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ral principles. respecting it; and, in particular, to

~ point out the important consequences which result from
the different degrees of rapidity in the circulation of
different kinds of circulating medium, and also in the
circulation of the same medium at different periods of
time. ,

The nature of the institution of the Bank of Eng-
land is then explained; the mecessity of maintaining
the accustomed, or nearly the accustomed, quantity of
its notes, however great may be the. fluctuation of its
cash, is insisted on ; ‘and the suspension of its cash pay-
ments is shewn to have resulted neither from a defici-
ency in its resources, nor from a too great extension of
its loans (o government, nor from rashness or improvi-
dence in its directors, but from circumstances which
they had little power of controuling: this event being
one to which a national establishment, like the Bank of
England, ¥s, in some situations of the country, wna-
voidably subject, A
- The manner in which an unfavourable balance of
trade ¢ffects the course of exchange, and in which an

" unfavourable exchange creates an-excess-of the market

price above the mint price of gold, and a profit on the
-exportation of our coin, are the subjects of a succeed-
ing Chapter.

The circumstances, also, which have led to-the mul-
tiplication of our country banks, and the several ad-
vantages and disadoantages of those institutions, are
Jully stated.

The earlier parts of the work having tended to shew
the evil of a too great and sudden diminution of our
circulating medium, some of the latter Chapters are
employed in pointing out the consequences of a tao
great augmentation of it. The limitation of the amount
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of the notes of the Bank of England is shewn to be the
means of restricting the quantity of the circulating
paper of the kingdom, of preventing a rise in the price
of commodities in Great Britain, and of thus extending
our exports and restraining our imports, and render-
ing the exchange more favourable. Some objections to
 the limitation of .the Bank of England paper are like-
" wise stated and answered.

The last Chapter treats of the influence of paper cre-
-dit onsthe price of all the articles of life: a subject,
the dﬁiqultz’es of which are in some degree removed by
the antécedent discussions. »

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

The mode in which the subjects of coin, of paper
credit, of the balance of trade, and of exchanges (sub-
Jects intimately connected with each other), have been
treated by those wrilers, was suggested by the circum-
stances of more early times: and we ought not to be
surprised, if, in treatises necessarily in some degrec
theoretical, or written for the purpose of establishing
a particular truth, certain incidental observations
should not be just, nor even if some main principles
should have been laid down in terms not sufficiently
guarded.

A person who presumes to differ from the authorities
which have been mentioned, and who proposes to cor-
rect the public opinion on the important subject of our
paper credit, ought, undoubtedly, to be very cautious
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AN INQUIRY

INTO THE NATURE AND EFFECTS

OF THX

PAPER CREDIT OF GREAT BRITAIN.

CHAPTER I

Of Commercial Credit. Of Paper Credit, as arising
out of it. Qf Commercial Capital.

OMMERCIAL credit may be defined to be that
confidence which subsists among commercial men

in respect to their mercantile affairs. This confidence
operates in several ways. It disposes them to lend
money to each other, to bring themselves under vari-
ous pecuniary engagements by the acceptance and
- endorsement of bills, and also to sell and deliver goods
in consideration of an equivalent promised to be given
at a subsequent period. Even in that early and rude

: 2



<

state of society, in whnich neither bills nor money are

as yet known, it may be assumed, that if there be

commerce, a certain degree of commercial credit will

also subsist. In the interchange, for example, of com- .
modities between the farmer and the manufacturer, the

manufacturer, probably, will sometimes deliver goods

to the farmer on the credit of the growing crop, in

confidence that’ the farmer will come into possession

~ of the fruits of his labour, and will be either compel-

led by the law of the land, or induced by a sense of

justice, to fulfil his part of the contract when the har-

vest shall be over. In a variety of other cases it must

happen, even in the infancy of society, that one man

will deliver property to his neighbour without recei-

vmg, on the spot, the equivalent which is agreed to

be given in return. It will occasionally be the in-

terest of the one party thus to wait the others con-

venience: for he that reposes the confidence . will -
receive in the price an adequate compensation for the
disadvantages incurred by the risk and the delay. In
a society in which law and the sense of moral duty are
weak, and property is consequently insecure, there
will, of course, be little confidence or credit, and
there will also be little commerce.

This commercial credit is the foundation of paper
credit ; paper serving to express that confidence which
is in the mind, and to reduce to writing those en-
gagements to pay, which might otherwise be merely
verbal. It will hereafter be explained in what manner,
and to how very great a degree, paper credit also spares
the use of the expensive article of gold; and how the
multiplication of paper securities serves to enlarge, con-
firm, and diffuse that confidence among traders, which,
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in some measure, existed independent]y of paper, and
. would, to a certain degree, remain, though paper
should be abolished..

» If there may be a convenience in giving credit in
the mfancy of society, when the interchange of com-
modities is small, there may be, at least, the same
convenience when goods begin to be multlplled when
wealth is more variously distributed, and society is ad-
vanced. ,

The day on which it suits the British merchant to
purchase and send away a large quantity of goods, may
not be that on which he finds it convenient to pay
for them. If it is made.necessary for him to give
ready money in return, he must always have in his
hands a very large stock of money; and for the ex-
pense of keeping this fund (an expense consisting
chiefly in the loss of interest) he must be repaid in the
price of the commodities in which he deals. He avoids
this charge, and also obtains time for preparing and ad-
justing his pecuniary concerns, by buying on credit;
that is to say, by paying for his goods not by money,
but by the delivery of a note in which he promises the
money on a future day. Heis thus set more at liberty
in his speculations : his judgment as to the propriety
of buying or not buying, or of selling or not selling;
and also as to the time of doing either, may be more
freely exercised.

The general principle, accordmg to which the
length of the customary credit in different trades has
adjusted itself, seems clearly to have been that of
mutual advantage and convenience. For example, if
we suppose the merchant importers of any particular
article for home consumption to be generally rich, and
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the retailers of it to be poor—that is, to have a capital
insufficient to enable them to keep the assortment and
stock of goods necessary in their retail commerce—
the credit customarily given by the importers, and
taken by the retail traders, will naturally be long. In
other words, it will be the custom of the importers to
lend part of their capital to the retail dealers, in con-
sideration of an advantage in the price proportionate
to the benefit conferred by the loan. Sometimes two
or more customs prevail, as to the period of credit, in
the same trade; and to each custom there are indi-
vidual exceptions. The deviations from the rule ob-
viously arise out of that principle of mutual advantage
and convenience on which the rule itself has been
founded.

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

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

Mercantile confidence, however, is not always dealt
out in that proportion in which there is reasonable
ground for it. At some periods it has risen to a most
unwarrantable height, and has given occasion to the
most extravagant and hurtful speculations. Of these

“the cases of the Ayr bank, and of the South Sea
scheme, are instances. Evils of this kind, however,
have a tendency to correct themselves. In a country
possessed of commercial knowledge and experience,
confidence, in most instances, will not be misplaced.

Some persons are of opinion, that, when the custom
of buying on credit is pushed very far, and a great
quantity of individual dealings is in consequence car-
ried on by persons having comparatively little pro-
perty, the national commerce is to be considered as
unsupported by a proper capital; and that a nation,
under such circumstances, whatever may be its osten-
sible riches, exhibits the delusive appearance of
wealth.

It must, however, be remembered, that the prac-
tice of buying on credit, in the internal commerce of
the country, supposes the habit of selling on credit
also to subsist; and to prevail, on the whale, in an
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exactly equal degree. In respect Yo the foreign trade

‘of a country, the practice of dealing on credit indicates
poverty or riches, in proportion as the credit generally

taken is longer or shorter than the credit given: The

custom which tradesmen have of selling to the con-

sumers on credit, is also an indication of wealth in the
commercial world: the traders must possess a surplus

of wealth, either their own or borrowed, which bears

an exact ‘proportion to the amount of debts due to

them by the consumers. Thus that practice of trading

on ¢redit which prevails among us, so far as it subsists
between trader and trader, is an indication neither of
wealth nor of poverty in the mercantile body ; so far as
it respects our transactions with foreign countries, is
an indication of extraordinary wealth belonging to the
merchants of Great Britain ; and so far as it respects

the trade between the retailer and the consumer, and

implies a deficiency of wealth in the consumers, and a
proportionate surplus of it among commercial men.

The existing customs imply, that, on the whole, there

isamong our traders a great abundance of wealth.

It may conduce to the prevention of error, in the

- subsequent discussions, to define, in this place, what
is meant by commercial capital. This consists, first,

in the goods (part of them in the course of manufac-

ture) which are in the hands of our manufacturers and

dealers, and are in their way to consumption. The
amount of these is necessarily larger or smaller in
proportion as the general expenditure is more or less
considerable, and in proportion, also, as commodities

pass more orless quickly into the hands of the con-
sumer. It further consists in the ships, buildings,
machinery, and other dead stock maintained for the
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purpose of carrying on our manufactures and com-
merce, under which head may be included the gold
found necessary for the purposes of commerce, but at
all times forming a very small item in this great ac-
count. It comprehends also the debts due to our
traders for goods sold and delivered by them on credit;
debts finally to be discharged by articles of value
given in return..

Commercial capital, let it then be understood, cor~
sists not in paper, and is not augmented by the mul-
tiplication of this medium of payment. In one sense,
indeed, it may be increased by paper. I mean, that
the nominal value of the existing goods may be en-
larged through a reduction which is caused by paper
in the value of that standard by which all property is
estimated. The paper itself forms no part of the
estimate.

This mode of computing the amount of the natnonal
capital engaged in commerce, is substantially the same
with that in which each commercial man estimates
the value of his own property. Paper constitutes, it
is true, an article on the credit side of the books of
some men; but it forms an exactly equal item on the
debit side of the books of others. It constitutes,
therefore, on the whole, neither a debit nor a-credit.
The banker who issues twenty thousand pounds in
notes, and lends in consequence twenty thousand
pounds to the merchants on the security of bills ac-
cepted by them, states himself in his books to be
debtor to the various holders of his notes to the extent
of the sum in question ; and states himself to be the
creditor of the accepters of the bills in his possession
to the same amoeunt. His valuation, therefore, of his
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own property, is the same as if neither the bills nor
the bank notes had any existence. Again; the mer-
chants, in making their estimate of property, deduct
the bills payable by themselves which are in the drawer
of the banker, and add to their estimate the notes of
the banker which are in their own drawer; so that
the valuation, likewise, of the capital of the mer-
chants is the same as if the paper had no existence.
The use of paper does not, therefore, introduce any
principle of delusion into that estimate of property
which is made by individuals. The case of gold, on
the other hand, differs from that of paper inasmuch
as the possessor of gold takes credit for that for which
no man debits himself. The several commercial
capitals of traders, as estimated in their books, would,
unquestionably, be found, if deducted from their other
property and added together, to correspond, in amount
with a general estimate of the commercial stock of
the country, calculated under the several heads already
stated. :

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

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

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

* By the term suitable equivalent, is not intended that equivalent
which an impartial umpire, detarmining according to the strict rule of
equity, might dictate. The equivalent obtained by men dealing in the
way of barter is not exactly of this sort; for that power which the pro-
prictors of 3 scarce and necessary commodity have over the consumers of

3
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pression being deemed necessary in law to make the
bill or the note binding.

Bills of exchange and notes have been hitherto
considered as created only for those simple purposes
for which they seem originally to have been drawn,
and which are professed by the form always used in
drawing them. Both these sorts of paper must now
be spoken of as possessing an additional character,
namely, that of being Discountable Articles, or ar-
ticles which there is an opportunity of converting, at
any time, into money; such a discount or deduction
from the amount of the bill or note as is equal to
the interest upon it, during the period for which it
has to run, being paid as the price of the conversion.
The bills of exchange, which were described as
drawn from York on London, and as serving to
transfer debts, would equally answer that purpose at
whatever date they might be payable. It is custo-
mary, however, to make almost all bills payable at'a
period somewhat distant. Country bankers, for in-
stance, and shopkeepers, who often act in this re-
spect as bankers, indemnify themselves for the trouble
and expense attending the drawing of bills, not by a
commission, but by a protraction of the time at which
the bills are to become payable. Thus is created a
paper credit, which shall remain in existence for per-
haps one or more months, and may serve, during any
part of that time, as a discountable article.

