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BANKING IN GREAT BRITAIN.
CHAPTER L.

BANKING IN ENGLAND.
SECTION L.

A RECORD OF BEGINNINGS.

Banking Originates in Royal Rapacity—Goldsmiths Become Bankers—Cromwell
Encourages Them—The King Seizes Their Treasure—His Promises of Compensation
Never Honored.

BANKING, in the modern sense of the word, had no existence in England before
1640. Up to that date, merchants had been for a considerable time in the habit of
depositing their bullion and cash in the Mint in the Tower, under the guardianship of
the Crown. In that year, however, Charles 1. being in great straits for money, in
consequence of his fatal dissolution of the Parliament before it had voted supplies,
seized upon the merchants’ bullion and cash in the Mint, to the amount of £120,000.
The merchants were in consternation, as the cash was the provision they had made to
meet their bills with. They immediately met, and drew up and presented a strong
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remonstrance to the Council. They ultimately agreed to let the King have £40,000,
upon receiving adequate security for its repayment with interest. The whole of the
loan was ultimately repaid to them with interest.

But their confidence in the royal honor was gone; and henceforth they determined to
keep their cash in their own houses, under the care of their own clerks and
apprentices. But their treasures were no safer than before. The plebeian cashiers were
more dishonest than the King. As the war went, these gentlemen of the quill were
seized with a martial ardor; they deserted their desks in multitudes to join the army,
and carried off their masters’ cash with them. Others lent out their masters’ funds to
the goldsmiths clandestinely, at 4d. per cent. per day, which they kept to themselves.
The goldsmiths lent out the money which came into their hands in great quantities to
merchants and others, weekly or monthly, at high interest, and then began to discount
mercantile bills. Finding this to be very profitable, they began to attract money from
the general public by offering them interest at the rate of six per cent. and engaging to
repay the sums placed with them on demand.

When a customer paid in money to his account, and when they discounted a
merchant’s bill, i. e., bought the debt, or right of action to the money due to him, they
simply gave them in exchange for it a credit, debt or right of action in their banks,
which in the technical language of banking is termed a deposit. Moreover, in order to
diminish the demand for actual money as much as possible, they agreed with their
customers to make these credits or deposits as transferable as money itself, and to pay
any person to whom their customers had transferred their credits, in the same way as
to themselves. These credits or deposits, were transferred by means of paper
documents, which were of two forms: 1. Either the goldsmith gave his customer a
written promise to pay to himself, or to his order, or to bearer, on demand, a certain
sum of money. These notes were in simple writing, and were called goldsmith’s notes.
2. The customer might write a note to the goldsmith directing him to pay a certain
sum to any person, or to his order, or to bearer, on demand; these notes were, at first,
called cash notes, but in modern language they are termed cheques.

These two forms of documents were as transferable as money itself, and produced all
the effects of money. By experience, the goldsmiths soon found that they could keep
afloat an amount of credit several times exceeding the amount of cash they kept to
meet the demands upon them; and this increased quantity of credit was in all its
practical effects exactly equivalent to an increase of money of equal amount. People
found it much more convenient to place their money with the goldsmiths, where they
could have it back whenever they pleased with interest at six per cent., than to lend it
out on real or personal security. The goldsmiths soon received the rents of all the
gentlemen’s estates which were transmitted to town. Five or six stood pre-eminent
among their brethren; and Clarendon says, that they were men known to be so rich,
and of such good reputation, that all the money in the kingdom would be trusted to
their hands. These goldsmiths then, for the first time, came to be called bankers.

Several schemes for the foundation of joint stock banks, similar to those which

existed in considerable numbers in Italy, were proposed under the government of
Cromwell, but none of them were carried into effect. The goldsmith bankers however
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flourished; and their command of ready money soon brought them a much higher
customer than the merchants. Notwithstanding the fame and strength of the
Protector’s Government, and his unquestionable sincerity in wishing to govern with
free Parliaments, he and they were unable to agree better than his royal predecessor
had done with them. They were jealous of his power, and kept him in a constant state
of financial embarrassment. He then applied to the “Bankers,” and they advanced him
money, in anticipation of the supplies. They thus became almost indispensable to the
Government.

The position the bankers had gained under the frugal government of Cromwell was
not lost under his dissolute successor. The first care of the restored monarch was to
disband the terrible republican armies. But they had to be paid off, and some hundreds
of thousands of pounds were required to be got together in a few days. The slow
receipts of the taxes were quite inadequate to effect this, and the Ministers were
compelled to have recourse to the bankers; and they were so well satisfied with their
proceedings that they declared that the King’s affairs could not be carried on without
their assistance. Their method of doing business with the Crown was as follows. As
soon as the supplies were granted, they were sent for to attend the King. He having
consulted his Ministers as to what immediate sums were needed, desired them to be
called in, and they were then informed what ready money he would require to be
provided by such a day. They were then asked how much they could lend, and what
security they would require. Each answered according to his several ability; for there
was no joint stock among them; one perhaps £100,000, another more, another less.
They were desirous of having eight per cent. for their money, which the King and his
Ministers were perfectly ready to give as a reasonable remuneration; but, upon further
consideration, they determined to leave it to the King’s own bounty, lest it might
afterwards be turned to their disadvantage; mentioning at the same time, that they
themselves paid six per cent. for it to their customers, which was known to be true.
They then received an assignment for the first moneys that came in under the Act of
Parliament, or tallies upon such other branches of the revenue as were least changed.
But even this was no security; as the King and the Treasurer might divert these
payments to other purposes. “Therefore,” says Clarendon, “there is nothing surer, but
that it was nothing but the unquestionable confidence in the King’s justice and the
Treasurer’s honor and integrity which was the true foundation of that credit which
supplied the necessities of the Government. The King always treated them very
graciously as his very good servants, and all his Ministers looked upon them as very
honest men.” We shall now see how their confidence in the King’s honor was repaid.

In 1667, the Government provoked a war with Holland. Parliament voted supplies of
unexampled magnitude; but they were all embezzled by the courtiers, who made
fortunes, while the seamen mutinied for want of pay and the ships were rotting. The
Dutch destroyed Sheerness and Chatham, burnt the ships there, and attacked Tilbury;
the sound of the enemy’s guns was heard in London. The citizens were seized with
the utmost alarm, and rushed to demand their money from the bankers. It was known
that they had advanced large sums to the King, and the people believed that regular
payments out of the exchequer could not be made. To quiet the public alarm, the
King, in June, 1667, issued a proclamation that the payments out of the exchequer
would continue as usual; but it was his steadfast resolution to preserve inviolable to
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all his creditors all the securities and assignments made for repayment of their
advances, and that he held this resolution firm and sacred in all future assignments
and securities to be granted by him upon any other advances of money for his service
by any person on any future occasion. However, in 1672, the Court was in greater
difficulties than ever, and the King declared that the Treasurer’s staff should reward
the ingenuity of the man who should discover an expedient for “raising the wind.”
The expedient hit upon was to shut up the exchequer. On the 2d January, 1672, a
proclamation was issued stating that payment out of the exchequer would be
suspended for one year; but a rent, or interest, at the rate of six per cent. was
promised. The sum seized by the King was £1,328,526. So much for the King’s
proclamation of 1667.

The bankers, it is true, were not many; but the money they had belonged chiefly to
their creditors, and there were 10,000 of them. The coup de finance was so cleverly
done, that no one, except one or two intimate friends of the conspirators, had the
slightest warning. The consternation was dreadful in the city. Numberless merchants
were ruined. The distress was felt in all ranks of society. Widows and orphans who
had no other means of subsistence had placed their all with the bankers. Many persons
went mad; many died of a broken heart; many destroyed themselves. It was at first
promised that the suspension should only be for a year; but year after year passed
away and nothing was done, and neither the principal nor the interest was paid. What
seems to be a most extraordinary circumstance was that no notice was taken of the
transaction in Parliament. But the intensity of the public distress was too great, and
the public indignation was too fierce to be entirely neglected. At length in April,
1676, the King was obliged to order the accounts of the creditors to be examined by
the Chancellor of the Exchequer. This having been done, in April, 1677, the King
issued letters patent granting to each of the goldsmiths’ heirs and assigns, for the
benefit of their creditors, in lieu and satisfaction of their debts, a yearly rent out of the
hereditary excise equal to six per cent. upon the debt, with a clause of redemption
upon payment of the principal and interest. These letters patent were printed and made
public on the 23d of May, 1677, and a bill to ratify them was passed by the House of
Lords; but by some misadventure (?) it did not reach the Commons before the end of
the session and never became law. The rent, or interest, was paid till Lady Day, 1683,
when it ceased, and none was paid during the reign of James H. At length, in 1689,
the creditors, worn out with despair, petitioned the Court of Exchequer to make an
order for the payment of their claims. In 1691, the Court gave judgment in their favor,
and made an order on the exchequer for payment; but the judgment was reversed by
Lord Somers on a technical point. But, in 1700, the Lords reversed the judgment of
Lord Somers. This judgment of the Lords established the rights of the petitioners to
their principal and interest; but they were not paid one farthing. In 1700, an act was
passed that after the 31st December, 1701, the hereditary excise should be charged
with interest at three per cent. on the principal until payment was made of one-half the
debt. Thus ended this monstrous injustice. It was calculated that the bankers and their
creditors lost £3,000,000. The principal was never repaid, and forms the first item of
our National Debt.
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SECTION II.

FOUNDATION OF THE BANK OF ENGLAND.

Financing of the War Against Louis XIV.—Failure to Borrow from the
Bankers—Bank of England Established—First Issue of Notes Against
Securities—Debasement of the Coinage—Lowndes’ Report—Suspension by the
Bank—A Fictitious Increase of the Bank’s Capital—The Bank Made a Monopoly, and
Exempted from the Usury Laws—The Bank “Rest” Introduced—Extension of Its
Charter.

THE chief object which tempted the ambition of William of Orange to obtain the
crown of England was to head the great European alliance against the overwhelming
power of France. No sooner was William pretty firm on his throne than he declared
war against Louis XIV. Parliament was eager for the war, and readily voted supplies;
but they were scarce and difficult to be got in. The Government at first attempted the
old plan of mortgaging the grants to be voted by Parliament, but they were not
successful. In 1690. Parliament began the system of allowing money to be raised on
short annuities, which was attended with good success. The increasing expense of the
war, however, rendered this plan too burdensome; and, in 1692, a plan was brought
forward for raising duties for the space of ninety-nine years to pay the interest of an
intended loan of £1,000,000 upon a tontine scheme. The subscribors were to receive
ten per cent. till 1700; and after that £7000 per annum was to be divided among the
survivors till their number was reduced to seven; when, upon the death of each, his
annuity was to lapse to the State. So low was the credit of the Government that only
£108,000 was obtained on these tempting terms; and a clause was introduced by
which the subscribers might receive fourteen per cent. upon any life they chose to
nominate. But these schemes produced only £881,493. All these devices, however,
failed of producing an adequate supply of money to support the war, which
languished in consequence. The fatal proceedings of Charles II. seem to have ruined
the bankers; or at least deterred them from making advances to Government in their
former style. The Government was obliged to revert to the humiliating plan of
borrowing from every one in the city on whom they could prevail to lend. They were
obliged to solicit the Common Council of London for so small a sum as £100,000;
and if they granted it, the Councilmen had to make humble suit to the inhabitants of
their respective wards, going from house to house for contributions; and for these
advances they had to pay in premiums, discount and commissions from thirty to forty
per cent.

The inextricable financial difficulties of the Government turned attention towards a
scheme for a public bank, such as existed in several of the Italian States. Mr. William
Paterson, a Scotchman from Dumfriesshire, whose antecedents were gravely
suspected, and who was so notorious for his Darien scheme, which ruined half
Scotland, but who had traveled widely, and studied foreign financial institutions,
proposed several schemes which proved abortive. At last, one succeeded. He
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proposed to raise and circulate £1,200,000 upon a fund of £100,000 a year. Some
party jealousy came at the opportune moment to assist him. Mr. Michael Godfrey,
brother of Sir Edmondbury Godfrey, and some merchants who were nettled with
some transactions with the East India Company, now took Paterson up and in effect
supplanted him; for, though he continued to advise and assist in the direction of the
measure, Godfrey stood foremost in it, and was considered, both by the Ministers and
the Parliament, as the efficient man on whom all depended, and to whom all
acknowledgments were to be paid. The scheme succeeded. After the details had been
settled in concert with the Ministers, it was brought before the Privy Council, and
long and anxiously discussed in the presence of the Queen; and at last the Statute
1694, c. 20, was passed by which the Bank of England was established.

The Act, Statute 1694, c. 20, incorporating the Bank of England, received the royal
assent on the 25th April, 1694; and its provisions, material to our present purpose,
were as follows:

1. It provided that the sum of £100,000 a year should be appropriated to the
encouragement of persons making a voluntary loan of £1,200,000 to the Government
for the purpose of carrying on the war with France; such persons to be erected into a
corporation, to be called the Governor and Company of the Bank of England, with all
the usual privileges of a corporation.

2. The corporation was strictly forbidden to borrow or give security by bill, bond,
covenant or agreement, under their common seal, for any sums exceeding £1,200,000,
except they were permitted by act of Parliament.

Thus it will be seen that the bank advanced the whole of its capital to the State and
received in exchange for it an annuity of £100,000; and also received the right to issue
notes to the amount of the capital they had advanced to the Government, it being
supposed that the annuity would be sufficient to support the credit of the notes. Now,
the whole of the capital was advanced to the Government and put into circulation by
them; and the bank was authorized to issue an equal amount of notes to be used in
commerce. This, therefore, was an augmentation of the currency to the amount of
£1,200,000. This was the first example of issuing notes based upon public
securities—a most seductive but most dangerous principle, which was one form of
Law-ism.

The immense benefit which accrued to the State by the establishment of the bank was
shown by the increased vigor with which the war was carried on. Mr. Michael
Godfrey, the Deputy Governor, published a pamphlet on the bank, written in a strain
of the warmest congratulation upon the great success of the experiment, which he had
taken so leading a part in promoting. He states that, whereas in the beginning of 1694,
the Government bills were at a discount of £25 to £30 per cent., in addition to the
public interest, the bank took them at par; and from the former heavy discount they
had risen to a premium, so that they were then better than money; because there was
seven or eight per cent. per annum benefit while they were kept, which never could
have been done without the bank. He said that those who lodged their money with the
bank had it as much at their disposal as if it were in the hands of the goldsmiths, or in
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their own chests; and he certainly countenances an accusation against the goldsmiths
in contemporary pamphlets; for he says that if the money which had been lodged with
them for four or five years past had been lodged with the bank, it would have
prevented it from being so scandalously “clipped”; which he predicts would cost the
nation some day a million and a-half or two millions to repair. He notes it as very
surprising, and quite unexampled, that after the nation had been at war for six years,
and had spent £30,000,000, besides great quantities of bullion being exported and
captured by the enemy, that there had been so great a fall in the rate of interest,
instead of a rise, as in all previous wars, which was entirely due to the bank; and he
predicted that it would, in the course of a few years, reduce it permanently to three per
cent. He says that, within thirty years of that time, the public had lost between two
and three millions by the goldsmiths and scriveners breaking, which would not have
happened if the bank had been established. Further, he affirms that there were some
who were for having a forced currency of bills and tallies, thinking that they might
pass as well as bank bills; but “they do not consider that it is nothing makes bank bills
current but only because all those who desire it can go, when they will, and fetch their
money for them”; and to force anything to pass in payment but money would soon
end in confusion. He then enters into numerous arguments to show that any attempt at
a forced currency would only end in damaging the public credit.

The Bank of England was a Whig project, and had been eminently successful in
supporting the Government in the prosecution of the war. It had excited the warmest
feelings of joy and congratulation among its friends, and the bitterest feelings of rage
and indignation among its enemies and the enemies of the Government. But it
received no monopoly of banking. The Government of William was composed of a
mixture of Whigs and Tories. William not only reigned but governed. The resources
of the Bank of England were entirely devoted to supporting commerce. But the spirit
of industry began to be developed in agriculture as well as in commerce, and many
schemes were devised to found a bank in the interest of agriculture. The Tory portion
of the Ministry determined to get up a rival bank on a much larger scale. The capital
was to be £2,564,000, advanced to Government on the same principle as that of the
Bank of England, but its trading capital, notes, etc., were to be advanced solely to land
owners at three per cent. It was therefore called a land bank. It was warmly patronized
by the Tory party. The Bank of England and all its friends opposed it with all its
power; but the temptation was too great; and it was sanctioned by Act of Parliament
in April, 1696. The time for receiving subscriptions was limited, as in the case of the
Bank of England. The Lords of the Treasury subscribed £5,000 on behalf of the King;
but, notwithstanding all the vaporing of the Tory party, the other subscriptions only
amounted to £2,100 when the time came for its closing. It was therefore a total and
complete failure; but its failure, combined with other circumstances which we have
now to detail, exercised a most disastrous influence on the Bank of England.

We must now retrace our steps a little, and examine the condition of the coinage,
which is necessary to understanding the subsequent history of banking; for
controversies on the subject then began which have lasted almost until our own times,
if indeed they are yet extinct. In April, 1690, the scarcity of silver coins occasioned
great public inconvenience. The goldsmiths complained to the House of Commons
that they had ascertained that immense quantities of silver bullion and dollars had
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been exported. That many Jews and merchants had recently bought up large quantities
of silver to carry out of the kingdom, and had given three-halfpence per ounce above
its regulated value. That this had encouraged the melting down of much plate and
milled money, whereby for six months past no bullion had been brought to the Mint to
be coined. These allegations were verified by a committee of the House. It was shown
that the profit of melting down the milled money for exportation was about £25 per
£1,000; that the Mint price of silver was 5s. 2d. per ounce, but it was generally sold
for 5s. 3 1-2d. The House in consequence passed one of their useless laws against
exporting bullion. The state of the coinage now became every day more disgraceful.
By law, in 1666, it was enacted that every one might bring gold and silver bullion to
the Mint and have it coined free of all expense. The guinea, then first coined, was
intended by the Mint indentures to be equal to 20s. in silver. But there was no legal
ratio established between the coins, so as to make them compulsorily taken by the
public at that rate. They were left to be received by the public at such rates as they
pleased. The guinea passed current at 22s. Quantities of base and counterfeit coin
were in circulation. The silver coins were being constantly clipped, so that in 1694
they had lost nearly half their weight. By the end of 1694, guineas, which had been
coined to be equal to 20s., rose to 30s. in the clipped and degraded coin. The
exchange with Holland, which was reckoned in the degraded silver coin, fell to
twenty-five per cent. below par, and it would have fallen still lower only it was shown
that the real exchange was in favor of England. The exchange with Ireland fell so
much that £70 there was worth £100 in England,

The frightful condition of the coinage may be judged of by the following facts. In the
months of May, June and July, 1695, 572 bags of silver coin, each of £100, were
brought into the Exchequer, whose aggregate weight, according to the standard, ought
to have been 18,451 lbs; their actual weight was 9,480 lbs; showing a deficiency in
the weight of the current coin in the ratio of 10 to 22. Bags of coin collected in
various parts of the country showed a similar deficiency. A warm controversy arose
whether the new money should be coined of the old standard weight, fineness and
denomination; or whether it should be depreciated, or raised in value, as it was
absurdly called. This controversy was keenly disputed then, and it was revived 116
years later, when the notes of the Bank of England were depreciated, and a strong
party maintained that the standard of the coin should be depreciated to the level of the
depreciated notes.

Mr. William Lowndes, the Secretary to the Treasury, was ordered to make a report on
the coinage. In this, he enters into a long and, at the time, valuable investigation of the
history of the coinage, and its successive depreciations in weight and fineness, in
which he maintained the extraordinary hallucination that the successive frauds
committed by the English kings in diminishing the bullion in the coin had raised its
value. His doctrine was that by raising the name of the coin it thereby acquired
increased value. His proposal was either that the new coinage should be made of a
diminished weight; or that the same pieces should be rated at a higher price in tale; or
that 60 pence were equal to 75 pence. Locke published a reply to this infatuated idea,
showing that it was quite illusory.
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All this time the Bank of England, with infantine simplicity, had received the
degraded coin at its full nominal value. Its notes were payable to bearer on demand.
As soon as the new coin came out, they were bound to pay them in full-weighted
coin—that is, for every seven ounces they had received they were bound to pay
twelve ounces. Such a state of things could have but one result; an immediate run
upon the bank. Its success had enraged the private bankers and money-lenders, whose
profits it had diminished. All its enemies now made a combined effort to destroy the
Bank. They collected its notes in all directions, and on the 5th May, 1695, they
suddenly presented them for payment. The directors, knowing the purpose for which
these notes were presented, refused payment of them, but continued their payments to
their ordinary customers. Their enemies ran about crying out that the Bank was
destroyed. But the public, who quite understood the transaction, received their notes
at first at their full value. The extreme scarcity, however, of silver continuing,
compelled the Bank to make a general suspension. The managers gave notice that
they could only pay ten per cent. on their notes once a fortnight; and as the demand
continued they were unable to maintain even that payment, and a short time later they
gave notice that they could only pay three per cent. every three months. On the 3d of
August, bank notes were at a discount of fourteen and fifteen per cent. and exchequer
tallies at thirty per cent. Fresh coin, however, continued to be issued from the Mint,
and the exchanges, which were reckoned in the silver coin, were restored to par,
although the bank notes were at a heavy discount.

Parliament met in October, 1696. At that time, bank notes were at a discount of
twenty per cent. and exchequer tallies at forty, fifty and sixty per cent. discount, while
at the same time the exchanges were at par. When the Bank of England was obliged to
suspend payments in cash, it endeavored to retrieve its credit by making two calls of
twenty per cent. each on its proprietors. These measures, however, were not
successful, and Parliament had to take in hand the business of restoring the credit of
the bank notes and exchequer tallies. By an Act of Statute, 1697, the capital of the
bank was to be increased, and the subscriptions might be paid, four-fifths in
exchequer tallies and one-fifth in bank notes, upon which the Crown would allow
eight per cent. The time when the Crown might put an end to the corporation was
prolonged to twelve months after the 1st August, 1710, and repayment of all
Parliamentary debts. During the continuance of the corporation, no other bank, or any
other corporation, society, fellowship, company, or constitution in the nature of a
bank, should be erected or established, permitted, suffered, countenanced or allowed
by act of Parliament within England. The bank was allowed to extend its issues of
notes beyond the original capital of £1,200,000 to the amount of new capital which
should be subscribed, provided that they were made payable to bearer on demand. We
observe that the depreciated notes of the bank itself were taken at their full value at
par, and treated as capital; the first practical instance on a great scale in this country of
the doctrine that the release of a debt is in all respects equivalent to a payment in
money: or the algebraical doctrine that — x —=+ x +,

One reason probably that bank notes were at such a heavy discount was that there
were none under £20; and those were of little use in current transactions. Montague,
the Chancellor of the Exchequer, hit upon the plan of issuing bills upon the exchequer
for £5 and £10. These bills passed, at first, at a small discount; but, upon the second
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issue of them, interest at £7 12s. per cent. was allowed upon them, and they were
received at par in payment of taxes. They then rose to par. The Treasury was
authorized to contract with any persons to cash these exchequer bills on presentment,
allowing them a moderate premium. They were allowed ten per cent. at first; but the
exchequer bills soon rose above par, and the interest upon them was reduced to four
per cent. Under this act, upwards of £2,000,000 of exchequer bills were issued. The
new subscription to the bank under this act amounted to £1,001,171 10s.; £200,000
being paid in bank notes and £800,000 in exchequer tallies. These large amounts were
taken out of circulation and received at par in the subscription, which raised the value
of the remainder; and in the course of the year bank notes which bore no interest were
at par, and those which bore an interest were at a premium.

In 1709 the Government were in great pecuniary embarrassment. The produce of the
taxes barely covered half of the expenses. The Ministry sought the assistance of the
bank; and the following terms were accepted and ratified by Parliament: 1. The
interest upon their original stock of £1,200,000 was reduced to six per cent., with an
allowance of £4000 for managing the debt. 2. The bank was to advance a further sum
of £400,000 at six per cent. interest. 3. The bank might double its then capital of
£2,201,171 10s. at the price of £115 per cent. for the new stock. The bank agreed to
circulate £2,500,000 of exchequer bills and receive an allowance of six per cent., one-
half for interest and the other for repayment of the principal: that no more exchequer
bills should be issued without the consent of the bank. 4. Their privileges as a
corporation should be continued for twenty-one years from the 1st of August, 1711.

The Act of 1697 had only provided that no other bank should be erected or allowed by
Act of Parliament; it did not prohibit private joint stock banks from being founded,
nor any other corporation or company from setting up banking business. A company
called the Mine Adventurers of England, at the head of which was Sir Humphrey
Mackworth, who turned out to be a great rogue, commenced doing banking business
of all sorts, issuing notes, etc. To put a stop to this it was enacted: “That during the
continuance of the said Corporation of the Governor and Company of the Bank of
England, it shall not be lawful for any body politic or corporate whatsoever, erected or
to be erected (other than the said Governor and Company of the Bank of England), or
for any other person united or to be united in covenants or partnership exceeding the
number of six (now ten) persons in that part of Great Britain called England to
borrow, owe, or take up any sum or sums of money on their bills or notes payable at
demand, or at any less time than six months from the borrowing thereof.”

The Bank of England was strictly forbidden to issue notes to a larger amount than
their capital stock. That is, each loan to Government was attended with an
augmentation of currency to an equal amount. Now, to a certain small extent, this plan
might be attended with no evil consequences; but as a scientific principle it is utterly
vicious. This is indeed one form of John Law’s Theory of Money. His scheme of
basing paper money on land, is sober sense compared to it; because in that, the
quantity of paper money was limited to twenty years’ purchase of the land. But in
such a scheme as basing paper money on the public debt, there is absolutely no limit
whatever. If this principle had been carried out to the present time, we should have

PLL v6.0 (generated September, 2011) 17 http://oll.libertyfund.org/title/2238



Online Library of Liberty: A History of Banking in all the Leading Nations, vol. 2 (Great Britain,
Russian Empire, Savings-Banks in the U.S.)

had a national debt of about £800,000,000, and bank notes to the amount of
£800,000,000.

At this time, no one had framed a definition of banking; but the issue of notes was
considered to be so essentially “banking” that to prohibit that was supposed to be
effectual in prohibiting banking. The clause quoted above was intended to disallow
any bank being formed with more than six partners, so as to prevent any private
company from being formed of sufficient power and influence to rival the bank; and it
did have that effect for more than a century.

When we consider the unquestionable services the bank had rendered to the
Government, which contributed so greatly to the success of the war and the
pacification of Ryswick, and when we consider the terrific state of public credit when
the Land Bank project failed, and the calamity of the Mine Adventurers, we need not
be surprised that the Bank of England employed these circumstances for the purpose
of securing a monopoly for themselves. Now, considering the ideas of the age, can we
be surprised that they received it? Nevertheless, after making due allowances for these
circumstances, it is one of the most deplorable acts which have come down to our
times. The founders and contemporaries of the bank felt the benefit of its eminent
services; but the consequences of this original sin fell with fearful force on their
descendants of succeeding generations. The frightful convulsions and collapses of
public credit which have taken place for more than a century, are chiefly due to this
great wrong and violation of the true principles of trade. English banking has never
recovered from its fatal effects to this day, and many years must elapse before it will
arrive at the form to which it is tending, and which it would naturally have assumed, if
its development had been left free to the skill and experience of men of business. We
shall later show how much more wisely the people of Scotland acted with respect to
their bank.

In 1713, the financial difficulties of the Government at the peace of Utrecht made it
necessary to have recourse to the bank. It agreed to lend the Government £100,000,
secured upon exchequer bills at three per cent., upon receiving an extension of their
charter, which had still twenty years to run. By the Statute I. 1713, c. 11. its existence
as a corporation was prolonged to twelve months’ notice, to be given after the 1st
August, 1742, and the payment of £1,600,000.

The excessive absurdity and inconvenience of the usury laws were even then felt, and
the bank was exempted from their operation in 1716. In the quaint phraseology of the
act, they were authorized “at their own good liking” to borrow, owe, or take up money
at any rate of interest they pleased, above the legal rate, upon their bonds, bills, or any
obligation under their common seal, or upon credit of their capital stock for any time,
or to be paid upon demand. What portentous folly it was that anyone else might not
observe “his own good liking” in the rate he paid for a loan of money. Yet this
egregious folly was not relaxed till 1833, nor finally swept away till 1854. The Bank
of France was similarly exempted from the usury laws after the panic of 1857. The
bank’s existence was prolonged indefinitely until all the public debts due to it were
discharged.
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In 1717, guineas were finally made current at 21s., although Sir Isaac Newton showed
that their value in the markets of the world was only 20s. 8d. The effect of this was
that, although gold and silver coin were equally legal tender, all the good silver left
the country, being more valuable abroad than at home; and it became an established
custom among merchants that all bills of exchange were understood to be payable in
gold, as being the cheaper metal. The exchanges continued to be reckoned in silver,
but were actually paid in gold, which rectified them; and, from this period, England
became practically a gold monometallic country; although the law of bimetallism
lingered on in the statute book for another hundred years.

Up to 1722, the bank divided the whole of its profits among the shareholders, and
made no reserve for contingencies. The dividend varied from 18 1-4 per cent. in 1706
to 6 per cent. in 1722. The inconvenience was strongly felt, as well as having no
friend to fall back upon in cases of emergency. These had hitherto been met by
making calls on the proprietors. In this year the directors established a reserve fund,
which is termed the Rest.

When the charter had been renewed on former occasions, there had been many public
discussions as to the expediency of the bank’s monopoly. It had always purchased its
privileges by aiding the Government. As the time was drawing near for the expiring
of its charter, in 1742, these discussions became more frequent and animated, and
several attempts were made to set up banks in such a manner as not to violate the
clause in the Act of 1709. When the time for the renewal came, the Government were,
as usual, in difficulties, and the bank agreed to lend them £1,600,000 without interest.
To raise this sum, they made a call upon their proprietors, which raised their capital
stock to £9,800,000. In consideration of this, their exclusive privileges were continued
till twelve months’ notice after the 1st of August, 1764. It was also determined to stop
up all loop-holes in the Act of 1709; and the following clause was inserted in the Act,
Statute 1742, c. 13, s. 5:

“And to prevent any doubts that may arise concerning the privilege or power given by
former acts of Parliament to the said Governor and Company of exclusiveBanking;
and also in regard to the erecting of any other bank or banks by Parliament, or
restraining other persons from banking, during the continuance of the said privilege
granted to the Governor and Company of the Bank of England, as before cited; it is
hereby further enacted and declared by the authority aforesaid, that it is the true intent
and meaning of the act that no other bank shall be erected, established or allowed by
Parliament; and that it shall not be lawful for any body politic or corporate
whatsoever, united or to be united, in covenants or partnership exceeding the number
of six persons, in that part of Great Britain called England to horrow, owe, or take up
any sum or sums of money, on their bills or notes payable at demand, or at any less
time than six months from the borrowing thereof, during the continuance of such said
privilege of the said Governor and Company, who are hereby declared to be and
remain a corporation, with the privilege of exclusiveBanking, as before recited.”

This clause demands the most earnest attention, because it is the one which contains

the sole monopoly of the Bank of England, which has recently attracted considerable
attention. It is a penal clause, and therefore of course to be construed strictly; and we
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must now examine its force and effect. All “Banking” consists in “Issuing” rights of
action, or credit in exchange for money and securities. When a banker has once issued
this right of action, credit or deposit, to his customer, the customer may transfer this
right of action to any one else by two methods: (1) Either by the banker giving him
his promissory note to pay the money to himself, or to his order or to bearer; (2) The
customer may write a note to his banker, in modern language termed a cheque,
directing him to pay a sum to some person, or to his order or to bearer. Now,
Parliament undoubtedly intended to confer an absolute monopoly of banking on the
Bank of England; and if it had been enacted in general terms that the bank was to
have an absolute monopoly of “banking,” such words would have been effectual. But,
unfortunately for their own purpose, though fortunately for the country, they
proceeded to define “banking,” and they restricted their definition to only one of the
two methods of circulating bank credits—that of bank notes. Consequently, the
monopoly was restricted to that single method of circulating banking credits and left
the other method,—by means of cheques,—untouched. The fact was that, at that time,
the system of cheques was very undeveloped, and no one conceived that “banking”
could be carried on without issuing notes, as indeed the fact was in those days. But
subsequently cheques prevailed over notes; and when it was afterwards discovered
that “banking” could be carried on without notes, the lacuna in the monopoly of the
bank became clear to lynx-eyed economists, and ultimately led to the formation of
joint stock banks in London.

In September, 1745, the rising in Scotland assumed formidable dimensions. The
Chevalier captured Edinburgh, and the news produced a run upon the bank. Bank
notes fell to a discount of ten per cent. A meeting of 1600 of the most eminent
merchants was held, who pledged themselves to support the credit of the bank notes.
In 1746, the bank again assisted the Government. The proprietors authorized the
directors to cancel £986,000 of exchequer bills on receiving an annuity of four per
cent., and to create new stock for the purpose. The capital of the bank then became
£10,780,000, and was not further increased till 1782. In 1750, the interest on
£8,486,000 of the Government debt was reduced to three per cent. In 1759, the bank
began to issue notes for £15 and £10. In 1764, the bank’s charter was renewed. The
terms were an absolute gift of £110,000 to the nation, and a loan of £1,000,000, on
exchequer bills for two years at three per cent. interest.
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SECTION III.

AN ERA OF NATIONAL DEVELOPMENT.

Great Industrial and Engineering Progress Follows the Peace of 1763—Introduction
of a Vast Canal System—Bank’s Monopoly Prevents Required Increase in Note
Circulation—Hence Came an Overwhelming Crop of Rotten Private Issues—Great
Expansion of Foreign Trade—Suspension of Specie Payments—Bank Charter
Extended Under Pitt’s Administration.

THE termination of the seven years’ war took place in 1763, when it is usually said
that this country took that place in the scale of nations which she at present holds.
After long and doubtful contests, in which victory often trembled in the balance, the
star of England triumphed over that of France, both in the East and in the West.
Coincidently with this, the industrial energies and mechanical genius of the nation
burst forth with unparalleled splendor. Previously to this time, England was probably
more backward in great public works than any State in Europe. She could show
nothing to compare with the great engineering works of France and Spain. Spain
owed the canal of the Ebro to the genius of Charles V. The first canal in France
preceded the first canal in England by 150 years. The great canal of Languedoc was
completed upwards of half a century before the smallest canal was begun in England.
In Italy, Gerbert, the morning star of literature and science, was famous for his
hydraulic works in ad 999. Those of Lombardy, executed in the eleventh century, are
still the admiration of modern engineers. The first act for a work of this nature,
however small, in England was passed in 1755. Facility, quickness and cheapness of
transit are the very foundations of commercial greatness. Brindley, the father of the
modern commercial greatness of England, completed the canal from Worsley to
Manchester in 1762. This was as prodigious a stride in advance of the age as the
opening of the railway from Manchester to Liverpool was in its day. The success of
this was triumphant. Then commenced the great era of canal making. Within twenty-
five years, the country was covered with such a network of canals as no other country
but Holland can boast. Considering the comparative wealth of the country at the two
periods, the period from 1770 to 1795 was fully as wonderful an effort in canal
making as the period from 1830 to 1855 was in railway building. Concurrently with
this prodigious extension of the facilities of transport, an equal extension of the
powers of production took place. It would almost seem like a dispensation of
Providence that at this particular period such an extraordinary outburst of mechanical
genius took place. It would almost seem that these three men—Brindley, Arkwright
and Watt—were specially raised up by Providence to elaborate those miraculous
resources, which it is impossible to doubt carried this country triumphantly through
that terrific contest which was then about to burst upon the world.

It was just at this period that the original sin of the monopoly of the Bank of England

began to tell with full force on the country. Now were the seeds of future ruin, misery
and desolation sown broadcast throughout the land. The prodigious development of
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all these industrial works demanded a great extension of the currency to carry them
out. What was required was, to have banks of undoubted wealth and solidity to issue
such a currency. Bank of England notes had no circulation beyond London. Its
monopoly prevented any other great banks being founded either in London or the
country, and it would not establish branches in the provinces. England required to
have a currency, and as she could not have a good one, she had a bad one. Multitudes
of miserable shopkeepers in the country—grocers, tailors, drapers—started up in all
directions as “bankers,” and issued their notes, inundating the country with their
miserable rags, in many parts as low as a shilling. Burke says that, when he came to
London in 1759, there were not twelve bankers out of London; in 1793 there were
nearly 400. It is no doubt true that many of the most respectable banking firms of the
present day took their rise at this time, but they were comparatively speaking few. The
great majority were such as we have described. Nevertheless these great engineering
works were executed by means of the notes of these bankers; and though afterwards
they failed by scores, the solid works remained. In 1775, an act was passed to prohibit
bankers from issuing notes of less than 20s., and two years afterwards of less than £5.
In 1782, the unhappy war with our American colonies was fortunately terminated; and
immediately a prodigious extension of foreign commerce, which had been previously
unusually restricted, took place. The enormous markets thrown open led to
extravagant overtrading, which was greatly fostered by incautious issues by the bank,
and a very alarming drain of specie, which produced a crisis, threatened to compel
them to stop payment. The directors however considered that, if they could restrain
their issues for a short period, the returns in specie in payment of the exports would
soon set in, in a more rapid manner than they went out. They made no communication
to the Government, but they contracted their issues until the exchanges turned in their
favor. The alarm felt by the bank was greatest in May, 1783. They then refused to
make any advances to Government on the loan of the year; but they did not make any
demand for payment of the other advances to Government, which were then between
nine and ten millions. They continued this policy up till October, when at length the
drain had ceased from the country, and money had begun to flow in from abroad. At
length, when the exchanges had turned in their favor, they advanced freely to
Government on the loan; although at that time the cash in the bank was actually lower
than at the time when they felt the greatest apprehension. It was then reduced to
£473,000. Mr. Bosanquet said that the doctrine which guided the directors was this:
that while a drain of specie was going on their issues should be contracted as much as
possible; but that as soon as the tide had given signs of ceasing and turning the other
way, it was safe to extend their issues freely. This policy was entirely successful, and
it saved the credit of the bank.

In 1793, occurred the first of those great monetary panics which shook the country to
its foundations, and have occurred periodically: but we think it better to defer notice
of it until we come to treat of monetary panics in general. It was in 1793 that London
bankers, after experiencing their ill effects in the great panic, discontinued issuing
their own notes and restricted their customers to cheques. This proceeding attracted
no notice at the time, but produced the most momentous consequences in English
banking some forty years later.
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The suspension of cash payments in 1797, which will be fully detailed hereafter,
naturally produced the warmest discussions in Parliament. Sir William Pulteney spoke
with great ability against the national evils and inconveniences of the monopoly of
banking by one company, and moved for leave to bring in a bill to establish another
bank, unless the Bank of England resumed cash payments by the 24th of June; but the
interests arrayed against him were so strong that leave to bring in the bill was refused
by a majority of fifty to fifteen. The arguments and ability of Sir William Pulteney in
advocating the foundation of another bank produced a great effect, and during 1799 it
excited great public interest. Meetings were held to promote it, and numerous
pamphlets were published in support of it. The directors of the bank took alarm; and
as the Minister was in want of a supply, they took advantage of his necessities to
obtain a prolongation of their monopoly. The charter had still twelve years to run; but
upon their advancing £3,000,000, without interest for six years, Mr. Pitt agreed to
renew it for twenty-one years from 1812. In 1800, an act to effect this was passed.
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SECTION IV.

STATE OF THE IRISH CURRENCY.

An Era of Theory—Bad State of the Irish Currency—Lord King’s Law of
Currency—A Parliamentary Committee on the State of the Currency of
Ireland—Testimony Before the Committee—Strange Incongruities of
Evidence—Recommendations of the Committee.

WE have now to enter upon a new era, as it were, in banking. During the eighteenth
century, the bank had not been managed on theories, but by rule of thumb; and though
there had been several commercial crises, there had never been any general monetary
panics till 1793. But since 1800, the bank had been managed on a succession of
theories, each of which was considered as the acme of human wisdom by its own
generation, and was condemned as the ne plus ultra of human folly by the next.

A few years after the suspension of cash payments in 1797, bank notes suffered a
serious depreciation, which gave rise to several important pamphlets on paper money;
among others to Lord King’s Law of Paper Money. This however passed away. The
bank note recovered its value to a considerable extent, and discussion died out. In
1804, the Irish currency was in a dreadful state. The Bank of Ireland having been
directed to suspend payments in cash at the same time as the Bank of England, issued
notes with extravagant profusion. The foreign exchanges fell and the price of guineas
rose. This led to the appointment of a committee of the House of Commons to inquire
into the state of the Irish currency, of which we must give some account. In the space
of six years after the suspension, the directors had increased their issues to nearly five
times the amount they were before the restriction. For, while on the 1st of January,
1797, they were £627,917, by November, 1803, they were £2,911,628. The exchange
between London and Dublin fell very rapidly in proportion to these increased issues.

At this time, the Irish shilling was 13d., and as both the Irish and English pounds were
240d., £100 sterling was equal to £108 6s. 8d. Irish currency. The par of exchange
between Ireland and England was called 8 1-3. Hence, when the exchange was
favorable to Ireland, it was below 8 1-3; when it was above 8 1-3, it was adverse.
During the first year of the restriction, the exchange between London and Dublin was
7, and therefore favorable to Ireland. But immediately after that it began to fall; at the
end of 1798 it was 9 1-4; at the close of 1799 it had fallen to 14 1-4. After some
fluctuations, in November, 1803, it stood at 19, and was therefore highly unfavorable
to Ireland. At this time, the note issues of the Bank of Ireland were £2,911,-628. This
extraordinary derangement of the exchanges was productive of the utmost mischief
and confusion to all commerce; and, Lord King states, was repeatedly brought before
Parliament in the debates as the Irish Bank Restriction Bill. It also forcibly attracted
the notice of economists. In 1803 and 1804, Lord King and Mr. Parnell, afterwards
Lord Congleton, published most able pamphlets supporting the doctrine that the
depression of the exchange below the cost of transmitting bullion from one place to
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the other was the proof and the measure of the depreciation of the paper currency.
Both these pamphlets deserve the most attentive study, because they most clearly and
unanswerably establish the great fundamental law of paper money, which many
persons most unjustly attribute to Ricardo, in 1809.

