i ﬁmilﬁéﬁ. STUDY OF EARLY ENGLISH CLASSICAL MONETARY THEQRY

4 Dissertation
Presented fo
the Faculty of The Department of E.onualics and Fleance

University of Hownton

bo Fartial Fulfillsent
of the Requirevents for the Degrae

Dovtor of Philosophy In Econowmice

by
Boule white Hasnm

August 1904



ACKNIAEDGHENTS

} wish fo pchoowiledge wy deb? to Professors Ervie K, Ziagler,
Hanry G, Chen, John £, Owen gnd the ofher seobars of sy commities for

their intellectuel stimslation and gulidence,



HISTORICAL STUDY (F EARLY ENGLISH CLASSICAL MONETARY THEGRY

An Abstract of » Dissertation
Prosented o
the Facuity of the Departesnt of Ecomemics ang Finence

University of Houston

in Partisl Fultiliomat
of the Heguirements Yfwr the Degree

Doctor of Philosophy in Bconomics

by
Poyly Ehite Heow

Auguet 1904



RESTRACY F
HESTORICAL STUDY OF EARLY ENGLESH CLATSICAL MIRETARY THEORY

#

David Ricardo's gontributions Yo monetary Theoly hove overw
shadowsd the 1deds of his contenporeries, iocluding Henry Thornton,
sithough Henry Thornton's writings sstedeted Ricards’s and svesm Yo be
e sors origiogl snd percaptive, 1t e The purpose of this dissertation
Yo anslyre, swewrize snd ewlvate The wonstary tTheory of the eorly
English clessiciste 172018000 with he porticelsr purpose of shedding
daditional Hght on the idees of Henry Thoraton s comperison Yo @nd ia
cuntrest with the iduas of the other weliters of The pericd.

First on effcrt is made Yo susmirize $he thinking of the wrifers
on monetary theory betore 1776 to show shat the litersture oftered to
those writiog rom $hen oo 11 18 polnted cut thoat the guantity theory
of money had 118 beginniags in The sixtesath century, end 8% the end of
e seventeenth century some wederstanding of the role of velocity {iroe
the viewpoiats bodth of spundiag 808 of holding monpy) had appesred,
Early exporimpntation with peper sooey énd with lond banks is reviewssd,
8 wall 83 the 1wy of those whote esphasis wa% on 8 tavoreble bslasce
wt teada,

The next soversl soctions are devoted neorly entirely to endilyses
wf the songtery thewrles of Aden Smith, Henry Thorston, Devid Ricerdo
angd Thueda Maithus., Thers follews 8n integration of the sarily classicnl

theories, and an ewiluation of them.



vill

it is é@ﬂmﬁw@ﬁﬁ that Adon Smith, In his zes] Yo discredit fThe more

canti et doctrings, overlooked weny of The contrivutions of the post Bod

presentad 8 sooewhet mebiguous monetery Theory, which did sot preveat his

strong advucscy of the resl-iHis dootriae from overshadowing the conteme

porary seiticiom of thet doctrine by Adon Dickson gnd from weathering the
assogits upon the doctring by Thoraten and Ricerdo,

The suspension of peymeots in 1797 end The bullion controversy
sarly ia he cext ceatury sthoyleted the writings of Henry Thoraton gnd
o Devid Ricerdo on monedary attairs. The sfedy indizates that Thornton's
contributions to nonetery theory were The most enlightensd of his time,
pesed on discessions of his freotmeat of welocity, llquidity, the cliroye
tating madis, the causes of infletion, wage riglidities, forced savings,
internsl and extersel dralns, the oflect of the wantity of back notes
os production 8nd aop toysend, the functlions of ¥he Bank of Englend, the
aptural rate of interest &nd the pussible role of the bank rate, the
sttect of the usury laws, ond the significance of the difference befwaen
the sarket and the alnt price of gold

Ricordots role o $he bullion controversy is conslidersd and hig
confritutions to sonstery theory ars ssalupted In comparison with and ia
contrast Yo Thorston's., Ricerdo's sirong feelings sgainet the Benk of
Engyland apposr o hove liwmited his vigion, snd hls strictly quantidy
theory-«that currency Japreciation «88 he only couse of lotlatione-wis
undortynate o one destianed %o be su Intiuentisl, Ricardo adupted
certlin of Thoraton's ldews Bad lgnured others, @ad both he and Thoraton

wore strongly oppased to the reai-bilis doctringg yet 1Y would seom from



the study ?h&?lfﬁﬁ dgove joprwat of nonetary theory was Jdeterred by the
tact that the insigh¥s of Manry Thernton were permitted To be cbscured

by the less origingl and less sophisViceted doctrings ot Davig Ricardo,

ixn
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CHAPTER |
PHTROCUCTHON

Ever slove the tlme of Aristotle, thoughtiul men have spoken and
written {sith great or [ittle originsllty or scphistication) about monsy
snd 1ts tenctions) and The wiges? words heve sot alvdys comanded the
growtest rezpect, FPreosent controversies pidialy show dat completde
groord has wt yet been resched on the Yheorles of aunetary functions snd

the importent policles based upon Thes,
i, BOME FREVIOUS STUDJES

Frovent theorists end policy eskers depend on historians of
econcmd e Thought to epke sveilabile The ldues of past econcmists to serve
as 8 foundation ftor Yhe development of more advanced 1da@s and understand
ings

Rovently, ¥, &. Keho departed from the treditions! approsch fo
higstory of economie Thought and discussed the evoiution of money and banie

ing theory sep@rately in teo chapters 3

Adthough Kubn sse Heary Thoraton
8% oo fuagisgtive pioneer in sunetary theory, his treateent of developw
ments during Yhe eoarly clsssical pericd covers but nine pages of his very

~nGise and schodarly werk,

%% £ Runay The Exolulison b Eomsats Thousht (Cincinnstiy
Southwsestern Publishing Compaay, 1965, po. A3i=8.,




s

M%ﬁm@a wainy highorions of guoncmic Though? make uo mention whode
gver of Hesry Thornton, T. ¥, Hutchison suggested that Thuraton snticie
potad cortain ot the ideas of Wickseil on Intersst end pr%m&;z ond Lioyd
¥, Mints regarded Thoraton®s work bs “ond of The scteble contributions of
all tima %o ihe literaturg of money and hmkmg.“s‘ in his ninetoen~pagn
gt Barking Thepty, Miats
dovoted a cansliderable proportion of his coversge ot thet pericd to

chapter on The Restriction in his History

Thornton's idoss,
Sosaph Schumpeter recognized Thoratun's feportent achievements

and eald, in his comprebans bve pislory :

Thoraton’s “emazing performBnce. » + o snticipsted in soos poiets the
snalytic deveiopuents of & century 1o cuwe.” Bloug 8lsc made o nunber
of reteresces o Thornton In bis work on economic theory, saying 8% one
point thet Thornton's was “the greetest siagle work oo mometary thewry
produced is the classionl Wvﬁ%.ﬁ

ALl these works werg broddly bosed end ¢1d not perelt o deteiled

walysis of Taornton's writings,

&Y ¥ Hultchison, ﬁ_ AR A B gt o Bl
{Outords Ciprendon Press, W:w}, P @;m*

Llayd W. Hints, A Hislacy ol Benlng Ihaory lo Grgat Eriiein ood
She Uodtpy Setas (Chicego: University of Chicego Press, 1943), . 52,

ng » Schwrpeter,
paouscr ipt by mmwm %@mmw
WW&%%, *’@i’%; - H8e

1301929

hoglvais, adited feom
Ustord Yniversity

-’w Bilaug, Eonnonls Teory bo Betroseest (Homesood, Tilinols:
Richard D, brwln, hmw &’ﬁ%, e 143,




Fohe v}, Hayeh s In his sigty«threo-gbge Introduction To Manry

i the Neture sad Ettecta of the Paser Credit of
gin, s8id he conslderas if surprising that & full jength life

Thornton's fu Eooulry

wf Henry Thornton had pever been sccep lished, and that 1Y eos Hlaely
thet such @ coeplete hlography would “contribude o gree? deal o e
understending of the secisl snd economic vioss . « o thet dominated the

singteenth cantury. ®

56 OF THIS STUDY

foteresting ang lastructive &3 Mayek Indicates 1T would bu, Y i3
not the purpese of This work to attenmpt 8 cooplete blography of Heary
Thoreton; however, the iatrigeing but brief references in greviws
studies to the [ittle<hnoen Thornton sugoest the merit of B eore lengthy
regort of e sonotary Thaories of the early classiciste, width porfic~
wier referesce Yo Thoreton's ploce smong then, §a contrast fo over-ail
gvonugic historins, 1Y Is The purpose of le study to foous on the conw
tritution fo monetary Thoory of the ecacly claswsical sconosiets, &nd pare
ficulariy %o ftocus on the Thinsking of Heory Thoreden In comparison with
ad in contrgst Yo the idess of Adom Smith and Devid Ricerdo,

%wv Thoraten, A2 Enguiry lafo he Haturs sod Eftects of fe
Paer Gragit of Grost B Y mew w%‘m his Evidence §lven
Batwe the Qm%ﬁw& m‘ Secrecy of The Teo Houses of Parliseent ia the
Uank of England, Merch end Aprii, 1797, Govw Monuscoript Notes, snd his
Spewches on the Bulllon Report, Moy 1811, ecited with an fatroduction by
Foh, v, Haver {How Yorks Poguntus M. Bolley, 1802, pp. s, ALl
retergaces to Honry Thoreton's works will refter fo the Kelley edition,



§31, SOOPE AND LEMITATIONS

The contrisutions «f the serly classice! economists with regurd
oaly to monetary theory gre considersd hwre, with the full realization
trat sonetory theory wés oot the o jor concern of the classical group,
sxcepting Henry Thoraton.

Scme contributions of the gpra«classical thiakers To the understand»
5@ pt sengy and 198 functions Bre presected briatly o show the ideas
That formed the beckground of The monetary Thoory of the «arly clpssi~
wiats,.

Throughayt this stedy, the phraze ponglory Iheory 18 wsed to refer
o thaories of moouy end 115 functions, iscludling bashing Yheory.

The ariginat writings of David Ricords snd of Wenry Thoraton fors
the basis for the wijor port of this study, Original writings of Auen
Saith wore sl used, 28 well s thone of other econonists vheraver puse
sibie. In the sbsence of scessible originel writings, photocoplies of

the orlginals, or relighle secongary scuroes, werg ussd,
iV, FREVIEY OF CROMMIZATION

Conidered tirst, in the neture of background and orlentation, sre
wanp les of the oonetary (deas of tThe predecestorg of The oirly claasie
cinte, trom Avigstotie Yo Condillac, Thers folbiws on snalysis of the
morgtary theoriss of Selith, Thoraton, Ricerde snd others, A sumsary of
e eariy classical tTheorles of sonay and 112 ftunctions and sa eveluddion

of the contributions of the sarly classical group conclude the study.



CHAFTER 11
PREDECESSORE OF THE EARLY ENGLISH CLASBICISTS

Yooy sarly cossendories on songtary affair sere welttea from @
aorgd poist of view, sut by the ¢ émﬁwﬂm corbary 8 secular wtloek
Hpgen Yo provall. Deginnings of The guantity theory of sunsy appaieed in
g dinteunth century, aad The aext ceatury sew irreguier, but ot Tines
rocariable, progress is wnderstending the pravticsl sonetary questiont,
with less attention belng glven o the functions of moewy., The role of
wobus ity of circplation bogsy o be o lored s the latter part of the
gsuvantomth century, I8 soew cagos with r&m@wa&bm insight, Orvet inters
o5t s wongtary aifairg doveloped in the ightesth cantury, but advancee |
ot wig st weeven, Experisents in paper cwrrency, aithueugh lssdioy
to dlsaster, fouyht lessung o baoking; aad there wers soslyses of the
movenent gnd wftect of price chinges and of The resuits of songtary infla-

thom,
o ARISTOTLE ON THE BATIHE AND 1BE OF MOMEY

The imﬁairmﬁ wming of Aristotie, 85 1t fooused on The world stout
him in the fourth century B,0,, clesrly recomized the functions of nwwy
a8 B wodium of @uchnge tod 85 & standard of wilue:

s oo s 81} gl Ples sachenged aus? be able to be compived 1a Some
why. 11 15 To oot 1his requiresent fhet ves lve introduced sunmeys

wonuy cons Hitutes is @ seoner & widdle dorw, for 1t {8 & soBsure of
att things, &nd S0 of their superior or lnferior vBlue, thet ls to



ﬁ

Say . huw isﬁawg thavs gre sguivalent o @ house or to & glven quantity
ot food.

Mongy, Aristetie felt, had to be wsetul for aon-sonelery purposes
@s well, ladeed, valug in oxchasge derived fros wBlue in umﬁ
Also, To Aristotie, %monoy serves us 88 & cuarantes of enchangs o
the tuture,”” Aithough there say sees o be a concep? here of bonoy 6% 8
store of veiue, Aristotie sbhorred The concept of scguisition of aoney
gucept tor purpobes of awchange, “The Lite of Boeey-aking Is & con-
strained kind of 119e, ond cledriy wealth 18 scl the Good we are in
gearch of, tor 11 is oniy good 88 belng voelul, 2 mesns Yo something
else." Aristotie recomnized two kinds of money-sakingt one, ® port of
housahold sn@ounent, w88 nocessary gnd hotorable; the other, reteil
trade, he conslderad
s o« « 8 Biod of exchange which s Justly consured; for i1 1S unnats
uret, ond o wods by which een geln from one Baether, The most hoted
sort, end with the grodtest reuson, 18 wsury, shich rebes ® galn wut
of money Tiselt, end not fros the sotursl e of 1f. For soney was
intended to be wBed in exchange, byt no? to lacresce ot interest,
And thiz fers ey . « « which saans T birth of sonoy $rom ooney,
i ppplied to the broeding of money betause e ofispring reson:les

P s&ww?ﬁ whoreturd of all sodes of msiiag sewey thiz 15 Yhe robt
unnatural.,

#ﬁr%@%r‘ﬂ@u The Wiz 1155, with an Eaglish transtation by
dsrels Rackhow ww««wm %mw&mmﬂm Hervdrd Unbversity Fregs,
i9 Mﬁ«)ﬁ Nd@g Pa 285

**ht. . Ku&:m, h Eunly {Ciacianatiy

ﬁihigﬁ' v 8, P i1,

3&?%%?@?&@3 B mu,y ?,?,.3@* Re 87,

ﬁwmmm* Ine Wm m‘m b mm@m fn Arthur E11 bonrss,

£ ture Fricr

M@W&W@z% ¥51 &mmm Universt Ty rress,

i‘@m)} s B 4 ﬁq



$h, 3T, THOMAS ACUINAS 2HD USURY

Like Aristotin’s, 5%. Thomss Aquinss' interests renged widely; and
soonnnle sotivity was but cne form of busis sufivity, end subjoct fo

mant discipling. Weiting bie Swue Theploclon tn the thirfeentn cene

tury, $%. Thomps wis gulided by the pbi loscehy of Aristotie end by $he doos
trines of the Catholle Charch., The resultiop syathwsis differed frow the
ﬁ‘rsﬁwfﬁ%m Yeachings in that 5%, Thosws, regording this world s serely
thie preparation for the next, was prisarily interested in helpiag Chrige
tisns prepare for satvetion B

Concurning the use of somey, 51, Thooss shored Aristotie’s abhur~
rende of weury} oad the prohlbition of uaery wes one of The wila corcle
laries of Yhe Justwprice doges, iTsel? & sarel cucapt besed on the
pringipie thet so san should fake sdwntage of another.

Bow mondy . . » w08 devised primerily for the purpose of effecting
gachinges; and vo The proper and priacipal wie of aceey 18 the conw
sunption of Bllenation . » » ot 1f, whareby I7 18 owponded in sakiag
purchases. Therelores in itselé, ¥ & unlawiel To receive 8 price
for the use of poney loat, wiich s oslled yoyry: end just o8 8 man
is bound To restors other TThisgs unju %‘ﬂ? poguired, 2o b 15 bound Yo

- restory mangy rucelved Thirough usury.
 while Aristotia considured the faking of loterest on lonas en
faproper use of soney, by 5%, Thoses® Viee commrclel development had

forced The recogaition Thet interest was le itieste in situaticns where

%’iﬁ* ﬂﬁ* v vr Po 28,
Montog 4 @gw ey :

m@t“mmma twmriﬁw,, mﬂwmwwﬁm kaa umwwmw é»m%,
1950%, o 670




8
?m tender m&iz@ prove b fed eaderteien risk or mad sustaioed sctual loss
(Hor exaopla, through o alssed oppor-tunity to fnvest profitatly),
Atthough The simple payeent of smonsy for the usa of muney was oot Bucepts

able, the doctring of usury had baen modifled,”

P, ORESME AND THE MISUSE OF MOEY

in Nicole Oresme’s Jreatlse oo fhe Dirst lovenlion of Muneu.
written betesen 1350 sad 1340, economic gquastions were discusses from 8
secular polnt of view, rather then within the tremmwork of canonistic
thooloyy, o splte of the fact that Dresse wes one of the wutatending
French churclmen of the fourtesnth cenfury ;@ |

Unithe Aristotls, Oressme feolt et money did sot have t0 b ubew

gl In itueld; but jon his Jroad

lse he set forth certein qualitications
money wast bover soearcity, uniformidy, durabiiity and fronsportabiiity,
Although sdhering fo 8 corodity theory of money, Oresme consldersd
mongy ertificial weaith, aot ¢i¥ting husmn needs mrmxﬂy..‘m

The right %o coln money reslided In fhe “prince of @ mwwrry*‘“
ond no ong, oo pale of wor or desth, shouild be permitted to countartfelt
tBin stamp. Howsver, IT ws op bebal{ of he community that fhe soversign
had This right; sod the auaey was not owned by The soverelyn, but belonged

"eo the comminity and 198 Individue!l meubors, 85 Aristotle emintaing, %

kuhn, go. sites po 9 10g., o 251,
Faicole Oresse, Xﬁﬁm%mmﬁﬁmmﬁmmﬁm IES,
inciaded in Hoaros, #@4; Egrly | R §115.: 15 % ARPREPREIPRE -t T -] L P
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Honey, Oresam t@id, Sgeln quoting Aristotie, should he the thing
mont stable in u?awm‘?mmw Racognizing sewiral ways In which money
coald be altered, Crovme deplored theom ali, o8 wall &8 other “unnstural®
#3505 of soney

Thare nre T stive, to my opinlon, In which one opy wdhe protlt from
money, aside from 1985 selyrel use. The First of these is the art of
warkdngy, e custoly of or traificking In money; The sewund 16 usury,
mod toe third je the aliteriang of sovey, Yhe first is hose, the
sacond ‘4 bad, and Yhe Thivd 18 ewn worse. Aristhtie meationgd the
tiret two but oot im third, for in his Vies such wickedness had not
ya¥t bews devised. ba

v,

BODIN AT THE CUANTITY THECRY OF MONEY

doan Bodin, who wrofe ta 1306, sbogt Bio bundred yeers af ter
Oresew, 5 Yetusily stwed 89 The €irs? expunent of the gueatity theory of
ﬁmmyﬁ*m A ey learned Freonchesn, beTler hoown for ale theory of sover
@lgnty, Botin’s contribution fo econumics com sbout wiwn he aoswerad 103
prgument of Malgsteoit, compirolier of The mict, who contended $thet the
yise in prices wes due o the fower intrispic volue of T detesed oine
aﬁ%m

1t wos ofter the inblux of precious watels fros the New dorld thet
Bodin wrote, and he folt fhat the priacipal cause, ang “sincst the only

z&m,“w for tha high prices of his tiegs, ven the sbundante of gold and

Wyvta., o, 95,

iwi’&iﬁﬁg g 254,

Pareduas ot Holeatrolt an», aralang the
R m,fm ingluded In g‘m"@@g 6dse

MQ g B9,
o
“Kgﬂ’mg s 21T B EX,
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shiver, The &mm&z rogton arese Trom monopoly; The third wos scarclty,
oused partly by sxpurt ang partly by seste; The fourth was the “pleature
of Kings & great hwds, whe rglse the grice of e tings they iﬁm;“m
and the fivth was in sgreseont with Malestrolt, and hed to do with the

price of ey, debeied from s former smndaned.

