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THE BANK OF ENGLAND.




~ _INDUSTRY
o Y

The equilateral triangle represents the Bank-paper,
the outside space being filled up with Bills and Checks
dependent on Credit.

The foundation of the Bank-paper is the metallic
coinage in copper, silver, and gold, in their respective
proportions.

The basis of the whole is Industry.

The Circle represents eternity, and the legend within
records a great commercial truth.
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NOTE FROM THE AUTHOR.
THIRD EDITION.

R

Tue Author has enlarged and carefully revised
this new edition, for a permanent place 1n the
library. IHe has nothing to alter and little to
add, beyond a few more explanatory remarks in
further elucidation of his views, but more par-
ticularly in answer to M. Wolowski, of Conti-
nental celebrity, who, with laudable zeal but
mistaken judgment, 1s misleading many in this
country, as well as on the Continent, into his
own fatal errors on the Bank Question.

The outline of a Joint-Stock Bank, on the
new principles, in the Appendix, 1s framed to
provide, as far as may be, for the deficiencies of
the Bank of England, as at present constituted.

This 1s not proposed as a complete remedy
for the evils of the Bank Charter Act, but only
as a means for mitigating some of the worst
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effects, and, at the same time, providing a pro-
fitable investment for the savings and unem-
ployed capital of the country.

For the success of the Joint-Stock Bank con-
ducted on these principles, it would be neces-
sary only to fill up the List of Directors with
nine good names, which would carry the confi-
dence of the City of London.

The required capital might then be subscribed,
and the Unitep Kinepom Baxk, conducted on
these principles, would be found to be so safe
and profitable an investment for unemployed
capital and savings, and would exercise s¢ bene-
fictal an influence over the commercial interests
of this country, as to go a great way in settling
the disputed points, and would thus lead to the
re-construction of the Bank of England on the
same sound principles.

Ture AurHOR OF
“T'gr ProrLE’s Brur Book.”

London, 1st July, 1867.



NOTE FROM THE AUTHOR.

SECOND EDITION.

——P-

Since the publication of the first edition of this
book, the Author has had the honour of cor-
responding with M. Isaac Pereire, of Paris, and
has received from him copies of the evidence
of himself and his Brother, M. Emile Pereire,
before the recent French Commission of Inquiry
into the Bank of France.

Some additions have been made to Chapter X.,
for the purpose of directing the attention of
English readers to the last admirable work of
M. Isaac Pereire,— Principes de la Constitution
des Banques, et del’Organisation du Crédit ;” and
to Chapter X1., for the purpose of shortly noti-
cing those political views, regarding the freedom
of labor and trade, which so essentially concern
the prosperity and credit of every country.

The Author has also had the honour of cor-
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responding on the subject of this book with
M. Michel Chevalier and M. Wolowski, and al-
though the Author has not the satisfaction of
their concurrence in his views, yet he has the
pleasure of acknowledging the courtesy of their
communications.

The reputation of M. Wolowski, in France, as
an authority on the Bank Question, entitles him
to respectful attention, and his opinion on this
question may be interesting to Bank Directors
and Capitalists, as supporting their views. M.
Wolowski’s opinion may be collected from his
correspondence with the Author, extracts from
which are given in the Appendix.

As Mr. J. S. Mill says :—*there is always
hope when people . . . listen to both sides; it is
when they attend only to one that errors harden
into prejudices, and truth itself ceases to have the
effect of truth, by being exaggerated into false-
hood.” [¢On Liberty,” page 94.]

With the exception of a few other additions,
arising chiefly out of the evidence of M. Isaac
Pereire, and his Brother M. Emile Pereire, and
the correction of a few trifling but obvious errors
of the Press, this second edition 1is substantially
the same as the first.

The mcrease of bulk in the present volume, if
alarming to some, has been unavoidable, by the
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addition of the evidence of the MM. Pereire
before the French Commission of Inquiry into
the Bank of France, done into English and given
in the Appendix; together with Chapter VI. of
M. Isaac Pereire’s last work, also translated into
English.

The Author considers the chief worth of his
volume to be in the Appendix, as contaning the
unconcerted and conclusive confirmation of his
views by the MM. Pereire, Freres.

The Author, in his Preface to the First Edition,
alluded to some slight differences of opinion be-

tween himself and M. Isaac Pereire; but the

Author is not aware that any difference of opinion
now exists between them on this question.

If the deplorable consequences of our present
Banking System do not fix the attention of a
commercial community and bring them together,
as one united body, to demand from the Govern-
ment a change in conformity with sound princi-
ples, the discouragement, to those who have de-
voted their time and thoughts to this subject, will
be so great that, probably, further efforts will be
abandoned, and the affliction of the Bank Act,
under which the trade and industry of the country
are suffering, will remain, until removed by the
more enlightened intelligence of some future and
perhaps distant generation.
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To wait for an enlightened Government to ori-
ginate this change, or to expect any Government
to take the initiative in a change against which
will be brought to bear the most powerful in-
fluence of wealth in the country, is, in effect, the
abandonment of the interests of the community
to the selfish mterests or ignorance of a party.

The Author can only invite the careful atten-
tion of his readers to the admirable and conclu-
sive evidence of the MM. Pereire, given in the
Appendix.

Here we have the results of the long experi-
ence of two most honorable men, whose successful
industry has made them great capitalists, and
whose names, as financiers and bankers, are
Justly esteemed not only in their own country but
throughout the world.

That the Author, without any previous com-
munication with these two distinguished au-
thorities or any previous knowledge of their views
on this subject, should have found his own views,
in every principle and i all important particu-
lars, confirmed by them, 1s to himself personally
very gratifying, but it will be much more so if it
should give additional confidence to his readers,
especially as he claims nothing from his own
personal experience in commercial or financial
affairs.
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The Author has been invited to throw oft the
disguise, which be has so long maintained, and
to affix his name to this new edition of his book,
for more effectual cooperation with MM. Pereire
in Paris and with a few others in this country.
But he has no personal object to serve and no
wish to be classed among political agitators ;
moreover, he believes that his opinion on most
questions of politics and finance are in advance
of the times and likely to be misinterpreted, as
may be seen in the two fanciful emblems which
he has rashly affixed to this volume, at the risk
of reducing very considerably the number of his
readers. But he does not write only for the
present generation, nor does he intend to answer
rude and ignorant criticisms, and he does not
believe that his name, if known, would have the
smallest effect in extending the sphere of his
cooperation with those who agree with him m
opinion.

He, therefore, prefers remaining in the freedom
of obscurity as the Friend of the People and

Tur AUTHOR OF
« P PropLe’s BLur Book.”
Lst July, 1866.



NOTE FROM THE AUTHOR.

FIRST EDITION.

N

T'ur outline of this work was written in the year
1858, and was then laid aside, as, at that time,
the Bank Act did not appear to receive the at-
tention which a subject of such importance de-
served from the Public.

The pamphlet of M. Pereire, published in
Paris, 1n December, 1864, entitled, «“ La Banque
de France, et I'Organisation du Crédit en France,”’
having revived some attention to the subject,
and as the whole question of the Bank Charter
Act of 1844 will, probably, be brought before
a new Parliament npext year, I have been in-
duced to fill up and complete my original out-
line, with additions, showing wherein I differ
with M. Pereire in some of his reasoning and
conclusions ; though, in the main principle we
agree. DBut 1t should be borne in mind that, his
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object is the establishment of another Bank of
France, or another Financial Association, on new
and enlarged principles, with the view of forcing
the existing Bank of France to adopt those prin-
ciples.

It is, therefore, not quite a fair test of M.
Pereire’s arguments to try them as applicable to
the Bank of England; nor would the proof that
they are inapplicable to the Bank of England be
conclusive against his object, which is to enlarge
the sphere of usefulness of the Bank of France,
the constitution of the two Banks being, n
some respects, essentlally difierent.

But the main principle seems to be applicable
to the National Banks of both countries.

I have, therefore, assimilated the title of my
book to that of M. Pereire’s drochure, as being
well chosen for the object, and it is satistactory
to me to find that, on the question of making
the Bank of England a means for the Organisa-
tion of Credit in England, I am confirmed i
my opinion by so eminent an authority as M.
Perere.

But, as ¢ Historicus ” has said, in one of his
recent Letters in the  Zimes :"—“1t is a la-
mentable but certain fact that, the hardest and
best work that is done in the world is often that
which is least appreciated.”
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Bemg quite of that way of thinking, I am
prepared to expect that my views and opinions
will meet with much opposition from a large
class of Capitalists and Financiers ; and, after all
care, much may be left open to just criticism.

My only object being to see our National
Bank and Credit placed on a safe basis, and
conducted on sound and intelligible principles,
I am desirous of correcting my own views on
the subject by the opinions of the most eminent
and practical men in all countries; and, for this
object, I should give my best attention to any
remarks with which they may favor me, through
my Publishers.

But, however imperfectly the principles here
laid down may be explained, and however feebly
supported, I have a very strong conviction' that,
sooner or later, these principles will be carried
out by the Bank of England, and also by the
Bank of France.