This great law which we have designated Lord King’s Law of Paper Money, because
he bore the most conspicuous part in establishing it, is this: “A rise of the market or
paper price of gold above the Mint price, and a fall in the foreign exchanges beyond
the cost of sending bullion from one place to another, is the proof and the measure of
the depreciation of the paper money.” Lord King also showed most forcibly the
fallacy of Adam Smith’s doctrine, that as long as the issues of bank notes are confined
to the discount of mercantile bills, founded upon real transactions and of undoubted
solidity, they could not exceed the amount which would necessarily circulate if the
currency were purely metallic, and therefore could not be excessive. This doctrine
was stoutly maintained by the directors of the Bank of Ireland before the committee of
the House of Commons, and by the directors of the Bank of England before the
Bullion Committee of 1810. The doctrine is very specious, but is wholly delusive, and
Lord King has the merit of having first shown its fallacy. In 1804, the extravagant
issues of the country bankers and others reached such an intolerable height, that all
the monetary transactions between Dublin and London were destroyed; while those
between Belfast (where nothing but specie was tolerated) and London were perfectly
regular. Lord Archibald Hamilton called the attention of the House very strongly to
the evils of the excessive issues of paper. In 1797, when the first Irish restriction bill
was passed, the issues of the Bank of Ireland were £600,000; they were then
£2,700,000. While the par of exchange between Ireland and London was 8 1-3, it was
then 17, 18, 19 and even 20. Thus an Irish gentleman who came to attend to his duty
in Parliament, after he had allotted £500 for his expenses, found at the end of his
journey that he had only £400 to receive. On the 2d of March, 1804, Mr. Foster
moved for a committee to inquire into this monetary derangement. He said that
guineas were then at a premium of 2s. 4d. and 2s. 6d. in the current paper of the
country; and, to whatever causes it might be attributed, the whole bank paper of
Ireland was then at a discount of ten per cent. There was scarcely anything in the
shape of money to be seen; but a miserable coinage of adulterated copper and of
counterfeit shillings, so bad that for a £1 note, even at its depreciated state, 26 or 27 of
such shillings would be given in exchange.

The circumstances which caused the appointment of this committee and its report are
deserving of great attention, because it was the first investigation by a Parliamentary
Committee into the theory of the paper currency; and they are the antitype of what
occurred afterwards in England, and gave rise to the appointment of the Bullion
Committee in 1810. The evidence of the state of the currency of Ireland given before
the committee was most extraordinary. Mr. D’Olier, a director of the Bank of Ireland,
had some of the base currency in circulation weighed. He found that it took 126s. to
the pound weight; such as remained of the old Mint issues weighed 94s. 6d. to the
pound—the Mint weight being 62s. to the pound. He estimated that the best of the
base silver shillings were not worth 6d. and the worst about 3d. The makers of the
base coinage sold it to persons who had an opportunity of circulating it at the rate of
28s. to 35s. the guinea.
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Mr. Roach said that, in the south of Ireland, the silver currency had entirely
disappeared from circulation, and its place was supplied by the issue of silver notes.
These, together with the increasing issue of bankers’ notes of all descriptions, had
enhanced the price of all articles of the export trade above their natural value, and had
created a degree of false credit in the southern parts of Ireland, which increased the
price of land and everything else. These issues of silver notes were constantly
increasing, especially during the last twelve months. There was in reality a very good
supply of real silver in the south of Ireland, which was hoarded and concealed, and
which would again come into circulation, if these silver notes were suppressed.
Traders almost universally issued notes for 3s. 9 1-2d. and 6s., payable to bearer at
twenty-one days after date, to evade the law.

Mr. Colville, a director of the Bank of Ireland, said there might be some small
proportion of Mint silver, greatly worn, in circulation in Dublin, but not more than
two per cent. This had been gradually getting worse and worse for more than five
years. Crowns and half-crowns, originally issued from the Mint, were not circulated,
but kept as curiosities; and from the high state of the exchange, the best pieces were
carefully picked out for exportation. There were at this time in Ireland seven bankers
issuing notes; twenty-eight issuers of gold and silver notes; sixty-two issuers of silver
notes; and 128 issuers of I. O. U.’s. In the Youghal district alone, there were seventy
issuers of currency, of which sixty-two issued 1. O. U.’s from 6s. down to 3 1-2d.

In the north of Ireland, where nothing but gold was current, the exchange at Belfast
with London had always continued favorable to Belfast; and even while the exchange
at Dublin was progressively sinking, the exchange at Belfast continued to rise. From
1794 to the end of 1798, the exchange had been invariably favorable to Dublin, being
generally about 7 1-2, and sometimes even so high as 5; but at the end of 1798 it fell
to 9; in December, 1799, it fell to 14; but it being expected that Bank of England
notes would be substituted for those of the Bank of Ireland, it rose to 9. From this
time, it gradually fell to 18 and 19 in January, 1804, when the matter was brought
before the House.

The following figures exhibit the difference of the exchange on London between
Dublin, where all the currency was paper, and Belfast, where it was all specie:
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1802. dublin.  belfast.
Average of £ s. d. £s. d.
Ist Quarter, 115 116134
2d Quarter, 11113 7150
3d Quarter, 112 7 80 10
4th Quarter, 10135 73 9
1803.

Ist Quarter, 111 9 7126
2d Quarter, 138 1188 8
3d Quarter, 15170 7126
4th Quarter, 158 7 5126
1804.

January 27, 180 0 60 0

At Newry, which was a kind of debatable land between specie and paper, the
exchange upon London, according as bills were purchased with specie or bank notes,
was as follows:

specie. bank notes.
1803. £s. d.£ s. d.
January, 7176 12 17 6
April, 80 0130 O
July, 8100 13 10 0
October,60 0 1510 0
1804.
January, 60 0 15 10 0

In 1696, the extremely depreciated state of the silver coinage had turned the
exchanges greatly against the country. But it was a principle perfectly well understood
at that time, that the real exchange between any two places could never vary by more
than the cost of sending bullion from one place to the other. The question, therefore,
before the committee was, to what could the extraordinary state of the exchange at
Dublin upon London be owing? What could be the reason of the difference of the
rates between Dublin and Belfast? Some of the witnesses declared that it was owing
to the over-issues of paper in Dublin. The directors of the Bank of Ireland indignantly
denied that the bank’s notes were depreciated. Mr. Colville being asked what could be
the motive for so large an increase of its issues, from £600,000 to £3,000,000 in so
short a time, said, that the course of exchange about two years after the restriction
having become very high, and greatly against Ireland, the money of the country was
carried out of it, for the purpose of paying the balance of remittances against Ireland;
that as the gold decreased, it became necessary to supply its place with paper. This
amount he placed at £1,200,000. He contended that it was a great error to suppose that
the increased issues caused the raising of the exchange, as was often done. In his
opinion it was directly the reverse, inasmuch as the paper enabled the gold which
before stood in its place to be exported; and as far as it went in weight and measure,
so far was it a clear and decided cause of preventing the exchange getting higher than
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it was. It was evident, he said, that the more paper issued by the bank in extension of
loans enabled a greater drain of specie to take place, and consequently to strengthen
the cause which kept down the rate of exchange. Mr. Colville repeatedly said that the
state of the exchange was exclusively due to the fact that Ireland owed a great deal
more money than she was able to pay. Mr. Colville’s evidence was an amusing
specimen of reasoning in a vicious circle. He decidedly held that the sole cause of the
unfavorable state of the exchange was that Ireland owed a heavy balance of payments
to Great Britain. And, being asked what was his criterion of such a heavy balance
being due, he said it was the state of the exchange. That is, the reason why the
exchange was unfavorable was that Ireland owed money; and the proof that Ireland
owed money was that the exchange was unfavorable. Admirable logic! He admitted
that the rate of exchange would be influenced if degraded and adulterated coin was
the medium in which the balance of debt was paid; but he strenuously denied that
such views in any way applied to Bank of Ireland paper.

The directors maintained that it was no proof that Bank of Ireland paper was
depreciated because gold was bought at a premium. They maintained that buying gold
at a premium was the effect and not the cause of the exchange, and, therefore, no
proof of the depreciation of the paper. The theory of these gentlemen was that the
exchange could only be depressed on account of money being remitted; and that it
might be depressed to any extent in proportion to the money which had to be remitted.
Now, if this theory was true, it happened, as may be seen from the above figures, that
while the exchange was adverse to Dublin, it was highly favorable to Belfast.
Therefore, while large remittances were being made from Dublin to London, there
were at the same time large remittances being made from London to Belfast! The
phenomena at Newry were more astounding still; for at that place, where payments
were made both in specie and in paper, the exchange if paid in specie was favorable to
Newry; but if paid in paper was favorable to London. Consequently, that reasoning
would show that Newry was largely in debt to London, and London was largely in
debt to Newry!

Mr. Colville fully admitted that, before the restriction, the bank was obliged to
contract its issues during an unfavorable exchange and a drain of guineas; and also
that the directors would have been very unfit for their business if they had not done
so. The gist of the evidence of several of the witnesses was that, before the restriction,
the directors had felt the necessity of contracting their issues during an adverse
exchange, no matter how good the bills presented for discount were. But after the
restriction, they adopted different principles. Then the doctrine of Adam Smith was
brought forward, which we have noticed above as having been denounced by Lord
King—uviz., that the bank’s issues could not be excessive, so long as they were
advanced on mercantile bills of undoubted solidity, and based on a real transaction.
This was a very plausible theory, and was stoutly maintained afterwards by the
directors of the Bank of England before the Bullion Committee. But the very
admission of the directors that it was incapable of being acted upon, so long as cash
payments were maintained, was sufficient to condemn it.

In 1696, during the re-coinage of the silver money, the Bank of England stopped
payment, and a difference of twenty per cent. arose between specie and paper, and

PLL v6.0 (generated September, 2011) 28 http://oll.libertyfund.org/title/2238



Online Library of Liberty: A History of Banking in all the Leading Nations, vol. 2 (Great Britain,
Russian Empire, Savings-Banks in the U.S.)

between tallies and specie of forty per cent.; and it was universally said that bank
notes and tallies were at a discount of twenty and forty per cent. respectively. There is
no trace of any other language being applied to them. In 1804, the Bank of Ireland had
suspended cash payments; and Irish bank notes and specie exchanged at a difference
of ten per cent.; so that it required a guinea note and 2s. 6d. in specie to buy a guinea
in specie. The statesmen and merchants of 1696 would have expressed this state of
things by saying that Irish bank notes had fallen to a discount of ten per cent. But at
this period, a new mode of expressing it was discovered. It was stoutly maintained
that it was not the paper which was depreciated; but the gold which had risen in value!
or was appreciated, as the jargon was. When those directors maintained that a rise in
the price of gold was no more a proof of the depreciation of the note than the rise in
the price of any other commodity, they did not remember that a bank note is a
“promise to pay” gold, and is not a promise to pay anything else. The same opinions
were expressed by other witnesses, who seemed to think that there could be no
possible cause which influenced the rate of exchange, but the remittances to be made
to or from the country. They totally forgot, what was fully understood in 1696, that a
bad state of the coinage influenced the rate of exchange, as well as the remittances to
be made. When we consider the nature of an exchange, and the state of facts proved
with regard to the Irish coinage at that time, we might almost smile at these ideas, and
attribute them to the peculiar modes of thinking which are sometimes prevalent on the
western side of St. George’s Channel. But when a precisely similar state of things
took place in England with regard to the foreign exchanges, the very same doctrines
were long and stoutly maintained by a very numerous party in this country.

One thing, however, made the investigation of the subject much simpler in Ireland
than in England. In England, the use of bank paper extended throughout the whole
country, and the exchanges were reckoned solely in bank notes. No part of the country
used specie. But in Ireland, Dublin and the South used bank paper exclusively; Belfast
and the North specie exclusively; and Newry used both specie and paper. The
distinction between the two was therefore open and manifest. One very clear-headed
witness, however, Mr. Marshall, Inspector-General of imports and exports of Ireland,
controverted all these views. Upon considering the facts detailed above, he was
clearly of opinion that Irish bank notes were depreciated from over-issue. Mr.
Marshall also showed most clearly that the real exchange, arising from a balance of
payments, was in favor of Ireland; and not adverse, as appeared by the nominal
exchange. The exchange appeared to be against Dublin, because it was computed in
bank notes, which, having ceased to represent the full quantity of specie for which
they were issued, required an additional number of them to make up that quantity.
This additional number swelled the exchange, and made it appear to be against
Dublin, when it was in reality in its favor. The proof that the real exchange was in
favor of Dublin was very simple. Bills of exchange purchased with specie in Dublin,
or with Bank of Ireland notes equal in amount to specie at their market price, would
then yield about £1 16s. 8d. more in London than they cost in Dublin. Whereas, if the
exchange was unfavorable to Dublin, a merchant would always get more for his bill in
Dublin than in London. This fact decisively proved that the real exchange was in
favor of Dublin. Mr. Marshall then entered into a masterly analysis of the exchanges,
showing that the depreciation of the note commenced when specie was flowing into
Ireland; that it was always depreciated, whether specie was flowing in or flowing out,
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and had never been influenced by the balance of debt. He maintained that the high
exchange which then existed arose like all other permanently high exchanges which
ever existed, from the depreciated state of the currency in which bills of exchange
were purchased.

The report of the committee condemned in the strongest terms the opinions of the
Irish Bank directors and merchants, and adopted those of Mr. Marshall. It declared
that the difference in the rates of exchange when paid in specie and in paper was due
entirely to the depreciation of paper; that guineas were the true standard to which the
value of the circulating paper was to be referred. It was not to be supposed that, by
any circumstances, guineas could be ten per cent. higher in Ireland than in England,
when the expense of conveying them from one country to the other was not so much
as one per cent. From the official accounts it was certain that the balance of payments
due to Ireland was about two and one-half millions; consequently the real exchange
ought to be, and was, under par. The Irish Restriction Act was adopted purely for
English considerations. There was no drain of specie; the exchange was highly
favorable to Ireland; nor had the Bank of Ireland any reason to dread any alarming
demand on it, as the Bank of England had. The committee attributed the unfavorable
state of the exchange to the consequences of that restriction. It compelled the bank to
refrain from sending gold, the only common medium between the two countries, into
circulation. Paper was issued to supply the place of the gold so withdrawn; and at the
same time the best and most effective check against the depreciation of
paper—namely, convertibility into gold at the will of the holder—was removed. By
being released from its engagements, the bank was encouraged to make excessive
issues. The natural and constant effect of an adverse exchange, correcting itself by
diminishing the issue of paper, was counteracted by this measure. When the exchange
was so adverse as to draw gold out of the country, for every guinea drawn out of the
bank an equal quantity of paper must be paid to buy the guineas. The directors would
also be probably induced to lessen their discounts, so that the paper would be reduced
in a greater degree than the gold withdrawn.

Mr. Colville admitted that, before the restriction, such was the practice of the Bank of
Ireland and of every other bank. If prudence had not dictated such a course, necessity
would have compelled a diminution of issues, by diminishing the stock of specie,
which could only be replaced at a loss proportionate to the existing rise of exchange;
and 1in fact, as well as in theory, the result of such practice always was, and must be,
the redress of the unfavorable exchange. But the Restriction Act freed the directors
from that necessity; and, so far from contracting their issues in consequence of the
unfavorable exchange, they had increased them, which the state of the exchange
would have prevented them from doing if they had not been relieved from the
necessity of paying their notes in cash. The fact of the excessive issues of paper in
1753-4, and the adverse exchange which accompanied it, proved that excessive issues
of paper produced a corresponding rise in the rate of exchange; and when the excess
of paper was annihilated by the failure of the bankers, the exchange immediately
became favorable. The reason was obvious: the nominal rates of exchange are
influenced by the medium in which the payments are made, and the quantity of that
medium necessary to effect a given payment must be increased as the value of the
medium diminishes. This must equally take place, whether the payments are made in
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a degraded or adulterated coin or in a depreciated paper. The exchange between
London and Holland in 1694 was a case in point. The currency of England was then
degraded twenty-five per cent. below its proper value, and the exchange with Holland
was twenty-five per cent. against England. As soon as the coin was reformed the
exchange fell to par. If paper, therefore, by depreciation comes to represent a less
quantity of money than it professes to do, it must make the exchange which it has to
pay appear unfavorable, in the same manner as coin which contained less gold than it
ought would do. And the removal of the degradation in the one case and of the
depreciation in the other would have the same effect in bringing the exchange to its
true state.

It was probable that this depreciation in Ireland arose almost entirely, if not solely,
from excessive issues of paper. The rise in the exchange was concomitant with the
extended issues of the bank. In March, 1797, the issues of the bank were under
£700,000, and the exchange on Dublin was 5 1-2 to 6 3-4. In April, 1801, the paper
was £2,266,000, and the exchange rose to 11 3-4 and 13. In January, 1804, the paper
was £2,986,999, and the exchange rose to 17 and 18. How far these increased issues
from the Bank of Ireland facilitated an increase from private bankers was not clearly
proved, but it certainly did so to an immense extent; silver notes and I O U’s
especially, were issued with the greatest profusion. In 1799, the number of bankers
issuing notes was eleven; in 1800, there were twenty-three; in 1801, there were
twenty-nine; in 1802, there were thirty; and in 1803, there were forty. In 1799, the
issues of the private bankers were £450,721; in 1800, £458,085; in 1801, £1,233,502;
in 1802, £1,096,207, and in 1803, £1,457,283. These immense issues, along with the
profusion of silver notes and the base and counterfeit coin, kept up the prices of all
necessaries and manufactures, drove out of circulation what little good silver was in
it, and above all kept up a high and unexampled rate of exchange against the
kingdom, unwarranted in its height and continuance by any other great or adequate
cause than that depreciation, which such extravagant issues had assisted. The total
number of houses that issued tokens and notes, according to the best accounts they
could procure, was considerably above two hundred. Mr. Beresford, a Dublin banker,
estimated that the country issues had increased four-fold since the restriction.

The repeal of the Restriction Act, from which all these evils flowed, would
undoubtedly be the great and effectual remedy for the high and fluctuating rates of
exchange. The common medium of payment being thereby restored, the rise of
exchange above par would be limited to the expense of transporting specie; and paper
being convertible into gold, its depreciation would be prevented. The inconveniences,
however, to which the Bank of Ireland and other banks would be exposed, if such a
measure were suddenly adopted at the present rate of exchange, was a strong
argument against its being done then. But there was no commercial reason against its
being done, as the real exchange was undoubtedly in favor of Ireland. Seeing,
however, that the repeal of restriction could not be expected at that time, other
measures might be adopted to cure the evil. One was that the Bank of Ireland might
give bills of exchange on London for its paper. This would certainly have the effect of
rectifying the exchange. The bank objected to the difficulty and expense of
establishing a fund for that purpose. But the argument had no weight, because the
expense of this would not be so great as the bank was subject to before the restriction,
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in order to maintain the convertibility of its notes, and which they must again incur
when the restriction should be removed. Besides, the Scotch banks had done the very
same thing with the greatest success. The Scotch currency had never varied from par
since they had organized a measure of this sort, even during periods of great discredit,
and no restriction had been imposed upon them, as it was on the banks of England and
Ireland.

The undoubted success of this measure in the case of the Scotch banks was a strong
argument that the Bank of Ireland should do the same thing. And there was a stronger
argument still why the Bank of Ireland should do it. The Scotch banks, of their own
good sense and patriotism, organized this measure without a precedent, and provided
a fund at their own expense. But the Bank of Ireland had now an opportunity of doing
it without any risk, difficulty or expense. The sums to be remitted during that year
from England to Ireland amounted to £5,000,000 Irish. This sum, or a portion of it,
might be appropriated for that purpose. It might be paid into the Bank of England to
the credit of the Bank of Ireland, and though no doubt it would be an expense to that
bank, it would furnish a fund to draw upon, by which it would effectually control the
exchange, and the evil of the expense would be temporary: the good would be
permanent to the bank and to the public. But all the benefits derived from these
remedies would be of little avail and of very short duration if they did not at the same
time cure the depreciation of Irish paper by diminishing its over-issue. This
consequence must necessarily follow from Bank of Ireland notes being made
convertible into Bank of England notes, almost as they would be into gold, if the
restriction were to cease. For, if their fund in London were too rapidly drawn upon at
any time, they must immediately limit their issues to lessen the demand; the notes
would become of equal value with the English notes, and therefore with guineas, so
long as the English notes were at par. The committee did, in express terms, declare
their clear opinion that it was incumbent on the directors of the Bank of Ireland, and
their indispensable duty, to limit their paper at all times of an unfavorable exchange
during the continuance of the restriction, exactly on the same principle as they would,
and must have done, in case the restriction did not exist; and that all the evils of a high
and fluctuating exchange were to be imputed to them if they failed to do so. The
effect which making Bank of England notes procurable in Ireland would have on the
exchange was clearly shown by the great fall in it in March, April and May, 1797,
when Government passed Bank of England notes in Dublin. They recommended that
the Irish currency should be equalized with the English, by making the Irish shilling
12d. before any new coinage was struck, and that the English copper coinage should
be as current in Ireland as the silver and gold coinage.

This admirable report is the first Parliamentary investigation into the theory of a paper
currency; and is the first authoritative declaration that it ought to be governed by the
foreign exchanges. In this it fully adopted the truths demonstrated by Mr. Boyd, Lord
King and Mr. Parnell, and is in entire accordance with the more celebrated Bullion
Report of 1810. These two reports are the most masterly papers which were ever
drawn by Parliamentary committees. This report did not discuss the new theory
propounded, that the paper currency should be regulated by the discount of mercantile
bills. The Bullion Committee did, and entirely condemned it.

PLL v6.0 (generated September, 2011) 32 http://oll.libertyfund.org/title/2238



Online Library of Liberty: A History of Banking in all the Leading Nations, vol. 2 (Great Britain,
Russian Empire, Savings-Banks in the U.S.)

[Back to Table of Contents]

SECTION V.

FAILURE OF CURRENCY REFORM—INFLATION AND
REACTION.

Napoleon’s Berlin Decree Starts a Great Commercial Speculation—Spread of Joint
Stock Enterprises—The Bank Encourages Inflation—Country Banks Trebled in
Number—They Issue £30,000,000 of Notes—Gold Bullion Rises—A War of
Pamphlets—The Bullion Committee Appointed—Defeat of the Committee’s
Report—Great Inflation of Prices—A Violent Reaction and Failures—Suspension of
Provincial Banks—The Peel Act of 1819—The Bank’s Monopoly Broken in
1826—Private and Stock Banks Allowed to Issue—Withdrawal of £1 Notes.

IN 1807, speculation burst out with redoubled fury. Napoleon’s Berlin decree, placing
the whole of Great Britain under a paper blockade, and interdicting all commerce
between all nations under his influence with Great Britain, was met with equally
insane counter decrees by Great Britain. These decrees caused violent changes in the
value of a multitude of commodities; and, as a natural consequence, immense
speculation in them. The deposition of the House of Braganza from the throne of
Portugal was followed by their emigration to the Brazils. This opened out the whole
of the South American markets to British commerce, which had hitherto been closed
against it. The speculation of the merchants swelled in proportion to the vastness of
the markets opened up to them. A complete frenzy of speculation seized upon the
nation. It spread from commerce to joint stock companies. The infatuation in 1720
was reproduced. Joint stock companies of every conceivable sort started up like
mushrooms. At the same time the Bank of England fanned the flame of speculation
beyond all the bounds of ordinary rashness. Sir Francis Baring said in his evidence
before the Bullion Committee, that since the restriction, he knew of many clerks not
worth £100 who had turned merchants, and got discount accounts from £5000 to
£10,000 from the bank, which could not be done if it were not for the restriction. The
paper discounted by the bank, which had been £2,946,500 in 1795, rose to
£15,475,700 in 1809, and to £20,070,600 in 1810.

Along with this extravagant speculation, partly caused by it, and partly fanning it, a
multitude of country banks started up in all directions and inundated the country with
their notes, exactly as had happened before 1793. In the year 1797 they had been
reduced to 270; in 1808 they had increased to 600; and in 1810, when the Bullion
Committee was appointed, they amounted to 721; and the quantity of paper they put
into circulation was supposed to amount to £30,000,000. At the same time the Bank
of England had increased its issue to £21,000,000, a quantity declared by some of the
most eminent witnesses far to exceed the legitimate wants of the country.

Concurrently with these extravagant speculations and issues of notes, the price of gold

bullion rose rapidly, and the foreign exchanges fell with great rapidity—exactly the
same symptoms as had been manifested in Ireland in 1804. Mr. Baring said that
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guineas sold for 26s. A celebrated war of pamphlets broke out. When the value of
bank notes in 1797 had differed from specie, it had been universally said that bank
notes had fallen to a discount. But in 1809, when exactly the same phenomena took
place, an ingenious and powerful party made the wonderful discovery that it was not
bank notes which had fallen, but gold that had risen! A host of writers, among whom
one of the most distinguished was Ricardo, who now first appeared as a writer,
maintained that bank notes were at a discount, which was caused by their excessive
issues. The following figures, taken at intervals, are sufficient to show the rapid rise in
the price of bullion and the fall in the foreign exchanges:

Price of Sterling Gold. Price of Silver. Exchanges with Hamburg.

£ s d. s. d. S. d.
January, 18054 0 0 5 4 35 6
October, 18054 0 0 5 5 33 9
July, 1808 No quotation 5 3 34 9
February, 18094 10 0 5 3 31 0
May, 18094 11 0 5 5 29 6
January, 1810No quotation 5 7 28 6

On the 1st of February, 1810, on the motion of Mr. Horner, the famous Bullion
Committee was appointed.

The Bullion Report of 1810 has, from various circumstances, attracted so much public
attention, as to have thrown completely into the shade the Report on Irish Currency in
1804. That report was soon so forgotten that the Directors of the Bank of England
seem to have had no knowledge of it. The circumstances, however, of the
derangement of the Irish currency in 1804 were precisely similar with those of the
English currency in 1810. The same sets of opinions were delivered and adhered to
stoutly by the professional witnesses in both cases, and the report of the committee in
each case was precisely identical. In each case they condemned the doctrines and
policy of the bank directors in the most emphatic manner. The report of the Bullion
Committee of 1810 is written in a more methodical and scientific form, and is
superior as a literary performance, but the principles adopted and enforced in it are
absolutely identical with those of the report of 1804.

The witnesses examined before both committees consisted of the same varieties: bank
directors, private bankers, general merchants and independent witnesses. The opinions
given by the English bank directors and merchants were precisely similar to those of
the Irish bank directors and merchants. The directors of both banks vehemently
repudiated the idea that the bank paper was depreciated; they equally maintained that
it was the price of specie which had risen; they both admitted that while they were
liable to pay their notes in specie, they were obliged to regulate their issues by the
foreign exchanges and the price of bullion; they both admitted that since the
restriction they had paid no attention to their former rules, and they denied the
necessity of so doing. They both denied that the issues of their notes had any effect on
the exchanges, or were in any way the cause of the high adverse exchange, and they
both denied that a limitation of their issues would have the slightest effect in reducing

PLL v6.0 (generated September, 2011) 34 http://oll.libertyfund.org/title/2238



Online Library of Liberty: A History of Banking in all the Leading Nations, vol. 2 (Great Britain,
Russian Empire, Savings-Banks in the U.S.)

the exchanges to par. They both maintained that there could be no over-issue of their
notes so long as they were confined to the discount of paper of undoubted solidity,
founded upon real transactions. Nothing can be more remarkable than the perfect
identity in sentiment in every point of opinion and policy between these two sets of
directors; but we must remark what will detract considerably from the weight of their
opinion, that they were all interested witnesses. In the first place, since the restriction
on cash payments, and so being relieved of fulfilling their obligations, they had
extended their discounts enormously, and as their profits upon their extended issues
had been proportionate, the dividends of the proprietors had greatly increased.
Secondly, they were in the position of semi-defendants; their policy was certainly
impugned. The committee was a court of inquiry into their conduct; and it certainly
was not likely that they would admit that the principles they were acting upon could
be wrong, when they were so very lucrative to the proprietors of the bank. The same
objection of interested testimony equally applies to that of the merchants; for they
were interested in obtaining as large an amount of accommodation from the bank as
possible; and a restriction on its issues would have curtailed their operations,
speculative or otherwise; consequently, their interests were better served by the
doctrines and policy of the bank directors. Both committees, however, examined
witnesses of an independent position, who had no interest one way or the other; and in
each case they totally disagreed from the opinions and the doctrines of the bank
directors, and condemned their policy. And in both cases the committee, having
examined all these witnesses of different shades and of opposite opinions, presented
reports strongly condemning the opinions and practice of the directors of each bank,
and called upon them to alter their policy; the report in the Irish case in language of
great severity; that in the English case equally strong in fact, though milder in
expression.

As this division of opinion on these financial questions exercised the most momentous
consequences on the welfare of the country, it will be of advantage to state shortly and
precisely the points upon which the respective parties were at issue.

The facts were, of course, easily ascertained and agreed upon. They were as follows:

1. That the Mint price of gold bullion, or the legal standard of the coin, was £3 17s. 10
1-2d. per ounce. 2. That the market price of gold bullion was then £4 10s. per ounce.
3. That the foreign exchanges had fallen to a great extent—that with Hamburg, 9 per
cent.; that with Paris, 14 per cent. 4. That the increase of bank notes had been very
great during the last few years; and was rapidly augmenting. 5. That specie had
disappeared from circulation.

Upon this acknowledged state of facts the opposite issues maintained by the two
parties were as follows:

The one party maintained—

1. (a) That the bank notes were depreciated.

PLL v6.0 (generated September, 2011) 35 http://oll.libertyfund.org/title/2238



Online Library of Liberty: A History of Banking in all the Leading Nations, vol. 2 (Great Britain,
Russian Empire, Savings-Banks in the U.S.)

(b) That the difference between the market price and the Mint price of gold bullion
was the measure of the depreciation.

2. (a) That the extreme limit to which the foreign exchanges could, by the nature of
things, fall in any case, was defined and easily ascertained, and consisted of the
expense of freight, insurance and some other minute causes.

(b) That, in the then state of the foreign exchanges, there was a very large excess of
depression over and above that limit, which was not attributable to any of these
causes.

(c) That this residual depression of the exchanges, and the rise of the market price
above the Mint price of gold, was caused by the excessive issues of bank notes in
circulation.

3. That a diminution on the quantity of bank notes would increase the value of the
domestic currency, would cause the foreign exchanges to rise to par, and cause the
market price of gold to fall to the Mint price.

4. That the Directors of the Bank of England ought to follow the same rules in the
extent of their issues during the restriction of cash payments as they had been obliged
to do before the restriction—namely, by regulating them by the foreign exchanges.
When the exchanges were favorable and bullion flowing in, they might enlarge them;
when the exchanges were adverse, they must contract them.

In opposition to these principles the other party maintained:
1. (a) That it was not the bank notes which had fallen, but specie which had risen.

(b) That there was no difference between the price of bullion, whether paid in bank
notes or in specie.

2. That the depression in the exchanges was in no way whatever attributable to the
depreciation of the currency, but was entirely caused by the adverse balance of
payments to be made by Great Britain, the remittances to the army, the Continental
measures of Napoleon and other political measures.

3. That no diminution or increase of the issues by the bank could have any effect
whatever on the foreign exchanges, either in raising or depressing them, or on the
market price of bullion.

4. That since the restriction there was no necessity for observing the same rules in
issuing their notes by discounts as before—i. e., by observing the course of the
foreign exchanges; but that the public demand was the sole criterion; and so long as
they adhered to these rules there could be no over-issue.

With respect to the first point at issue between the two parties, after the previous full

exposition of the principles involved in it, we need say very little about it here, as
according to what has already been said, it is quite clear that it was a very fantastic
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opinion indeed to suppose that gold could rise in comparison to a “promise to pay”
gold. There was one circumstance, however, different in the cases of England and
Ireland. In the latter country, the bank notes were openly at a discount; there were two
prices in every transaction—a money price and a paper price; and there were specie
shops where guineas were openly sold for bank notes and several shillings over. In
England, this was not the case, partly because Bank of England notes were received at
their full nominal value in payment of taxes; but chiefly because it was held to be an
indictable offence to sell guineas for more than 21s. Shortly before the Bullion
Committee was appointed, a man named De Yonge was tried and convicted for the
crime of selling guineas for more than 21s. This law only applied to heavy guineas.
Light guineas, below 5 dwts. 8 grns. might be sold, and usually brought a bank note of
£1, and 6s. or 7s. over. But though it was supposed to be an offence to sell heavy
guineas openly for more than 21s., there was abundant evidence to show that when
persons were dealing privately they made a difference between payment in gold and
payment in notes. However, De Yonge’s conviction was afterwards quashed. As Mr.
Huskisson said, the doctrine of those persons who held that bank notes were not
depreciated was, that bank paper was the real and fixed measure of all commodities,
and that gold was only one of the commodities of which the value, like that of all
others, was to be determined and ascertained by reference to this invariable standard
and universal equivalent, bank notes. These views pervaded the whole of the
mercantile evidence adduced, the reply to which is so obvious. A bank note was the
promise to pay a certain specified weight of gold of standard fineness; it did not
promise to be of the value of any amount of indigo, broadcloth, corn, or anything else.
A £1 bank note professed to be of the value, and to be exchangeable for 5 dwts. 3
grns. of standard gold, and nothing else; and if it would only purchase 4 dwts. 8 grns.,
those who maintained that it was not depreciated, must also have maintained that 4
dwts. 8 grns. were equal to 5 dwts. 3 grns. There is no escape from this conclusion.
Those who maintained that a £1 bank note, which was a promise to pay 5 dwts. 4
grns. was still a “Pound” when it would only purchase 4 dwts. 8 grns., ought also to
have maintained that if the fifth part were to leak out of a pint bottle of wine, it was
still a “pint of wine” because it was contained in a pint bottle. In each case the
“promise to pay” and the “pint bottle” were only the outward sign of what the
contents ought to be; in either case, it was the quantity of the substance, either of gold
or of wine, they actually did contain, which was their true value. There was, however,
one argument to show that there was no difference between specie and paper in
transactions; for specie had totally disappeared from circulation; it had no existence.
Bank notes and tokens were the sole circulating medium of the country. When people
found that they could get no more for their good golden guineas than for the
depreciated bank notes, they hoarded them; they either retained them locked up, or
melted them down for exportation—the temptation to perjury being exactly 12s. per
ounce. The explanation of this phenomenon is very simple. When bank notes are
convertible into gold at the will of the holder they cannot fall to a discount; and if
bankers issue too great a quantity of them the holders demand gold. But when bank
notes are inconvertible, they take rank as a new independent, substantive currency,
exactly like silver. Now the relative value of gold and silver purely depends upon the
law of supply and demand; and when their relative values are fixed by law, if the
legal, or artificial value does not agree with the market, or natural value, it invariably
happens that the metal which is undervalued disappears from circulation. So, also,
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when heavy and light coins of the same metal circulated together, the heavy coins
invariably disappeared from circulation, because the heavy coins were undervalued;
and nobody would give six ounces of silver for what they could purchase with five
ounces.

It was exactly the same with inconvertible bank notes. They could only preserve their
relative value with gold by preserving certain relative proportions in their quantity. As
soon as this relative quantity was exceeded their relative value fell; and as their
relative value for gold was fixed by law, a change in their market value was followed
by exactly the same consequences as a difference between the market and the legal
value of gold and silver. The guineas which were undervalued were driven out of
circulation, as has always been done under similar circumstances, and as always will
be done to the end of time. Thus this iniquitous and ignorant law to force down the
value of guineas brought its own punishment with it. It destroyed their existence as a
circulating medium. But then it became literally true that there was no difference
between specie and paper; the power of making an invidious distinction between
specie and paper was effectually cured. Solitudinem faciunt, pacem appellant. When
the inhabitants were massacred, the Russians proclaimed: L ‘ordre regne a Varsovie.

With respect to the second issue joined between the parties, the principal places with
which London had established exchanges were Amsterdam, Hamburg and Paris. The
witnesses examined by the committee proved that the whole expenses of freight,
insurance, war risk, and every other charge, varied from about four to five and a-half
per cent.; but beyond these there was a depression of twelve to fourteen per cent.,
totally unaccountable for by any of these causes. If it were true that this difference
arose from a demand for gold on the Continent, it is quite evident that gold should
equally have risen in the Continental markets. But those who alleged this cause should
have been prepared with a proof of their assertions, which, however, they were totally
unable to produce. On the contrary, it was proved that there was no alteration in the
Mint price of gold in foreign places, and that the market price had experienced no rise
at all in proportion to the rise in England.

Of all the witnesses examined by the committee, one foreign merchant alone
maintained in opposition to the English witnesses, that the rate of exchange was in no
way due to the balance of payments due by England, but that it was solely due to the
depreciation of the bank notes in which payments were made.

With respect to the third issue joined between the parties, nothing can be clearer than
that a diminution in the quantity of paper in circulation must have enhanced its value
relatively to all other commodities, gold included. And as the market price of gold
was determined solely with reference to the price paid for it in bank paper, and not in
guineas, it is evident that a reduction in the quantity of paper must have reduced the
price of gold when expressed in paper, and brought the real value of the bank note
nearer its nominal value. And thus, by raising the value of the whole currency, if the
diminution had been carried far enough, it must necessarily have raised the foreign
exchanges to par, and so would have brought gold back again into circulation.
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The fourth issue between the parties contains a perfectly new theory of the paper
currency, which had been previously maintained by the directors of the Bank of
Ireland. As this is a very important, but very delusive, theory of paper currency, we
shall defer the discussion to a future chapter. The Bullion Report especially
condemned it. Upon all this conflicting evidence the committee produced a most
masterly report, probably the most able ever drawn up by a Parliamentary committee.
It was the joint work of Mr. Horner, Mr. Huskisson and Mr. Henry Thornton—each a
master in his own department. It is one of the great landmarks in economics, as
containing the infallible principles upon which a paper currency must be regulated.

Nothing can be a more amusing example of reasoning in a vicious circle than the
unanimous doctrines of the English merchants. They laid down as a dogma that an
adverse state of the exchanges and an export of bullion could only be caused by a
balance of payments being due by England; and because the exchanges were adverse,
and an export of bullion had taken place, they maintained that it must be owing simply
to a balance of payments being due by England, without the least investigation into
the facts. But an inquiry into the facts entirely disproved this assertion; because it was
decisively proved that when the exchanges were reduced to their true value in specie,
that the real exchange was in favor of England, which we know must necessarily have
been the case, from the enormous exports of English commodities to all quarters of
the globe.

The committee decisively proved that an excessive quantity of inconvertible paper
necessarily causes the exchanges to be apparently adverse, whatever the real exchange
may be, and an export of gold. They thus showed that instead of there being only one
cause of an adverse state of the exchanges and an export of gold, there were two. The
committee then laid down the rule that the issues of paper must be governed and
regulated by the state of the foreign exchanges and the market price of gold bullion.
Unfortunately, however, they laid down no rule for carrying these principles into
practical effect; and consequently their theory, correct as far as it went, was
incomplete, and was never properly worked.

In 1856, we showed that besides the two causes of an adverse state of the exchanges,
and an export of bullion, there is a third, which up till then had never attracted
sufficient attention. By stating this new cause and devising a rule founded upon it,
showing how the theory of the Bullion Report is to be carried into practical effect, we
completed the theory of the Bullion Report; and by this rule the Bank of England and
every bank in the world is now managed. Some proposals were made for remedying
the evil by imposing a limit on the issues of the bank; but the committee entirely
condemned the plan of imposing a cast-iron limit on the issues of the bank; because
doing so would prevent the bank from rendering that assistance to commerce in times
of trouble which repeated experience had proved to be necessary, and might very
much aggravate the inconveniences of a temporary pressure. The only true and proper
remedy for all these evils was, therefore, a resumption of cash payments. That,
however, was an operation of the greatest delicacy, and it must be left to the
discretion and prudence of the bank to carry it into effect. Parliament should merely
fix the time, and leave it to them to carry it into effect. Under all the circumstances a
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period of two years seemed to be not longer than necessary, and at the same time
sufficient to enable them to prepare for it.

This report contains the eternal and immutable principles which must regulate every
paper currency which makes any attempt to conform to the value of gold; and if any
legislation on paper currency be considered necessary, it must endeavor to enforce the
practical application of the principles of this report; and just in so far as it deviates
from or contravenes them, so it will be found to thwart and contravene the eternal
principles of economics. All legislation, then, on the currency should have as its
object merely to provide the best machinery for ensuring the practical application of
the principles. The general principles laid down in this report are as complete a matter
of demonstration as any in Euclid. The method of treating the subject is as scientific
as any of the great discoveries in natural philosophy, which have excited the
admiration of the world; nor could it fail to carry conviction to any one of ordinary
intelligence who was capable of understanding the force of the arguments. No sooner
was it published, than it was assailed by a whole multitude of pamphleteers, whose
obscure memory it is not worth while now to revive. The interests affected by the
report were too deep and extensive for it not to be attacked by every species of
ridicule and acrimonious controversy.

In May, 1811, a debate of four nights took place on the report. Mr. Horner embodied
the conclusions of the report in a series of sixteen resolutions. The first was negatived
by a majority of 151 to 75. The next fourteen were negatived without a division; and
the last was rejected by a majority of 180 to 45. Among the names of the majority was
that of Robert Peel. Mr. Vansittart, the Chancellor of the Exchequer, in a speech of
enormous length moved counter-resolutions to Mr. Horner. The purport of these was
that there was no legal weight of bullion in the coins beyond what the caprice of each
sovereign might dictate; that the bank notes were merely promises to pay these coins,
and that they always had been, and at that moment were, held equivalent in public
estimation to the legal coin of the realm, and were generally accepted as such in all
pecuniary transactions to which such coin was lawfully applicable; and that the price
of bullion and the state of the foreign exchanges were in no way owing to excessive
issues of bank paper. Mr. Canning in vain attempted to persuade the Ministers to rest
satisfied with the defeat of the Bullion Report; and, for the sake of the reputation of
the House, not to make them pass a vote which no one outside of it could speak of
without laughter. His amendment was rejected by a majority of eighty-two to forty-
two, and Mr. Vansittart’s resolutions were carried.

After the House had indulged in this wild freak,—the very saturnalia of
unreason,—and given the bank so great an encouragement to pursue its wild career, it
became evident to everyone who understood the subject, that the value of every man’s
property depended on the will of the bank. This was fraught with the most alarming
consequences to every one with a fixed income; as, while the price of every article of
necessity kept pace with the depreciation of the currency, anyone like a landlord,
having a fixed rent to receive, was paid in a depreciated paper, while his tenants
received the increased nominal prices of their commodities.
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As matters were continually getting worse,—gold having risen to £4 16s. in
March,—Lord King, who had distinguished himself some years before regarding
paper money, issued a circular to his tenants, reminding them that their contract was
to pay a certain quantity of the legal coin of the country, and that the present paper
currency was considerably depreciated. He said that in future, he should require his
rents to be paid in the legal gold coin of the realm; but that, as his object was merely
to secure the payment of the real intrinsic value of the sum agreed to be paid, he
should be willing to receive the amount in Portugal gold coin of an equal weight with
that of the stipulated number of guineas, or in an amount of bank notes sufficient to
purchase the weight of standard gold requisite to discharge the rent.

That such a demand was legal no one pretended to deny. But when, this practical
sarcasm was passed upon the resolution of the House of Commons, it drove that party
wild. The most unmeasured abuse was heaped upon Lord King for incivism. Not only
was the measure in every way legal, but nothing could have been more equitable. His
tenants were receiving increased market prices for their produce, and only paid him in
the same number of depreciated notes. It is quite clear that, if his tenants got an
increase in the price of their products, owing to the depreciation, he ought to have
received a proportionate increase in his rents. Lord Stanhope brought in a bill which,
after being considerably modified, was ultimately passed, making it a misdemeanor to
make any difference between specie and paper in payments. He mentioned several
instances which he had been informed of in which 27s. were demanded for a guinea.
Lord Holland also said that a £1 note and seven shillings were currently given for
guineas. Admirable commentary upon the resolutions so triumphantly carried only
two months before in the House of Commons, and then standing in their journals, that
in public estimation guineas and bank notes were equal! This act was originally
limited to the 24th March, 1812, but it was subsequently prolonged during the
continuance of the Restriction Act.