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

aredit.
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eertainly representing any actual property. Suppose
that A sells one hundred pounds worth of goods to
B at six months credit, and takes a bill at six months
for it; and that B, within a month after, sells the
same goods, at a like credit, to C, taking a like bill ;
and again, that C, after another month, sells them to
D, taking a like bill, and so on. There may then,
at the end of six months, be six bills of 100l each
existing at the same time; and every one of these
may possibly have been discounted. Of all these
bills, then, one only represents any actual property.

In the next place it is obvious, that the number of
those bills which are given in consequence of sales
of goods, and which, nevertheless, do not represent
property, is liable to be increased through the ex-
tension of the length of credit given on the sale of
goods. If, for instance, we had supposed the credit
given to be a credit of twelve months instead of six,
1,200!. instead of 600/. would have been the amount
of the bills drawn on the occasion of the sale of
goods; and 1,100/. would have been the amount of
that part of these which would represent no property.

In order to justify the supposition that a real bill
{as it is called) represents actual property, -there
ought to be some power in the bill-holder to prevent
the property which the bill represents, from being
turned to other purposes than that of paying the bill
in question. No such power exists; neither the
man who holds the real bill, nor the man who dis-
counts it, has any property in the specific goods for
which it was given: he as much trusts to the general
ability to pay of the giver of the bill, as the holder of
any fictitious bill does. The fictitious bill may, in
many cases, be a bill given by a person having a large
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and known capital, a part of which the fictitious biil
may be said,. in that case, to represent. The suppo-
sition that real bills represent property, and that fic-
titious bills do not, seems, therefore, to be one by
which more than justice is done to one of these spe-
cies of bills, and something less than justice to the
other.

We come next to some points in whtch they
differ. ‘ .

- First, the fictitious note, or note of accommodation,
is liable to the objection that it professes to be what
it is not.  This objection, however, lies only against
those fictitious bills which are passed as real. In
many cases, it is sufficiently obvious what they are.

Secondly, the fictitious bill is, in general, less hkely
to be punctually pald than the real one. There isa
general presumpnon, that the dealer in fictitious bills
is a man who is a more adventurous speculator than-
he who carefully abstains from them. It follows,
thirdly, that fictitious bills, besides being less safe,
are less subject to limitation as to their quantity. The
extent of a man’s actual sales form some limit to the
amount of his real notes; and, as it is highly desirable
in commerce that credit should be dealt out to all
persons in some sort of regular and due proportion,
the measure of a man’s actual sales, certified by the
appearance of his bills drawn in virtue of those sales,
is some fule in the case, though a very imperfect one
in many respects. .

A fictitious bill, or bill of accommodation, is evi-
dently, in substance, the same as any common pro-
missory note; and even better, in this respect,—that
there is but one security to the promissory note,
whereas, in the case of the bill of accommodation,
. & . )
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there are two. So much jealousy subsists lest traders
should push their means of raising money too far,
that paper, the same in its general nature with that
which is given, being the only paper which can be
given, by men out of business, is deemed somewhat
discreditable when ¢oming from a merchant. And
because such paper, when in the merchant’s hand,
necessarily imitates the paper which passes on the
occasion of a sale of goods, the epithet fictitious has
been cast upon it; an epithet which bas seemed to
countenance the confused and mistaken notion, that
there is something altogether false and delusive in the
nature of a certain part both of the paper and of the
apparent wealth of the country.

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

The practice of creating a paper credit, by drawing
and redrawing, has been particularly described by Dr.
Adam Smith ; and is stated by him to have a tendency
which is very ruinous to the party resorting to it.
This practice, however, is often carried on at much
less expense to those engaged in it than Dr. Smith
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imagines. A, for instance, of London, draws a bill
at two months on B, of Amsterdam, and receives im-
mediate money for thebil. B enables himself to pay
the bill by drawing, when it is nearly due, a bill at
two months on A for the same sum, which bill he
sells or dxscounts, and A again finds the means of
payment by again drawiog a bill, at twa months, an
B. The transaction is, in substance, obvlopsly the
same as if A and B had borrowed on their joint secu-
rity, the sum in questnon for six months. The ground
on which transactions of this sort have been stated by
Dr. Adam Smith to be ryinous is, that of the heavy
- expense of a commission on every bill drawn, which
is paid by him who raises money in this manner. If,
. for instance, one half per cent. is the commission,
and the bills are drawn at two months, and a discaunt
of five per cent. per annum is paid, the money is
raised at an interest of eight per cent. Such transac-
tions, however, are often carried on akemately for the
benefit of each of the two parties; that is to say, at
one time the transaction is on the account of A, who
pays a commission to B; at another it is on the ac-
count of B, who pays a commission to A. Thus each
party, on the whole, gains about as much as he pays
in the shape of such commissions; and the discount
in turning the bill into money, Wthh is the same as
that on any other bill, may, therefore, be considered
~as the whole expense incurred. Money may be
raised in this manner at an interest of .only five per
cent. In the case recently proposed, the drawing and
re-drawing were imagined to be only between A, of
London, and B, of Amsterdam. This practice, how-
ever, is often carried on between three or more parties
drawing from three or more places. In such case,
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the draft is drawn on the place on which the existing
course of exchange shews that it will best answer to
‘draw it. An operation of this sort may obviously be
carried on partly for the purpose of raising money, and
partly for that of profiting by a small turn in the ex-
change. Transactions which are the converse to this,
are, on the other hand, entered into by those who hap-
pen to possess ready money. They remit, if the ex-
‘change seems to favour their remittance, and draw in
consequence of having remitted. To determine what
bills are fictitious, or bills of accommodation, and what
are real, is often a point of difficulty. Even the draw-
ers and remitters themselves frequently either do not
know, or do not take the trouble to reflect, whether
the bills ought more properly to be considered as of
the one class or of the other; and the private dis-
counter, or banker, to whom they are offered, still
more frequently finds the credit of the bills to be the
only rule which it is possible to follow in Judgmg
‘whether he ought to discount them.
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CHAPTER IIL

Of circulating’ Paper. Qf Bank Notes. Qf Bills
considered as czrculatmg Paper. Different Degrees
of Rapidity in the Circulation of different Sorts qf
circulating Medium, and of the same Sort of cir-
culating Medium at different Times. Error of
Dr. A. Smith. Difference in the 2uantities wanted
Jor effecting the Payments of a Country in Conse-
quence of this Difference of Rapidity. Proof of
this taken from Events of 1793. Fallacy involved
in the Supposition that Paper Credit might be abo-
lished.

E proceed next to speak of circulating paper,

and first of Notes payable to Bearer on De-

mand, whether issued by a public bank or by a private
banker.

When conﬁdence rises to a certain height in a

country, it occurs to some persons, that profit may

be obtained by issuing notes, which purport to be
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exchangeable for money; and which, through the
known facility of thus exchanging them, may circulate
in its stead; a part only of the money, of which the
notes supply the place, being kept in store as a pro-
vision for the current payments. On the remainder
interest is gained, and this interest constitutes the
profit of the issuer. Some powerful and well accre-
dited company will probably be the first issuers of
paper of this sort, the numerous proprietors of the
 company exerting their mﬂuence, for the sake of the
dividends ‘which they expect, in giving currency to
the new paper credit. The establishment of a great
public bank has a tendency to prowmote the institution
of private banks. The public bank, obliged to pro-
vide itself largely with money for its own payments,
becomes a reservoir of gold to which private banks
~ may resort with little difficulty, expense, or delay, for

“the supply of their several necessities.

Dr. A. Smith, in his chapter on Paper Credit, con-
siders the national stock of money in the same light
with those machines and instruments of trade which
require a certain expense, first, to erect, and after-
wards to support them. And he proceeds to observe,
that the substitution of paper, in the room of gold
and silver coin, serves to replace a very expensive
instrument of commerce with one much less costly,
and sometimes equally convenient. ¢ Thus,” he
says, * a banker, by issuing 100,000L in notes, keep-
“ ing 20,000 in hand for his cufrent payments, cayses
<« 20,0000 in gold and silver to perform all the func-
« tions which 100,000/. would otherwise have per-
« formed ; in consequence of which, 80,000L. of gold
s and silver can be spared, which will not fail to be
«¢ exchanged for forcign goods, and become a new
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*« fund for a new trade, producmg profit to the coun-
« tl'y M %

Dr. Smith, although he discusses at some ]ength
the subject of Paper Circulation, does not at all ad-
vert to the tendency of bills of exchange to spare the
use of bank paper, or to their faculty of supplying its
place ih many cases.

In the former chapter it was shewti that bills,
though professedly drawn for the purpose of ex-
changing a debt due to one person for a debt due to -
another, are, in fact, created rather for the sake of
serving as a discountable article, and of forming a
provision against contingencies; and that, by being
at any time convertible into cash (that is, into either
money or bank notes) they render that supply of cash
which is necessary to be kept in store much less con-
siderable.

But they not only spare the use of ready money,
they also occupy its place in many cases. Let us
imagine a farmer in the country to discharge a debt

* Dr. Smith, in confirmation of this, remarks how greatly Scotland
had been enriched in the twenty-five or thirty years preceding the time at
which he wrote, by the erection of new banks in almost every conside-
rable town, and even in some country villages, the effects having been,
as he affirms, precisely those which he hid described. The trade of
Glasgow he states to havé been doubled in about fifteen years after the
erection of its first bank, and the tradé of Scotland to be thought to have
been more than quadrupled since the first erection of its two first public
banking companies. This effect, indeed, he conceives to be too great to
be accounted for by that causé alone ; though he deems it indisputable,
that the banks have essentially contributed to the augmentation of the
trade and industry of Scotland. The gold and silver of Scotland, circu-
lating before the union, is estimated by him at full a million ; the quan-
tity since the union at less than half a million ; and the paper circulating
in-Scotland since the union at about one million and a half.
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Bills, however, and especially those which are
drawn for large sums, may be considered as in general
circulating more slowly than either gold or bank notes,
and for a reason which it is material to explain. Bank
notes, though they yield an interest to the issuer, af-
ford none to the man who detains them in his posses-
sion; ‘they are to him as unproductive as guineas. The
possessor of a bank note, therefore, makes haste to
part with it. The possessor of a bill of exchange pos-
sesses, on the contrary, that which is always growing
more valuable. The bill, when it is first drawn, is
worth something less than a bank note, on account of -
its not being due until a distant day ; and the first re-
ceiver of it may be supposed to obtain a compensation
for the inferiority of its value in the price of the article
with which the bill is purchased. When he parts with

_it, he may be considered as granting to the next re-
ceiver a like compensation, which is proportionate to
the time which the bill has still to run.  Each holder
of a bill has, therefore, an interest in detaining it.

Bills, it is true, generally pass among traders in the
country without there being any calculation or regu-
lar allowance of discount; the reason of which circum-
stance is, that there is a generally understood period
of time for which those bills may have to run, which,
according to the custom of traders, are accepted as
current payment. If any bill given in payment has a
longer time than usual to run, he who receives it is
considered as so far favouring the person from whom
he takes it ; and the favoured person has to compen-

ently full acquaintance with the several kinds of paper credit ; and, in
particular, to remove, by a considerable detail, the prevailing errors re-
specting the nature of bills, before it could be pomblc to reasgn properly
upon the effects of paper credit.

5



34

sate for this advantage, not, perhaps, by a recompence
of the same kind accurately calculated, but in the ge-
neral adjustment of the pecuniary affairs of the two
parties.