’?n ?ﬁm&% Abls BARM

LIABRLITIES AS MONEY

Wittiem i&w’%%ﬁ uniice Bodin, did not feal $hat on jucresse lo the
guantity of soosy weuld novosserily ralse prices, tut rether thet 14
wouid Incroase The gueatity of frade. Since incroese fn treds would bo
desiradle, Potter suggested o 1650, 1n Jhe Boy of Fealin, en incresse
tn the quantity of suney through The ssbns of 8 souperative oreuld comw
pany thet would lend o 15 npubers end lssue sixemonths Bilis to clircye
tate as somey., Mo Suggested no need for imitlog e smount of bills,
Mints says that Potier'’s work, theaush ¥ediws and wecure, Is The tiret
sucestion be hes fousd In Eaglish Yo ¥he of fect et the fiabilities of

& basking company wight circnlats e m%auw

¥i. BRLDISOH AND CREATIOH OF MOHEY BY BANKS

Briting In 1635, sbout five years after Pobter (but basing hie

work oo his s pamphiat writhen in 16403, Sl Ralpho Maddinon wrufo &

’&;gqg,

9 toyd w. Mints, 4 Wistory of Banking Theury in Great Britais god
359, Unltad Stntes (Ghichgss Univarsity of Chice s Frasss 19453s pr i
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¢ iosrer description fham Poltter's of the work of backers, bLoans are
e@de, ha s8id, by seaipmation, witacut foving ot of the bonk ony
s
&

Moty clearly implyla; thet baok ilebilities, crewted by loans, verve

Hhe purposs of sney.
Vi, PETTY AMD THE VELOCITY OF CIRCULATION

Sir ¥ililon Fetty, writing In tha last part of ™he seventesath
tanfury, would hove agreed «ith Meddisos that banks could cregtes mumey)
howgver, Lharles Honrg Hull of Corssll, who edited ia 1399 8 collecticvn
ot Petty's susnomic weltings, considered 19 doubtinl fhat Petty had any
gonusintancd with sych vconomie wriftings &6 existed in bis day,z‘ Frgow
titicner of madiclon, foweator of surts, aad hinker in sdvance of his
Yime, Patty preterred expressing himsel! In fores of “susber, weight, or
seasure” eather Then usiag only Yoomparative snd superilative Words and

»«3“*

iateilactunl Arguwsants, ang his works ware fasplired by Yhe problees of
the duy rather than by $he weitings of ofhers.
Patty $58t Mhet Y1 by rosson of sow B5d oore sasie Mines® fuo

cgoces of $1iver wors 8y easlly vifainable 85 one punce bhad bewn formerly

%w Raiphe Mpddisen, Great Britaing Raremtren Waldng ta and
Gut (18553, pp. 1200, quotod by Miats, op. M.iu Wn l.‘fwm* B&iwm SOn
Tingad in his footacte on page 41 "This wark is an aupansion of an
aar Hor pamphiet by Maddison, Englande bosblsg 1o gnd ut Gisdad), Yhm
fattar work 1 hawve oot seon, T 18 quite lisely thet Maddison sheuld be
glvan preceduace over Pullter,”

E!ﬁwawﬁ mﬁﬁ“&?y %%;5’ @ﬁg’ £ Sy
ity (Combridge: Combr idge Universs .g g

id
ihid., ¢ Z4d,
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“$hen Corn will Do 08 oheap at ten ohillings the bushel, 85 1T was belors

we? Hompvar , Paty recogaized thet

e ls wariiug.
thes w!’@iw ot puney was 8n &wwféﬂ sapest of taw effertivanuss of 8

paetivuiar quantity of soneys

« » « e Expeuce belng 40 Biitions, It e revolutions were lo Buch
short Clrclas, ylz. weehly, 88 happens Wﬁ pavrar artiens and
labourers, who recelve and poy svery Jaturdey, then 40752 perts of

P Bithion of swney would snswer those m«m zm it the Circles bo
Guarter iy, secording to our Custom of po gmg reat, and gotheriag
Tanes, then 18 Bl Hlioe were reguisite,”

19 was loportsat to Fetly fhet there be prosent in the econuny the
correct amount of wooty, which, #1988 glves wicoity, was sufficient to
supply the oeeds of Ye@ds. “For Buney I8 but fhe Fat oi tha Body-poll-
$ick, whereot too such doth 88 offes hisder ¥ Agllity, #s Yoo 1ittle
wokes 1 Mm,*ﬁ

Fatfy 4id aot cinfuse money with wealth, sayiag “it is very ilie
fmstandry o double the Cash of The Hetion, by destroying boll 118 wesidly
Or fo lacrease $he Cush otherwise then by iscreasing the mm.“m

Queation feentyeilve of the Qusatulwunons WW&?
fwritton o 182 but grobasly not publivhed un¥il 1483) eshed whetver

there wsre aay =By To bavw Bow such money =08 slficient for 2 nation,
gng The answar wos based oo quentity bs well 8o velucity:

b dhink it sey pretty woll be puescsed aty xli. § Thiek that so
wuch Mgy as witl poy half o Yeors Runt? for gl the Lends of
opland, and @ Quurters Reat of the Houseing, #nd & Weeks Expense of
aii the People, ond about & Cuarter of the Valug of sl the exported

3 . adb 8
18des By ML, “inig. 151d., e 13,

B1pid., p. 192, Dyeia., po 6,
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fomnadi ties, is swpiticiont ftor et purposs. Huw vhen the Stetes
witl csues fhese Thisgs fo be compubed, Gnd the Quantity of fThelr
Bolas Yo bo koown, which the sew Colalog of their old Money will bost
dorg *W& 14 may it be known whother we have foo auch or foo Jitis
W?w
Afthough recogeising welocity as Himiting he secessary ﬁumﬂw of money
there seews Yo bave besn no recognition That chenges e welocity migm
wiowe Bbout o conpersste for changss ta quantity.
Halther did Pelty ses the isflyence of circuletin oo prices,
holdiag $het prices depend on the mmﬂm costs of production of
woney end goods, Bnd thet clrculetion, e satirely indupandent factor,
deternines the voluss of femwsctions ot thess gw#wmw
The tolloxing answer appobrs in ¥he Juinte becunoy

g5 %o the revedy for too JiTtle soneys

a to & question

e wwet erect & Bonk, which well sopputed, dulh almost deuble The
Eftect of owr colned %mw And we have o Epoleng Meterisis for o
Bank which oheil %ﬂﬁﬁ% Stock snough To drive the Trade of the whole
Commeraial Sorid.

To the guestion, “Ehat Lf o hive too susd B

k.
fi'”di the antwor

Wik

Yo way peit dowa the heaviest, end furn it inte the Splendor of
Fiate, in Vossolo or Wenstis of Gold sod Sliver; or send 11 cut, 68
& Commodity, where The souw is %%ﬁﬂﬁﬁ o desieed; or fet it wut et
totrent, whers tmm&‘i i5 hlgh,™*

zﬁm” Do Bbb,

"“{%M%W £ Boaros, Ponetory Befors Rdam Swith (Cenbeidge,
Mansachusetts s Harward Untvorsity &ﬂ*mm; ww s B 130,

“’%‘kﬁ%, Joe g1t “%m : : mp; ;L
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i%‘fﬁﬁ?ﬁ&é‘ tor Petly, in snawer fo gnother guestion, wasy A Rward
tor forbearisg The wse of your cwn Money tor 8 Ters of Ties pgread upon,
shatsoever seed your salf sy heve ot 1% in fhe cesn wbile oo Rucgrding
the toxlng of intersst, Putty salds

Wheretfore whan & wia giveth osut his money upon condition that ho may
ot decand 19 buck watil & cortais Yime to ouse, whatsowver his wwn
rpcesnitigs shall be In The seltn Vive, bo corfeisly may Ytoke 8 cope
pansation for 518 lnconvenience which he admits against himoetd, "

Showing move sophistication than Oresme, Potly pointed cut the
aviis of oureency deb@enment

Somwtines 1Y hath hopoed, thet States {1 koo aot by what raw sdvice)
hove raised or esbosed thelr muney, hplng thereby, &% It wers, 1o
madtiply V1, sod moake 11 puss tor wore Then 1t did betore; that is,
Yo purchase wwe comndlty of Gbour with its ALl which ladeed and
in truth, ewounts o oo more then 8 Tow wpon such People woto whon
the State is indubfod, o @ detalbkation of what is due; 8 8iso the
burthen gpos all that (v qgg,«am Punglons, sstablished Ronts, Anngie
"&@ﬁﬁp FM, Qf@@'“%ﬂ’h}ﬁg &Qaa

b addition fo his recognition of the effects o Gerrency debasemsnt on
credbtors and people with flaed inconmsg, Pellty supressed this oplinicn of
# country adopting such & polivyy

e » o« Painlng or esbasiog of Mosays 19 a vory pittiful and wunequal
way of tecing the poople; and 'His & slgn et fhe Stote sinketh,
which cefoheth bodd on such wouds g9 8re Soconp@nied with the dise
hosour of lepressicg & Princes E¥figies fo Justifie Adulterate Com-
motities, angd the breach of &%mm Faith, such @v Is The caliing &
hing what 14 resily is not,-

Patty recopnized e possibly pitects of the quantity and welucity

of money o e loyment ang production, 1§ thers eore oot setficient

4
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mongy to "drive The Hations Trade,” he M%é;;ﬁ

the sitect would be less
wolk fur the pouple bocause as & bundred pounds Jasses through ong hune
dred hands in weges 1t ceuses ten thoussingd pounds worth of "Commodities
fo bo produced, which haads would heve beos 1dle and useless, hod there
not beon this continugl motive to their mgnixemmh“m
Arthur Ei1 Monros regerded Sir williem Petly very highly, refors
ring to him a8 Pin mony respects the ables? ecomomist betore Cantilion,"?
¥ is intoresting alss to sute thet Rerl Marn spoke of Fetty 8s "ihe

father of politicel sconomy, and 1o some sadent the founder of Staticw
f%ﬁ;ﬁ(&%%

Vithe LOCKE AND THE pWFLLENCE OF HORRDING
AND THE YOLABME OF TRADE OF MONEY

At about the saow Time Tt Petty's Cupntulumcuncus

Mongy wes published, Jobn hocke presested siglior idems in dwo mmym,m

regoognizing veloolty snd stating #hat gricen wry «ith the gquantity of

mongy; snd sephasising Yhe lmportant role of he vwiume of trade. Me

Tibig.s pe 360

’%wmr e TRDEBTOEY

LXhsnry o o« owe o 50

“Ueart Mars, Capitnl (New York: The Mudern Librery, Rendus House,
tﬂﬂ*j ”ﬁ%yﬁ Pu Eﬁ%g

”“Jm Lmﬁm

%&wmv, M?ﬁ}, w. z..ww«»

%’ vm Chitton Qm@&w, 19 fs?}, gu M%



is
aiso pf@%&a?@ﬁlfhﬁ idea tuat hosrded moray, baving o velocity, w88 not
part of the effective quantity of weney frat influencad prices.
Léﬁkﬂ wrgty in negily every {i&%ﬁ ¥ philosophy, stressiag the
nead tor toleration of condrary opinfons, W 16 credited with being

porbess the Hirst of the English economists who Gaporibed ot the sowme

L 9]

time ol assentinl glsseats of the guentity theory of mwnay;“

Locke's ossays were writtern o axprass bis opposition fo the idaas
put forts by Jusian Chiild, Sir Thomes Culpeper and Nicholss Berbon, who
sdvoipted lovering Yhe legsl wacioun Inferest rote. Locke felt thot @
fowe interes? “whoers 8il ran cocgent to 1T, i3 8n pdvaateye o trage,
but Be was sgeinst an ertificielly low rete of interest, fearing that
Hiegi loans wonld be pide &t rates sot only hi her Tthen the loal waxi-
mam, bul even highse then retes would have beesn without control, tecsuse
ot the risk of detection,

For Locke, loterest was “the prive «of the hirg of mmaey”ﬁv g wos
on affect rother then & couse, Given deund {the s¥ete of debis ead
fraded, interes? dupended on The supply of soney, The etiective s@rkat
price o interest, dotermined by supply end dumand, would be "the true

ang natury! vm%uﬁa”&@

j&gﬁ“hﬂ’ &y ggé‘ig" Qq @::MQ
“Nickers, gg. tite, . 44; Monroe, Monetary JReory . « .« » Ba ML
Mumm, 25wl the Leecipg of, lndersets and Ralsing the

) e &4,
SEPR . s v op Pa ;:.!:i. i&iﬁ,
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Thers ara fwo soys To raise the netural Tetersst, Lcke sald,
Firet, "whon the womey of 8 country i8 but 11¥tie, in proportion 10 the

&etts of ths inhabltente® snd sscond, "when wmeney 1s 1ittle, in propors

tion to the trads of & cosatry,”

Adthough opposed to regulation of interest rates by law, Locke
fel? that soee gulde wos necessery Yo keop Iatersest rotes |

v ow o withle sgch bounds, B8 thould not, on the one sige, qulte cet
up the mercheat’s and dradessen's profit, and giscourage their induse
try; sor, on the other hand, 9o Tow, 8% should hinder men from
risguing thelr songy in other pen’s bondd, dod so rother chuse To
koap 1Y out of trade, thee venturse 11 upon o sswll profit, Ehen ¥
i too Bigh, 17T 8o hioders the wercheat’s gils that he «ii1 not bore
rowm ;s when Pob low, 11 8o hinders $he monied non'e protid ?gg? ha will
not dend; sad both These ways §Y 15 an hindrasce to frado.

Lovke foif That the oaly etfective way to siinfels 8nd incropss
tog country's morey supsly »Bs by negns of & fevorable balacce of $rads;
thet The sheeis of Trode sore driven Ly sopey fa cleculation) end That o
serteln proportion of money wes necestery for driving 8 pertlcular pure
tion of trada.*®

This shows The cecussity of sose proportion of guney fo tredet tut
what proportion thaet is, 18 hord to doterming; béceuse 11 dupends
't &ﬁrg&y on the quantity of sospy, bWt the quickosss of 13 circy~
jaticn,”

Locks did aat suygest e quantitative suticgte of The amwat of
munpy required, but recogized That the Ygulickness of 18 ¢irculation”

wirs releted o "how much money it % necessery To suppose mmst rest

g . 43 o
ég!@zigmg gfy di&i#:( %I%‘gg ¥ ﬂg Aﬂ:fﬁﬁt
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Vickers, BhLe 3;;""‘%2&; G . Sy BT,
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sonstently im’wamh mosts hand, as reguisite Yo the wereying an of
?wmww&"ﬁi Lovkiag et circgiation from The vieapolat of laccse tlows, be
indicated that laborers, livieg nond to mouth, did not aoed vary nuch
mongy “iyin, 21111 in thale hamﬁﬁ,“ﬁg Boweyse tunants accusuylate money
to pay quarterly reat, Ypehgen the landlord snd the tenant, there sust
ngoesndri iy be at loest o querter of tee yveariy revesue of the lend, cone

- F

sfantly In thelr haads, Llearly, thea, Locke saw the reletionship
butsnen repidity of gircglotion sag the mecansity for powils Yo hold
money in reietics ¥o trossections, Locke's sraiysis was Blong The some
Ptems as Petty’s, gscept thet Petty had locked 8t velosity frum ¥he
golat of view of speoding rether than holding meney, Like Petty, Locke
dle not see The etfec? of welucity on ﬁ?%@&*$%
Lonuerning the velue of maney, Lotke laterestingly suugsets thet

1t value ooeus from the conseet of men, Affer feputing value to lebor,
he sayst “But sioce goid ang silver o o . Bas iP5 value only from the
congant of esn-eahorgol 18bour yet makes in grest part tee m&&ﬁuﬁ%.“ﬁg
Locke's three propas ifions bn the Theory of The walue of money are sym=
wirized as foljouwsy

s o o» Firstiy, 1F is fhe loteingic vlue of sliver aoney which nohos

1t the instruesent of commerce, The wediun of eschdnge; secondgly, that
intringic value hos @ signiticence a8 &n exchangy medium preciscly

52

3

pides e 234,

Vickors, ope clles o 8.
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bocouse of the "copmon Congeat . o o whdreby 1T 18 wede eouivalont to
&l olhee things™; that fs, precisely becsuse 1% has bLoen universelily
agpresd To be ascepteble 89 soney and 85 & discherge of indeblednnss;
end thirdly, the queatity of wopey lavalved in any partlicyler exe
change frensaction ie the wegsure of the walues inveolwed

1%, DAREBOM AR ARGUMENTS AGAINST LUCKE

in 1480, & yosr bafore the publicatisn of Locke's Qonsecysaces of
ihe Lewerlng of Loferest, engd Ralsing fhe Yelue of Money, Nicholes Barboa
Bcourss ol mw Yickers conBiderad Barbon's Blgsourse

Yo be, i wony ways, "6 prologue Yo the smoro-aconpmics of the wighteenth
i

prosented A

Lo Tuly .«
Barbon felt That errer had been committed n 8ttempts to anslyre
frade ln parts, dod he hisvelt wan concerned with "how Y smy be most
protitable toe The mﬂmﬁ% This objective Involved Barbon’s Jooking
tohindg the lavel of frade activity, and Yhe ceture ond composition of
the trede volume, To the oyt of ewloywat mmwa-ﬁ,m
Vichers saw Derbon's contribytions reletisg principatiy to three
tesugst
« « « Virstly, to the beslc desiderstun of & high jevel of employ~

ment 26 an indlcation of heslthy sconcmic conditions; secondly, to
the necessary implicetion of @ high level of soney speading) snd

‘ ﬁ%iafmm, o £lEes po 66, quoting Locke, Further Considera~
Tians « o o » P W3
STkichotas Borbon, & Biscourss of Trade (Londons 1990, ed, Hole
tander, 19G3) cited by Vickers, pg. oit., ep. 74, gt peg.
m’ﬁ&h&fﬁ;mﬁ m"' Ba The %ﬁﬁr$m; fgﬁﬂ m-g - JO 1
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fhivcly, To the desoription of monsy 1o 4 way walch svoided the cone
fusion batwesn 99 walue 83 mongy @ga? e Intrinsie mlw ol tha
materiol of which it nlght be mady,

i‘:éﬁmr@mg the last of these 'i%mm Barbon saidy
it i nof atsoiutely oecesshry money should be wade of gold or
sthver; tor baviag 1ts sole value fron the 18w, ¥ 13 not saterial
wpon what vetel The stamp de set, Monsy bath the cawe velue, and
purforos the some usgs, 1 Hr bo sade of kmﬁw, copper, tia or any~
thing eise, ™
Far Bacbon, 11 waf wunsy and ot $iiver which wis the Tastrument and
maBsare of @Wﬁzmm This position ditders Veom that of Jobn Locke,
for whom Infeiesic valee was gn Japortant part of the wilye of soney.

- Richolas Borbon’s thewry of interest wis not a purely soneltery
heery In the sense that Leche's wos) and Hichelos Berbon was one of
$he persont whose advoosey of & lewer laal sexloum Interest rete vas
chslionged la Locke's esssys., Barbon Wg@_g@%‘w that intorest was & payw
wend for the services of the Investaent goods regted by the lodng

Interact 15 the rent of stock, and Is the same #s the reat of
fands The tlest, lg The root of wrough?t or artiticinl stoski the
latter, of toe yowrcught or soters! stock, laterest 15 commonly
rechoned $or woowy: bactusy The soney borrowed 8t interest Is to be
rgpaved Is money) but This Is o wistabe; for The iaterest Is pald
for stockt for the mooey borrowed, 1o jald ow? fo buy gouds, or

pay for then before boupht) Mo mes $akes up g@wy aY intarest, to
tay 14 by him, gngd jome Ne interest of 14,5

T | 82
Vickars, gp. Sides pr 75, “eorton, go. ¢it., pp. 18e7,

5Nicholes Barbon, & Blacourze Concetning Galpleg the Now Monay
ar, (Londons 1696), ¢, m, m»&w by wmw, §Re 8lLes 9o 83,

o1 %W Lo 4 ﬂ, Gl gooanrag 2 ﬁﬁ@ ated by Yickers, Bl m~g
B #




i Ms;gs} b for g roduntion In the leoal regte of oterest, Dorbon
eimi@f:x that HF weatd ot mabe money sonecs @%

14 was about flve ywears atter the pubtication of Perbon’s A Dlge
Lourse pt Trade thet bis iaterest turned ¥o The sstablishowat of & lond
bt

AND THE LAND BANKS

Ag gne of soversl lesd bank Scheems in The 1430%, Hicholns
Barbon, la @ venturs with Jobe Asglitl, estabiished & lsad bank in 15685
with The purpuse of collecting savings from which fo make adwances on
mwmaﬁ%,m Tha morgin of proftd wes o coms from borrowing at twe
por cont Bnd fonding ot threswandwnu-hatf par cont, sad from eointaine
ing only 8 proportiondts roserve, s»hich would perait advences up 40 three
alition pounds on the strongth of I8 proposed subsoription of one hune
drod thousand pounds, Advonees were lisiled fo three-quarters of the

vaiug of the iand sorfaged,®7

John Brisone, who foreed the Hationsl Lend Bank sbout the same
tiow, Jolnad with Asglil and Barbon in sttampting to estabiish &

Goverumnt-sponsored lond boask, but failed bavwuse of unfavoreble public

e %ﬁﬁarﬁan, & Blscourse o
Fe Py

805, Kelth Horsetield, Britis

50w 110

{Cenbridge, Messachusetts: mwﬂmmmm me,mm}, e 197,
“Tinig., oo, 1905



apinion, E%Ms@w sod the others feit Tthat the Bank of Englend might
issue You spny jeodequatsly Secured mws; #nd Bnswering the objection
Yoat » nationsl tond back might aiaza;; issus Yoo oy ootes, Briscos saids
These bilin belag & mew species of soeey, and Yo 2ll lotents and pure
pubes Snsweriag the snd of noney; we wdy 86 well fosr thet we shall
hwg@*w mach soensy In e netion, wiilch no wise pwn will complain
Thie fallure of the Goversent land book $u wsterialize broke up
the rolationship of Briscue’s bank wilh the Asglli-Berbon benk, but
the teo banks swrvives. Berbon gisd o 1008 Bog by desuary 1699 The
Asgill<Garbon lend bank was Slscontimeed.
Priguue's bank vl quite difterent from the Asgili-Borbos bonh,
Whore The 81ter prepused to lend oo swrtglyes, Erisces plenney Yo
capitelise toturs rm%*m The origlast idee of 8 lead bonk apparently
whise o Briscoe frow bugh &mmwiww whose preiiminpry Steps Towdrg

& inad baok &re deduribed in B sopsor ipy dated Noveubsar swsa.“
Ef,. NORTH AND THE FLOH OF MOEY

Libke Barbon, Lir Dudley North, whuse Discg

pubiished in 18 *‘H wog concerand with an sgureste analysis. Also

8 )ons Brisces, 4 Blacourse go the bate fuads (Mhird edition,
$O0EY, pp. 68, Gled, cived é.w %%m?m §Be Lites po 15,

%’i&f”ﬁwﬁ‘f‘i%gﬁg pr AR mnp < 1 197,
-
’%«Mm Ba il dbigen e 13V,

mm@y Buorth, Biseousss ) we Chomdong 1061, eu. Holigng»
wry 19U clied by Vickers, 0. &,&iu EPe Wy §1 BEG.