The harvest of 1811 was extremely deficient, and that was the period when the power
of Napoleon was at its height, and the Continental sources of supply were cut off. In
August, 1812, corn reached its highest price during the war. The average price of
wheat in England and Wales was then 155s.; some Dantzic wheat brought 180s.; and
in some instances oats were at 84s. The advocates of the rival theories attributed this
great rise in the price of cereals to different causes—one party almost entirely to the
depreciation of paper, the other to the scarcity. Mr. Tooke was a distinguished
advocate of the latter view, and in support of it urged forcible arguments from the
corresponding rise which took place in France during the same period, where the
currency was almost purely metallic. Mr. Tooke’s powerful arguments derive
additional force from his being a contemporary of the circumstances he describes. But
we think he can hardly be correct in so entirely neglecting the effect of the
depreciation of the paper currency as he does. We have abundant evidence that,
before the gold coin and the bank note bill, there were very generally two prices in the
country—a gold price and a paper price. After that act, gold totally disappeared from
circulation, and there was nothing but a paper price. But, if any price had been paid in
gold, would there not have been exactly the same difference in the price as before the
act? If then such would have been the case, it is evident that when paid in paper, the
paper was depreciated by exactly the difference that would have been between gold
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and paper. There does not appear to be the least reason to suppose that the scarcity
was greater in 1812 than in 1800; in fact, the evidence seems to be all the other way;
yet while corn only rose to 133s. in 1800, it rose to 155s. in 1812. Whence this
difference? It was evidently due to the depreciation of the paper. In August, 1812, the
price of gold was £4 18s. per ounce, at which the real value of the note was 15s. 11d.
How is it to be supposed that the enhancement of prices when paid in paper, which
was quite notorious before Lord Stanhope’s Act, was actually annihilated by that act?

The principles of the Bullion Report having been decisively rejected by Parliament,
and pronounced to be fallacious by the resolutions which declared twenty-one to be
equal to twenty-seven, the bank took no measures to bring their notes to a nearer
conformity to their nominal value; and the market or paper price continued to rise, till
November, 1813, it stood at £5 10s.; the greatest height it ever reached. The long
continuance of high prices, caused partly by a series of deficient harvests and partly
by the depreciated paper in which prices were paid, gave rise to the belief that they
would continue permanent. Immense speculations began in land jobbing; vast tracts of
waste and fen land were reclaimed. It was at this time that the immense agricultural
improvements in Lincolnshire were effected. Rents in most cases rose to treble what
they were in 1792; all the new agricultural contracts entered into at this period were
formed on the basis of these extravagant prices. Landlords and tenants increased their
expenditure in a like proportion; family settlements were made on a commensurate
scale. As a natural consequence, country banks multiplied greatly. In 1811 they were
728; in 1813 they had risen to 940; and the amount of their issues was supposed on
the most moderate estimate to be about £25,000,000.

After the disaster of the French in the Russian campaign of 1812, and the battle of
Leipzic in 1813, the ports of Russia and Northern Germany were thrown open to
British commerce. This naturally gave rise to enormous speculative exports and
overtrading. The harvest of 1813 was prodigiously abundant, so that the price of
wheat, which in August, 1812, had been 155s. gradually fell till in July, 1814, it was
only 68s. The exporting speculations were at their height in the spring of 1814, and
the prices of all such commodities rose to, in many cases, double and treble what they
had been before. Every branch of industry was affected by the preceding causes, and
the natural and inevitable consequences soon followed. A violent revulsion and
general depression of the price of all sorts of property, which entailed such general
and universal losses among the agricultural, commercial, manufacturing, mining,
shipping and building interests, as had never before been paralleled. As is always the
case, the consequences of the wild speculations and engagements persons had entered
into during the continuance of the fever, continued to be felt for many years
afterwards. The disasters commenced in the autumn of 1814, continued with
increasing severity during 1815, and reached their height in 1816-17. During these
years, eighty-nine country bankers became actually bankrupt; probably four or five
times that number ceased business, and the reduction of their issues of country paper
was such, that in 1816 its amount was little more than half what it had been in 1814.

This discredit of country bank paper, similar to what had previously occurred in 1793

and 1797, caused a demand for additional issues from the Bank of England, to help to
maintain public credit. This caused an extension of the bank paper by upwards of
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three millions; but so great was the abstraction of country bank paper, to certainly
four times the amount of the increased issues of the bank, that the value of the whole
currency gradually rose, so that while in May, 1815, the market or paper price of gold
was £5 6s., the exchange on Hamburg 28-2, and the exchange on Paris 19-00, in
October, 1816, the paper price of gold was £3 18s. 6d., the exchange with Hamburg
was 38-00, and that on Paris was 26-10, and they remained at these prices with little
variation till July, 1817. Hence at length was manifested the most complete triumph
of the principles of the Bullion Report. The great plethora of this worthless quantity of
paper currency being removed, the value of the whole currency was raised almost to
par; so near, in fact, that the smallest care and attention would have brought it quite to
par; and if means could have been taken to prevent the growth of the rank luxuriance
of country bank notes, cash payments would have been resumed at this period with
the utmost possible facility, and, as a matter of course, without exciting the least
comment.

On several previous occasions, the bank had intimated to the Government their
perfect ability and readiness to resume payments in cash, but had always been
prevented from doing so for political reasons. In 1815, when peace was finally
restored, they prepared in good faith to be ready to do so as soon as they should be
required; and during that year and 1816, they accumulated so much treasure that, in
November, 1816, they gave notice of their intention to pay all their notes dated
previously to the 1st January, 1812; and in April, 1817, all their notes dated before the
first of January, 1816. When this was done, there was found to be scarcely any
demand upon them for gold. The nation had got so accustomed to a paper currency,
that they were most unwilling to receive gold for it. Mr. Stuckey, one of the largest
bankers in the west of England, said that during this partial resumption of cash
payments, it cost him nearly £100 to remit the surplus coin which accumulated upon
him to London, as he could not get rid of it in the country, his customers all preferring
his notes. Many persons who had hoarded guineas requested as a favor to have notes
in exchange.

In March, 1814, the restriction was prolonged till July, 1816. Just after that, took
place the Hundred Days. The expenses of the campaign made the Ministers dread a
monetary crisis, and the restriction was prolonged till July, 1818. The partial
resumption of cash payments was attended with perfect success; it caused no very
great demand for gold; which continued to accumulate in the bank till October, 1817,
when it reached its maximum, being £11,914,000. The bank gave notice that it would
pay off in cash all the notes dated before the 1st of January, 1817, or renew them at
the option of the holders. In the course of 1817, a very large amount of foreign loans
was contracted for. Prussia, Austria, and other lesser states were endeavoring to
replace their depreciated paper money by specie; and as money was abundant in
England, a very large portion of these loans were taken up here. The effect of this
began to manifest itself in April, 1817, when the exchanges with Hamburg and Paris
began to give way and the market price of gold to rise. These phenomena gradually
increased throughout 1818, until in January, 1819, the market price of gold was £4
3s., the exchange on Hamburg 33-8, and that on Paris 23-50. In July, 1817, the new
gold coinage began to be issued from the Mint in large quantities. The consequence
was, that a steady demand for gold set in upon the bank, and, in pursuance of its
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notices, the sum of £6,756,000 was drawn out of it in gold. Just at this time the British
Government reduced the rate of interest upon exchequer bills. The very much higher
rate of interest offered by Continental governments caused a great demand for gold
for export; and in the beginning of 1818, a very decided drain set in. The bank
directors, however, determined to set all the principles of the Bullion Report
ostentatiously at defiance. While this great drain was going on, they increased their
advances to the Government from £20,000,000 to £28,000,000; and though they knew
perfectly well that the demand for gold was for export, they took no measures
whatever to reduce their issues for the purpose of checking the export. At the same
time, the issues of the country banks had increased by two-thirds since 1816. This
demand for gold became more intense during 1818 and January, 1819; and it became
evident that the bank would soon be exhausted if legislative interference did not take
place. Accordingly, on the 3d of February, 1819, both Houses appointed committees
to inquire into the state of the bank; and on the 5th of April they reported that it was
expedient to pass an act immediately to restrain the bank from paying cash in terms of
its notices of 1816-17. An act for that purpose was passed in two days. The report of
the Commons stated that in the first six months of 1818, 125 millions of francs had
been coined at the French Mint, three-fourths of which had been derived from the
gold coin of this country. The act forbade the bank to make any payments in gold
whatever, either for fractional sums under £5 or any of their notes, during that session
of Parliament. The bank was, therefore, totally closed for cash payments. This was the
second notable triumph of the principles of the Bullion Report. The first had proved
the truth of its doctrine that a reduction of the paper currency would reduce the price
of gold, and bring the exchanges to par. The second showed that an ostentatious
defiance and contravention of its doctrines brought on a total suspension of cash
payments.

The chief points of interest in these reports of the committees are the opinions of the
witnesses respecting the great doctrines of the Bullion Report. The reports of neither
House entered into any question of the theory of the currency; they were confined to
recommending a certain course of action; but they examined a number of witnesses of
the first eminence on the subject, and the result of their evidence is most
extraordinary. In 1804 and 1810 the immense preponderance of commercial
testimony scouted the doctrine that the issues of paper currency had any effect on the
exchanges or the price of bullion, or should be regulated by them. Nevertheless, the
reports of both committees were certainly in the teeth of the mercantile evidence. The
Bullion Report had now been before the country for nearly nine years; and had caused
more public discussion than almost any subject whatever, both in Parliament and in
the press. It is perfectly manifest that if its principles were erroneous, the commercial
world would only have been further strengthened against them. But what was the
result now? The overwhelming mass of commercial evidence was entirely in their
favor. The current of mercantile opinion was now just as strong in their favor as it had
been formerly against them. A few old, antiquated fossils still stuck to the exploded
fallacies to the last. What could be more triumphant than this? What could be more
splendid testimony to their soundness and accuracy than the fact that they had
converted the immense hostile majority of the commercial world? Notwithstanding
that the Governor and the Deputy Governor of the bank had given strong evidence in
favor of the doctrines of the Bullion Report, they were not able to carry the majority
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of the court with them, who persisted in the old opinions. On the occasion of some
questions being sent to them for their consideration, the court took the opportunity of
recording publicly their disapproval of the doctrines which were now in the
ascendant. On the 25th of March they resolved:

“That this court cannot refrain from adverting to an opinion strongly insisted upon by
some, that the bank had only to reduce its issues to obtain a favorable turn in the
exchanges, and a consequent influx of the precious metals; the court conceives it to be
its duty to declare that it is unable to discover any solid foundation for such a
sentiment.”

In pursuance of the reports of both Houses, the celebrated Act of 1819 was passed,
commonly called Peel’s Act, because he was Chairman of the Committee of the
Commons, and the Ministry entrusted the bringing in of it to him.

The chief provisions of this Act, Statute 1819, c. 49, were:

1. The acts then in force for restraining cash payments should be continued till the 1st
of May, 1823, when they were finally to cease.

2. That on and after the 1st of February, and before the 1st of October, 1820, the Bank
of England should be bound, on any person presenting an amount of their notes, not
less than of the value or price of sixty ounces, to pay them on demand at the rate of £4
Is. per ounce, in standard gold bullion, stamped and assayed by the Mint.

3. That between the 1st of October, 1820, and the 1st of May, 1821, it should pay in a
similar manner in gold bullion at the rate of £3 19s. 6d. per ounce.

4. Between the 1st of May, 1820, and the 1st of May, 1823, the rate of gold bullion
should be £3 17s. 10 1-2d. per ounce.

5. During the first period above mentioned it might pay in gold bullion at any rate less
than £4 1s. and not less than £3 19s. 6d. per ounce; in the second period, at any rate
less than £3 19s. 6d. and not less than £3 17s. 10 1-2d.; upon giving three days’ notice
in the Gazette and specifying the rate; but after doing so they were not to raise it
again.

6. These payments were to be made in bars or ingots of the weight of sixty ounces
each; and the bank might pay any fractional sum less than 40s. above that in the legal
silver coin.

7. The trade in gold bullion and coin was declared entirely free and unrestrained.

The fantastic plan of paying in bars or ingots of gold bullion, instead of in gold coin,
was a scheme of Ricardo’s, who had by this time acquired great celebrity on account
of the prominent part he took, in 1810, in proving that the bank note was depreciated,
and the admirable evidence he gave before the committees of both Houses in 1819.
But it proved a dead letter—it never took effect at all. Although the bank was
permitted to pay its notes in bars of gold bullion at the rate of £4 1s. per ounce, they
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were actually at par. In August, 1819, the market price of gold fell to £3 17s. 10 1-2d.,
and continued at that rate till June, 1822, when it fell to £3 17s. 6d. The accumulation
of treasure became so rapid in the vaults of the bank in 1820, that early in 1821 the
directors felt themselves in a position to resume complete payments in cash. An act
was passed to enable them to do so on the first of May, 1821, instead of in 1823. By
this time the Government had repaid £10,000,000 of the debt it owed to the bank,
which all the witnesses agreed was a necessary preliminary to enable the directors to
contract their own issues.

The Act, Statute 1819, c. 49, commonly called Peel’s Act, has probably been the
subject of more gross misapprehension and misrepresentation than any other act
which was ever passed, even by grave historians who were culpably negligent in not
accurately ascertaining the facts. The almost universal opinion is, that while bank
notes were heavily depreciated, Peel’s Act of 1819 compelled the bank at once to
resume payments in cash at their full nominal value, thereby causing a great
contraction of the currency, which it is alleged produced the dreadful agricultural
distress in 1821 and succeeding years. The preceding narrative shows that this is a
complete misstatement of the facts. The great contraction of the currency was caused
by the failure of somewhere about three hundred country banks in 1815-16, and the
destruction of about £12,000,000 of their worthless paper. This brought the bank note
to all but its par value; and the bank of its own accord commenced a partial
resumption of cash payments in November, 1816, and a further resumption in April,
1817; and there can be no doubt it would have completely resumed payment in 1818,
without exciting the least comment, if it had not been so grossly mismanaged in that
year. The Act of 1819 produced absolutely no contraction of the currency whatever.
The bank note was at par in October, 1819, although the act allowed the bank to
redeem their notes at £4 1s.; and the bank did not ultimately resume cash payments in
pursuance of the Act of 1819, but in pursuance of an act passed at the instance of the
bank itself in 1821. Mr. Turner, a director of the bank, says in a pamphlet: “With
regard to the effect of Mr. Peel’s bill on the Bank of England, I can state, from having
been in the direction of the bank during the last two years, that it has been altogether a
dead letter. It has neither accelerated nor retarded the return to cash payments.”
London bankers, as we have said, of their own accord, discontinued issuing their own
notes in 1793; and proved that in such a place as London banking can be carried on
without issuing notes, but only allowing their customers to draw cheques.

For a long time the consequences that might be deduced from this apparently
unimportant change in the method of banking escaped notice. But about 1820 Mr.
Joplin, a well-known writer on banking in his day, maintained that the monopoly of
the bank was exclusively confined to issuing notes; and that there was nothing in its
charter which prevented joint-stock banks being founded, and carrying on their
business according to the then usual method of London bankers. He says:* “That
public banks have not hitherto existed, more especially in London and Lancashire,
seems to have arisen from the want of a proper knowledge of the principles of
banking, rather than from the charter of the Bank of England, which I find does not
prevent public banks for the deposit of capital from being established. * * * That
banks ought to be the permanent depositories of the capital of the country is an idea
which no writer has hitherto entertained, and the silent operations of the Scotch banks
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have eluded observation. It has, in fact, always been hitherto considered that the
proper business of a bank was to issue notes and discount bills at short dates. It is
quite evident that the framers of the above clause (the monopoly clause) considered
the business pursued by the Bank of England the only proper banking. It appeared to
them that preventing banks with more than six partners from issuing bills at short
dates or notes payable on demand was altogether conferring on the bank the privilege
of exclusive banking as a public company. This it did, no doubt, according to their
definition of the term, but it still leaves the most important part of banking open to the
public. There is at this moment no legal impediment to the establishment of joint
stock companies for trading in real capital. Both the letter and the spirit of the charter
has reference to the circulation of bills and notes alone. A bank which traded only in
capital would not in the least trench upon the monopoly of the Bank of England, nor
be any infringement of its charter.”

In this passage, Mr. Joplin shows that he had not well considered the nature of
banking. He, as well as many others, consider that the private bankers and the joint
stock banks of London trade only in real capital, i. e., money; but this is a pure
delusion. All London bankers discount bills by creating rights of action, or credit; the
only thing is that these credits are circulated by means of cheques only, and not by
cheques and notes. However, Mr. Joplin has the merit of being the first, as far as we
are aware, who perceived that the charter of the Bank of England did not prevent
joint-stock banks being founded so long as they did not issue notes. But, like many
good ideas, it remained a considerable time unfruitful, and it was not till ten years
later that the first joint-stock bank was founded in London.

In 1823, the Government endeavored to persuade the Bank of England to give up the
privileges of their charter, so far as to permit joint-stock banks to be formed in the
country. But the bank refused. Nothing further took place till 1826, when the disasters
of the preceding year being very generally attributed to the improper management of
the country bankers, the Ministers were powerful enough to compel the bank to give
up its unjustifiable monopoly, and at length agreed to permit joint-stock banks to be
formed beyond sixty-five miles from the metropolis. An Act, Statute 1826, c. 46, was
passed for this purpose. The provisions which touch our present subject are:

1. Banks of an unlimited number of partners may be formed and carry on all
descriptions of banking business by issuing notes and bills payable on demand, or
otherwise, provided that such corporations or partnerships should not have any house
of business or establishment as bankers in London, or at any place within sixty-five
miles of London; and that each member of such corporation should be liable for all its
debts of every description contracted while he was a partner, or which fell due after he
became a partner.

2. No such banking company was to issue or re-issue, either directly or indirectly,
within the prescribed distance, any bill or note payable to bearer on demand; or any
bank post bill; nor draw upon its London agents any bill of exchange payable on
demand; or for any less sum than £50; but they may draw any bill for any sum of £50
or upwards, payable in London or elsewhere, at any period after date or after sight.
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3. Such banking companies are forbidden by themselves or their agents to borrow,
owe or take up in London, or at any place within sixty-five miles of London, any sum
of money on any of their bills or notes payable on demand; or at any time less than six
months from the borrowing thereof; but they may discount in London or elsewhere
any bill or bills of exchange, not drawn by or upon themselves or by or upon any
person on their behalf.

4. The Bank of England was authorized to establish branches at any place in England.

5. The rights and privileges of the Bank of England were to remain intact and
unaltered, except so far as varied by the act.

The formation of joint-stock banks under this act proceeded very slowly at first; not
more than four or five being formed in as many years. In fact, such banks could only
be formed by influential persons; and, of course, such persons had already their own
banker, whom they would naturally be unwilling to injure by the formation of so
powerful a rival. The first joint-stock bank was formed at Lancaster; the second at
Bradford, and a third at Norwich, before any one was founded in the great
manufacturing towns. It was not till the prosperous years of 1833-4-5-6 that any
remarkable increase took place in their numbers. In these years, however, they
multiplied rapidly, more especially in 1836, when upwards of forty were established
in the spring.

The great crisis and panic of 1825 was attributed to the excessive issues of £1 notes
by the country bankers. These were suppressed by the Act, Statute 1826, c. 6. By this
act:

1. The act repealing the Act, Statute 1777, c. 30, which prohibited promissory notes
and bills under 20s. was repealed, thereby reviving the former act, but all notes of
private bankers stamped before the 5th of February, 1826, or of the Bank of England
stamped before the 10th of October, 1826, were exempted from its operation, and
were permitted to be issued, re-issued and negotiated until the 5th of April, 1829.

2. Any person after that date making, issuing, signing or re-issuing any note or bill
under £5 was subject to a penalty of £20.

3. Any person who published, uttered or negotiated any promissory or other notes, or
any negotiable or transferable bill, draft or undertaking in writing for the payment of
20s. or above that sum and less than £5, or on which such sum should be unpaid,
should forfeit the sum of £20.

4. These penalties were not to attach to any person drawing a cheque on his banker for
his own use.

5. All promissory notes under £20 made payable to bearer on demand were to be
made payable at the bank or place where they were issued.

When the Government determined to suppress the issue of £1 notes in England, they
said it was their intention to extend the measure to Scotland and Ireland. However
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Scotland may have suffered from commercial overtrading, as all commercial
countries must occasionally do, no banking panic had ever occurred such as those
which had so frequently desolated England. The Ministerial intentions raised a
prodigious ferment in Scotland. Sir Walter Scott published three letters on the subject,
under the name of “Malachi Malagrowther,” which greatly fanned the public
enthusiasm; and such an opposition was organized, that the Ministry were obliged to
consent to appoint committees of both Houses on the subject. These committees sat
during the spring of 1826, and investigated the whole subject of Scotch banking,
which had been very little understood in England before that time; and the result was
so favorable to the system of Scotch banking, that the Ministry abandoned their
intention of attempting to alter it.

Although the act of 1775 had forbidden notes under £5 to be issued in England, it did
not prohibit the circulation of Scotch £1 notes in England, and they had always
circulated in the districts adjacent to Scotland, and even as far south as York. When
the English £1 notes were suppressed, it seemed naturally to follow that the
circulation of similar Scotch notes in England should also be suppressed. But the
districts in which they had always circulated were as unanimous as Scotland itself
against the measure. In 1828 the Ministry brought in a bill to restrain the circulation
of the small Scotch notes in England. Sir James Graham presented a petition from the
borderers, deprecating in the most earnest terms the withdrawal of the Scotch notes, to
which they had been so long accustomed. For seventy years they said they had
possessed the advantage it was now sought to deprive them of—namely, the Scotch
currency. Seven-eighths of the rents of estates were paid in the paper currency of
Scotland, and no loss had been sustained in consequence of it. After a debate of two
nights the motion was carried by 154 to 45. The Act, Statute 1828, c. 65, provided
that after the fifth of April, 1829, no corporation or person whatsoever should publish,
utter, negotiate or transfer, in any part of England, any promissory note, draft,
engagement, or undertaking in writing, payable to bearer on demand, for less than £5,
or upon which less than £5 remained unpaid, which should have been made or issued,
or purport to have been made or issued, in Scotland or Ireland, or elsewhere out of
England, under a penalty of not less than £5, or more than £20.

The charter of the bank expired at the end of one year’s notice to be given after the
first of August, 1832, and this time the bank had done no such services to the
Government as to be in a position to demand from it a renewal of its monopoly
several years before it expired. Moreover, as Lord Liverpool said in 1826, these
exclusive privileges were out of fashion. Many great monopolies were on the eve of
breaking up; and the public mind was more roused and enlightened on the subject of
banking from the discussions caused by the great panic of 1825. Before taking any
steps towards a renewal of the charter, the Government determined to have an inquiry
before a committee of the House of Commons. This committee sat for some months,
and reported the evidence given before them at the end of the session. It was not
reappointed, as the Government had made up their mind on the subject.

On the 31st May, 1833, Lord Althorpe moved a series of resolutions for the renewal

of the bank charter—one of which was that, so long as the bank continued to pay its
notes in gold, bank notes should be declared legal tender, except by the bank itself.
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Several members wished for further delay to consider the resolutions, as the session
was nearly at an end. But Sir Robert Peel was decidedly of opinion that the
resolutions should be passed at once. He held it desirable to continue the privileges of
the bank, and that there should be but one bank of issue in the metropolis, in order
that it might exercise an undivided control over the issue of paper, and give facilities
to commerce in times of difficulty and alarm, which it could not give with the same
effect if it were subject to the rivalry of another establishment [why not?]. He resisted
at great length the proposition for making bank notes legal tender, as a departure from
the principle of the Act of 1819 and the true principles which should govern a paper
currency. It was decided by a majority of 316 to 83 to proceed with the resolutions.
The plan of making bank notes legal tender was strongly opposed, but was carried by
214 to 156.

We have already shown that the public had at various times attempted to form rival
banking companies to the Bank of England; and in 1709 and 1742 the Bank Acts had
been framed to stop up various loop-holes which had been successively discovered. In
1742, the phraseology used had been supposed to be quite effectual for the purpose.
At that time, the custom of issuing notes payable to bearer on demand to their
customers in exchange for money and bills, was considered so essentially the
fundamental idea of “banking,” that to prohibit the issue of these notes was deemed
an effectual bar upon the business of “banking.” But in process of time—in 1793—the
London bankers of their own accord discontinued the practice of issuing their own
notes to their customers. The Act of 1742 was considered to be so effectual a bar
against banking companies in general that it escaped public observation that the way
of doing business by way of cheques enabled banking companies to elude the wording
of the Act of 1742.

In 1796, when in consequence of the restrictive measures of the Bank of England,
much distress was felt in London from the want of a circulating medium, an
association of merchants and bankers was formed for the purpose of providing a
circulating medium which should not infringe the privileges of the bank. The question
was considered by them in what the bank’s privilege of exclusive “banking” did
consist, and they determined that, “The privilege of exclusive ‘banking’ enjoyed by
the Governor and Company of the Bank of England, as defined by the acts of
Parliament under which they enjoy it, seems to consist in the power of borrowing,
owing, or taking up money on their bills or notes payable on demand.” About the year
1822, Mr. Joplin and other writers detected the flaw in the monopoly of the bank, and
maintained that a joint-stock bank of deposit was no infringement of the charter, and
that such banks might be formed and carry on a very successful business without
issuing notes at all, but by merely following the practice of the London bankers by
adopting cheques only. It is somewhat remarkable that this discovery should have
been allowed to lie unfruitful so long. When the Government first entered into
negotiations with the bank in 1833, concerning the terms of the renewal of the charter,
they, as well as the general body of the mercantile community, were persuaded that
the monopoly forbade any banks of any description whatever, with more than six
partners, being formed. In the course of the negotiation this point was brought under
the notice of the Government, who took the opinion of their law officers upon so
important a point. The opinion of the Crown lawyers was that the clause did not

PLL v6.0 (generated September, 2011) 50 http://oll.libertyfund.org/title/2238



Online Library of Liberty: A History of Banking in all the Leading Nations, vol. 2 (Great Britain,
Russian Empire, Savings-Banks in the U.S.)

prohibit joint-stock banks of deposit being formed. The flank of the monopoly of the
bank being, as we may say, turned in this extraordinary and unexpected manner,
created the greatest consternation and alarm in that body, and they requested the
Government to have the omission rectified. But Lord Althorpe decidedly refused
anything of the sort, and told them that the bargain was that their privileges should
remain as they were, and that he would not consent to any extension of them.

In order to remove all doubts upon the subject, the Solicitor General brought up a
clause by way of rider, declaring the right to form such banks. He said that the basis
of the contract with the bank was, that they were to enjoy whatever monopoly they
already possessed, but nothing beyond it. He had examined the case with the utmost
care, and there was no pretence for saying that such banks were an encroachment on
the monopoly of the bank. The bank as originally founded was a bank of issue, and
the monopoly first granted in 1697 must be held to refer to banks ejusdem generis.
Such had been the uniform language of all the subsequent acts. The clause upon
which their monopoly was founded was strictly confined to the issue of paper money.
Joint-stock banks of deposit were legal at common law, and it rested with those who
said it was forbidden to point out the act which prohibited them.

The chief provisions of the Act, Statute 1833, c. 98, were as follows:

1. The bank was continued as a corporation with such exclusive privileges of banking
as were given by the act, for a certain time and on certain conditions, during which
time no society or company exceeding six persons should make or issue in London, or
within sixty-five miles thereof, any bill of exchange or promissory note, or
engagement for the payment of money on demand, or upon which any person holding
the same may obtain payment upon demand. But country bankers might have an
agency in London for the sole purpose of paying such of their notes as might be
presented there, but no such bill or note was to be under £5, or be re-issued in London
or within sixty-five miles thereof.

2. For the purpose of removing any doubts that might exist as to what the exclusive
privilege of banking which the Bank of England enjoyed consisted in, it was enacted
that any body, politic or corporate, or society or company, or partnership, of whatever
number they consisted, might carry on the business of banking in London, or within
sixty-five miles thereof, provided that they did 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 of the Bank of England.

3. All the notes of the Bank of England which should be issued out of London, should
be payable at the place where they were issued.

4. Upon one year’s notice, to be given within six months after the expiration of ten

years from the 1st day of August, 1834, and repayment of all debts due by Parliament
to the bank, its privileges were to cease and determine at the end of the year’s notice.
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5. So long as the bank paid its notes on demand in legal coin, they were declared to be
legal tender of payment for all sums above £5, except by the bank itself, or any of its
branches. No notes not made payable at any of the branches were liable to be paid
there, but the notes issued at all the branches were to be payable in London.

6. Bills and notes not having more than three months to run were exempted from the
usury laws.

7. The Government was to pay off one-fourth of the debt due to the bank, and the
proprietors might reduce the capital stock of the bank by that amount if they chose.

8. In consideration of these privileges, the bank was to give up £120,000 a year of the
sum they received for managing the public debt.

By this act, declaring the common-law right to found joint-stock banks which did not
issue notes, the second great breach on the monopoly of the bank was effected, and
the joint-stock banks of London were founded. As the next renewal of the charter in
1844 was for the first time founded on certain specific theories of currency and
banking, we shall defer mentioning and examining them for the present.
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SECTION VI.

THE COMMITTEE ON BANKING OF 1840.

Testimony Before the Committee—Controversy on the Constituents of
Currency—Author’s Criticism of the Evidence.

PURPORT OF THE REPORT.

ELSEWHERE we have fully explained the meaning of the terms circulating medium
and currency, which are always used as identical. We have shown that the term
circulating medium, by its very meaning, necessarily includes money and credit in all
its forms, both written and unwritten. We have shown that, in mercantile law, the term
currency means anything whatever of which the property passes by delivery and
innocent acquisition, and that, in its strict legal sense, it can only be applied to written
securities for money; because, it is only such rights recorded on paper, which can be
mislaid, lost, and stolen, and passed away by manual delivery; but that, if it is to be
used as an economic term, denoting a certain class of economic quantities, it must
include money and credit in all its forms, written and unwritten, as it was universally
understood to do in all the debates in Parliament up to a certain time.

But the present monetary system of the country, as established by the Bank Charter
Act of 1844, is founded upon a totally different definition of currency. And as that act
is founded upon a peculiar definition of currency, and is expressly intended to carry
into effect a peculiar theory of currency, we must critically examine this peculiar
definition of currency, in order to see if it can be accepted, instead of the one as
settled by the courts of law. We must also explain the particular theory of currency
which the Bank Charter Act of 1844 is designed to carry out.

The disputes as to the meaning of currency were begun by Mr. Boyd, an eminent
financial agent, who said, in a letter to Mr. Pitt: “By the terms circulating medium and
currency, which are used as almost synonymous terms in this letter, I always
understand ready money, whether consisting of bank notes or specie, in
contradistinction to bills of exchange, navy bills, exchequer bills, or any other
negotiable paper, which form no part of the circulating medium, as I have always
understood them. The latter is the circulator, the former are merely objects of
circulation.” But he says iu the preface: “But, from the mere returns of bank notes
(without that of the balances on the books for which the bank is also liable, and of the
specie in its coffers) no accurate estimate can be formed of the positive difference
between the present and the former circulation.” Mr. Boyd, therefore, expressly
includes banking credits, or deposits, under the term currency; and as his notion of
currency was ready money, it is quite evident that cheques are also currency in his
opinion, because mercantile law holds that bank notes, cheques, and deposits are all
equally ready money. Now it is seen that Mr. Boyd had not well considered the
meaning of the term circulating medium; because the circulating medium is the
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medium which circulates commodities. And bills of exchange are expressly created to
circulate commodities; and it has been shown that bills of exchange possess the
attribute of currency in all respects in the same degree as bank notes.

Mr. Thornton, an eminent banker, and one of the authors of the Bullion Report,
immediately combatted Mr. Boyd’s doctrine that bills of exchange form no part of the
circulating medium. He says:* “A multitude of bills pass between receiver and lender
in the country in the manner that has been described; and they evidently form in the
strictest sense a part of the circulating medium of the country.” In a note to this
passage he says: “Mr. Boyd, in his publication addressed to Mr. Pitt on the subject of
the Bank of England, propagates the same error into which many others had fallen, of
considering bills as no part of the circulating medium of the country.”

It will be seen in the progress of this work that it was necessary to clear away much
confusion which had arisen from the want of a sufficiently full acquaintance with the
several kinds of paper credit; and, in particular, to remove by a considerable detail,
the prevailing errors respecting the nature of bills, before it could be possible to
reason properly upon the effects of paper credit.

Those differences of opinion as to what the term currency includes appeared very
strongly before the committee on the Bank Charter Act of 1832, but as they produced
no practical result, we need not further advert to them. The question, “What the term
currency includes?” was vehemently discussed before the committee on banking in
1840; and by this time a strong and influential party had adopted a certain definition
which prevailed with Sir Robert Peel. The leaders of this party were Mr. Samuel
Jones Loyd, afterwards Lord Overstone; Mr. George Warde Norman, and Colonel
Torrens, and it will be best to let them explain their own views.

The question, “What does the term currency include?”” was much discussed before the
committee of 1840, but it is only necessary to state here the doctrines held by those
witnesses whose opinions prevailed with Sir Robert Peel.

Mr. George Warde Norman, a director of the Bank of England, was asked:

Q. 1691. Are there any grounds for considering the deposits of the Bank of England
as currency? No, I think not.

1692. Do you consider that any deposits, merely in their character of deposits, can be
considered as currency? No, I do not.

1693. Will you state what, in your opinion, forms the distinction between currency
and deposits? I consider that, looking broadly at deposits and currency, they are quite
distinct; they have little to do with each other. But I conceive that the use of deposits
is one of the banking expedients which is available for economizing currency, along
with a great many others. I do not consider them as currency or money. I ought to
observe, perhaps, to the committee that I employ the words “money” and “currency”
as synonymous. Deposits are used by means of transfers made in the books of
bankers; and these afford the means of adjusting and settling transactions; and pro
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tanto dispense with a certain quantity of money; or they may be set off against each
other, from one banker to another, to a certain extent, and thus produce the same
effect. Still, they possess the essential qualities of money in a very low degree.

1694. Do you entertain a similar opinion as to bills of exchange? Yes, exactly. I think
they are also used to economize currency. I look upon them as banking expedients for
that purpose, but they do not possess fully the qualities which I consider money to
possess.

1695. Will you explain the difference between the functions which money will
perform, and those which bills of exchange or deposits will perform? To answer that
question fully one must, [ am afraid, take rather a wide view; but I look upon it that
the three most essential qualities money should possess are, that it should be in
universal demand by everybody, in all times and all places; that it should possess
fixed value, and that it should be a perfect numerator. There are other qualities, but I
think these are the most essential. Now, when I look at all banking expedients I find
that they do not possess these qualities fully. They possess them in a very low degree;
and, therefore, as we see took place in 1835, with a very large increase of the deposits
of the bank, the circulation diminished; and there was every appearance of the effects
of contraction; there was an increased influx of treasure; and I conceive from that
there were lower prices. By a numerator [ mean that which measures the value of
other commodities with the greatest possible facility. If we look at all these banking
expedients, we see that they possess the three qualities which I have mentioned in a
very much lower degree.

1696. Will you state in what respect? I can only take them one by one. A bill of
exchange is an instrument commonly payable at some future time, at a certain place
and to some particular individual; it is of no use to any other individual, except it is
indorsed to him. A man cannot go into a shop with a bill of exchange and buy what he
wants; he could not pay his laborers with a bill of exchange. The same with a banker’s
deposit; he can do nothing of that sort with that; he can do with less money than he
would otherwise employ if he has bills of exchange or bankers’ deposits; but he
cannot with bills of exchange or bankers’ deposits do whatever he could with
sovereigns and shillings. By a banker’s deposit I mean a credit in a banker’s books;
nothing more nor less than that.

Mr. Samuel Jones Loyd, afterwards Lord Overstone, was asked:
Q. 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.

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.
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2663. Why do you not include deposits in your definition of circulation? 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
particular laws, which have been investigated and are now well recognized. These
laws allot to each country a certain portion of the precious metals, which, while 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 represented to a certain extent by paper
notes, promising to pay the coin to bearer on demand; these notes being of such a
nature in principle that the increase of them supplants coin to an equal extent. Where
those notes are in use the metallic coin, together with these notes, constitute the
money or the 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 countries 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 discharging these functions in
endless succession. Now, I conceive that neither deposits nor bills of exchange, in any
way whatever, possess these 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 value of all
other commodities; and, in the next place, they do not possess that power of universal
exchangeability which belongs to the money of the country.

2664. Why do you not include bills of exchange in circulation? I exclude bills of
exchange for precisely the same reasons that I have stated in my former answer for
excluding deposits. There is another passage in the same report which appears to me
to show very clearly that the French Chamber have fully appreciated the distinction
between bills of exchange and money: “Every written obligation to pay a sum due
may become a sign of the money; the sign has acquired some of the advantages of
circulating money; because, like bills of exchange, it may be transmitted by the easy
and prompt method of indorsement. But what obstacles there are! It does not represent
at every instant to its holder the sum inscribed on it; it can only be paid at a distant
time; to realize it at once, it must be parted with. If one finds any one sufficiently
trustful to accept it, it can only be transferred by indorsement. It is an eventual
obligation which one contracts one’s self, and under the weight of which, until it is
paid, one’s credit suffers. One is not always disposed to reveal the nature of one’s
business by the signatures one puts in circulation. These inconveniences led people to
find out a sign of money still more active and more convenient, which shares, like the
bill of exchange, the qualities of metallic money, because it has no other merit but to
represent it, but which can procure it at any moment; which, like the piece of money,
is transferred from hand to hand without the necessity of being guaranteed, without
leaving traces of its passage. The note payable to bearer on demand, issued by
powerful associations formed under the authority and acting under the continual
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observation of Government, has appeared to present these advantages. Hence banks of
circulation.”

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? I
apprehend that it is dependent in a very great degree. I consider the money of the
country to be the foundation, and the bills of exchange to be the superstructure raised
upon it. I consider that bills of exchange are an important form of banking operations,
and the circulation of the country is the money in which these operations are to be
adjusted; any contraction of the circulation of the country will, of course, act 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.

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 the pay in coin on demand which are in circulation in this country.

2668. Paper notes payable in coin? Yes.
2669. By whomsoever issued? Yes.
2670. By country banks as well as other banks? Yes.

2671. Chairman: Would this superstructure, consisting of sums credited to depositors
in bankers’ books and bills of exchange, equally exist, although no notes payable in
coin on demand existed in the country? Yes, I apprehend that every question with
respect to deposits, and with respect to bills of exchange, 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 undergo, would sustain these changes equally, either with a metallic
currency or with a paper currency properly regulated; consequently, 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 superstructure whether of deposits or of bills of
exchange, remains precisely the same.
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2673. That answer takes for granted that, in the first case the metallic currency, and in
the second case the metallic currency plus the notes payable on demand, are the same
in quantity? Yes.

2674. Sir Robert Peel: You suppose the notes payable on demand to displace an
amount of coin precisely equal to these notes? They ought to do so under a proper
regulation of the paper money, otherwise they are not kept at the same value as coin.

2675. Mr. 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 a 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 at 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 consisting 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? I apprehend that if the paper notes be
properly regulated, according to the sense which I 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
preserved by the continually increasing value of the remaining quantity of the
currency, as the contraction proceeds. At this period, and for a long time preceding,
the greatest part of the circulating medium of Lancashire were bills of exchange,
which sometimes had 150 endorsements on them, before they came to maturity.

Lord Overstone was asked:

Q. 3026. Does not the principal circulation of Lancashire consist of bills of exchange?
As I contend that bills of exchange do not form part of the circulation, of course I am
bound, in answer to that question, to say, No.

3027. Is there not a large quantity of bills of exchange in circulation in Lancashire?
Undoubtedly, wherever a large mass of mercantile or trading transactions take place,
there will exist a large amount of bills of exchange, and that is the case to a great
extent in Lancashire.

3028. Do not the bills exceed, to an immense amount, the issue of notes payable on
demand in Lancashire? Undoubtedly they do, to a great amount.
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Mr. Hume had a long fencing match with Lord Overstone as to the distinction
between bank notes and deposits. Lord Overstone admitted that a debt might be
discharged either by the transfer of a bank note or by the transfer of a credit in the
books of a bank; but he strongly contended that bank notes are money, and that bank
credits, or deposits, are not.

3148. Do you consider any portion of the deposits in the Bank of England as money?
[ do not.

3150. Could 20,000 sovereigns have more completely discharged the obligation to
pay the £20,000 of bills than the deposits did? Where two parties have each an
account with a deposit bank, a transfer of the credit from one party to the credit of
another party may certainly discharge an obligation in the same manner and to the
same extent to which sovereigns would have discharged that obligation.

3169. Will not the debt between the two be discharged thereby? Yes.

3170. In the one case I have supposed that payment of £1000 was made by means of
notes in circulation; payment was made by the delivery of these notes from one hand
to another, and they are transported from place to place; but in the case of a payment
made by means of a transfer in the books of the bank from one account to another, I
ask you, are not these payments equally valid, and would not the debt be discharged
equally in either case? In the one case, the debt has been discharged by the use of
money; in the other case the debt has been discharged without the necessity of
resorting to the use of money, in consequence of the economizing process of deposit
business in the Bank of England.

3171. Can the debt of £1000 which one person owes to another be discharged without
money being paid, or its value? A debt of £1000 cannot be discharged without in
some way or other transferring the value of £1000, but the transfer of value may
certainly be effected without the use of money.

3172. Was not the deposit transfer in the Bank of England to satisfy that debt of
£1000 of the same value as the £1000 notes which passed in the other case? A credit
in the Bank of England, I consider, is of the same value as the same nominal amount
of money; and if the credit be transferred, the same value I consider to be transferred,
as if money of that nominal amount had been transferred.

3177. Is there any fallacy in the statement that in the accounts published by the bank,
their liabilities are divided into two heads, circulation and deposits? I am not prepared

to state that there is any fallacy in it.

3178. Have you not said that deposits do not, in any way whatever, possess the quality
of money? If I have said so, I shall be glad to have the statement laid before me.

3179. Have you not in question 2663 enumerated certain distinguishing characteristics
of money? I have.
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3180. Have you not in the same question stated that deposits do not in any way
whatever possess those characteristics? Yes, I have.

3181. Have you not, in answer to previous questions, admitted that for the discharge
of debts, deposits have the characteristics of money? All that I have admitted is, |
believe, that a deposit may, under certain supposed circumstances, be used to
discharge a certain supposed debt.

Lord Overstone also said (3132): “Will any man in his common senses pretend to say
that the total amount of transactions adjusted at the Clearing House are part of the
money or circulating medium of the country?” Now this paragraph shows great
looseness of idea. No one, of course, says that a transaction is money, but the
operations of the Clearing House consist exclusively of the transfers of bank credits
from one bank to another, and most undoubtedly these bank credits are part of the
circulating medium of the country, and, as we shall shortly show, are included in law
under the term “ready money.” Lord Overstone further said (3082): “When I give a
definition of ‘currency,’ of course it is currency in the abstract; it is that which
currency ought to be; that definition properly laid down and properly applied, will
include paper notes payable on demand, and it will exclude bills of exchange.” Here
again, Lord Overstone is absolutely in error. The term currency is, as we have shown,
purely a legal term, and means anything of which the property passes by delivery and
honest acquisition. Now bank notes and bills of exchange have each this property in
common. Consequently they each are currency.