Under such conviction, this work is submitted
to the judgment of the Public, by a Friend of

the People, and

THe AUTHOR OF
“Tgr ProrrLr’s Brue Book.”

London, 1st July, 1865.
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THE BANK OF ENGLAND

AND

THE ORGANISATION OF CREDIT
IN ENGLAND.

CHAPTER 1.
THE BANK CHARTER ACT.

No public measure, of equal importance, has ever
passed through so much good and evil report,
with so little understanding of 1its true character,
as the Bank Charter Act of 1844.

This Act has been ever since the subject of
vehement comment, for and agammst. Com-
mittees of both Houses of Parliament have sat
in  judgment upon 1t. Numerous witnesses
have recorded their opinions of it, in answer to
the volumes of questions submitted to them, and
ponderous Blue Books have given these Questions

and Answers to the world. But, to this day,
B
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men of commercial experience and men of intel-
lectual renown are not agreed as to the real effects
of this famous Bank Charter Act of 1844.

It 1s, however, a significant fact that, the
great Capitalists are almost universally in favor
of it, and that, almost everybody else, — who
knows anything about 1t,—is against it. This 1s
significant of its actual operation and effects.

It will be shown that, these effects are much
more favorable to lenders than to borrowers,
and that, as the borrowers are always the most
numerous, the opponents of this measure very
far outnumber 1ts advocates.

If this be no argument against the Act, yet,
it is a strong ground for inquiry; and 1if 1t can
be shown that this Act has worked injuriously
to the trade and industry of the country, and
that, it is founded on erroneous principles, the
case for repeal i1s proved, notwithstanding that
the Act may have worked to the profit of the
Bank of England and to certain large capitalists.

The present object 1s to prove this case.

The main enactments of the existing Bank
Charter Act are five.

1. It establishes two separate and distinct
departments, the one for the issue of bank-notes,
the other for the ordinary banking business.

2. It enacts that, the Bank of England shall
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transfer fourteen millions of Government Secu-
rities to the Issue Department, and shall receive
from that department the same amount of bank-
notes ; and enacts that, the Issue Department
shall issue to the public bank-notes to the same
amount for any quantity of gold bullion which
may be brought into that department for the
purchase of such notes, and shall repay sove-
reigns, on demand, for all notes of the Bank of
England presented to the Issue Department by
the public.

3. It limits the issue of notes by country
banks, according to the average of their circu-
lation up to a certain time.

4. It prohibits the establishment of new
country banks of issue.

5. It provides that, if any of the country
banks should cease to issue notes, the Bank of
England shall be authorised to issue notes,
without any deposit of securities or bullion, to
the extent of two-thirds of the lapsed issues of
such country banks.

From this 1t will be seen that, the Bank of
England, so far as banking 1s concerned, is placed
on the same footing as every other bank in the
kingdom. It 1s only the largest bank amongst
many others, with a special and very good cus-
tomer, the Government.

B2
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Mr. Samuel Jones Loyd, (now Lord Overstone)
who 1s supposed to have been the prineipal framer
of this Act, and who is avowedly its most strenu-
ous supporter, imperatively declares that, the Issue
Department 1s perfectly distinet from the Banking
Department of the Bank of England, and has no
more to do with i1t than any other bank.

The fact that the bank-note still bears the
name of the Bank of England, and is signed on
behalf of that corporation, has perpetuated the
illusion of the division of one and the same body
into two subordinate departments, notwithstand-
ing the disavowal of any such idea by the author
of this curlous contrivance. But that i1s only the
illusion of the ignorant, and it is quite immate-
rial if, in the consideration of the whole question,
the fact be borne in mind that, the Issue Depart-
ment 1s quite separate and distinet from the
Bank of England, and 1s wholly and entirely an
office of the State for the manufacture of bank-
notes,—as the Royal Mint is for the coinage of
sovereigns.

It is important that this should be borne in
mind for a correct understanding of the present
question, for it will be maintained that, the
Government, and not the Bank of England,
authorises the 1ssue of the notes, and, therefore,
that the Government, and not the Bank, is
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responsible for the payment of the notes m gold
on demand, just as the Government is responsible
for the gold and silver coin, of standard weight
and purity.

This view of the case, though very important
in its bearing and consequences, seems to have
been generally overlooked ; but it must be ad-
mitted by Lord Overstone to be consistent with all
that he has ever written or declared in evidence
before Committees of both Houses of Parliament
on the subject.

Lord Overstone is a very eminent authority on
the subject, but this admission made by him will
go a long way to prove the fallacy of his reasoning
and conclusions.

It will be convenient to notice, presently, some
of his fallacies, which are so many obstructions
to a right view of this question.

That the great capitalists will be the last to be
brought to look at this question in the right pont
of view is only what 1s to be expected, but that
will be of little consequence when 1t is clearly
seen and understood by the community. The
Land-owners were the last to see the im-
policy of the Corn-laws, but, when understood
by the People, those foolish and unjust laws were

soon repealed.
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CHAPTER II.

FALLACIES EXPOSED.

Lorp OvErsTONE says:—“ A paper circulation,
is the substitution of paper, with a view to
economy and convenience, in the place of the
precious metals.

“The amount of it ought, therefore, to be
equal to what would have been the amount of a
metallic circulation ; and of this, the best measure
is the influx, or efflux, of bullion.

“ On this ground I must assume that fluctua-
tions of the bullion constitute the correct standard
by which to measure a paper-currency.” *

If this maxim were strictly carried out, 1t would
lead to universal ruin.

Lord Overstone says ; Hight millions are a satis-
factory minimum reserve in gold; but for this
opinion he gives no reason, and 1t is 1mpossible
to see how this is consistent with his opinion,
before quoted, on a paper circulation.

% Metallic and Paper-currency, p. 191.
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The object of a paper circulation 1s simply to
economise the coin, and, to that extent, the capital
of the country.

The greater the extent to which that economy
can be carried with perfect safety to the commu-
nity, the greater will be the advantage to the
country from the adoption of a mixed circulation
of gold and paper.

Paper is used to take the place of coin because
paper costs nothing, and gold costs much, and
both perform exactly the same work.

The only question, therefore, is, to what extent
paper can be substituted for gold with perfect
safety to the community.

According to Lord Overstone, Eight millions
are a satisfactory minimum reserve in gold. He
would, therefore, admit that less would be a more
satisfactory minimum reserve in gold, if equally
safe, but that is the question.

Now, the reasoning which will show the mini-
mum reserve of eight millions in gold to be per-
fectly safe, will also show the minimum reserve
of two millions in gold to be equally safe ; or, 1f 1t
fail to show that, it will show that neither the
one nor the other of these reserves would be safe.
But, according to Lord Overstone,—*a paper
circulation should vary in amount exactly as lhe cur-
culation would have varied had it been metallic ;°
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““and that,” he says, ““is the only sound principle
of currency.”

This, as will be presently shown, is the great
fallacy of the Act of 1844.

Agam, Lord Overstone says :—¢ Management
of the Currency means regulating the paper is-
sues by the fluctuations of the bullion, and
mismanagement consists either in putting out
large quantities of paper-money and rapidly
calling them in again, when there is a cor-
responding increase or decrease of the bullion :
or, In taking in large quantities of bullion, and
not putting forth notes against it. By this
rule I contend that all issues of paper-money,
whether Bank of England or Country issues,
ought to be judged, and that their measures
must, n every instance, be condemned, or ap-
proved, i proportion as they conform to, or
violate it.”’*

Now, 1t 1s a fact, as will be presently shown,
that the Issue Department does not produce such
a correspondence between the paper-money and
the bullion, and that there never can be, and
never ought to be, any such correspondence
between them.

Gold, although used for money, is also an
article of merchandise, and 1s subject to the same

* Ibid. p. 202.
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natural laws which regulate all other articles of
merchandise.

A free trade in gold must always exist, and to
say that the convertibility of bank-notes, payable
in gold on demand, can be endangered, so long
as the issuers of the notes possess the means of
purchasing gold, and gold is to be purchased, 1s
an unintelligible proposition.

If the supply of gold be equal to the demand,
and the means of obtaining gold be equal to the
occasion for it, it must be as unnecessary to keep
in hand a stock of gold more than sufficient to
meet the ordinary demand, as to keep in hand a
stock of any other goods more than sufficient to
meet the ordinary demand.

In the case of cotton, it 1s considered sufficient
to keep in hand a stock enough to meet the ordi-
nary demand.

Why should the rule for gold be different from
the rule for cotton, when both are dealt with as
commodities ?

A small stock of gold has always proved sufli-
cient to meet the ordinary demand for gold as
money.

Who ever wanted to convert his bank-notes mto
gold to any large amount, unless he wanted the
gold to send abroad in payment for goods, or to
export as merchandise, or for foreign loans ?
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And who ever found any difficulty in converting
his notes into gold to any amount, since notes
were payable in gold?

When has the Bank of England note, since it
was payable in gold on demand, been of less
value than the sovereign ?

At no time has the sovereign been preferred to
the bank-note, since 1t was made payable 1n gold
on demand.