7t




Pike Barbon, Bortn's scunombc writings were included jo exsminations of
E-

ihe priocipgles ot trade.

Conoeraing The sy supply, he described The “ebbking and flowing
of soiay,” sayiegt "When money 18 scerce, bullion is celn'd; when bule
Phon 18 scgrda, money 18 mim.‘&w Povarty, which wopld coour 1§ both
wars sodrce BY The seme Tiew, he sald, he ottt cut of the syuten,

Carrying forwerd Berbon's theory of laterest os the rent of stosk,

Barth rolated thy supply slde of the loan sarke? directiy tv 8 gurplus of

savings remmining offor & ot of lecuew ws apant on consumypt h:.:fmm

b
did no¥ suppor? legel repuiation of the rete ol ioterest, sayings “Thus
wign 811 ¥hings are considered, 1T »lll be found bust for the nstion %o
tpave the borrowers and the leader To sahe thelr own bargaing, guowcing
o e clrounst@oces thay e @ﬁ%m‘“ﬁ

Like Locke, Nordh argusd thet the suppiy of tunds svaliable for

T

tnding dopendsd oo The lovel of interest rateci ™ but wore loporfaat to

Hordh was the dependonce of e supply of lown soney on the leval of
frads gnd lacomes. 11 i3 not do sgch, Heeth seld, $het “low interesd

mohes trade™ g that “trode vobes Tnterast low. nit

7%&#‘%; Gl £lles Do 3B, cited by Vichers, go. slt., 5. 99,
?&v§%wr&* e &lies we 90,

\mﬁw‘%' Gl glles pa 20, cited by Vickers, gp. gli., p. 9%
e, go. il ps 19, cited by Vickers, go. git., pe 97

w&@e&wi&h Site 2d%es pe 18, cifed by Yichers, gp. 313., p. 95,



ik
Hordh %m&w@mﬁmﬁ en the functlongl signiticance of mongy rather
than .2% fora, ond be fait the ressdy to soarclty of mongy was productica
gnd trade. “hndustry o« » o« WPings , . # w@&i%ﬁ*% Fureign trade uds
sasentisl to the meinterance 4 wesith., If was the spendisg of money,
rather thaa The possedssion of soney, That was inguwrtant,
Horth bid This Yo soy concerning the clrasietion of money:
e are spt to cohe owr-estlsntes of the gentities of current
meney, for we sea (¥ often and know T not egaldng and are sot witling
Yo consider bow wery 8 Hittie Yiee 1Y otows in & place . o , $rom ol

the mney that Hes dead, no benef !t i espected, et ¥ s 8 certain
boms, ™™

A further resson North gove for belleving hat there wos leus
woney in the scoaoty Than peogle Yhought, was that banks had on hond oty

a fraction of the mney ia ther #a;atwa’&%s%

Aih. MARLEYCS DENIAL THAT DAY HOREASE
THE CUReTTITY OF BOMEY

A ithwugh Richard Hartey, fa TG, denlad that “baniks and pepar~
wredit” have any ot lpence oo ¢lther Yhe woluse of Yrode o the soount of
worgy o foved In trade, he did conceds That 17 wes prudent for backs Yo
fond “gaon the sost wolid sscuritien, and with & owtels prospect that

ey can cossend 1% 8% & shord wmi%ﬂm

Portn, g, Gl pe 37, clted by Vickers, gp. gif., pe 195,

mﬁé@%, f v g m“* P %’2; cited by V%ﬁwm; SRe ﬂ,‘z,ﬁg s 07,

%W*%* Sk m:vi pp . Sdel, cited by Vichers, Llls m:; e G,

Shitats, go. clta, o 15,



Hoe bay &W oot benks lwsued wore bilis s they bad césh, bet
folt ihaey oust have The money on hesd o 9@l lable ot shovt notlce, His
derial thet basks jucrsass e mmy supp by aounted to o denial thet
b notes gre money, but 1Y cen be inferred from Bis weiting et they

go The work of soney ﬁ'

XEEE,  LAW AND THE RELATION OF BANK CREUIT
TO BANK CASH

Remseberad snd roviled 83 The perpetvstor of the 111 fated
Mississippl Schawma, Lae's Jasight into monetary atisirs Is ofden oeere
fouked .

Leaving Englend afdor baving killed o men In 8 dusl, Jubn Low
traveiisd three yeurs on e Continn?®, briaging 8 ekgromd of egthee
stics Bad gembling fo the sTudy ot the wongtary ang banking affairs of

o copntries be visited. Apparatiy svousd 1700 he returaed Yo Edin-

buragh, whore he Bad been bore be 1671, Y wos dhore, in §700, that he

pubiished Eryg Whaking g Somnel) of Trade, o

2o xlih B Eroousel far
Law presected his resscns why popur

wongy 16 pretersbie %o metslliic money: relatively high cost of colmys;

agi’ .g»s H ﬁ "

8 chartes Mackey, Mesplivg of Exlrpording Wm&mm
mmﬁm bt iiﬁrﬁgg be ‘3» *’%ﬁ;@ éﬂ Q\WM'E* 1930, pe 4,
This work bad beon Tirs? publizhed in London o 1341 and sgpie In 183,
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the fect thet colnt could be meited down) costly transporfotion end sture
soe of coins; The fect ¥hat metelilc monpy 15 sublect to fluchuations in

the supply and dengind for fhe e:‘;ﬁi*x'i% wt which i1 is sade. Popar

money btcked by renl estate would by wuch sore stable, Lew folt, simce
rapl estote would fend Yo risw la wiive rogghly o proportion to The
rise In value of goudd in g;@wmh%

gad Irods Consldurse

wmoney 5 the “walue in vhich contracts ers sude aaw%m,“w which sppare

it wes giso o bis Mooy g« o o that Low naldg

gntly wos e {iret specltic reforence o money &8s 8 stondard of deterrad
piyraunts,

husuming loans tu be mede for production rether than Consumption,
Law fol? thet prosperity would bo esswred by incrensing the quantity of
monay o circutation becsuse thet would depress intersst roates and tuead
Yo axpynd w?w%%

At $hat werly sPage, Honroe points out, wmen worked mainly for
theese fves and trisd to sole thelr o louds supply all their nesds,
tharstore (end sz often sot used to the best adventage; but as the use
of mongy Spredd, “mww ond was sultiwgted gngd 118 product wes incrossed,
he pocr @od 1dle ware suploved, Yrode and sesutactyres laproved, Bnd ol

fivag i grester confurt pad mﬁw%mﬁw Las bod sees @ losr connection

@;%W‘ﬂ& G Bllss pu. 2545,

WA » x o« ¢ P 184, guoting Jobn Low,

BOTY « e ox o PP El o,
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ﬁw?waﬂn mmm@y‘&mﬁ the glvision of lebor; bud than he confused sonay wiih
copital, concluding that every addition o ¥the mwey ot 8 nathon witl
anp oy more people in proportion 4o the incresse, and even Thoygh fhe sy
ployer loses will @dd to fhe wealfs of the raticn,oo

The Scottish Parlisment furned down sa Tded of Lav's recosmsndlag
& lend benk, the nsotes of whlah wore o be based on The wiue of the
bands of the state. Thig fallure, and the taijure of Law's attespt fo
phitin 8 povrdon for Ble corise, caused ki fo returs Yo the Contlnent,
whers he ropmed from country fo country, supparting hissal? by his cyce
cossful gaabliag, #nd studying The flsances of the countries be visited.
He becms convinigd Th8t paper curegacsy was iuportent Yo the prosperity
of 8 country,

Law failed to interes? Frovce sod than Hlatly in certein §icancial
sohemes; et when his gdnlver, the Ouke of Orlesns, becacs Rogent of
Fronce ot o Yiew when the tisgnglel aftairs of France were In groeat gise
orider, Law had his coporbunity. Ba 1F15 Low was suthorized to sstablish
B bank gnda the ngss of Lov and Cospany, The notes of which wore o be
received i poysend of Yases. The saspgument of bis bank wes backed by
his thirty yoars® study of fimpnoe, ALl Bls actes wore payabie ot sight
snd in ¥ opie current et the tioe thay were losusd, making hl# OV 7.
more vaiuvable thas coing. Lovw publicly doeclared $hat 14 a Lenher sads
inwwes without hoving sefficient security to answer 81l dumdads, be dow

sarvet To ﬁiﬁtay

B3 : &
m‘*’ e A, m&%ﬁyg L m*g § » iin
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The &aﬁk Low astablished »88 phenonensily successful ang the
Duke of Or lesns concluded that paper muney should satirely supersede
wole., §t wos 8t this tise of high tavor that Low requested and was
grented permission Tu sutabilish 8 company Yo hew the sxciusive privilegp
of fradiang slong the Misslssippl River and in the provinge of Louisions,
ot ares supposedly rich in precicus metais. The company, suppurted by
golos fros this excluslve coomerce, bad the right to collect taxes and
to cein money. The company ses bacorporsted in 1717,

There soses to by no ressca Yo believe that Lew had other than
honest parposes ) indesd, his benk had been highly Successtul through coms
patent managenent, MHowever, Ia the wdke of Law's successtul banking
operations, France was ceught up o 8 gpeculative fever, |1t was felt
thet Lew could do ao wron: end his barnk was granted mooopellies {un the
saie of tobasue sad retining gold and 2liwer) and tinslly becams the
Aoyal Bark of Frange. ALl fhis success was Yoo such for John Law, and he
forget &% own precept about the leportooce of sdoguete backing for paper
mondy, To Bls sradit, 1% was oaly efter the benk becase 8 public Institee
tion That sound priaciples serp sbendoned, Unguestiomably, Thou b, Lew
wis dartisd and weskened in hig resvives by his suciess and by the attie
tude of The Regent, Maeckay's fescineting buck relates vividly the story
wé the wild spoculative excesses &nd tTheir fragic aftteraeth, Those who
had %amiéa@a'haw gnd resorted to sublerfuges of P strangest kinds Yo
seoure Shores fn hie cowmpany, were, whaa the bubble burst, cesdy o haar
Law fo pleces, The vecitisting Regeat threw sl Slome on Lew publicly

and then gprivetely epologiced To him, When Law finally had to leave the



8
cegatey for bis and hig family's sately, The Regent offered any sum of
monay he wight reguirs, but Lee declined.

+ » » he hod retused To enrich himseltd at the expense of 8 rulned
nation, Duriag the halght o the popular freney for Mississippl
stock, he had never doubtad of Tee 7 inal success of his projects

in waiing Froance the riches? and wost powertuil nation of Eurcpe, ke
invested ol his gnins o the purchese of jonded property in Frongewe
a sure prood of hio oun belliet {n Yhe stabiiity of nis schemes, He
hod huoardad oo plate o joweliery, 8vd sont no woney, 1ike the disw
honest Jobbers, Yo forelge countries, #Hls all, with the exception of
ong diamond, worth abogt five or six Thousend pounds steriing, was
invested in the Freach soll; and whes he olT that country he left it
slmoat 8 begsat. This fact slone cuyht ¥o rescue his memory frmg the
chargs of knpwery, %o offen snd so wnjustly brought? epainst him, 90

Historians have come to believe thet Thye Misslesippl Siheme was
closely connected with the South Sas Bubbile in Englend, aucording fo
Ponfield Robarts,”!

Low 'o experience proved & polet Thet “noe goverssent con force o
nation to accept o5 muney scmething shich The peaple belleve 1o be worthe

w4 On the other hoad, the earily sctivities df Law and Cumpany rep-

fess .
resented 8 successful, scund systes of banking: end, "It Law had cond ined
hivoalf To vhat he socwnpiished in these ties? fwnr yadrs, he would have

bewn oog of the grestent benetdcters any nation swr had."¥>

b ,
QM»; Pe @i

Hloantietd Roberts, The Cusst for Security 745-1740 (New York
Harpar and Brothers, 1947Y, p. 69,

gé&uﬂn, S 5iE.s pe 435, @ﬁiﬁiﬁwt Pe 232,




ARV, BERKELEY'S FunCTIOHSL APPROACH

Guorge Berkaley's work in e fourth dentds of the sighteenth
cantury depended betvily on Lew's. Although froe from Las's contusion
of money with cepital, the walue of Berteley's monotury Bndliysls was not
fulty roecognized wntil the Kevaesian revoludion; byt ln 1938 Johoston
cond budod thet Rerseley “in hig tnalysis of The seture of money sell,
&rm wf the fusction of guid In relatios Yo I1,Y rooks high 8% "one of The
wost modera end ‘gdvanced® of aonetery hiniers, 24

Buth Low pad Dertelay wanted Yo inoresss the quentity of muasy ia
circglation; both conslidured The bost ewany of scconplishing that wes by
fhe issusnes of bank mongyd both ;fsm%wrw pliner over setal; both feit
& tovorable bWlance of Tréde was »of the best way of incredsing the soney
supply. laterastions! econamic retations sere, howsver, laportent fuwr
Low gad not for Borkeley. 1V wos 8 closed, domestic economy with which
Barkgloy was concgrngd .‘%

Recognizing wneng loyesent a8 the redl scenomic problem, Berkeley's
privary view of oorary was Tunctional, “Whether mongy bo not only $o far
usotyl as 1Y sticeeth up lodustry, smbling mon sutwally Yo perticipnte

the fruits of each others abour? w99 Angd furthee:

,%meﬂ, . site, vo. H41, gt seg., citing J. Sbhmsten, Esone
omie History 119383 oa "The Mongtory Theuriss of Borkeley," pp. 2iwid,
%‘?Mwm,. G2s Bifen Ppo 3G,
?ﬁ CHEFBe oite Sl Be 149, quoting Goorgn Berkelay's §
%mmsams i ﬂm §735%. in theee parts, citations by Vickers %rwn thsm
Hopk ing University reprint, edited by J. He Hollgnger,



b
Whether thereiore less sumey swiftly clropiotiog be not, in affect
sguissient fo aore woney slosly ciroplatiog? o whether 1 the ¢le=

culation be reciprocally o the guantldy of cole the notion can be @
toser? '

A F W K B A B N R F OB N B % kXK A K B R K EE S K K & ¥ AN KR
¥hothor o boserd frode woald oot csuse industry %o §lourish, and
s itiply the circylation of wur @wmg wog whather this may not do o8
woll 83 switiplying the woln itsaley 7
The function of monstery clieculation, eng the objectives of theow
rotical explanstlon, lay jo “1¥s abiiity %o ‘promte,’ ‘fronsier,' and
Spaopre’ 8 satistactory loveld of ‘somercs of émﬁwwy;*“%
ko convection with sonetary lastitutlons, Berkeley ashed “whether

the abuse »f ks and papor voney 18 8 Just objection apalinet fhe yse

Thoreot? | Ang whedher such obuse sight oot sesily be ;wmwﬂaé?“%
Burkeley felt that & proper gwount of lsses could be epintained by refer-
wone o the constaacy of the lovel of copmeadlty prices and of The wlua~-
tion of guset sevgritien, e slgo boileved that notes could bo satuly
fosued gosingt other secur ity in addition %o lend,

Barkeley 4§ nof develop @ %yaémmm thaory of lotersst; buwevar,
fhis wos his ergusent agsinst those who b jected fo bhis plen for a
Hotional Bank: Y3t it be objected thet & HMetional Bonk st lower Intore
ety @nd therefars hurt the oonled s, whelher the same objection would

act hold as strong speinst muitiplying cur goid ond si !mﬂ“'%

ﬁ%mmm* e 81805 ppe 1501, quoting Borketoy, oo 5lt.

Ploides p. 152 oides pe t6

smaﬂgé w8 P bl
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His w«;}h&ﬁ it on The joportance of consumption 8s @ foctor in the
productios of weaith, and his understonding of The vitel perd pleyed by
the quantity of money In Yhe econcmy, sccording fo Johaston, places

Buarkaloy in The positioe of procursor of ﬁw&mﬁm

BY, CANTILLON AND PROFIT JNFLATION

Bichard Coatiilon w85 8 weastthy British wmerchant ot drish
descant, with bouses In st of fhe leadiog conters of Eurcpae, A highly
doveloped presentatico of ouny of e cootributions of The sariler {it=
prature, oo well &3 rovgrkeble original enaivysie, I8 o by found in his
suwnvrics before The Bxalls of Balflons. "*m“ Exoml + o o wag written
batwesn 1730 snd 1734 ($he yeor of Contilion's dunth), but was aot pube

1o "ihe most lepordesnt work on

iiohed watil 1755, o Paris. Apparentiy the Englich monuscript mad wide
ciroulation befors the Fronch drassiation vas pubiished. The physicorats
bn particuler, were considerstly Influgnced by Centlbian, '
Contition nade & $irsthond study of the floanciel syatem of
Eurvpe and hod & close associgtion with Low's oonedery 8nd benking polie
cles. §a feut, b suwcesstully anticipated Hw reselt of Low’s cperge-
tions, % wis worh , Rowaver, was concerned with theoretical enalysic; and

his @pprosch =88 wicro-pooncalc rather Theo mforo-gunooniq,

i'mw%mkwm, Boe 213, e 141, cuoting Joboston; go. ot

5% .
m%mrm, Early

105 ) }
ﬁw‘ %ww&@m* e 21800 50 H

achle e 246,
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Shewiag o dysamic comcaptlon, Contiiion soide

W, Liche o » « realized weltl thet the sbundonce of wongy mohes
everything dear, but he ¢id not Brdiyee how Thet tokes place, The
great gitticulty of this snalysis consiets in discovering by whw?
path & %g.,w%‘? propartion the incresse of woney ralses the price of
ﬁ%ﬁmgﬁ* 5

® % &k % % % % £ ¥ K & % 4 % & X F k¥ ¥ ¥ & & & £ * N 3 F ¥ & % & B &

§ concleds thot an isoregse of money (o 8 Stote elways lepds 1o an
increase of consunption there & the habit of mbing greater erpendis
fures, Du? Ythe doarnens cauted by this soney doss aot aifect aild
kinde of comsnditiss & merchandise egualily, in proportion fo the quane
ity of this woney; usiess whe?t i infroduced i continued la the
pame channeis of circulation as the originat woney) Thet 14, ualess
those who oitered ong ounce of Silver In the Markets are ¥ho stow &
the only oot ehe aow olier Twoe cunces there, slace the duubling of
he welght of the weny In clrcuistion, shich pever heppens, 1 toke
it thet when & substontiel odd tion is wuade Yo The money of @ State,
Y new sooey glves & new furn Po consumption, & even & raplidity ?ﬁ‘w
circatation; but it s not posslible to deterpios the oxect degrew. w6

ba considering the wiceity of circuletion, Cantilion polnted cut
thied the guantity of seoey rmmrm for a perticuisr susber of franse
wotions waries In lowsrse propertion To thy spoed with which iY s
&Wﬁ%m?