Lastly, we may quote Colonel Torrens, because he was not only one of the most
influential of the sect, but it has been alleged that he was in reality the author of the
scheme for dividing the bank into two departments, which Sir Robert Peel adopted in
his Bank Act of 1844. He says:*

“The terms money and currency have hitherto been employed to denote those
instruments of exchange which possess intrinsic or derivative value, and by which,
from law or custom, debts are discharged and transactions finally closed. Bank notes,
payable in specie on demand, have been included under these terms as well as coin;
because, by law and custom, the acceptance of the notes of a solvent bank, no less
than the acceptance of coin, liquidates debts and closes transactions; while bills of
exchange, bank credits, cheques, and other instruments by which the use of money is
economized, have not been included under the terms money and currency, because the
acceptance of such instruments does not liquidate debts and finally close
transactions.”

Again, he says, in reply to some perfectly just observations of Mr. Fullarton:

“It is an obvious departure from ordinary language to say that, whether a purchase is
effected by a payment in bank notes or by a bill of exchange, the result is the same.
According to the meaning of the terms, money and credit, as established by the
universal usage of the market, a purchase effected by a payment in bank notes is a
ready money purchase [so is a purchase effected by a cheque], while a transaction
negotiated by the payment of a bill of exchange is a purchase upon credit. In the
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former case, the transaction is concluded, and the vendor has no further claim upon
the purchaser; in the latter case the transaction is not concluded, and the vendor
continues to have a claim upon the purchaser until a further payment has been made
in satisfaction of the bill of exchange. A bank note liquidates a debt; a bill of
exchange records the existence of a debt, and promises liquidation at a future day. Mr.
Fullarton not only inverts language, but misstates facts, when he says that the
transactions of which bank notes have been the instruments must remain incomplete
until the notes shall be returned upon the issuing bank, or discharged in cash. A bank
note for £100 may pass from purchasers to vendors many times a day, finally closing
on the instant each successive transaction. A bill of exchange may also pass from
purchasers to vendors many times a day, but no one of the successive transactions of
which it is the medium can be finally closed until the last recipient has received in
coin or bank notes the amount it represents. Now it is the necessity of ultimate
repayment which constitutes the main point of distinction—which marks the
boundary between forms of credit and money. It is a necessity which applies to bills
of exchange and cheques, but which does not apply to bank notes; and therefore, upon
Mr. Fullarton’s own showing, upon his own definitions and his own conditions, as to
what constitutes money, bank notes come under the head of money; while bills of
exchange and bankers’ cheques, and such other instruments as require ultimate
payments, transfers and settlements, do not come under the phrase money. * * * Upon
Mr. Fullarton’s own showing, money consists of those instruments only by which
debts are discharged, balances adjusted, and transactions finally closed; and,
therefore, Mr. Fullarton, unless he should choose to continue to contradict himself,
must admit that bank notes are, and bills of exchange, cash credits, and cheques, are
not money.”

THE ECONOMICS OF THE REPORT.

We have given these long extracts in order that the reader may fully understand the
doctrines and principles of the influential sect whose views were embodied in the
Bank Charter Act of 1844. He will at once see that they are based on an arbitrary
definition of the term currency, which is in diametrical contradiction to the decisions
of the courts of law, which we have cited in Chap. I., and the unanimous doctrines of
economists and statesmen in all the Parliamentary debates on the subject; and we have
now to examine the necessary logical consequences to which these doctrines lead.

Mr. Norman said that money or currency should possess fixed value, and be a perfect
numerator. Now the value of money is the various commodities and services, or
securities, it can purchase; and as the quantity of all these things which money can
purchase constantly varies from time to time, from day to day and from hour to hour,
how can money have “fixed value?”” We have already shown in Chap. II. that neither
money nor anything else can have “fixed value” unless everything has “fixed value.”
He said that he meant by a numerator that which measured the value of other things
with the greatest facility; but does a cheque for £50, or a bill of exchange for £50, not
measure the value of things with as great facility as a £50 bank note or fifty
sovereigns?
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It is not a little amusing to find the celebrated phrase of the Roman Catholic Church,
Quod semper, quod ubique, quod ab omnibus, starting up and meeting us in a
discussion on currency. In Lord Overstone’s opinion, money and currency are
identical, and include the coined metallic money, and the paper notes promising to
pay the bearer coin on demand; and he says that the characteristic of their being
money is, that they are received equally at “all times, between all persons and in all
places.” For the sake of shortness, let us designate this phrase by 3A—from the three
Alls in it. Lord Overstone excludes bills of exchange from the designation of
currency, because “they do not possess that power of universal exchangeability which
belongs to the money of the country.” This definition is fatal to Lord Overstone’s own
view. In fact, if it be true, there is no such thing as money or currency at all. In the
first place, it at once excludes the whole of bank notes. The notes of a bank in the
remote district of Cumberland would not be current in Cornwall; therefore, they are
not 3A; therefore, they are not currency. Again, the notes of a small country bank in
Cornwall would not be received in Cumberland; therefore, they are not 3A; therefore,
they are not currency. Similarly, there are no country bank notes which would be
generally received throughout England; therefore, no country bank notes are 3A;
therefore, no country bank notes are currency. Till within the last sixty years or so,
Bank of England notes had scarcely any currency beyond London and Lancashire; in
country districts a preference was universally given to local notes; therefore, Bank of
England notes were not 3A; they had not the power of “universal exchangeability”;
therefore, they were not currency. Bank of England notes would even now not pass
through the greater part of country districts in Scotland. If, therefore, the test of 3A
and “universal exchangeability” be applied, the claims of all bank notes to be
considered as currency are annihilated at once.

But the universality of Lord Overstone’s assertion is fatal to his argument in other
ways. On the Continent, silver is a legal tender as money. In England, silver, like
copper, is merely coined into small tokens, called shillings, etc., which are made to
pass current above their natural value, and are only legal tender to a very trifling
amount: hence, silver in England cannot be used in the adjustment of all transactions;
therefore, it is not 3A; therefore, it is not currency. There are other countries, such as
India, where gold is not a legal tender; therefore, it fails to satisfy Lord Overstone’s
test; therefore, it is not currency. If, then, the test proposed by Lord Overstone is to be
accepted, it is easy to see that there is no substance or material whatever which does
not fail under it; and, therefore, there is no such thing as currency.

The fact is, that the only difference between a bank note and a bill of exchange is, that
the note is the right to payment on demand, and a bill is the right to payment at a
future time. For these reasons, a bank note possesses a greater degree of circulating
power than a bill. In the Midland counties it used to be quite common for the banks to
issue the bills they had discounted with their own indorsement on them, which made
them bank notes, until the practice was declared to be illegal, and such instruments
were declared to be bank notes. Moreover, there is not the same inducement to put a
bill into circulation as a note; because the former increases in value every day until it
is paid, while the latter does not. But it is to the last degree unphilosophical to
maintain that these two obligations are of different natures because they are adapted
to circulate in different degrees.
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Colonel Torrens has adduced several legal and practical reasons in support of the
views of his sect. The poet says:

“Ah me! what perils do environ
The man who meddles with cold iron.”

So are the perils which environ the lay dreamer who meddles with mercantile law and
practical business. All Colonel Torrens’ reasons are absolutely fallacious both in law
and practice. He includes bank notes in, and excludes cheques from, the title of
currency; because, he says, by law and custom the acceptance of the notes of a solvent
bank liquidates debts and closes transactions; whereas, the acceptance of bank credits
and cheques does not liquidate debts and close transactions. In this Colonel Torrens is
absolutely wrong, as any tyro in mercantile law could tell him. Bank notes, cheques
and bank credits stand on exactly the same footing as to liquidating debts and closing
transactions. No debtor can compel his creditor to accept an ordinary bank note,
cheque or bank credit in payment of a debt; but if he chooses to do so voluntarily,
they all equally liquidate debts and close transactions. Tender of a cheque is equally
good tender of payment as the tender of an ordinary bank note. And when the bank
has transferred the credit from the debtor’s account to that of the creditor, it liquidates
the debt and closes the transaction in all respects as if it had been a payment in
money. If a creditor accepts payment by cheque and keeps the cheque an undue time,
without presenting it for payment, and the bank fails, having sufficient credit on the
debtor’s account to meet his cheque, the debt between the creditor and debtor is
liquidated and the transaction closed. And if the credit has once been transferred from
the account of the debtor to that of the creditor, the debt as between the parties is
liquidated, and the transaction closed, even though the bank should fail immediately
afterwards.

But Colonel Torrens’ statement of facts is equally erroneous as his statement of law.
He alleges that a transaction by a bill of exchange is not finally closed until the bill
has been paid in coin or in bank notes. It is the idea of Colonel Torrens, Mill and other
dreamers, who have not the slightest knowledge of the mechanism of modern
banking, that all bills of exchange and cheques are ultimately paid in coin or bank
notes, at which all bankers and persons conversant with the mechanism of modern
banking would make themselves very merry. In modern banking, probably not one
bill of exchange in 10,000, and only a small proportion of cheques, are paid in coin or
bank notes. An investigation instituted by some bankers after the late Gold and Silver
Commission showed that only ‘0025 per cent. of banking transactions are settled in
coin. No doubt, 250 years ago, before the institution of banking, all bills were paid in
money; but as soon as banking attained any magnitude, persons who had bill
transactions must have been customers of the same bank; and in all such cases bills
were paid and discharged by means of bank credits, and not by money. Before the
institution of the Clearing House in 1776, all banking charges were settled by coin
and bank notes; but when the Clearing House was instituted, and bankers’ charges
were settled by means of mutual exchanges of the securities, and it was only the
inequality of these exchanges which was paid in bank notes, this, of course,
enormously diminished the number of cheques and bills which were paid in money or
bank notes; but in recent years almost all the banks, including the Bank of England,
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have entered the Clearing House, and even most of the banks which are not in the
Clearing House themselves pass their cheques and bills through banks which are. And
by a further improved system of clearing, no money or bank notes are used at all. In
the year 1889, cheques and bills to an amount exceeding £7,000,000,000 were settled
and discharged in the London Clearing House alone, without the use of a single coin
or bank note; and besides that, there is a Country Clearing House and clearing houses
in all the great towns. What becomes, then, of the foolish fancy of Torrens, Mill and
so many others, that all cheques and bills are ultimately paid in coin and bank notes?
They are all paid and discharged by bank credits. Thus, when Torrens and his sect
maintain that the criterion of currency is that it liquidates debts, and closes
transactions, and they maintain that bank credits, or deposits, are not currency, they
are “hoist with their own petard.” Because, as a fact in modern banking, all banking
transactions are liquidated and closed by bank credits or deposits. Bank credits, or
deposits, are now for all practical purposes the money of the country.

BANK CREDITS, OR DEPOSITS, ARE READY MONEY.

We show elsewhere that the term circulating medium means the medium which
circulates commodities; and hence, ex vi fermini, it necessarily includes money and
credit in all its forms, both written and unwritten; because, if a person buys goods on
credit, or by issuing a right of action, that credit or right of action circulates the goods
equally, whether it is recorded on paper or not. So we have shown that money, and all
rights to money recorded on some material, which can be lost or stolen, and passed
away by manual delivery, are included under the term currency. A superficial
difficulty, however, arises when the term currency is used as synonymous with
circulating medium; because there is a vast mass of credits which have circulated
goods, and are therefore circulating medium, which are not recorded on any tangible
and transferable material, and therefore are not currency in its strict legal sense, such
as book debts in traders’ shops, and deposits or debts in bankers’ books. The slightest
reflection, however, will show that there is no real difficulty in the case. A right of
action, credit or debt is exactly the same in its nature, whether recorded on paper or
not. And it can be bought and sold or exchanged with perfect facility in either form. In
Roman law, in which written instruments were not used, if it was wanted to transfer a
debt, the creditor, the debtor and the transferee met together; the creditor transferred
the debt orally to the transferee, and the debtor agreed orally to pay the transferee,
instead of his original creditor. This was a valid transfer of the debt. The same mode
of proceeding is equally a valid transfer of the debt in English law. But in many cases
this is a clumsy and inconvenient way of transferring a debt. It is infinitely more
convenient to write it down on paper, and then it can be transferred by manual
delivery, like money or any other chattel. But whether the transfer be effected orally
or by written document can make no possible difference in the nature of the right.
Recording a credit, debt or right of action, therefore, on paper does not create any new
right; it merely records an already existing right on paper. Payment, therefore, by
means of a bank note, or cheque, or bank credit, termed a deposit, is absolutely the
same. Now bank notes and cheques are currency in strict legal phraseology; but bank
credits or deposits are not strictly currency in legal phraseology, because they cannot
be lost, mislaid, stolen and passed away in commerce by manual delivery. So also of a
book debt in a tradesman’s books. If a trader buys goods from a merchant on credit,
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that credit has performed exactly the same function in circulating the goods as money;
because we have shown that the word circulation means buying goods with money or
credit, and the credit has been equally the medium of circulation or sale, whether it is
recorded on paper or not; but it is not currency, because it cannot be dropped in the
streets, stolen and transferred to some one else by manual delivery. Nevertheless, all
these book credits in the books of bankers and traders are of exactly the same nature
as if they were recorded on circulating paper, and they can always be recorded on
paper at the will of the parties, when they become currency in the strictest legal sense
of the term. If, then, we are compelled to adopt this barbarism, and employ the term
currency to denote a certain class of economic quantities, synonymous with
circulating medium, it must, by the laws of philosophy, be held to include bank
credits or deposits, bank credits and verbal credits of all sorts.

And this is exactly what mercantile law does. It treats any form of credit payable on
demand by a banker, whether it be a bank note, a cheque, or a bank credit, as money
or cash. They are all equally, in the eye of the law, payment; that is, none of them are
legal money; that is, a debtor cannot compel his creditor to take payment in them of a
debt; but if a creditor chooses to do so of his own accord without objection, they all
stand on exactly the same footing as payment.

The importance and the practical bearing of these investigations and decisions are
evident. All banking “advances” are made, in the first instance, by creating bank
credits or deposits in favor of the customer. These deposits are simply rights of action,
or simple contract debts. Now, these rights of action, credits or debts, are the “goods
and chattels” or property of the customer, which are exactly of the same value as
money, because they can always be exchanged for money instantly on demand. But
the customer wishes to use these credits as money and transfer them to some one else.
This may be done by writing them down on paper either as notes or cheques. But it is
evident that the property, or “goods and chattels,” are identically the same, whether
they are written down on paper or not. Now, many persons seeing a material bank
note or cheque, are willing to admit that they are cash. But, from the want of a little
reflection and ignorance of the mechanism of banking, they feel a difficulty with
regard to what they see as deposits. They admit that a bank note or a cheque is an
“issue” and “currency” and “circulation,” but they fail to see that a bank credit is in
exactly the same sense equally an “issue,” “currency” and “circulation.” When
unreflecting persons see so many figures in a book they are sometimes startled at
hearing them called wealth; but in fact it is not these figures in the ledger that are the
wealth; these figures are only the evidence and the acknowledgment of so many rights
of action, credits or debts in the persons of the creditors of the banker; these rights of
action are just as much “issued” and in “circulation” as if they were notes; they are
equally rights of action to demand gold, and it makes not the slightest difference in
their nature whether they are recorded on paper or not. The figures in the book are a
mere reminder to the banker that he is bound to pay them in gold if demanded. Thus
these bank credits or deposits are a mass of exchangeable property, like so much gold,
or corn, or timber, or any other; and their value depends upon exactly the same thing
as the value of any thing else, whether they can be paid in gold on demand. And for
this reason they are termed Pecunia, Res, Bona, Merx, in Roman law: ypnuata,
npdypata, ?yabd, o??ia, in Greek law, and goods, goods and chattels, chattels,
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merchandise, vendible commodities and incorporeal wealth in English law. And in all
the Parliamentary debates from 1797 till Sir Robert Peel’s speech on introducing his
Act of 1844, it was invariably assumed that money and credits of all sorts—i. e.,
rights to demand money—whether written or unwritten, constitute the currency of the
country. As Lord Tichfield expressed it: “When it was considered to how great an
extent these contrivances (i. e., credits of various forms) had been practiced in the
various modes of verbal, book and circulating credits, it was easy to see that the
country had received a great addition to its currency. This addition to the currency
would of course have the same effect as if gold had been increased from the mines.”
This expression of Lord Tichfield’s represents the unanimous doctrine of statesmen
and economists until the time of Lord Overstone and his sect, and is amply confirmed
by the decisions of the courts of law which we have so copiously quoted.

CONSEQUENCES OF LORD OVERSTONE’S DEFINITION
OF CURRENCY.

We have now to point out the consequences to which Lord Overstone’s definition of
currency leads, which may somewhat surprise its advocates. Lord Overstone’s dogma
asserts that the fundamental essence of money or currency is that it “closes a debt.”
To this we reply, as was the fashion in the glorious old days of special pleading, (1)
There is no debt to close; (2) It does not close the debt.

1. When money is exchanged for goods no debt arises, and if it be said that the money
closes the debt which would have arisen on the sale of the goods, we reply that the
goods equally close the debt which would have arisen on the sale of the money. It is
simply an exchange; the money and the goods equally close the debt which would
have arisen on either side. Therefore, if the essence of currency be to “close debt,” the
goods are currency for precisely the same reason that money is.

2. It is quite common in the city to close a debt with stock; therefore, by this dogma,
stock is currency.

3. In numerous cases debts are closed by a payment in goods. Traders may exchange
goods. Now, by the exchange of goods, the debt is closed as effectually as by money.
Hence, by this dogma, the goods exchanged on each side are currency.

4. Two merchants may issue acceptances for the same amount payable on the same
day. These merchants may chance to get possession of each other’s acceptances. If so,
each merchant may tender to the other his acceptance in payment of the debt due by
himself. By this exchange, the debts are closed on each side. Consequently, each
acceptance, according to Lord Overstone’s dogma, is currency. In the great
Continental fairs merchants exchanged their acceptances by millions; the debts were
closed; and therefore they were currency.

5. A merchant issues his acceptance, which gets into the hands of a banker. The

banker issues notes, which get into the hands of the merchant. When the banker
presents his acceptance to the merchant, the merchant pays the banker in his own
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notes. By this exchange the debt on each side is closed; hence, by Lord Overstone’s
dogma, the acceptance is equally currency as the notes.

6. Or the merchant issues an acceptance which gets into the hands of his own banker;
when the acceptance falls due, the banker simply writes off the amount from the
merchant’s account. Both debts then are closed; and, according to Lord Overstone’s
dogma, the acceptance and the deposit are equally currency.

7. If two persons, A and B, are customers of the same bank, and A owes B a debt; A
gives B a cheque on his account; B pays in the cheque to his account; the banker
transfers the credit from A’s account to B’s, and the debt is closed by novation.
Hence, by Lord Overstone’s dogma, the deposit is currency. Thus Lord Overstone’s
dogma is transfixed by shafts drawn from his own quiver.

The same doctrine may be extended to other cases:

8. A person buys a ticket from a railway company; the company then is in debt to him
for a journey. But when they have carried him to his journey’s end, the debt is closed;
therefore, according to Lord Overstone’s dogma, the railway journey is currency.

9. A person buys an opera ticket; the manager is then in debt to him for a
performance; when the person has seen the performance, the debt is closed; hence, by
Lord Overstone’s dogma, the performance of the opera is currency.

10. A person buys a postage stamp; the post office is then in debt to him for the
carriage of a letter. When the letter is carried to its destination, the debt is closed.
Hence, by Lord Overstone’s dogma, the carriage of a letter is currency.

And the same principle may be applied to many other cases which will readily suggest
themselves to the intelligence of the reader.

In the next place, by the unanimous consent of economists, a payment in money does
not close the debt.

Economists affirm that the transaction is not closed until a satisfaction has been
obtained for the one originally given; they therefore held that, in exchange for money,
the exchange is not consummated. A baker, say, wants shoes; he sells his bread for
money. But can he wear the money as shoes? Certainly not; he must exchange away
his money for shoes. Consequently, the economists held that the exchange was not
consummated or completed, and the debt closed, until the baker has got the shoes in
exchange for the bread. For this reason, all economists, from Aristotle to the present
time, have perceived and declared that money itself is only a species of credit, a
general bill of exchange, as we have shown by a whole catena of writers. Hence,
money and bills of exchange are fundamentally analogous. They are merely the
evidence of a debt due to their possessor. And the payment of a bill of exchange in
money is only the exchange of a particular and precarious right for a general and
permanent one.
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But, as economists, we have nothing to do with satisfaction and enjoyment, but only
with exchanges; the exchange of goods for a bill is one exchange; the exchange of a
bill or note for money is another exchange, and the exchange of money for goods is
another exchange. Hence, a person who has received money for goods or services has
no more got a satisfaction, in the economic sense, than the person who has received a
bill of exchange.
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SECTION VII.

ON THE BANK ACTS OF 1844 AND 1845.

Conditions Preceding the Acts—Peel’s Vacillations—He Finally Embraces the
“Currency Principle”—His Statement Before Parliament—Provisions of the Act of
1844—Scotch Bank Act of 1845—Irish Bank Act of 1845—Limited Liability Banks.

A FEW years after the Bank Restriction Act of 1797, the market price of gold in bank
paper rose very considerably, and the foreign exchanges fell and produced great
derangement in the foreign commerce of the country. The most sagacious observers
of the day attributed the rise in the market price of gold and the fall in the foreign
exchanges to the depreciation of the bank notes, caused by excessive issues. Many
persons began to think how the bank was to be prevented from making these
excessive issues of notes, which, being the only measure of value left in the country,
caused the most violent changes in the value of all kinds of property. It was proposed
by many that its issues should be limited by law. But Mr. Henry Thornton, M. P., one
of the most eminent bankers in London, and one of the joint authors of the Bullion
Report, says:* “It was the object of several former chapters to point out the evil of a
too contracted issue of paper. The general tendency of the present, as well as the
preceding one, has been to show the danger of a too extended emission. Two kinds of
error on the subject of the affairs of the Bank of England have been prevalent. Some
political persons have assumed as a principle that, in proportion as the gold of the
bank lessens, its paper, or, as it is sometimes said, its loans (for the amount of the one
has been confounded with that of the other), ought to be reduced. It has already been
shown that a maxim of this sort, if strictly followed up, would lead to universal
failure.” We shall see afterwards whether this prognostication was verified.

This disturbance, however, passed away, and for several years the value of the bank
note did not differ very much from par, and consequently these discussions
slumbered. In 1804, a committee was appointed on the Irish currency in consequence
of the excessive rise in Irish bank notes and the severe fall of the Dublin exchange.
The committee condemned in the strongest terms the excessive issues of Bank of
Ireland and other paper; and laid down most emphatically the doctrine that the issues
of bank paper should be governed by the foreign exchanges, exactly as they were
before the restriction. The most extravagant over-trading in 1808 and 1809 in
England, fostered by the most reckless over-issues by the Bank of England, produced
exactly the same phenomena, and led to the appointment of the Bullion Committee in
1810. The directors of the Bank of England maintained exactly the same doctrines as
the directors of the Bank of Ireland. The directors of both banks acknowledged that
before the restriction they regulated their issues by the state of the foreign exchanges;
contracting them when the exchanges were adverse, and expanding them when the
exchanges were favorable. But the directors of both banks maintained that they were
in no way bound to follow such a rule after the restriction; and they all agreed in
scouting the notion that their issues could have any effect on the exchanges. The
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directors of both banks stated that they regulated their issues solely by the discount of
mercantile bills. The Bullion Report laid down that the issues of the bank should be
regulated by the price of gold and the foreign exchanges; but how this was to be done
they did not say. As in 1802, it was strongly urged that the issues of the bank should
be limited by law. But the Bullion Report emphatically condemned the idea of
imposing a cast-iron limit on the issues of the bank.

The report gave some statistics regarding the quantity of notes in circulation at
different periods since the restriction. However, they said that the actual numerical
amount of notes in circulation at any given time was no criterion whatever as to
whether it was excessive. Different states of trade and different extents of commercial
operations would require different amounts of notes. When public credit was good a
smaller amount would be required than when public alarm was felt, and people had
recourse to hoarding. Moreover, the different methods of doing business and
economizing the use of the currency much influenced the amount which might be
necessary at any period. The improved methods of business, the policy of the bank,
the increased issue of country bankers, had all tended to diminish the quantity of notes
necessary for commerce. Consequently, the numerical amount alone was no criterion
whatever. A surer test must be applied; and that sure criterion was only to be found in
the state of the exchanges and the price of gold bullion.

The experience of the crisis of 1793 had proved that an enlarged accommodation was
the true remedy for the failure of confidence in country districts, such as the system of
paper credit was occasionally exposed to. That it was true that the bank had refused
the enlarged accommodation in 1793. But the issue of exchequer bills was the same in
principle, and the good effect that followed that issue proved the truth of the principle,
that if the bank had had the courage to extend its accomodation in 1797, instead of
contracting it as they did, the catastrophe which followed might probably have been
avoided. Some persons thought so at the time, and many of the directors since the
experience of 1797 were now quite satisfied that the course adopted by the bank in
that year increased the public distress, in which opinion the committee fully
concurred. A very important distinction, however, was to be observed between a
demand for gold for domestic purposes, sometimes great and sudden, and caused by a
temporary failure of confidence and a drain arising from the unfavorable state of the
foreign exchanges. A judicious increase of accommodation was the proper remedy for
the former phenomenon, but a diminution of issues the correct course to adopt in the
latter.

Some proposals had been made of remedying the evil by a compulsory limitation of
the amount of the bank’s advances or discounts, or of its profits or dividends. All
these, however, were futile, because the necessary proportion could never be fixed;
and even if it were so, might very much aggravate the inconveniences of a temporary
pressure; and even if their efficiency could be made to appear, they would be most
hurtful, and an improper interference with the rights of commercial property. Thus,
the Bullion Report, the ablest commercial report ever presented to Parliament,
absolutely condemned the plan of imposing a cast-iron limit on the issues of the bank.
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Mr. Peel, who was chairman of the Committee of 1819, had become an entire convert
to the doctrines of the Bullion Report, which he had voted against in 1811, contended
in the debate on moving for the Act of 1819, that there was no test of the excess or the
deficiency of bank notes, but a comparison with the price of gold. As the bank had
repudiated the principles of the Bullion Report, they could not be expected to act upon
them. It might, therefore, appear necessary to prescribe such a limitation of their
issues as would secure the power of the bank over the exchanges. He himself thought
this a very unwise plan, because it depended so much on circumstances whether or
not there was an excess of circulation. There were occasions when what was called a
run upon the bank might be arrested in its injurious consequences by an increase of its
issues. There were other occasions when such a state of things demanded a
curtailment. In the year 1797, when a run was made on the bank, but when the
exchanges were favorable and the price of gold had not risen, it was proved that an
extension of issues might, by restoring confidence, have rendered the original
restriction unnecessary. On the other hand, if the run was the effect of unfavorable
exchanges and the consequent rise in the price of gold, the alarm must be met by a
reduction of the issues. It was, therefore, impossible to prescribe any specific
limitation of issues to be brought into operation at any period, however remote. The
quantity of circulation which was demanded in a time of confidence varied so
materially from the amount which a period of despondency required, that it was an
absolute impossibility to fix any circumscribed amount.

In the great monetary crisis of 1825, it was shown that the only method of arresting
the run on the bankers, and saving their existence, was by greatly extending the
bank’s issues. For three days after the panic began, the bank restricted its issues with
extreme severity; then, when every banker and merchant in London was in danger of
stopping payment, the bank extended its issues with the greatest liberality; and in an
instant the whole commercial world, mercantile and banking, was saved.
Consequently, although the commercial crisis was alleged to have been greatly
aggravated, if not originally produced, by the excessive issues of country bankers, no
sane statesman breathed a word as to imposing a cast-iron limit on the issues of the
Bank of England. Mr. Secretary Peel was convinced that the root of the evil lay in the
monopoly of the Bank of England, and that if, in the year 1793, a set of banks had
existed in this country on the Scotch system, it would have escaped the danger it was
then involved in, as well as the calamity which had just occurred.

In 1793, upwards of 100 banks had failed. In seven years, from 1810 to 1817, 157
commissions in bankruptcy were issued against country bankers; in the crisis which
had just occurred, seventy-six failures had taken place. But from the different ways of
making compositions, etc., the number of failures should probably be estimated at
four times the number of the commissions of bankruptcy. What system could be
worse or more prejudicial to every interest in the country, than one which admitted of
such an enormous amount of failures? Contrast what had been the case in Scotland,
under a different system. Mr. Gilchrist, a manager of one of the Scotch banks, had
been asked by the committee of 1819 how many failures there had been in Scotland
within his recollection, and said, that there had been only one; that the creditors had
been paid 14s. in the pound immediately, and, finally, the whole of their claims.
These facts were a strong presumption that the Scotch system, if not quite perfect, was
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at least far superior to the one existing in England. The present system of country
banking was most prejudicial in every point of view. He then described the misery
caused by the failure of the country banks. He trusted that the institution of joint-stock
banks would place the currency on a firmer footing. He most sincerely trusted that the
great obstacle to the proposed institutions, the want of a charter, would be removed.
He hoped that the directors of the Bank of England would seriously consider what
advantage they would derive from refusing charters to these banks. He, himself, could
not imagine what benefit they would derive from it; they, no doubt, had the right to
prevent such charters being granted, but he hoped they would refrain from exercising
their right.

On the renewal of the charter in 1833, Sir Robert Peel maintained the same opinion.
He had, however, recanted his opinion as to the evil of the monopoly of the bank, and
the expediency of adopting the Scotch system of a multiplicity of banks. He was of
opinion that it was desirable to continue the privileges of the bank, and that there
should be but one bank of issue in the metropolis, in order that it might exercise an
undivided control over the issue of paper, and give facilities to commerce in times of
difficulty and danger, which it could not give with the same effect if it were subject to
the rivalry of another establishment. This, however, is an obiter dictum—a long way
from proof.

Thus, up to 1833, all statesmen, financiers and economists held that the circulating
medium or currency, the measure of value in which the price of commodities is
expressed, consists of and comprehends money and credit in all its forms, both written
and unwritten; that it had no definite fixed limit; that the sole test of its value is the
price of gold and the state of the foreign exchanges, and that commercial crises, when
they attain a certain degree of intensity, can only be alleviated and allayed by cautious
and judicious but liberal extension of the issues of the bank. And as Sir Robert Peel is
to play such a conspicuous part in the monetary legislation of the country, it is well to
note the phases of opinion he underwent on the subject.

In 1811 he voted in the majority against the principles of the Bullion Report. In 1819
he had adopted to the full the principles of the Bullion Report; saw the necessity of
leaving the bank free to assist commercial difficulties, and declared that at no period,
however remote, would he ever consent to impose a cast-iron limit on the issues of the
bank. In 1826 he was dead against the monopoly of the bank, which he declared was
the root of all the evil in the banking system of England, and recognized the
superiority of the Scotch system of a multiplicity of banks. In 1833 he was decidedly
in favor of perpetuating the monopoly of the bank.

THE BANK ACT OF 1844.

In 1844, Sir Robert Peel cast all his own opinions and the opinions of the Bullion
Report, and of all the soundest and most able economists and statesmen, to the winds.
The bank in 1827 had at last adopted the principles of the Bullion Report, and had
endeavored to carry them into effect. But the measures they adopted so utterly failed,
and brought the bank into such discredit and up to the very verge of bankruptcy, that
Sir Robert was naturally irritated and disgusted, and he delivered himself over, bound
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hand and foot, to the dogmas of Lord Overstone and his sect. which we have
explained in a previous chapter. Hopeless of discovering any other method of
controlling and curbing the mismanagement of the bank, Peel at length, after long
hesitation and doubt, determined to impose a legal cast-iron limit on the bank’s power
of issue. If Peel had done this simply as a plain, practical measure; if he had said that
the directors seemed so utterly incapable of managing the bank with unlimited powers
of issue, that he saw no alternative but to try the effect of imposing a legal limit on
their power, it might perhaps have been difficult to gainsay him. But, unfortunately,
he founded his act upon a whole nest of theories. He adopted Lord Overstone’s
dogmatic heresy, that bank notes payable to bearer on demand alone are currency, to
the exclusion of all other forms of credit, even cheques. He then adopted the theory
which his supporters designate the “Currency Principle”—that is, that when bank
notes are permitted to be issued, they should exactly equal the gold they are alleged to
displace; and that for every five sovereigns drawn out of the bank, a £5 note should be
withdrawn from circulation; and that any excess of notes above the gold they displace
is a depreciation of the currency. He was aware that the doctrine was in diametrical
contradiction to his own often-expressed opinion, and to the unanimous doctrine of
every statesman in 1819. He then deliberately took away the power of the bank to act
in support of commerce in a crisis, by propounding the astounding dogma that all
commercial crises originate in excessive issues of notes by banks; and, therefore, he
concluded that if he could prevent excessive issues by banks, he would thereby
prevent the occurrence of commercial crises, and, therefore, there would be no need
for the bank to have this power.

Now, it shows Peel’s want of knowledge of the simplest mechanism of banking to
suppose that the Act of 1844 really does carry out the “currency principle.” It has
been shown that, in order really to carry out the “currency principle” into effect, it
would have been necessary to prohibit the Bank of England from discounting bills of
exchange, because every bill a bank discounts is a violation of the “currency
principle.” The banks really constructed on the “currency principle” never discounted
bills of exchange, and never made, and by no possibility ever could make, any profits.
Secondly, if Peel had been acquainted with commercial history, he would have known
that the “currency principle” is no preventive against commercial crises, because
some of the very worst commercial crises on record took place in those very cities
where the “currency principle” was really in force. Lastly, it was the very worst
delusion of all to suppose that all commercial crises are produced by excessive issues
of notes. Speculation originates with the mercantile community; and all rapid and
sudden changes of price, all new fields of operation and new markets suddenly thrown
open, naturally produce over-speculation. Banks, no doubt, may and do foster over-
speculation and aggravate commercial crises; but the speculations do not originate
with bankers; it is merchants who originate speculations, and who frequently drag
bankers into them by the most unscrupulous. nefarious and (though not legally, yet
morally) fraudulent means. To suppose that it is possible to prevent mercantile
speculation and commercial crises by imposing an absolute limit on the currency, is as
vain a delusion as that of the London alderman who declared that he would put down
suicide.
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On the 6th of May, 1844, Sir Robert Peel moved a resolution of the House that it was
expedient to continue for a limited time certain of the privileges of the Bank of
England, subject to any provisions that might be passed by any act for that purpose. In
bringing this resolution forward, he gave a preliminary sketch of the evils of the paper
currency as it then stood, and the methods he proposed for placing it on a sounder
footing. After dwelling on the importance of a metallic standard, and exposing the
absurdity of the theories which were so prevalent during the Restriction Act (by
which he himself was beguiled), and the advantage of having a single standard of
value, he addressed himself to the more immediate subject of consideration—the state
of the paper circulation of the country, and the principles which ought to regulate it,
remarking:

“I must state at the outset that, in using the word money, [ mean to designate by that
word the coin of the realm and promissory notes payable to bearer on demand. In
using the word paper currency, I mean only such promissory notes. I do not include in
these terms bills of exchange, drafts on bankers, or other forms of credit. (But
unfortunately all judges do.) There is a natural distinction, in my opinion, between the
character of a promissory note payable to bearer on demand and other forms of paper
credit; and between the effects which they respectively produce upon the price of
commodities and the foreign exchanges.

[There is no real difference on its effect on price between a note and a bill of
exchange. They both aggravate prices, and thus by causing goods to be too dear to
export they lead to an export of gold. An excessive importance was attached to notes
in those days, because notes were almost the only credit payable to bearer in
circulation. But at the present day cheques have, to a very large extent, superseded
notes, and have increased at an enormously greater rate than notes, and cheques are in
all respects absolutely identical with notes.]

“The one answers all the purposes of money, passes from hand to hand without
indorsement, without examination, if there be no suspicion of forgery; and it is, in
fact, what its designations imply it to be, currency or circulating medium (which
words, though having radically different meanings, comprehend exactly the same
quantities). * * * [ think that experience shows that the paper currency—that is,
promissory notes payable to bearer on demand—stands in a certain relation to the
gold coin and the foreign exchanges in which other forms of paper credit do not stand.
[Cheques and notes stand exactly in the same relation to the gold coin and the foreign
exchanges; and, as we shall see, it was this extraordinary oversight which brought
about the failure of the Bank Act of 1844.] There are striking examples of this
adduced in the report of the Bullion Committee of 1810, in the case both of the Bank
of England and of the Irish and Scotch banks. In the case of the Bank of England, and
shortly after its establishment, there was a material depreciation of paper in
consequence of excessive issues. The notes of the Bank of England were at a discount
of seventeen per cent. After trying various expedients, it was at length determined to
reduce the amount of notes outstanding. The consequence was an immediate increase
in the value of those which remained in circulation, the restoration of them to par and
a corresponding improvement in the foreign exchanges. [The troubles of the bank
were not brought about by excessive issues, but by the shameful state of the coinage;
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and the bank having promised to pay twelve ounces of coin for every seven it had
received, as soon as the new good silver coin came into general circulation, the
exchanges were restored to par, while the note was at a discount of twenty per cent.
and eleven months before the note was brought to par. Moreover, the notes were not
reduced in amount. It is true that £200,000 were added to the new capital of the bank,
but at the same time £800,000 in exchequer tallies were also added, and made the new
capital exceed a million; and the bank was allowed to issue new notes to the full
amount of its new capital, tallies and notes together; so that, in fact, the notes, instead
of being reduced, were greatly increased.] In the case of Ireland, in 1804 the exchange
with England was extremely unfavorable. A committee was appointed to consider the
causes. It was denied by most of the witnesses from Ireland that they were at all
connected with excessive issues of Irish notes. In the spring of 1804, the exchange of
Ireland with England was so unfavorable that it required £118 10s. of the notes of the
Bank of Ireland to purchase £100 of the notes of the Bank of England. Between the
years 1804 and 1806, the notes of the Bank of Ireland were reduced from £3,000,000
to £2,410,000, and the effect of this, taken in conjunction with an increase of the
English circulation, was to restore the relative value of Irish paper and the exchange
with England to par. [At this time Bank of Ireland notes were inconvertible and the
sole medium of paying the exchanges, and consequently excessive issues would
necessarily cause a heavy depression of the exchanges.] In the same manner an
unfavorable state of the exchange between England and Scotland has been more than
once corrected by a contraction of the paper circulation of Scotland. [Not more than
once. The cause of the Scotch notes falling to a discount was the optional clause,
which in fact made them payable at six months after demand, at the will of the bank.
As soon as the optional clause was abolished by law, the Scotch notes at once rose to
par, and have never varied from it since.] In all these cases the action has been on that
part of the paper credit of the country which has consisted of promissory notes
payable to bearer on demand. There had been no interference with other forms of
paper credit, nor was it contended then, as it is now contended by some, that
promissory notes are identical in their nature with bills of exchange, and with cheques
on bankers and with deposits, and that they cannot be dealt with on any separate
principle.”

It is well known now that all these ideas are entirely antiquated. They are in direct
contradiction to the doctrines of Ricardo and the Bullion Report. All statesmen,
economists and financiers of that time held that the actual amount of paper issues was
no proof of excess; the sole criterion was the price of gold and the state of the foreign
exchanges. All modern economists of reflection have reverted to the doctrines of
Ricardo and the Bullion Report; and it is now well known that the true way of
restricting paper currency, i. e., credit, is not by imposing an arbitrary cast-iron limit
on its amount, but by sedulously regulating the rate of discount by the bullion in the
bank and the state of the foreign exchanges. The truth of this doctrine, which had not
even been thought of in Peel’s time, is now universally recognized, and it is the
principle on which the Bank of England has been managed for more than thirty years.

Mr. Peel then proceeded to expatiate on the evils of the unlimited competition of
issues:
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“Are the lessons of experience at variance with the conclusions we are entitled to
draw from reason and from evidence? What has been the result of unlimited
competition in the United States? In the United States the paper circulation was
supplied, not by private bankers, but by joint-stock banks established on principles the
most satisfactory. There was every precaution taken against insolvency, unlimited
responsibility of partners, excellent regulations for the publication and audit of
accounts, immediate convertibility of paper into gold. If the principle of unlimited
competition, controlled by such checks be safe, why has it utterly failed in the United
States? How can it be shown that the experiment was not fairly made in that country?
Observe this fact, while there existed a central bank (the United States Bank) standing
in some relation to the other banks of the United States as the Bank of England stands
to the banks of this country, there was some degree (imperfect it is true) of control
over the general issues of paper. But when the privileges of the central bank ceased,
when the principle of free competition was left unchecked, then came,
notwithstanding professed convertibility, immoderate issues of paper, extravagant
speculation, and the natural consequences, suspension of cash payments and complete
insolvency. Hence, I conclude, that reason, evidence, and experience combine to
demonstrate the impolicy and danger of unlimited competition in the issue of paper.”

It is impossible to say which is the more remarkable—the evidence Sir Robert Peel
omitted, or the evidence he adduced. What was the need for Sir Robert Peel to cross
the Atlantic in search of an example of joint-stock banks with unlimited competition
of issues? Why did he not cross the Tweed? On the north side of the Tweed there had
existed joint-stock banks with unlimited issues for 150 years, and no central bank to
control the others; the principle of free competition had been left unchecked, and the
natural consequences, “suspension of cash payments and complete insolvency,” had
never occurred. In 1826, Sir Robert Peel had denounced the monopoly of the Bank of
England in the severest terms, and lauded the Scotch system of competing banks with
unlimited issues to the skies. Why had his zeal for the Scotch system cooled down to
zero in 1844? But he carefully avoided saying one word about that case, because it
militated against the theory he was determined to carry at all hazards—namely, that of
one Central Bank of Issue. But the evidence he adduced was as great a
misrepresentation of historical fact as what we have already quoted in a former
section. The American banks, indeed, established on principles the most satisfactory!
Why, John Law was the inspiring genius of American banking in 1834 till the
subsequent crash. It was not because they were unlimited that was the cause of the
catastrophe, but because the American legislatures fostered Law’s wildest ideas of
paper money. But as to the fact of the Central Bank of the United States exercising
any due controlling influence over the other banks, we need only cite a passage from
President Van Buren’s message to Congress in 1839.

“I am aware that it has been urged that the control over the operations of the local
banks may be best attained and exerted by means of a national bank. The history of
the late national bank, through all its mutations, shows that it was not so; on the
contrary, it may, after a careful consideration of the subject be, I think, safely stated
that at every period of banking excess it took the lead; that in 1817 and 1818, in 1823
and in 1833, and in 1834, its vast expansions, followed by distressing contractions,
led to those of the State institutions. It swelled and maddened the tides of the banking
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system, but seldom allayed or safely directed them. At a few periods only was a
salutary control exercised, but an eager desire on the contrary exhibited for profit in
the first place; and, if afterwards its measures were severe towards other institutions,
it was because its own safety compelled it to adopt them. It did not differ from them
in principle or in form; its measures emanated from the same spirit of gain; it felt the
same temptation to over-issue; it suffered from, and was totally unable to avert, these
inevitable laws of trade by which it was itself affected, equally with them, and at least
on one occasion, at any early day, it was saved only by extraordinary exertion from
the same fate that attended the weakest institution it professed to supervise. In 1837 it
failed, equally with others, in redeeming its notes, though the two years allowed by its
charter had not expired, a large amount of which remains at the present time
outstanding.”