The Banking Department of the Bank of
England has often been severely pressed to supply
the demands, but the difficulty has always been
as much to find the notes as the gold, and to the
public it was a matter of indifference which of
the two they carried away.

The greatest run ever made on the Bank of
England was in 1825, and then 1t was saved from
stoppage only by the accidental discovery of one
million of unburnt one-pound notes. These were
eagerly taken by the public, so perfectly, at that
momentous crisis, was the note held equal to the
gold. Great authorities say that, the bank-
note was then in imminent peril, but on what
ground they say so does not appear, for the very
reverse was then proved to be the truth.

Since 1819, the Bank of England note has
never been exposed to the slhightest risk of de-

preciation,
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This fact, proved by experience, 1s confirmed
by science.

We see and know that the solvency of a re-
sponsible issuer is a complete and sufficient gua-
rantee for convertibility.

We accept the evidence from experience, that
the Bank of England and the Bank of Scotland
have been solvent and responsible issuers, and
have furnished practical and trust-worthy security
for solvency and convertibility.

The Bank of England, when so near a stop-
page in 1825, was then solvent, and always has
been so since.

It wanted then, what it accidentally found, the
notes. These it has often wanted since.

The radical defect of this Act is that, 1t prevents
the means of supplying the want. It secures a
solvent and convertible currency, but that was
secure before.

The machinery of the Issue Department has
secured solvency and convertibility, which were
already secure ; but it has, on several occasions,
spread insolvency throughout the kingdom, and
has retarded the progress of the greatest com-
mercial country in the world, by an undue and
wholly unnecessary restriction of the circulating
medium, thereby enhancing the price of money
and lowering credit.
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Lord Overstone says:— It is the universal
law of human affairs that every good must be
purchased at its appointed price, and no country
can expect to enjoy the double advantages of a
currency regulated by a fixed metallic standard,
without submitting to the occasional inconve-
niences and pressure which are the indispensa-
ble means for accomplishing that end.”

This long sentence begins and ends with a
simple truism.

The appointed price, and the indispensable
means, constitute the question, which Lord Over-
stone seems to think he has answered by a ge-
neral truism. This is the more strange when
compared with his explanation of the object of a
paper-circulation, before given in his own words.

It will be shown that, #e occasional inconve-
niences and pressure are not the appointed price
of @ paper-circulation regqulated by a fived metal-
lic standard, 1if properly regulatedi and that, when
the occasional 1nconveniences and pressure do
occur, the fixed metallic standard will be in no
manner the cause.

With regard to the separation of the Issue and
Banking Departments, Lord Overstone says:—

“The only object of the proposed separation
of the departments of the Bank of England 1s, to
obtain an effectual security for the regulation of
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the amount of the paper-circulation of the country
in correspondence with the fluctuations of the
bullion, such regulation being deemed essential
for the certain maintenance, under all circum-
stances, of the convertibility of paper issues and
specie.”

The true answer to this is that, it 1s the busi-
"ness of a Bank that administers a paper-currency
in exchange for gold, or in lieu of gold, to have
o other end in view than that of preserving its
paper strictly, correctly, and invariably, upon a
level with the value of gold.

The separation of the departments of the Bank
of England can never obtain an effectual security
for the regulation of the amount of the paper-
circulation of the country in correspondence with
the fluctuations of the bullion.

Experience was not required to show the fal-
lacy of Lord Overstone’s extraordinary assertion,
the more extraordinary when made by a banker
of his experience.

The fallacy has been already shown in the
actual fluctuations between Bank of England
Notes and Bullion ; but when the amount of the
paper circulation of the country is brought mto
the question, 1t 18 difficult to find words to ex-
press the astonishment at such a statement as
this by Lord Overstone.

Sir Robert Peel, as Chairman of the Parha-
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mentary Committee of Inquiry on the Bank Act
of 1844, said :—*“ I anticipate from the adop-
tion of this measure a less fluctuation in the
amount of the circulation—a less fluctuation in
the range of prices; but I am not so unreason-
ably sanguine as to suppose that it will put an
end to all speculation, and to all miscalculation
in commercial matters. . . . We can prevent an
additional stimulus being given to a rise of
prices, and undue speculations by the influence
of an ill-regulated currency, and this it is the
duty of the legislature to attempt.”

These anticipated effects have been in no way
realised. The fluctuations in the amount of the
circulation have not been less ; nor have the fluc-
tuations in the range of prices been less; but
in both cases greater.

It 1s ot the duty of the legislature to attempt
to mfluence prices by regulations of the currency,
nor 1s 1t possible to do so by any such means.
Prices must necessarily vary according to the
relative supply and demand, and can be in no
way affected by the amount of notes in circula-
tion.  All experience confirms this principle. Tt
18 not found that prices vary according to the
amount of notes in circulation. Currency, as
will be presently shown, has nothing to do with
prices, the real use of currency being to circulate

commodities and transfer debt.



CHAPTER Il1I.

THE FALSE CURRENCY PRINCIPLE.

«Prar when Bank Notes are permitted to be
issued, the number in circulation should always
be exactly equal to the Coin which would be 1n
circulation if they did not exist.”

This principle is contained in the Evidence of
Mr. Samuel Jones Loyd, (now Lord Overstone)
befor the Committee on Banks of Issue, 1840.
Question 2663-4.

The following are his words :

“The precious metals converted into Coin
constitute the money of each country. That
Cloin circulates sometimes in kind ; but in highly
advanced countries it is represented, to a certain
extent, by paper notes, promising to pay the coin
to bearer on demand, those notes being of such
a nature in principle, that the increase of them
supplants coin to an equal amount. When these
notes are in use, the metallic coin, together with
these notes, constitutes the money, or currency
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of the country. Now, this money is marked by
certain distinguishing characteristics ; firsz, of all,
that its amount is determined by the laws which
apportion the precious metals to the different
countries of the world; secondly, that it is in
every country the common measure of the value
of all other commodities, the standard by re-
ference to which the value of every other com-
modity 1s ascertained, and every contract ful-
filled ; and 7hirdly, it becomes the common
medium of exchange for the adjustment of all
transactions equally at all times, between all
persons, and 1n all places. It has, further, the
quality of discharging those functions in endless
succession. Now, I conceive that neither de-
posits nor bills of exchange in any way possess
these qualities. In the first place the amount
of them 1s not determined by the laws which
determine the amount of the precious metals in
each country. In the second place, they will in
no respect serve as a common measure of value,
or a standard by reference to which we can
measure the relative values of all other things ;
and, in the next place, they do not possess that
power of universal exchangeability which belongs
to the money of the country.”

From the foregoing evidence it will be seen
that the Witness used the words “ Currency,”
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and “ Circulating Medium,” as synonymous.
Several other high authorities, examined before
the same Committee, confirmed that opinion.

In Lord Overstone’s opinion, money and cur-
rency are ldentical, and include the coined me-
tallic money, and the paper notes promising
to pay the bearer coin on demand. Ie says
that the characteristic of their being money is,
that they are received equally at “ «/l times, be-
tween all persons, and in all places.” He ex-
cludes bills of exchange from the designation of
currency, because “they do not possess that
power of universal exchangeability which belongs
to the money of the country.”

It 1s impossible to 1magine a definition more
fatal than this is, to the opinion so expressed ;
for, if this definition be the true one, then there
1§ no such thing as money or currency at all. In
the first place, it at once excludes the whole of
the 1ssues of bank notes. The notes of a bank
in the remote district of Cumberland, would not
be current in Cornwall, Zherefore, not being re-
ceived equally at ““ all times, between all persons,
and in all places,” they are not currency.

Again, the notes of a bank in Cornwall would
not be current in Cumberland, #herefore, they
are not currency. We may almost say that
there are no country bank notes which have a

C
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general currency throughout England, therefore
no Country Bank Notes are received equally at
“all tvmes, between all persons, and n all
places ;” therefore, no Country Bank Notes are
- Currency.

Till within the last 45 years, the Notes of the
Bank of England had scarcely any currency
beyond London and Lancashire, the preference
being then universally given to local notes in
country districts, therefore Bank of England
Notes had not a power of ‘ universal exchange-
ability ; therefore they were not carrency.

If this test 1s to be applied, the claims of all
Bank Notes to be considered as Currency are
annihilated at once.

The acceptance of a Baring, or a Rothschild,
or of Lord Overstone himself, would be received
in payment of a debt by a far larger circle of
persons than the notes of an obscure and remote
country bank. But Lord Overstone excludes
Bills from the term, “ Currency,” because their
amount 1s not determined by the laws which de-
termine the amount of the precious metals 1n
each country. But 1s the amount of Bank Notes
determined by these laws ?

He says that the increase of Bank Notes only
supplants coin to an egua/ amount; but this 1s
a most extraordinary assertion for a Banker to
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make. Where the i1ssue of them 1s free, it 1s
absolutely certain that their amount will greatly
exceed the amount of gold and silver coin that
ever would have circulated. But the universalty
of this Witness’ assertion is fatal to his argu-
ment in other ways. On the Continent silver
is the legal standard of value. In Great Britan
silver, like copper, is merely coined nto small
tokens, called shillings, etc., which are made to
pass current above their intrinsic value, and are
only a legal tender for a very trifling amount,
hence it cannot be used for the adjustment of a//
transactions, therefore it is not reccived equally
at “all times, between all parties, and wn all
places :” therefore, 1t 1s not Currency. |

There are other countries where gold 1s not
a legal tender, therefore 1t fails to satisfy Lord
Overstone’s test, therefore, gold 1s not Currency.