This quality in bills of exchange (and it might be
added of interest notes, &c.) of occupying the place of
bank paper, and of also throwing the interest accruing
during their detention into the pocket of the holder,
contributes greatly to the use of them. The whole
trading world may be considered as having an interest
in encouraging them. To possess some article which,
so long as it is detained, shall produce a regular in-
terest, which shall be subject to no fluctuations in
pnce, Wthh . by the custom of commerce, shall pass
in certain cases as a payment, and shall likewise be
convertible into ready money by the sacrifice of a small
discount, is the true policy of the merchant. Goods
will not serve this purpose, because they do not grow
more valuable by detention; nor stocks, because,
though they yield an interest, they fluctuate much in
value ; and, also, because the expense of brokerage is
incurred in selling them, not to mention the inconve-
niences arising from the circumstance of their being
transferable only in the'books of the Bank of England.
Stocks, however, by bemg at all times a saleable and -
ready money article, are, to a certain degree, held by
persons in London on the same principle as bills, and
serve, therefore, in some measure, like bills, if we
consider these as a discountable article, to spare the
use of bank notes. Exchequer bills will hot fully an-
swer the purpose, because there is a commission on
the sale of these, as on the sale of stocks; and because,
not to speak of some other inferior objections to them,
they fluctuate, in some small degree, in price.
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Bnlls, since they circulate chiefly among the trading
world, come little under the observation of the public.
The amopnt of bills in existence may yet, perhaps, be
at all times greater than the amount of all the bank
notes of every kind, and of all the circulating guineas.*

The amount of what is called the circulating me-
dium of a country has been supposed by some to bear
a regular proportion to the quantity of trade and of
payments. It has, however, been shewn, that such
part of the circulating medium as yields an interest to
the holder will effect much fewer payments, in pro-
portion to its amount, than the part which yields to
the holder no interest. A number of country bank
notes, amounting to 100/. may, for instance, effect on
an average one payment in three days; while a bill of
1C0L. may, .through the disposition of each holder to
detain it, effect only one payment in nine days.

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

He says, « The whole paper money of every kind
¢ which can easily circulate in any country, never can
« exceed the value of the gold and silver of which it
<« supplies the place, or which (the commerce being
« supposed the same) would circulate there, if there
‘“ was no paper money.”

.® Liverpoal aml Manchelter effect the whole of their larger mercantile
payments not by country bank notes, of which none are issued by the
banks of those places, but by bills at one or two months date, drawn on
London. The bills annually drawn by the banks of each ef those towns
;nll;nnt to many mllhons. The banks obtain a small commissien on these

1 .
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Does Dr. Smith mean to include, in his idea of ¢ the
« whole paper money of every kind which can easily
« circulate,” all the bills of exchange of a country,
or does he not? And does he also include interest
notes, exchequer bills, and India bonds, and those
other articles which very much resemble bills of ex-
change? In an earlier part of his chapter, he has this
observation : ¢ There are different sorts of paper mo-
“ ney; but the circulating notes of banks and bank-
“ ers are the species which is best known, and which
‘ seems best adapted for this purpose.” We are led
to judge by this passage, and also by the term * paper
« money of every kind” in the passage before quoted,
that it was his purpose to include bills of exchange;
on the other hand, if all the bills of exchange of a
country are to be added to the bank notes which eir-
culate, it becomes then so manifest, that the whole of
the paper must be more than equal to the amount of
the money which would circulate if there were no
paper, that we feel surprised that the erroneousness
of the position did not strike Dr. Smith himself. He
introduces, indeed, the qualifying word  easily;” he
speaks of ¢ the whole paper money of every kind
“ which can easily circulate.” But this term, as I
apprehend, is meant only to refer to an easy, in con- °
tradistinction to a forced, paper circulation ; for it is
on the subject of a forced circulation that a great part
of his observations turn. He seems, on the other
hand, to have paid no regard to the distinction on
which I have dwelt, of a more slow and a more rapid
* circulation; a thing which is quite different from an
easy and adifficult circulation. He appears, in short,
not at all to have reflected how false his maxim is ren-
dered (if laid down in the terms which he has used)
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both by the different degrees of rapidity of circulation
which generally belong to the two different classes of
paper of which I have spoken, and also by the diffe-
rent degrees of rapidity which may likewise belong
to the circulation of the same kinds of paper, and even
of the same guineas, at different times.

The error of Dr. Smith, then, is this:—he repre-
sents the whole paper, which can easily circulate
when there are no guineas, to be the same in quan-
tity with the guineas which would circulate if there
were no paper ; whereas, it is the quantity not of « the
« thing which circulates,” that is, of the thing which
is capable ‘of circulation, but of the actual circulation
which should rather be spoken of as the same in both
cases. . The quantity of circulating paper, that is, of
paper mpable of circulation, may be great, and yet the
quantity of actual circulation may be small, or vice
versa. The same note may either effect ten payments
in ong day, or one payment in ten days; and one note,
therezn‘e, will effect the same payments in the one
case, which it would require a hundred notes to effect
in the other.

I bave spoken of the different degrees of rapidity in
the circulation of different kinds of paper, and of the
consequent difference of the quantity of each which is
wanted in order to effect the same payments. I shall
speak next of the different degrees of rapidity in the
circulation of the same medium at different times : and,
first, of bank notes.

The causes which lead to a variation in the rapidity
of the circulation of bank notes may be several. In
general, it may be observed, that a high state of con-
fidence serves, to quicken their circulation; and this
happens upon a principal which shall be fully ex-
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plained. It must be premised, that by the phrase a
more or less quick circulation of notes, will be meant
a more or less quick circulation of the whole of them
on an average. Whatever increases that reserve, for
instance, of Bank of England notes which remains in
the drawer of the London banker as his provision a-
gainst contingencies, contributes to what will here be
termed the less quick circulation of the whole. Now
a high state of confidence contributes to make men
provide less amply against contingencies. At such a
time, they trust, that if the demand upon them fora
payment, which is now doubtful and contingent,
should actually be made, they shall be able to provide
for it at the moment; and they are loth to be at the

“expense of selling an article, or of getting a bill dis-
counted, in order to make the provision much before
the period at which it shall be wanted. When, on
the contrary, a season of distrust arises, prudence
suggests, that the loss of interest arising from a de-
tention of notes for a few additional days sholild not
be regarded.

It is well known that guineas are hoarded in tlmes
of alarm, on this principle. Notes, it is true, are not
hoarded to the same extent; partly because notes are
not supposed equally likely, in the event of any gene-
ral confusion, to find their value, and partly because
the class of persons who are the holders of notes is
less subject to weak and extravagant alarms. In dif-
ficult times, however, the disposition to hoard, or ra-
ther to be largely provided with Bank of England
notes, will perhaps, prevail in no inconsiderabledegree.

This remark has been applied to Bank of England
notes, because these are always in high credit; and it
ought, perhaps, to be chiefly confined to these. They
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- constitute the coin in which the great mercantile pay-
ménts in London, which are payments on account of
- the whole country, are effected. If, therefore, a dif-
ficulty in converting bills of exchange into notes is
apprehended, the effect both on bankers, merchants,
and tradesmen, is somewhat the same as the effect of
an apprehension entertained by the lower class of a
difficulty in converting Bank of England notes or
bankers’ notes into guineas. The apprehension of
the approaching difficulty makes men eager to do that
to-day, which otherwise they would do to-morrow.
‘The truth of this observation, as applied to Bank
of England notes, as well as the importance of at-
tending to it, may be made manifest by adverting to
the events of the year 1793, when, through the failure
of many country banks, much general distrust took
place. The'alarm, the first material one of the kind
which had for a long time happened, was extremely
great. It does not appear that the Bank of England
notes, at that time in circulation, were fewer than
usual. Tt is certain, however, that the existing num-
ber became, at the period of apprehension, insufficient
for giving punctuality to the payments of the metro-
polis; and it is not to be doubted, that the insufficien-
cy must have arisen, in some measure, from that slow-
ness in the circulation of notes, naturally attending an
alarm, which has been just described. Every one
fearing lest he should not have his notes ready when
the day of payment should come, would endeavour to
provnde himself with them somewhat beforehand. A
few merchants, from a natural though hurtful timidi-
ty, would,keep in their own hands some of those
notes, which, in other times, they would have lodged
with their bankers; and the effect would be, to cause
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the same quantity of bank paper to transact fewer
payments, or, in-other words, to lessen the rapidity
of the circulation of notes on the whole, and thus to
increase the number of notes wanted. Probably, also,
some Bank of England paper would be used as a sub-
stitute for country bank notes suppressed.

The success of the remedy which the parhament
administered, denotes what was the nature of the evil.
A loan of exchequer bills was directed to be made to
as many mercantile persons, giving proper security,
as should apply. It is a fact, worthy of serious atten-
tion, that the failures abated greatly, and mercantile
credit began to be restored, not at the period when
the exchequer bills were actually delivered, but at a
time antecedent to that zra. It also deserves notice,
that though the failures had originated in an extraor-
dinary demand for guineas, it was not any supply of
gold which effected the cure. That fear of not being
able to obtain gumeas, which arose in the country,
led, in its consequences, to an extraordinary demand
for bank notes in London ; and the want of bank notes
in London became, after a time, the chief evil. The

.very expectation of a supply of exchequer bills, that
is, of a supply of an article which almost any trader
might obtain, and which it was known that he might
then sell, and thus turn into bank notes, and after
turning into bank notes might also convert into gui-
neas, created an idea of general solvency. This ex-
pectation cured, in the first instance, the distress of
- London, and it then lessened the demand for guineas
in the country, through that punctuallty in effecting
the London payments which it produced, and the
yniversal confidence which it thus msplred The sum
permitted by parliament to be advanced in exchequer
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bills was five millions, of which not ove half was taken.
Of the sum taken, no part was lost. On the contrary,
the small compensation, or extra interest, which was
paid to government for lending its credit (for it was
mere credit, and not either money or bank notes that
the government advanced), amounted to something
more than was necessary to defray the charges, and a
small balance of profit accrued to the public. For
this seasonable interference, a measure at first not
well understood and opposed at the time, chiefly on
the ground of constitutional jealousy, the mercantile
as well as the manufacturing interests of the .country
were certainly much indebted to the parliament, and
to the government.* .

That a state of distrust causes a slowness in the cir-
culation of guineas, and that at such a time a greater

® The commissioners named in the act btate in their report, ¢ that the
¢t knowledge that loans might have been obtained, sufficed, in several in-
« gtances, to render them unnecessary; that the whole number of applica-
¢ tions was three hundred and thirty.two, for sums amounting to
« [.3,855,624; of which two hundred and thirty-cight were granted,
¢ amounting to [.2,202,000; forty-five for sums to the amount of
¢¢ £.1,215,100 were withdrawn 3 and forty-nine were rejected for various
¢ reasons. That the whole sum advanced on loans was paid, a consi-
4 derable part before it was due, and the remainder regularly at the stated
¢ periods, without appareant difficulty or distress.”

They observe that, ¢¢ the advantages of this measure were evinced by
% a gpeedy restoration of confidence in mercantile transactions, which pro-
# duced a facility in raising money that was presently felt, not only in
¢ the metropolis, but through the whole extent of Great Britain. Nor
“ was the operation of the act less beneficial with respect to a variety of
¢ eminent manufacturers, who, baving iz a great degree suspended their
¢ auorks, were enabled to resume them, and to afford employment toa
¢ number of workmen who must otherwise have bcen thrown on the
* public.” - - - L s

6
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quantity of money will be wanted in order to effect
only the same money payments, is a position which
scarcely needs to be proved. Some observations, how-
ever, on this subject may not be useless. When a
season of extraordinary alarm arises, and the money of
the country in some measure disappears, the guineas,
it is commonly said, are hoarded. In a certain degree
this assertion may be literally true. But the scarcity
of gold probably results chiefly from the circumstance
of a considerable variety of persons, country bankers,
shopkeepers, and others, augmenting, some in a
smaller and some in a more ample measure, that sup-.
ply which it had been customary to keep by them.
The stock thus enlarged is not a fund which its pos-
sessor purposes, in no case, to diminish, but a fund
which, if he has occasion to lessen it, he endeavours,
as he has opportunity, to replace. It is thus-that a
more slow circulation of guineas is occasioned: and
the slower the circulation, the greater the quantity
wanted, in order to effect the same number of money
payments.