Among the fhings which, Yor Contillon, determined the suount of
wonegy necesusry io circelation wers Jocluded the sintmun Sucust of cash
2 pursos insisted on holding ot sny Plas, conflidunae fo the banke, and

e actont of ??MV‘?WQ$W

For Cantition, » setelllis?, the lovel of demsng depended ot the

supply of money, thicugh induced profits Bnd lfovoeet,. He ¢id not

i%ﬁmvm, Barty Boone

167,

. g : g
gk pp. FH3wd, 1eides o 4T
ubtig Qe Si0es Be $20.
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congider, 85 did Theke who edvocsted confrolled gaper soney, 1hat monay

st ld be brouphd Into existence To cregte @mﬁwﬁw

o $racing profi¥ Intistion, o the intlationary effocts of an
increass in the money supbiy, Caotiilon showed preat perception, foa=
arenses b producticn of precious metals, consoquent chbage In the digirie
bution of ingos, and shifts in forelgn trads ¢lows resulting from the
pay pricg~suppty=donsnd structure wors the tauls for proflt fatiation,
Looking &t the rosuite of sonetary inflation, Cantilion seids

§ hotd thet In meooval an incronts in the sonetary stock causes
in & State & proportionsl iscrease i consuwmption, which by dugress
produces The rise f prices.

bf the incrgsue In he money supply coses from Bines of gold or
sthwr lo a Blote, the Praprietor of fusse Blogs, the Entraprosours,
the Smelters, The Rufleers, & lo goneral 81} thoss sorking In thes
witl oot fail %o lnoresse Yhole expoditures In propurtion to thelr
galus, .« » « Gonvoguently they will give eeployent Yo several
Artisans eho ¢i4 not bive so wuch wirk formeriy, & who for $he Soms
repgson will iocresse thelr swendityras siso. . « « The sliftercations
ol the Market, of the desend » « » being stronger than usesl, will
rot fall $o ralse fhelr price. These hich prices will induce thoe
Farsprs to seploy more land o produce fhese things sacther year;
Those demp Foruers ol protit from his iooresse of price, & wiil
incrense the spenditeres of thelr tomilion ke the ovithers. Those,
thergtore, who will sufier fron this sworsess, & from the inoreased
comsurption, will Lo gt ¢iret the Propriotours of lands, during the
form of thelr Lewses, then Their sorwnts, & ol workses or pooply
working for Plaed wioed wiw wppert Thelr fomidles thoreby, A}
Yhesy wiil bave Yo dlainish thelr wponditures in proportion fo the
opw conswption; whilch il cblige & prest many of Them %o lewve
the Ztate to fwgh Their fortues eloovhore, The Proprietors wiil
dismiss mony ¥ Thom, & The oihers wlll sventusily denond #n inw
cromse in wages in order fo be sble fo Hive sccording to thelr cuse
tormry standard, This, roughlyv, 15 haw o considergble incregue of

woney fros Mines iocreoses conswaptiong 4 while dimialshing the

waber of inhabifeate, brings sbout & grestor sxpenditure anong thase
who rowgia,

iww%%&m; ;&a ﬁ“g E wp B 3%5}'”3&



§¢ swore money 16 Tokon from the Minegs, the prices of g1l thiags
wiil be incregsed by this shundsnce of ooy to such an oxtent, Thet
sat only will e Progrietors of lends incregse ¥hale Rents conaldw
prably ot the saplration of thelr Leases, & resume thailr focomw
standard of ilving, lnorsasing propurtioagdely the woges ot those who
serve Themy byt the Artisans & Workeen wilt ask such high peices for
their products thet % wilt be qulte proditasis o bring Them from
bprond, where They wre vids swch choaper, This wiil seturslly isduce
saversl poople Yo luport quantities ofF Monufachured goods made in
foreion Coundries, wvhors Thay ooy be bad champlyr which will lmpors
coptibly rula the Artisens & Monufacturers of Fhe Stete who could mot
five on such low wBges, la vigs of the bigh gvices,

+ 5« The mewy produced by the Mlnos wiil secessarily bo trange
jarrad Yo Forgigners o gay for what we fopor? from thews  which wit]
tpareaptibly tepoverisn thig State § render 1T in some eBys doponds
ent wpon forelpn countries o which moosy hits 1o by sent svery yoar,
85 I is dren from The Biees. The groet clecglotion of money, which
ot first wes generel, ceases; poverty & sisery follow, & he wurking
of the Mines pppoirs 0 be enly for Tho advantoge % Thise waployed
in tham, & for e Forsigrers whoe proflt from it.}

EVE, HUBE O THE RELATICHEHIP OF THE EXPANSION
0F WREY TO ECORMMIC VELFARE

Duvid Huma's suongole writings sre @ relatively saall proportion

of big work, end nis idums relsting to guacy ore cunieised in thrie

“GF Honey,” 04 Ioterest,” and "0 the
Coucses sppuared in 1752, after

Cantition's £zeml o » » w08 writhen, v betore 1¥ wos published; snd

Hume sevy of sy not bave baen Tasl Dar with Ceatliion’s wm.‘”

To Hume 11 was aviden? thet “the ;gm‘mw o leus plenty of mosey

% of oo contequence] Since the prices of commsdities sre siveys

it%gwwﬂ m 2§ o T g ndp

H 2 iaﬁhﬂg m’ m‘g iﬁ\,ﬁ ) fﬁﬁ"i’,
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proport bunsd o the planty of money.” An abendance of wonsy noy be @

tuns $o & ration, however, when sesufscturers sove to other dreas, lured

%
by bow prices. Hew, therefore, vad agsingt basks and peper mma«v.‘i“

teeling that grice locreases resuiting from inoreases in trads and in
hard suney were on gooweidshle Inconvesnience} but "thers sppesry no
resson tor encrelsiog teat Incoavenience by & couaterielt monaey, which
foraigners sl aot socep? of in any poymant, #od which any great dig-
wrdger tn the state will reduce o ﬂ@f&iﬂg.”ig% Ha vontisusd that,
becsuss of The dissdwanteges to @ Trading sation of artificially inw
crogsed oredity

+ v 2 B0 DBk 2euld be wore advantegeous, then such 8 oos 88 focked
up sl the momey 1t recelved, and never suguented the circulation
culn, 85 '8 wiunl, by returniog part of ite Yreasure iate Commerce,
& public bank, by this swpedieont, might cut off such of the geelings
of private beokers snd soney=jobbarsg; and thoush the state bore the
charge of salaries fo the directurs and teltiers of thls bak (o,
aucording Yo the praceding supposition, 1T w.uld have no profit frum
its dowlingsd, The retiwwl sdventage, resuiting from the low price
of lebour ang the destruction of peperecredit, would bo 8 sutticiend
corpensdtion, Bot o wmention, that so 18rge 8 sum, lying repdy 8t
comnand, weild be 8 convenience in tiews of grest public doanger sad

- distress; end ehat part of It wes used nigh? be V@#iﬁmw? 2t leisure,
when pesce and trenquiiity wes restored to the netion.)

Like Cantiilon, Hune was aweire of the unevin progress of some price
gnd looome jocrsases, o egiation fo ohbers,

At tiret, no aiterstion e percelved; by degrecs the price tises,
first of one commsdity, then of geather) $itl the whols ot last

@@waﬁ Humg, “0f Money,"” reprinteq is &agwme Rotwaing ed., Poavig
{: a Eoonomlcs, Pladisony University F slsconsin Press, 1955

Bid, 3, "
2§§£* iggiz@ggu' B wAle
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resches 8 gsz‘ pEuportion with the new quantidy of specie which i in
the kingdom, ' 1P

thowaver, The ettac? s stimisting to industry.
§n my cpinfon, 1T 18 only Ia thie intervel o fatermediate situation,
batwons the soguisition of aomey ond rise of prices, that the ene
wrepning quant ity of gold 8xd sdiver is fevoursble to industry.

A F % & B & K O F & % F B & K B F % » & K X Kk ¥ & K ¥ ¥ ¥ % F B ¥ & ¥

From fhe whole ot fhis redsoniag we oy conclds, thet it s of no
mynngr of consequence, with regard fo The dosestic heppiness of &
state, shother soney be la 8 grester or fess quantity, The good
pilicy wf the eagistrate conslots only In hewping i1, 1 possitils,
2¥i il wocreasing; bewsuse, by Thet wiant, e koops albw 8 spirit of
ingustry in the setion, ead @m;m&e&?? e stock of labour, In which
consists Bl regl powsr Bod viches, 1

Ia ¢urther support of hia bellef in the booetits of incredsing wngy,
were Hume's stetements of Yhe evils Po by supected in & notion whers
WY s ﬁ@umwmﬁw“ﬁ

it wes tra aowesent of lacrease Tha? wes stimisting ong the nove~
mant of decrosse that was depressiag for Mume; It wes oot the level of the
worsy supply. B nation, whose money doecresses, ¢ goteally, ot that
tiow, wetker and wore wisernble Than anvther ngtion, shich poBsesses »o
more oonay, et {8 ca the engreesiag pand. " 1? Hun sophasiied throughe
at hig work That ses ond comsaditien gre The strangth of @& netion,

Concerning foterss?, Huew seld that swoey, “however plentiful,

et oo wiber eftect, If flsed, thaen to ralss the price of wmmr."‘*”u

iﬁﬁ}%%ﬁ»y e Sk o iiﬁm’ ‘,ﬁuq REY I i, o
"oipig., o, 4. Wi

Eiy)
i David Hume, "OF baterest,” repricted in Rotuoing go. il
pe 47, .



ﬁiﬁ:ﬁ fatersst arose from heswy demund for borrowing 1ittle riches to

supply That dedod; and groat profits erising from commerce. Low Intere
a5, on The other hond, resulted ﬁrim tho epposite of those ai%?im&.’m
The demand tor lodns st predmissntly 8 consumption dergnd, and the Supw

ply coms frum the savings of the merchent end trade ¢igsses,
ViR, CUESNRY AND THE PHYSICCHATIC VIEW

Fronsols Quesney et hls fame lorgely Yo ¥he Tnbleny Econonlous,
privatatly printed et Vorsgilies In 1738; snd b and mout of the other
physioerats {uniive the meraaetiiists) fook 1ittle tetersst in the role
of money in The poonomy ond Thelr constrective contritutions to the agdvance
of mongtery theory wers winor, 44 Like Hume, Quesnay it That the wealth
of nations 2% so? 0 bo found in The quantity of awey in circuletiong
homewr, in common with The other physiocrats, Quosnay felt the weaith of

# sountry was In 1¥s ogriculiure.
XVitt,  TURGUT ON DIFFERENT FORMS OF MONEY

hons Robert Jacoue Turget wrote bis Reflantions su Do farmetion

i i 1756 for fwo Chiness students, To help them

in sending hiwm informsticn concerning soonumic conditiong in their counw

Wv.,m‘ﬁ He feit thet 8l commodities had the proporties of munaey) ead

“isiges 00 0. “kunn, g. sltes bo 238

iz%&“}ﬂrm# m " LIRS 5 Thongabd %“s ﬁ%‘{}t
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wadbod %amwu;m, Yools, nerchandise, oty snd ofher such possessliong
“wvond e riches te

Ao, Turgot te1t fhot a1l moeey mus? have wlue 83 & comdity,
Mavertheless be stw grest inperloncs in nowy as 8 contributor 0 @ccae
oals weliors through purchases and lovas. The use of monay, Turget folt,
greatly accelerated mad feci)itated the dlvisiu of fsbor, 19

Tiw currant rete of intorest oo maney, he taid, 18 the theraometore
by which we can form 80 pintun 88 fo the sbusdence wr scarcity of
“capitele:™ 1Y io the momsuwrs of The dujren %o whilch p ration con estend

bio The rote

its poricsiturel, sevulecturing, Bad commarclisl enterprises.,
wt intereet, Turget sabd, m@w ragarded a9 @ “kind of level below which
ol labor, a1} cultivetion, sll Industry, all comwrce ceass."'7 Mo com
Yinued, 11 I8 the pbundence of apitels which enliwns all esterprises,

Gng tow toteres? on weowy 19 &Y voce the elfiect and The Indoew of The sluw

dance 4 cepitats, P

XX, CHDILAC MDD MODIF ICATION OF THE
MIVSIOCRATIC VIEH

£. 8. do Conddlioc’s Ly Cunrs b, Bppearing in

g Gondl e, Yo refute toe conmon

§770, troated woagy only brisfly,

2 " 145 -
m»y P 35 %%ﬁﬁﬁg ke m;; P 205,

O nron, Sarly Eoonestle Thouctts e 2iks
w%%mm@iw 1o ety B fald
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ereor about ?ﬁe‘é lopartance of the suaey Supply, puinted out that changes
fo The guentity of mongy sesnt chlinges in prices, @nd fhet the Boognt of
mongy nesdsd depandsd Lo The irequency with which paymosts were sade, 1f
alt bilis wore gnid twice & ywor only heif 8y wuch soney wouid be neadad
s it all bilis wore plid onto @ year, "The lwportonce of drivieg bome
ihis polnt tilled bie ning, sppareantly; W #ithough he brought prices
end circuiation into this close comnectlion, bw failed to note the relpw
tion beteoen *?@m*“”m

Condl Haz commpnts thet losses to jandlords or formers arising
from changes ie prices would be avoided I rents were p8ld In cummogi-
tigs, )3

Io en sppavent attespt to otiset the influgase of fhase physioew
crtts who oriticled ¥he mproantiliste for thoir bisg in favor of the
prociovs metals, Condlilec

+ o« « ObServed that the sbundsnce of eetslilc money is aot the first
and principsi wedaserd of wvesith; but o oo 88 tar 23 contonding that
#n Bbundancy &xf g;uiii sad Mtwg is not Truw w&i?ﬁ %vsgﬁaw o fane
faocunt fo throwing $he ohlld cut wita ¥he bath water,

in the seme veor 1T sew the publicatica of Condillac's work,
hamm Smlth published his wonusental MWM faticns

marking the

payinaing of fhe clsssizal school of elonomics,

i34

b0 18de, po 245,

Ahtdes po 259,
Kﬂhﬁ; %ﬂn M.; e &% *



CHAPTER 111
ADAM SMITH

Honetary aftairs found their place aoong The widewranging variety

h of Hetlons. Y la sppore
ant thet to sowe exfent Swith relied on the writings of bls predecessors,

ot subjects Adewm Bmith discussed in Iha ¥eald

tut his kesn chsarwtion of the stfeirg of men resulted in the presentaw
Pign of some ldoas ehich were, 8t the lesst, newly recorded. Although
Smith's advoumcy of The real<bilis doctrine end of unconditionsl converte
ibllity are clear cut, other gress of hig pressatation have been critie
cleed o5 ondiguoas; however an pvaivetion of the coatribution mde by

Adaen Salth to sonstary theory will be deferred until Chapter Vil

t. ORIGIN AND USE OF MONMEY

Early in The senllh of Hotions (in Chepter IV of Book 1), Adan

Sl thy Trested The origln and use of mwey., He polnted out thet division

of lobor sade Merfor insdegute gad led to the necessity of settilag upon
& particeiar compdity ot eost people would find aoceptable in axchangs;
and he sentioned 8 nuober of the guite variows comodities which in gife

tarent tiogs asd places hed boen used to sytisfy this needs cettie, sait,

shalis, dried cod, fobacon, suger, hides and MH%* Smith pointed out,

'adam Smith, fig bnouiry ot Ihe Madure
of Mationg (reprinted in fwo volumes from Tha Mx?h wdiﬂ«m. wim an
introduction by Witilan Robert Scott; Londony G. Bell and Bons, Lid.,
&‘QE%); s' Jw@rg




42
howsver, that %@mm aro uniquely sulted above 81l other commoditios for
the purposs of exchengs, since metals sre supericr In durability and
divisibility; and whon wetals cooe Yo be coined The conslderabla foconw
vanignce of weighing sad sssaylng were owercone, The stamp of the sov-
greign on The coln, Bttesting to & certain weigh? ond {ineness of the
precicus wetal, permitted the great convenience of simply counting colng,
Howaver, Smith deplored The fact that the
« » & Bvarice ang injustice of princes and sovareign states, abusing
the contldance of Their sublects bave by deyrees giminished the real
quantity of metal, which had been originglly contdined in their
coing &

Tais operation, Swmith recoynized, benetitted the sovereign and ol other

dubtors in The state,
1§, THE REAL AND MOMIMAL PRICE OF COMMODITIES

Honey s the medas by which exchoages of guods were dacomplished;
howavar, labor ws the redl sessure of The exclgngedble value of ail
comaoditios,

Ehat is bouch?t with sney or with gosds is purchated by lebour, 8%
much 88 what we soquire by the toll of our own body, That money or
those goods indecd seve ub this toll. They contaln the value of &
certain quantity of lebowr which we gxchange for what is supposed ot
the tlee o cunt@in the value of an equal quantity, Labour wag the
tirst price, the origirdl purchasa-emnay that wes pald for all things.
bt wis oot by gold or by silver, but by labour, that all the weslth
ot the world sas originaally purchased; amd its value, T those who
possess 1%, and who ment to exchange 1T for some oew productions, is
precisely equal Yo the quastity of labour which it cen snabie thews to
purchise of cooeBod,

&m’m‘p t’ Eﬁg ) -E!&gﬁ'* ¥' m*i‘
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Havae Tha less, '31“ sagmad o S@ith more agtural and cbvious to astizate
valuas ln terss of sungy, Slace this was The medige of exchaape, than to
estimate axchangestie valus by the quantity of labor or of Bay other come
m@m??ﬁ By the monay~price of goods, Salth meant fhe guantity of pure jold
o &hiver tor which they ere scld, regordioss of the denomination of the
min.f‘ Gold and & fver theusalves, thouch, like other comvaditles, would
vary ‘o value depanding upon the eause or Jifflcuity of asauiring them,

The digscovery of the atuynden?t mlses of Ameriol reduced, fa the nlxe
Feenth century, The wilue of gold and silver in Europe to Bbout o
third o what (7 hdd bean bafore. As 11 cont loss jabour To bring
those woltals from The wise To the warket, 4o when they were brought
thither they could purchase or consdnd iess labowry . » « At alt
Yimes and plsces that is dear which 1Y Is gifticulT to come 8t, or
which i1 costs much i8bour 4o Boguive; Bnd that chopp which is o be
has easily, or wivh wiry Hittle isbour. Lebour elone, therefore,
pever varying In %8 cun w8iue, I8 slone The uitirate and resl
standsrd by which the value of 8l commodities can 8t el times and
ploces be estinated and compared, 1t is thelr resl price; money is
thelr nominal price eniy b

Conceraing the resson for varigtions betsesn the miat price and
the wmarket price of gold or sliver, Balth asserieds

But when o . . the s@rke? price either of yoid or sitver bullion gone=
tinues for sevaral yvesrs together stesdily and constantly, either more
wr less above, oF ware o less below The wiat price: e say be assured
that this steady and csonsteat, either sopericrity or inferiority of
price, Is the effect of sewthing in the stete of The coln, which, a?
that tiwe, resders @ certain guastity of coln either of nore valus or
wt jess *;Maa s the procise quantity of bullion which 1t cuph?t 1o
contdin,

Huch ater in Ihe Wyelih of Nations (is the Chapter "Of Trestigs of

Commerce™) Samith suggests the means for preventiag the selting dows of coln,

Ypide, 1, 3. e, 1, 47,

Sinid,, 1, 33, Tinide, 1, 46.
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A selgnorage will, in sony cases, toke swdy altogether, ond will, In
ail cases, diminish the prof it of melting down the new cola, This
prof it aivays arises from the ditference betwsen the quantity of
sullion which the common currsncy ought to contaln, and 1hat which it
sctualily does contain, 14 this ditterence is less than the seignorage,
there will be luss instead of profit, 1€ i1 is equsl to the ssignorage,
Yhere will nelither be profi?d aor loss. §F B s greater than the
salgnorage, thers will indeed be some protit, but less than i there
was no seignorege,d

fHE, BOREY AS A BRANCH OF THE CEKERAL STUCK

The whole price or sxchangeable value of the snnual produce of a
country, Seith felt, was porcslled cut smong the psople in thres woys!
wajes for lasor, protits o stock, of rent of lana,¥

ts Chapter | of Book 1, Smith discussed fhe divislon of stock, !0
A man's stock was divided laty fwo ports; capital, which was expescted ¥o
yleld revenue; and that which was act erpected to yield proflt, but wis
held for lomediate consumption, Capital was divided into two parts:
tined capital ang clrculatiog capital, Honce, the general stock of 3
country divided ifselt info thres partss goous for lemediete consumption;
ficad capital; and clrculating capitel.

The stock reserved for lamadiate %ﬁ%ﬂuﬁ%?i%ﬂ, and which aftorded
o rovesus, consisted of food, clothes, household furniture, hoves, stc,

The purpose of {ixsed cipital was to Incrense the productive posers
v labor, ond 15 edjor distinction was that ¥ atforded profit without

sirculdting or changing cwners, 1V consisted meinly of four fhings:

O1uid., 11, 578, *1e1g., 1, 285,
1Y)

Ibide, 1, $76-84.