It is easy to see that there 1s no substance, or
material whatever that will not fail under this
test, and therefore, fthere vs no such thing as
currency.

The fact 1s, that the only difference between a
- Bill of Exchange, and a Bank Note is, that the
former is a promise of a deferred payment, and
the latter is that of an 1immediate one ; and there
is less risk in taking the latter than the former.
From these circumstances a Bank Note possesses

c2
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a greater degree of circulating power than a Bill
of Exchange. To all those who hold the doc-
trine that Bills of Exchange are not currency,
or circulating medium, the answer is short and
simple :—that even 1if the allegation were true,
it 1s nothing to the purpose, because it only
goes to show that there are different species of
currency, or circulating medium, some of more
eligible descriptions than others. But the alle-
gation 1s not true, and the fallacy and absurdity
of 1t are here shown. To prove the entire fallacy
of Lord Overstone’s doctrine on this subject ;—
he maintamns that only Promissory Notes pay-
able on demand are currency. But would not
Notes payable one day, one hour, or minute,
after demand be currency ? Are not Bank Post
Bills, payable seven days after sight, currency ?
Where 1s 1t possible to draw the line? The
same argument applies to one month, two
months, three montks, or any longer period.
The answer 1s clear, that they are all species of
currency, though differing in degree, and the
distinction between them 1s untenable.

But though Lord Overstone’s criterion of a
Currency be fatal to his own view, what would he
gain by 1t if 1t were admitted? For what 1s it
that exists in all places, in all times, and among
almost all persons?

a
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The answer is—DgBT OR SERVICES DUE.

And what is it that it is universally required to
measure, record, and transfer them ?

Some material.

But we see that all Currencies are more or less
local, none are universal. The 1dea, or want,
alone is universal. The notes of a Country
Banker, only circulating in his own neighbour
hood, are like a country pafois; each district
has its own. A national currency rises to the
dignity of a language. But even that 1s only
local on a larger scale. The ideas only ex-
pressed in the language are universal. The only
true idea of a Currency 1s, that it is the—Rz-
PRESENTATION Or TraNsFErRABLE DEsT; and
that, WHATEVER REPRESENTS TRANSFERABLE DEBT
1s CURRENCY.

All persons except those who advocate an 1n-
convertible paper currency, agree that a paper
currency must represent some article of value,
and bullion has been generally chosen for that
purpose. Now, the idea has occurred to a great
many persons, that if 1t be necessary only that a
paper currency should represent some article of
value, why should 1t not represent any or al]
articles of value, such as Land, Corn, Silk, or
any other commodity, and among others, the
public funds? And this has actually been tried
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in’ several instances, yet they have universally
talled, and in many cases have been attended
with the most dreadful calamities. Now, as this
has uniformly happened, and must happen, it
necessarily follows that there must be some radi-
cal error 1n the principle, and that it must oppose
some great law of nature.

And this 1s, beyond all comparison, the most
momentous problem in political economy :— W hy
is it improper to 1ssue a paper currency on any
other basis than that of bullion ?

All the most eminent British Statesmen have
instinctively resisted such proposals, although re-
peatedly pressed to do so. No doubt, 1t has been
a most fortunate instinct for the country; but
certainly all their reasonings on the subject have
not followed their instinct.

The Bank Act of 1844 was the first occasion
on which a small bit of this fatal theory was n-
troduced, which, if only followed out to its legi-
timate conclusion would reproduce in this country
the horrors of the Mississippi scheme in France.
But though the British Parliament, by a blind
unreasoning instinct, has always, with the excep-
tion just named, resisted such fatal advice, this,
will not satisfy the demands of Science. This
was the error which brought the name of John
Law into such unhappy notoriety, about 160
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years ago. He was the great advocate of what
is now the popular cry—basing a paper cur-
rency upon any article of value besides bul-
lion. The only difference between him and our
greatest statesmen is, that he carried out their
arguments to their legitimate conclusion. He
had the opportunity of carrying this theory nto
effect, and the result was ruin.

This has been so fully and clearly shown by
Mr. Macleod, in his admirable work on “The
Theory and Practice of Banking,” etc., that 1t 1s
only necessary to refer to that work,* from which
these remarks on Currency are, for the most
part, abridged. As the same writer adds :—“A
moment’s consideration will show that the theory
of basing a paper currency on commodities 1n-
volves this paipable contradiction in terms, #/al
one can buy commodities, and also have the money
as well.”

The origin of the Public Debt of this country
was Bank of England Stock, which was advanced
to the Government, in consideration of privileges
conferred, and as these advances were made from
time to time, increasing the Public Debt to the

% ¢« The Theory and Practice of Banking.” By Henry
Dunning Macleod, Esq. Longman and Co. 1855. A 2nd
edition, enlarged and very much improved, was published in

1866, and is by far the most comprehensive and able work
which has ever been published on the subject of Banking.
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same amount, the Bank was allowed to issue
notes to the exact amount of its capital, 4. e.
the Public Debt, and this permission still con-
tinues.

If this permission had been carried out to its
legitimate conclusion, the National Debt and the
capital of the Bank of England would have been
one and the same thing, and the paper notes of
the Bank would have been nearly £800,000,000.

As Mr. Macleod observes; this fundamental
principle of the Bank of England was as erro-
neous as the Mississippi scheme, and if this
prineiple had been carried out much further, it
must have ended in universal ruin; but that, 1n
all these cases, such as the Mississippi scheme,
the Ayr Bank, the French Assignats, or Ameri-
can banking, the mischief is not developed until
the issues exceed a certain limit. In the case of
the Bank of England, the mischief has been pre-
vented from producing its inevitable consequences
by rigidly restraining it within that limit. The
depreciation of the issues is the evidence that the
certain limit has been exceeded. That the Bank
of England note has not been depreciated, is
evidence that the principle has not been carried
tar enough to develop the mischief.

+he 1dea, therefore, of basing a paper-currency
upon property, or commodities, or upon public
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stock, is essentially erroneous, and 1f carried out
to its legitimate consequences, must terminate,
as it did in France, in 1796, and in America, 1n
1837-9.

But the Bank of England, being based, from
its commencement to the present time, on this
vicious principle, the first step to the re-constitu-
tion of the Bank of England on a sound principle
must be to restore the borrowed capital of the
Bank.

This must be the foundation of the Bank of
England, otherwise it is a Bank without capital,
and must be unequal to its purpose and object.

The next important step must be to enlarge
the credit capital of the Bank of England, by
extending the power of the Bank over the issue
of notes on Government securities.

That the safe limit has not been exceeded by
the issue of £14,000,000 of Credit Notes 1s mani-
fest from the fact that these notes have never de-
preciated. The issue might be extended to
£40,000,000 or £50,000,000 on the same se-
curity with equal safety, the security depending
on the solvency of the British Nation.

The fallacious theories which have so long
bewildered the banking and commercial mind
with regard to over-issues and over-trading will
be passed over lightly here, the object bemg to
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expose the fundamental fallacies of the Bank
Charter Act.

No practical purpose is now to be served by
further discussion of - the wearisome questions
about Metallic Currency, and Paper-Currency,and
how these are affected by Foreign Exchanges.

We never have had, and never can have, a
wholly metallic currency. We have had a wholly
and 1nconvertible paper-currency, and that, whilst
1t lasted, was an 1njustice and a disgrace to the
nation. But we have paid for that vicious system,
and got out of 1t, and are not likely to go back
to 1t, whilst common sense, not to say common
honesty, prevails 1n this country.

We have now a mixed metallic and paper-cur-
rency, based on bullion, as the acknowledged
measure of value, and the only true basis of the
representative value.

The convertibility of the bank-note into gold
coin of the realm, on demand, 1s the foundation
of the commercial honour and prosperity of this
country, and must be preserved at whatever
cost.

To show that the convertibility of the bank-
note can be preserved at a much less cost than
under the existing system, and with equal safety,
is the present object.
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CHAPTER IV.

MONEY, CURRENCY, AND CAPITAL.

MoxEy is currency of the legal and acknowledged
measure of value.

The metallic currency is called Money, and
the paper-currency of all sorts is termed, Security
for Money. These securities for money, or the
paper-currency, are divided nto two general
divisions, firstly, promises to pay money, called
Promissory Notes; and secondly, orders to pay
money, called Bills of Exchange. Each of these
general divisions, again, is divided into several
varieties.

The Sovereign, or Pound, is 123274 grains of
standard gold, 22 carats fine, and 2 carats alloy.
The sovereign was a new gold coin, made current
by proclamation, of the value of 20s., on the lst
July, 1817.