Thus, then, it appears, that the sentiment which
Dr. Smith leads his readers to entertain, namely,
that there is in every country a certain fixed quantity
of paper, supplying the place of gold, which is all
that  can easily circulate” (or circulate without being
Jorced into circulation), and which is all (for such,
likewise, seems to be the intended inference) that
should ever be allowed to be sent into circulation, is,
‘in a variety of respects, incorrect. The existence of
various hoards of gold in the coffers of bankers, and
of the Bank of England, while there are no corres-
ponding hoards of paper, would of itself forbid any
thing like accurate comparison between them. Many



43

additional, though smaller, circumstances might be
mentioned as contributing to prevent the quantity of
notes which will circulate from being the same as the
quantity of gold which would - circulate if there were
no notes; such as their superior convenience in a va-
riety of respects, the facility of sending them by post,
‘the faculty which they have of being either used as
‘guineas, or of supplying the place of bills of exchange,
and furnishing a remittance to distant places.

- There is a further objection to the same remark of
Dr. Smith. It would lead an uninformed person to
conceive, that the trade of a country, and of this coun-
‘try in particular, circumstanced as it now is, might
be carried on altogether by guineas, if bank notes
of all kinds were by any means annihilated. It may
‘already have occurred, that if bank paper were abo-
lished, a substitute for it would be likely to be found, to
a certain degree, in bills of exchange; and that these,
on account of their slower circulation, must, in that
-case, be much larger in amount than the notes of
“which they would take the place. But further; if
‘bills and bank notes were extinguished, other substi-
tutes than gold would unquestionably be foynd. Re-
course would be had to deviees of various kinds by
which men would save themselves the trouble of
‘eounting, welghmg, and transporting guineas, in all
the larger operations of commerce, so that the amount
of guineas brought into use would not at all corres-
pond with the amount of the bills and notes suppres- -
sed. Banks would be instituted, not- of the descrip-
tion which now exist; but of that kind and number
which should serve best to spare both the trauble of
gold, and the expense incurred by the loss of interest
upon the quantity of it in possession. Merely by
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the transfer of the debts of one merchant to another,
in the books of the banker, a large portion of what
are termed cash payments is effected at this time
without the use of any bank paper,* and a much
larger sum would be thus transferred, if guineas were
the only circulating medium of the country. Credit
would still exist; credit in books, credit depending
on the testimony of witnesses, or on the mere verbal
promise of parties. It might not be paper credit;
but still it might be such credit as would spare more
or less, the use of guineas. It might be credit of a
worse kind, less accurately dealt out in proportion to
the desert of different persons, and therefore, in some
instances, at least, stiJl more extended; it might be
credit less contributing to punctuality of payments,
and to the due fulfilment of engagements; less con-

* The following custom, now prewailing among the bankers within the
city of London, may serve to illustrate this observation, and also to shew
the strength of the disposition which exists in those who are not the issu-
ers of bank notes to spare the use both of paper and guineas. It is the
practice of each of these bankers to sénd a clerk, at an agreed hour in the
afternoon, to a room provided fortheir use. Each clerk there exchanges
the drafts on other bankers received at his own house, for the drafts on his
own house reccived at the house of other bankers. The balances of the
several bankers are transferred in the same room from ene to ariother, in
a manner which it is unnecessary te explain in detail, and the several ba-
lances are finally wound up by each clerk into one balance. The diffe-
rence between the whole sum which each banker has to pay to all other
city bankers, and the whole sum' which he has to receive of all other city
bankers, is, therefore, all that is discharged in bank notes or money; a
difference much less in its amount than the seweral differences would be
equalto. This device, which serves to spare the use of bank notes, may
suggest the practicability of a great variety of contrivances for sparing the
use of gold, to which men having confidence in each other would naturally
vetort, if we could suppose bank paper to be abolished.



ducive to the interests of trade, and to the cheapen-
ing of articles; and it would, perhaps, also be credit
quite as liable to interruption on the occasion of any

sudden alarm or material change in the commertial
prospects and circumstances of the country.



CHAPTER 1V.

Observations of Dr. Smith respecting the Bank of Eng-
land. Of the Nature of that Institution. Reasons
Jor never greatly diminishing its Notes. Its Liabi-
Lty to be -exhausted of Guineas. The Suspension
of its Cash Payments not owing to tao great Issue
of Paper, nor to too great Loans. Propriety of
parliamentary Interference.

R. Adam Smith, after laying down the principle
which has been lately animadverted on, * that

¢ the quantity of paper which can easily circulate in
‘“ a country never can exceed the gold and silver
« which would circulate if there were no paper,” pro-
ceeds to observe, that the Bank of England, * by issu-
“ ing too great a quantity of paper, of which the ex-
 cess was continually returning, in order to be ex-
« changed for gold and silver, was, for many years to-
« gether, obliged to coin gold to the extent of between
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* eight hundred thousand pounds and a million a year.
« For this great coinage the bank was frequently
« obliged to purchase gold bullion at 4/ an ounce,
¢¢ which it soon after issued in coin at 3/. 17s. 101d.
“¢ an ounce, losing two and a half and three per cent.
“ on the coinage.” Dr Smith probably could not be
acquainted with the secret of the actual quantity of
those bank notes, of the number of which he com-
plains ; he must, therefore, have taken it for granted,
that they were what he terms excessive, on the
ground of the price of gold being high, and the coin-
age great. He does not proced, in any respect, to
guard or to limit the observation in question; an ob-
servation which, when thus unqualified, may lead the
reader to suppose, that whenever the bank finds itself
subjected to any great demand for gold in conseéquence
of a high price of bullion, the cause of this evil is an
excess of circulating paper, and the remedy a reduc-
tion of bank notes. There is also danger, lest it
should be conceived, that if the remedy should appear
to fail, it can fail only because the reduction is not suf-
ficiently great. '

The point of which we are'speaking is of great im-
portance, and will be the subject of much future dis-
cussion. One object of the present and succeeding
Chapter will be to shew, that, however just may be
the principle of Dr. Smith when properly limited and
" explained, the reduction of the quantity of Bank of
England paper is by no means a measure which ought
to be resorted to on the occasion of every demand
upon the bank for guineas arising from the high price
of bullion, and that such reduction may even aggra-
vate that sort of rise which is caused by an alarm in
the country.
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It will be proper, first, to describe the nature of
the institution of the Bank of England, and the rela-
_tion in which it stands to the public, in this detail,
the event of the late stoppage of its cash payments
will be particularly noticed.

Bills are drawn on London from every quarter of
the kingdom, and remittances are sent to the metro-
polis to provide for them, while London draws no
bills, or next to none, upon the country. London is,
in this respect, to the whole island, in some degree,
what the centre of a city is to the subugbs. The tra-
ders may dwell in the suburbs, and lodge many goods'
there, and they may carry on at home a variety of
smaller payments, while their chief cash account is
with the banker, who fixes his residence among the
other bankers, in the heart of the city. London also
is become, especially of late, the trading metropolis
of Europe, and, indeed of the whole world ; the fo-
reign drafts, on account of merchants living in our
out-ports and other trading towns, and carrying on’
business there, being made, with scarcely any excep-
tions, payable in London. The metropolis, moreover,
through the extent of its own commerce, and the
greatness of its wealth and population, has immense’
receipts and payments on its own account; and the
circumstance of its being the seat of government, and
the place where the public dividends are paid, serves’
to increase its pecuniary transactions. The practice,
indeed, of transferring the payments of the country to
London being once begun, was likely to extend itself.
For, in proportion as the amount and number of pay-
ments and receipts is augmented in any one particular
place, the business of paying and receiving is more
easily and cheaply transacted, the necessary guineas -
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becoming fewer in proportion to the sums to be re.
ceived and paid, and the bank notes wanted, though
- increasing on the whole, becoming fewer in propor-
tion also. On the punctuality with which the accus-
tomed payments of London are effected, depends,
therefore, most essentially the whole commercial cre-
dit of Great Britain. The larger London payments
are effected exclusively through the paper of the
Bank of England; for the ‘superiority of its credit ‘is
such, that, by common agreement among the bankers,
whose practice, in. this respect, almost invariably
guides that of other persons, no note of a private
house will pass in payment as a paper circulation in
London.

The bank has a capntal of near twelve millions, to
which it has added near four millions of undivided
profits or savings: all this capital and savings must be
lost before the ereditors can sustain any loss.

The bank of England is quite independent of the
executive government. It has an interest, undoubt-
edly (of the same kind with that of many private in-
dividuals), in the maintenance of our financial as well
as commercial credit. It is also in the habit of lend-
ing out a large portion of its ample funds on govern-
ment securities of various kinds, a comparatively small
part only, though a sum not small in itself, being lent
to the merchants in the way of discount. The ground
on which the bank lends so much to government is
clearly that of mutual convemence, as well as long ha-
bit. It is the only lender in the country on a large
‘scale; the government is the only borrower on a scale
equally extended; and the two parties, like two whole-
sale traders in a town, the one the only great buyer,
and the other the only great seller of the same article,

7
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naturally deal much with each other, and have compa
ratively small transactions with those who carry on
only a more contracted business. The bank, more-
“over, in time of peace, is much benefited by lending
to government. It naturally, therefore, continues
those loans, during war, which it had been used to
grant at all antecedent periods. It occasionally fur-
nishes a considerable sum to the East India company.
If, indeed, it lent more to the merchants during war,
and less to the government, the difference would not
be so great as might, perhaps, at first view be sup-
posed. If, for instance, it furnished a smaller sum
on the security of exchequer bills, that article might
then be supposed to fall in price, or, in other words,
to yield a higher and more tempting interest; and the
bankers, in that case, would buy more exchequer
bills, and would grant less aid to the merchants; they
would, at least, in some degree, take up whicheves
trade the Bank of England should relinquish. The
preference given by the bank to the government se-
curities, is, therefore, no symptom of a want of in-
dependence in its directors: they are subject, in a
much greater degree, to their own proprietors than
to any administration. The strong manner in which
the directors of the bank * at the time antecedent to
the suspension of their cash payments, insisted on
having four millions and a half paid up to them by the
government—a payment which, though demanded at
a very inconvenient time, was accordingly made—may
be mentioned as one sufficiently striking mark of the

*® See the correspondence of the bank on this subje&, in the Appendix
to the Report of the House of Commons respe&ing the order of council
for autherising the-suspension of the cash payments of ths bank.
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independénce of that company. There is, however,
another much more important circumstance to be no-
ticed, which is conclusive on this subject. The go-
vernment of Great Britain is under little or no tempt-
ation either to dictate to the Bank of England, or to
lean upon it in any way which is inconvenient or dan-
gerous to the bank itself. The minister has been able
to raise annually, without the smallest difficulty, by
means of our funding system, the sum of no less than
between twenty and thirty millions. The govern- -
ment, therefore, is always able to lessen, by a loan
from the public, if it should be deemed necessary, the
amount of its debt running with the bank. To sup-

ose that bank notes are issued to excess, with a view
to furnish means of lending money to the minister, is,
in a high degree, unreasonable. The utmost sum
which he could hope to gain in the way of loan from
the bank, by means of an extraordinary issue of bank-
notes, could hardly be more than four or five millions;
and it is not easy to believe, that a government which
can raise at once twenty or thirty millions, will be
Tikely, for the sake of only four or five millions (for
the loan of which it must pay nearly the same interest
as for a loan from. the public), to derange the system,
distress the credit, or endanger the safety of the Bank’
of England.* This banking company differs in this
most important point from every one of those national
banks, which issue paper, on the continent. . I un-
derstand that the banks of Petersburgh, Copenhagen,
~ Stockholm, Vienna, Madrid, and Lisbon, each of
which issues circulating notes, which pass as cur-

® The same remark has been made in a short pamphlet lately published’
by Sir Francis Baring.