4%
smchings #nd imfmmwm of trade; profitabis byl ldings; improvesents of
iand; and useful abliities of peomla.,

Circutating capital was so called becsuss It produced no revenue
while remaining in the owner's posssseion, or continylag in the same
shaps, Clroulatiag capifal also wos composed of four ports: provisions,
woterisis, and finished work of sl hinds in the hands of their rospece
tive donlers, #nd the mongy neceusary for cleoulating and distributiog
them fo Those who gre finslly Yo consume Vham,

Fixad copital originatly derived from, 8nd continually had %o bLe
supported by, clrculating copital; and different coupations required
vory ditierent proportions of fixed and clrculating caplital,

Thar gross revenus of all the inhabitants of 8 great country comproe
hasds the whole denual produce of thelr Bad and labour; the oot
revonug, whot resains free To them affer deducting The oxpence of
whintaining) tirst, their tized; and secondly, thelr circulating
capital; or whot, without encro@ching won Yhelr caplital, they cen
place in Thelr stock veserved for insediate conpumption, or spond
wpon thelr subsistence, convenlencies, and pousoments, Thelr real
wealin 4’?? is ia proportion, not Yo thelr gross, but to their noat
revenya. ' '

Although the whole wmpense of mainteining fixed capltel hed To be
encluded frum The sef revenus o sosiety, It »2s not the sdue with the
circutatiog capital. OF Yhe four parts of clrculating copitel, threeew
provigions, saterials, and §inlshed work-reguiarly aoved from circulating
copliel to elther fixed capitel o to the stock reserved tor lemwdiste
consumption, Thereiore, the mictengnce of Those three parts withdrow

no portivs of the sonusl produce from the net revenus of the socisty,

Wivid., 1, 286,
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besldes what was npoessary Tor salinteiniag ficed &ayi?m%*iz The dxpsnse
cof collacting asd walataining the stock of money (the fourth part of
circulatiag copital} was, hossver, 8 daduction from the net rovenug. 1o
this way that part of circylating capital which wos monay resasbloed ¢ixed
capital, Monay resashied tixed wopital also In B second waye
o« o« money, by medos of which the whole revenue of the soclely I8
ragulariy distribyted suong oll s difterent mawbers, wekes itselt
no part of thet revenus, The grest wheel of circulatios s 8ltogether
difterent trom the poods which are circuloted by veme of 11, The
revanue of the society consists altoyether In those goods, sud not in
the wheel which circuietes them. §n conputing either the gross or
the neat rewaus of Bny soc ey, we must always, from their whole
groval clrculation of money and goods, Jdeduct the whole vislue of the
BHONEY . ?g which not 8 single farthing con ever make Bny part of
gither. ™~
“The great wheel of circylation,” slthough no part of revenue, was
recognized as & waluable gart of capital,

The third way Smith Indicated that the songy port of circulating
wapitel resenbled flwopd saplitel was that say saviag In the expensy of
tollecting @od maintgining the stock of woney w88 on lsprovwaget in net
rovenus, 14 The substitution, thereforg, of piiper money for precious metals
represented 8 convenionce 8od & saving. Soith continued, "There are
sevarnl ditferent sorts of paper soney; but the circelating notes of banks
and bankers @re The spocies which I8 best knowa, and which somms oot
Sdepted for this Qﬂ?ﬁﬁﬁﬂ«”tﬁ The haadiing of this paper money, however,

prosented sose prob loes,

2y 1g,, 1, 268, b1, 1, 208,
14, )

s ¥ ety ;fﬁ * [ _
Ihid., 1, 292, ihid,, §, 2823,



iv, PAPER MOIEY

3 of Guld
Salth pointed ou? Thet coatidence In baokers® &biiity fo pay on

demand any of thelr aotes presected peraltted The lssubnce of clrcuiating
bank rotes; and, ¥ they found 17 gople for meeting domands, only one
18th of the amount of notes in clroulation aight be seintained in gold
&aaﬁ siiver., Honce The whole cirgulation could be conducted with g t1ith
wf the gold and sifver which would othereise have been ﬁm;eamww.m

it one aillion pounds were necsssary o circulste and distribute
the snnual produce of the land and lebor to i3 consumers, the chsnnel
of girculetion wogld not change 1€ back notes in the sowunt of one willion
pounds were side Bvalilable. Whatever gquant ity of guld and sllver were not
balng wded Tu beck the popar {say four-fiithad would “overtjoe” and would
be sent abrosd, The papor respinlag of home faking The place of the
watal.t?

The metal sont abrogd sight be used %o purchase goods for consumge
tion by unproductive paople, bt sost of the purchase of forelgn goods
proscted Industey by adding sateriale, tools, and provisions to furnish
sdditionel enployment,

When piper s substituted in the room of gold ond &ilver money,

The guantity of the saterisis, fools, and saistenance, which the
whole circuloting capitel can supply, m8y be incressed by the whule
vislug of goid and sliver which used fo be swployed ia purchasing them,
The whole value of the great wheel of clircalntion and distribution,

is a@ﬁafg to the goods which are circalated and glotribyted by metng
ot i*» ‘

Wopta, 1, 293, Tiptg b, e, Bypign, 1, 296e7,
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A thiagh Smith stated foat it wis, perheps, lepossible fo determing $he
propattion ehich circylating scowy bore To the whole value of snnusl
produce ciroglated by seens of 1t, be feit That (f foureiitths of the
gotd end sliver could be freed by paper, and i the wajor port of thet
saded To the meistendnce of indestry, YI1Y sust sohe & wvory Lonsicerabie

pddition . « + o the waive of the snausl produce of tand and la&a«r*“‘ﬁ

Hatural Linits of Paser lssue

b1 wns only the owerilow of pold aad sliver thet coeld move abrdd,
slace the peper money would avt be sucoptebie cutside the country where
pywat cuid be legmily saltorced. Hostvver, what was fo Hisit the
issetnce of paper dompsticaliyl i§ pacele hed e paper money Thas was
npgded for transesting taair business, slove Thoy could not send it
ahroad, 1 would be returoed fo tw banks, sod siter conversion into gold
o ailver the exxest then could be sen? Bbroad,

The whole poper money oF every kiad which wan wa9ily circulate la
any country never can ewxcesd tha wiue «f The goid and sliver, of
whivh I? suppties the place, or which (the Comwrcs being supposed
e some) would clrculate there, 14 There wor no paper mongy.”

A bank, therelfore, It 1Y ettempted fo ¢irgiote more plper Than
the circuletion sasily sbsorbed, would find the muney returning #nd would
have to hold sufticient additiane!l reserves of gold and silver Yo meet ¥he
domgnds, sellityiong eny enticipated goin frow the ewcess jssus, Donks,
howgver, had isgomglete onderstending of, or ingttention Yo, thelr cwn

interests snd an excesd of paper woney hed treguently maaurrﬁﬁ»x*'

Pieig, b, w7, g b, o0, “apiga, 1, 308,
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The Cank of %’mgima hed to suwpply the coin resassnry To support excessive
chrealation of plper monsy.

As Smith hieseld puts 19g

A barking compliny, which issues more papar thon can be employed ia
fhe circuintion of the country, Bad of which fhe excess I8 continuslly
raturniag upon Them for plyeent, cught Yo jocresse the quentity of gold
Bnd 6iiver, which Yhey koep ot atl tiesg in their cofters, sot only in
propovtion o this ewcessive Jaoretse of thele clrculation, but In g
wach gredter proportion; thelr setes reterning upon them mpch fastar
thain in proportion %o the excess of thalr ousntity., Such 2 cospany,
thorefore, cugh? to incresse the {irst articis of Theit spencd, aot
valy in proportion Yo Whis torced incréease of Thelr business, but Ia
& ouch greaver prupurtian,

The cofters of Such 8 comping Yoo, Thouoh They vught to be fililed
such fullor, yet mutt enmpty themselves much f@ster than if their
business was confined withis sore regoondble boueds, snd must reguire,
avt oaly 8 sore vicleat, but & wore constent end waninterrupied
wagrtion ot expence s wrder W replenish e, The coln oo, which
is thus continuaily drawn ia such large guaatitias from thelr cotfors,
sonaet be eeploped in Yw circule®ion of the country, 11 coms in
place ot & paper which 18 over and sbove whet can be amployed in that
sirculation, und I8, Tharelore, wver B8nd Bhove what @n Lo eogloyed
in i foo. But as that cole wliil oot be 8l buwed Yo e idle, I must,
in ong ShBpe o Bnulher, be seat sbrond, in order fo {ind that profit-
sble emplovoent which 14 cannot tind ot homes Bnd this continual
exportation of gold and sliver, by ash@eciag the 41 Hiculity, mot
necessari by enhance still further ¥he ewpence of the bank, ia tinding
new gold swd slbvwor in arder fo caplesish Yese coftors, vhich smoty
thamtelves &o vary vapldly, Sush o company, theretors, must, ia
progortion to this dorced incragse of thelr Lusingss, incregsy The
socond article of thelr ooence 241 sore $her the {irst,

Lot us suppose Trat ol the poper of 8 particular Laok, which the
circglation of he country con eastly absord end employ, saounts
gaiot iy Yo forly thousand pownds) and that tor anowering octdsiond!
dormods, This tank s obliged To neep ot 8l tices in i3 cofters ten
taoustind pounds ja gold #nd siiver, Shuuld this baok attempt Yo
circuleote tarty~tour thoustnd pounds, e four Thousend pounds which
are over 8ol gbove what the clroglation con easlly alsorb and employ,
will return upon 1t slaost a5 {85t o5 thoey oo lesuad, For answering
cecasional dembnds, Therefore, this tek oush?t Yo hkeep 8% 811 $imge
in 148 wodters, not eleves Thoussad pogads only, but fourtesn Thousand
posnds, i¥ will thus gaia sothing by the intorest of the four
Tousend pounds escessive clrculationg snd 17 will e $he whole
pxpencg of continumlly collesting four Thoussnd pounds Tn gold and
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giiver, which witl be continuslly golog out of ite cotters os fos% as
they are brosght into thea,

Had swery particgise beaking cumpany alegys wnderatood and attendsd
to (95 wwn particuler interest, the clircuiation never cowid haww boun
svershocked with pepor money, Gut svery particylar basking cawpany
hos not olways enderotocd or atbendsd To 118 oen particulsr Inferest,
angd the circulation hws frequentiy been vverstooked with popar noney.

By isauling too grea? & quontily of peper, of which the suoess wog
continually refurning, in arder fo be exchenged for gold and silver,
the ook of Englond sas for sany years together obliged Yo coin guld
«m the estant ot botween alight bhundred thoustnd pounds and & ol ilion

& yamr ; or, 8t &0 sverage, sbout eight hundred angd §ifty thousend
?wmm For this grest solnnge the besh {in consodquence of the worn
prd degraded state Into which The pold coin hed 16iien & faw yooars
sye) wey froguently obilged %o purchese gold belllon ot the Bigh
price of vour pounds 8n wunce, shich i1 soon abtter issued in coln st
&5 17s. 10gd, By ounte, losing io this samwer botewsen Two @nd @ halt
gngd Yhroe ger cont, uwpun the coingge of &0 wery lorge o sym,  Though
the back therefore poild no selgnorsoe, Though the governowat was
properiy ot The expeacs of the colnage, this Hiberality of govornsent
dig not provent abtogsther the sxpeace of the bk , <%

The peper soney advesced would novar gnceed the value of the gold

Cend silver which would hove cleculated in ity place, provided banks
resteicted their lewding to supplying only That pard of caplifel which the
tusinosonsin othervise would hove To keop idle in reddy money, Fhat Smith
clatled “over-frading” hed boown, he said, the originel cBuse of excessive
circaietion of poper wmy,w
Ehen & banh discounts Yo 8 wmerchant 8 regl Bitl of exchange drawn
by o rosl creditor wpon 8 resl dobtor, Bnd which, 88 seun 88 11 beconss
dus, is really pald by thet debtor; 1 only sdvances o hia g part of
the welue which e wald otherwise be obliged fo kesp by hilm unoeployed

and in ready money for answoring covasiongl demgindgs, The paveent of
the i), whea % becorss due, replaces o the bask the valug of what

28 o 25 o
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Y had wmﬂwﬂ, together with the interest., The coffers of the bank,

50 for os its deslings are confined Yo such customurs, recsenhis o

wator pond, trom which, though & streun is continually renning cut,

yet ancther 16 conflnusily running in, fully squal Yo et which runs

oyt so that, without soy Yurther care or gtTteotion, the pond koeps

slvayn euuelly, or very sotr equally full., LHYls or no expence con

aver bo necessary for replenishing the coffers of such @ bank,*

in pddidtion Yo discounting bilis, bonks could sately advance mongy
o & cash scocunt o 8 businassasn with oo bills o glscount provided no
pvar-frading ves invoived und the purpose of the s wes to provide resdy
pondy. However, 1Y wbs lwpordent that the back carefully observwe whother,
ovar & period of geverst sonths, rephyents were eoual Yo sdvances, 1
repayments were T8iling short of advences, 14 would not be safe tur the
bamie to continue dedling eith such 8 customer &2
Repayemats souil fo adwnces owr short periods of Yime had e
adwentage of saving the besk the espanse of replenishing s coflers, and
aiso enubled the banker %o Judge the clrounstances of mBay deblors throush
his own experience with ¥hes, i sddition, "ihoy secured Themsolves from
1

the possibility of ispuing more paper meoey Theo stat the clrculstion of
the country copld wosily sbiord any @wiwﬁ*m That is, the bank wes
ssuured that the popor soney Bdvanced bad not excendad the gold Bad silver
the businessedn othersios would hoave hed %o hold, it the adwinces of the
bank had esceeded the smount $he burroser wouid heve held in ready money,
rapayeents could not, over soderste periods ofF tlee, have squsllied

sdvinues; bence @ record, uvver short pariods, of repgyments ecusl Yo

4

foides 1, 308, 4%

Wide bo 7. “Cibld., §, 308,
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sdvances #8s evidence that the pBger money borroved was only that amount
navessary for circpistion,
i¢, Smith relterated, bLonks'® “issues of phpRr noney excoeded The
gqudnt ity of gold @ad silver which the merchants othorwise would keap on
hong for “oucesionsl desmnds,” the advances
migh? soon come to excbed The whole guantity of gold @nd sllver which
{the comwrce belng Suppoved the same} would heve circylated in the
country, had therg boon so poper money; end coaseguentiy To sxcesd
the gquoantity shich the circuletion of the couniry couid easiily absord
god auploys and the excess of This peper noney would lomedlately have
returned_upon the tedk in order to be exchanged for gold and
Bitver,~!
Smith emphasized thet all the banks could, therelfore, sateily do
w86 {by sesns of discounting bilis o by cosh docounts) Yo relleve
bus Inessmen from the oeed to keep part of fhelr stock unemploved to
wapp by ready money. A benk copld not, in i%s wen laterss?, advence ol
o gven most of the clrculating cepitel of o business, nor 8ay considure
able pert of Yixed cepitel-~becouss of the longth of tiee before returns
2
wora bd b r@aﬂmm"ﬁ The wisest bonk opergtions, therefors, contributed
to on incretse lo the industry of & country not by adding to capltal, but
by moiking o gre@ter part of thet cepital active and ﬁm@wﬁw.w Aiso,
the gold and siiver froed moves from unproductive to productive use,
it is not by sugmesting the capitel of the country, but by
rendering @ groater part of that ceplitel gctive and productive than
would othersise be go, ™ot the soet judicious cperations of banking
can ipcreess The ladustey of e country, That part of his capitel
which & desler is obliged ¥o keasp by him woouploved, and in ready

sonvey, Tor answeorling occcsivceal dem@nds, 16 3o such doed stook, which,
g0 long a8 it revdlag In this sliuetion, produces nothing either to

&7 o 2 ‘ 29 |
’ M” " W“ ﬁmﬁi si W*f@* * jm .ﬁu "l %%#
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hlm or o his country. The judicious oporations of benking ensble
him o convert this desd stock loto Botive and productive efock. & « o
The gold and i bver woney which clirculates io any country + o o 18,
in the sese oBnner 03 the resdy munsy of The dedier, Bil dead stock,
v+« The Judicious cperations of banking, by substituting paper in
the room of o gregt pert of this gold and silvwer, enable The country
to conver? 8 great pard of this dead stoch into sctive and proguctive
stock, . » « The comerce and ladustry ol the country, however, it
must be vckaowledged, thow h they mey be sowewhat sugmented, cannct
be altogether so sacurg, whea they sre thus, @8 1t wore, suspended
wpon the Doaedslisn wings of paper mney, g% whon they travel ebout
upon the solid ground of gold Bnd sliver,

5 oo Lneer Jisue,
Elabuorasting on the dangers of paper soney, Smith pointed out that

pesides the d@nger of uaskilied meagesent, there wore other dangors
which even sikili and prudence could ot provent, Une sas fose fo 8
victorioes snemy of the %f@ﬁfﬁuﬁ metal backing the paper, For this
roason @ couatey should not only guard sgeiest escessive lssue of paper
mordry “which relas the very Lenks which issue iT; but ¢ven sgsinst HaYt
pitiplication of iY, which ensbles then fo $it] the grester port of the
circulstion of the country with 11,7~}

Smith locked et the circulation of gouds an having two bramches:
emong dewlers, #nd betveen deslers and customers., It seeved To him that
the value of the joods circelated 8@?%&#@ the different dudlers,
nover can exceed the value of those circulated betwesn the dualers

aéﬁ the ﬁaﬂﬁam@rg; a@g%ﬁ%&r is ﬁ@agﬁ?zgg the dedlers, being uitisdtely
destingd Yo be suld To The censuners,
fince circulation bstessn dealers w88 ot wholesaie, the money that served

to fasititate that circulafion tended Yo be in larger smounts, ond 1o

k] . ¥ S,
dpid., b, 32843, inig., ¥, 326, w&m'
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furp aver myré slow iy, Than -ﬁm monay inwolbved o the circgiation of
gonds to consuners. Therefore, olthaugh smaunt purchases of consumars
werg at lugst saual to *hose of Mt’m:wwﬁ '&rm:fe@m?hms at the consunpr
leval required & ouddiler guentity of soney, chongling hands more rapidly
and in smaller amoynts.,

Banking would bo safer, Snith teit, 1f paper money were igsucd
anfy in denomisstions of five pounds or sore since 2T would Yend fo clre
calgte enly in the dosler<fu-doalar strogn. Under thone circymstances,
papar aoney could not replace gold and $ilver entiraly., $once the ready
woney & dealer hed to keep was used tor dealereto-desier frensactions,
tha timitetion of peper mossy to Thet atress weuld no? interfere with
bankars® sbiiity to tactiitate comwrce, (The desler noedod to kaep no
ready money avil jable for fransections with his customers, siace they
brought money 1o him.)

it coused Smith some concers that to lssue reguiations Jimiting
bk 8 sotivities in issuing poper money wos & viciation of "natursi
Hw:*tv.,“m Howaver, he polated wt thet such reguiation vas justitied
becouse of The possibie dioger o the secwrity of society.

wphen paoer sengy wis uwsad, Seoith boileved, there would be no price
rise B3 fony o8 The popar money wes Yissued by people of undoubted <radiy,
payeble wpon domend without oy condition, sed in et slways readily
paid 85 s00n 9% g‘»iﬁ%@ﬁ%%“m fych woney war in every way equsl to gold

and 6 fver money,

>3

bpid., b, 39, dnig.
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Wionst g ;‘}&gmr* By, by ingronsing the quantity of woney, dauretse
the value of the wholg curreasy and Thus raloe prizes? Smith saltd that
whan paper wongy was gdded o tha currvncy aa oqua!l amount of gold and
sitver was tahan from 1Y, do “papor monay doos no?t ngcassorily incronse
the quantity of the whole ﬁwmmyﬁ"m Faper monay of doubtiul converd
ibibity, Smith dmphotized, would fall balow the walus of gold and &ilver
o 8 gregtor or less degrue depending on Phe wncertainty,
i baskers sre restrainad from lssuiag aay circulating bank notes,
o notes pavebie To the bearer, for less than @ cortaia sum; angd i
thay ara subjected to the obligntion of ¥ lmewdiate and unconditional
payment of such bBok acles 8% soon &% presented, their trade way,

with satety to %%E@ pulic, be rendared in sl othar respects
partactly fres,~"

V. INTEREST

To Smith, iaterest was cospensation for the use of mongy, The
protit earved with the wney belonged partiy o the borrover who took the
trouble and rlsk, aad partly Yo the lender who vade the enterprise
ﬁ@mibw‘:ﬂ Ta the lesder the fosn wos considerad capital, andg prodably
wis wsed s caplitsl by the borrewer, A prudent s wonld not borrow to
conSums because Snwiher source of revenue would heave To be found Yo pay
the interest and Yo restore the cepital B

Althoush almost all interest-bearing luEns were made in money,

actually the lendor susigned Yo the borrowasr “his right Yo 8 certein

35 %

ibid., 1, 39, “ibld., 1, 334,

M;gag,, fy 53, ’ dhldes 1, 306,
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pertion of the ennual produce of tha fand and labor of the amua?ry,“ﬂg
A a'rwaui?, Smithy considared the quantity of aonay awallable for tanding
o be indepandent of the valys of We money, but ragulatad instend by

v o » The value of that part of the araunl produce, which, 85 soon

85 it comas either from the ground, orf ftrom tha hands of the producw

tive labourers, is destined not enly for replacing a caplital, but

such & capifal 8s the owner doss not core to be at the trouble of

gmploying himsalf. A3 suych caplials are commonty leat out and paid

tack in money, they constitute what (s calisd the munied interest,

it 13 distinct, not only from the landed, bu? from the tradiag and

panutacturing fﬁ?ﬁfﬁ@*ﬁ. as in these last the owners theaselves amploy

thate own capitale
The “capitals” conveved by ownors who did agt care %o employ than fhome
salvas nigh? be greater in Gy proportion then the noney used for tha
conveyance becsuse 8 borroser olght purchase goods from o selier eho,
haviag no immediate use for the monoy eight lend 14 to another, who might
buy guods from B seller who was another lendor 8nd 80 on, The loans
micht 811 be well secured and profitanle.*l However, @s the annus! pro-
duce of 8 country graw, IV would bocome more 8nd more difticult to employ
capital proftitesiy, while 8t Yhe same tina the capital svallasle for
lending was increaising; therefore, interes? rates would fall, e

Smith expressiy aligned himseld with Husw, angd criticized Locke

aad Law for belleving that an increase n the quantity of gold and &ilver
caused faliing interest rates In Europe after the Spanish wWest fndies were

discovered,

WM‘# 1, 247, mﬁ_&mm b 3578,

#pyig ' 424414, 1, 359-60,
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Any incregne in The quantity of sliver, whils that of The commode
ties circelated by means of 1V ressingd the wowe, could have no
ofher etfect then o dininish the welue of et setal. o + « The
capital of The country would be the sawe, Though & greater nuwber of
pieces might be requisite for conveying any equal portion of it from
ong hand o Bnother, « « « The funds for saintalning productive labour
baing the sams, the desdad for 17 would be the téwe., 11 price or
WW& frharetore, Thouph nosinslly greeter,; would really bo the
5 T
n the other head, Eaith belisved Thet an incregse in Yhe quantity of
cusmedl tles circeglsted, whlle the quantity of sosey circuloted rectined
the sane, would not only ralse the wiue of the money, but would sliso
sugent cepitel, «ousing & decrense in profits aad in loterest,
in turthor comwmction with intersst, bmith stated trat since an
tndividual not wishing fo eoploy his capitel had the slternative of purw
chaging land or lending ot interest, end further since the land was wore
sgoure Than the lolin, "The ordisgry serket price of lend o » o« dopends
gyverywhere upon the ordlamsry perket rate of intarast. "% Aad the marhet
rate of leterest ospporently depanded on Bhe supply end dersnd of capital

avet lable for lendiag.