Currency is that which passes current from
hand to hand, for the transfer of Debt. It 1s
evidence of a debt due to the possessor of it,
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proving that he has rendered services for which
he has received no equivalent, but which he can
demand at any time. It may, therefore, be
laid down as a fundamental conception, that
Currency and Transferable Debt are convertible
terms ; that whatever represents transferable debt
of any description is currency ; and that, whatever
material the currency consists of, it represents
Transferable Debt, and nothing else. Therefore,
where there is no debt, there can be no Currency.
‘Where the exchanges are equal, there is no debt,
and there can be no currency. The Debt repre-
sents the precise inequalily of the exchange, and
where there is no exchange, the debt must equal
in value the service rendered. Hence it is clear
that the use of currency is to supply the defect of
the exchange, or, rather, in most cases, to do away
with the necessity of an exchange. Tts real use
1s manifestly to enable commodities to circulate, or
move from the possession of one person to another,
or to enable one person to render another services
without the necessity of an exchange. - Hence,—
The use of a Currency us not to facilitate exchanges,
but to abolish exchanges.

Circulation 1s the amount of the sum total of all
the transferences of the currency. It is generally
used as synonymous with money and bank notes,
and more particularly the latter. Thus the number
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of notes issued by the Bank of England, or any
other Bank, is called its circulation. But this 1s
an objectionable term.

To call the notes which circulate a circulation,
seems as great a confusion of idea, as to call a
wheel a rotation. The word circulation, there-
fore, cannot properly be applied to the issues of
a Bank. The more correct expression evidently
is, the number of its notes in circulation. Cur-
rency denotes the substance itself. Circulation the
amount of its transferences from hand to hand.

This simple definition of money and currency,
as given by Mr. Macleod, will help to expose
many of the common fallacies from the mis-use
of these terms.

Capital 1s nothing but a store of accumulated
labor, which has not yet been spent, and 1t 1s
necessary to have some material substance to re-
present and measureit. That substance 1s money.
Capital, then, in its primary and true meaning,
denotes the accumulated savings of labor, and
its symbol is, MoNEY. Among most of the civi-
lized nations, the weight of bullion 1s the measure
of value. Capital, therefore, 1s the purchasing
power, the moving power of commerce, the power
that causes the goods to move from the producer
to the merchant, or it 1s the circulating power,
which causes the goods to circulate. In its pri-
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mary meaning, 1t does not mean the commodities
themselves, but the power which transfers the
property 1n them from one person to another.
All goods are circulated, either by capital, or
credit ; hence, capital and credit constitute the
circulating medium.

It will, therefore, be seen that every unsuc-
cessful operation in trade alters the proportion
between the currency and the capital, or the debt
1t represents; and though a few unsuccessful
operations of this sort would not have any sen-
sible effect in changing its value, yet a repeated
succession must necessarily do so ultimately, just
as adding a drop of water in a bucket may not
perceptibly increase the quantity of the water,
yet a continued series of drops will at length
cause the water to overflow the bucket; so a
continued series of such operations, under an
inconvertible paper-currency, must necessarily re-
sult in a serious diminution in the value of the
whole. But 1t may happen that, even though
the merchant pay his debt, and no loss of capital
ensue to the bank, yet it may be a loss of capi-
tal to him. 'Thus, when he bought the goods on
credit, and gave his acceptance for them, which
was purchased by the bank, he meant to employ
those goods as capifal, that 1s, he bought them
merely for the purpose of selling them again with
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a profit. If he succeed 1n this object and sell
them to advantage, he pays his acceptance out
of the proceeds realised by the goods, and his
Capital is increased more or less, according to
the greater or less advantage he sells them at.
But if he have made a miscalculation, and sell
the goods at a loss, he must still make good his
debt to the bank out of his remaining capital ;
and such a transaction is a loss of capifal to him.
But every loss of capital to an individual 1s a
loss of capital to the whole community. And
the great general result to the community 1s
absolutely the same, whether the loss of capital
fall upon the individual or upon the bank. The
capital of the Nation is diminished, but the cur-
rency remains the same. Consequently, every
unsuccessful operation in trade alters the pro-
portion between the quantity of the Currency,
and the quantity of the debt, or the Capital 1t
represents ; and, therefore, every unsuccessful
operation necessarily tends to diminish the value
of the whole currency, unless some means can
be devised by which a quantity of currency can
be removed from circulation, corresponding to
the loss of capital. Now, the diminution in the
value of the currency inevitably shows itselt m
process of time, by a general rise in prices. It
may do so gradually and imperceptibly at first
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—1n the hourly variation of prices 1t may not,
perhaps, be perceived at first,—just as when the
waves are breaking upon the shore, 1t 1s 1m-
possible to tell whether the great tide be advan-
cing or receding ; but if it continiue for any length
of time, all traders begin to feel 1t instinctively,
It 1s impossible, perhaps, to point out the precise
influence in any particular transaction; but, yet,
it makes itself felt, in commercial operations, by
a general rise in prices. The fact is that, when
the operation was done, and the production ex-
posed for sale, it was expected and calculated
that a certain portion of currency would be ap-
propriated to the purchase. But, 1t people do
not want the article, they will not appropriate
that portion of currency to the purchase; the
producer loses his capital, and the currency re-
mains in circulation. And the increased quan-
tity of it gradually enters into the prices of other
commodities, aggravating them and swelling them
up. Now, in this case, when the currency 1s
made of a material which has a universally ac-
knowledged value, nature herself provides the re-
medy. When commodities rise in price 1n this
country, beyond their prices in foreign countries,
besides the cost of transporting them here, they
will be imported, and the extra quantity, thrown
upon the market, diminishes their price, both by
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altering the rates of supply and demand, as well
as by removing from circulation the quantity of
currency, necessary to pay for them, until the
general equilibrium is again restored between
prices, currency, and capital. But if the cur-
rency be made of a material which has no value
whatever, like paper, this great natural restoring
process cannot take place. The quantity of cur-
rency remains the same, while the capital 1t re-
presents is diminished. The consequence 1s a
general diminution in value of the whole cur-
rency,—all the portion of the currency which
has no intrinsic value is driven out of circula-
tion ; then follows a great rise in the market
price of bullion, and, as a necessary consequence,
a fall in the foreign exchanges.

These considerations enable us to affix a defi-
nite and specific meaning to a phrase now in
constant use, but which no one even attempits to
explain.  All discussions upon currency are full
of misty and vague expressions about “ excessive
issues,” ““over-issues,” but no attempt 1s made
to define what an “ over-issue ~ 1s. Now, “ over-
issues ”’ in general, must consist of specific 1n-
stances of over-issue in particular cases. Where
is the use, or the sense, of casting vague and 1n-
definite accusations against the Bank, of making
« excessive issues,” unless the charge be sup-

D
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ported by pointing out specifically which 1ssues
are excessive, and which are not? Now, the
meaning of an “ excessive 1ssue,” or an ‘over-
issue,” 1s an advance upon an unsuccessful opera-
tion, or the purchase of a bad debt.  Every quan-
tity of currency advanced to promote an unsuc-
cessful operation, or which purchases a bad debt,
alters the proportion between the currency and
the debt, or the capital it represents. Each spe-
cific instance, then, of such an operation 1s an
«over-issue,” and the expression has no other
meaning.

The foregoing considerations also show the
complete fallacy of the theory of issuing notes
on “good bills.” In a Banker’s sense, a ““good
bill” means simply a bill which 1s duly paid by
the proper party at maturity. It is not the
smallest consequence to the Banker, as long as
he is paid, whether the transaction out of which
the bill originated be a profit or a loss to the
person who incurred the obligation.  But 1t the
expression, “good bill,” be taken in a more
extended and philosophical sense, to denote a
bill upon which 1t is safe to issue currency, it
is a very different matter indeed, for then “a
good bill” can only mean one generated by a

successful operation.
Every consideration of sonnd reasoning and
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science, then, proves that, the only true foun-
dation of a paper currency is that substance
which 1s the legal, or the universally accepted,
representative of DuBr, 7. e. of services due, or
Caritar, whatever that substance be. Now,
among all civilized nations, gold or silver bullion
1s the acknowledged representative of Debt, or
Capital.  Consequently, gold or silver bullion
1s the only true basis of a paper currency.
Among all civilized nations, the weight of bullion
18 the acknowledged measure of value, and, con-
sequently, bullion 1s the only true basis of the
representative of value. Many unthinking per-
sons declaim against the absurdity of founding
a paper currency upon the commodity of gold
bullion, rather than any other commodity, such
as wheat, or silk, or sugar. But it is not as a
commodaly that bullion 1s the basis of a paper
currency, but as the substance which is the ac-
cepted representative of Debt or Capital. It
would be perfectly possible to make a yard of
broadcloth, or a Dutch-cheese, the representa-
tive of Debt and the measure of value; then
the yard of broadcloth or Dutch-cheese would
be the only true basis of a paper currency, and
to 1ssue paper upon the basis of bullion would,
in such a case, be as improper as to issue paper
on the basis of broadcloth or Dutch-cheeses

D 2
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under existing circumstances. But all nations
are agreed that bullion is better fitted by nature
for such a purpose than any other commodity ;
and, consequently, as it seems to be the sub-
stance pointed out by nature for representing
debt, bullion is the substance which forms the
only true basis of a paper currency.