Such was the language held by the Government regarding that bank which Peel held
up as a model for that of England, and to whose abolition he attributed the destruction
of American credit! And if we were to descend from the language of the Executive to
that of private writers, such as Gallatin, Lee and Appleton, and others, we shall find
that the most reckless mismanagement was the chief characteristic of that bank. When
it stopped payment it was found to be utterly insolvent. So much for the value of it as
an argument in support of Peel’s views.

Sir Robert Peel then stated that it was the intention of the Government to increase as
much as possible the power of a single bank of issue, and that bank should be the
Bank of England. The bank was, therefore, to continue its privileges of issue, but it
was to be divided into two departments—the one for the purpose of issuing notes, and
the other for the ordinary business of banking. But the bank was to be deprived, once
for all, of the power of unlimited issues. These were to take place in future on two
foundations only: 1st. A fixed amount of public securities. 2d. Bullion. The amount of
issues upon public securities was permanently fixed at £14,000,000; every other note
was to be issued in exchange for bullion only, so that the amount of notes issued on
bullion should be governed solely by the action of the public. Although he wished that
there should only be a single bank of issue, yet existing interests were to be regarded,
and those banks which were at that time lawfully issuing their own notes might
remain banks of issue, but their amount was to be strictly limited to a certain definite
average.

On the 20th of May, Sir Robert introduced further resolutions, and proposed that, in
the event of any country banks of issue failing, or withdrawing their notes voluntarily
from circulation, the bank might, with the consent of the Crown, increase its issues to
a definite proportion of the notes thus withdrawn. And further, that the bank should be
obliged to buy all gold bullion presented for purchase at £3 17s. 9d. per ounce. It had
only previously been giving £3 17s. 6d.; and a certain proportion was allowed on
silver bullion, as the export of that was a proper remedy for the inconvenience of our
standard differing from that of other nations. It was, therefore, of great importance to
insure such a stock of silver in this country as might meet the wants of merchants, and
prevent them having to send to the Continent for it. He proposed that the silver bullion
on which the bank might issue notes should not exceed one-fourth of the gold bullion.
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It was impossible for Sir Robert Peel not to see that his measure of 1844 was in
express contradiction with his recorded sentiments in 1819 and 1833, the emphatically
expressed doctrine of the Bullion Report, all the statesmen and financiers of that
period and of 1819; that it was impossible to limit the issues of the bank to any fixed
amount, because in time of commercial trouble, increased issues were indispensable.
Sir Robert Peel knew that he was now taking away this power from the bank, and he
was, accordingly, obliged to meet this objection. He said:

“It 1s said that the Bank of England will not have the means which it has heretofore
had of supporting public credit, and of affording assistance to the mercantile world in
times of commercial difficulty. Now in the first place, the means of supporting public
credit are not means exclusively possessed by banks. All who are possessed of
unemployed capital, whether bankers or not, and who can gain an adequate return by
the advance of capital, are enabled to afford, and do afford, that aid which it is
supposed by some that banks alone are able to afford. In the scond place, it may be a
question whether there be any permanent advantage in the maintenance of public or
private credit, unless the means of maintaining it are derived from the bona fide
advance of capital, and not from a temporary increase of promissory notes, issued for
a special purpose. Some apprehend that the proposed restriction upon issue will
diminish the power of the bank to act with energy at the period of monetary crisis and
commercial alarm and derangement. But the object of the measure is to prevent (so
far as legislation can prevent) the recurrence of those evils from which we suffered in
1825, 1836 and 1839. It is better to prevent the paroxysm than to excite it, and to trust
to desperate remedies for the means of recovery.” Sir Robert Peel, therefore,
deliberately took away the power of the bank to act on extreme occasions, because he
fondly hoped that his act would prevent those extreme occasions from arising. We
shall see how these hopes were fulfilled.

Sir Charles Wood followed Sir Robert Peel, whose mere alter ego he was, travelling
over the same ground, and giving the same caricatured description of American
banking as he had done. He, of course, was a zealous devotee of the “currency
principle.” He said: “It is not enough, then, to enact that the bank notes shall be
convertible. The paper circulation must not only be convertible, but must vary in
amount from time to time as a metallic circulation would vary. A system, therefore, of
paper circulation is required which will attain this object, and insure a constant and
steady regulation of the issues on this principle. This, and this alone, affords a
permanent security for the practical convertibility of the notes at all times, and for the
consequent maintenance of the standard.” Thus, at length, the entire overthrow of the
doctrines which had been held for half a century by the most experienced, the wisest,
and the most sagacious statesmen, economists and financiers was effected, and
doctrines which had been especially condemned and rejected, and which they had
expressly declared would, if carried out, lead to universal failure, were exalted in their
place. A nest of untried theories and facts set up against the lessons of experience and
reasoning, and we shall see the result.

This was a striking instance of the mutability of fortune—

“Sic volvenda a&tas commutat tempora rerum,;
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Quod fuit in pretio, fit nullo denique honore,
Porro aliut succedit et e contemptibus exit,
Inque dies magis appetitur, floretque repertum
Laudibus, et miro’st mortalis inter honore.”

“Thus time, as it goes round, changes the seasons of things. That which was in esteem
falls at length into utter disrepute, and then another thing mounts up, and issues out of
its degraded state, and every day is more and more coveted, and blossoms forth high
in honor when discovered, and is in marvellous repute with men.”—(Munro.)

But we shall find that fickle Fortune rolled her wheel a full round in the not very
distant future.

THE ORGANIZATION OF THE BANK.

The chief provisions of the Bank Charter Act, Statute 1844, c. 32, are as follows:

1. After the 31st August, 1844, the issue of bank notes by the Bank of England should
be kept wholly distinct from the general banking business, and be conducted by such
a committee of the directors as the court might appoint, under the name of the “Issue
Department of the Bank of England.”

2. On the same day the governor and company should transfer, appropriate and set
apart to the issue department securities to the value of £14,000,000, of which the debt
due by the public to the bank was to be a part; and also so much of the gold coin and
gold and silver bullion as should not be required for the banking department. The
issue department was then to deliver over to the banking department an amount of
notes exactly equal to the securities, coin and bullion so deposited with them. The
bank was then forbidden to increase the amount of securities in the issue department,
but it might diminish them as much as it pleased, and increase them again to the limit
defined, but no further. The banking department was forbidden to issue notes to any
person whatever, except in exchange for notes, or such as they received from the issue
department in terms of the act.

3. The proportion of silver bullion in the issue department on which notes were to be
issued, was not at any time to exceed one-fourth part of the gold coin and bullion held
at the time by the issue department.

4. All persons whatever, from the 31st August, 1844, were to be entitled to demand
bank notes in exchange for standard gold bullion, at the rate of £3 17s. 9d. per ounce.

5. If any banker who, on the 6th May, 1844, was issuing his own notes, should cease
to do so, it should be lawful for the Crown in council to authorize the bank to increase
the amount of securities in the issue department to any amount not exceeding two-
thirds of the amount of notes withdrawn from circulation.

6. Weekly accounts, in a specified form, were to be transmitted to Government, and
published in the next “London Gazette.”
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7. From the same date the bank was relieved from all stamp duty on their notes.

8. The annual sum payable by the bank for their exclusive privileges should be
increased from £120,000, as settled in 1833, to £180,000. And all profits derived by
the bank from the increase of their issues above the £14,000,000, as prescribed by the
act, shall go to the public.

9. After the passing of the act, no person other than a banker, who was lawfully
issuing his own notes on the 6th May, 1844, should issue bank notes in any part of the
United Kingdom.

10. After the passing of the act, it was forbidden to any banker to draw, accept, make
or issue in England 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 England or Wales any sum or sums of money on the bills or notes of such banker,
payable to bearer on demand, except such bankers as were on the 6th May, 1844,
issuing their own bank notes, who were allowed to continue their issues in such
manner and to such an extent as afterwards provided. The rights of any existing firm
were not to be affected by the withdrawal, change or addition of any partner, provided
the whole number did not exceed six persons.

11. Any banker who ceased to issue his own notes from any reason whatever, after the
act, was not to resume such issues.

12. All existing banks of issue were forthwith to certify to the commissioners of
stamps and taxes the place and name and firm at, and under which, they issued notes
during the twelve weeks next preceding the 27th April, 1844. The commissioners
were then to ascertain the average amount of each bank’s issues, and it should be
lawful for such banker to continue his issues to that amount, provided that on an
average of four weeks they were not to exceed the average so ascertained.

13. If any two or more banks of issue had become united during that twelve weeks,
the united bank might issue notes to the aggregate amount of each separate bank.

14. The commissioners were to issue in the “London Gazette” a statement of the
authorized issues of each bank.

15. If two or more banks afterwards became united, each of less than six partners,
then the commissioners might authorize them to issue notes to the amount of the
separate issues. But if the number of the united banks exceeded six, their privilege of
issuing notes was to cease.

16. If any banker exceeded his authorized issue, he was to forfeit the excess.

17. Every bank of issue was to send a weekly account of its issues, which was to be
published in the “London Gazette.”
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18. The mode of taking the average was laid down, and bankers were to permit their
books of accounts to be inspected by a Government officer properly appointed, and to
make a return to Government once a year, within the first fortnight in January.

19. The Bank of England was allowed to compound with private banks of issue, to
withdraw their own notes and issue Bank of England notes, for a sum not exceeding
one per cent. per annum, up to the Ist August, 1856.

20. All banks whatever, in London or within sixty-five miles of it, were allowed after
the passing of the act to draw, accept or indorse bills of exchange, not being payable
to bearer on demand.

21. The privileges of the bank were to continue till twelve months to be given after
the 1st August, 1855, and repayment of all the public debts and all the other debts
whatever.

THE SCOTCH BANK ACT OF 1845.

Sir Robert Peel having carried his Bank Charter Act of 1844 with scarcely a breath of
opposition, and which was considered at the time to be the ne plus ultra of human
wisdom, passed acts in 1845 to regulate banking in Scotland and Ireland. The chief
provisions of the Scotch Bank Act of 1845, Act, Statute 1845, c. 38, are as follows:

1. All persons had been prohibited by the Act, Statute 1844, c. 32, from commencing
to issue notes in the United Kingdom after the 6th May, 1844; and all such persons in
Scotland as were lawfully issuing their own notes between the 6th May, 1844, and the
Ist May, 1845, were to certify to the Commissioners of Taxes the name of the firm
and the places where they issued such notes.

2. The commissioners were to ascertain the average number of such bankers’ notes in
circulation during the year ending 1st May, 1845.

3. Such bankers were authorized to have in circulation an amount of notes, whose
average for four weeks was not to exceed the amount thus certified by the
commissioners, together with an amount equal to the average amount of coin held by
the banker during the same four weeks. Of the coin, three-fourths must be gold and
one-fourth might be silver.

4. In case the bank exceeds the legal amount, it is to forfeit the excess.
5. If two or more banks unite, they are authorized to have an issue of notes to the
aggregate amount of issues of the separate banks, as well as the amount of coin held

by the united banks.

6. Notes of the Bank of England not to be legal tender in Scotland.
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THE IRISH BANK ACT OF 1845.

The chief provisions of the Irish Bank Act, Act Statute, 1845, c. 37, are as follows:

1. All restrictions enacted by former acts, prohibiting banking partnerships of more
than six persons to be formed and carry on business within fifty miles of Dublin, were
repealed.

2. Interest was allowed to the Bank of Ireland on its capital of £2,630,769 at the rate
of 3 1-2 per cent. per annum.

3. The bank was to manage the public debt of Ireland without any charge.

4. The bank might be dissolved at any time after twelve months’ notice, to be given
after the 1st January, 1855, and repayment of all Government debts.

5. Bank of England notes were not to be legal tender in Ireland.

6. All bankers issuing notes in Ireland were, within one month after the passing of the
act, to give in a statement to the Commissioners of Taxes of their claim, and the name
and place of the firm where they issued such notes, during the year preceding the 1st
May, 1845; and if they were found to be lawfully issuing notes between the 6th May,
1844, and the 1st May, 1845, they might continue to issue notes to the amount of the
average they issued during that year, together with the amount of gold and silver coin
held by the banker.

7. If two or more banks united, they might issue notes to the combined amount of the
separate banks, together with the coin held by the united bank. Three-fourths of the
coin must be gold and one-fourth might be silver.

8. All bank notes under £1 prohibited, under a penalty of not less than £5 and not
more than £20.

9. Bank notes above £1 and under £5 subject to certain regulations.

10. Any persons, except those specially authorized, issuing promissory notes payable
to bearer on demand for less than £5, should forfeit £20.

11. All bank notes were to be for complete pounds.

Such are the acts which at the present time regulate the issue of bank notes in
England, Scotland and Ireland; and we observe that, while the Bank of England was
obliged to hold Government security for its fixed issue of £14,000,000, the country
bankers in England were strictly confined to their fixed issue, and in Scotland and
Ireland the banks might issue their fixed limit without any security, and in addition to
that an amount equal to the gold and silver coin they hold. The English Bank Act was
founded on certain specific theories of currency; but the Scotch and Irish acts were
merely rough-and-ready methods of compelling the banks to hold a greater amount of
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specie in proportion to their liabilities than they had hitherto done. As the chief point
of interest with regard to Sir Robert Peel’s banking legislation is the operation of the
act in a commercial crisis and a monetary panic, we shall defer the consideration of its
practical working till the chapter on monetary panics.

Sir Robert Peel had also passed an act in 1844 to regulate the joint-stock banks in
England; but having turned out a complete failure, it was totally repealed in 1857, and
so does not require further notice. By this Act, Statute 1857, c. 49, the number of
partners allowed in a private bank was increased to ten.

EXTENSION OF LIMITED LIABILITY TO BANKS.

The question of admitting the principle of limited liability into commercial
partnerships had long been resisted with the fiercest acrimony in England. The old
theory of the law was expressed by Lord Eldon, who said that a man who entered into
a commercial partnership rendered himself liable “to his last shilling and his last acre”
for the debts of the company. And this was no doubt true with regard to ordinary
private trading partnerships. But many great companies had been formed and
incorporated, and being corporations they were, ipso facto, endowed with the
privilege of limited liability. A principle may reasonably apply to a private
partnership, whose members all take an active part in the business, and have full
knowledge of all transactions, which does not apply to a large joint-stock company,
whose affairs are expressly left in the hands of a small committee, and the great
majority of the members are specially debarred from all knowledge of its transactions.
Now, as there are many great objects in commerce which can only be effected by a
large company, it had long been the practice in granting acts to these companies to
limit the liability of the shareholders. This was done in the case of the Bank of
England; in railway and other companies, and in the charters granted to colonial
banks. But for a very long time, the application of this principle to private
partnerships in England was vehemently resisted. This resistance, however, was at
length overcome in 1855, and in that year the Act, Statute 1855, c. 133, permitted the
formation of joint-stock companies with limited liability,

But though the principle was allowed to other companies, joint-stock banks were still
jealously excluded from it, from some unintelligible distinction being drawn between
banking and other kinds of trading. However, as is usual in this country, what good
sense and reasoning could not effect was at last brought about by several most
dreadful calamities. In 1857, some joint-stock banks failed. At that time there was no
method of calling upon the shareholders to contribute ratably in proportion to their
holding, to discharge the debts of the company. But the creditors might single out any
individual shareholders they thought worth powder and shot, and claim their full debts
from them. The consequence was, that on the failure of a joint-stock bank, the
responsible shareholders disposed of their property, and put the Channel between
themselves and their creditors, until they could make terms with them. The terrible
bank failures of 1857 at length compelled the legislature to concede limited liability to
banks.

The chief provisions of this Act, Statute 1858, c. 91, were:
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1. So much of the statute of 1857 as prevented banks being formed with limited
liability was repealed.

2. All banks which issued promissory notes were to be subject to unlimited liability
with respect to their notes, for which they are to be liable, in addition to the sum for
which they are liable to the general creditors.

3. Every existing banking company might register itself under the act, upon giving
thirty days’ notice to each and all of its customers. Any customer to whom it failed to
give notice retained his full rights as before.

This act, however, had a very limited success. It was adopted in very few instances.
Banks do not readily change their constitution, and almost all the great banks had a
pride in maintaining unlimited liability, and thought that adopting the act might
endanger their credit. Not one of the London joint-stock banks, nor any of the Scotch
banks—which, except the three chartered banks, were all of unlimited
liability—brought themselves under the Act of 1858. But the stupendous catastrophe
of the City of Glasgow Bank, in 1878, created such consternation among the
shareholders of banks, that they made determined efforts to compel their directors to
adopt the principle of limited liability. This was the case, especially in Scotland,
where investment in bank shares was recognized by the law courts as a legitimate
investment of trust funds. But banks do not recognize trusts. Consequently,
unfortunate trustees were liable, not only personally for all losses sustained by the
banks, but also to make good the losses of their clients. This created such alarm that
the shares in the Scotch banks fell thirty per cent.

To facilitate the adoption of limited liability by banks, and also to preserve all
reasonable security for creditors, the Act, Statute 1879, c. 76, was passed, which
enacts:

1. That any unlimited company may increase the nominal amount of its capital by
increasing the nominal amount of its shares; provided, that no part of such increased
capital shall be capable of being called up, except in the event of and for the purpose
of the company being wound up.

2. A limited company may declare that any portion of its still uncalled-for capital
shall not be capable of being called up, except in the event of and for the purpose of
the company being wound up.

3. All banks are subject to unlimited liability with respect to their notes in circulation.

The Bank of England and the three senior chartered banks in Scotland were created
corporations before the Crown was authorized by act of Parliament to create trading
corporations with unlimited liability. They therefore had always been limited banks,
and did not require to avail themselves of the Act of 1879 to become so. But almost
all the English jointstock banks and all the other Scotch banks, without loss of time,
registered themselves as limited companies under the Act of 1879, and the result has
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been to show that all the fears which had been entertained that limited banks would
sustain a diminution of credit were entirely groundless.

THE DIFFERENCES IN PRINCIPLE BETWEEN
SUPPORTERS OF THE BANK ACT OF 1844 AND THOSE
OF THE BULLION REPORT AND THE BANK ACT OF
1819.

The supporters of the Bank Act of 1844 strenuously maintain that it is the
complement of, and in strict accordance with, the principles of the Bullion Report and
of the Act of 1819. Such statements are, however, entirely incorrect. Beyond the
simple fact that both were desirous to maintain the convertibility of the note, the
principles maintained by the framers of the Bank Charter Act of 1844 are in all other
respects radically different from those of the Bullion Report and of the supporters of
the Bank Act of 1819.

The following are the differences of principle between them:

1. In all the great Parliamentary debates and in the opinion of statesmen, it was
invariably assumed that the term currency includes money and credit in all its forms,
written and unwritten, although no specific definition of currency was ever attempted.

Lord Overstone and his sect, whose doctrines prevailed with Sir Robert Peel,
maintained that the term currency includes money and bank notes payable to bearer
on demand only, to the exclusion of all other forms of credit. Does the definition of
currency by the framers of the Bank Act of 1844 agree with that of those who
supported the Bank Act of 1819?

2. The Bullion Report declares that the mere numerical amount of notes in circulation
at any time is no criterion whether they are excessive or not.

The dogma of the framers of the Bank Act of 1844 is that the notes in circulation
ought to be exactly equal in quantity to what the gold coin would be if there were no
notes, and that any excess of notes above that quantity is a depreciation of the
currency. Does the dogma of the framers of the Bank Act of 1844 agree with the
principles of the Bullion Report on this point?

3. The Bullion Report declares, and the supporters of the Bank Act of 1819 uniformly
maintained, that the sole test of the depreciation of the paper currency is to be found
in the price of gold bullion and the state of the foreign exchanges.

Ricardo says:* “The issuers of paper money should regulate their issues solely by the
price of bullion, and never by the quantity of their paper in circulation. The quantity
can never be too great or too little while it preserves the same value as the standard.”
The dogma of the framers of the Bank Act of 1844 is, that the true criterion of the
depreciation of paper is whether the notes do or do not exceed in quantity the gold
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they displace. Is the dogma of the framers of the Bank Act of 1844 in accordance with
the principles of the Bullion Report and of Ricardo on this point?

4. It was proposed to the Bullion Committee to impose a positive limit on the issues
of the bank, in order to curb their power of mismanagement.

The Bullion Report expressly condemns any positive limitation on its issues; Peel
himself in 1819 and in 1833 fully concurred in this opinion, and said that at no time,
however distant, would he impose a positive limit on the issues of the bank. But, in
1844, Peel himself, by the Act of 1844, imposed a cast-iron limit on the issues of the
bank. Was the dogma of Peel in 1844 in accordance with the doctrines of the Bullion
Report and of himself in 1819 and 1833?

5. The Bullion Report, after discussing the most important monetary crises which had
occurred up to that time, expressly declares that it is the proper policy for the bank in
certain times of commercial crises to expand its issues to support commercial houses
and avert a monetary panic. The history of commercial crises, both before and after
the Bullion Report, has proved the indubitable wisdom of this doctrine.

The Bank Charter Act of 1844 expressly prevents this from being done. The
consequence has been that on three several occasions since the passing of the Act of
1844 it has been found indispensable to suspend the act, in order to prevent every
bank in England stopping payment, and probably nineteen merchants out of every
twenty being ruined. Is the dogma embodied in the Act of 1844 in accordance with
the principles of the Bullion Report?

The above are the glaring and radical differences of doctrine between the principles of
the Bullion Report, the supporters of the Act of 1819, and those of the framers of the
Act of 1844, and experience has fully demonstrated the superior wisdom of the
principles of the Bullion Report and of the supporters of the Act of 1819, to those of
the framers of the Bank Act of 1844.

PLL v6.0 (generated September, 2011) 86 http://oll.libertyfund.org/title/2238



Online Library of Liberty: A History of Banking in all the Leading Nations, vol. 2 (Great Britain,
Russian Empire, Savings-Banks in the U.S.)

[Back to Table of Contents]

SECTION VIII.

COMMERCIAL CRISES.

Accommodation Paper—Its Real Danger—Banking Risks of Mutual Accommodation
Paper.

IN another part of this work we have explained the scientific and juridical principles
and mechanism of solid credit, and shown how it augments the wealth of a
country—meaning, by solid credit, that which is actually and punctually redeemed at
maturity. But there is a reverse to the medal. If solid, and judiciously used, credit has
conduced more to the wealth of the world than all the mines of gold and silver; its
abuses, in the hands of incautious and unscrupulous persons, has produced the most
terrible calamities of modern times—namely, commercial crises and monetary panics.
We have now to contemplate the dark side of the picture, and to show how
commercial crises and monetary panics arise; how they are to be dealt with and
brought under scientific control, which has hitherto been the opprobrium of
economics and of financial statesmanship.

We have shown clearly that all credit is the present right to, or the present value of, a
future payment; and so long as the credit is actually redeemed at maturity, by the
various methods described in another chapter, the credit is not excessive. But all
credit created in excess of the future payment, and which is not fully redeemed at
maturity, is excessive. And it is excessive credit which produces all commercial
crises; and if they are not properly and judiciously controlled, and are allowed to
obtain a certain magnitude and intensity, they are very apt to culminate in monetary
panics.

The fact is, that commercial crises are innate in the gigantic system of credit which
has grown up in modern times; and if they are not skilfully dealt with, they have a
great tendency to develop into monetary panics; but if they are dealt with on the
principles which repeated experience and reasoning have suggested, though periodical
commercial crises cannot in the nature of things be avoided, yet they may be
prevented from developing into monetary panics.

As all traders in modern times trade on credit, it must necessarily be that there are a
considerable number of bad speculators among them. They create bills in excess of
future profits; and if there were any methed of compelling them to incur and bear the
loss at once, there would be comparatively little harm done. A few individuals would
suffer, but there would be no general commercial crisis. But traders are not usually
very willing to put up with a present loss. They always hope to recoup themselves by
future and more fortunate speculations. Hope springs eternal in the human breast.
Traders endeavor to acquire a good character with their bankers; and they keep their
losses to themselves. They not only create fresh bills, by which they hope to retrieve
their former losses, but they manufacture fictitious bills by cross-acceptances amongst
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each other for the express purpose of extracting fresh funds from their bankers to
speculate with. Now, when a trader has established a good reputation with his banker,
and is accustomed to have a discount account with him to a certain amount, it is very
serious indeed for his banker to stop it. We have already explained that, at the present
day, bills of exchange are almost universally paid, not by money, but by discounting
fresh bills. If, therefore, a customer has his own acceptances to meet, and his banker
refuses to discount fresh bills for him, it means nothing less than instant ruin.

Now a banker may have a very shrewd suspicion that his customer is overtrading; but,
as he has no access to his customer’s books, it may be very difficult for him positively
to ascertain the fact. And if a banker acts upon insufficient grounds, and without sure
cause ruins his customer, he will get himself into very bad odor, and may do himself
much injury. Of course, the greater the merchant the more difficult it is to deal with
him. And great merchants, who have numerous and powerful connections, can
manufacture bills to an incredible extent to cover up losses, and keep themselves
afloat by extracting fresh funds from their bankers to speculate with; until, when the
final collapse comes, it is found that their assets are almost all eaten away, and left
perhaps a shilling or two in the pound to meet the masses of paper.

ACCOMMODATION PAPER.

We must now examine more closely a species of credit which requires great attention;
because it is the curse and the bane of commerce, and it has been the chief cause of
those frightful commercial crises which recur periodically; and yet, though there can
be no doubt that in the majority of cases it is morally fraudulent, it is of so subtle a
nature that it defies all powers of legislation to cope with it. We have shown by the
exposition of the system of cash credits in Scotland that there is nothing essentially
dangerous and fraudulent in creating credit for the purpose of promoting future
operations. On the contrary, such credits have been the most powerful method ever
devised by the ingenuity of man for promoting the wealth and the prosperity of a
country, and have accelerated the wealth and prosperity of Scotland by centuries. A
certain species of this credit, however, having been grossly abused by unscrupulous
persons for fraudulent purposes, and having produced the most frightful calamities,
we must now examine and point out wherein the danger and the fraud of this
particular species of credit consists.

When bills of exchange are given in exchange for goods actually purchased at the
time, they are often called real bills; and it is often supposed that there is something
essentially safe in them; because, as the goods have been received for them, it is
supposed the goods are always ready to provide for the payment of the bills, and that
only so much credit is created as there are goods to redeem it.

It is the inveterate error of a multitude of persons who will write upon the subject
without the slightest knowledge either of mercantile law or of practical business, that
the holder of a bill has a title to the goods for which it is given. This pestilent and
mischievous delusion appears very strongly in Stanley Jevons. He says:* “What
greatly assists a rise of prices started in a period of free investment is the system of
credit, on which trade is necessarily conducted. By this system, a trader is not obliged

PLL v6.0 (generated September, 2011) 88 http://oll.libertyfund.org/title/2238



Online Library of Liberty: A History of Banking in all the Leading Nations, vol. 2 (Great Britain,
Russian Empire, Savings-Banks in the U.S.)

to be the real owner of the goods in which he trades, but may buy freely by giving the
promise of payment in, perhaps, three months’ time. Thus, the goods really belong to
the holder of his promissory note or bill. * * * Though the merchant does not own the
goods, there must be some one to own them, to advance capital, or, as it is said, to
discount the bills arising out of the transaction.”

Thus Jevons holds that the merchant who buys goods on credit is not the real owner of
them; that the person who holds the bill given for them is their real owner; or the
person to whom he transfers it, such as the banker who discounts it, has the real title
to the goods in respect of which it is given. But every lawyer and banker in the world
would laugh at such ideas. Nothing is more common than for uninformed persons to
say that a trader who buys goods on credit trades on borrowed capital. Such an idea,
however, is a pure delusion. When a trader buys goods on credit and gives his bill for
them, the goods become his actual property just as much as if he had paid for them in
money. The bill of exchange is payment for the goods, just as money is. A purchase
on credit is just as much a sale or an exchange as a purchase with money. What the
trader has to do after having bought goods with his bill is to pay the bill when it
becomes due.

Mr. Henry Thornton long ago pointed out the fallacy of supposing that there is any
security in real bills because they are given in exchange for goods, or that the holder
of the bill has any title to the goods. 7

When a wholesale dealer buys a quantity of goods from a merchant on credit, he
perhaps sells those goods to fifty different retail dealers, and takes their bill for them.
These very goods are sold by the retail dealers, perhaps, to hundreds of their
customers, and consumed by them, before the bill given by the wholesale dealer
becomes due. How in the name of common sense is the holder of the bill to follow the
goods into the hands of hundreds of customers, who will most probably have
consumed them before the bill becomes due? How, even, is he to ascertain their
names? But, suppose that the wholesale dealer does not divide the goods into parcels
and sell them to different dealers, but sells them in a lump to some other single person
and takes his bill for them; then a new bill must be created to transfer the goods, and
if the same goods are transferred in a lump a dozen different times, a new bill must be
created on each transfer. Hence, there will be a dozen bills relating to the very same
goods, and perhaps every one of these bills may have been discounted with a banker:
which banker has a title to the goods? Every banker in the world would laugh at the
idea that he has any title to the goods for which a bill has been given, which he has
discounted. Nor have any of the bills any relation to any specific money, such as the
purchaser of the goods may receive in payment for them. They are nothing but pure
rights of action against the person of the debtor. Every lawyer and every merchant
knows that every bill is a separate and independent article of merchandise, exactly
like money itself, and that it is bought and sold solely on the belief that the acceptor
will have the means of extinguishing it when it becomes due.

Mr. Thornton also points out the fallacy of making a distinction between the security

of real bills and accommodation bills, gua accommodation bills. After describing an
accommodation bill, he says:

PLL v6.0 (generated September, 2011) &89 http://oll.libertyfund.org/title/2238



Online Library of Liberty: A History of Banking in all the Leading Nations, vol. 2 (Great Britain,
Russian Empire, Savings-Banks in the U.S.)

“They agree; inasmuch as each is a discountable article, each has also been created for
the purpose of being discounted, and each is perhaps discounted in fact; each
therefore serves equally to supply means of speculation to the merchant. So far,
moreover, as bills and notes constitute what is called the circulating medium or paper
currency of the country and prevent the use of guineas, the fictitious and the real bill
are upon an equality, and if the price of commodities be raised in proportion to the
quantity of paper currency, the one contributes to that rise exactly in the same manner
as the other.”

The fact is, that in a real bill goods have already been purchased wherewith to redeem
it; in an accommodation bill goods are to be purchased to redeem it. And if each
transaction is equally sound and judicious, there is exactly the same security in the
one bill as in the other. In fact, we may say that all commercial credit is of the nature
of accommodation paper; because, in this case, a credit is always created for the
express purpose of buying goods to redeem it. There is, therefore, clearly nothing in
the nature of accommodation paper worse than “real paper,” and when it is carefully
used, nothing more dangerous. Cash credits, which have been one of the safest and
most profitable parts of Scotch banking, and which have done so much for the
prosperity of the country, are all of this nature. They are created, as we have seen, for
the express purpose of stimulating future operations out of which the credit is to be
redeemed. There is, therefore, nothing more atrocious, vicious and criminal in the one
species of paper rather than in the other; or, if there is, it must lie in the difference
between has been and is to be.

Nevertheless, as it is indubitably certain that most, if not all, of those commercial
crises and monetary panics which have so frequently convulsed nations, have sprung
out of this species of paper, it does merit a considerable portion of the obloquy and
vituperation which has been heaped upon it. It is, therefore, our duty to investigate the
method in which it is applied, and to point out wherein its true danger consists.

The security supposed to reside in real bills, as such, is, as we have seen, exaggerated.
But there is at least this to be said for them, that as they only arise out of the real
transfers of goods, their number must be limited by the very nature of things.
However bad and worthless they may be individually, they cannot be multiplied
beyond a certain limit. There is, therefore, a limit to the calamities they can cause. But
we shall show that with accommodation paper the limits of disaster are immensely
and indefinitely increased, frequently involving in utter ruin all who are brought
within their vortex.

THE REAL DANGER OF ACCOMMODATION PAPER.

We must now explain wherein the difference between real and accommodation paper
consists, and wherein the danger of accommodation paper lies. Suppose that a
manufacturer or wholesale dealer has sold goods to ten customers, and received ten
bona fide trade bills for them, he discounts these ten bills with his banker. The ten
acceptors of these bills having received value for them, are the principal debtors to the
bank, and are bound to meet them under the penalty of commercial ruin. The bank has
their names as acceptors or real principal debtors on the bills, and its own customer as
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security on each of them. The bank also keeps a certain balance of its customer’s in its
hands, proportionate to the discount allowed. Even under the best of circumstances,
an acceptor may fail to meet his bill. The banker then debits his customer’s account
with the bill and gives it to him back. The drawer has an action against the acceptor,
because it is a real debt due to him. If there should not be enough, the customer is
called upon to pay the difference. If the worst comes to the worst, and its customer
fails, the bank can pursue its remedy against the estates of both parties, without in any
way affecting the position of the other nine acceptors, who, of course, are still bound
to meet their own bills.

In the case of accommodation bills there are very material differences. To the eye of
the banker there is no visible difference between real and accommodation bills. They
are, nevertheless, very different, and it is in these differences that the real danger of
accommodation paper consists. In accommodation bills, the person for whose
accommodation the drawing, indorsing or accepting, as the case may be, is done, is
bound to provide the funds to meet the bill, or to indemnify the person who gives him
his name. In a real bill the acceptor is the principal debtor, who is bound to provide
funds to meet the bill, and the drawer is a mere surety. In the most usual form of
accommodation, that of an acceptance, the drawer is the real principal debtor, who has
to provide funds to meet the bill, and the acceptor is a mere surety, and if he is called
upon to meet the bill he is entitled to sue the drawer, as the principal debtor, for the
amount. Now, suppose as before, A gets ten of his friends to accommodate him with
their names as acceptors, and discounts these bills with his banker, it is A’s duty to
provide funds to meet every one of the ten bills. There is, in fact, only one real
principal debtor and ten sureties. Now, these ten accommodation acceptors are
ignorant of each other’s proceedings. They only gave their names to the drawer on the
express understanding that they were not to be called upon to meet their bill; and,
accordingly, they make no provision to do so. If any one of them is called upon to
meet their bill, he has an immediate remedy against the drawer. In the case of real
bills, then, the bank has ten real principal debtors, who would each take care to meet
his own acceptance, and only one surety. In the case of accommodation bills, the bank
has only one real principal debtor to meet the acceptances of ten. Thus, there is only
one real principal debtor and ten sureties. Furthermore, if one of ten real acceptors
fails to meet his bill, the bank can safely press the drawer, because it will not affect
the position of the other nine acceptors. But if the drawer of the accommodation bills
fails to meet any one of the ten acceptances, and the bank suddenly discovers that it is
an accommodation bill, and it is under large advances to the drawer, it dare not for its
own safety press the acceptor, because he will of course have immediate recourse
against the drawer as his debtor, and the whole fabric will probably tumble down like
a house of cards. Hence, the chances of disaster are much greater when there is only
one person to meet the engagements of ten, than when there are ten persons, each
bound to meet his own acceptance.

The real danger to a bank, then, in being led into discounting accommodation paper is
that the position of principal and surety is reversed. It is deceived as to who the real
debtor is and who the surety is, being precisely the reverse to what they appear to be,
which makes a very great difference in the security of the holder of the bills. In fact,
the parties are not governed by the contract visible on the face of the bills, which the
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banker believes in; but by a latent contract, collateral to the bills, of which he knows
nothing. To advance money by way of cash credit, or by loan with security, is quite a
different affair; because the bank then knows exactly what it is doing; and as soon as
anything occurs amiss, it knows the remedy to be adopted. Moreover, it never permits
the advance to exceed a certain definite limit; but it never can tell to what lengths it
may be inveigled into in discounting accommodation paper until some commercial
reverse happens, when it may discover that its customer has been carrying on some
great speculative operation with capital borrowed from it alone. This is the rationale
of accommodation paper pure and simple.

We have now to examine a species of accommodation paper still more subtle and still
more dangerous; and this because, though it is really and in its very nature
accommodation paper, yet it is not so in technical jurisprudence.

MUTUAL ACCOMMODATION PAPER—ITS DANGER TO
A BANK.

We have shown that the real genuine distinction between real and accommodation
paper is, that real paper is based upon a simultaneous transfer of goods, the proceeds
of which are expected to redeem the bill at maturity; and in accommodation paper,
bills are created, not based upon any past or simultaneous transfer of goods, but for
the express purpose of purchasing goods in the future to redeem the bills. If these two
species of transactions are done with equal care and judgment, and with the full
knowledge of all parties of the real nature of the transaction, there is nothing more
dangerous or improper in one species of paper than in the other. We have now to deal
with a species of paper which is in its real nature accommodation paper, because it
consists of paper not founded on any past or simultaneous transfer of goods, but
consists of paper created for the express purpose of purchasing goods after it has been
created; but yet in jurisprudence it is not accommodation paper, because it is held to
be given for good and valuable consideration; and therefore, though in very many
cases it is a moral fraud, yet it is not a legal fraud; and it is to this species of paper that
most of the great commercial crises are due. We have now to explain how very much
more dangerous to a bank this species of paper is than the worst calamities which can
happen from real paper.

We have already pointed out the very common error that all bills of exchange are paid
in money. Bills in modern usage are very seldom paid in actual money; only in a very
few isolated instances; they are paid by discounting fresh bills. Thus, in ordinary
times, debts are always paid by creating new debts. No doubt, if the banker refuses to
discount the new bills, the customer must discharge his bills in money. But then no
trader ever expects to have to do that. He has usually a fixed discount limit, and if he
brings good bills he has little less than an absolute right to have them discounted. And
if the banker suddenly calls upon him to meet his bills in money, it might oblige him
to sell his goods at a great sacrifice, or might cause his ruin. However, it is always
supposed that the bills discounted are good ones; that is, they could be paid in money
if required. Thus, though in common practice very few bills are really ever paid in
money, it is manifest that the whole stability of the bank depends upon the last bills
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discounted being good ones. Now, suppose that a customer for a considerable time
brings good bills to his banker and acquires a good character with him, and so throws
him off his guard. Owing, perhaps, to some temporary embarrassment, or wishing to
push his speculations, he goes to some of his friends, and gets them to accept bills
without having any property to meet them. He then takes these accommodation bills
to his banker. The banker, trusting to his good character, discounts the bills. In course
of time these accommodation bills must be met, and the way he does it is to create
fresh similar bills. The drawer may be speculating in trade and losing money every
day. But his bills must be met; and there is no other way of meeting them but by
constantly creating fresh accommodation bills. By this means the customer may
extract indefinite sums from his banker, and give him in return—so many bits of
paper. Now, when discounts are low, and times are prosperous, this system may go on
for many years. But at last a crisis comes. The money market becomes “tight.”
Bankers not only raise the rate of discount, but they refuse to discount so freely as
before. They contract their issues. The accommodation bills are in the bank, and they
must be met. But if the banker refuses to discount fresh bills, they must be met in
money. But all the property the speculators may have had may have been lost twenty
times over; so when the crisis comes they have nothing to turn into money. Directly
the banker refuses to meet his customer’s bills by means of his own money, he wakes
to the pleasant discovery that, in return for the money he has paid, he has got so many
pieces of paper! This is the rationale of accommodation paper; and we see how
entirely it differs from real paper. Because with real paper and bona fide customers,
though losses may come, yet directly the loss occurs there is an end of it. But with
accommodation paper, the prospect of a loss is the very cause of a greater one being
made; and so on in an ever widening circle, until the canker may eat into the banker’s
assets to any extent almost.

It is also clear that if a trader, having got a good character and a high position in
commerce, may do so much mischief to a single banker, his capacity for mischief is
vastly increased if, from his high position and old standing, he is able to discount with
several banks, for then he is able to diminish greatly the chances of detection.

From these accommodation bills to forged bills there is but one step. It is but a thin
line of division between drawing upon a man who is notoriously unable to pay, and
drawing upon a person who does not exist at all, or forging an acceptance. In practical
morality, and in its practical effects, there is none. Traders do not even take the
trouble to get a beggar to write his name on their bills, but they invent one. The case
of traders in a large way of business, dealing with a vast number of small country
connections, affords great facilities for such rogueries. They begin by establishing a
good character for their bills. Their business gradually increases. Their connections,
as they say, gradually extend all over the kingdom. The banker, satisfied with the
regularity of the account, cannot take the trouble of sending down to inquire into the
acceptor of every small bill. The circle gradually enlarges, until some fine morning
the whole affair blows up. The ingenuity sometimes exercised by traders in carrying
out such a system is absolutely marvellous.

It is in times of speculation in large commodities that accommodation paper is
peculiarly rife. In a great failure of the harvest, when great importations were
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required, and it was expected that prices would rise very high, every corn merchant
wanted to buy as much as possible. But if no real sales had taken place, there could be
real trade bills. They therefore proceeded to manufacture them in order to extract
funds from bankers to speculate with. No banker in his senses would actually advance
money for them to speculate with, with his eyes open. Nevertheless they must have
funds. This they did by cross-acceptances. One merchant drew on another, who
accepted it; he then in turn drew upon his drawer, who accepted in his turn. They then
went and discounted these cross-acceptances with as many bankers as possible, in as
many different parts of the country as possible, so that their proceedings might not
come too much under the notice of any particular bank. In the Crimean war there was
a great and sudden demand for shipping; an enormous amount of accommodation
paper was manufactured by the Liverpool ship owners and discounted all over the
kingdom. The results were frightfully disastrous.

Whenever great speculation in commodities may take place, again the same things
will recur. And the quantities of accommodation paper manufactured on such
occasions is something astonishing. But this paper is discounted by banks creating
fresh credits in the form of deposits. So, these deposits swell up; and they are only so
many bank notes in disguise; and then the public holds up its hands in astonishment at
the vast sums the banks have to trade with; whereas it is not solid money at all, but
only paper. But this immense augmentation of the circulating medium, or currency,
raises prices all round. The insurmountable objection, therefore, to this species of
paper is the dangerous and boundless facility it affords for raising money for
speculative purposes. And there is much reason to fear that this pernicious system
prevails to a much greater extent than is commonly supposed. Even in quiet times it
has been said that it is surmised that one-fourth of the paper in circulation is
accommodation paper; and in times of great speculation the proportion is far greater
than that.

The Legislature has imposed rigid limits on the issues of banks, and many persons
think that it might be possible to curb the creation of this pestilent kind of paper by
law. But, unfortunately, such a thing is not possible. The difficulty consists in
determining what is really accommodation paper. As a matter of economics, all these
cross-acceptances are pure accommodation paper; but they are not so in
jurisprudence.

The whole question turns on the consideration. An accommodation bill in law is a bill
to which the drawer, acceptor or endorser, as the case may be, puts his name without
consideration for the purpose of benefiting or accommodating some other party, who
is to provide the funds to meet the bill when due. But the consideration may be of
many sorts. It does not by any means necessarily imply a sale of goods at the time.
Moreover, a bill may be an accommodation bill at the time it is created; but if any
consideration is given for it during the period of its currency, it ceases to be an
accommodation bill. Moreover, the consideration may be of many sorts. If A draws a
bill upon B, who accepts it for A’s accommodation for the express purpose of
enabling him to get it discounted by a bank, that is a pure accommodation bill. But if
B draws an exactly similar bill upon A, who accepts it for the accommodation of B, to
enable him to get it discounted by a bank, then neither of the bills is an
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accommodation bill, but they are each of them given for a good consideration. To an
unlearned reader this may seem somewhat strange doctrine: but it is nevertheless
firmly established law.