Vi, ADAM DICKSON'S CRITICISH OF DHE
REAL-BILLS DOCTRINE

B0 great? was the laflusnce of Ades Seith's Ihe Wealih of Hations
thet opposing views of shout the same Yiee ware overshedosed, Such was
™he fete of 8 soali treetise weitten la 1773 by Adae Dickson, whose edin

intorast apparently »88 agriculturs, but who concerned hluvseld widh

4% » o g .
toldae ¥, 204, ihides 1, 264,




monetary m‘mséﬁ in pttempting to sucount for the "high price of pro=
v%&iw&@*“%
in addition o being mﬁM? apon supp iy and dendnad, Dickeon
said the price of provisions deponded on the state of currescy, Yaxsy,
oadd nationad mtf“” s conngction with wurrency, "1t i cortain,”
Dickaon asserted, “Thet the price of werchandize dopends upon The propore
tion thet the quantity in the sovket? bears To the quantity of the current
fwﬂm“m Further, ™. « » The vhole cerrency, mitiplied by the number
wf hands Pheowsh which ¥ pattes (s 8 glves thee, is equal in value to
the whole merchendize in frade . . « during thet perfod.® 1# currency
revaingd unchenged and werchendise Increased, prices tell; and, conwersely
tf sarchendise remtlned The sawe Bad curvency incre8sed, prices rm@.w
Bonka, he conteaded, by lacrsasing currdncy, relsed the prices of commode
ities; and iT was dovend for oredit sed for corrency that accounted for
thy estabiishuent of mméeam%
Giving cradit %o Low, Dickson stated 1hat the princips! sdvantage

of banks was the otisulus Yo eepioyment and 1o production resuitieg trom

“*hgam Dickson, Ag Mm@ﬁm,xmmmm

i Provisions, 85 Gonnpclsd with busury, Gurrency, lsxes, gnd
Pubt {Londong wmwa éﬁr E. snd C, Dilly in the Puultry, end J, Dickeon,
Edinburgh, 1775}, Lioyd ¥. Mints, A M story pf Banking Yheory lg Great
Qrgmm and tha Unlted Sislss (Chicago:r Unlwersity of Chicago Fress,

1945), pp. 35=41 calleod attention to Dickson's idens, References herein
are to the cited publication of the Dickeon etsoy, made avellable by the
University of Chicego Likraries,

&%iwﬁm, e 8180 pe a“m ides s 76
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the $set thet "sccefs fo woney I8 rendered %?yﬁ"i

Howgver, Dickson

sow thet bocoute of pussible imbelnnce betwewn Indivigual Lanke, ovare

gxtenslon tollowad by restriction of credits wuuld have the rosuld het
our bosks mwit necel tarily reader our currency fluctusting; end the
tiuctusting ftate of vur currency muit not only sffect the price of
sommedities, but gife bring the debdors of the banks into very grest
I aconven anc lge %

Bickson aiso s@w that the wse of bBnks for the scousmiation ot
éum‘%s foroer iy held ldie while belng gethered for the pbyment of large
dobt peant an incresse la the velocity of circelation, which produced
the same effect 88 it The quantity of monoy had increased. -

t¢ no more currency hsd been isvued, Dickson said, than «85 gaoush
o sopply the duming for $he laoregse of commpdities, Taxes 8nd notionat
gttty 11 weuld sod hove ceused & facrenus o comsudity prices; but the
increase i currgncy w08 in gregter proportion Then that dembnd, Bciorde
ing o Dickson, becpuse of "o senner in which the coufes of the ncrepte
of our urrency w@mmw m@@rﬁwﬁw Tharetore, not only did sums bore
rowed $ros benks and not used tor incrsesing The guentity of comwdities
contribute to price iacreese, but oven bank juens resulting in commoudity
increnses were ot laflonary, 1§, for somple, we hundred Thousand

pounds were borrowed To onke land improvesents which would result in addie

tional coemoditios worth fwenty Thousend pounds belng brought ansually to

the swrket, ol but four bundred pounds of e one bundred Thousand in

-1 _ -
Leider 8 47, dhld.
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o CUrrency would be it iationery., Since Dickson sssumed thet money
passed through @i%%g hands 8 year, tour bhundred pounds sould be sufticient
to susteln Hw lacresse in commodltins of fweaty thousond puunds, and eny
eocunt sbove That would be excese, 1, Instead of land feprovesents, the
mngy were bortvesd from the baoks by Traders, Inflation still resulted;
bowever, Since sarchandise squsl To the whole sun was brought to merke?,
1730 of the new currency was negded to Teke care of fhe raw poods and the
balance asdded to the money supply incresced §f§ﬁ@$a5§
Maving no conf idunce in resl bills 8o & reguiator of currency 15500,
Dickeon saig:
The currency bt certeinly %o be regeiated by Governmant; the
entont of 1P ouht %0 be kacowng The copitel of books determined; the
valug of Thelr Lills o the circle regulnted by their capital; ond
tralr books %ﬂ%@@mﬁwﬁ e provent thaw from mgggu%nvzn@ 8 gregter
value of Blils thes This capltsl anounts %o,
Adom Bmith's vpposing realebiile dectrise, of course, was sat
torth thees yetrs later,
in $790, Adsm Soith dled--seven yoors beltora Perlisment pessed the
Roatriction Act, wsheriag in The turbylont pericd of the bulllonist conw
froversy, 17 wag In %l poriod of great grousent over songtery atigire
hat Henry Thornton gnd Devid Ricerde wade thelr contributions fo the

wonatery theory of the sarly English clussicists,

1% - Fig,
ﬁ”ggtgﬁﬁ B Giwl, Jﬁi&lﬁwa pe 76,



CHAFTER IV
HENRY THORNTOH

Hapoleon's victorious compaigns had bogun when, in 1797, the
Restriction ACt suspended the requirement thet the Bank of England redesn
its notes in specie, o spite of the spending cougsed by the war, the
inflation wos wild lo England snd the cerrency did not becosw sericusly

endangered, i

The controversies over whelhaer, Bad why, the papor currency
had deprecisted, and the role of Yhe Bank of Englend, lnspired considers
abie examingtion of sunetory phencmens, §1 was the events of the last
fow yours of the elghVeenth century and the fivet fow years of the ninge
foeath that brough? abou? Menry Thoraton's commenteries on sonetary
gitsirs, in the section Thet follovs, after 8 briel discussion of
Thornton's background, attestiun 18 dirgcted $o his evidance glven Yo the
Houses of Parillosest concernlag the 1787 gituetion. Thoraton's tduds on
commerciel cradit and on clrcpisting paper are then presented, fotliowed
by hia criticises of somg of Smith's Jdiscussions., Ao anelysis of Thorn=
ton's comments on tha functions end pollcies of the Bank of England and
uf e couatry banks precades the hendiing of his convictions about Yhe
role of gold prices and of the alance of Trade. Thornton's proncunces
wents concprning The ialtation ot bank notes sppear 8t the engd of the

gection, Bnd Chepter VIl iocludes an ovaluation of his contributions,

, - Evols ot Eronomle Thegaht (Clacinnatly  Southe
Wontern %%Hmiw wmmmm Q%J, fh .m,,,



W THORNTON 'S DAY

Uniike Aden Saith and David Ricerdo, who need no introduction,
Henry Thoraton®s name 18 ot widely recognized. Bora in 1700, the
youngsst son of John Thoraton, who wBs 8 sln well known fur his charities,
Honry Thorndon in his Hidetioe (he died in 131%, ot the age ot $Hity~five)
vt reverad priscipaily for bis ghilasthropien, pifthough he w08 & SYcIesD
%2 banker and supert on flndnce,

Hanry Thoreton’s colides? brother, Saogel, wis o director and then @
Governor ot The Bank of Eaglend, Bnd some writers have apparently boen
wisled into believiag ot Heary Thoraton wes conneoted with the Dank of
Englongd and therefore prejediced in hig judpmst of i3 wﬂwﬂwf’

Both of Heory's brothers, Someel snd Robeet, were Maubers of Forlioneat
ond Robort was of one tims @ Goversor of The East india Company.

Aithough money wis not & problen is the Thornton household, Heary's
education, atter eight yeurs of goud schooling, suftersd during the tie
he gpont et sn muBdeny betwesn the ages of Thirfees and eightoun, becouse

“2‘?&@ inforomticn of fered here ceacerning Thoreton's lite was foken
%mm ?‘ Ao v, ﬁﬁm’a totroduction Yo Henry “‘i’m»mm, Ao Enculry 1nto the
Haturs and E¥fects ol She Fesar Cragll of Great Brifain (18), Together
wm Ma &:vswmm Given Betore The Committeas of Secracy of the Two Mouses
of Farilement iu the Bonk of Eaglend, March and April, 1787, Scomg Mange
goript Notes, and his Spoeches on the Bulllon Report, Moy 1811, edited
with sa lotroducticon by F. A, v, Hovek (Moew York: Augustus ¥, Keliey,
19623, ALl references Yo Henry Thoraton's works will refer Yo the Kelley
adition, Haveh's sources of inforwetion for bis gssdy on Thoraton's tite
wars spnussripts sode avaiiabile to Heyek by secbars of Thornton's tamily,
inciuding an appieently somawbat trageentery glary kept from tiew to tice
Ly Thornton and & history of his 1ite ehich he wm‘i’a for the benefit of
his ohalidras,

“ornton, ga. sites 0. 145,
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the school w;@rmﬂw wis not & sefficient challenge for him, 1o 1700
Honry Thoratoa jolaed his father's countlag-houne, aiter heving spent fwo
yours in @ relgtive's firm, |In regérd Yo Thornton’s leaving his father's
pstablishaent o become 8 barder, Heyek guotes the following from the
digry of Menry Thornton
Mortifled to tind thet littie pecunlary adventige was fo be
supontes from wy conngctice with my Father, | gove & very willing esr
to 8 proposition made o me by Mr, Poole of Woodtord for entering
inte 8 Banking concern with Mr, Doun, my present partner, My Father
was averse to 1Y, 8nd my Mother &lso. 1 did not, however, very
gregtly respect thelr Judgree? and they 61d not forbid sy becoming &
Sanker, My Father as | suspect chiefly fosred thet | should be placed
under peculier torptation to keep loproper Cunpany by my being o
Basker, & point in which he was misteken, My Mother's prejudices led
hor fo think that fu cesse belng g Merchant ia order to beconme 8
Banker wes to descend In lite,?
Thornton resgioed a1l bis 1ide with the bonking house of Duwn, Thoraton,
gnd Free, which he had jolned in 1784 when 11 was Down and Free, Thoratun
had become & Momber of Porilasent In 1732 ond he consldored thet this was
ong of The reasons he had beon offersd the sssocistion with Down and Free,
1T s of passing interas? that Thoroton recorded in his disry thet
the first vole he gove i Parliswent was in favor of the treaty of pesce
with Americe, tnd be continueds i lomedietely become in some oodsure
gniigted with he frisads of MW, PITY and on ¢oposent of the Coabition
sarty,*” Thoraton wns doaply Inferested in the abelition of the slave
trode, and worked for years fosard The pass@ige of the Act of 1807, He
was dlgo concerned with doubtors rellet, prison retorm, pariideertacy rew-

form, snd en lacome tas gracusted dcwording Yo the chars:ter of incuoe,

S8ides ppo 1627, 1., sp. 1843,
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Rogarding Thornton's work in Farifament in sonnsction with currency and
banking, Hoyek sald:

He wis B menber of the Committed of 1804 on the Lrish exchange, he
wds elected in February 1807 8 sember of the comittes of 21 "o
gxpming and contral the seversi branches of public expenditurs,” and
there took "o consliderable lsad In the report sade by thes on the
Bank attalrs, by which 240,000 pounds & yeer has been saved to the
state, | had in this cose 1o cppose The views of oy tamily and city
connaction,™ 1a 1810 at last he took a {adding part not only in tha
work of the Bullicn Committes . » . but 8isc in the work of the
Committes on the $tate of Commercial Credit o o + « His active years
in Farliament extended just long enough not only to be & member of
the Committes of 1813 Yto enquire Into the Cora Trade of the United
Kingdom,” but 8iso to speak in the grest? debate on The Corn Laes in
June 1814, This was 8inuk? hls last speech in Parliament; it was
folloved by mntg osg 8 Hittle later in the sewe wonth on @ LIl on
London Prisons.,

Hanry Thornton and ¥illiam ¥1lberforce wore legding tigures in tha
so-cilied “Claphan Sect,” which was active in the fight against the slave
trade, advoceted populer gducetion, founded the Sunday School Society and
various other retlgious and charitable organizations. Cherity and
religion were, in fact, the sajor interssts of Thoraton's life, and unti|
his sarrisgs in 1796 he gave w8y 86 charity sixz-sevenths «f hisg income,’

Thornton took 8 grest interest in the education of his nine chil-
dren, end he wrote nusercus relligicus sanuscripts which were avt published
until atter his degth, He submitied msay articles Yo the Christian

the organ of the Claphas Sect. 11 seens resarkable indeed thet,

with his busy 1ife 82 & banker and Momber of Parliament, ond with his

S1n1d., pp.29~30, citing MS. Diacy, 1808,

N\oide, P 25,
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fanily, miigilwiﬁ gnd charitabie activities, he feund tiew aad Talent o
produce the Pgoer Lrodit.

horaton's earliest contribution to munetary msﬁiwrrwm sftairs,

howover, Yook pléce when b Bve ovidence bofore The Committess of Secrecy

exmniniog the desBads oa The Bank of England ia 1797,

14, THORNTON'S EVIOENCE COMCERMING TME SITUATION
OF TV BANK OF ENGLAND N 1797

Aithouch ¥he »8r with France 414 not couse @ sericus intlatios In
England, considoreble @iificulty vas created for The Bank of ﬁngmﬂm&
With the drala of gold increasing, the bank, on the laat day of 195,
aancunced & {initetion on discounts, end & pro r8ta hendling of biils sont
i i they excesded The linit, The yeor 1796 sov 8o incresuse in the fail
ures of bonks and mercpatile bouses) &nd wien feoars of iavesion reached
their height with the laading of 1,200 Freachaen in hples, there was o
run o the Back of Eogland, On February 26, 177, PITY forbade the
directors of the Denk of England To igsue soy cash payoeats pending fovas~
tigation by Commitions of Secrecy estoblished in Parlissent in Morch angd
Aprit, 1797, to teke evidencs concerning the situstion of the Bank of
Englend; end Henry Thorpton pppesred befors s@ch of the Commiftiess. In

addition To his being & sounber of The House of Commons, Thornton's wide
conngotions with country beohs, Mavek s@id, probebly scoounted for his

being calied by the Cimmi ttoas, 10




the Back, 1t Enatand
AT his sppeargnce before the Mouse of Comong ia 1797, atter It
ned been estoblished that there had been 8 reduction in the clrceiating

Thornton wes ssked ¥ 1Y were oot an sstudlished priaciple of
panking that the booker, for his own sofety, should ssintaln 8 "certein

¢ xwd proportion between his Specle snd the Notes which wmy be out
aopinst waﬁm To this Thoratos repllied in the negotive, stating that
g barker’s sgecie should be determingd by snticipated domand, 1T wos
prydent, tharetors, for country bankers, lo tives of distress, to seek
to reduce the esount of thelr beorer sotes, since thess motes ¢irculaded
Coemony stroagers whe were likely to soke desgng for spocie and further
since rival baoks, noediag spacie and bolding the besrer notes, presented
thom to acqelre specie for Thelr own nEeds.,

Belore the Mouse of Comuons, ond aisc bators the Muuse of Lords,
where his evideace was substentially ¥he sgwe, Thoraton made certain dige
tiactions betwesn tThe functions of country baoks and the Benk of England.
Hotes of the Bank of Englend circulated with tull credit in London and its
surroundlogs, where only they clrcuiated, If the Benk of Englend suppressed

its notes, no other aotes would 111 the gep, end there would be 8 demand

“am& é* ﬁﬂm:*t%%, *British Financlod Experisnce smawmﬁ *
Inhe Bexier pf Esoncnle Statlsiics, prel. vol. t (i919), pp. 482497, 3 32fwd
inclydes on gmga w 5 umw smhgz & shary fall after 1795 1n the nonusl
gverage cutstending clrculation of the Bask of Eaglond, @ sharp fall in
eucens of notes ovor dincounts, and, conversely, @ sorked rise in the
annusl average discognts of comsercial pepor held by the Benk ot Eagland
atter 1795,

’%xzm?m, B 2liea pe L85,
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on the Bank of Eagland snecle, which must be furnished by that Bank §fself,
At¥houch the country bsk could reduce The guantity of 1ts clrcylating
bearer notey without causing qoners! distrens, such was not the cass widh
the Ban of England which affected the credit of the whole nation Docause
ot i1s monopoly on the mefing of circutation in London, becbuse 19 wasg
bound by custom to discount for the public, and becsuse of the size of

its trensactions, i

Concerning the eflfect of the actions of the Bank of England on
interast rates, Thoraton, ia hig appearance before The House of Comong,
wspressed the opialon that
s v« The retfusal of the Bank Yo discount, with 8 view of reducing
thelr Paper circulation, or of preventing Its Incraase at periods
when pressing spplications for discounts were made to them, have
cften boon wanifestly follomad by 8 great incresse in the discounts
upon Navy asd Excheguer ﬁ%!!%z and upon tndia Bonds, and even by o
iatl tn the price of Shosks,

Tha high rate of lTaterest and the sccompanying decredse in the velue of

securities, could be conslidered, Thornton 88id, “rather as being the

gttect of the conduct of The Bank, Than as The couse of the applications

being made to them for discounts,”!?