Bullion, then, as the symbol of Capital, 1s
not only the sole proper basis of a paper cur-
rency, but is the only true regulator of 1ts
amount. As all paper currency is a “promise
to pay” gold or silver bullion at some definite
time, it is quite evident that the promises to
pay,” floating in a nation, must bear some pro-
portion in quantity to the actual quantity of the
bullion. Tt is quite impossible to fix any de-
finite proportion, because that depends upon a
multitude of peculiar circumstances. Experience
is the only guide on the subject.

Capital and Credit, or money, and promises
to pay money, then, form the only true circula-
ting medium, or currency, and they are 1its
Limits. If the limits of Capital and Credit be
once transgressed, we plunge at once into the
fatal error of the notorious John Law, and there
is no logical goal, till we arrive at the Assignats
of 1796, or the Issues 1n America in 1837 ; and
even these did not reach the full limits allowed
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by the theory. It is impossible to exceed the
boundaries of Capital and Credit in the smallest
degree, without involving this absurdity, —7/at
we can buy a thing, and keep the price of t as
well.

Capital and Credit, then, must always 1n-
crease and decrease together. If a man’s real
capital .be reduced from £1000 to £100, it 1s
quite clear that he cannot keep in circulation as
many ‘ promises to pay,” as when he had
£1000 ; and if his real capital be leaving him,
he must reduce his liabilities in a similar pro-
portion. If he choose to spend £500 m buying
commodities, such as corn, flour, etc., it 1s quite
clear that he cannot spend the money, buy the
commodities, and have the price as well. What
is true of a single individual, is equally true of
a Bank, or of a Nation. When an ordinary
Bank feels a drain upon its bullion, 1t must re-
duce its liabilities, its * promises to pay,” or else
the ruin of that Bank is certain. Now, although
this be true as a general principle, and apph-
cable to private banks, yet it 1s not applicable
to the Bank of England, invested with a mono-
poly in the issues of the legal tender money of
the country, as will be shown in the tuture pages
of this work, where it will be maintained that 1t
is the reverse of true applied to the Bank of
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England, and that, as its bullion decreases, it
ought to uncrease its i1ssues, but under certain
limitations.

The operation of reducing “ Issues,” or  Ad-
vances,”’ 1s always one which will excite much
complaint, and requires to be done with much
delicacy ; and, indeed, the grand problem, in
regulating the paper currency, 1s to discover the
true mode of acting upon 1t, so as, on the one
hand, to maintain always its uniformity i value
with the coin it represents, and on the other, not
to contract it too suddenly and violently, and
without giving the public sufficient warning to
enable them to reduce their habilities 1 pro-
portion.

The plain and obvious method of controlling
the paper-currency has almost entirely eluded
observation. No person who apprehended the
true nature of Banking, and expressed 1t in
simple language, could fail to see the natural
controller. The main business of commercial
banking is discounting mercantile Bills, that 1s,
buying debts. Discounting a Bill for a mer-
chant, is not /ending him money, but buying a
debt due to him; and the price of such debt
must follow exactly the same law as the price
of corn, or any other article, if brought under
the same law by exactly the like circumstances,
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but not otherwise. If money be very scarce
and wheat very abundant, the price of wheat
must fall; if money be very abundant, the
price of wheat will rise. The price of debts
obeys the same rule, under the same circum-
stances.  If capital become very scarce, the price
of debts must fall, 7. e. the discount must rise.
If capital become abundant, the price of debts
will rise, 7. e. the discount will fall. The price
of debts, then, must follow the same great natural
law that the price of wheat does, if that law
be left uncontrolled in its operation. Now, does
not every man of common sense know that, 1t
is foolish to try to control the price of wheat?
It is not the fluctuation of the price of wheat
that is the evil, but it is only the sign of the
evil.” The real evil 1s the change in the pro-
portion of the demand and supply, and the
fluctuation of the price is the grand natural
corrector of the evil. Does not every one know
that a Zigh price of corn is the way to aftract
corn where it is deficient, and a Jow price the
way to repel it from where 1t is already too
abundant? Does not every one know that it 1s
the most fatal folly to force down the price of
wheat when there is a real scarcity, and to sell
it below the price it would naturally attam ?
Now, apply all the arguments which suggest
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themselves so irresistibly in the case of wheat, to
the case of credit, or the purchase of debts, and
the same results will follow, under the same, or
the like circumstances. The same natural law
operates to preserve the due proportion between
capital and credit, and any interference with this
law must necessarily be attended with the same
evil consequences, as an interference with the
natural price of wheat.

The variations in the rate of discount, there-
fore, are, in truth, only the sign of the evil.  'The
real evil is the altered proportion between capital
and credit, and a variation in the rate of discount
is the corrector of the evil. To attempt to keep
the rate of discount uniform, when the proportion
between capital and credit is altered, without
taking any means to restore the due proportion,
is to thwart and contravene the natural law, just
the same as an attempt to fix the price of wheat ;
but if the proportion between capital and credit
can be restored without altering the rate of dis-
count, then there is no reason why a umform rate
of discount should not be preserved, and quite
consistently with the natural law, for although
variations in the rate of discount correct the real
evil, yet these variations are also a great evil.
The simplicity, beauty, and perfection of action m
this natural law, as in all the laws of nature, 1s
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marvellous, and produces a multitude of results
which are not, perhaps, at first, very obvious. If
capital beleaving the country and becoming scarce,
compared to credit, every principleof nature shows
that the value of money must rise, ¢.e. the rate of
discount must rise; and this has a tendency to
prevent the outflow of bullion, and to attract 1t
from abroad; on the other hand, if capital be
flowing into the country, and likely to become
too abundant, compared to credit, a fall in its
value, or a fall in the rate of discount, repels 1t
from the country. If a nation be visited with a
great failure of the crops, it can buy such food
vom foreign countries only with its commodi-
ties or its money; it cannot send its credit in
payment abroad. 1f commodities be too dear, 1t
must pay with money, and credit in this country
is the great producing power, and for a fime 1s a
great sustainer of prices, by enabling people to
withhold their commodities from the market.
Now, raising the rate of discount curtails credit,
forces sales, and thereby lowers the prices of com-
modities, and makes it less profitable to export
specie, and more profitable to export aoods.
Moreover, this rise in the value of money here,
i.e., the low price of debts and commodities,
tempts buyers from neighboring countries to
bring their money here. It thus causes an n-
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flux of bullion, and restores our currency to a
uniformity of value with that of neighboring
countries.  Again, if this nation have to spend a
great part of 1ts money in buying foreign corn,
it 1s quite clear that it has not got so much
money to spend i purchasing goods; an over-
production of goods, therefore, can only end in a
disastrous fall of prices. And here, too, the
beautiful action of the natural law is manifest.
So enormous a proportion of the commodities of
this country are produced by the credit system,
that a rise in the rate of discounts just hits
profits between wind and water.  Consequently,
a rise 1n the rate of discount retards and curtails
production in proportion to the diminished con-
suming powers of the nation, and so prevents
such a ruinous fall in price as would necessarily
follow an undiminished production, accompanied
by a diminished power of consumption. But,
this result 1s a great disturbance to trade and a
great loss to the country, and still the question
remains, whether, with a mixed metallic and
paper-currency, the same result cannot be pro-
duced with less disturbance to trade than by
raising the rate of discount beyond a certain
fixed maximum.

In fact, when a commercial crisis occurs in a
country, it invariably means that more persons
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are wishing to sell than there are persons to buy ;
or, af least, at remunerative prices. A commer-
cial crisis invariably arises from a lack of pur-
chasers, which is, in fact, over-production. True
prudence, therefore, shows that, in all commer-
cial crises, production should be curbed. 1t 1s
much better not to produce at all, than to produce
and be obliged to sell at a loss.  "To produce and
be obliged to sell below the cost of production 1s
loss of capital. It 1s better, therefore, not to
employ the capital at all, than to lose it.  Raising
the rate of discount, therefore, acts as a timely
warning to producers to hold hard, but, in that
case, especially with a paper-currency, it may be
better still not to discount at all, than to disturb
the uniform rate of discount.

Now, what is the necessary consequence of an
attempt to thwart this great natural law? In
time of scarcity of food and a mnecessary export
of money to buy it, if the rate of discount be
kept unnaturally low, nothing but money will
go; commodities are too dear, they will not go.
Again, money being kept at an unnaturally low
rate here, no one will bring it here from neigh-
boring countries, consequently, great quantities
of money will go out, and none will come in, tili
at last, the circulating medium will be nothing
but “ promises to pay,” and no money fto pay
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them with. 'Then, at last, violent convulsions,
total destruction of credit, every one wishing to
sell, and no one wishing or able to buy.

On the other hand, if Capital, when flowing
in with too great abundance, be not repelled by
a due diminution in the value of money—u.e.
a fall in the rate of discount, or a suspension of
discount,—capital will continue to flow 1 until
it be so superabundant that a violent fall takes
place. Persons who are accustomed to depend
on the incomes they derive from the interest of
money, suddenly find that their means are se-
riously diminished ; then wild speculations find
favor in the public mind, promising higher
profits, and then the community goes through
the cycle of bubble speculation, extravagant
credit, ending in a commercial catastrophe.