aptin
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merchants, the enemy, by their requisitions, may draw it from the mer-
chants 3 and by thus incapacitating the merchants to pay their debts .to
the bank, may cause the failure of the bank.
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ing, or with not further adding to, the evil. The ex-.
pectation of the people on the continent, therefore,
generally is, that the paper, which is falling in value,
will, in better times, only cease to fall, or, if it rises, -
will experience only an immaterial rise, and this ex-
pectation serves of course to accelerate its fall. Hence
it has happened, that in all the places of Europe, of
which mention has been made, there exists a great
and established, and, generally, an increasing discount
or agio between the current coin and the paper mo-
ney of the kingdom. Nor, indeed, is this all : several
of the governments of Europe have not only extended
their paper in the manner which has been described,
but have, besides this, depreciated, from time to time,
their very coin; and thus there has been a two-fold
cause for a rise in the nominal price of their commo-
dities when exchanged with the current paper. There
is, therefore, a fundamental difference between the
nature of the paper of the Bank of England, and that
of all the national or government banks on the conti-
nent. No one supposes that the English guinea con-
tains less and less gold than heretofore, through frauds
practlsed by government in the coinage; and as
little is it to be suspected that the Bank of Eng]and
paper is about to be depreciated by an excessive issue
either ordered or needed by the government. Thereis, -
moreover, at present, this further ground for assuming
that the issue of Bank of England notes is not likely.
to be excessive,—that it has lately become a practice
to make. the number of them public Their quan-
_tity, as it now appears, has never, in any short time,
varied very greatly ; has seldom, i in Iate years, been -
below ten or eleven millions, even when no one pound
and two pound notes were issued ; and has at no mo-




54

ment exceeded the sum of about fifteen millions and’
a half, including two millions and a half of one pound’
and two pound notes. It is not impossible that the
discredit into which the paper of the government
banks of the continent of Europe has fallen, into
which also the paper of the American banks sunk at
the time of the American war, through the same ex-
tension of its issues by the then American govern-
ment ; and also that the total annihilation of the paper
issued by the successive French revolutionary govern-
ments, may have, in some degree, contributed, though
most unjustly, to that fall in the exchange which Great‘
Britain has experienced. Foreigners not adverting to.
that independence of the Bank of England, the
grounds of which have been stated, and misled pos-
sibly by the abundant misrepresentations which have
taken place in this country, may have thought that it
was the government which, by its loans, involved the
bank in difficulties, (a point which shall be discussed'
presently) and that the bank is merely an instrument
in the hands of the government; an instrument which
may be turned, as the government banks on the con-
tinent have been, to the purpose of i lssulng notes to
an extravagant extent. If such should, in any degree,
be their sentiment, it would be just in them to infer
from thence, that the Bank of England notes are not
unlikely to fall in their value in the same manner as
the notes of the continental banks. An unwillingness
to leave jn this country whatever sums they may have
a right to draw from us (sums probably small in the
whole) may have been the consequence of this fear,
and a great unwillingness to trust with us even a small
quantlty of property, may happen to cause, under
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eertain circumstances, a considerable fall in the ex-
change.

It may be mentioned as an additional ground of con-
fidence in the Bank of England, and as a circumstance
of importance in many respects, that the numerous
proprietors wha chuse the directors, and have the
power of controlling them (a power of which t}’uey
have prudently forborne to make any frequent use),
are men whose general stake in the country far ex-
ceeds that particular one which they have in the stock
of the company. They are men, therefore, who feel
themselves to be most deeply interested not merely in
the increase of the dividends or in the maintenance
of the credit of the Bank of England, but in the support
of commereial as well as of pubhc credit in "general.
There is, indeed, both among them an® among the
whole commercial world, who make so large a por-
tion of this country, a remarkable determination to
sustain credit, and especially the credit of the bank;
and this general agreement to support the bank is one
of the pillars of its strength, and one pledge of its
safety. The proprietors of it themselves are not likely
to approve of any dangerous extension even of their
own paper; both they and the directors know the
importance of confining the bank paper, generally
speaking, within its accustomed limits, and must ne-
cessarily be supposed to prefer its credit, and the pa-
per credit of the nation, to the comparatively trifling
consideration of a small increase in their own divi-
dends; an increase which would prove delusory, if it |
should arjge from that extravagant issue of bank notes.
which would have the effect of depreciating all the
the circulating medium of the country, since it would
thus raise upon the proprietors of bank stock, as well
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as on others, the price of all the articles. of life.* Whife
the proprietors and directors of the bank have thusan
interest on the one hand, in limiting the quantity of
paper issued, they are also naturally anxious, on the
other, in common with the whole commercial world,
to give the utmost possible credit to it ; and although
an opinion should prevail, even to some extent among
persons out of business, that the appearance of gold
is the only test of wealth, and that the absence of it,
however temporary, 1mphes great danger to the
country, the mercantile interest, and in particular the -
bank proprietors, the bankers, and the traders of
London, by whose transactions the value of the Lon-
don paper is upheld may be considered as combined
in the support of a juster sentiment. The bank jtself
is known td®have experienced, at former times (as: ap-
pears from the evidence of the directors given to par-
liament), very great fluctuations inits cash; and, in one
penod of returning peace and prosperity, a reduction
of it below that which took place at the time of the
Jate suspension of its cash payments: the amount of
gold in the bank, at any one particular ®ra, is, per-
haps, therefore, on the ground of this experience, not
now considered by the commercial world as having all
that importance which was given to it when the bank

® If the bank notes were increased even five millions, the additional pro-
fit which would accrue to the proprietors would not be more than two per
cent. A proprietor qualified to vote in the bank court (that is, having
sool. stock) would, therefore, gain by this extravagant issue, ‘supposing
it to be maintained for a year, the sum of 30/. A large proportion of the
bank proprietors do not hold more than socol. stock. The gain of each
of these would not be more than 20/. ; a sum perfectly insignificant, com-
pared with the interest which they have in the maintenance of the gene:al
commercial credit of the country,

4
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affairs were involved in greater mystery. It is per-
fectly well understood among all commercial men,
that gold coin is not an article in which all payments
(though it is so promised) are at any time intended
really to be made; that no fund ever was or can be
provided by the bank which shall be sufficient for such
a purpose; and that gold coin is to be viewed chiefly
as a standard by which all bills and paper money should
have their value regulated as exactly as possible; and
that the main, and, indeed, the only, point is to take
all reasonable care that money shall in fact serve as
that standard.

This is the great maxim to be laid down on the sub-
ject of paper credit. Let it, then, be next considered
what is necessary, in order sufficiently to secure that,
whatever the circulating paper may be, gold shall be
the standard to which the value of that paper shall
conform itself. It is no doubt xmportant, that ‘there
should be usually in the country a certain degree of
interchange of gold for paper, for this is one of the
means which will serve to fix the value of the latter.
“Whether the interchange wanted to produce this effect
must be more or less large and frequent, depends
much on the habits and dispositions of the country,
and, in particular, on the degree of knowledge of the
nature of paper credit generally prevatlmg, and on the
degree of confidence in it.

. In order to secure-that this interchange shal] at. all
times take place, it is important that, generally speaL-
ing, a considerable fund of gold should be kept in the
country,.and there is in this kingdom no othér depo-,
sitory for jt but the Bank of England.  This, fund
should be a provision not only against the common and
more trifling fluctuations in the demand for coin, but
8
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also against the two following comtingencies. First,
it should serve to counteract the effects of an unfa-
vourable balance of trade, for this infallibly will
sometimes occur, and it is what one or more bad har-
vests cannot fail to cause. It is also desirable, se-
condly, that the reserve of gold should be sufficient to
meet any extraordinary demand at home, though a
demand in this quarter, if it should arise from great and
sudden fright, may undoubtedly be so unreasonable
and indefinite as to defy all calculation. If, moreover,
alarm should ever happen at a period in which the
stock of gold should have been reduced by the other
great cause of its reduction, namely, that of a call hav-
ing been recently made for gold to discharge an unfa-
vourable balance of trade, the powers of any bank,
however ample its general provision should have been,
~may easily be supposed to prove .insufficient for this
double purpose. - o
To revert, then, to the bank of England. A short
time before the suspension of its cash payments, the
gold in its coffers had been reduced materially through
an unfavourable balance of trade. The exchange with
Europe had, however, so far improved for some time
preceding the suspension, as to have caused gold to
begin again to flow into the country. When it was
thus only beginning to return, the fear of an invasion
took place, and it led to the sudden failure of some
country banks ig the north of England. Other parts
felt the influence of the alarm, those in Scotland, in a
great measure, excepted, where, through long use,
the confidence of the people, even in paper money of
a guinea value, is so great (a circumstance to which
the peculiar respectability of the Scotch banks has con-
tributed), that the distress for gold was little felt in
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that part of the island. A great demand on the Bank
of England for guineas was thus created, a demand
which .every one who can possess himself of a bank
note is entitled to make by the very terms in which
the note is expressed. In London, it is observable
. that much distress was beginning to arise, which was
in its nature somewhat different from -that in the
country. In London, confidence in the Bank of Eng-
land being high, and its notes maintaining their ac-
customed credit, its guineas were little called for with
a view to the mere object of London payments. The
guineas applied for by persons in London, was, gene-
rally speaking, on the account of people in the coun-
try. The distress arising in London, like that which
took place in 1793, was a distress for notes of the
Bank of England. So great was the demand for notes,
that the interest of money, for a few days before the
suspension of the payments of the bank, may be esti-
mated (by calculating the price of exchequer bills, the
best test that can be referred to, as well as by com-
paring the money price of stocks with their time price)
to have been about sixteen or seventeen per cent. per
ann. The bank, on this occasion, pursued, though
only in.a small degree, the path which a reader of Dr.
Smith would consider him to prescribe, as in all cases
the proper and effectual means of detaining or bring-
ing back guineas. They lessened the number of their
notes, which, having been for some years before near
eleven millions, and having been reduced, for some
time, to between nine and ten millions, were at this
particular moment brought down to between eight
and nine millipns.

It has been shewn already, that, in order to eﬂ‘ect
the vast and accustomed payments daily made in Lonr
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“or-of coin-in the country. - A large proportion of the
London payments are payments of bills accepted by
considerable houses, and a failure in the punctuality
of any one such payment is deemed an act of insol-
vency in the party. The London payments are,
moreover, carried on by a comparatively small quan-
tity of notes; and they, perhaps, cannot easily be ef-
fected, with due regularity, by a much smaller num-
ber,. so complete has-been the system of economy in
‘the use of them which time and experience have jn-
troduced among the bankers. “There is, moreover, no
substitute for them. They have an exclusive, though
limited, circulation. They serve, at the same time,
both to sustain and regulate the whole paper credit of
the country. It is plain, from the circumstances
which have just been stated, that any very great and
sudden diminution of Bank of England notes would
be atterided with the most serious effects both on the
metropolis and on the whole kingdom. A reduction
of them which may seem moderate to men who have
not reflected on this subject—a diminution, for in-
stance, of one-third or two-fifths, might, perhaps, be
sufficient to produce a very general insolvency in
London, of which the effect would be the suspension
of confidence, the derangement of commerce, and the
stagnation of manufactures threughout the country.
Gold, in such case, would unquestionably be hoarded
through the great consternation which would be ex-
cited; and it would, probably, not again appear until
confidence should be restored by the previous intro-
duction of some additional or some new paper circu-
lation.

The case which has been put, is, however, mere-
ly hypothetical; for thete is too strong and evident an
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a reduction of their notes, as should create a necessity
for the bankers and merchants to create a new paper
among themselves, would only increase the general
paper circulation in London. They have now, by
their exclusive power of furnishing a circulating me-
dium to the metropolis, the means of, in some degree,
limiting and regulating its quantity ; a power of which
they would be totally divested, if, by exercising it too
severely, they should once cause other paper to be-
come current in the same manner as their own. Pro-
jects for the introduction of a new circulating medium
into the metropolis have, at different times, been
formed ; all such schemes, however, must necessarily
fail, as long as there continues to be an unwillingness
among the bankers to unite in giving cusrency to the
new paper. This unwillingness would, of course,
diminish in proportion as the préssure should become
general and severe.

‘The idea which some persons have entertained of
its being at all times a paramount duty of the Bank of
England to diminish its notes, in some sort of regu-
lar proportion to that diminution which it experiences
in its gold, is, then, an idea which is merely theoretic.
It must be admitted, however, to be very natural.