This doctrine, which is quite unanswerable, shows how impossible it is to deal
legislatively with this kind of accommodation paper. At least they must be very poor
rogues who cannot manufacture any amount of hona fide bills they please. Two
ragamuffins have only to get as many bills as they please—if they can only pay for
the stamps. One engages to pay £1000 to the order of the other. That would be an
accommodation bill. The second then engages to pay £1000 to the order of the first.
These are no longer accommodation bills; but are two good bona fide bills; each given
for a good consideration. If two such bills are good, then two thousand or any larger
number are equally good. Bankers would look askance at such paper; but Westminster
Hall declares them all to be bona fide bills given for a good consideration. Stated in
the above form, the doctrine may appear somewhat startling to some. But when we
consider the principle of the case, and not the accidental circumstance that the two
persons who may do it are insolvent, the difficulty disappears; for it is just what
happens every day in banking. It is quite common for a banker to discount the simple
promissory note of his customer. The note given by the customer is the consideration
for the deposit, credit or right of action created by the banker; and the right of action
or deposit created by the banker is the consideration given to purchase the note of the
customer. Each, therefore, is the consideration for the other. Each party gives value to
the other. It is precisely the same in principle in the other case. If the issuers of the
bills are able to purchase goods with them, they may be paid off at maturity. If they
cannot do so, the re-exchange of the securities is the mutual payment of each debt;
precisely in the same manner as when two bankers exchange notes, or when a
merchant pays his acceptance to a banker in the banker’s own notes. The two
contracts are extinguished by compensation. The accident that both the creators of the
bills are insolvent does not affect the juridical principles of the case.

Now, in times of great speculation, these cross-acceptances are manufactured to an
enormous extent among merchants. And the more cross-acceptances they can
manufacture and get discounted by bankers, the more funds the adventurers have to
speculate with. But such things are always sure to be overdone. As soon as any new
and extensive market is suddenly opened up, multitudes of speculators are sure to rush
in and create vast amounts of paper which can never be redeemed. And when this is
done on a sufficiently large scale, a commercial crisis is produced. And if this
commercial crisis is not properly and judiciously met, and it reaches a certain degree
of intensity, it produces a monetary panic in which merchants and bankers fall
together. All commercial crises, therefore, originate in the overcreation of credit, and
this is innate in the modern system of credit.

Suppose that at any time the commercial world started with a perfectly clean slate.
When such multitudes of persons are trading on credit, it must inevitably happen that
a considerable number will speculate unsuccessfully and create an excess of credit,
which cannot be redeemed by fair means. All excess of credit may be considered as so
much virus or poison in the body commercial. However, by various tricks and devices
known to traders, they can keep themselves afloat many years after they are utterly
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insolvent; and thus the poison constantly accumulates. Then perhaps a fever of
speculation takes place, giving rise to the creation of vast masses of speculative paper;
and then the poison, having accumulated to a sufficient extent, bursts forth in a tumor,
or an abscess, called a commercial crisis. Now, it is clear that these things cannot take
place in a day; it takes a certain time for a sufficient amount of excessive credit to be
generated and accumulate in the body commercial to produce a commercial crisis.
During the last 130 years, in which the credit system has attained its gigantic
development, a commercial crisis has usually returned in periods of ten years, or
thereabouts, and sometimes oftener. But on each occasion the circumstances which
brought it about are perfectly well known. And because the spots on the sun’s disc
have also a period somewhat approaching to ten years, it gave rise to the Bedlamite
craze of Stanley Jevons that commercial crises and monetary panics are due to spots
on the sun’s disc and conjunction of the planets!

One cannot fail also to be surprised that Sir Robert Peel, with all his long and
extensive experience, should have conceived the idea that all commercial crises
originate in excessive issues of bank notes, and that if the quantity of notes could only
be restricted to the quantity of gold there would be if there were no notes, commercial
crises would be prevented. Excessive issues of notes have, no doubt, in many cases
fostered and aggravated commercial crises; but they do not originate with bankers.
They always originate with the mercantile community; and no restrictions on the
issues of banks can, by any possibility, prevent their occurrence, as will be shown in
the following chapter.
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ALL commercial crises originate, as we have seen in the preceding chapter, in the
over-creation of credit, in credit created which cannot be redeemed, and not in spots
on the sun’s disc or conjunctions of the planets. It is the express business of merchants
and traders to speculate. And in the vast numbers of the mercantile community who
are always speculating, a considerable number must speculate badly, especially in
times of great changes in price, and consequently over-creations of credit are
constantly accumulating, and in process of time they come to a head and burst in a
commercial crisis. Commercial crises are, therefore, innate in the colossal system of
modern credit and are unavoidable.

A monetary panic is a general run upon bankers for gold. It is not the business of
bankers to speculate themselves, but to judge of and control the speculations of
others. No doubt bankers are often duped and deceived into supporting bad
speculations; but they do not originate them,—which shows the fallacy of Sir Robert
Peel’s fancy, that all commercial crises originate in excessive issues of bank notes.
But when a commercial crisis attains a certain magnitude and intensity, there is great
danger of its developing into a monetary panic, or a general run for gold upon
bankers. Monetary panics, in this country at least, have been invariably produced by
bad banking legislation, or by bad management of the Bank of England; sometimes by
both. Monetary panics are, therefore, generally speaking, avoidable.

Ever since the prodigious development of the system of credit, from the latter end of
the seventeenth century, there have been periodical commercial crises which, after a
certain degree of tension, have deepened into monetary panics, accompanied by great
failures of banks, and very severe runs for gold on those banks which were able to
stand their ground. And it has been a subject of sore perplexity to know how these
monetary panics are to be controlled, and the proper action of the Bank of England
during their continuance. There have been, and still are, two conflicting theories on
the subject: 1. That in periods of great commercial crisis, the issues of the Bank of
England should be rigorously restricted, and give no aid to commercial houses. This
may be called the restrictive theory. 2. That, at such periods of extreme commercial
pressure, the issues of the Bank of England should be liberally expanded so as to
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support all commercial houses which can prove themselves to be solvent. This may be
called the expansive theory. In the series of commercial crises and monetary panics
which have taken place during the last 140 years, each of these theories has been
tried, and we have now to examine the circumstances of each crisis seriatim, and
show the effect of each theory upon it. The experience on the subject has now been
ample and abundant, so as to enable us to come to a definite conclusion.

THE MONETARY PANIC OF 1764.

The first great monetary panic in modern times which we need notice, took place in
1764 in Holland and neighboring countries. The banks of Amsterdam, Hamburg and
Nuremberg did not issue notes in the discount of bills. They were pure examples of
what is called by a certain party the “Currency Principle.” That is, those banks did not
issue any credit except in exchange for specie. Thus, the credit they issued was
exactly equal in amount to the specie it displaced. This principle was that advocated
by the supporters of the Bank Act of 1844, and of Sir Robert Peel, who considered it
as the panacea for all commercial crises.

The seven years’ war had just come to an end; and changes from peace to war or from
war to peace, causing great fluctuations in price, are great promoters of commercial
crises. The Neufvilles, two bankers at Amsterdam, were among the principal
merchants and speculators, who had connections all over the Continent. At length
their embarrassments became so great that the bankers at Amsterdam could no longer
support them, and they failed for 330,000 guineas on the 29th July, 1763. Before the
news of the actual stoppage reached Hamburg, the bankers of that town were thrown
into the utmost consternation by hearing that it was intended at Amsterdam to allow
the Neufvilles to fail. On the 4th August, 1763, the bankers at Hamburg met to
consider how the tottering state of credit in that town was to be supported. They said:
“We received a fatal express with the terrible news that you, the gentlemen of
Amsterdam, would leave the Neufvilles to sink, by which we were all thunderstruck;
never dreaming that so many men in their senses in your city would take such a
step—a step which will infallibly plunge all Europe into an abyss of distress, if not
remedied by you while it is time. We therefore send this circular and general letter to
you by express, to exhort and conjure you, as soon as you receive this, to undertake
still to support the Neufvilles, by furnishing what money they want, and giving them
two or three persons of unquestionable probity and skill for curators, that their affairs
and their engagements may be concluded and terminated without causing a general
ruin, which will otherwise infallibly happen. If you do not, gentlemen, we hereby
declare to you that our resolution is taken—that is to say, that though we represent a
very respectable body of rich and respectable men, we have unanimously resolved to
suspend our own payments, as long as we shall judge it proper and necessary, and that
we shall not acquit them or the counter protest that shall come from you, or any
whatever. This is the resolution we have unanimously taken, and from which we will
not depart, happen what will. The fate of the general commerce of all Europe is, at
present, absolutely in your hands; determine, gentlemen, whether you should crush it
totally, or support it.”
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The letter, however, came too late to exercise any influence, as the Neufvilles had
been allowed to fail six days previously. A general failure took place; eighteen houses
in Amsterdam immediately stopped payment. A much greater number in Hamburg
immediately followed, and no business was transacted for some time except for ready
money. The failures were equally general in many of the other chief cities of
Germany. This crisis extended to England; and Smith says, that the bank made
advances to merchants to the amount of a million. Thus this first great commercial
crisis was in direct contradiction to the doctrines of the devisers of the Bank Act of
1844, for it occurred in places where the “currency principle” was in full force; and
the Bank of England acted on the expansive theory.

THE MONETARY PANIC OF 1772.

In 1772, the first great monetary panic took place in England, in which the Bank of
England was called upon to take a prominent part in supporting commercial credit.
The preceding two years had been distinguished by the most extravagant over-trading.
On the 10th June, Heale & Co., bankers in Threadneedle street, stopped payment,
involving many others. The Bank of England and some merchants came forward to
support credit; which had the appearance for a few days of being successful. But, in
ten days’ time, a general crash ensued. The whole city was in consternation. There
had not been such a prospect of general bankruptcy since the South Sea scheme. By
the liberal advances of the Bank of England, the panic was at length allayed. But the
bankruptcies of that year amounted to the then unprecedented number of 525. These
speculations had been general throughout Europe; and in 1773 the crash extended to
Holland. About the beginning of the year, the failures in that country were so
alarming, and so extensive, that they threatened a mortal blow to all credit, public and
private, throughout Europe. They were caused by great speculative dealings in trade,
as well as in the public funds of different countries. The losses were estimated at
£10,000,000—an immense sum for that period. Thus, the circumstances of this great
crisis were like those of the first, in direct contradiction to the doctrines on which the
Bank Act of 1844 is based; because English commerce was only saved by the
expansive theory—by liberal advances by the Bank of England; and the crisis
extended through countries in which the currency principle was in full force.

THE MONETARY PANIC OF 1782.

As we have remarked at pages 17 and 18, in 1782, the unhappy war with America was
fortunately terminated, and immediately a prodigious extension of the foreign
commerce, which had previously been unusually restricted, took place. The enormous
markets thrown open to the merchants led to the most extravagant overtrading, which
was greatly fostered by very incautious issues by the bank; and this led to a very
alarming drain of specie from the bank, which produced a crisis, threatening to
compel them to stop payment. The directors, however, considered that if they could
only restrain their issues for a short period the returns in specie in payment of the
exports would soon set in in a more rapid manner than they went out. They
determined therefore to make no communication to the Government, but for the
present to contract their issues until the exchanges turned in their favor. The alarm felt
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by the bank was greatest in May, 1783. They then refused to make any advances to
the Government on the loan of that year, but they did not make any demand for
payment of their other advances to Government, which were then between nine and
ten millions. They continued this policy up to October, when at length the drain had
ceased from the country, and money had begun to flow in from abroad. At length, in
the autumn, when the favorable signs had begun to appear, they advanced to
Government freely on the loan; although, at that time, the cash in the bank was
actually lower than at the time when they had felt the greatest alarm. It was reduced to
£473,000. The doctrine which Mr. Bosanquet stated guided the directors was this:
That while the drain was going on, their issues should be contracted as much as
possible; but as soon as the tide had given signs of ceasing and turning the other way,
it was safe to extend their issues freely. This was the policy they acted upon, and it
was entirely successful, and the credit of the bank was saved.

THE MONETARY PANIC OF 1793.

Mr. Tooke states from his own personal recollection that there had been an enormous
and undue extension of commercial speculation, not only in the internal trade and
banking of this country, but also throughout Europe and the United States, for some
years previous to 1792. The amount of bank notes in circulation, which was under six
millions in 1784, had increased to nearly eleven millions and a-half in 1792. At
length, in the autumn of 1792, commercial failures began both here and abroad, as
well as in America. The average of bankruptcies during the ten months had been fifty,
in November they suddenly rose to 105. This unusual number created much
uneasiness, but they diminished greatly in December. In January, 1793, they rose
again. The French Revolution was now advancing with rapid strides; the King had
been a prisoner ever since the 10th August. In November, the convention published
what was tantamount to a declaration of war against every established government in
Europe. Great Britain thought it time to arm. The militia were called out; on the 13th
December Parliament met; and the King called the attention of the Houses to the
increasing political ferment of the country, which had shown itself in acts of riot and
rebellion. He said that the agitators were evidently acting in concert with persons
abroad, and that it was impossible to see without the most serious uneasiness the
evident intention of the French to excite disturbances in foreign countries, wholly
contrary to the law of nations. Under these circumstances, it became necessary to
augment the military and naval forces of the country. An angry correspondence
inflamed the passions of both nations; and on the execution of the King, the British
Government expelled the French Ambassador, and the convention instantly declared
war. The declaration of war, though it must evidently have been foreseen, gave a
shock to credit, which was already staggering. On the 15th of February, a house of
considerable magnitude, deep in corn speculations, failed; and on the 19th the bank
refused the paper of Lane, Son & Fraser, who stopped next morning, to the amount of
nearly one million, involving a great number of other respectable houses. In the
meantime the panic spread to the bankers. It began at Newcastle. The partners in the
banks at Newcastle were opulent, but their private fortunes were locked up. They
issued notes which allowed interest to commence at some months after date; and then
they were payable on demand; when the run came they were unable to realize, and
stopped payment. The panic immediately spread throughout the country. It was
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computed that there were nearly 400 country banks at that time; of these 300 were
much shaken, and upwards of 100 stopped payment. The Banks of Exeter and the
west of England almost alone stood their ground. They issued notes payable at twenty
days’ sight; with interest commencing at the date of the note, and ceasing on the day
of acceptance. The best contemporary authorities are unanimous in attributing this
terrible disaster to the inordinate multiplication and reckless operations of these
country “bankers,” which had been established in almost every town and even village
in the country.

This great pressure extended to the London bankers as well as those of the country.
One of them says that the extraordinary state of credit had obliged every person
connected with trade and money transactions to gather in and husband every resource
to meet all demands. That for six weeks back every man of money and resources had
been straining every nerve to support himself and immediate friends, and could not
give that support to others which they would have been disposed to do. All these
circumstances naturally produced a demand on the Bank of England for support and
discounts. But the bank being thoroughly alarmed, resolved to contract its issues.
Bankruptcies multiplied with frightful rapidity. The Government urged the bank to
come forward and support credit; but they resolutely refused. Sir Francis Baring
greatly blames the directors for their action on the occasion. He says that they first
accommodated themselves to the crisis; but their nerves could not stand the daily
demand for guineas; and, for the purpose of checking the demand, they curtailed their
discounts to a point never before experienced; and that, if they determined to reduce
their issues, they should have done it more gradually. Their determination and the
extent to which they carried it, came like an electric shock.

He says that there are three different causes for a great demand for guineas: 1. For
export; 2. For the purpose of hoarding, from want of confidence in the Government
and 1in the circulating paper; and 3. To enable country banks to discharge their
demands while confidence in the Government and in the bank remained entire.

That every measure ought to be taken to prevent and mitigate the first cause except
prohibition and bankruptcy. We may reserve the second till we come to 1797. That
the third ought to be viewed not with indifference, but with a disposition to spend
almost their last guinea. He shows, from the state of the exchanges, that it was quite
impossible that the guineas could have left the country, as the loss on exporting them
to Amsterdam was £3 6s. 3d.; and to Hamburg, £4 2s. 6d. per cent.; and it was
notorious that large quantities of gold and silver were coming in from France. The
cause of this was the continued depreciation of the assignats. Under these
circumstances, he says that the directors acted quite wrongly; they ought to have seen
that the guineas would have very soon come back to them, and that, in fact, they
ought to have followed the precedent of 1783, which had been so successful.

When the bank adopted this perverse course, universal failure seemed imminent. Sir
John Sinclair remembered the precedent of 1697, when Montague had invented
exchequer bills to sustain public credit, and thought that a similar plan might be
followed in this crisis. The Minister desired him to propose a scheme for the purpose,
which he presented on the 16th April. A committee of the House of Commons was
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immediately appointed. In the meantime a director of the Royal Bank of Scotland
came up with the most alarming news from Scotland. The public banks were wholly
unable, with due regard to their own safety, to furnish the accommodation necessary
to support commercial houses and the country bankers; that unless they received
immediate assistance from Government general failure was inevitable. Numerous
houses which were perfectly solvent must fall unless they could obtain temporary
relief. Mr. Macdonald, M. P. for Glasgow, stated that the commercial houses and
manufactories there were in the greatest distress from the total destruction of credit;
that this distress arose from the refusal of the Glasgow, Paisley and Greenock banks
to discount, as their notes were poured in upon them for gold.

The committee recommended that exchequer bills to the amount of £5,000,000 should
be issued under the directions of a board of commissioners appointed for that purpose,
in sums of £100, £50 and £20, and under proper regulations. After considerable
doubts were expressed by Mr. Fox and Mr. Grey as to the policy of this extraordinary
measure, which was unknown to the constitution, and might subvert our liberties, the
bill passed. No sooner was the act passed than the committee set to work. A large sum
of money (£70,000) was sent down to Manchester and Glasgow, on the strength of the
exchequer bills, which were not yet issued. This most timely supply, coming so much
earlier than was expected, operated like magic, and had a greater effect in restoring
credit than ten times the sum would have had at a later period. When the whole
business was concluded, a report was presented to the Treasury. It stated that the
knowledge that the loans might be had operated in many instances to prevent them
being required. The whole number of applications was 332, and the sum applied for
was £3,855,624; of which 238 were granted, amounting to £2,202,000; forty-five for
sums to the amount of £1,215,100 were withdrawn, and forty-nine rejected. The
whole sum advanced was repaid; two only of the parties assisted became bankrupt; all
the others were ultimately solvent, and in many instances possessed of great property.
A considerable part of the sum was repaid before it was due, and all the rest with the
utmost punctuality. So much scrupulous care was taken to preserve secrecy as to the
names of the applicants, that they were not known to that hour except to the
commissioners and their own sureties. After all expenses were paid, the transaction
left a clear profit to the Government of £4,348.

Whatever were the prognostications of its futility and danger before it was done, its
success was perfect and complete. The contemporary writers all bear witness to the
extraordinary effects produced. Macpherson says that the very intimation of the
intention of the Legislature to support the merchants operated like a charm all over the
country; and in a great degree superseded the necessity of the relief by an almost
instantaneous restoration of confidence. Sir Francis Baring concurs in this view, and
adduces the remarkable success of the measure as an argument to show the mistaken
policy of the bank. The panic was at length happily stayed. The failures up to July had
been 932; in the remaining five months they were reduced to 372. Gold continued to
flow in; and in the last six months of 1793, and during the two following years,
money became as plentiful as in time of peace, and four per cent. interest could
scarcely be got.
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After careful deliberation, the Bullion Report warmly approved of it, censured the
proceedings of the Bank of England, and especially cite it as an illustration of the
principle they laid down, that an enlarged accommodation is the true remedy for that
occasional failure of confidence in the country districts to which our system of paper
credit is unavoidably exposed. Notwithstanding all this weight of testimony, practical
and theoretical, in favor of the happy effects of this measure, some rigid doctrinaires
afterwards condemned the proceedings as a violation of the true principles of
economics. Even some who helped to devise it afterwards changed their opinion on
the subject. Lord Sidmouth, in 1811, observed that he was, on consideration, inclined
to doubt of its wisdom and policy. Lord Grenville also said, from experience and
reflection, he was convinced the measure was founded on wrong policy; as one of
those who were concerned in the measure, he was perfectly ready to avow his error;
for he was perfectly satisfied in his own mind that it was unwise and impolitic.

The reply to these objections seems to us to be perfectly plain and simple. In the first
place, if it were a violation of the true principles of economics, it immediately
resolves itself into a question of loss of capital. It is quite easy to show that all great
errors in economics are destructive of capital. They may be estimated in money. Was
this measure a pecuniary loss to the country? But what would have been the loss to
the country if it had not been adopted? The simple result would have been that every
bank in the country would have stopped payment, and nineteen out of every twenty
merchants would have been ruined. Who can estimate the destruction of capital that
would have ensued in the general wreck of public credit? It might have endangered
the safety of the State. But there are other arguments which appear to us to be
conclusive as to its propriety. The general loss of credit was chiefly caused by a
thorough want of confidence in the circulating medium, or the currency of the
country. The miserable notes of the majority of country bankers were utterly blown
upon. The indispensable necessity was a solid currency. Now, what was it that caused
such an unsafe currency to be in circulation? It was nothing but the unjustifiable
monopoly of the Bank of England. It was this monopoly, which was itself the most
flagrant violation of the true principles of economics, which was the cause of the bad
state of the circulating medium. This monopoly prevented the formation of solid
banks in the country. Consequently, the measure of the Government in providing a
solid currency, in which everybody had confidence, was merely the correction of the
error which led to these deplorable results. An undesirable one it may be, but yet no
better one was possible under the circumstances. The superior wisdom of the Bullion
Report, one of the wisest and most masterly reports ever presented to Parliament, and
one of the great landmarks of economics, corroborated by the subsequent series of
monetary panics, infinitely outweighs the morbid doctrinairism of Lord Sidmouth and
Lord Grenville. This crisis alone is amply sufficient to decide between the merits of
the restrictive theory and the expansive theory. While the restrictive theory, if it had
been persevered in, would have involved the whole mercantile and banking
community in absolute ruin, the expansive theory instantly saved them. We shall find
the experience of this monetary panic amply borne out by the experience of all
subsequent monetary panics.

It was at this period, as far as we can ascertain, that London bankers introduced a
slight, and to all appearance, an unimportant change in the method of doing business,
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which was yet followed by the most momentous consequence in the history of
banking. The panic extended, as we have seen, to London bankers. Now, when
bankers issue notes in a dense population like London, it gives great facilities to their
enemies to work them injury. Their enemies had only to go and buy up their notes in
all directions, and then go and present them suddenly for payment, and the bankers,
not being prepared for such a sudden demand, may be ruined. Now, in that unique and
unrivalled collection of banking documents in the possession of Messrs. Child and
Co., the latest note of a London banker in it is dated April, 1793. From this time,
London bankers wholly ceased to issue their own notes; and exclusively allowed their
customers to circulate their bank credits by means of cheques. This slight change in
the method of doing business ultimately produced a result which no one could have
foreseen. The business of “banking” was considered so essentially to consist in
issuing notes, that to prevent persons from issuing notes was considered as effectual
to prevent them from “banking.” Accordingly, the monopoly clauses of the Bank
Charter Act conferred upon the bank the monopoly of issuing notes. But about thirty
years after London bankers had shown that banking business could be carried on in
London without issuing notes, persons began to scrutinize the privileges of the Bank
of England, and they maintained that its privileges were exclusively confined to
issuing notes.

By a fortunate accident, the opportunity which this method offered of circumventing
the monopoly of the bank was not discovered for many years afterwards. If it had
been, there cannot be any doubt but that Parliament would have put it down very
quickly. When it was discovered and acted upon, the age of such monopolies had
passed away, and the demand of the bank to have it provided against was refused.

THE MONETARY PANIC OF 1797.

We must now be very minute in detailing the circumstances of the monetary panic of
1797, in which the restrictive theory was carried out to the bitter end, and resulted in
the stoppage of the bank. Sir Francis Baring and Mr. Tooke, two financial authorities
of the very highest eminence, both agree that nothing could be more satisfactory than
the financial condition of the country during 1794 and part of 1795. Both agree that
the circumstances of the embarrassments which led to the catastrophe in 1797 began
in the latter part of 1795. Mr. Tooke places the commencement rather earlier than Sir
Francis Baring. He states that the winter of 1794-95 was one of the severest on record;
and that in the spring or summer of 1795 apprehensions began to be felt for the
growing crops. The prices of all sorts of corn advanced rapidly. The spring of 1795
was very cold and backward, the summer wet and stormy, and the harvest unusually
late. Wheat, which was at 55s. in January, rose to 108s. in August. The same scarcity
was general throughout Europe and America. France was in a still worse position than
England; and the Government, still further to embarrass her and afford relief to
England, seized all neutral vessels laden with corn and bound for France. It also
employed agents to buy corn in the Baltic ports, where its price had already been
greatly raised in consequence of large purchases on account of the French
Government.
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Sir Francis Baring also states that the method in which the Government contracted the
loan that year tended much to aggravate the evil. He says, that in former wars it had
been usual for the Government to contract with none but the most respectable
moneyed men, who had the undoubted power to fulfill their engagements. On this
occasion the Minister contracted with men who did not possess those powers; and, in
order to make good their payments, they were obliged to have recourse to operations
on foreign places, which deranged the exchanges, and had a still greater effect in
raising the rate of interest in this country. These causes alone were sufficient to create
a monetary pressure; but though they were inconvenient, there would have been
nothing to create alarm in them. They were, however, aggravated and intensified by
other circumstances, which we must now relate.

The enormous abuses which might be perpetrated by an unscrupulous government,
and the dangerous power which so potent an engine as the Bank of England would
confer upon them, had been clearly foreseen by its antagonists at the time of its
foundation, and had inspired them with a well-grounded jealousy. Stringent
precautions were taken in the first Act of 1695 to prohibit the bank from making any
advances to Government without the express permission of Parliament. It had been
the custom, however, time out of mind, to advance for the amount of such Treasury
bills as were made payable on the bank, up to the amount of £20,000 or £30,000,
when it was usual for the Treasury to send down orders to set off such advances
against the accounts to which they properly belonged. If ever these advances reached
£50,000, it was a subject of complaint. In the American war these limits had been
much exceeded, and sometimes reached £150,000. Mr. Bosanquet was governor of
the bank in 1793, and the legality of such proceedings excited grave doubts in his
mind. After consulting with his brother directors, they agreed that it was a serious
question whether the penalties provided in the act did not extend to such transactions.
They, therefore, thought it would be expedient to apply to the Government to obtain
an act of indemnity to relieve them from any penalties they might have incurred, and
to permit such transactions to a certain limited amount. Mr. Bosanquet, who
conducted the negotiation with Mr. Pitt, expressly says that Mr. Pitt proposed to bring
in a clause which should indemnify the directors to advance to a limited amount. He
says that it was originally intended that the penalty should be taken off only in case
the advance on Treasury bills should be restrained within a limited sum. This limited
amount was intended to be fixed at £50,000 or £100,000. Mr. Bosanquet, however,
went out of office, and was unable to attend further to the negotiation. Mr. Pitt was
much too keen not to see at once the enormous facilities Government would obtain if
this act was passed. Accordingly, he pressed it quickly through Parliament; but he
took care to omit any clause of limitation (Act, Statute 1793, c. 32). Never had such a
formidable engine been placed in the hands of a Minister. He was now armed with the
unbounded power of drawing upon the bank; with nothing to restrain him, unless the
directors should take the audacious step of dishonoring his bills. The bank was
henceforth almost at his mercy, and then he plunged headlong into that reckless career
of scattering English gold broadcast over Europe.

No sooner had Mr. Pitt obtained this surreptitious power over the bank than he set all

bounds of moderation at defiance; and, sure of being able to command unlimited
supplies at home, he proceeded to send over enormous amounts of specie to foreign
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powers. In 1793, the subsidies and sums paid to foreign governments amounted to
£701,475. In 1794, the foreign subsidies were £2,641,053; in 1795 they amounted to
£6,253,140. Thus, in three years, the sums sent abroad amounted to upwards of nine
millions and a-half. These were, however, not the totals of the specie sent abroad on
other accounts. In 1793, it was £2,715,232; in 1794, £8,335,592; in 1795,
£11,040,236. These great remittances had the inevitable effect of making the foreign
exchanges adverse, and excited the greatest alarm in the bank parlor. At the same time
that this great drain of specie was going on, the Treasury bills increased to an
unprecedented amount, and the demands for accommodation from the commercial
world were equally pressing. Nothing could be more unpleasant than the position of
the directors, placed between these powerful parties contending for accommodation,
which it was daily becoming less in their power to give. So early as the 11th
December, 1794, the directors foresaw the ensuing pressure, and made representations
to Mr. Pitt. In January, 1795, it became necessary to adopt a firmer attitude; and, on
the 15th, they passed a resolution that a foreign loan of six millions and a home one of
eighteen millions being about to be raised, the Chancellor of the Exchequer must be
requested to make his financial arrangements for the year without requiring further
assistance from them; and more particularly, that they could not allow the advances
on Treasury bills at any one time to exceed £500,000. Mr. Pitt promised to reduce
them to that amount by payments out of the first loan. He, however, paid little regard
to these remonstrances; and, on the 16th April, they were compelled to remind him
that he had not kept his promise, that the sum should be reduced. They told him that
they had come to a resolution that they would not, in future, permit the advances to
exceed the stipulated sum. Mr. Pitt pretended that he had forgotten the circumstance
in the multiplicity of business, and promised that the sum should be immediately paid.
Nevertheless, no reduction took place in the amount; another remonstrance was
equally ineffectual, and on the 30th July, the directors informed him that they
intended, after a certain day, to give orders to their cashiers to refuse payment of all
bills, when the amount exceeded £500,000. Mr. Pitt was not prepared to comply with
this request, and on the 6th of August he applied to them for another advance of two
millions and a-half; but they refused to take his letter into consideration until he had
made satisfactory arrangements with them for the repayment of the other advances.
After some further communication, he persuaded them to agree to the loan for
£2,000,000.

The act of Mr. Pitt had, in fact, deprived the directors of all control over the bank. The
foreign exchanges began to fall rapidly towards the end of 1794, and in May, 1795,
had reached such a depression as to make it profitable to export bullion; and this
circumstance, as well as the knowledge that several foreign loans were in progress,
should have warned the directors of the necessity of contracting their issues. Such was
the course of the directors in 1783. Instead of that, their issues were greatly extended.
In the quarter, from January to March, 1795, they stood higher than they had ever
done before; though we must, in common fairness, acquit the directors of the whole
blame. The amount of their issues, in August, 1794, was little more than ten millions;
in February, 1795, it had increased to fourteen millions; but this was chiefly caused by
the bills which were drawn on the Treasury on behalf of foreign governments and
made payable at the bank. The directors had then to choose between endangering their
own safety, or making the Government bankrupt.
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All these concurrent causes began to produce their full effect in the autumn of 1795.
The drain commenced in September, and proceeded with alarming rapidity. On the
8th October the bank made a formal communication to Government, that it excited
such serious apprehensions in their minds as to suggest an absolute necessity that the
advances to Government must be reduced. They reminded him of the warning they
had given in the beginning of the year as to the danger of the foreign loans, which had
been fully verified, and that numerous other payments must be shortly provided for.
That the market price of gold was then £4 4s. per ounce. Under these circumstances,
the bank could lend no further assistance to the Government. On the 23rd of the same
month, the directors, having heard of a new loan, waited on Mr. Pitt, who professed
that he had not at the time the most distant idea of one. On the 18th November, the
governor informed Mr. Pitt that the drain continued with unabated severity; and that
the market price of gold was £4 2s. per ounce; and said that rumors were in
circulation that another loan was intended, notwithstanding Mr. Pitt’s denial of it so
lately. Mr. Pitt said that, since their last interview, the successes of the Austrians had
been so great against the French, that he was of opinion that it would highly conduce
to the common cause to aid them with another loan not exceeding two millions; but he
added that if such a course would be hazardous to the bank, every other consideration
should be overlooked and the loan abandoned.

Parliament met on the 29th October, in the midst of great public excitement and
dissatisfaction. The King was saluted with loud groanings and hootings, and volleys
of stones were flung at his carriage, as he went to open the session. The speech said
that for some time past he had observed with the greatest anxiety the very high price
of grain, and that this anxiety was much increased by the deficiency of the harvest this
year. A committee of the House of Commons was immediately afterwards appointed
to consider the high price of corn. In December the House came to strong resolutions
as to the necessity of diminishing the consumption of wheat as much as possible, and
the members of both Houses signed an engagement to diminish the quantity by at
least one-third, and to use their influence to persuade others to do the same; and an act
was passed offering heavy bounties on the importation of corn.

The project of a loan going on, and it now being proposed to be £3,000,000, the
directors, after a very solemn deliberation on the 3d of December, came to the
unanimous resolution that, if the loan proceeded, they had the most cogent reasons to
apprehend very momentous and alarming consequences from the actual effects of the
last loan, and the continued drain of specie and bullion. In answer to this
representation, Mr. Pitt solemnly promised them that he would lay aside all thought of
it, unless the situation of the bank should so alter as to render such a loan of no
importance to them.

The directors at last found it necessary to choose between making the Government
bankrupt, and taking stringent measures to restrict their accommodation to the
merchants. They resolved to fix beforehand the amount of advances they could make
day by day; and gave notice that if the applications on any day exceeded the sum so
resolved to be advanced, a pro rata proportion of each applicant’s bills should be
returned, without regard to the respectability of the party or the solidity of the bills.
As matters continued to get worse, the directors had several communications with Mr.
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Pitt in January and February, 1796; but the project of the foreign loan being much
dwelt upon with great earnestness by Mr. Pitt, on the 11th February they came to a
resolution which was communicated to him the same day: “That it is the opinion of
the court, founded upon its experience of the effects of the late Imperial loan, that if
any further loan or advance of money to the Emperor, or other foreign State, should,
in the present state of affairs take place, it will, in all probability, prove fatal to the
Bank of England. The court of directors do, therefore, most earnestly deprecate the
adoption of any such measure, and they solemnly protest against any responsibility
for the calamitous consequences that may follow thereupon.” Mr. Pitt replied that
after the repeated promises he had made that no further loan should be made without
communication with the bank, and a consideration of their circumstances, he saw no
occasion for these resolutions, and that he should consider them as having been made
in a moment of needless alarm.

We have already seen from Mr. Pitt’s conduct with respect to the affair of the clause
relating to the advance on Treasury bills, that he was not bound by any very
scrupulous notions of honor. On this occasion, he departed still more widely from the
right path; for, notwithstanding all his solemn promises, so frequently and
emphatically made, the directors discovered that remittances were still continuing to
be clandestinely made. In several interviews with him, the governor of the bank stated
that he apprehended these remittances were being made. Mr. Pitt did not offer any
explanation, and it was afterwards ascertained that they were being made.

The stringent measures adopted by the bank to contract its issues, caused much
complaint amongst mercantile men, and a meeting of bankers and merchants was held
at the London Tavern, on the 2d of April, who resolved that an alarming scarcity of
money existed in the city of London, which was caused chiefly, if not entirely, by an
increase in the commerce of the country, and the great diminution of mercantile
discounts by the bank. They resolved that if means could be found to augment the
circulating medium without infringing the privileges of the Bank of England, so as to
restore the amount to what it was before the contraction of discounts, it was the duty
of every friend of trade to give such a plan the most earnest support. The meeting
appointed a committee to prepare a plan for such a purpose. Mr. Boyd drew up a long
report on behalf of the committee, which proposed that a board of twenty-five
members should be appointed by Parliament, who should be authorized to issue
promissory notes, payable at six months after date, bearing interest at 1 1-4d. per £100
per day, upon receiving the value in gold, silver, Bank of England notes, or bills of
exchange having not more than three months to run. The committee had an interview
with the Chancellor of the Exchequer on the subject, and he informed them that the
directors of the bank had proposed as a remedy that the floating debt should be
funded, which plan he determined to try before adopting their scheme.

Mr. Pitt had never fulfilled his promise so often repeated to the directors, that the
advances on Treasury bills should be reduced to £500,000; on the 14th June they were
as much as £1,232,649. At the end of July he sent an earnest request to have £800,000
more at once, and a similar sum in August. They were induced to consent to the first,
but refused the second advance. Mr. Pitt said that the first advance without the second
would be of no use to him, and begged them to reconsider their decision. The
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directors, thus pressed, were driven to assent to it, but they accompanied it with a
most serious and solemn remonstrance, which they desired should be laid before the
Cabinet. They said that nothing under present circumstances could induce them to
comply with the demand, except the dread of a worse evil following the refusal; and
they said that this advance would incapacitate them from granting any further
assistance during the year. They closed their remonstrance by saying: “They likewise
consent to the measure in a firm reliance that the repeated promises so frequently
made to them, that the advances on the Treasury bills should be completely done
away, may be actually fulfilled at the next meeting of Parliament, and the necessary
arrangements taken to prevent the same from ever happening again, as they conceive
it to be an unconstitutional mode of raising money, which they are not warranted by
the charter to consent to, and an advance always extremely inconvenient to
themselves.”

However, in November, Mr. Pitt made a fresh demand on them for £2,750,000 on the
security of the land and malt taxes of 1797, which was granted on condition that the
advances on Treasury bills, amounting to £1,613,345 were paid out of it. Mr. Pitt took
the money, but never paid off the bills. The directors sent again on the 1st February,
1797, to demand payment of them, as they then amounted to £1,554,635, and would
in a few days be increased by £300,000 more. Mr. Pitt made many excuses for the
non-payment, and promised to make an endeavor to do so; but he dropped a hint that
another large sum of bills had come in from St. Domingo. Upon being pressed as to
the amount, he said that it was about £700,000. The governor expressed the greatest
apprehensions, and begged him to delay the acceptance as long as he could. Mr. Pitt
then hinted that he should want a large sum for Ireland, which he said would be about
£200,000. The governor assured him that the drain of cash had been continuous and
severe of late, and that such a demand would be very dangerous.

The enormous failures of the country bankers in 1793 had been followed by a
diminution of the issues of country banks to a very large extent. Mr. Henry Thornton,
after instituting extensive inquiries in different parts of the country, stated as the result
that the country bank notes were reduced by at least one-half, and that the wants of
commerce had caused a very large quantity of guineas to be drawn into the country to
supply their place. Meantime, as we have already observed, although the foreign
exchanges had become favorable, the bank still continued to adhere, with the utmost
severity, to its policy of restriction throughout the autumn of 1796; and during the last
three months of that year they were no higher than they had been in 1782, though
commerce was many times larger than it had been in that year. Commercial payments
had to be made in some medium in which the public had confidence. As the public
could not get notes, they made a steady and continuous demand for guineas. The
bullion in the bank in March, 1796, was £2,972,000; in September, £2,532,004; and in
December, £2,508,000, when a drain set in more severely than ever.

At this period, the political situation of the country was in the most gloomy condition.
The warlike combinations of Mr. Pitt had totally failed, and all Europe was now
smarting under the consequences of their suicidal policy in meddling with the French
republic. Mr. Burke had pronounced, in 1790, that France was, in a political light,
expunged from the system of Europe. That it was doubtful whether she would ever
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appear on it again. That Gallos quoque in bellis floruisse audivimus would possibly be
the language of the next generation. So much for political prophecy! That country
which had been supposed to offer so easy a prey to surrounding nations, and whose
epitaph Mr. Burke had so kindly and sagaciously suggested, was now the most
powerful State in Europe. She had quelled internal dissensions in oceans of blood, and
poured forth her armies in resistless torrents to avenge herself on the haughty States
which had presumed to meddle with her internal condition. Great Britain, which had
commenced the war with every other State in Europe as her ally, was now left alone.
The Directory had subdued Spain by artifice and negotiation, and concluded a treaty
with her, offensive and defensive, at St. [ldefonso, on the 19th of August. The
campaign of Napoleon in the north of Italy in 1796 is generally allowed to be equal, if
not superior, in brilliancy to any subsequent one. By a series of marvellous victories
he drove the Austrians out of Italy, and in the beginning of 1797 Rome was only
saved from conquest by absolute submission at Tolentino, and within a month Venice
was annihilated, and Austria sued for peace at Leoben. This great reverse of
circumstances had strengthened the party which had always been advocates for peace
in England, and Mr. Pitt was compelled to make overtures for peace in October, 1796.
A British Envoy was sent to treat with the Directory, and he stayed in Paris for two
months; but, as neither party was sincere, the treaty came to nothing. The fact was that
peace was the furthest thing possible from the thoughts of the Directory. After the
conquest of La Vendée, they had an army of 100,000 men set free under a general
who is usually acknowledged to have been the equal of Napoleon in military talent,
and who was burning to emulate his exploits in Italy. While the pretended
negotiations for peace were going on, the Directory were organizing an immense
expedition for the invasion of Ireland. The orders to sail were transmitted to it several
weeks before the British Envoy was expelled from Paris, and it actually sailed two
days before he left. Fortunately this great Armada was, like its predecessor, dispersed
by a tempest; a few straggling vessels reached Ireland in the last week of December,
but the rest were obliged to put back to France.

This terrible menace, which had been so long hanging over the country, and whose
destination it was vain to conceal, inspired the utmost alarm, and there was a
continual demand for guineas for Ireland. The year 1797 commenced with the most
gloomy apprehensions and depression. The country bankers discerned that the first
burst of the tempest would fall on them, and determined to provide for it, by obtaining
as much specie as they could from London; and, accordingly, the drain from the bank
continued with increased rapidity after the beginning of the year. Mr. Pitt had hinted
in his interview with the governor of the bank, on the first of February, that a loan for
Ireland would probably be required, which was not likely to exceed £200,000; but
soon afterwards, the directors were struck with dismay on hearing that the amount
required was £1,500,000. On the 10th of February, the directors came to a resolution
that, before they could entertain any proposal for the Irish loan, the Government must
pay off the debts to them amounting to £7,186,445, of which they handed him in the
details. At that time, the banks of Newcastle had a more than usual demand upon
them for cash. In addition to the manufactories and collieries, the number of troops
stationed in that part of the country had been considerably augmented. The banks had
imported an extra supply of cash to meet their purposes, and were negotiating for
more, when an event happened which brought on the crisis. A French frigate ran into
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one of the Welsh harbors and landed 1,200 men. At the same time an order came
down from the Government to take an inventory of the stock of the farmers all along
the coast, and to drive it into the interior if necessary. These circumstances created a
perfect panic among the farmers. On Saturday, the 18th day of February, being market
day, the farmers, who at that time of the year had the principal part of their rents in
their hands, actuated by the terror of an immediate invasion, hurried into Newcastle
the produce of their farms, which they sold at very low prices; and immediately
rushed to the banks to demand specie. Seeing the universal panic, the banks came to
an agreement to stop payment on the Monday, which they accordingly did. On the
21st February the state of the bank became so alarming, that the directors resolved
that the time had come when they must make a communication to the Government.
The quantity of bullion had been rapidly diminishing, and the constant calls of the
bankers from all parts of the town for cash showed them that there must be some
extraordinary reason for it. Mr. Pitt was aware that this proceeded from the general
fear of invasion, which he thought was magnified much beyond anything to warrant
it. It was agreed that a frigate should be sent over to Hamburg to purchase specie. On
the 24th of February the drain became worse than ever, and inspired them with such
alarm for the safety of the house that they sent a deputation to Mr. Pitt to ask him how
long he considered that the bank should continue to pay cash, and when he should
think it necessary to interfere. Mr. Pitt said it would be necessary to prepare a
proclamation to put a stop to cash payments, and to give Parliamentary security for
the notes. But in that case it would be necessary to appoint a secret committee of the
House to look into the affairs of the bank. The deputation assured him that the bank
would readily agree to this, and it was resolved to call a meeting of the chief bankers
and merchants of London to come to some resolution to support public credit in this
alarming crisis.