The object to be aimed at should be to pre-
serve a uniform rate of discount in this country,
and at the same time to maintain a uniformity
in the value of the British Currency with that
of other countries. If money, that 1s, gold or
silver, be made artificially cheap 1n this country,
that is, cheaper than 1t 1s in neighboring coun-
tries, persons in this country will export 1t to
where it is of greater value ; they will buy foreign
securities, they will import foreign commodities.
On the other hand, foreign nations will flood this
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country with their securities ; just as the Ameri-
cans did in 1839, when the Bank kept down the
rate of discount below its proper level ; because
they can sell their securities at a better price
here, than in their own country. But n neither
of these cases would an alteration in the rate of
discount be necessary, if that uniformity in the
value of the currencies can be otherwise pre-
served.

When the Americans wished to sell themwr
debts, and found that, in their own country they
could get only £90 per cent. for them ; whereas,
they could get £97 per cent. for them 1n England ;
as a natural consequence they sent them to
England for sale, and took away the cash. The
only way for England to have stopped this would
have been to give mo more for these securities
than the Americans themselves would give; 1n
other words, to maintain a uniformity in value
between the currencies of the two countries.

When the Foreign Exchanges are unfavour-
able to this country, the simple meaning of that
is, that it is profitable to export gold. But,
where is the gold got from for exportation? From
the Bank of England. And how is it got from
there? By getting hold of the Bank’s “pro-
mises to pay” gold on demand. Now, when the
Bank of England knows that a multitude of
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persons are trymng to get hold of its promises to
pay, for the purpose of demanding gold for them,
and to carry that gold out of the country, it
would be folly in the Bank to be multiplying
its “ promises to pay” in all directions, and sell-
ing them cheap.

When gold is leaving the country, nothing
can bring it back again here, except selling
our commodities, or debts, cheaper than other
nations.

As soon as the exchange becomes so un-
favourable as to make it profitable to export gold,
an immense number of bills are fabricated for the
purpose of being sold for the sake of the pre-
mium ; and these will continue to be fabricated
as long as the rate of discount is kept below that
of neighboring nations. Now, raising the rate
of discount, or stopping discount by a mode-
rately fixed maximum, strangles all such opera-
tions in the birth.

If the rate of discount be kept below its natural
level, it stimulates and encourages production so
much beyond the powers of consumption that, it
must necessarily terminate in an aggravated fall
of prices. In that case a timely raising of the
rate of discount to the fixed mazimum, would be
a warning to producers to contract their ope-
rations.
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It is, then, an incontrovertible fundamental
truth in Monetary Science that, Capital and
Credit form the circulating medium, and that they
must increase and decrease together.  An increase
of Currency without an increase of Gapital, has no
effect but to diminish the value of Currency.

The same thing happens if, when Capital 1s
destroyed, Currency be not destroyed with 1t.
If a metallic currency increase faster than capi-
tal, the natural law provides a remedy ; the me-
tallic currency is immediately exported. But,
with an inconvertible paper-currency, this cannot
happen ; and, when capital 1s destroyed, cur-
rency remains in circulation. When this goes
on for any great length of time, or to any con-
siderable extent, the inevitable result is, a depre-
ciation of the paper-currency, which is shown by
the rise of the market above, what is called, the
Mint price of gold. This was eminently exem-
plified in England in the years subsequent to
1810. The extravagant speculations were fol-
lowed by an enormous destruction of capital;
but the currency which was issued to represent
it remained in circulation, and soon manifested
itself in a rapid fall in the value of paper. It
was impossible that paper ever should right itself,
unless this superfluous currency were destroyed,
and this was brought about by the destruction of
the 1ssuers of 1t.
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Such are the principles which must regulate
the money of all countries. 1f the money con-
sisted only of the precious metals, these principles
would be perfectly simple and self-regulating.
But, in most- civilized countries, the money con-
sists partly of the precious metals, and partly of
paper, of no intrinsic value, but of an artificial
value, dependent wholly on credit.

To adapt this artificial and complex system to
the natural and simple system, opens a great
variety of questions, and although these are to
be determined by analogy with natural prin-
ciples, yet, if the same reasoning be followed out
with the artificial system of a mixed currency,
as with the natural system of a purely metallic
currency, the conclusion will be erroneous, and
the result confusion. This 1s the error of Lord
Overstone, and of all those who advocate his
theory of variation. And this i1s the great error
of the Bank Charter Act of 1844.

The principle, so clearly laid down and ex-
plained by Mr. Macleod, in his work before re-
ferred to, has been here more particularly no-
ticed for the purpose of expressing a distinct as-
sent thereto, as a general principle, but also for
the purpose of distinctly dissenting to the ap-
plication of this principle and the reasoning
therefrom to the Bank of England, constituted
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as 1t 1s, under special circumstances, to carry
out a system entirely artificial.

It may be useful here to add a few remarks
on the true meaning of money, which is so much
capital taken out of the common stock for a
special purpose, an important distinction over-
looked by most writers.

Prominent among these 1s M. Wolowski,
Member of the French Institute, etc., who 1s
regarded by some in this country, and many on
the Continent, as an authority on the subject.

M. Wolowski not only loses sight of this dis-
tinction, but he attaches to money a property
which 1t does not possess, and he makes this
fundamental error the foundation of many other
errors.

As the translator, from the original Latin into
French, of two old Tracts on Money, by Nicholas
Oresme and the celebrated Copernicus, M. Wo-
lowski has endeavoured to support some of his
own notions on this subject by bringing forward
the crude opinions of those old and forgotten
writers, and by referring to some imperfectly
expressed 1deas by that eminent Frenchman,
Turgot.

M. Wolowski has been so obliging as to pre-
sent to the Author a copy of this work.*

* ¢Traictie de la Premiere Invention des Monnoies, de
B
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It is evidence of commendable industry, but
misdirected zeal.

Viewed in the obscure light of those distant
times, the opinions of Oresme and Copernicus
on the subject of - MoxEY’ are more curious than
useful. They show a surprising light of intelli-
gence for those times, but, viewed in the clearer
light of the present day, are opinions of little
practical use, and, used as M. Wolowski has
used them, are not only not useful, but are in-
jurious, as tending to confusion, and to support
errors such as those into which M. Wolowski has
himself fallen and is misleading others.

It is only some of M. Wolowski’s commen-
taries thereon which will be here noticed, and
with the view only of rendering them harmless.

M. Wolowski considers money of gold and
silver or other metals to be of enfrinsic value,
exchangeable for and synonymous with merchan-
dise, and, therefore that, money is merchandise.

He attempts to support this fallacy by refer-
ence to the following propositions of Turgot:

“ Toute marchandise a les deux proprictés
essentielles de la monnaie, de mesurer et de

Nicole Oresme. Texte Francais et Latin, d’apres les Manu-
serits de la Bibliothéque Impériale. Et Traité de la Monnaie
de Copernic; texte Latin et traduction Francaise; Publiés
et Annotés par M. L. Wolowski, Membre de 'Institut.’
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représenter toute valeur; et dans ce sens toute
marchandise est monnaie.”

“ Réciproquement, toute monnaie est essen-
tiellement marchandise.”

““ L’or et I'argent sont constitués, par la nature
des choses, monnaie et monnaie universelle, indé-
pendamment de toute convention et de toute lo1.”

These expressions are not exact, but, in the
sense in which they are used by Turgot, they
are not open to much objection.

M. Wolowski, however, makes use of these
expressions for a very different purpose, when he
uses them to support the false reasoning, which
runs through all his arguments against the ex-
tension of credit issues, in favour of limiting
those issues by high rates of discount.

There 1s no reason to suppose from any of
the writings of Turgot that, he would have so
used his definition of money, or that he intended
to restrict credit by the hard and inflexible rules
prescribed by M. Wolowski. On the contrary,
such a view 1s inconsistent with all that we
know of the opinion of Turgot on this question
from his writings.

But 1f the words of Turgot in their true sense
and meaning do support M. Wolowski’s views,
then all that can be said 1s that, Turgot was as

much 1 error as M. Wolowski 1s.
E 2
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Money is correctly described as the measure
of value, and 7n #/is sense, Turgot says all money
is merchandise. He does not say, as M. Wo-
lowski says, ““the money paid for the merchan-
dise is the exchange of one intrinsic value against
another intrinsic value,” but that, the money 1s
the measure of the value of the merchandise.

This is a conventional form of expression, but
1t 1s not accurate.

There is no value either in the money or the
merchandise, and there 1s no ufrinsic value 1n
anything.

The value consists in the human labor ex-
pended in the one and the «other, and the money
measures the labor, which alone constitutes the
value.

In the merchandise and in the gold the value
of the labor has been already paid for.

In the merchandise, to the manufacturer.
In the gold, to the digger.

The money is the measure of the value and
the acknowledgment of the debt, and the debt,
though legally discharged by the money, 1s not
really satisfied until the money be transferred into
other hands. |

The money simply measures the value of the
service rendered and transfers the debt thereby
incurred, and the holder of the mcney has a
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claim for a like amount of value or services, so
measured and yet to be rendered.