It has been supposed by some, that the pressure on -
the mercantile world which a great diminution of notes
must cause, would, especially if it were a severe one,
induce the merchants to send for gold from abroad, in
order to supply their own want of money, The sup-
position, when thus put, is stated in much too vague
a manner to be susceptible of that close examination
which I wish to give toit. There canbe no doubt that
we shall find it altogether false, when pushed to the
extent of assuming that the extreme severity of the

(o}
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pressure is to be the remedy. Let us consider this
point in as practical a way as possible.

It was supposed that the difficulty of obtaining
bank notes would cause ke merchants to send abroad
for gold, in order to effect their payments. But what
merchants? Certainly not those merchants whose
goods are unfit for a foreign market, and are in no
demand there. They must first exchange these un-
suitable goods for goods which are suitable, that is,
they must sell them; and if they sell them, they must
sell them, in the first instance, for money, or what
passes as money, and answers, in their view, all the
same purposes. Thus they get possession of the very
thing, to supply their want of which they are sup-
posed to seqd abroad. The trader acts, in this re-
spect, like any one who is not a trader. If distressed
for the means of effecting what is called a cash pay-
ment, he no more turns his thoughts to a foreign
country for a supply of gold, than the farmer or
landed gentleman who,is equally pressed. He con-
siders only what part of his property he can turn in-
to bank notes. These he sees to be at hand; of the
gold which is in foreign countries he knows nothing.

It will be allowed, then, that it is not on our traders

- in general that the pressure will so operate as to in-
duce them to send for gold from the continent. It
will, perhaps, however, be said to operate on our fo-
reign merchants: but we must now distinguish, also,
between one foreign merchant and another. The ex-
port trade to foreign countries is, generally speaking,
~one trade; the trade of importing from foreign coun-
tries is a second; the trade of sending out and bring-
ing home bullion, in order to pay or receive the dif-

ference between the exports and imports, may be
(]
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to it: it must be obvious, that, when the general bo-
dy of merchants, being urged by the pecuniary diffi-
culties of the time, are selling their goods in order to
raise money, they will naturally also delay making the
accustomed purchases of the manufacturer. They
require of him, at least, that he shall give them a more
than usually extended credit; but the manufacturer,
experiencing the same difficulty with the merchants,
is quite unable to give this credit. The sales of the
manufacturer are, therefore, suspended; but though
these are stopped, his daily and weekly payments
continue, provided his manufacture proceeds. In
other words, his money is going out while no money
is coming in ; and this happens at an ra when the
general state of credit is such, that he is not only not
able to borrow, in order to supply his extraordinary
need, but when he is also pressed for a prompter pay-
ment than before of all the raw materials of his ma-
nufacture. Thus the manufacturer, on account of the
unusual scarcity of money, may even, .though the sel-
ling price of his article should be profitable, be abso-
lutely compelled by necessity to slacken, if not sus-
pend, his operations. To inflict such a pressure on
the mercantile world as necessarily causes an inter-
mission of manufacturing labour, is obviously not the
way to increase that exportable produce, by the excess
of which, above the imported articles, gold is to be
brought into the country.

But, secondly, that very diminution in the przce of
manufactures which is supposed to cause them to be
exported, may also, if carried very far, produce a sus-
pension of the labour of those who fabricate them.
‘The masters naturally turn off their hands when they
find their article selling exceedingly ill. It is true,
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that if we could suppose the diminution of bank paper-
to produce permanently a diminution in the value of.
all articles whatsoever, and a diminution, as it would
then be fair that it should do, in the rate of wages al-
so, the encouragement to future manufactures would
be the same, though there would be a loss on the
stock in hand. The tendency, however, of a very -
great and sudden reduction of the accustomed num-’
_ber of bank notes, is to create an unusual and tempo-
rary distress, and a fall of price arising from that dis-
tress. But a fall arising from temporary distress, will
be attended probably with no correspondent fall in the
rate of wages ; for the fall of price, and the distress,
will be understood to be temporary, and the.rate of
wages, we know, is not so variable as the price of
goods. There is reason, therefore, to fear that the
unnatural and extraordinary low price * arising from

® It may, perhaps be supposed, that a diminution of the quantity of
Bank of England notes, if permanent, would produce that permanent
diminution of the price of articles which is so much desired, and the ob-
servation made above may be thought to give some countenance to thie
supposition. Such permanent reduction in the price of commodities could
not, however, as I apprehend, be by any such means effected. The general
and permanent value of bank notes must be the same as the general and
permanent value of that gold for which they are exchangeable, and the
value of gold in England isregulated by the general and permanent value
of it all over the world; and, therefore, althuugh it is admitted that a
great and sudden reduction of bank notes may produce a great local and
temporary fall in the price of articles (a fall, that is to say, even in their
gold price, for we are here supposing gold and paper to be interchanged),
the gold price must, in a short time, find its level with the gold price over
the reat of the world. The continuance of the great limitation of the
namber of bank notes would, therefore, lead either, ag has already been
observed, to the creation of some new London paper, or possibly to some
new modes of economy in the use of the existing notes ; the effect of
which economy on prices would be the same, in all reapects, as that
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the sort of distress of which we now speak, wouki
occasion much discouragement of the fabrication of
manufactures. -

"Thirdly, a great diminution of notes prevents much
of that industry of the country which had been exert-
¢d from being so productive as it would otherwise be.
‘When a time either of multiplied failures, or even of
much disappointment in the expected means of effect-
ing payments arises, plans of commerce and manu-
facture, as well as of general improvement of every
kind, which had been entered upon, are changed or
suspended, and part of the labour which had been be-
stowed proves, therefore, to have been thrown away.
If, for instance, expensive machinery had been erect-
ed, under an expectation of regular employment for
it, a pressing want of the means of effecting pay-
ments may cause that machinery to stand idle. The
goods which ought to form part of the assortment
of the factor or the shopkeeper, and to be occupy-
ing their premises, are loading the warehouse of
the manufacturer,* and, perhaps, are suffering da-

of the restoration of the usual quantity of bank notes. What seems
most probable, is, that the continuance of any great limitation of the
number of bank notes would lead to the transfer of the present cash pay-
ments of London to some other place or places in which the means of ef-
fecting payments should not be obstructed through the too limited exer-
cise of that exclusive power of furnishing a paper circulation with which
the Bank of England has, by its charter, been invested. This subject
of the influence of paper credit on prices will be more fully entered into
in a future chapter. .

® When an interruption of the usual credit arises, it naturally happens
that the individuals having the least property, and the fewest iesources,
are the must pressed ; and it is sometimes assumed by the public, rather
too readiiy, that those who suffer are justly punished for the too great
extent of their speculations. It is true, undoubtedly, that those who
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mage by too long detention. On the other hand, some
sales are forced; and thus the goods prepared for one
market, and best suited to it, are sold at another.
There cease; at such a time, to be that regularity and
exactness in proportioning and adapting the supply to
the consumption, and that despatch in bringing every
article from the hands of the fabricator into actual use,
which are some of the great means of rendering in-
dustry productive, and of adding to the general sub-
stance of a country. Every great and sudden check
given to paper credit not only operates as a check to

prove to be the first to fail, have probably been men ef too eager and ad-
venturous a spirit. Let the spirit of adventure among traders, however,
have been either more or less, the interruption of the usual credit cannot
fail to cause distress ; and that distress will fall upon those whe have
merely been, comparatively, the more adventurout part of the trading
world. It is often also assumed by the public (and withoot the least
foundation) that the want not of gold merely but of bona fide mercantile
capital in the country is betrayed by a failure of paper credit. The er-
ror of this supposition is not only plain, from the general principles laid
down in the first chapter of this work, but it is also distinctly proved by
the circumstance stated above, that while the premises of the factor and
of the shopkeeper are becoming empty of goods, the warchouse of thc
manufacturer is growing proportionably full. The time soon comes,
indeed, when that suspension of labour (which, it should be remember-
ed, is the consequence of the suspension of credit) causes the general stock
of goods (or the mercantile capital of the country) to be diminished.
The evil, therefore, consists not in the want of boma fide capital, but in
the want of such a quantity of the circulating medium as shall be suffi-
cient, at the time, to furnish the means of transferring the goods of the
manufa&urer from his own warchouse to that of the factor and the shop-
keeper. The quantity wanted to be employed in the circulation, and es-
pecially the quantity of gold, becomes more, as was observed in the third
chapter, when confidence is less, because the rapidity of the circulation
is less. The substitution of gold for paper, and of better paper for that
which is worse, and some temporary increase of the gold and good paper
actually circulating, are obviously the remsdy.

.
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industry, but leads also to much of this misapplication
of it. Some diminution of the general property of the
country must follow from this cause; and, of course,
a deduction also from that part of it- which forms the
stock for exportation. It can hardly be necessary to
repeat, that on the quantity of exported stock depends
the quantity of gold imported from foreign countries.

It will be supposed, perhaps, that the limitation of
bank notes, by lessening the means of payment of the
importing merchant, may induce him to suspend his
imports; and that, since it is the excess of exports
above the imports which causes gold to enter the
country, the limitation of paper may, with a view to
the diminution of imports, be very desirable. There
is, probably, some justice in this supposition. It
should, however, be observed on this subject, that
Great Britain, at that period of an unfavourable ba-
lance which we are now supposing, may be consi-
dered as importing chiefly either, first, corn, of which
no one would wish to check the import by a limitation
of paper; or, secondly, that class of articles which are
brought from one country in order to be transported to
another ; articles which come chiefly from very dis-
tant parts, and of which the payment cannot be de-
clined, it having been promised long before hand ; arti-
cles, also, which soon serve to swell the exports in a
somewhat greater degree than they had increased the
imports; or, thirdly, that rude produce of other coun-
tries which forms the raw materials of our own manu-
facture, and serves, after a short time, to supply ex-
portable articles to a very increased amount.

The limitation of credit at home will chiefly be of
use by urging the exporting merchant to press the
sale of the goods which he has abroad, and to direct
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them to be sold, if he can, at a short credit ; and also
by its urging, in like manner, the importing merchant
to delay buying abroad, as long as he can, and to buy
at a long credit. 'In other words, it may be of use in
leading English merchants, in their dealings with fo-
reigners, to anticipate their receipts, and to delay their
payments; on the other band, it is carefully to be re-
membered, that an anticipation of receipts, and a de-
lay of payments, are only a temporary benefit ; while
a suspension of manufactures operates, as far as it goes,
as so much permanent and entire loss to the country.
It is, moreover, to be borne in mind, that a very se-
vere pressure is sure to produce a suspension of ma-
nufactures, while it is not sure to cause British mer-
chants to obtain an extension of credit from foreign-
ers. Any very ertraordinary suppression of bank
notes must produce distrust abroad through the
failures at home, to which it is known abroad to give
rise. It, therefore, indisposes foreign merchants to
lend money to England, and it induces those foreigners,
who have debts due to them from Englishmen, to
urge the payment of those debts. England, during
the prevalence of any great distrust, is obliged to send
abroad manufactures not for the payment of goods im-
ported, or for the purchase of gold, but for the extinc-
tion of debt. ,

Although, therefore, it may possibly admit of a
doubt whether some moderate restriction of the paper
of the bank may not be expedient with a view to
mend for the time an unfavourable balance, it seems
sufficiently clear that any very sudden and violent re-
duction of bank notes must tend, by the convulsion to
which it will lead, to prevent gold from coming into
the country rather than to invite it, and thus to in-
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postponed. B\lls of exchange on London may also
form some substitute for country bank notes, and may
pass as such in the manner which was some time ago
described ; but if Bank of England notes are sup-
'pressed and are suppressed as we have been suppos-
ing them to be, in consequence of guineas being
scarce, there then remain no means whatever of ef-
fecting the London payments. There can be no doubt
that the extinction or very great diminution of bank
notes would be a far greater evil, in the present cir-
cumstances of the metropolis, than the disappearing
of guineas. If guineas disappear, notes may be sub-
stituted in their place ; and through that general con-
fidence which may be mspn‘ed by the agreement of
bankers and other leading persons to také them, they
will not fail, provxded the issues are moderate, and the
balance of trade is not very unfavourable to the coun-
try, to maintain exactly the gold price. The punctu-
ality thus introduced into all the larger operations of
commerce, will facilitate contrivances for effecting the
smaller payments.

