make a Return to the Commissioners of 
Stamps and Taxes at their Head Office in London of his Name, 
Residence, and Occupation, or, in the Case of a Company or 
Partnership, of the Name, Residence, and Occupation of every 
Person composing and being a Member of such Company or 
Partnership, and also the Name of the Firm under which such 
Banker, Company, or Partnership carry on the Business of Bank
ing, and of every Place where such Business is carried on; and 
if any such Banker, Company, or Partnership shall omit or refuse 
to make such Return within Fifteen Days after the First Day of 
Januory, or shall wilfully make other than a true Return of the 
Persons as herem required, every Banker, Company, or Partner
ship so offending shall forfeit and pay the Sum of Fifty Pounds; 
and the said Commissioners of Stamps and Taxes shall on or 
before the First Day of March in every Year publish in some 
Newspaper circulating within each Town or'County respectively 
a Copy of the Return so made by every Banker, Company, or 
Partnership carrying on the Business of Bankers within such 
Town or County respectively, as the Case a'Jly be. 
XXII. And be it enacted, That every Banker who shall be liable 
by Law to tde out a Licence from the Commissioners of Stamps 
and Taxes to authorize the issuing of Notes or Bills shall take 
out a separate and distinct Licence for every Town or Place at 
which he shall, by himself or his Agent, issue any Notes or Bills 
requiring such Licence to authorize the issuing thereof, any thing 
in any former Act contained to the contrary thereof notwith
standing: Provided always, That no Banker who on or before the 
Sixth Day of May One thousand eight hundred and forty-four 
had taken out Four such Licences, which on the said last
mentioned Day were respectively in force, for the issuing of any 
such Notes or Bills at more than Four separate Towns or Places, 
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shall at any Time hereafter be required to take out or have in 
force at one and the same Time more than Four such Licences 
to authorize the issuing of such Notes or Bills at all or any of the 
same Towns or Places specified in such Licences in force on the 
said Sixth Day of May One thousand eight hundred and forty
four; and at which Towns or Places respectively such Bankers 
had on or before the said last-mentioned Day issued such Notes 
or Bills in pursuance of such Licences or any of them respectively. 
XXIII. 'And whereas the several Bankers named in the Schedule 
, hereto annexed marked (C.) have ceased to issue their own Bank 
, Notes under certain Agreements with the Governor and Com
, pany of the Bank of England; and it is expedient that such 
, Agreements should cease and determine on the Thirty-first Day 
, of December next, and that such Bankers should receive by way 
'of Compensation such Composition as hereafter mentioned; and 
, a List of such Bankers, and a Statement of the maximum Sums 
, in respect of which each such Banker is to receive Compensa
, tion, hath been delivered to the Commissioners of Stamps and 
, Taxes, signed by the Chief Cashier of the Bank of England; , 
be it therefore enacted, That the several Agreements subsisting 
between the said Governor and Company and the several Bankers 
mentioned in the Schedule hereto relating to the Issue of Bank 
of England Notes shall cease and determine on the Thirty-first 
Day of December next; and from and after that Day the said 
Governor and Company shall pay and allow to the several Bankers 
named in the Schedule hereto marked (C.), so long as such 
Bankers shall be willing to receive the same, a Composition at 
and after the Rate of One Pound per Centum per Annum on the 
average Amount of the Bank of England Notes issued by such 
Bankers respectively and actually remaining in circulation, to be 
ascertained as follows; (that is to say,) on some Day in the Month 
of April One thousand eight hundred and forty-five, to be deter
mined by the said Governor and Company, an Account shall be 
taken of the Bank of England Notes delivered to such Bankers 
respectively by the said Governor and Company within Three 
Months nex! preceding, and of such of the said Bank of England 
Notes as shall have been returned to the Bank of England, and 
the Balance shall be deemed to be the Amount of Bank of England 
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Notes issued by such Bankers respectively, and kept in circula
tion; and a similar Account shall be taken at Intervals of Three 
Calendar Months; and the Average of the Balances ascertained 
on taking Four such Accounts shall be deemed to be the average 
Amount of Bank of England Notes issued by such Bankers 
respectively and kept in circulation during the Year One thousand 
eight hundred and forty-five, and on which Amount such Bankers 
are respectively to receive the aforesaid Composition of One per 