The money is the measure of the debt or ser-
vice, the measure of value; but the value 1s 1n
the service rendered, not in the money, for that
1s of no value.

There is no value in gold or silver or in any
material thing.

The value consists in the service rendered by
getting the thing wanted for its use.

In the case of the gold, in getting it out of
the earth.

In the case of the merchandise, in manufac-
turing it out of the raw material.

Gold is of no more value than gravel, and
there is no value in either.

Value is merely a conventional term when ap-
plied to any material thing, and is as maccurate
as the conventional term circulation, when ap-
plied to bank notes in circulation.

When a gold sovereign is given for a cart-load
of gravel, the debt thereby incurred, for the service
so rendered, is discharged by the gold sovereign.

The value of the service rendered is measured
and the debt incurred is acknowledged and dis-
charged by the gold sovereign.

But, though the debt be thereby discharged,
the value of the service in return is not received
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until the gold sovereign be again transferred or
applied to produce an equivalent service to the
holder, and if he lose the sovereign the service
in return 1s never received, but the debt is still
satisfied and discharged, thus proving that neither
the gravel nor the gold was of any value, and
that the gold sovereign did nothing more than
transter the debt, and also proving that, for
value, mutual services must be rendered.

The payment of the money is for the service
rendered in delivering the utility that was wanted,
and the money paid commands the equivalent
service.

The money measures simply the value of the
service rendered, and 7o de rendered in return.

The materials given and received are the utili-
ties of Nature given gratuitously to all, and,
therefore, of no value.

If the gravel were as scarce and as useful as
the gold, and if the gold were as plentiful but
no more useful than the gravel, a cart-load of
gold would be required for a piece of gravel of
the size of the sovereign.

The diamond has its peculiar usefulness, and
its great beauty and rarity make it a desirable
possession. But 1t has no more value than a

common gravel stone.
The value consists only in the service rendered,

whether 1maginary or real.
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If a person after spending fifty years of his
life in searching for a diamond were then to find
one, those fifty years would be to him the mea-
sure of its value, though that might not be the
measure of the value to the person desiring to
purchase the diamond.

But for the diamond itself there could be no
payment, for there is no one entitled to receive
payment, any more than for the air we breathe
or the water we drink, and these are never paid
for, though we do pay for the service of bringing
the water to us.

It is, therefore, by conventional usage only
that we talk and write of the value of things, and
Turgot was not exact when he wrote :—* Gold
and silver are constituted, by the nature of things,
money and universal money, independently of
all convention and all law.”

Gold and Silver are so constituted,—not by
the nature of things, independently of all con-
vention and of all law, but by convention and
law, independently of the nature of things.

This was afterwards partly recognised by
Turgot when he added :—* L’usage de l'argent
a beaucoup facilité la séparation des divers tra-
vaux entre les differénts membres de la société.”

Coventional usage arises out of, but cannot
alter, the nature of things. The nature of things
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1s unchangeable, and on that property conven-
tional usage is formed. Circumstances may and
do change conventional usage, but the nature of
things never.

Gold and Silver and Copper are the chosen
measures of value for their peculiar properties,
not for any intrinsic value, for there 1s none.

These metals are chosen for such purpose,
because there are no other known articles, in
equal abundance, so little liable to be affected
by change of circumstances.

Circumstances are always changing, and con-
ventional usage accommodates 1itself to those
changes. But the mnature of things never
changes.

Nature works by immutable laws.

These may be disregarded, but can never be
violated. |

The laws of Nature work universal benefi-
cence. 'To disregard them does mnot violate
them, but perverts the intended good to evil.

The gratuitous services of Nature are given
equally to all, and when all make equally good
use of them, all will equally enjoy them, not
otherwise.

If all would avail themselves of Nature's gra-
tuitous services, those services would be more

largely appropriated.
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Obstacles would be removed and the way
made more easy for all.

Labor would be set free, and the sources of
all services and all property would be thereby
enlarged.

Value would be created where no value was
before, and value 1s all that man can ever create.

Capital would 1ncrease and be distributed
more equally.

Credit would be extended on a firmer basis.

Industry, prosperity, and happiness would 1n-
crease.

Pauperism would diminish, and with it guilt
and wretchedness.

This is the Equalisation to which Nature
points. Dierrus Der Est Hie.

There is no other equality in Nature than
this.

Nature’s gratuitous services are given equally
to all, and, being gratuitous, nothing ever has
been or ever can be given in exchange for them
but as value arises only from exchange of ser-
vices, Nature’s gratuitous services never have
been and never can be of any value.

These services are wufilities, but only when
used.

Air, light, water, oravitation, electricity, etc.,
are utilities when used, but, though essential for
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our existence, we give nothing in exchange for
them, and they have no value. The water, if
we can never obtain it, is even of no utility
to us. The service is rendered by bringing the
water to us, and 1n this service, if received in ex-
change for another, is the value. The service is
rendered by human efforts and may be rendered
gratuitously, in which case, however great the
service, there is no value. Our own efforts may
bring the water to us, and in that case we avail
ourselves of the gratuitous service of Nature, for
which nothing can be given in return, and there
can be no value; or another’s efforts may bring
the water to us in exchange for something else,
and that exchange of services creates value. In
the one case, there is mno exchange of services
and no value, but simply one’s own efforts in
taking the gratuitous service of nature for the
grafification of one’s own want; in the other
case, there 1s another’s efforts in exchange for
something else, and there is value acknowledged
and returned ; in both cases the gratuitous
utility of nature is appropriated without any-
thing given in return, and when the service is
exchanged for another, it becomes a service of
value.

Therefore, every man enjoys gratuitously all
the utilities furnished or created by Nature, on
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condition of taking the trouble to appropriate
them, or of returning an equivalent service to
those who render him the service of taking that
trouble for him.

Even the air we breathe ceases to be of ser-
vice to us when we cease to respire it. In the
midst of the most fertile soil, with every advan-
tage of climate, without human efforts, acting 1n
concurrence with the gratuitous utilities of na-
ture, we should derive no service, and starvation
must ensue.

In common language it would be said by me-
tonymy ;—Such a quantity of land is worth such
a quantity of gold, as if the value had passed
physically 1mto those bodies ; and this is just
what M. Wolowski and most other Economists
do say. But it is easy to see that, if the com-
mon form of expression enable us to state the
results, the scientific expression alone reveals to
us the true causes.

Thus, we sce, Nature gives freely and equally
to all. But here equality begins and ends. The
oifts of Nature, though equal to all, are of no
value to any. As the race is to the swift and
the battle to the strong, so is the value of ser-
vices. Nature has given no equality here. Why,
then, should Man look for equality where Nature
has never given it and clearly never intended 1t ¥
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Why should Man seek to obtain by force more
than Nature has given? What right have men
to impose upon each other anything by force, but
gustice ?  'L'he right to force a man to be just 1s
the right of legitimate defence. Now, individuals
in the aggregate can possess no right which did
not pre-exist in individuals as such. If, then,
the employment of individual force be justified
only by legitimate defence, the fact that, the
action of government is always manifested by
force should lead us to conclude that, 1t 1s essen-
tially limited to the maintenance of order, secu-
rity, and justice.

All action of governments beyond this limit 1s
a usurpation upon conscience, upon intelligence,
upon industry, in a word, upon human liberty.

The liberty of labor to each and every man
implies the liberty to enjoy the fruits of his own
labor. To deprive him of any part of the fruits
of his own labor is to deprive him of the liberty
of labor, or to make him a slave. If 1t be right
to deprive him of part, it may be right to deprive
him of all. But it must be shown to be just, be-
fore it can be proved right to deprive him of any.

Now, all Governments exercise this right by
force, but no Government has ever shown that 1t
is just or even necessary or expedient.

These views, so opposed to long established
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habits, are treated by many as paradoxical, and
the distinctions as merely fanciful.

But the question is of t00 much importance to
be so easily disposed of. Indeed, it.1s essential
for a correct understanding of the Bank Question
that, the distinction between UririTy and VALUE
should be clearly seen and acknowledged.

Many of the errors of M. Wolowski and other
Hoonomists and Financiers would have been
avoided; if they had kept in view this distinction
‘0 their reasoning on this Question.

To introduce a paradox or word-quibble would
be very unworthy on such an occasion as the
present.

This distinction involves a principle of essen-
tial importance.

To many it will appear absurd to say that,

Gold and Silver are of no value. But, when the
ground of their misapprehension 1 remsoved,
what now seems to them an absurdity may then
be seen to be a simple but important truth.
« The great fundamental error of all Economists,
and which has involved them m endless difficul-
tios and bewildering contradictions, arises from
confounding VArur with UTTLITY.

There is not and never can be value in any-
thing, the production of Nature.

There is only UTTLITY.
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Value supposes something rendered and some-
thing received in exchange, as an accepted equi-
valent; or, a service performed in exchange for
another service; an interchange of services or
supposed services, for whether real or fanciful 1s
immaterial, if accepted.

The service is of 