Differences of opmton, " undoubtedly, may exist as
to the exact degree in which the notes of the Bank of
England ought, under any given circumstances, to be
diminished. It may b¢ hoped, however, that at least
one point has now been fully and completely esta-
blished, namely, that there may be an error on the side
of too much diminishing bank notes, as well as on the
side of too much increasing them. There is an ex-
cessive limitation of them, as every one must admit,
which will produee failures ; failures must cause con-
sternation, and consternation must lead to a run upon
the bank for guineas. There must, in short, then, be
some point at which the bank must stop in respect

10
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_If there has been any fault in the conduct of the
Bank of England, the fault, as I conceive, has rather
been, as has just been stated, on the side of too much
restricting its notes in the late seasons of alarm, than
on that of too much enlarging them. In doing this,
it has happened to act (though but in part) according
to what seems likely to have been the advice of Dr.
A. Smith in the case. It has alse taken that course
which is the natural one for smaller banks, and which
might, perhaps, have been the proper one for the Bank
of England itself, in the infancy of its establishment,
when the country was less dependent upon it for the
means of effecting its payments. It has, probably,
pursued a principle which had been acted upon, by
its own directors, in all former times. It has also fol-
lowed what was, at the very ‘period in question, the
common opinion of the public on the subject. It has,
moreover, only diminished those notes, perhaps, in
too great a degree, which there might possibly be
found to be seme argument for restraining with a more
gentle hand. I venture, however, with deference, to
express a suspicion that the bank may have, in some

"measure, aggravated, perhaps, rather than lessened,
the demand upon itself for guineas through the sup-
pression of too many notes at the time preceding the
suspension of its cash payments; and I will hazard an
opinion, that it might also, with propriety, have some-
what extended the temporary issue of its paper in the
year 1793, when that alarm, arising from the failure
of country banks, which has been already spoken of,
took place. It is clear, at least, that it did not, in the
more recent instance, succeed by the diminution of its

notes in curing the evil which it thus aimed to reme.
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The Exchequer, after receiving notes from the bank,
almost as quickly pays them away, and thus sends
them into the common circulation as the merchant
does; and it is the total quantity of circulating notes,
and not the manner in which they come into circula-
tion, that is the material point.

It may be thought, indeed, that commerce would
be encouraged, and commercial credit, as well as ge-
neral paper credit, would be supported in a much
greater degree by the bank sending their notes into
circulation, through the medium of a loan to the mer-
" chants, than through that of a loan to government.
But the difference would not, as I apprehend, be so
great as many commercial'men themselves at that time
imagined. Those merchants who obtained an increase
of the accustomed advances from the bank, would,
some of them, probably invest, in the new exchequer
bills which were created, a part of that very sum with
which the bank favoured them. The merchants in
higher credit, of course, would have the preference
at the bank; and they were certainly under a very
strong temptation to borrow of the bank at five per
cent. interest for the sake of investing the sum so
borrowed in exchequer bills, yielding five and a half
or six, or, for a time, even seven or eight per cent.
or more. As far as this was the case, it is obvious
that the bank, instead of lending to the government,
would only lend to those who lent to the government,
the government paying an additional interest, and the
merchants receiving it. Where this did not take
place, that might happen which would be exactly
equivalent. The bankers finding that the merchants
were, many of them, allowed to become larger bor-
rowers at the bank than before, would think it lesy:
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necessary to lend to them, and would, therefore, add
to the sum which they themselves kept in exchequer
bills, the great profit on that article tempting them,
at the same time, to do this. The bank, on this sup-
position, -would lend to the merchants, who would
forbear to borrow of the banker (which is the same
thing for the present purpose as lending to the bank-
er), who would lend to the government.. But let us
put a third case. Let us imagine it to be a gentle-
man in the country who invested the property in the
new exchequer bills. That property would probably,
since we must suppose it easily applicable to such in-
vestment, have been lying in some private hand at
interest. Let us imagine it to consist of 100/. which
had been in the hands of a country banker; the coun-
try banker, in this case, would draw upon his London
banker; the country banker’s account with the Lon-
don banker would then be worse by 100/ ; and the
London banker having 100/ less deposits, would be
able to lend 100 less to the London merchants. In
other words, the Bank of England, in this case, in-
stead of lending to the government, would lend to
the London merchant, who would forbear to borrow
of the London banker, who would lend to, or per-
haps, forbear to borrow of the country banker, who
would forbear to borrow of the country gentleman,
who would lend to government; which also seems to
be much the same as if the Bank of England them-
selves lent to the government. This detailed case has
been put partly for the sake of observing upon it, that
the necessity which would be created for the transfer
of this 100/. through so many hands, would produce
a want of some degree of additional circulating me-
dium in order to effect these several payments It
11
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would, however, be chiefly by the means of a bill on
London that the transaction just now supposed would
be conducted; but the bill must finally be paid by a
Bank of England note.—Let us imagine a fourth case.
Let us suppose a sum to be invested in the new ex-
chequer bills by a person obtaining money for the pur-
pose of the investment, not by calling in a sum lying
at interest, as was last assumed, but by selling goeds,
land, or any other article. We must, then, necessa-
rily suppose a buyer of those goods, of that land, or of
that other article to be created by such sale. We
shall find, also, that it is necessary to suppose either
that buyer to become a borrower, or to become the
seller to one who would becomeé a borrower; or, at
least, we must come to a borrower at last. We are
supposing one man to sell goods for 100/. and not to
restore this 100/, to trade, but to lend it out. We
must, then, necessarily suppose some other man to
borrow 100. and by thus borrowing to add that
100!. capital to trade which the other had taken from
it; for since the trade goods in the country remain
the same, the capital invested in trade must be the
same also. The body of lenders, therefore, whoever
they might be, who lent the four and a half millions
to government, necessarily created a body of borrow-
ers to exactly the same amount in what may be called
the general money market of the country. Thus a
pressure was, on the whole, created, which was just
equal to that which was relieved; a pressure, in
the first instance, . falling in some degree (though
by no means entirely, or even principally) in a dif-
ferent quarter than before; a pressure, however,
very soon extending itself to the same persons; for
there is a competition among the several classes both
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of borrowers and of lenders in the money market,
which, notwithstanding some inequality occasioned
by the usury laws, causes the increased distress
brought upon any one class of the accustomed bor-
Towers very soon to distribute itself among all. The
bank, it is true, would, by lerding the four and a half
millions in bills at two months, possess more means
of at any time diminishing its loans, and of thus les-
sening also its notes, than if the same sum had been
invested in exchequer bills, since the latter are at a
longer date; and it was natural for the bank to callin
its loan to government for this reason. If, however,
the calling in of the loan to government was only to
furnish the means of limiting the notes, then that
question returns which has already been discussed,
namely, whether the diminution of the notes was
not carried possibly somewhat farther than was de-
sirable, even for the sake of the bank itself. Du-
ring the existence of this loan to government, that
reduction of notes, which has been supposed to
have been too great, may have been perhaps, to a
certain degree obstructed, though by no means ne-
cessarily precluded; since an opportunity of dimi-
nishing the discounts to the merchants, and of thus
lessening the notes, at all times existed. On the
whole, there appears to be no reason to infer, from
the circumstance of the demand for the four and a half
millions having been made upon government, that the
government was either the more remote or the more
immediate cause of the suspension of the cash pay-
ments of the bank, except, undoubtedly, so far as
the war in general, or the particular circumstance of
a remittance of a subsidy to the Emperor a short time
before the event in question, might be considered as
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affecting the balance of trade, and thus contributing to
draw gold out of the country.

It is, on public grounds, so important to shew that
the more than usual largeness of the bank loans to
government (for it can hardly fail to be true that they
were more than commonly extended) was not the
cause of the suspension of the cash payments of the
bank, that I shall dwell for some time longer on this
subject. This was continually charged as the cause,
and it was not unnatural to suppose it to be so. The
paper circulation of the bank, however, it has been
observed, was at this time not increased. It was, on
the contrary, much reduced. It was by no means
higher than was necessary for securing the regularity
of the payments of the metropolis. Now, if it be al-
lowed that there was this necessnty for maintaining
the existing quantity of notes, it then was not the
notes which must be considered as issued for the pur-
pose of making the loans, but the loans must be con-
sidered as made in consequence of the issue of notes.
When the notes of the bank are increased, the loans
must be increased also; when the notes are main-
tained, the loans must be maintained in-as great pro-
portion ; when the notes are decreased, the loans can
be decreased only in that proportion. There can,
then, be no matter of blame on account of the magni-
tude of the loans, unless there be matter of blame on
account of the magnitude of the notes. But the notes
I have stated to have been probably rather too few
than too many. If the reader has agreed with me in
this, he must then agree with me that the loans were
too scanty rather than too large. In other words,
then, the bank, at the time of the failure of its cash
payments, had lent too little rather than too much. If
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the bank would have somewhat diminished its danger
by issuing more notes, the granting of more loans
would have also diminished its danger. Thus the very
converse to the common opinion on this subject seems
to be the truth.

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

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

To those who are but slightly acquainted with these
subjects, this truth will probably be made much clearer
by a statement of the whole disposeable effects of the
Bank of England, and of the manner in which those
effects are employed. The statement is important,
because it will serve to prove, beyond the possibility
of contradiction, that the extraordinary largeness of
the loans of the bank, at the critical period in question,

_ought to be considered not as a consequence of any
disposition in the bank to be great and adventurous
lenders at a time when their guizeas grew low, but
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as arising out of the necessity under which they were
placed. I mean that they could not avoid lending to
the whole extent to which they did, provided even
that small number of notes which they kept in cireu-
lation was maintained.

The effects of the bank on the 25th February, 1797,
I mean those effects which were their own, as well
as those placed in their bands belonging to other per-
sons, may, in conformity to the account rendered by
themselves to parliament, be stated, in round num-
bers, to have been as follows.

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

1. They had a sum of undivided pro-
fits which formed an additional and dis-
poseable capital of nearly £. 3,800,000

2. They had of deposits lodged with ,
them by customersofvarioys classesabout 5,100,000

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

3. They had what may be considered
as disposeable effects, or deposits placed
in their hands in return for bank notes
issued* - - - - - - & . . 8,600,000

Thus the bank had, at that time, dis- .
poseable effects amounting in all to  £. 17,500,000

® The reader, perhaps, may not understand upon what principle it is
that the amount of the notes of the Bank of England is classed among the
deposits. The amount of them was placed on this side of the account in
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three component parts of the disposeable effects of the
bank which it is in the power of the bank to increase
or diminish at its own option. The bank exercised
their power of diminishing this article, at the time in
question, so far as to bring it down to about 8,600,0001.
To reduce it thus far was, as has been repeatedly
stated, to reduce it, perhaps, somewhat too much;
but let us assume only, that the reduction was
sufficient, or nearly sufficient. The bank, then, it
must be admitted, had 17,500,000.. of disposeable ef-
fects, and it was not to be ascribed to them as a mat-
ter of blame that these effects then stood at about the
sum at which they did.

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

In proceeding to make this statement, it will be
necessary, with a view to the object for which it is
made, to name some specific sum (it matters not whe-
ther more or less than the real one) for the amount of
that part of the effects of the bank which was, on the
25th February, 1797, invested in bullion. In the ac-
count rendered to parliament, the value of the bullion
and of the bills discounted, &c. are put together, and
are stated at pearly seven millions. Let it be sup-
posed that the bullion was either one, two, or three
millions ; and that the bills discounted, &c. were,
therefore, either four, five, or six millions. The mode
of disposing of the 17,500,000!. will then be as fol-
lows.