Vinid., pp. 287-8, 208,

‘%ﬁm‘?w&. E2 00 MUi P 280, Sﬁﬁﬁf‘ﬁﬂf;, Bile ﬁi_!gy Pe 28?. pree
sents 8 chart showing the average yleld oo British Three Per Cent Consols,
ond The average iaterest paid by Govermment on Excheguer Bilig, both
rising from between Theee and four por gent ia 1760 Yo betwesn tive and
gin par cant pround 1797, and then falling,

lglm:»a B miw‘
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f’u.mﬁr; the oplnion was expressed by Thoraton that reduction of

Bank Hotes Tended To Himit production and @wmmﬂhm

Kinge and Quantity ot eirculatiog Media
in sddition fo bsak notes (buth those of the Benk of England and
those of country bankers), Thornton considersd that the sesns of circylow
fion consisted of coln of every sort and bills of exchange, He did not,
m;:mvwr, considar bilis of sxchange equast to the other two medns of
n%rwlaﬂm*w Farther,
» v » e Number of Biils of Eschaage w&&% way hoppen 8t ony Tioo
to sxist, beurs no mocessary Proportion fo the Magnitude of fne
mfaimmg ’fmw; Mﬁhwgm i a’xmmiw, %&f the Use of ?hefmv in MW’?T
doss bear a pretty regular Proportion to the Quantity of Coawmerce,
incrensed teade, Thoraton sald, undoubiedly caused ® need for 8o
additionsl quantity of the circulating swdia, GCecesuse of the “increased
Scale of Expenditure of the Country® the incresse wes chiefly in besrer
notes, slthough bilis of exchange, and Yo some extant cash, also

incroased, ' ?

» » » § conslder Guinoas Bs furnishing the Means of paying soall or
broken Sues; Bnd 88 bedring such the sfem Folaticon o Notes which
Ehitlings do %o Guiness, and that The (ccasion for the Increass of
their Cuantity dues mg ngoentarily keap FBce with the uther incredsed
teans of Circulation,™

Ho notes excep? those of the Bank of Englond possed in London, and it was
not wsuel there, 8z in the country, for use tu be soade of Lills of

axchange in poyment,

Wrpig. nid., pp. 205~c.  1B4pia., p. 206,

901, By,
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in afmiﬂm to the fact thot the mantity of clrculating ﬁank nites
dopended on volume of frade, 1T also depended on the “State of the Fublic
Mind, that is, on the Dispositions of Persons fo detsin them,"?! (f a
much larger quantity of notes were 1ssued Than would remain in circulation,
Thoraton felt that “the Effect of such excessive Emissions might be to
dgravy Guliness out of The Bank of %’;axgtam&.“% On the othaer hdnd, he
stated:

i thiok that an incrossed Quantity of Noten, proportioned to the

incremsed Occosion for them, must Tend To provent 8 Gsemmnd for Guineas
rather thaa to promote 19} end 1f The Quantity of Notes issued should
be very consideratly less thon the Dooession of the Mercentile borid
requires, | should think & Run upon the Bank for Guiness would bo the
Lonseouance] for when Trade is such distressed and Fallures are
expected, & general Distrus? is apt %o bo excited . . 4 | turther
think that o Svercity of the clirculating Medive of the Metropolils
tands to induce some of The Country Bankers, who are the sost opulent
and respectsble, fo forbeer from issulog thelr Baek Notes, through
the Apprebension of Mercantiie Distress: And their Forbearsnce to
issus Country Bank Notes iz saturslly followed by & considerable
tBCrense in.,,?w yse of Culneas, 8il which gre drewn out of the Bank

Quastioned concerning what would have boen the effect of the reppy«
ment during the previous Two yesrs of "gay considerable Proportion of the
Dank Advances to Government,” Thornton eade clear his opinlon thet a
mwwﬂén of bank notes (e The supposed smount of five million pounds)
would result in either the substitution of other paper to more or iess
the some Boouwnt, or in universsl failures. Since Tthe debt the government

wosild have peid o the Bank would have been accompllished by @ logn from

A

ﬁim’“ pe 297, ﬁzM‘ - oy Pe £98,
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ﬁm public, it would have been roised from the bgaking o mercantile world,
Some ditficulty would have been caused by tonks not kaowing how much of
the {oan Their customers would &a#r; and thereiore not btelng able sccue.
rately to soke their decisions 8s ¥o wha? smount of aotes fo have avirije
abie. Further, 1# The bonk lent the 28me sum Yo merchants 95 vy
borrowed by the governeent To rapey the banks, the effect would have been
& fransier of deb? from oae person To snother, @ffording The bank no

retief, On the other band, (f the bank did not lead out the seme Sum,

but Instesd reduced their paper circulation, fallures would have rasylied.

ghy the Beok gt Enaland himited Discounts

The consluding guestion put Yo Henry Thornfon by the Commitlae of
Secrecy of The House of Lords wast “Explain what you think gave rise to
thet Resolution of The 3ist of Decesber 17991° (The resclution of the
Bank of England to §inl? discounts},“%  Thornton's raply wasy

i concalve that formerly the Book of Eagloand wers accustoned o
pitord Discounts Yo 85 wmany Persons 88 brought in Bills wvhich they
considered 0% sufficiently secure, ond that thelir Notes of course at
that Tise proportiongd themselves to the Desdnds for them) but that
the LDlrectors, wishiog aot to continue Yhe sewe Froportion betwean
theie Poper and Yhe Doacends for IV which had sotecedently existed,
estabiished the Rule that hes beea raelerred to, with @ View of
enabling therselves To Halt fhelr Discounts, and thus fo limit their
Faper withou? Prejudice to the Credlit of Bay iandividual Discounter,
Antecedently to that Time They had ssteblisbed i other Rules tend»
ing to facilitets tha Lmi%ﬂm ot thelr Paper.”

Although 19 was 83 obriy 88 1797 when Thornton's ovidosos was glven
it will be spporent from the discussion of his complete doctrines that

eday of his idons had aiready formed by Then.

28
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11, COMERCIAL CREDIT AND COMERCIAL CAPITAL

, Jas , end Effects ot the Poaer Gradit of
eat Britain, Thoraton defised comsercis! credi? as “thet oot ldence

which subsists swong comemrsial nes In respect to thele morcantile

mem”‘m

17 was This conflidence thot disposed wen of busingss to leng
wongy To epch other, o to deliver to o8ch ofher gouds on oredit, A
mmwmmm somsprs 181 Boclety was wrowcestery for the ude of comere
clal credid, since whonaver ong person dellivered property 8rd did not
receive lopediote retura of on equivelent value, credit was In oparetion,

This commercial credit was the %‘Wﬂﬁm;m of poaper credly, Mpuper
serving Yo espress That confidonce which is in 'ﬁm mind, and to reduce
to writing those enpigesents Yo pay, which might otherwise be morely
-ww%h“x ! The use of oradit poermitied greater purchaslog power on &
given quantity of ready money, and corpetition was s¥imulated becsuse of
the greater ausbor of individuals eble 1o buy and sell,

Tae credit custon Blso crepted certelin incoovenlances, hoesvar,
Pod dob¥e Incressed, snd businesemes had the probliom of welghing rigk of
tons somingt possibility of ain, The level of credlt resultad frowm
gocisions by fenders and by borrowors of The relative sdwantags 8nd dise
sdvantages involved,d

Concerning whether e of credit indicited wesith or poverty,

Thurnton indicated that frading on credit betwesn frader Bnd troder woant

Copiges e 5 Tipige, e . “nig.s on. 77-2,
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néi‘t‘ﬁw wenith nor povarty among merchants; in rogard to foraign frode,
the use of credit showad powrty or ?16563.0? 8 country depeading on
whother the credit Taken 18 longer &r shorter Than the credit given; 65
+a credit extendad by tradars to customers, the indication was of a
doticlency of wenlth among consuwers and @ surplus of 1t among traders,
tocause the traders must possess “a surplus of wealth, alther their own
ar borrowsd, which hears 8n exdct proportion To the sumount of debds ﬁuﬁ
%o them by The consumers.”s?

Thoraton defined conmversigl capliel as: flaished and unf inlshed
guods in the hands of sangfactuyrers, destined for consumption) and “ships,
bulldings, machinery, and other dedd stock maintalned for the purpose of
carrying o our masufsctures end aamm@raaﬁﬁ tnciudiog the gold nscessary
to carry on commercs, which formed 4 soeli part of all the items neaded,
and ailse facluding the deb®s due to Yraders for “"yoods sold and delivered
by them on credit; debte finslly to be d:scharged by articies of walue
glven in roturs, >0

it was carefully pointed out by Thornton, however, that paper
cradit was not inciuded in.awmmwrwia§ capital and could act sugnent 1T,
becouse what constituted @ deblit for one was a credlt for another, axautly
ettsatting, OGold, cn the other haad, is not balanced by on offsetting

item on sncther individual's books.)

“pide, pe T8 Pipide, pe yrid., pp. 79480,



1YL EOMEY AND BILLES OF EXCHANCE

Sf?ﬁ @Z"Lg XY ]
Preocious metsis, Thoreton sentions in the Pappr Credlt, were more

conventent than barfer bhectuse they were portable, divisitle and stable
in price. Oullicy was 8 comedlty, but shen the 2ot ls wore coined Info
money they bessrs cieply 8 vessure of the value of other erticles, The
fact that they could be reconvartsd intoe & cosmodity, Though, wes “une

rocorswndation® of Thelr yse o8 amin‘ﬁz

Bitis of exchange were letters ordaring the trensfer of dett from
ot person to encther, of from one pléce o ancther, ’Prmmissmrv noten
srose when goods Qefa delivered in return for pronise To pay ot ¢ fulure
date, In mddition to the purposes for which bills of exchange and notes
warg cregted, they acgulred snother characturistic=-they were "Discount»

sble Articles,” wivich could be converted into mouney af any time, of 2
discount >

. When goods were sold and delivered without lmmediate payment, even
though legal procedurs fmf codloction would be faciiitated by & promissory
note, where thers was good cradit I aloh?t be felt The debt would be
sutflciently secure 88 8 book debt, Mowever, by feking 8 note, the seller
scquired & discounteble article, which, I circumstences Indicated, vould

ke turned inte soney. The tendency for fraders, ss provision a.sinst

e . kA
3‘&%# PR Eg“’ﬂiﬂ J:%Mng PP Bi=3,



74
amn?ing@na?&&,'?w kald & nurher of nctes and BTy, fed mot only To @
switipticnttion of rogular B1tls of exchange (or real notes glven for goods

soid) bt ateo to the creatlion of mohy other aotes and bille,

As distingulshed from real ncotes (notes drawn in connection with @

reol sale of goods), The fictitious note, or aute of sccommodation, was
drawn for the ssme purpose of discount, but did not arise from the sale
ot goods,

The gimitorities betwoen real bills and $ictitious bilis, sccord~
ing to Thoraton were a5 follows;

They agree, ingsmuch 8% sach Is 8 discountable article) esch hes

zlso besn crested for the purpose of beling discounted; eed etch i,
perhaps, discounted in fact, Each, therefore, serves equally to
supply weens of speculntion o the merchent, Seo fer, morsover, 8s
tills and notes comstitute what s called the circulating medivm, or
paper currency, of the countey . . o , Bnd prevent the use of guinnes
the fictitious end The real DI are upon en equality; and If the
price of commoditiss be reised in praportion To the quentity of paper
LYrrency, mﬁm contribetes Yo that rise Wﬂ? in the sawme renner
os the other,

Thornton pointed cut & way in wvhich real bills ware commonly sup»
pased Yo ditter, which he did not feel wvep necssserily the case. 1t wes
somatimes sald that real bitls o notes reprecented ectusl goods in exlste
ence and notes ao¥ drown in connection with 8 tele of goods supplied only
an imagleary copitet, To thet common conception, Thoraton countered that
aotes given in masmem:e of 8 resi sma of goods “cennot be contldered

as, on that account, certalnly !‘ﬁ@mﬁﬁkﬁﬁﬁ Bny actual property.>™ Fur

&5

2p0id., p. 85, 5ides pe 86.
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Pflustration, he prosested the possibiiity of 8 six-months bl issued on
the sale of gouds &nd then those gouds rescld in g month, snother bl
isswed, and B0 on untli there aight be six bilis all wutstanding on real
siles of the saoe gocds., The longer the <redit terms and the gregter the
denumingtion of the bilis, the higher the smount which would represent o
property--since thare was oaly encugh property o represent orebill,
The holder of the real i1, therefore, sight be relying on generel credit
fully 8% =uch o8 the holder of the tictitious bitl, The fictitious bitl
might be glven by 8 person of considersbie capital and thet cialm sore
surely backed by property than the ¢lale of the holder ot a resl R
Te turther show the artiticiality of the distinction between real and
artiticial bills, Thornton stated:
To cdeternine what bitls are fictitious, or bilis of accommpdation,
gnd what are rogl, s often @ polat of ditficuity. Even the drawers
and ronitters themselves fraquently elther do not know, o do not teke
the trouble fo retloct, whether The bilis cught more properly to be
sonsidered B8 of the ong class or of the vthery and the private disw
counter, or banker, To whos they sre cotferaed, still wore freguently
finds the credit of the bitis to be the only rule which it %a} possie
Blo to follow in judging whether he cugh? To discount them,

Regording the poiots In which real Lilis differ from fictitious
ores, Thorston said the fictitious b1t wes less likely to be punctually
poid thes the real bill, 8ad thet

tictitious bilis, besides Leing less sate, are less subject fo {imita~
tion as To thelr guantity, The ewtent of a wen's ectusl sales form
some fimit to the soount of bis real notes; and, 65 i1 is highly

desirable in comegree That credit shouid be dealt ot fo all persons
in some sort of reqular end due proportion, the messure of @ man's

10id.s b B6-T, 37

1blde, pr 88,
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petuel @ai%; sertitied by the appeargncy of his bille drown In
victue of thoue ssles, i3 iigﬁi@ rula ia the w@se, thaugh & very loperw
fect one o sliny respecis.”™ '

Thornton considered it unforfunate fhet the tlctitious bill, or
bitE of govcemodotion, which was in resiity e saow 8% other promissory
notes, wbs jobellod “#ictivious™ when simller paper ssued by Thoss not

, o
in businotd s oot 50 aa%amﬁi%&fg

¥, THORTON'S CRITICISM OF SMITH'S DISCUSSICN
OF CIRGUATING PAMER

Haonry Thoraton, o discussing the circulation of notes in the place
of mongy, with ooly 8 fraction of the valee of the cotes kept o moogy
for redomption, referred fo Adem Smith's stotomant that the stock of money
in shelier fo fixed copital ta that 8 certeln upense ves roguirsd Yo
sointeln 11, and therators the use of paper muney represented 8 ssving. o
Howover, Thornton polnted cut that Smith's giscussion of peper clroutetion
“does not ot ati sdver? o the fendency of bitis of eushange to tpaire The
wag of bank paper, or to thelr fecuity of suppliviag its place in oany
mw&,“m Since Bilis sorved g5 discountabive articies and s & provision
pcRing? contingmacies, bnd were convartinle lato cosh, the use of bills
persitiod @ decvimse in The supply of money o bank notes kapt on haend,

Bills not enly froud repdy soney for other wse, but often took i1ts

plave by movieg frow one parson o geother by endursenent,. Bitils,
$bides Bs LY Mﬂg o9 BP0,

Dsee pp. s5+6, suors. “moraton, g glda, pp. 90-1.
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theretore, “wwiuﬁn?;v form, in the strictest senve, o part of the clrou~
lating madium of the &mgﬁmﬁw They ware unlike bonk notes, however,
in that the clrculation of o benk note wes based on generel confidence
jo @ widely known isseer, while the circuisdtion of blils depended on the
a&n#iﬁﬁﬂéa ot sach holder in oo 138% endorser, Also, bank ooted and
gold circulated more rﬁpiéiv than bills becbuse Thers was no adventags To

wig who hept possession of them, while 8 il grew acre veluable when

3

hﬁ!&«@ Country bank notes might awrage one payment in three days,

while & bill aight m@%a anly one payment in nine ﬁ$y$‘&4

To possest scme arficle which, o lung @8 1% is detained, shall prow
duce 8 reguiar interest, which shall be subjoct to noe fluctuations In
prive, which, by the custom of commerce, shall pass in certain cases
8% & payaant, end 4hati jikewize be convertible inte ready money by
the sawrifice of & seall discount, is he true pollicy of the emerchant.
Boods will not serve this purpose;, bucluss They 4o aot grow more vate
ubble by detestion; mor stocks, because, Though they yield sa interess,
they ¢luctuate such in valuey and, 8160, becsuse the oxpence of brow
harsge 18 Incurred In selling them, so? fo sention the inconvenignces
arising from the ciroumgtence of Their being tronsterable unly in the
books of the Dank of Eagland, Sfouks, howsver, by belag at all times
B saleabls snd ready ooney erticie, sre, to 8 certein depres, held by
persons in London in the some prisciple as bille, #nd serve, thereiory
in sove sessure, tike Bilis, If we consider these as » discountable
article, to spare the use of benk notys. Escheguer Bifis wilf not
tully snswer the pyrpose, becauss thers 18 2 comnisslion on the ssile

of these, 8% on the sale of ﬁ?@ggﬁs gnd becouse . . » they tluctuate,
in some ssall degres, in price.”

The follwing pessage from Smith's Jhg Mool

ih gl letions ceught
Thornton's particular attention: (italics Thernton's)

F ¥ , 4%
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The whole paper money of gvery kind which cen gesily clirculate in
Bay country never con @xcesd The value of The gold Bng silver, of
which ¥ suppligs the place, «r ehich (fhe commerce belng ﬁn?g@ﬁ@ﬂ
the same) would circulate thers, 1f there wed no paper monsy,"Y

Smith's eariler stotenents “There are [ seversil] dlfterent sorts of peper

money; byt the cirouiating notes of banks and benkers Bre the species

shich is best howwn, Bad which sesms best sdspted for this purpose,”’

Thoratus telit, led to the conclusion That when Smith sentioned paper
money of gvary kind, he intended to Include bilis of exchangs; howsver

it agll the bills of exchenye ot 8 couniry are Yo be gdded o the
bank notes whickh ¢lroulete, 1t bacomes then s0 manitest, that the
whole of the paper must be eore Thea guudl o The emount of the monay
which would circulate 1f there were oo poper, that we feel surprised
that fhargrrmmﬁmuﬁﬁwﬁa of the position &id not strike Dr, Smith
himseid,

Thoraton's Taterprefetion of what Smi®h regnt by the qualifyling word
shslly was thet it was @ reference fo "B w08y, in contredistinction o
8 forced, poper circylation; for 1t 18 on the subject of 8 torced clircus

9

iation that a great pert of his observelions ?urm.“a Solth hed not, as

had Thornton, referred to circulation 8% belng siow or repld, 6 quite
ditterent thing, Thornton polated cut, from sasy or ditflicuit, further,
woncerning Smith, Thornton steted: |
He sppears, la short, oot ot ali Yo have reflected bow f8ise his
woxim I8 recdored ({f laid down in the ferog which be has ysed) both
by the gitturent degress of repicity of clrcyiotion which generelly

bejong to the two different clesses of paper of which | hove spoken,
and glso by the differes? cegrees of rapidity which soy likevwise

“ﬁxgig,, ps B35, See p. 48, guprs.

SMmornton, log. Git. Ses p. 46, guara.
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belong to the circuistion of the sgea kinds of paper, and even of the
vems guiness, ot ditferent times,~

Thoraton found Sevweral causes for warigtion in the rapidity of the
cirouiation of bank m&?@ﬁ; A high stete of condidence, contributing to
foss provision egalinst contingencies, lncressed clrcyiation; while in
tioes of distress, hoarding ook place {at %wa&% of Bonk of Esgland notes,
aithough not o the s ww&%&f 65 gafﬁ%ﬁﬁfﬁﬁi To eisborate, Thoraton
fold of the successtul remedy aduinistared by Forlisment to the bank fails
ures and slowing of circulation in 1793, A foen of exchoquer bills was
made Bvailable Yo wny swriantile persons wi*& ﬁrmg@t gwcurity and “the
failures sboted grautly, snd asrcantiie credit begen fo be restored, not
st the periced when the excheguer bills were gctually delivered, but 2t 8
tiow antecgdent %o That &wra«”ﬁz it was the government's credit thet was
lontw-not soney nor benk notes.

Thoraton further pointed ot thet when &g@g%ﬁ sewms To disappesr
in times of gpprehension 1t olght act entirely be the resul? of hwarding,
tut malaly of the efforts of benkers, shophsapers gad others to Increase
Their cestomary supply. & Slower clrcalation of gulseds resulted, “and
the siower the circslation, the greater The quantity wvanted, in wder fo
ettoct the save nusber of doney §E¥MWﬁ?%*”§§

Uther chrwesstances Thet contributed to the provention of The

guantity of sotes circylating troe beling the s a8 The quantity of gold

WM?WQ Pl e GI0, isig., 96-1,
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which would »:;a%vrm%am it there wers ao sotes, were; Their coavealence,
their satety of transpurd, and their faculty of use oither as guicess or
as bills of exchangs, | ”

¥ith turther referonce to Adem Smith's commmnt on the quantity of
notes in ciroulation, Thoraton objected thet 19 would lend one Yo ascune
Thaet the trade of 8 country pight be carcied on entirely by uineas Hf
baok notes of atl kinde wore elininated, whereas actually snother substie
fute other then gobd would "wwuestionsbly be fwws“% Men would find
- wBys To aveld Tthe incomveniences of gold and the seount of guiness used
wourld no¥ correspond with The szount of Lilis end notes suppressed.