. Centum for the Year One thousand eight hundred and forty-five; 
and similar Accounts shall be taken in each succeeding Year; but 
in each Year such Accounts shall be taken in different Months 
from those in which the Accounts of the last preceding Year were 
taken, and on different Days of the Month, such Months and 
Days to be determined by the said Governor and Company; and 
the Amount of the Composition payable as aforesaid shall be paid 
by the said Governor and Company out of their own Funds; and 
in case any Difference shall arise between any of such Bankers 
and the Governor and Company of the Bank of England in respect 
of the Composition payable as aforesaid, the same shall be deter
mined by the Chancellor of the Exchequer for the Time being, 
or by some Person to be named by him, and the Decision of the 
Chancellor of the Exchequer, or his Nominee, shall be final and 
conclusive: Provided always, that it shall be lawful for any Banker 
.named in the Schedule hereto annexed marked (C.) to discontinue 
the Receipt of such Composition as aforesaid, but no such Banker 
shall by such Discontinuance as aforesaic lbereby acquire any 
Right or Title to issue Bank Notes. 
XXIV. Anti be it enacted, That it shall be lawful for the said 
Governor and Company to agree with every Banker who, under 
the Provisions of this Act, shall be entitled to issue Bank Notes, 
to allow to such Banker a Composition at the Rate of One per 
Centum per Annum on the Amount of Bank of England Notes 
which shall be issued and kept in circulation by such Banker, as 
a Consideration for his Relinquishment of the Privilege of issuing 
his own Bank Notes; and all the Provisions herein contained for 
ascertaining and determining the Amount of Composition payable 
to the several Bankers named in the Schedule hereto marked (C.) 
shall apply to all such other Bankers with whom the said Governor 
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and -Company are hereby authorized to agree as aforesaid; pro
vided that the Amount of Composition payable to such Bankers 
as last aforesaid shall in every Case in which an Increase of 
Securities in the Issue Department shall have been authorized 
by any Order in Council be deducted out of the Amount payable 
by the said Governor and Company to the Public under the Pro
visions herein contained: Provided always, that the total Sum 
payable to any Banker, under the Provisions herein contained, by 
way of Composition as aforesaid, in any One Year, shall not 
exceed, in case of the Bankers mentioned in the Schedule hereto 
marked (C.), One per Centum on the several Sums set against the 
Names of such Bankers respectively in the List and Statement 
delivered to the Commissioners of Stamps as aforesaid, and in 
the Case of other Bankers shall not exceed One per Centum on 
the Amount of Bank Notes which such Bankers respectively 
would otherwise be entitled to issue under the Provisions herein 
contained. 

XXV. And be it enacted, That all the Compositions payable to 
the several Bankers mentioned in the Schedule hereto marked 
(C.), and such other Bankers as shall agree with the said Governor 
and Company to discontinue the Issue of their own Bank Notes 
as aforesaid, shall, if not previously determined by the Act of 
such Banker as herein-before provided, cease and determine on 
the First Day of August One thousand eight hundred and fifty
six, or on any earlier Day on which Parliament may prohibit the 
Issue of Bank Notes. 

XXVI. And be it enacted, That from and after the passing of 
this Act it shall be lawful for any Society or Company or any 
Persons in Partnership, though exceeding Six in Number, carry"; 
ing on -the Business of Banking in London, or within Sixty-five 
Miles thereof, to draw, accept, or endorse Bills of Exchange, not 
being payable to Bearer on Demand, any.thing in the herein
before recited Act passed in the Fourth Year of His said Majesty 
King William the Fourth, or in any other Act, to the contrary 
notwithstanding. 

XXVII. And be it enacted, That the said Governor and Com
pany of the Bank of England shall have and enjoy such exclusive 
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Privilege of Banking as is given by this Act, upon such Tenns 
and Conditions, and subject to the Tennination thereof at such 
Time and in such Manner as is by this Act provided .and specified; 
and all and every the Powers and Authorities, Franchise, Privi
leges, and Advantages, given or recognised by the said recited 
Act passed in the Fourth Year of the Reign of His Majesty King 
William the Fourth, as· belonging to or enjoyed by the said 
Governor and Company of the Bank of England, or by any sub
sequent Act or Acts of Parliament, shall be and the same are 
hereby required to be in full Force,. and continued by this 
Act, except so far as the same are altered by this Act; subject 
nevertheless to Redemption upon the Terms and Conditions fol
lowing; (that is to say,) at any Time upon Twelve Months Notice 
to be given after the First Day of August One thousand eight 
hundred and fifty-five, and upo~ Repayment by Parliament to 
the said Governor and Company or their Successors of the Sum 
of Eleven millions fifteen thousand and one hundred Pounds, 
being the Debt now due from the Public to the said Governor 
and Company, without any Deduction, Discount, or Abatement 
whatsoever, and upon Payment to the said Governor and Com
pany and their Successors of all Arrears of the Sum of One 
hundred thousand Pounds per Annum, in the last-mentioned Act 
mentioned, together with the Interest or Annuities payable upon 
the said Debt or in respect thereof, and also upon Repayment of 
all the Principal and Interest which shall be owing unto the said 
Governor and Company and their Successors upon all such 
Tallies, Exchequer Orders, Exchequer Bills, or Parliamentary 
Funds which the said Governor and Company or their Successors 
shall have remaining in their Hands or be entitled to at the Time 
of such Notice to be given as last aforesaid, then and in such 
Case, and not till then, the said exclusive Privileges of Banking 
granted by this Act shall cease and detennine at the Expiration 
of such Notice at Twelve Months; and any Vote or Resolution 
of the House of Commons, signified under the Hand of the 
Speaker of the said House in Writing, and delivered at the public 
Office of the said Governor and Company, shall be deemed and 
adjudged to be a sufficient Notice. 
XXVIII. And be it enacted, That the Tenn • Bank Notes' used 
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in this Act shall extend and apply to all Bills and Notes for 
the payment of money to the Bearer on Demand other than Bills or 
Notes of the Governor and Company of the Bank of England; and 
that the Term • Bank of England Notes' shall extend and apply to 
the Promissory Notes of the Governor and Company of the Bank 
of England payable to Bearer on Demand; and that the Term 
• Banker' shall extend and apply to all Corporations, Societies, 
Partnerships, and Persons, and every individual Person carrying 
on the Business of Banking, whether by the Issue of Bank Notes 
or otherwise, except only the Governor and Company of the 
Bank of England; and that the word • Person' used in this 
Act shall include Corporations; and that the Singular Number 
in this Act shall include the Plural Number, and the Plural 
Number the Singular, except where there is any thing in 
the Context repugnant to such Construction; and that the 
Masculine Gender in this Act shall include the Feminine, 
except where there is any thing in the Context repugnant to 
such Construction. 