The bank invested in government securities, that
is, in exchequer bills, in loans to governmnt made on
the security of the land and malt tax which was com-
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either be stated as has been just done, or it may he
stated as follows :

Total Joans - - « -« - - =« ;{'.15,500,000

Bulion - « - - « - - - 2,000,000
Making together, as before, - - - 17,500,000
Ortotalloans - - - - - - = 16,500,000
Bullion - - - - - - - - - 1,000,000

’ r——

Making together, as before, - - £; 17,500,000

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

It follows, on the principle which has just been ex-
plained, that if we suppose, as we necessarily must,
the bullion to have been, twelve months before the
time of the suspension of the cash payments of the
bank, much higher than at the period of the suspen-
sion, the loans would, during the coure of those
twelve months, necessarily increase. Let us (for the
sake of illustration) suppose the gold to have been a
year before the suspension eight millions, and to have
fallen on the 26th February, 1797, to the sum of two
millions. In that case, if we were to suppose the
disposeable effects of the bank to have been at both
periods the same, there must necessarily bave been,
in the course of the year, an increase of the bank loans
of no less than six millions. But the effects of the
bank were not quite the same at the two periods.
They probably were higher by about two millions at
the former period; for the notes were higher by nearly
that sum. The notes, - then, fell in the year two mil-
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prevented from comtinuing to pay in cash as long as it
had any remaining ability to do so. Every bank note,
it was urged, is a contract to pay money entered into
between the bank and the possessor of it, in conse-
quence of what has been deemed a valuable conside-
ration; and no authority of parliament ought, except
in a case of the last necessity, to interpose itself to
prevent the fulfilment of such a contract. To this it
seems to be a fair answer to say, that the question is
not whether any one holder of a note shall have his
claim to receive money for it interfered with, but that
it is a question respecting all the holders of notes, as
well as all other persons having a right to demand any
cash payments in any quarter whatever. Now, there
are few or no creditors who are not also debtors; and
a very large proportion of debtors owe as much to
others, as others owe to them. Bankers and traders
are. greater debtors than other men; but they are also
greater creditors. The bank itself is a great creditor,
its credits, indeed, being far greater than its debts, and
it is entitled to receive a part of its debts almost im-
mediately. The case, then, is this: a comparatively
very small portion of the persons having a right to de-
mand cash, are led, by sudden alarm, to urge their
claim for guineas to such an extent as to invest even
a large portion of their capital in that article of which
a quantity has been provided which is sufficient only
for the purpose of the ordinary kind of payments. All
the cash in the world would no§ satisfy claims of this
sort, if all men, having a right to urge them, were
disposed equally to doso. The very persons who press
for these payments do not reflect, that they themselves,
perhaps, have creditors who might, with equal justice,
exact the immediate money payment of a still larger
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debt against them. The law authorising the suspen:
sion of the cash payments of the bank, seems, there-
fore, to have only given effect to what must have been
the general wish of the nation in the new and extra-
ordinary circumstances in which it found itself. If
every bill and engagement is a contract to pay money,
the two parties to the contract may be understood as
agreeing, for the sake of a common and almost uni-
versal interest, to relax as to the literal interpretation
of it, and as consenting that ¢ money should mean
money’s worth,” and not the very pieces of metal:
and the parliament may be considered as interposing
in order to execute this common wish of the public.

By authorising the suspension of the cash payments
of the bank, while a certain quantity of guineas still
remained in its coffers, the parliament, moreover,
much diminished the shock which this extraordinary
event might naturally be expected to occasion; and

. also provided the means of furnishing the guineas ac-
tually necessary after that zra for some smaller eur-
rent payments, as well as the means of securing the
credit of bank notes, thus rendering them a more va-
luable medium of exchange for goods, and a fairer
substitute for guineas than they might otherwise have
been. The parliament, then, were led by the practi-
cal view which they took of the subject, to disregard
theory, as well as some popular prejudice, for the sake
of more effectually guarding the public safety, and
promoting real justice.

The danger chiefly to be apprehended in London,
was, that the common class of people, not receiving
their pay in the usual article of coin, and not knowing
at the first that one and two pound notes would pur-
chase every thing in the same manner as gold, might
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be excited to some tomultuous proceedings. - It ‘was
also feared that, through the- discredit east: on small
notes by the common peOple, this-new papermight
fall, at the first issue of it, to a discount: ™t wds
important, therefore, to continue: for a time:to pay
the labouring people in money; -and'to circulate the
new one and two pound notes, in the first instance,
by the medium of the higher classes. Of.the sum
remaining in the bank, a small part was issued' to each
of the bankers, after the suspension took place, for
the convenience of common workmen. It was ob-
viously desirable, that a farther sum should be reser-
ved in the bank asa provxslon for any subsequent and
important uses. RN
Immediately after this event, the banb thended
the quantity of its notes nearly to the amount- of the -
sum usually in circulation: and not only -was: credit
revived, but in no long time gumeas became remark-
ably abundant. The bank, as is commonly supposed,
was replenished with them. And there is this infal-
lible proof, that gold flowed into the country;‘and that

the course of exchange became much in favour of it.
. v Y TN f
BRI )
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CHAPTER V.

Of the Balance of Trade. Of the Course of Exchange.
Tendency of an unfavourable Exchange to take
away Gold. Of the Probabilily of the Return of
Gold. Of the Manner in whick it may be supposed
that exported Gold is employed on the Continent.
Reasons for having renewed the Law for suspend-
ing the Cash Payments of the Bank of England.

Y HE law which authorised the suspension of the
cash payments of the bank having been re-enact-
ed; the high price of provisions having given occa-
sion to much speculation on the subject of paper cre-
dit; the course of exchange having again turned great-
ly against the country; and gold having to a material
degree disappeared, its place being occupied by small
paper notes; it is not surprising that suspicions of the
necessity of an alteration in the system of our paper
credit should have become prevalent. Some conside-
ration shall here be given to that unfavourable state’
of .the exchange between this country and Europe,
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which operated during the last two years of the war,
in again drawing away our guineas.

It may be laid dewn as a general truth, that the
commercial exports and imports of a state (that is. to
say, the exported and imported commodities, for which
one country receives an equivalent from another) na-
turally proportion themselves in some degree to each
other, and that the balance of trade, therefore, (by
which is meant the difference between these commer-
cial exports and imports), cannot continue for.a very
Jong time to be either highly favourable or highly un-
favourable to a country. For that balance must be
paid in bullion, or else must constitute a debt. To
suppose a very great balance .to be paid, year after
year, in bullion, is to assume such a diminution of bul-
lion in one country, and such an accumulation of it in
another, as are not easy to be imagined: it may even
be questioned whether the commercial prosperity of
a state does not tend, on the whole, to reduce, rather
than augment, the quantity of gold in use, through
that extension of paper credit to which it leads. To
suppose large and successive balances to be formed
into a debt, is to assume an accumulation of debt,
which is almost equally incredible. A prosperous na-
tion commonly employs its growing wealth, not so
much in augmenting the debts due to it from abroad,
as in the enlargement of its capitai at home ; I mean,
in the cultivation of its lands, in the increase of its
buildings, the extension of its machinery, the multi-
plication of its docks and its canals, and in a variety of
other improvements, which become the sure sources
of an increasing income. The state may be progres-
sive in these respects, even in years in which the ba-
lance of trade is unfavourable. There is a customary
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duce equality between the commercial exports and
imports,
But though the value of the commercial exports
and imports of a country will have this general ten-
dency to proportion themselves, to each other, there
‘will not fail occasionally to arise a very great inequa-
lity between them. A good or a bad harvest, in par-
ticular, will have a considerable influence in produ-
cing this temporary difference. The extra quantity of
corn and other articles imported into Great Britain in
this and the last year, with a view to supply the defi-
ciency of our own crops, must have amounted in va-
lue to so many millions, that it may justly excite sur-
prise that we should have been able, during an expen-
sive war, to provide the means of cancelling our fo-
reign debt so far even as we have done ; especially
when the peculiar interruptions to our commerce are
also considered. In this country, however, as in all
others, the two principles of economy and exertion
are always operating in proportion to the occasion for
them. But the economy and exertion follow rather
than accompany the evil which they have to cure. If
the harvest fails, and imports are necessary, in order
to supply the deficiency, payment for those imports is
almost immediately required: but the means of pay-
ment are to be supplied more gradually through the
limitation of private expenditure, or the increase of in-
dividual industry. Hence a temporary pressure arises
at the time of any very unfavourable balance. To un-
derstand how to provide against this pressure, and how
to encounter it, is a great part of the wisdom of a
commercial state, »
By the commercial exports and imports which have
been spoken of, those articles have been intended for
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‘which an équivalent is given; not those which form:
a remittance, for which nothing is obtained in ex:
change. Many of our exported and some of our im-
ported commaodities are of that class which furnish no
return.

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

Although exports and imports of this class form no
part of the commercial exports and 1mports which
have been spoken of, they affect the quantity of those
commercial exports and imports, and they contnbute,
exactly Jike the circumstance of a bad harvest, to ren-
der the balance of trade unfavourable;* they tend,

© This point may be illustrated in the following manner s

Let us suppose a subsidy, for example, of two millions to be remitted
to the Emperor of Germany, through the medium of bills to that amount,
directed to be drawn by Vienna on London. By these bills, Great Bri-
tain is laid under a necessity of exporting two millions, either of goods or
of bullion, or of both, for which no foreign commodities will be given in
return, These two millions of exports diminish our fund of exportable
goods ; and they aleo satiafy a part of the foreign demand for British arti-
ticles. They tend, in both these respects, to reduce the quantity of goods
which can be exported by us in the way of ordinary cummerce, and to
turn the balance of trade against us. @npital transferred to our colonies,
dividends transmitted to foreigners, and articles shipped for the use of our
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, that is to say, in the same manner, to bring Great
Britain into debt to foreign countries, and to promote
the exportation of our bullion. Our mercantile ex-
ports and imports, nevertheless, by whatever means
they may be rendered disproportionate, necessarily be-
come in the long run, tolerably equal; for it is evi-
dent that there is a limit, both to the debt which fo-
reigners will permit British merchants to incur, and
also to the quantity of British bullion which is export-
able.

Gold has been spoken of in this chapter as that ar-
ticle by which a balance of trade is discharged, and
not as itself constituting a commodity. Gold, howe-
ver, when exported and imported, may be considered
in the same light with all other commodities; for it is
an article of intrinsic value : its price, like that of other
commodities, rises and falls according to the propor-
tion between the supply and the demand ; it naturally
seeks, like them, that country in which it is the
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fleets and armies, contribute in the same manner as foreign subsidies to
render the balance of trade unfavourable, It may be added, that articles
7/ consumed at home, in the support of similar fleets and armies, as well as
all other expenditure in Great Bnmn, must have the same genenl ten.
dency.

It may be worthy of remark, that since an additional internal expendi-
ture, in the same manner as the remittance of a subsidy to foreign parts,
contributes v an unfavourable balance of trade, and therefore, also, to the
exportation of our gold, it follows, that, if the remittance of a small sub.
sidy tends to produce at home a large saving; if, for instance, it spares
the expense of maintaining a great naval and military force for the defence
of our own island, through the continental diversion to which it lelds. the
subsidy may conduce to reader our balance of trade more favourable ; and:
may, on the whole, prevent rather than promote the exportation of our
coin==A circumstance which, in ®onsidering the policy of furnishing an
aid to foreign allies, is not always taken into.contemplation.
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dearest; and it is, in point of fact, like thcm,'exported
by our merchants accordingly as the export or import-
is likely to yield a profit. Some description of the
circumstances which cause the export of gold to be-
come a profitable speculation to the merchant may
serve to illustrate this subject.

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

Let us now suppose that the exporter of corn from
Hamburgh to London draws a bill for 100/. on Lone
don, and offers it for sale on the Hamburgh Exchange
at the season when great exportations of corn to Lon- |
don are takmg place. The persons in Hamburgh
having occasion to buy bills are fewer, in such a case,
than those who want to sell them ; and the price of
the bill, like that of any other article, fluctuates ac-
cording-to the proportion subsisting between the sup-
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