The news of the stoppage of the Newcastle banks spread like wildfire throughout the
country, and soon reached the metropolis. The drain upon the bankers’ coffers now
became a run. The first serious apprehensions that danger was imminent were felt on
the 21st of February; but the drain then became unexampled, till on Saturday, the
25th, the cash was reduced to £1,272,000. Before this the directors, in utter
bewilderment at the state of the country, had used the most violent efforts to contract
their issues. In five weeks they had reduced them by £2,000,000. On the 21st of
January the issues were £10,550,830; on the 25th of February they were £8,640,250.
But even this gave no true idea of the curtailment of mercantile accommodation; for
the private bankers were obliged for their own security to follow the example of the
bank. In order to meet their payments, persons were obliged to sell their stock of all
descriptions at an enormous sacrifice. The three per cents. fell to 51, and other stock
in proportion. On Saturday, the 25th, the court felt that the fatal hour was at last come,
when they must for the first time since the institution of the bank come to a total
suspension of payments. A meeting of the Cabinet was held on Sunday at Whitehall,
and an order in council was issued, requiring the directors of the Bank of England to
suspend all payments in cash, until the sense of Parliament could be taken on the
subject. The King the next day sent a message to Parliament to inform them of the
step that had been taken; and recommended the subject to their most serious and
immediate attention. Mr. Pitt moved that the message should be taken into
consideration next day; and he should propose that a select committee be appointed to
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investigate the state of the bank’s affairs, which he believed were in the most solid
condition. The directors of the bank had the order in council printed and widely
circulated, and issued a notice of their own to say that the general concerns of the
bank were in the most affluent and prosperous condition, and such as to preclude
every doubt as to the security of the notes. At this time the cash in the bank was
reduced to £1,086,170. The relief produced at the instant, by the definite
determination to suspend cash payments and extend their issues of paper, was very
great. Within one week it increased its accommodation by nearly two millions. On the
same day, a resolution was entered into by 4000 of the merchants in the city to
combine to support the credit of the notes.

Both Houses of Parliament appointed committees to examine into the affairs of the
bank. The committee of the House of Commons reported that the outstanding
obligations of the bank on the 25th of February were £13,770,390, and the total
amount of their assets were £17,597,280; leaving a surplus of £3,126,890 over and
above the debts of the Government, amounting to £11,686,800, which paid them three
per cent. Both Houses reported that it was advisable, in the public interest, that the
suspension of cash payments should be continued for a limited time, and a bill for that
purpose was accordingly brought in. After some debates, which threw very little light
on the subject, the Act, Statute 1797, c. 45, was passed. Its chief provisions were: 1. A
clause of indemnity to the bank and all connected with it for anything done in
pursuance of the order in council. 2. The bank was forbidden to make any payments
in cash to any creditors, except in certain cases, and protected from all law
proceedings. 3. The bank might issue cash in payments for the army, navy or
ordnance, in pursuance of an order from the Privy Council. 4. The bank was to make
no advance above £600,000 for the public service, in cash or notes, during the
restriction. 5. If any person deposited any sum, not less than £500, in gold, in
exchange for notes in the bank, it might repay three-fourths of the amount. 6. It might
advance £100,000 in cash to the bankers of London, Westminster and Southwark, and
to the Bank of Scotland and the Royal Bank of Scotland, £25,000 each. 7. Payment of
debts in bank notes to be deemed as payment in cash, if offered and accepted as such.
8. No debtor was to be held to special bail unless the affidavit stated that payment in
bank notes had not been offered. 9. Bank notes were to be received at par in payment
of taxes. 10. The bank might issue any cash it received since the 26th of February,
upon giving notice to the Speaker of the House of Commons and advertising in the
“London Gazette” and on the Royal Exchange. 11. The act to continue to the 24th of
June.

An act was also passed to enable the bank to issue notes under £5 (Statute 1797, c.
28), and, by chapter 32, this was extended to the country banks; but they were to
continue liable to pay money on demand for them; and on failure of doing so within
three days after demand any justice of the peace might cause the amount and costs to
be levied by distress. All banking companies and bankers in Scotland might issue
notes payable to bearer on demand for any sum under 20s.

An event of such portentous magnitude as the suspension of cash payments by the

Bank of England could not fail to give rise to the most conflicting opinions as to the
necessity of the measure, of the course of conduct of the directors which led to it, and
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as to the policy which ought to have been adopted under the drain which occurred in
the last week of February, 1797. Many men of great eminence and ability changed
their opinions in after times, when they came to look back upon the subsequent
events. In examining this question, so as to form a just estimate of the conduct of the
directors, we must remember that they were not masters of their own policy. They
were distracted by two antagonistic claims, both of which they conceived it
impossible to satisfy at the same time—namely, that of the Chancellor of the
Exchequer and the demands of commerce. They considered that if they advanced to
the Government they must contract their issues to the merchants; and, as the Minister
was the more powerful and imperious party of the two, they were obliged to yield to
his power.

Several of the directors, being examined before the committees, unanimously
attributed the necessity of stopping payment to the enormous amount of their
advances to Government, and gave it as their decided opinion that if the Government
had repaid those advances, as they ought to have done, the great catastrophe would
have been avoided. It may, therefore, be taken as admitted on all hands that, if they
had been repaid by Government, they would have very greatly extended their
advances to the merchants. The real question therefore is whether, considering that
they were under such advances to Government, it would have been prudent to be
more liberal in their accommodation to merchants? Mr. Henry Thornton was very
strongly of opinion that the excessive contraction of the bank notes had produced the
most injurious effects in shaking public credit of all descriptions; that the excessive
reduction of notes had caused an unusually severe demand for guineas; that the great
public distrust was directed against country bank notes, and that the bank ought to
have extended its issues to supply the place of the country notes. Mr. Walter Boyd, an
eminent merchant and financial agent, was very clearly of opinion that the restriction
of the issue of notes by the bank was the chief cause of the forced sale and
depreciation of the public securities; and if the bank had only maintained its issues at
the same height as they were in December, 1795, the drain of specie from the bank, as
well as the embarrassments of the mercantile world, would have been avoided, and a
great portion of the fall which public securities had experienced would have been
prevented. Mr. George Ellison, who was secretary to an association of a large number
of country banks, considered that the quantity of coin in the country was greater than
it was in 1793, but that a very considerable part was hoarded away, owing to the
public alarms that were abroad. He attributed the great public distrust to the
remembrance of the conduct of the bank in 1793, when it suddenly contracted its
discounts just at the period when they were most wanted.

The Committee of the Lords called the attention of the House very strongly to these
opinions, but they did not venture themselves to pronounce an opinion on their
justness. The Committee of the Commons went considerably nearer to approving of
them. In the year 1810, the governor of the bank being examined before the Bullion
Committee, stated that after the experience of their policy of restriction, many of the
directors repented of the measure, and the Bullion Committee explicitly condemned
the policy of the bank both in 1793 and 1797.
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The directors of the bank, acting in the midst of such unprecedented circumstances
and so tremendous an emergency, are entitled to have their conduct examined with all
forbearance. But, taking all these circumstances into consideration, we cannot fail to
acquiesce in the opinion expressed by so many eminent bankers and merchants at the
time, by the subsequent avowal that experience had led many of the directors to
repent of the policy they then pursued, and by the emphatic judgment of the Bullion
Committee, that the policy pursued by the bank in this momentous crisis was
erroneous, and that the severe restrictions they attempted to place upon commerce
very greatly contributed to bring on the calamity which subsequently overwhelmed
them. Nothing, in short, could be more unhappy than their management of their
issues. When the exchanges were violently adverse, so that it was extremely profitable
to export gold, they enlarged them to an extravagant extent; and when the exchanges
were extremely favorable, so that gold was flowing in, they restricted them with
merciless severity. The issues of notes, which were £14,000,000 when the exchanges
were against the country, were reduced to £8,640,250 when the exchanges had for
several months been eminently favorable. It is perfectly certain that the directors who
managed the bank in 1783 would have acted very differently to the directors who
managed it in 1797. In 1783, as soon as the exchanges became favorable, the directors
expanded their issues, though the cash in the bank then was less than half what it was
in 1797. It appears from the entire evidence in the reports, that it was this excessive
restriction of notes which drained their vaults during the autumn of 1796, and that if
they had been more liberal in their issues, their vaults would have been much better
replenished with cash. It was a pregnant instance of the truth well known to all
bankers, that an excessive restriction of credit causes and produces a drain of gold.

This great catastrophe was the second notable penalty which the country paid in four
years for the unjustifiable monopoly of the bank. Never was there a more unfortunate
example of monopolizing selfishness. It would neither establish branches of its own in
the country, nor would it permit any other private company, of power and solidity, to
do so, whose credit might have interposed and aided in sustaining its own. Moreover,
when a failure of confidence was felt in the country notes, it refused to issue notes of
its own to supply their place. The power of issuing, which plays so important a part in
commerce, was absolutely forbidden to powerful and wealthy companies, and left in
unbounded freedom to private persons—a vast number of them nothing but small
shopkeepers, with no adequate capital or property to support their issues, and whose
credit vanished like a puff of smoke in any public danger. The bank consequently was
left alone to bear the whole brunt of the crisis, solitary and unsupported, and finally
succumbed.

From the foregoing considerations, as well as the weight of authority on the subject,
we can scarcely doubt that the suspension of cash payments was brought about at that
particular time by the erroneous policy of the directors. But it appears open to much
doubt whether any management, however skilful, could have prevented such an event
at some period of the war. Several of those who concurred in the measure at the time,
after their judgment had been corrected by subsequent experience, expressed their
regret at having done so. Sir Robert Peel, in 1844, said it was a “fatal” measure.
Notwithstanding, however, the concurrence of so many weighty authorities—and this
is peculiarly a case where great authorities carry much weight—we cannot help
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thinking that it was fortunate that it occurred at this early period. The alarm and
dangers which preceded its stoppage were comparatively slight compared with those
which menaced the country after that event. The mutinies in the fleet, the rebellion in
Ireland, a great army being gathered together, avowedly for the invasion of England,
under the command of a more fortunate, though probably not a greater soldier than
Hoche, were probably dangers of such portentous magnitude as to render it in the last
degree improbable that any paper currency convertible into gold could have survived
them.

That Montague was a greater financier than Pitt can, we think, scarcely be doubted,
and the carrying through the recoinage of the silver, in the midst of so much public
distress, was a financial operation of which the skill, audacity and success must ever
be regarded with admiration. But it must be remembered that the crisis in that reign
lasted a much shorter time than the revolutionary war, and was never fraught with so
much real danger to the independence of the country. At that period, there was no
paper credit except the notes of the Bank of England and a few London bankers; and
William was at the head of a great European confederacy against one overgrown
power. So that the circumstances of the two periods were in no way parallel, but
rather, we may say, reversed. The confederacy against England at the latter period
was far more menacing and formidable than the alliance against France. The fortunes
of the British Empire were apparently at their lowest ebb in 1798; the state of Venice
in the war of Chiozza was scarcely more desperate; and there seemed to be but one
thing wanting to complete the destruction of the country—the loss of public credit.
However great and invaluable are the blessings of a solid paper currency in the time
of peace, there does not appear to be any instance of its having successfully withstood
the danger of an invasion by a foreign enemy. The banks at Edinburgh, no doubt,
survived two rebellions; but they took refuge in the impregnable fortress of the Castle
of Edinburgh, which the insurgents were never able to capture. And at a later period,
when banking was confessedly founded on a better system, and obtained the
confidence of the country to a much greater degree, it could not have withstood the
dread of invasion if it had not been for the timely assistance of the Bank of England.
And if it could not do so in that country, where the danger was remote, it is morally
certain that it could not have done so in England, where not only was it of much
inferior stability, but was the very part of the Empire aimed at, and the first exposed to
danger. Moreover, the constant power of producing public embarrassments by
demands for gold, would have been a powerful weapon in the hands of the enemy, in
which they would have found many to support them from political sympathy.

The scarcity of guineas, which led to the supposed necessity of issuing the order in
council, also rendered a more abundant supply of the circulating medium necessary,
and an act was immediately passed suspending till the first of May the Act, Statute
1775, c. 51, restraining the negotiation of small promissory notes. In a few days the
bank caused to be prepared and issued £1 and £2 notes; and to supply still further the
demand for small currency, they issued a notice that they had imported a large
number of Spanish dollars, which were to be current at 4s. 6d. However, it was
discovered that the dollars were undervalued by 2d. each, so their current value was
enhanced by 3d. These dollars were stamped with a small king’s head. The bank
having put the dollars into circulation at 1d. each above their market value, the bullion
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merchants were not slow in seizing the advantage and imported an immense quantity
of similar dollars, which they stamped in a similar manner. They were called in on the
31st October, 1797, by which time the bank had put 2,325,099 into circulation. It at
first attempted to refuse payment of the illegitimate ones, but they were executed in so
close an imitation of the legitimate ones, that it was impossible to detect them, and
they were obliged to pay them all.

Parliament met again on the 2d of November, and on the 15th the House of Commons
appointed a secret committee to inquire whether it was expedient to continue the
restriction. They presented a resolution of the directors stating that the condition of
the bank’s affairs was such that it could with safety resume its usual functions. The
committee, however, recommended that, in consequence of the state of public affairs,
it was advisable that the restriction should be continued for a further period. After a
short debate an act was passed to continue the restriction until one month after the
conclusion of a definite treaty of peace.

THE MONETARY PANIC OF 1825.

The monetary panic of 1825 was the next instance in which the two conflicting
theories—the restrictive theory and the expansive theory—were brought into contrast.
The harvest of 1823 was deficient both in quantity and quality, and prices rose
considerably in the beginning of 1824, old wheat being then at 78s.; later in the year,
however, they declined; but the harvest of 1824 being inferior, they rose again. The
bank had for some years been accumulating treasure to meet the anticipated
deficiency of the country issues expected to follow the suppression of the £1 notes.
When the unhappy change in the policy of the Government took place this great
amount of bullion was rendered comparatively useless, and the country banks began
to extend their issues in 1824; and in 1825 they exceeded what they were in 1818. In
January, 1824, the bullion in the bank was £14,200,000.

During the preceding year an adjustment of rents, to meet the altered state of prices,
had taken place; and the old stocks having been gradually worked off, the energy of
the people began to revive. The enormous amount of cash in the bank, for which there
was no immediate use, enabled the Government to carry through a great financial
operation—the reduction of the interest upon nearly one-quarter of the public debt.
The navy five per cents. were reduced to four per cent., and the four per cent. stock
was reduced to three and a-half. This operation, only equalled and exceeded in our
own time by the vast and successful transaction carried through by Mr. Goschen, had
a very considerable influence in curtailing the incomes of many persons who could ill
afford it to a very inconvenient extent, and prepared them to look out for more
favorable investments for their money. Notwithstanding the unhappy and severe
distress of the agricultural portion of the community, Mr. Tooke says that the trading
and manufacturing interests had never been in a more regular, sound and satisfactory
state than in the interval from 1821 to 1824. At the close of the session of 1823, the
King congratulated Parliament on the flourishing condition of all branches of our
commerce and manufactures and the gradual abatement of agricultural distress.
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At the close of 1824 the seeds of the disasters which ensued at the end of 1825 were
sown. The royal speech opened Parliament with the same strain of congratulation as
had closed the preceding session; and the same congratulations were used at the close
of the session of 1824. Towards the end of that year, it became visible that in some of
the leading articles of consumption the supply was falling short of the demand, which
gave rise to a spirit of speculation; and, as in all similar cases, a few early purchases
which were successful induced extensive imitation. At the end of 1824 and in the
beginning of 1825, this had amounted to positive infection, numbers of persons being
induced to go out of their own line of business to speculate in articles with which they
had no concern whatever, but induced by representations of their brokers to do so in
hopes of realizing great and immediate gains. Just at this period occurred one of those
events which have so often lured the commercial world to their destruction. The long
contest between Spain and her South American colonies had now finally terminated in
favor of the colonies. We have already noticed the great commercial catastrophe
brought about in 1810 by the extravagant speculations on the opening of Brazil to
British trade. Precisely the same course occurred in 1824. The recognition of the
independence of the South American States and Mexico opened out a boundless field
for speculation and for the consumption of British manufactures. The spirit of
speculation was aggravated to the utmost by the visions of wealth which was to be
extracted from the gold and silver producing countries; and immense schemes were
formed for working the mines with British capital. However, the long struggle for
independence had inspired the British people with much sympathy for the juvenile
republics; and when they wanted to borrow money to support their public credit the
British were only too eager to lend it. It was alleged that £150,000,000 of British
capital was then sunk in different ways in Mexico and South America.

Although the symptoms of a coming mercantile catastrophe were plainly evident in
the beginning of 1825, the speech put into the King’s mouth declared the utmost
gratification at the continuance and the progressive increase of the public prosperity.
“There never was a period,” it said, “in the history of this country when all the great
interests of the nation were at the same time in so thriving a condition, or when a
feeling of content and satisfaction was more widely diffused through all classes of the
British people.” The speech of Lord Dudley and Ward was exactly in the same strain.
After contrasting the suffering the nation had gone through during the last thirty years,
he said it was his good fortune to ask their lordships to carry to the foot of the throne
their unmixed aid and, he hoped, their unanimous congratulations upon a state of
prosperity such as he believed was unequalled in this country and had never been
surpassed in any age or nation. And yet, though the whole debate was in this strain, no
sooner was it ended than the Lord Chancellor called the attention of the House to the
dangerous extent to which the mania for joint-stock companies had gone, and said he
would move for leave to bring in a bill to restrain the system. Within seven weeks
after that Lord Lauderdale called the attention of the House to the “fury for joint-stock
companies which had taken possession of the people,” and said that the schemes
already subscribed for amounted to £200,000,000.

The following extract from the Annual Register of 1824 contains a description of the

rising of the joint-stock mania. After stating that the “mines of Mexico” was a phrase
which opened visions of boundless wealth to the imagination, and how the mania
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spread from foreign enterprises to home ones, it says: “In all these speculations only a
small instalment, seldom exceeding five per cent., was paid at first, so that a very
moderate rise in the price of the shares produced a large profit on the sum actually
invested. If, for instance, shares of £100 on which £5 had been paid rose to a premium
of £40, this yielded on every share a profit equal to eight times the amount of the
money which had been paid. This possibility of enormous profit, by risking so small a
sum, was a bait too tempting to be resisted. All the gambling propensities of human
nature were constantly solicited into action, and crowds of individuals of every
description—the credulous, the suspicious; the crafty and the bold; the raw and the
experienced; the intelligent and the ignorant; princes, nobles, politicians, placemen,
patriots, lawyers, physicians, divines, philosophers, poets, intermingled with women
of all ranks and degrees, spinsters, wives and widows—hastened to venture some
portion of their property in schemes of which scarcely anything was known except the
name.” As a specimen of the madness of the speculations, we may quote the price of
mining shares. The Anglo-Mexican, on which £10 was paid, were at £43 on the 10th
of December, 1824; on the 11th of January, 1825, they were at £150. The Real del
Monte, with £70 paid, were at £550 in December and at £1350 in January, and others
in similar proportion. The price of most other commodities doubled and trebled.

Now what was the conduct of the Bank of England during this period? The bullion
which stood above £14,000,000 in the beginning of January, 1824, was reduced to
£11,600,000 in October. The exchange on Paris had been falling ever since the close
of 1823. The last time it was above par was in June, 1823, and since then the fall had
been continuous. The decrease in bullion had been steady, uniform and rapid ever
since March, 1824. Now, when it was known that immense sums were leaving the
country, and the exchange falling lower, what did the bank do? It increased its issues.
During the month of October, 1824, they were increased by £2,300,000. While every
consideration of common sense and prudence demanded a rapid contraction when the
speculative fever was plainly declared, instead of doing what they could to check it,
they added fuel to the flames. But the directors seemed determined to set all the
principles of the Bullion Report at defiance, and the drain upon them proceeded with
increased severity. In April, 1825, the bullion was diminished by upwards of
£4,000,000; and their issues were £3,600,000 higher when they had only £6,650,000
of bullion than when they had £14,000,000.

The speculative fever was at its height in the first four months of 1825, when it had
spent its force and came to an end in the natural course of things. Vast numbers of
persons who had embarked in these wild schemes, with the hope of selling out of
them before the inevitable crash came, were now called upon for their subscriptions.
Vast quantities of capital having been already absorbed, had the inevitable effect of
raising the rate of interest. Successive calls compelled the weaker holders to realize;
and while the calls for ready money were immediate and pressing, the prospect of
returns was distant and uncertain. Accordingly, after May and June, the decline was
rapid. The South American loans and the Mexican mining schemes proved almost
universally total losses. In the meantime, that slack water which, as Mr. Tooke
observes, always precedes a great turn in the tide of prices, took place. The increase of
commodities, which speculation had caused, could no longer be kept from being
realized; prices fell as rapidly as they had risen. The obligations of the speculators
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now became due, and the sale of commodities had to be forced to meet them.
Universal discredit now succeeded; goods became unsalable; so that stocks which are
usually held in anticipation of demand, were wholly unavailable to meet the pecuniary
engagements of the holders. Merchants, who had accepted bills for only half the value
of the goods consigned to them, were unable to realize even that half, or even to
obtain advances on security of the bills of lading; and even the advances already made
were peremptorily called in. The usury laws, which limited interest to five per cent.,
greatly aggravated the distress; nobody would lend money at five per cent. when its
real value was so much greater; hence, numbers who would gladly have paid eight or
ten per cent. interest, were obliged to sell goods at a difference of thirty per cent. for
cash, compared with the price for time.

The bankers in the country had followed exactly in the steps of the Bank of England.
While the fever was raging, they had increased their issues and liabilities by
speculative advances on commodities. The persons to whom these advances had been
made had no means of repaying them, but “the promises to pay” the bankers had
advanced them remained in circulation and must be met. The bankers foresaw the
coming storm and endeavored to provide funds to meet it. The Bank of England itself
had its eyes open to the suicidal career it was following in May, and then endeavored
violently to contract its issues. This sudden change of policy only aggravated the
general feeling of discredit. During the autumn, everything portended the approach of
the impending catastrophe.

The following table shows the progressive decrease in the bullion at the bank during
1824 and 1825:

1824. £ 1825. £

Jan. 31, 13,527,850Jan. 29, 9,490,420
Feb. 28, 13,800,390Feb. 26, 8,857,730
March 27, 13,871,280 March 26, 8,152,340
April 24, 13,405,550 April 30, 6,659,780
May 29, 12,887,840May 28, 6,131,300
June 26, 12,809,140 June 25, 5,482,040
July 31, 11,814,720July 30, 4,174,830
Aug. 28, 11,763,550 Aug. 27, 3,626,570
Sept. 25, 11,811,500 Sept. 24, 3,496,690
Oct. 30, 11,433,4300ct. 29, 3,150,360
Nov. 27, 11,323,760 Nov. 26, 3,012,150
Dec. 24, 10,721,190Dec. 31, 1,260,890

The inevitable contre coup of the undue expansion of credit in the spring began to
press heavily on the country banks in the autumn of 1825. It gradually became severer
during the month of November. On the 29th of November it was announced in the
London papers that Sir William Elford’s, a large bank at Plymouth, had failed, and
that was immediately followed by the fall of Wentworth & Co., a great Yorkshire
firm. By the 3d of December the panic had fairly set in, and the whole city was
thrown into the most violent state of alarm and consternation. On that day (Saturday)
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some of the directors were informed that Pole, Thornton & Co., one of the leading
city banking houses, was in difficulties; and at a hurried meeting held the next day it
was resolved to place £300,000 at their disposal upon proper security. During that
week, the utmost attention was paid to the position of that house, which fought it
through the following week, though it was privately known to the governor that, if the
storm did not abate, they must fail on the following Monday morning. Instead of
abating, however, it became more furious than ever on Monday; and Pole & Co.
stopped payment, and the ruin of forty country banks, which were connected with
them, was expected. The fall of this great banking house was the signal for a general
run upon the London bankers; and three or four more gave way, and spread universal
consternation among the country banks, sixty-three of which stopped payment;
though several paid 20s. in the pound, and eventually resumed business.

From Monday, the 12th, to Saturday, the 17th December, was the height of the crisis
in London. Mr. Richards, the deputy governor of the bank at that time, said: “On
Monday morning the storm began, and till Saturday night it raged with an intensity
that it is impossible for me to describe. On the Saturday night it had somewhat abated.
The bank had taken a firm and deliberate resolution to make common cause with the
country as far as their humble efforts would go; and on Saturday night it was my
happiness when I went up to the Cabinet, reeling with fatigue, to be able just to call
out to my Lord Liverpool, and to the members of his Majesty’s Government then
present, that all was well; that was, I believe, on the evening of Saturday, the 17th of
December. Then, in the following week, things began to get a little more steady; and
by the 24th, what with the £1 notes that had gone out and other things, people began
to be satisfied; and then it was, for the first time in a fortnight, that those who had
been busied in that terrible scene could recollect that they had families who had some
claim on their attention.”

As the crisis was evidently approaching, at the end of November, the papers discussed
the probable policy of the bank, and it was generally anticipated that it would
continue to contract its issues, and let the evil work its own cure by the fall of those
houses which had been imprudent in their speculations; and this was the course
adopted by the bank, and to which they adhered as matters grew worse; and they were
supported in it by public opinion. On the day after Pole & Co. fell, another house of
equal magnitude, Williams, Burgess & Co., stopped payment. The panic then became
universal; and the directors thought that they would certainly have to stop payment;
they sounded the Government as to a restriction act; but the Government absolutely
refused it, and it was resolved that the bank should pay away its last sovereign. The
Mint was kept constantly at work day and night; but it could not supply coin with
sufficient rapidity, so that it kept constantly diminishing. On the Saturday, the coin in
the bank’s vaults scarcely exceeded one million; but fortunately, when the Saturday
evening came, the tide had receded, and the directors were able to assure the Ministry
that all danger was over. The great pressure had produced its necessary effect in such
circumstances. The great increase in the value of money here had turned the
exchanges in favor of the country; the directors expected remittances from Paris, and
they fortunately came earlier than was expected. On the Monday following, the 19th,
about £400,000 came from France; and the demand having sensibly abated, the
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supplies from the Mint fully equalled the sums drawn out of the bank—or rather
exceeded them.

Mr. Huskisson said afterwards in the House of Commons that, during forty-eight
hours, Monday and Tuesday, December 12th and 13th, it was impossible to convert
into money to any extent the best securities of the Government. Persons could not sell
exchequer bills, nor bank stock, nor East India stock, nor the public funds. Mr. Baring
said, that men would not part with their money on any terms, nor for any security. The
extent to which the distress had reached was melancholy to the last degree. Persons of
undoubted wealth were seen walking about the streets of London, not knowing
whether they should be able to meet their engagements for the next day. The
exchanges had, however, turned in favor of the country; and on Wednesday, the 14th,
the bank totally changed their policy, and discounted with the utmost profuseness.
They made very large advances on exchequer bills and securities of all sorts. Mr.
Harman said: “We lent by every possible means and in modes we had never adopted
before. We took in stock as security; we purchased exchequer bills, and we made
advances on exchequer bills; we not only discounted outright, but we made advances
on deposit of bills of exchange to an immense amount; in short, by every possible
means consistent with the safety of the bank; and we were not on some occasions
over-nice; seeing the dreadful state in which the public were, we rendered every
assistance in our power.” This audacious but prudent policy was crowned with the
most complete success; the panic was stayed almost immediately. On Friday evening,
the 16th, the “Courier” said: “We are happy to think that the worst is over, though
there are still great demands upon the bank, particularly from the country.” On the
next day the same paper said: “Although public confidence is on the return in the
metropolis, and things are resuming their usual course, yet, as might be expected, this
has not yet communicated itself to the country.” In fact, the London panic was
completely allayed in this week by the profuse issue of bank notes. Between
Wednesday, the 14th, and Saturday, the 17th, the bank issued £5,000,000 of notes.

The waves of discredit, however, were propagated through the country, and
throughout the following week the demand still continued great from the London
bankers for their country correspondents. During the course of it, it came to the
remembrance of some of the directors that there was a chest of their £1 notes which
had never been used. As soon as this was discovered, it occurred to them that they
might be used to stay the panic in the country districts and the discredit of the country
notes. Upon communicating this idea to the London bankers, it was eagerly approved
of and the sanction of the Government asked for the experiment. The Government
consented and the notes were sent off to the country bankers without delay, and
produced instantaneous relief. At Norwich, when the Gurneys showed upon their
counter piles of bank notes, it at once stopped the run in that part of the country. By
the 24th of December the panic was completely allayed all over the country, and the
amount of the £1 notes which the bank issued was under £500,000. By the beginning
of 1826 the credit of the banking world was completely restored.

The circumstances of this famous crisis are the most complete and triumphant

examples of the unquestionable truth of the principles of the Bullion Report and of Sir
Francis Baring, already quoted. When the drain of treasure from the bank was severe
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and increasing, and notoriously for exportation on account of foreign loans, the bank,
with infatuated obstinacy, had extended their issues instead of contracting them, in
defiance of the clearest warnings of the Bullion Report. After six months’ continuance
of this fatal policy, they at last reversed their course and greatly contracted their
issues. In the course of the autumn the drain for exportation ceased, but continued for
internal purposes; the demand for gold was entirely to support the tottering credit of
the country bank notes. Now, as the country bankers were only too glad to withdraw
their own notes and substitute gold for them, there was not the slightest danger of an
increase of Bank of England notes adding to the general amount of paper currency in
the country, but just the reverse; consequently, it was just the precise case in which
Sir Francis Baring and the Bullion Committee said that it was the duty of the Bank of
England to extend its issues of paper to support general credit. There was not the
smallest danger that an extension of issues would, under such circumstances, turn the
foreign exchanges against the country. The character of the demand was declared in
the most unmistakable manner. On Thursday, the 15th, a meeting of merchants and
others took place at the Mansion House, when it was stated that Sir P. Pole & Co. had
a surplus of £170,000 after payment of all claims against them, besides large landed
property belonging to Sir Peter Pole, and about £100,000 the private property of other
members of the firm. Williams & Burgess had enough to pay 40s. in the pound.

Now, if the course which was adopted on the Wednesday had been adopted on the
Monday, the whole of that terrific crisis might have been saved. Mr. Vincent Stuckey,
one of the most eminent of the country bankers in the kingdom, says: “My opinion
was that the crisis at that time was brought on by excessive issues; but when the panic
came country bank paper was bought in for Bank of England paper, and therefore all
that was immediately wanted was an exchange of paper. I stated in a letter [ wrote
upon the subject to the bank on the 14th of December, 1825, that they would not have
to increase the sum total of circulation, but that all they would have to do was to
exchange A for B; and in my letter | recommended them to issue a million of paper a
day, which they did; for otherwise most of the banks in London as well as in the
country must have stopped.” And, accordingly, they did issue, and all contemporary
evidence proves that it was this profuse issue of £5,000,000 of paper in a few days
that stopped the panic and saved the whole banking and mercantile community from
ruin. If they had persevered in the restrictive policy for three days longer, the total and
entire destruction of commercial credit would infallibly have ensued. In short, if they
had followed the precedents of 1793 and 1797, so strongly condemned by the Bullion
Report, all credit, both banking and mercantile, would have been destroyed. They
followed the principles laid down in the Bullion Report, and the country was saved.
This panic adds another to the previously conclusive ones of the truth of the expansive
theory in a monetary panic, and the mischief and fatal erroneousness of the restrictive
theory.

When the causes of this terrible calamity came to be discussed, there were not
wanting many who laid the whole blame on the excessive issues of the bank as well as
the excessive issues of the country banks. But, though it is indisputable that the bank
acted on the most erroneous principles, in not contracting its issues when the great
drain of bullion was going on, it is a mere delusion for men to attribute the
consequences of their own wild and extravagant mania to the Bank of England or to
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any bank. The errors of all the banks put together were trivial, compared to the
outbreaks of speculative insanity which seized upon all classes. Was it the issues of
some banks which led a respectable bookselling firm to risk £100,000 in a speculation
in hops and ruin themselves, and drag down Sir Walter Scott along with them?

The bank had committed many errors before, as serious as those of 1825, without
leading to any such disaster. In fact, it was the nature of the speculations which men
had rushed into headlong, that must inevitably have brought about that great
catastrophe, if there had not been a bank note in existence. The speculative mania of
1694 took place before the bank was founded; the great South Sea Bubble mania took
place when there were no country banks at all; and no one accused the Bank of
England or the London bankers of having made too profuse issues then. The great
railway mania of 1845-46 took place after it was fondly supposed that the Bank Act
of 1844 had effectually secured the country against the recurrence of similar
calamities. The worthless character of a great portion of the country paper had greatly
aggravated the intensity of the calamity; in fact, it began with the country banks; and
the great commercial failures did not commence until after the banking panic had
subsided. The Government and the bank, at last learning wisdom from repeated
convulsions, which seemed to recur periodically, became sensible that it was
imperatively necessary to provide a currency of a more solid description for the
country; and that the frightful evils of the monopoly of the Bank of England must
come to an end.

Parliament met on the 3d of February, 1826, and six paragraphs of the speech from
the throne were occupied with the commercial catastrophe. It said that part of the
remedies to be applied consisted in placing the currency and circulating credit of the
country on a firmer foundation. Lord King said that the causes of the calamity were
partly to be attributed to the Government; in a greater degree to the country banks;
and 1n a still greater degree to the monopoly of the Bank of England. There was no
period of distress during the last thirty or forty years in which the conduct of that
establishment had not been injurious, and in every way aggravated it. It was a most
faulty machine. It was impossible that a bank so incorporated could do good. If the
purpose was to erect an establishment to do mischief, they would erect it on the very
principles of the bank. They would give it a monopoly; remove from it all fear of
rivalry; and connect it with the Government. He lamented that the pressure of the
country gentlemen and the country bankers had been too powerful to be resisted by
the Ministry in 1822, and had forced them to continue the issues of £1 and £2 notes to
keep up prices and encourage speculation. The Earl of Liverpool chiefly blamed the
excessive issues of the country bankers, and said that the small notes must be
gradually withdrawn and a metallic currency substituted. He said that he was perfectly
satisfied, and had entertained the conviction for years, that the country had grown too
large, and that its concerns had become too extensive to allow of the exclusive
privilege of the Bank of England. Its privileges had operated in a most extraordinary,
and, as he thought, unfortunate manner for the country. Any small tradesman, a
cheesemonger, a butcher, or a shoemaker, might open a country bank, but a set of
persons with a fortune sufficient to carry on the concern with safety were not
permitted to do so.
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The Ministry took upon themselves to prohibit any more stamps being issued to the
country banks for £1 and £2 notes. The Chancellor of the Exchequer said that these
notes were to be deprecated as an infringement of the Act of 1819, which no one
could deny was passed, if ever any act was, with the unanimous approbation of all the
parties of which Parliament was composed; an act which had solemnly been resolved
upon as the only measure which could enable the country to meet any future danger
by placing the circulating medium on a permanent and stable footing. No man could
insinuate that that act was not the result of the deliberate conviction of almost every
individual of every party in that House. He then detailed the continual evil and
insecurity of the small notes, and said that he always had regretted, and still regretted,
the step taken by Parliament, in 1822, which permitted them. The intention of the
Government was, therefore, to suppress them as soon as possible in England, and
subsequently in Scotland and Ireland. He moved a resolution that no fresh notes were
to be issued by country bankers in England under £5; and that those printed before the
5th February, 1826, might be issued, re-issued and circulated until the 5th April, 1829,
and no longer.

The opinions as to the causes of this great catastrophe, expressed in Parliament and
the country, were, of course, most conflicting, but the great preponderance of opinion
was adverse to the small note issues. Mr. Baring, who defended the country bankers
from the accusations levelled against them, said that their small notes were bad as a
permanent system, and they ought to be called in. Even although they might
sometimes be of almost indispensable use to the country, still, if the misery which had
been caused by their use among the poorer classes was taken into consideration it was
a sufficient reason why the nuisance should be abated, and it was his opinion that the
House had not got rid of this deluge of paper at the time when it had the power to do
so, and that it had not resisted, as it ought to have resisted, the importunity of the
country bankers, that these small notes should be abolished as soon as practicable.

Mr. Huskisson described the frightful nature of the panic during forty-eight hours
(Monday and Tuesday, December 13th and 14th), and said that it had been truly
observed that the bank, by its prompt and efficacious assistance, had put an end to the
panic and averted the ruin which threatened all the banking establishments in London,
and, through them, the banking establishments and moneyed men all over the country.
The conduct of the bank had been most praiseworthy, and had, in a great degree,
saved the country from a general convulsion. The bank, through its prompt,
efficacious and public-spirited conduct, had had the countenance, advice and
particular recommendation of the Premier and Chancellor of the Exchequer. He
admitted that the commercial distress in Scotland was very great, but that did not
prove that the system of Scotch banking did not afford greater securities than the
English system, and that it was desirable to introduce it into this country. He then
described the wild spirit of speculation which had seized the country, and which
produced a rise of prices so rapid as had never been equalled. He might mention, as an
instance, the price of nutmegs, which rose in one month from 2s. 6d. to 12s. 6d. a
pound; and speculation in other spices caused a corresponding rise in their prices. The
mania extended equally to other articles of consumption; merchants, traders, shop-
keepers, clerks and apprentices partook equally of the frenzy of vieing with each other
in their endeavors to secure a monopoly of each article. And this state of things took
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its rise, not among the wild, insane and bedlamite schemers, but among those who
were considered the sober, steady merchants and traders of the metropolis. And all
this took place at a time when money was rapidly leaving the country. Now, if when it
was leaving the country so rapidly, it was still hawked about at a greatly lowered rate
of interest, that showed that there must be something wrong in the currency. And to
what would any sober man say such a state of things must come at last? The bank at
last was obliged to provide for its own safety by narrowing its issues, which checked
the spirit of speculation, and, as a necessary result, those country banks which had
been most rash and immoderate in aiding these speculations by advances were ruined.
The ruin of these bad and unstable banks had affected even the stability of the most
solvent ones. A general panic ensued, and seven or eight hundred country banks had
asked for assistance from the Bank of England. She had 700 or 800 drains for gold
suddenly opened upon her. Was this a safe or proper condition to leave the country
in? Certainly not. It was his opinion—an opinion not hastily formed, but the result of
long and anxious observation—that a permanent state of cash payments and a
circulation of £1 and £2 notes could not co-exist. If there were in any country a paper
and a coin currency of the same denomination, the paper and the coin could not
circulate together—the paper would drive out the coin. Let crown notes be made, and
a crown piece would never be seen; make half-crown notes, and no half-crown would
remain in circulation. Allow £1 notes to circulate, and we should never see a
sovereign. One of the great evils they were called on to correct was the excessive
issue of paper. This had been the cause of the greatest distress; it had caused the ruin
of thousands of innocent persons. Nothing but disgrace and danger could attend the
deviation from the true principles of currency, which Parliament had solemnly
recognized. If they wished to prove the value of a steady, unchangeable currency, they
had it in the example of France, which had twice been invaded by a foreign army, her
capital had been taken, and she had been obliged to pay a large sum to foreign
countries for corn, but she had a steady metallic currency; and, however the great
contractors might have suffered, the great body of the people had remained uninjured.
This was due to the excellent footing upon which the currency of that country was
established. If this measure was adopted, every country banker would be obliged to
have as great a regard to the exchanges as the Bank of England, and be compelled to
provide for his own safety, without leaning on the bank in times of danger. Now was
the time to withdraw these small notes, when the bankers were smarting under the
consequences of their over-issues. They had, at present, a large amount of gold and
bank notes; if they allowed the favorable time to pass by, the small notes would soon
be issued again. It would be advantageous to the public to have chartered joint-stock
banks, established under a proper system, with only a limited liability. This would, no
doubt, induce many persons of great fortune and credit to take shares in them; but the
bank objected to the extension of limited liability, and stipulated that the banks of
Scotland and Ireland should not have this privilege. Some thought that the currency
should be even more purely metallic than was now proposed, and that notes of a
higher denomination should be suppressed. For himself, he entirely differed from Mr.
Ricardo as to the true basis of the currency; and he believed that if Mr. Ricardo,
ingenious as he was, had been sole director of the Bank of England, it would, before
now, have stopped payment. He thought Mr. Ricardo’s view of the currency quite
erroneous.
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Sir John Newport, as a banker himself, considered the issue of small notes to be most
injurious to all connected with them, as affording the most dangerous facilities for
extravagant speculation. It had been said that a considerable portion of the commerce
of the country could not be carried on if these notes were abolished. He was quite
willing to accept that alternative and abandon a portion of our commerce rather than
continue them. He did not believe that such would be the case. Now was the best time
to abolish this pernicious system, when so many of the country bankers had failed.

Mr. Secretary Peel was convinced that the root of the evil lay in the monopoly of the
Bank of England, and that if, in the year 1793, a set of banks had existed in this
country on the Scotch system, it would have escaped the danger it was then involved
in, as well as the calamity which had just occurred. In 1793, upwards of 100 banks
had failed. In seven years, from 1810 to 1817, 157 commissions in bankruptcy were
issued against country bankers; in the crisis which had just occurred, seventy-six
failures had taken place. But from the different ways of making compositions, etc.,
the number of failures should probably be estimated at four times the number of the
commissions of bankruptcy. What system could be worse or more prejudicial to every
interest in the country than one which admitted such an enormous amount of failures?
Contrast what had been the case in Scotland, under a different system. Mr. Gilchrist, a
manager of one of the Scotch banks, had been asked by the committee of 1819 how
many failures there had been in Scotland in his recollection, and said, there had only
been one; that the creditors had been paid 14s. in the pound immediately, and finally
the whole of their claims. These facts were a strong presumptive proof that the Scotch
system, if not quite perfect, was, at least, far superior to the one existing in England.
The present system of country banking was most prejudicial in every point of view.
He then described the terrible misery caused by the failure of the country banks. He
trusted that the institution of joint-stock banks would place the currency on a firmer
footing. He most sincerely trusted that the want of a charter, the great obstacle to the
proposed institutions, would be removed. He hoped the directors of the Bank of
England would seriously consider what advantage they would derive from refusing
charters to these banks. He himself could not imagine what benefit they would derive
from it; they, no doubt, had the right to prevent such charters being granted, but he
hoped that they would refrain from exercising such right. He eulogized highly the
conduct of the directors during the late crisis; he could not conceive it possible for any
body of men to have acted better; or to have exercised more judgment, discretion and
liberality than they had done—of which he hoped they would give a further instance,
by not opposing the grants of charters to the proposed new banks. He fully concurred
with Mr. Huskisson, that it was impossible to maintain coin in circulation if paper of
the same denomination were allowed to circulate along with it. Now was the most
favorable opportunity of getting rid of the small notes. It would be impolitic and
unsafe to wait the moment of returning prosperity, as the country bankers would be
more reluctant to agree to it, and more able to oppose it. To stand gazing on the bank,
in idle expectation, now that the river was passable, would be an irreparable mistake.
The Ministers carried their proposals by 222 to 39; and a motion to continue the small
notes of the Bank of England was rejected by 66 to 7.
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THE MONETARY CRISIS OF 1838-9.