XXIX. And be it enacted, That this Act may be amended or re
pealed by any Act to be passed in the present Session of Parliament; 

SCHEDUL~S to which the Act refers. 

SCHEDULE (A.) 
BANK OF ENGLAND. 

An Account pursuant to the Act 7 & 8 Viet. Cap. Ja for 
the Week ending ~m the Day of 

Issue Department 

.f. 
Notes issued . 

Dated the _ Day of 

Government Debt .. 
Other Securities . . 

-Gold Coin and Bullion. 
Silver Bullion 

Cashier. ----
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Banking Depmtment 

l. 
Proprietors Capital 
Rest . . . . . 
Public Deposits (to in

clude Exchequer, 
Saving Banks, Com
missioners of Na
tional Debt, and Di
vidend Accounts) 

Other Deposits 
Seven Day and other 

Bills • 
l. 

Government Securities 
(including Dead 
Weight Annuity) . 

Other Securities 
Notes . . . . 
Gold and Silver Coin 

l. 
Dated the Day of Cashier. ----

SCHEDULE (B.) 

Name and Tide as set forth in 
the Licence. --'-____ ----:Bank. 

Name of the Firm. Firm. 

Insert Head Office, or principal 
Place of Issue. ______ Place. 

An Account pursuant to the Act 7 & 8 Vi~t. Cap. 32 of the 
Notes of the said Bank in circulation during the 
Week ending Saturday the Day of 

Monday 
Tuesday 
Wednesday 
Thursday 
Friday . 
Saturday 

6) ____ _ 

Average of the Week 

(To be annexed to this Account at the End of each 
Period of Four Weeks.) 

Amount of Notes authorized by Law . l. 
Aversge Amount in circulation during the 

Four Weeks ending as above l. 
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I, being (the Banker, Chief Cashier, Managing Director, or 
Partner of the Bank, as the Case may be), do hereby 
certify, That the above is a true Account of the Notes of the said 
Bank in circulation during the Week above written. 

(Signed) 

Dated the Day of 

SCHEDULE (C.) 

Banks which have ceased to issue their own Bank Notes, 
under certain Agreements with the Governor and 

Company of the Bank of England. 
Bank of Liverpool. 
J. Bamed & Co. 
Biddulph, Brothers, & Co. 
Birmingham Banking Company. 
Birmingham Town and District Bank. 
Birmingham and Midland Banking Company. 
Burgess and Son. 
Coopers and Rurtan. 
CunlifIes, Brookes, and Co. • 
Deane, Littlehales, and Deane.' 
Dendy, Comper, and Co. 
Devon and Cornwall Banking Company. 
Grants and Gillman. 
Hampshire Banking Company. 
James W. R. Hall. 
J. M. Head and Co. 
Henty, Upperton, and OUiver. 
Thomas Kinnersly and Sons. 
R. J. Lambton and Co. 
Liverpool Commercial Banking Company. 
Liverpool Union Bank. 
Liverpool Borough Bank. 
Manchester and Liverpool District Banking Company. 
Manchester and Salford Banking Company. 
Monmouth and Glamorgan Banking Company. 
Moss and Company. 
Mangles, Brothers. 
Newcastle Commercial Banking Company. 
Newcastle-on-Tyne Joint Stock Banking Company. 
North of England Joint StoCk Banking Company. 
Northumberland and Durham District Bank. 
Portsmouth and South Hants Banking Company. 
T. and R. Raikes and Co. 
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Robinson and Brodhurst. 
Sheffield Union Bank. 
John Stoveld. 
Sunderland Joint Stock Banking Company. 
Tugwell and Co. 
Union Bank of Manchester. 
Vivian, Kitson, and Co. 
Watts, Whiteway, and Co. 
J. and J. C. Wright and Co. 
Webb, Holbrook, and Spencer. 
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