In 1827, the directors of the bank had become convinced of the truth of the principles
laid down by the Bullion Committee for regulating their issues of paper, and had
formally rescinded the resolution of the directors of 1819 condemnatory of them. Mr.
Horsley Palmer, the governor of the bank, being asked by the Committee on the Bank
Charter Act, in 1832, by what principle in ordinary times the bank was guided in the
regulation of its issues, said, that in a period of full currency, and consequently with a
par of exchange, the bank considered it desirable to invest two-thirds of its liabilities
of all sorts in interest-bearing securities and one-third in bullion. The circulation of
the country being then regulated by the action of the foreign exchanges, the bank was
extremely desirous to avoid using any active power of regulating the circulation, but
to leave that entirely in the hands of the public. The action of the public was fully
sufficient to rectify the exchanges without any forced action of the bank in buying and
selling securities. He thought it desirable to keep the securities very nearly at the same
amount; because, then the public could always act for themselves in returning notes
for bullion for exportation when the exchanges were unfavorable; and, if there was a
great influx of gold, the bank could always reassume its proportion by transferring
part of the bullion into securities. He considered that the discount of private paper was
one of the worst means which the bank could adopt for regulating its notes, as it
tended to produce a very prejudicial extension of them. He condemned strongly the
practice of the bank, during the restriction, with respect to the extensive discounts of
mercantile paper at five per cent. when the market rate was so much higher, which
necessarily led to an excessive issue.

For several years after the renewal of the bank charter, in 1833, the harvests were
unusually abundant, which caused all sorts of agricultural produce to be ruinously
depressed. Wheat fell continuously through 1834 and 1835, till in the last week in
December, 1835, its price was 36s. the imperial quarter. As all agricultural contracts
were framed on the expectation that wheat would not be much less than 70s. a quarter,
this long-continued depression produced the most severe distress. At the same time,
however, all the manufacturing interests were in a state of unexampled prosperity
from the abundance and cheapness of food. The continued low price of corn caused
less to be sown in 1835, and the spring of 1836 was unfavorable. From these causes,
the price of wheat rose in 1836, and the harvest time being wet and cold, wheat rose
to 61s. 9d. in the autumn.

The extraordinary prosperity enjoyed by the commercial interests in 1833-34-35, gave
rise to an immense amount of speculation and dabbling in foreign loans, as if people
had forgotten 1825. The unexpected success of the first railway gave rise to a
considerable amount of speculation in the formation of railways. An immense
extension of the joint-stock banking system multiplied banking credits to an enormous
extent, reduced the rate of interest, and immensely extended credit. On the 14th
August, 1834, Lord Wharncliffe called the attention of the Ministry to the prodigious
extension of joint-stock banks and their branches, and the insufficient capital they
were trading with. The important subject of joint-stock banking was brought before
the House of Commons in 1836, and a committee was appointed to inquire into it.
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The committee sat during the session and made two reports. The fever of speculation
reached its acme in the spring of 1836.

Mr. Poulet Thompson, President of the Board of Trade, said in the House of
Commons on the 6th of May, 1836: “It is impossible not to be struck with the spirit of
speculation which now exists in the country, but I believe that there is a great
difference in the state of things from what took place in 1825. The spirit of
speculation was then turned to foreign adventure of the most extraordinary
description; but now speculation is directed to home objects, which, if pushed too far,
may be very mischievous, though the consequences may not be quite so mischievous
as in 1825. But, really, on turning to any newspaper or any price current, and
observing the advertisements of joint-stock companies upon every possible subject,
however unfit to be carried on in the present state of society, every man must be
struck with astonishment at the fever which rages at this moment for these
speculations. I felt it my duty some time ago to direct a register to be kept, taking the
names merely from the London and a few country newspapers of the different joint-
stock companies, and of the nominal amount of capital proposed to be embarked in
them. The nominal capital to be raised by subscription amounts to nearly
£200,000,000, and the number of companies to between 300 and 400. * * * The
greater part of these companies are got up by speculators for the purpose of selling
their shares. They bring up their shares to a premium, and then sell them, leaving the
unfortunate purchasers who are foolish enough to invest their money in them to shift
for themselves. I have seen also with great regret the extent to which joint-stock banks
have sprung up in different parts of the country. I believe, indeed, that great good has
arisen from joint-stock banks, but the observations I have made with regard to other
companies are equally applicable to many of the joint-stock banks that are springing
up in different parts of the country, and the existence of which can only be attended
with mischief.”

The Bank of England had adopted the principles of the Bullion Report in 1827. The
method they adopted of carrying them into effect was, to keep their “securities” as
nearly as possible even; and to keep their bullion and cash equal to one-half of the
securities—the bullion, cash and securities, being together equal to their liabilities.
The bank was got into this normal condition in October, 1833, when its liabilities, i.
e., its notes and deposits, were £32,900,000; the securities were £24,200,000, and the
bullion, £10,900,000. Some transactions with the East India Company and
speculations in South American stock occurred to derange these proportions in 1834,
and caused an export of specie; but in 1835 the foreign exchanges became favorable,
and the drain was arrested. But, in the meantime, the bank had totally lost all power of
preserving the proportion between the bullion, securities, and liabilities it had
professed to adhere to. The following table, taken at intervals, exhibits this very
clearly:
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Liabilities. Securities Bullion.
1833,0ct. 1, £30,937,000£22,640,000£10,527,000
1834,March 11,31,372,000 24,777,000 8,901,000
1834, July 15.37,554,000 31,735,000 8,298,000
1834,Sept. 9, 31,058,000 26,643,000 7,010,000
1835,Jan. 13,33,071,000 29,165,000 6,608,000
1835,May 5, 29,417,000 26,179,000 5,951,000

This was the lowest point which the amount of bullion reached, and the drain was
arrested. The above table shows how totally deranged the proportions were to what
the directors considered to be a proper position for the bank. From that time bullion
continued to flow in, till in March, 1836, it slightly exceeded eight millions; but even
then, the securities were three times the bullion, instead of twice, as they ought to
have been. The amount of bullion in the bank was at its height in March, 1836, and
then began steadily to decline again; in the middle of July it had fallen below six
millions, when the bank thought it necessary to endeavor to stop it; and it raised the
rate of discount to four and a-half per cent. This however had no effect in stopping the
demand for discount. In September the bullion barely exceeded five millions and the
bank raised the rate of discount to five per cent. Now the bubbles blown in the
preceding year and spring of 1836 were fast bursting on all hands.

The drain on the coffers of the bank proceeded at a rapid rate, both from external and
internal causes. President Jackson had determined that the charter of the National
Bank of the United States, which expired in 1836, should not be renewed, and that the
currency of that country should be placed on a sounder footing than it had hitherto
been by forming a sound metallic basis. Operations to effect this purpose soon
commenced. Immense quantities of American securities of all sorts were imported
into England, and negotiated for the purpose of remitting the specie to America. The
improperly low rate of discount in this country, favored by the inordinate
multiplication of banks, enabled a great quantity of these securities of various
descriptions to be realized in England, and the cash was remitted to America.

The joint-stock banks had been blowing the bubble of credit to the utmost tenuity, by
re-discounting most of the bills they discounted. This most objectionable practice,
which renders the position of the bank which adopts it dependent on the good will of
the discounter, adds greatly to any peril in times of discredit. The Bank of England at
length (but too tardily, as has almost invariably been the case) awoke to the
impending danger, and determined to strike a blow at the distended state of credit. It
not only raised the rate of discount to five per cent. in August, but absolutely refused
to discount any bills indorsed by any joint-stock bank of issue. This was a great blow
at the vast amount of American securities afloat in the country, as most of these bills
had been purchased by the joint-stock banks, and re-issued with their endorsement
upon them. In the autumn of 1836, the symptoms of the coming storm were very
apparent, especially in Ireland. One very large joint-stock bank, the Agricultural and
Commercial, was known to be in difficulties early in the autumn, and it made several
applications to the other joint-stock banks in Ireland and England and Scotland for
assistance, which they all refused. It also made a call upon its shareholders, which
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was not responded to. The other Irish banks, foreseeing a stoppage of the Agricultural
and Commercial, had been laying in a stock of gold to meet the run which would
necessarily follow the failure of a bank with so many ramifications. The sum in gold
which the Irish banks laid in to provide for the run was estimated to be not less than
£2,000,000, all of which came from the Bank of England. Much of this was required
on account of the extraordinary differences of opinion, which were given by the most
eminent counsel, as to whether Bank of England notes were legal tender in Ireland.
Three very eminent lawyers held that they were legal tender, and three equally
eminent held that they were not. The Bank of Ireland itself thought that they were not,
and were still less inclined to make the experiment, when there was such a difference
of opinion among the lawyers. The other banks followed the example of the Bank of
Ireland and provided gold.

The catastrophe which had been foreseen took place on the 14th of November, when
the Agricultural and Commercial Bank stopped payment, which was immediately
followed by a general run upon all the banks in Ireland; but it was well met, from the
care which had been previously taken to provide specie. So great was the state of
discredit, that even Bank of England notes were at a heavy discount in Dublin. The
Bank of Ireland would only take them in very small quantities from their customers at
a discount of 2s. 6d. each. During all this time the diminution of bullion in the Bank
of England had been going on rapidly. At the beginning of October it had £5,035,000
in bullion to meet £29,869,000 of liabilities; at the end of November its liabilities
were £30,941,000, and its bullion £3,640,000. During December its bullion slightly
increased, and in January diminished again. In November, the Northern and Central
Bank, with its head office in Manchester, and thirty-nine branches in the
manufacturing districts, became seriously embarrassed, and applied to the Bank of
England for assistance, which the bank at first refused; but, upon consulting the
leading bankers in London, their opinion was that the stoppage of so extensive a
concern in the manufacturing districts would very probably bring on a general panic.
The bank, therefore, determined to advance the sum of £500,000 to enable it to meet
its engagements; which, upon suddenly discovering that these were more extensive
than had at first been represented, was further increased to £1,370,000.

Early in January, a London banking house applied for assistance to the bank, and on
the other London bankers giving their guarantee to the bank, it made advances
sufficient to enable that house to meet its engagements. The difficulties attending the
American houses, both in London and Liverpool, became now so pressing, that they
also were obliged to apply to the bank. Persons were appointed to look into their
affairs, who represented that if assistance were given to them to meet their
outstanding engagements, they would ultimately prove solvent. As an additional
reason for granting this assistance, it was stated, that if these American houses were
permitted to stop payment, their concerns were so vast and so extended through the
north of England, that a general destruction of credit would ensue. After full
consideration, the bank determined to attempt to carry these houses through their
embarrassments, and for this purpose it advanced the enormous sum of £6,000,000.
This great operation was, however, successful, though the final liquidation of the
account was retarded by the great prostration of American credit in 1839. The
advance made to the banking interests in England were all repaid, principal and
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interest, with one very trifling exception. The bank thus followed, for a second time,
the principles of the Bullion Report, and there can be no doubt averted a calamity only
second in magnitude to the catastrophe of 1825.

The assistance of the bank was only intended to be of a temporary nature, to give time
for the withdrawal of the great mass of unsound paper from circulation. This having
been effected to a large extent, the result followed which always has been the case—a
great influx of gold to fill the vacuum caused by the great annihilation of this unsound
paper currency. During the whole of 1837, bullion rapidly flowed into the bank, and
in December it reached the sum of £10,500,000. The position of the bank on the 13th
of March, 1838, was as follows: Liabilities, £31,573,000; securities, £21,046,000;
bullion, £10,527,000.

Thus, after the long period of nearly five years, the bank was at length brought back
again into what the directors had laid down for themselves as the normal position; and
it enabled credit to pass through a crisis which would have been tenfold more severe,
and would infallibly have ended in a monetary panic, if it had not been met by that
“judicious increase of accommodation” which the Bullion Report declared to be the
proper remedy for a temporary failure of credit. Thus was seen the most magnificent
triumph of the principles of the Bullion Report and of the truth of the expansive
theory in a commercial crisis. After, no doubt, many errors of management, when the
great commercial crisis at length declared itself, the bank met it boldly and promptly
by the most audacious application of the expansive theory, and averted a monetary
panic.

THE MONETARY CRISIS OF 1839.

From 1832 to 1837, there had been a series of seasons of remarkable abundance. For
some years a series followed of extreme scarcity. The crop of 1838 was the worst
which had been known since 1816; that of 1839 was scarcely, if at all, better. This
great deficiency rendered it necessary to import foreign corn to the value of
£10,000,000; a considerable portion of this required to be remitted in specie. But, just
at this period, a number of concurrent causes happened to create a great demand for
gold for foreign countries. During the preceding years, America, France and Belgium
had carried the extension of paper credit to most extravagant lengths. In America, the
fatal system of issuing bank notes upon “property” and “securities” had been carried
to a length almost worthy of Law. In France and Belgium, joint-stock banks had been
extensively formed. This great extension of paper currency had the very same effect
as the excessive issues of paper in England had; it drove bullion out of those
countries, and was one of the great causes which, together with the fortunate
destruction of the extravagant paper credit in England in 1837, caused such an influx
of gold to this country up to March, 1838. But in this year these bubbles burst. In the
autumn of 1838 the Bank of Belgium failed; and a severe run upon the banks in Paris
took place. This revulsion of credit and extinction of paper issues in those countries
caused a current of bullion to set in towards them which came from the Bank of
England. In the beginning of 1838, when the bullion in the bank had been rapidly
increasing for several months, the commercial world thought it was time for the bank
to make use of the treasure in its vaults. And with extraordinary fatuity, although the
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exchanges were unfavorable, it reduced the rate of interest from five to four per cent.,
and while every one else was exporting bullion to America in consequence of the
destruction of paper in that country, it conceived the extraordinary idea of doing a
little business on its own account and exported a million to America, when every
consideration of common sense showed that it ought to have kept the tightest grip
possible upon its bullion. Of all acts of mismanagement in the whole history of the
bank, this is probably the most astounding.

The bullion in the bank kept a pretty even amount till December, 1838. On the 18th of
that month the liabilities were £28,120,000; the securities, £20,776,000, and the
bullion, £9,794,000. From this date a rapid and steady drain set in, which continued
with unabated severity till October, 1839. When the bank lowered its rate of discount
to four per cent. in February, 1838, the market rate had fallen lower still, and in
summer was about three per cent. From that time forward it began to rise, and at the
end of autumn was level with the bank. While everything was symptomatic of an
impending drain of bullion, the bank on the 29th of November suddenly lowered its
rate to 3 1-2 per cent. for advances upon bills of exchange, East India bonds,
exchequer bills and other approved securities. The market rate of interest was now
decidedly higher than that of the bank, and the consequence was an immediate
pressure for accommodation on the bank. The securities which in December, 1838,
were £19,536,000, mounted up in January, 1839, to £27,594,000, and the bullion fell
from £9,522,000 to £8,826,000. The following table exhibits the progressive
diminution of bullion:

Liabilities. Securities. Bullion.
1838,Dec. 18,£28,120,000£20,776,000 £9,794,000
1839,Jan. 1, 28,136,000 22,377,000 9,048,000
1839,Jan. 15,30,305,000 24,529,000 8,336,000
1839,Feb. 12,26,939,000 22,628,000 7,047,000
1839,March 12,26,088,000 22,143,000 6,580,000
1839, April 9, 29,039,000 22,173,000 5,213,000
1839, April 30,26,475,000 24,536,000 4,455,000
1839,May 14,25,711,000 24,098,000 4,117,000

Up to this time the bank seemed to have been struck with actual paralysis.
Notwithstanding the continuous rise in the market rate of interest and the
unmistakable drain of bullion that had set in, they, on the 28th of February, issued a
notice continuing the same rates on the same securities as in the previous November.
And it was not until the 16th of May that they suddenly raised it to five per cent. The
above figures show how completely the directors had belied their own principles of
keeping the bullion at one-third of the liabilities. On the 14th of May, 1839, instead of
being one-third, it was less than one-sixth. The market rate had advanced considerably
more rapidly, so that the bank rate was yet below it. The drain still continued. On the
28th of May the bullion stood at £3,910,000, and the liabilities were upwards of
£24,500,000. But the directors seemed so utterly blind that on the 30th of May, the
time for shutting the books for the dividends, they still offered advances at five per
cent. till the 23d of July, on the same securities as have been last mentioned.
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However, on the 20th of June they at last became alarmed, and issued notices that the
rate of discount would be 5 1-2 per cent., and no securities would be received except
bills of exchange. On the 16th of July the liabilities were £28,860,000, the securities
were £28,846,000 and the bullion £2,987,000. The directors at last awoke to the fact
that the bank was rapidly drifting into bankruptcy. On the 13th of July they gave
notice that they would be ready to receive tenders for the purchases of some
terminable annuities, but the minimum price they fixed was so high that no sale took
place.

Besides raising the rate of discount in May, the bank sold public securities to the
amount of £760,000, and it authorized bills upon Paris to be drawn on its account to
the amount of £600,000. These measures had the effect of arresting the drain for a
short time. But when these bills became due the bank was in no better position to
meet them, and it then became necessary to create a larger credit in Paris to meet the
first. The position of the bank was, of course, well known to all the foreign dealers in
exchange; and in June it was generally expected abroad that the bank would have to
suspend payments in specie. In consequence of this, all long-dated bills upon this
country were sent over for immediate realization and the values withdrawn as
speedily as possible. To counteract this drain, as well as to meet the payments of the
first credit which had been created on behalf of the bank, it was obliged in July to
organize a measure of a much larger nature. The house of Baring entered into an
agreement with twelve of the leading bankers in Paris to draw bills upon them to the
amount of £2,000,000; and as each of them had only a fixed credit at the Bank of
France that bank agreed to honor their acceptances in case they should be presented
there and exceed their usual limits. An operation of a similar one to the amount of
£900,000 was organized with Hamburg. As soon as any bill was drawn on account of
one of these operations the bank transferred an equal amount of the annuities it had
offered for sale in July to two trustees, one for the drawers and the other for the
acceptor. Out of this second credit, the bills which fell due from the creation of the
first credit were paid. This measure had the effect of gradually arresting the drain of
bullion, which reached its lowest point in the week ending the 2d of September, 1839,
when it was reduced to £2,406,000. From that time, it began slowly to increase, and in
the last week of the year it stood at £4,532,000; the liabilities being £23,864,000 and
the securities £22,098,000. The operations ensuing from this foreign credit extended
over nine months—from July, 1839, to April, 1840; and the highest amount operated
upon was in November, 1839, when it was £2,900,000.

The figures we have quoted, showing the proportion between the bullion and the
liabilities of the bank, are sufficient to show either that there was some natural
impossibility in adhering to the rule the directors had laid down for themselves in
1832, or that they had not sufficient firmness to contract their securities in time of
pressure to maintain it. The flagrant disproportion which these figures had assumed,
which would scarcely be safe in an ordinary banking house, but which were to the last
degree perilous in the Bank of England, which was known to be the last resource of
every bank in the kingdom in times of difficulty, turned the attention of writers to
devise some plan by which, if possible, the bank should be compelled to maintain the
proper proportion between bullion and liabilities. Colonel Torrens appears to have
been the originator of the idea, which was eventually adopted, of dividing the bank
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into two distinct departments, independent of each other—one for the purpose of
issuing a regulated amount of notes and the other for carrying on the business of
banking. This plan was first started in 1837, and was much canvassed and discussed
by several eminent writers on the subject, such as Mr. Tooke, Mr. Norman and others,
and was the prominent feature in the Bank Charter Act of 1844.

The great commercial and monetary crisis the country had passed through within the
few preceding years attracted much public attention, and several petitions were
presented to Parliament; and, in 1840, the Government determined to institute an
inquiry into the whole system of paper issues. On the 10th of March the Chancellor of
the Exchequer moved for a committee for that purpose. He reminded the House that
the bank charter would terminate in 1844, and he thought it expedient that they should
not postpone inquiry into the subject until the last moment. That, whatever might be
the difference of opinion among the most intelligent men as to what part of the
difficulties they had gone through were to be attributed to the Bank of England or
other banks, still they were very strongly of opinion that the present system required
revision and alteration. Leaving out of consideration former transactions, the
difficulties and embarrassments which the country had gone through within the last
few years had led the most important bodies and the largest of the manufacturing
towns to make complaints, in calm and temperate language, and to express an anxiety
that the House should institute an investigation into their complaints and endeavor to
provide adequate remedies.

The chief points of interest connected with the report and evidence were: 1. The
principle propounded in 1832 for the management of the bank, for the purpose of
carrying into effect the principles of the Bullion Report, was totally condemned. 2.
The great modern heresy that bills of exchange form no part of the circulating
medium or currency, which was first asserted before a Parliamentary committee in
1832, was now maintained by the great majority of the commercial and banking
witnesses. 3. This seems to have been the first adoption by mercantile men of what
became the reigning banking fallacy for a time, but which is now utterly exploded, of
what is known by the name of the “Currency Principle.” This principle is: “That when
bank notes are permitted to be issued, the number in circulation should always be
exactly equal to the coin which would be in circulation if they did not exist.”

The advocates of this principle maintain that it is the only true method of regulating a
paper currency and of preserving the paper of equal value with the gold coin. This
theory sounds remarkably specious and plausible, and from the eminence of the
persons who adopted it, acquired for a time much importance. Nevertheless, there
never was a greater delusion palmed off upon the credulity of mankind, and could
never have emanated from or been believed in by any one who had an accurate
knowledge of the mechanism of banking.

THE MONETARY PANIC OF 1847.

The Bank Charter Act of 1844 was passed amid universal applause, and was supposed
to have put an end forever to commercial crises and monetary panics. We have now to
see how these hopes were realized. The harvests of 1842-3-4 were extremely
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abundant; the bullion in the bank accumulated very rapidly in these years, and a very
large quantity of money which the nation must otherwise have spent in food was set
free for commercial purposes. Other circumstances occurred at the same time to
liberate a large quantity of the capital of the country from its accustomed use and to
render it applicable to commercial purposes, which have been very clearly and ably
pointed out by Mr. James Wilson. He shows that the rapidity and certainty of
conveyance reduces very greatly the amount of stock it is necessary at all times to
keep on hand when communications are slow and uncertain; that the amount of goods
in transit is much larger with a slow conveyance than with a quick one. For example:
When Manchester supplies London with manufactured goods, if it takes seven days
by canal for these goods to reach London, it is clear that there must always be seven
days’ consumption of goods on the way. If the same transit is accomplished by
railway in one day, it is only necessary to have one day’s consumption on the way;
and the capital employed in producing the other six days’ consumption is liberated
and may be employed in promoting other commercial operations. When we consider
the enormous economy of capital required in the same amount of business which was
effected by the introduction of more rapid modes of communication, whether by
railways or steamers, we shall understand how greatly they increased the national
resources. There can be no doubt that the economy of national capital effected by the
extension of railways far exceeded the losses which occurred from unsuccessful
speculation in them. Now, these operations were beginning to have their full effect in
saving the national capital simultaneously with the good harvests of 1842-3-4, and
helped to swell the quantity of disposable capital to an unprecedented extent.

An attentive consideration of these circumstances is absolutely necessary, because
they show the fallacy of the doctrine that the price of goods must vary exactly with
any increase or decrease of the amount of the currency, whereas there is no necessary
relation between the two whatever. The particular methods of doing business have the
most important influence on the quantity of currency necessary to carry it on with;
and a clumsy or more ingenious method of transacting business may make the most
important changes in the quantity of money necessary to circulate any given amount
of commodities without causing any alteration in the price of these commodities. The
Act of 1844 having placed an absolute limit upon the discretion of the bank in issuing
notes, Sir Robert Peel said that he thought that banking business could not be too free
and unrestrained. The extraordinary accumulation of capital arising from the
circumstances we have just detailed lowered the market rate of discount to one and
three-quarters and two and a-half per cent. on the best bills, and the Bank of England
immediately conformed to the market rate on the passing of the act, and reduced its
rate from four per cent. to two and a-half for the best bills. The day the act came into
operation, indeed, the whole of the discounts were done at one and three-quarters; and
they continued at that rate for a fortnight, when some were done at two per cent.; and
up to the 26th October a considerable portion were done at two and a-quarter. From
this date, however, up to October, 1845, the rate was two and a-half. In November,
1845, the rate was suddenly raised to three and a-half, and continued at that figure till
August, 1846, when it was lowered to three per cent.; these rates being governed by
the flow of bullion, which diminished from fifteen and a-half millions when the Act
of 1844 passed, to thirteen and a-half millions in November, 1845; after which it
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increased again to above sixteen millions in August, 1846, and then began steadily to
decline till it reached its minimum in the great crisis of October, 1847.

The first failure of the potato crops in Ireland, in 1845, and the railway mania of that
year, are too well known to need repetition here; nor had they anything to do properly
with the management of the bank, whose sole proper duty it was to look after its own
affairs and preserve its own stability. The calamity of 1846 was far more severe and
extensive than that of the preceding year. It was absolutely certain that an immense
quantity of bullion would require to be exported in payment of the grain which it
would be necessary to import. Accordingly, from the middle of September, 1846, a
steady and continuous drain of bullion set in, but the bank made no alteration in the
rate of discount until the 16th January, 1847; when the bullion had fallen to
£13,949,000, it raised the rate of discount to three and a-half; and on the 23d, the
bullion having been further diminished by £500,000, it raised the rate to four per cent.
Henceforth, the drain continued rapidly, but the bank still continued to make no
alteration until the 10th April, when, its treasure being reduced to £9,867,000, the rate
of discount was raised to five per cent. Here we have the same inveterate blunder
committed by the bank as on so many previous occasions—an immense drain of
bullion, and yet none but the most feeble, inefficient and puerile means taken by the
bank to raise the value of money here. But the operation of the bank at this time is an
excellent example of the self-acting nature of the Act of 1844. We need only observe
that the banking capital of the bank was £14,000,000 of notes based upon public
securities, together with notes representing as much bullion as there is in the issue
department. Consequently, the notes held in reserve must always be equal to the
difference between the notes in circulation, or held by the public, and the sum of
£14,000,000 added to the quantity of bullion.

Now, we have seen that the intention of the framers of the Act of 1844 was that, as the
bullion diminished, the notes in the hands of the public should be diminished in
conformity with the “currency principle.” Let us now see: 1. How the bank was
inclined to act on the principle. 2. Supposing that they were disinclined to do so, how
far the act, by its own self-acting principles, compelled them to do so.

The table on the following page shows the utter futility of the idea that, as the bullion
diminished, the act could compel a reduction of notes in the hands of the public; for
the notes in circulation were within an insignificant trifle as large in amount when the
bullion was only £9,867,000 as when it was £16,366,000. Consequently, nothing
could be a more total and complete failure of the Act of 1844, on the very first
occasion on which its services were required.

Now, let us recall to our readers’ attention what Mr. S. J. Loyd had pointed out as the

fatal defect of the bank rule of 1832, which we have just given. He said that under it
the whole bullion in the bank might be drained
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BANK NOTES.

: Total A t Mini Rate of
Heldby  Held in Reserve by the oo oo it VNI B 0

fBullion.  Di tP t.
the public. Bank of England. o bution iscount Per Cen
1846.
August 29 20,426,000 9,450,000 16,366,000 3
October 3 20,551,000 8,809,000 15,817,000 3
§°Vember20,971,ooo 7,265,000 14,760,000 3
December
0 19,549,000 8,864,000 15,163,000 3
1847.
January 9 20,837,000 6,715,000 14,308,000 3
{ag‘“ary 20,679,000 6,546,000 13,949,000 3 1-2
;“(‘)n“ary 20,469,000 5,704,000 12,902,000 4
ggbmary 19,482,000 5,917,000 12,215,000 4
March 6 19,279,000 5,715,000 11,596,000 4
March 20 19,069,000 5,419,000 11,232,000 4
April3 19,855,000 3,700,000 10,246,000 4
April 10 20,243,000 2,558,000 9,867,000 5

out without any contraction in the circulation, and it was especially supposed that the
Bank Act of 1844 had distinctly provided against this defect. In fact, the whole theory
of the framers of the act was, that for every five sovereigns which left the country, a
£5 note should be withdrawn from circulation; and that if the directors failed to do so
of their own accord, the “mechanical” action of the act would compel them to do so.
But what was the actual result? The bank had lost £7,000,000 of treasure, and its notes
in circulation were only reduced by £200,000; the whole of the reduction had been
thrown on its own reserves. Hence, the Bank Act of 1844 was open to exactly the
same charge as the bank rule of 1832! Mr. F. T. Baring, ex-Chancellor of the
Exchequer, who maintained that the act had been successful on several points, yet
allowed that it had completely failed on this point:* “I find that the amount of bullion
in the bank on September 12, 1846, was £16,354,000; and on the 17th of April, 1847,
it was reduced to £9,330,000, being a diminution of £7,024,000. Now, I take the same
dates with respect to the circulation of notes, and I find that on September 12, 1846,
the amount was £20,982,000, and on April 17, 1847, it was £21,228,000, being an
increase of £246,000. * * * I must say that I never entertained the idea that it would
have been possible under the operation of this act to have shown such a set of figures.
* * * ] believe, if we look back, we shall find that the operation of the deposits and the
question of the reserve was not sufficiently considered, either by those who were
favorable or those who were opposed to the bill. I cannot find in the evidence before
the committee of 1840 more than a few sentences leading me to suppose that danger
arising from such a cause was contemplated or referred to; yet this was a most
important consideration; for it was by the reserve the bank was enabled to do what
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was contrary to the spirit of the bill when gold was running out, not to reduce their
circulation by a single pound. I do not think that the system works satisfactorily in this
respect; and in fact, the point did not receive anything like a sufficient consideration.
Perhaps it was impossible before the bill was in practical operation to see how the
reserve of notes would operate; but it certainly never entered into the contemplation
of anyone then considering the subject that £7,000,000 in gold should run off, and yet
that the notes in the hands of the public would rather increase than diminish.”

The number of notes held in reserve in the banking department, under the system of
1844, correspond to the amount of bullion held by the bank before the division.
When, therefore, the public saw that the whole banking resources of the bank were
reduced to £2,558,000, a complete panic seized both the public and the directors. The
latter adopted severe measures to check the demand for notes. The rate was not only
raised to five per cent., but this was only applicable to bills having only a few days to
run, and a limit was placed upon the amount of bills discounted, however good they
might be. Merchants who had received loans were called upon to repay them without
being permitted to renew them. During some days it was impossible to get bills
discounted at all. These measures were effectual in stopping the efflux of bullion; and
a sum of £100,000 in sovereigns, which had been actually shipped for America, was
relanded. During this period, the rate of discount for the best bills rose to nine, ten and
twelve per cent. During all this time, the price of wheat continued steadily to rise,
notwithstanding the monetary pressure, and at the close of May the price on one
occasion reached 131s. in Windsor market. The foreign exchanges, which had been
adverse to the country during the latter part of 1846 and the beginning of 1840, from
the immense quantity of foreign corn which was imported, became favorable in the
middle of April, partly owing to the great monetary pressure. The pressure passed off
after the first week in May, having lasted about three weeks, and bullion began to
flow in after the 24th of April, until at the end of June it amounted to £10,526,000, the
notes in circulation being £18,051,000 and the notes in reserve £5,625,000. The
conduct of the bank in keeping down the rate of discount when a rapid drain was
going on, and the foreign exchanges unfavorable, was the exact counterpart of what it
had done on so many previous occasions, and excited much comment and adverse
criticism by the whole commercial community of London. The market rate rose
decidedly above it, so that a rush for discounts was made to the bank, which were no
sooner granted than the gold was immediately drawn out.

On the 27th of May, the Chancellor of the Exchequer brought the subject of the
monetary pressure before the House, and stated that he had numerous deputations to
him respecting a suspension of the Act of 1844, which the Government was not
prepared to adopt. However, he meant to assist the bank so far as to dispense with the
aid the Government usually had from the bank at Quarter day. With this view, he
intended to raise the interest on exchequer bills, which were then at a greater
depreciation than any other kind of Government security, to 3d. per day. On the 10th,
he brought in a resolution to allow all persons who had subscribed to the eight million
Irish Toan a discount of five per cent. on any installment paid in before the 18th of
June, and four per cent. if paid in before the 10th September.
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On the 9th of August the first of the frightful catalogue of failures began. Leslie,
Alexander & Co. stopped payment, with liabilities amounting to £500,000. On
Wednesday, the 11th, Coventry & Sheppard stopped for £200,000; and King, Melville
& Co. also for £200,000; and several other minor firms made the total failures in the
first week amount to £1,200,000. In the next week Giles & Co. failed for £100,000;
and the total in the second week was £300,000. In the following week Robinson &
Co. failed for £110,000, the senior partner of the firm being the governor of the Bank
of England. Week after week followed, each one increasing in severity, until at last
the total exceeded £15,000,000. In the middle of September, Saunderson & Co., the
eminent bill-brokers, stopped payment, being much involved with the great houses in
the corn trade. The exchanges, which had been brought to par in April by the
monetary pressure in that month, were, in consequence of the increasing severity of
the crisis, become decidedly favorable, and on the 25th September bullion began to
flow in. During the whole of September the commercial calamities were falling fast
and thick. Almost all the firms connected with the Mauritius, such as Reid, Irving &
Co., failed—oprincipally from having their funds locked up in sugar plantations. This
was accompanied by immense failures in the India trade, the credit given in that trade
being commonly of unusual length, which affords dangerous facilities for stretching it
to too great a length. The railway works which had been sanctioned in the session of
1845-46 were now in full operation, causing an immense demand for ready money.
Almost every tradesman in the kingdom, from Land’s End to John o’ Groat’s, was
deep in railway speculations. The extravagant delirium of prosperity in 1845-46 had
caused great numbers of them, not only to go far beyond their means themselves, but
to trust their customers beyond the bounds of ordinary credit. There can be no doubt
whatever but that commercial credit of all sorts and descriptions, among all classes of
traders, was in all probability in a more unhealthy state than it had ever been before;
and that an unprecedentedly large portion of the community were entangled in
obligations, of which there was no prospect of their ever working themselves free.
Sharp and severe as the remedy was, therefore, it unquestionably was the best thing
that could happen, that this unhealthy superstructure should be cleared away, and that
commerce should be reconstructed upon an improved and renovated basis.

The extreme pressure may be considered to have begun on the 23d of September,
when the bank adopted more stringent measures for curtailing the demand upon its
resources. Ever since the 25th of June the diminution of bullion had been going on
rapidly; on the 2d of October it was reduced to £8,565,000; the notes in circulation
being £18,712,000, and the reserve £3,409,000. The rapid diminution of their
resources showed the directors that the time had come when they must think of their
own safety; and on that day they gave notice that the minimum rate of all bills falling
due before the 15th of October would be five and a-half; and they refused altogether
to make advances on stock or exchequer bills. This last announcement created a great
excitement on the stock exchange. The town and country bankers hastened to sell
their public securities to convert them into money. The difference between the price
for consols for ready money, and for the account of the 14th October, showed a rate of
interest equivalent to fifty per cent. per annum. Exchequer bills were sold at 35s.
discount. Everything became worse day by day. On the 18th of October the bank rates
of discount varied from five and a-half to nine per cent. At this time the bullion was
£8.431,000; the notes in circulation £19,359,000; and in reserve £2,630,000. The
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following week, from Monday the 18th to Saturday the 23d, was the great crisis. On
that Monday, the Royal Bank of Liverpool, with a paid-up capital of £800,000,
stopped payment, which caused the funds to fall two per cent. This was followed by
the stoppage of the North and South Wales Bank, also of Liverpool; the Liverpool
Bank, the Union Bank of Newcastle, heavy runs upon the other banks of the district,
and other bank failures at Manchester and in the west of England. As the whole of the
commercial world knew that the resources of the banking department were being
rapidly exhausted, a complete panic seized them. A complete cessation of private
discounts followed. No one would part with the money or notes in his possession. The
most exorbitant sums were offered to, and refused by, merchants for their
acceptances.

The continued and ever increasing severity of the crisis caused deputation after
deputation to be sent to the Government to obtain a relaxation of the act; and on
Saturday, the 23d of October, the final determination of the Ministry to authorize the
bank to issue notes beyond the limits prescribed by the act was taken and
communicated to the bank, who immediately acted upon it, and discounted freely at
nine per cent. The letter itself was not actually sent till Monday, the 25th. It stated that
the Government had expected that the pressure which had existed for some weeks
would have passed away as the one in April had done, by the operation of natural
causes; that, being disappointed in this hope, they had come to the conclusion that the
time had come when they ought to attempt by some extraordinary and temporary
measure to restore confidence to the mercantile community. That, for this purpose,
they recommended the directors of the Bank of England in the emergency to enlarge
the amount of their discounts and advances upon approved security; but that, to
restrain this operation within reasonable limits, a high rate of interest should be
charged which, under the circumstances, should not, they thought, be less than eight
per cent. That, if such a course should lead to any infringement of the law, they would
be prepared to propose to Parliament, on its meeting, a bill of indemnity. This letter
was made public about one o’clock on Monday, the 25th, and no sooner was it done
than the panic vanished like a dream! Mr. Gurney stated that it produced its effect in
ten minutes! No sooner was it known that notes might be had than the want of them
ceased! Not only no infringement of the act took place, but the whole issue of notes in
consequence of this letter was only £400,000; so that while at one moment the whole
credit of Great Britain was in imminent danger of total destruction, within one hour it
was saved by the issue of £400,000.

The extraordinary and disastrous state of public credit at this period may be judged of
by the aid afforded by the Bank of England to different establishments from the 15th
of September to the 15th of November, as follows: 1. It advanced £150,000 to a large
firm in London, who were under liabilities to the extent of several millions, on the
security of debentures of the Governor and Company of the Copper Miners of
England, which prevented them from stopping payment. 2. It advanced £50,000 to a
country banker, on the security of real property. 3. It advanced £120,000 to the
Governor and Company of the Copper Miners, which prevented them from stopping
payment. 4. It advanced £300,000 to the Royal Bank of Liverpool on the security of
bills of exchange, over and above their usual discounts; but this was inadequate, and
the bank, having no further security to offer, stopped payment. 5. It advanced
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£100,000 to another joint-stock bank in the country. 6. It advanced £130,000 on real
property to a large mercantile house in London. 7. It advanced £50,000 to another
mercantile house on the security of approved names. 8. It advanced £50,000 on bills
of exchange to a joint-stock bank of issue, which soon after stopped payment. 9. It
advanced £15,000 on real property to another mercantile house in London. 10. It
saved a large establishment in Liverpool from failing by forbearing to enforce
payment of £100,000 of their acceptances falling due. 11. It assisted another very
large joint-stock bank in the country by an advance of £800,000 beyond its usual
discount limit. 12. It advanced £100,000 to a country banker on real security. 13. It
advanced to a Scotch bank £200,000 on the security of local bills and £60,000 on
London bills. 14. It assisted another Scotch bank by discounting £100,000 of local and
London bills. 15. It advanced £100,000 to a large mercantile house in London on
approved personal security. 16. It assisted a large house in Manchester to resume
payment by an advance of £40,000 on approved personal security. 17. It advanced
£30,000 to a country bank on real property. 18. It assisted many other houses, both in
town and country, by advances of smaller sums on securities not usually admitted;
and it did not reject in London any one bill offered for discount except on the ground
of insufficient security. The far larger portion of this assistance was given before the
23d of October.

A general election had taken place in the autumn of 1847; and the Ministry, having
taken upon themselves the responsibility of authorizing the Bank of England to
violate the Act of 1844, lost no time in calling a meeting of the new Parliament. It met
on the 18th of November, and after a few preliminary days were occupied in swearing
in the members, the speech from the throne was delivered on the 23d. The first
paragraph stated as a reason for calling them together that the embarrassments of
trade were so alarming, that the Queen had authorized the Ministry to recommend to
the Bank of England a course which might have led to an infringement of the law.
Happily, however, the power given to infringe the law, if necessary, had allayed the
panic.

On the 30th of November the Chancellor of the Exchequer moved for a committee to
inquire into the causes of the recent commercial distress and how far it had been
affected by the Act of 1844. He spoke of the panic in the spring. He said that he had
seen no reason to change the opinion he had then expressed, that it was mainly owing
to the imprudence of the bank, which, having full warning of the various demands it
would have upon it, was too tardy in raising the rate of discount and had lent out, over
the period when the dividends became payable, the money they had provided for that
purpose, so that they were not in possession of adequate funds when they were
required. The low state of their reserve then excited consternation. The bank then took
the severe step of reducing the amount of discounts. They pulled up as suddenly as
they had unwisely let out their reserve before. With respect to the panic in October, he
said that the severe pressure in the money market had abated when the bank failures
in Liverpool and the north of England took place, which renewed the alarm. After
describing the great pressure on the banks in the country, the Chancellor said:

“The Bank of England were pressed directly for assistance from all parts of the
country and indirectly through the London bankers, who were called upon to support

PLL v6.0 (generated September, 2011) 141 http://oll.libertyfund.org/title/2238



Online Library of Liberty: A History of Banking in all the Leading Nations, vol. 2 (Great Britain,
Russian Empire, Savings-Banks in the U.S.)

their country correspondents. The country banks required a large amount of notes to
render them sure against possible demands—not so much for payment of their notes
as their deposits. Houses in London were constantly applying to the bank for aid. Two
bill-brokers had stopped, and the operations of two others were nearly paralyzed. The
whole demand for discount was thrown upon the hands of the Bank of England.
Notwithstanding this, the bank never refused a bill which it would have discounted at
another time; but still the large mass of bills which, under ordinary circumstances, are
discounted by bill brokers, could not be negotiated. During this period we were daily,
I may say hourly, in possession of the state of the bank. The governor and deputy
governor at last said that they could no longer continue their advances to support the
various parties who applied to them; that they could save themselves—that is, they
could comply with the law—but that they could not do so without pressing more
stringently on the commercial world. At this crisis a feeling as to the necessity of the
interposition of Government appeared to be generally entertained; and those
conversant with commercial affairs, and least likely to decide in favor of the course
we ultimately adopted, unanimously expressed an opinion that, if some measures
were not taken by the Government to arrest the evil, the most disastrous consequences
must inevitably ensue. Evidence was laid before the Government which proved not
only the existence or severe pressure from the causes I have stated, but also that it was
aggravated in a very great degree by the hoarding on the part of many persons of gold
and bank notes to a very large extent, in consequence of which an amount of
circulation which under ordinary circumstances would have been adequate, became
insufficient for the wants of the community. It was difficult to establish this
beforehand, but the best proof of the fact is in what occurred after we had interfered.
As soon as the letter of the 25th October appeared and the panic ceased, thousands
and tens of thousands of pounds were taken from the hoards, some from boxes
deposited with bankers, although the parties would not leave the notes in their
bankers’ hands. Large parcels of notes were returned to the Bank of England cut into
halves, as they had been sent down into the country; and so small was the real demand
for an additional quantity of notes that the whole amount taken from the bank when
the unlimited issue was given was under £400,000. The restoration of confidence
released notes from their hoards and no more was wanted, for this trifling quantity of
additional notes is hardly worth notice. * * * Parties of every description made
application to us with the observation, ‘We do not want notes, but give us
confidence.” They said: “We have notes enough, but we have not confidence to use
them; say you will stand by us and