Barks would be institeled, aot of the desoription which now exist,
bt of that hind snd ounher which sheuld serve best Yo spare buth the
trouble of gold, end The expence incurred by the loss of interest?
upon the guantity of 1Y in possession,. Werely by the trensier of the
debts of ond smrchant o snother, ls the Lookd of the backer, 8 large
portion of whe? ere terved cesh poyoents is efigcted st this Vim
without the wse of any back paper, ond @ wuch lorger sum would be
thus trensferred, if guinees were the only cirwulating modium of the
country, Credit would stitd wgg‘% b ow v 10 BOORS . . 4 O on the
meve vorbal prosise of partles.”

Thoraton duplored The fact thet paople often thogght Thet those
who sutfared In & resfriction of credit wers spouulators whose overestonw
sions hed browgh? them Juatiy To grief. Ho doub? 17 was the must sdvene
furous who werg thae {irst To fall; however, ewsn 1 the venturesuame splirit
goong troders had bewn consliderably less, The distress would have sllan

o Thobe ebo hed beon e en ey

he sore adventurous part of the

trading wwidﬁ‘% He aise polnted wut the ereor of $he pubfic's

54
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&t
assumption ?W% B was no? Jack of gold, but lack of mercentile capitel
which showed up In & fallure of peger credit. Indesd, 85 goods pile up
in menufecturers’ wdrabouses, the subsequant suspension of tator, which
was & sonsenuence Of the suspension of credit, weused a ducrease la the
marcentile copitel. The evii, therefore, comsisted of a lack of suitie
clent circuleting sedivm To tronsier the goods, o this discussion,
Thornton referred o the incressed quantity of the circulating medium
necessdry whon confidence was low, becsuse 87 tha?t Tiew replidity of
circulation fetl, “The substitution of pold for poper, ead of beotier
phper for that which is worse, ond some fempor@ry (ncrease of the gold

snd good paper aatuslly circuleting, are chvicysly the rmsﬁw“w
Vi, PLLICHES OF THE BAMK OF ERGLAND

it alao disturbed ?Wﬁm thet Soith hoed sBde the stetement thot
the Bank of England had imw@é Yoo wuch paper, thet the excess continuelly
roturned to be exchenged for g}ﬁié and &ilver, and tharetfore the Dank of
Englend had to bear the @mmﬁ@ of wolaing edéitionsl gold, sometimes
peying more for Yhe bullion then the value of the coins, To this Thornton
vontured the comment that Sxith could protably not hove bews inforeed of
fhe secret of the actudl quentity of fthose boank notes, and must heve
simgly sssumed thet they were sxcessive because of the high price ot gold
ong the quantity of colnsge.

57
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Mo doss not procesd, in any respect, Yo cusrd o Yo Hinit the observoe
tion io gueeticon; an vhserwation which, whes Thus unqualilifisd, soy
tead Yhe reader o suppose, that whenever the bank finds itselt sybe
Jected Yo gay great desand for gold in consesusnce of & high price of
bulbion, the couse of this evil 13 an pucess of cirwlating paper,
and the resedy & roduction of bask notes, There is aluc donger, lest
i? should be conceived, that if the revedy should appser fo wg&, it
van fall only because the resucticn is sot sufticiently great,

in order to shor that the quantity of Benk of England peper should
not be reduced mhengvar there was @ dorlnd on the bonk for Juineds beosuse
of the high price of mllion, and to show ot such reduction aight a.ore-~
wwwie a rise caused by Bn foterasl drain, Thoraton devoted considerabie
spoace to & description of the mature and policiss of The Bank of
%giwxm% '
in thot dizscussion, Thornton covered The Bank of England's hane
dling of dosestic and foreign dratts and it ledependence of, 8 large-
supte tending Yo, the government,
To suppose that baok nofes Bre 1ssued to o«cess, with & view to
furnish wetns of leading mongy to the minister, 16, in o high degres,
unrepsonabie. The wiooat gsus which ke could hope to gale in the way
of tomn from the book, by mpens of én extraordisary fssue of bank
sotes, could bhardly be more then four or filwe miblions; and it I8 not
wvasy to belleve, Thet o goverament which con raise 8% once twenty or
thirty sitilons, wild be iikely, for the sahe of oaly four or five
mitiiong {for the lugn of which it must 8y svarly the same loteres?
as for a lomn from tha publicl, to derange the system, giwmm the
sredit, or sadinger the safety of The Baak of S’Lngimﬁ
In thet particaler, the Bonk of Englend differed, sccording to Thornton,

from the netlonel or coversmont books on the contineat, shich could mod

58 pides pa 103, pides oo 104, gt g20.

%Mw ppa 16«7, giviag credi?® %o Sir Froncis Baring for haviag
wade the seme rewark s & poephlet published not fong Letore.
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ensily rele smngy fras Yhe people Bnd dig exteng thelr paper issues pnd
#isg at times deprecidied thelr auiﬂyéi

The issues of The Bonk of ﬁﬂgianﬁ wgre, {urther, aot lingly to be
encessive bectuse 19 had recently become the practics 10 make their nusher
public, Also, the directors and proprietors of The bank kaew Phe fspore
tance of svolding dangerous extension.® The tank iteelf had tomerly
experionced fluctuetions In cash, and

. o« the smount of gold In the bank, &b any one particulsr sers, is,
porhnps, theretore, on The ground of this exporience, not now congidge
ered by the comemarcial world 8s haviang all Thet lsporfence which was
glven o 1Y when he bank pifeirs were iawived in greater wmyalery,
it is pertoctiy well understond smong ol commwrcial men, hat yold
coln 18 not an articie in which all payosnts (though 1Y is so prom
ised) wre o% Bny tioe intended really to be ande; thet no fund wver
wan or @n be provided by the beok which shall be sufticient for such
a purpose; and That gold cola 5 Yo be viewed chiefly as o standard
by which st} bilis ond plper wonay should have thelr value regulated
8% sxactly 8% possible; and Thet the eain, ond indeed, The only,
point s Yo take ﬁ%i rensonabie oarg that soney shall In fact serve
as that stenderd,b ,
Thoraton consldured the tatter staterant Yo be the “great moxism Yo ke lgid
domn on the subject of papor mrwﬁ%?.“%@ What, then, w838 necessary to be
sura That the velue of circulating paper, in whgtover pmwnt, conforamad
to the stonderd of gold? Thers should be & certaia degree of interchange
ot gold tor paper, theretore 8 congidersble fund of goid must be kept e
e country (and in England the depository for it was the Bank of Englend).
The fund should provide not caly for the ususl fluctuations in dorand for

coin, but olso should provide agplast the effects of @n unfavorabls

Elrhoraton, o, gltes ppo 1078, ““1bigd.. po. 109-10,
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balance of ?r#a%@t and the fead shoyuld be oniugh o moat sy extraurdinery
domostic deewnd,”® Before the suspension of cosh payments by thoe Bank of
England, i1 goid had besn reduced by an waigvaradle belence of trade;
owever, exchangs w»ith Eureps had so luproved thet gold wiis baginning Yo
thow back, Then fear of lavesion lod %o 8 loch of contldence among the
poopte. 5% The suspension of cash payeents by the Benk of Englang was not

Leceyae of overlssue of pBper, nor overextonslon of fuans,

The disteass ia London Just before 1797, 86 in 1793, vas o
sgintress for sotes of the Bonk of Eﬁgim,"w yut the susber wos
fessened in somp dopres--g peth consistent with Smith's recosmendeticns @

Any wory great snd sudden reduction in the notes of the Benk of
Eaglond would, Thoeraton pointed out, result ia genersl insolvency, loss
ot contivence, "dergngemint of conmers, and fhe stegration of s~
@m&wam“w Sald would be hordod, aot To sppulr B.sin until confldunce
had besn restured by “the pravipus introduction of s pdditionsl or
HUNE NOW SEper clrculation,” 0 The wresid of any subatityte, howsver,
would be laferior %o the credit of the notes of the Bank of Bagland,

¥hen There wes o deng upon the Bank of England for gold, fhe
gold ol ther went 2broad To setiie s unfavoreble balence of frade, filisd

8 void in e circylatioe of the country, ddded To the fund of country

Soinide, ppa 11092, Pypial, oo 112, 57 gpig., pe WS,

m""mw lesnoned The number of Their notes, which, haviag been
some yeurs betors nedr gleven millions, and having been Peduced, for Some
time, To between nlng and Ten aillions, were 8% this particular scoamt
brouwght down Yo between ight and nise milllea.” 1hid.
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Laaks, of was howrded by individuals, 1! hardiy sver was Token 83 & Sub-
atitute for Bonk of England aptes. 1f $he 8ank of Enplead wonted 1o salnw
taln the smount of 198 poper cir:uldtion, 1¥ had To reissue the note as
8 lcan,
Thus, then, The beak I8 readered Hable to be whousted of 118 Juingas,
by 113 dotormingtion fo sgintpin the ausber of ifs aotes, whethor thet
number be grester or sediler; aand here, &lseo, et i be ronmried by
the way » « « ThET the bank, in consequence of I8 detorwmiogtion fo
paiatain 8 giwn number of sotes, 18 ploced ander en absoiute nocos~
ity of incressiag its ludns to The very soom extent to which {t is
duprived of 198 guinpes. « , « IT thue clugrly appenrs thet the
Bonk of England 13 placed, by the wry soture of i¥s institution, o
& situation in which 17 eoy not be possibie to %\f@m & tanporary
tnilure in the regularity of 118 cash payswots,

Thoratin belleved that 1Y there hod boen @ay ftaul? In the conduct
ot the Dok of Eagland that 1% wes on the side of iV haviag foo such
restricted 198 notes rather then the opponite, dnd in so duiag perhops
fn bome oeesurs fthe boack Bggrevated the dessind for guiness in the pericd

procading e suppansion of paymenis.
glminished I1e dasger by Issulag more notes, 1he grentisg of sore lws
wot b d ﬁaw& aise diminished its ﬁ@ﬂg@f;“?ﬁ

Some sysgicion that The lueas by fhe Bank of Eogland to the
government 19d coused The Lank's ditficulities was aot shered by Thornton,
The governsent, he s#id, 1 i1 wished Yo poy 18 dabt to the bank, pald
in bensk notes shich Y hod o rates by the sele of its obligations 1o
persons 1o pobsession of them. 1 all the nofos pald to the benk by the

gowerragnt were relissued to marchants, fhere would be so change in the

- - %
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motes ia mrmlmﬁmw The governsint, when 1T buetoes, puts the notas
inte clirculation 65 The merchen? duet, 8nd *iT I the total quantity of
sirculating notes, and oot the manner n which they come Into circulaticn
thet s the materiel polnt,*74

The total logns the Lank hod vods both fo goveramseo? and to Indie
widunis secessariiy hod been waintaingd, 8% $he Yine of the susponsion of
vash payeants, beyond the proportion la swhilch avtes vers maintelined.
Loans of the bank 4id not sleply keep pace with aotes, tut necessarily

increased or decredted with oold flows out of or into the Lok,

In suplaining why the bink ootes lssued by the Bank of England
and 115 doponlits ware Included o the seos side of the stetemsnt of
sooount, Thornton recognized thet

it 1s In substence The same thing whothar & person degosite . . o
money with ¥he bank, feking no solte, bt obiRining @ right fo drew @
dratt on & barkiag sccount which 8 opened In his nene, or whether he
duposits The a0 o . « 8nd recelves for 17 @ bonk aote. « » o+ The
potes, It in true, sre comonly issesd not in considoration of mongy
received, but of bills discounted; but the deposits, 1t sy aiso be
m@w%@* are genergily foreed by the some owevs of bitls discounted

.« v
Thoraton divided the "dlsposeeble atiecty™ of the Bank of England
into Three groupst undivided protifs; deposits) snd benk ncles issued.’®
The first incressed gradudlly; the sesond fluchuated Hittle, Bnd thet by
e Botion of the custosers rather Hhan the baalt; and 11 was the thierd
item Thornton goesiderad fhe oaly ooe of the free which the bank had the

powar to incredse oF decrsene, 1 the “disposesble effects”™ of the bank

rommingd the sene, loons secesseri iy had fo incresse proportionately as
74 ) T 76
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guld %z:rm&d. Theratore, "the levgeress of . . » loong wes rot The
Cof the guliashs golng from them, 86 hed besn ordinerity supposeds 14
wos the gitect.” ”

in Justitication of the suspension, Thornton polnted wit thet the

ditticelty of The B

v of England In obteining guinces was & Citficulty
ueknewn To individusis, who drew thelr gulnreas from the bank ¥sald; snd
hat if was necessary Tor 1he bonk to seintain 148 notes.

The guestion, sscording to Thommton, was sot whether eny one holder
o @ note should be able fo recelive money for It, but “i? 1s & question
respecting all t™he holders of notes, @5 poll 85 il sther gersons beavias
8 rlont to decmnd gny slsh ppyosnds in oy suseder W.“m Vory fou
cradifors were not aiso debtors, snd slithough every bl oight be 8 cone

trat to poy woney, in the general interest the pdrfies considered Yheir
claims to be money s wordh 8nd act the very pleces of m‘mh”m The
greatest denger in London, Thoraton decided, wos that The ussophisticated
pavpte would st frust The one~ and Twoepound notes, %o IY wes inportent

o cuntinug poying the laboring poople ln money 8nd Po put the smaller

dancmingtion sotes o circylation ¢irst Yhrough He bigher cmﬁwm%

fommsintely atter [the suspension’] the benk extended the quantity
wf 118 sotes oeariy To The sowant of the sus vsublly ia clroculation:
and not only v cradit rovived, but in no long tioe guinses Dewpme
rovprkab iy sbunden®, The benk, 88 s comonly suppoted, wos replenw
ighad «ith fhes, Acd There is This jafellible proof, That gold
t bomed lato ﬁf@? countryy et the course of exchiinge becane much in
favour of .50

??ﬁﬁ ides Be 157 mmi TRIRL Wmﬂ ﬁﬂiw“
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Bince M wos fmprectionl tor the Conk of Englend Yo incropse iis
fund of goid In ‘Nm of untavorable belence of frade or jack of contie
danog ot MW*M Thornton defended $he Benk of Englead aguinst the sliae
gution thet I¥ should heve sede better proviaion for 8 fund of gold
beforehpnd, The fect was that the teok, endwdvoring o earn 148 necesw
siey ponual profity found fnvestoonts la miﬂmamw s roduction in
e incoms tar belos that point, Additions fo capitel, instond,
strengthened The bask Bod prosusebly pereitied larger lavesteents in gold
in The future when it bouaow necessary, [ was not lmprudesce on the
part of fhe baok thet roselted o their insblilty To cope with the sifuew
Yios stter belag under the necessity of fiiling the vold coused by the
dissppearieg of coustry ok noles, the uvelsvordbie talgnce of frade, the

war, ond Yeo sucosusive bad ;%wwwmm

Vil, ADVANTAGES AND DISADVANTAGES OF
COUNTRY BANKS

Tha country baoks, sccording ¥o Thoraton, provided accoemodation
for sany persons, bt particulariy for those engsged in commerce, Afso
they turnished to wany peuple the wsans of saving monoy sately, dnd They
provided ¢ convenlent natins of saking one porson's sccumsiation awell~

able to enother, Yet they ware “berciers pgsinst resh speculation B

%500 Section VI of this Chepter,
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siace they ten% o prydent borrovers, their Judoment aided by their knowis
gdge of selghborhood bIHE fransactions. Jus? @8 the trensactions of the
texal traders worg undar The scrutiny of the country bank, Yhe country
vark itseif was waiched by its correspondent, the London banker) and the
Bank of Engiend, in furn, restricted the London banker,

Admm Smith had fadicated that Judiclous danking helped @ ca&afrv*a
iadustry not by sugmentiag capital, but by rendering & greater part of
that capitel active and productive,B’ Thornton asended Smith's statenent

83 tollowss

Whether the introduction of the gse of paper I8 spoken of a8 turning
dedd and unproductive stock into stock which I8 sctive and productive,
of 88 Bdding Yo the stock of the country, I8 cuch the sem thing, The
lena the stock of gold is, the greater will be the stock of other
kinds; and 1¢ @ Joss shock of gold wiil, throuch the 8id of paper,
equelly well perfurs the work of 8 larger stock, IT wmay bo fairly saig
that the uvse of paper furnishes even gdditiongl stock to the country.

to onswering tha objection Thet poper credit had contributed to the
high price of greie &@uﬂuﬁu tcang to farsers had permitted them fo with-
huld their grain from the airket, Thornton admitted tadt there might, et
cartain tiews, have besn this effect., MHowever, It was aore likely that
borrowed ceplital was put intoe land, which sculd incresse production, and
thareiore country btank oobes added to the genarasl supply of grein, and in
so doing helped provent & rise In ite price, as well s contributing to
sacurity ageinst scarcity.

The public shared in the profits of the country bonkers by seans of

the revenus derived from & Yax loposed on bills Bnd notes,

@95wa v Ddy guprn, 3§T%mra#ma, o Sides po 170,
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The tirst disedventage of country banks set torth by Thornton wos
the tendency of the scuntry banke to coossionslly produce “general fallure
of paper cradit, ond with It thet dersagement Bnd suspension of commerce,
o6 well as intermission of maaufecturing tabour 787 Country bank notes,
he sald, ond perticularily the wall dencaingtions, circulated Bmong wony
people having no meens of Judging the credi® of the warious issuers,
Since the inferior ones circulated slong with the betier unes, Therefors,

gvan pecple ol better Judpmant gccepted them with The knowledge they
windbd not hold them long., The fendency was, Ia times of distress, for
the notes of the scund country banks Jo fall into slwost the same dls~
eredit as the doebitel notes,

Since the country backer, during Times of Jost configence, dig-
chesrged many of Ais notes and incrassed hig fund of gold, the Bank of
Eaglisnd bed o supply thoss waets of the cwuntry benker. Yo do so, the
Bank of Eagland had Yo kees encugh gold to equel the aotes that were
extingulshed, In addition to the quentity of gold necessery To moet other
denands brought sbout by o perlod of dlgtress., The loss Thus lacurred by
the Bonk of Eagland, or the risk It tock by keeping aa ingdequete fund,
had to be consldersd in sstispting the bonefit arizing from the use of
ountry bank nctes. The sus kept in gold by the iszuers of The counlry
bk notes siso had To be taken iato consideraVion in evaluatiag thalr

penefit, "la other words, the cepital given Yo the country, through the

8pid., o 178,
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use of ama‘rry'mﬁﬁ notus, 18 only equal . « « Yo the amount of The gold
which Thay coyse %o be prw.“%

¥han there was on unwiilingness seong the peple to take the counw
try bank paper, nof oaly did & desire for gold ariss, but 8150 & heovy
dangnd for Bork of England actes. Thornton gove swversl rodscns vhy the
bonk wés unwilllag Po supply the mr%w?haamﬁwi Ma, The Denk of Enyg
tand might hove stared the alarm; and ¥ hed elreddy increesed 193 loons
as gold vas reduced, 1t i hod ssintalined %8 usual quentity of notes,

Scprcely may one vetlucts, Thet there wiy be 8 large encreass of The
gormratl lowns of the banks, as woll 88 possibly on extension of each
foon to todividunis, while there is o dinieution of the susber of
bank notes; end Thet the pesunt of the notes, not thet of the losns,
is "tm ob juct o which :-rm ave mwiﬂ_hﬁf tlaed, In order g{% Judpe of
the teciiity of etfacting the payments of the setropolis,

Thoratos falt hat The tendency for country bank paper Yo cause
general feilure of popor credit might decrsese tor fhree redzeons, Oneg,
tha Bank of Englond might estond 118 distounts in 8 greater degres thao
it had ia the smﬁa‘h% Pw, the country bankers sight learn Yo provide
thonse lves with “ihat sord of property which Is guickly convertible into
Bank of Englend actes, &nd, thersfore, also, Into gold,” end %0 have in

tralr haads grester power of checking the panic; and three, Those smong

880 1d., 5. 182 B pig., po 183,

mﬁn B footaote at this polat, Thoraton commented thet, "There
seans Yo bo & medivm oY which & puklic bank should pim In granting 8ld 1o
fatarior esteblistmonts, ongd which it pust often fing very ¢ifficyl?t to
b observed. The relief should nelther be o promp? and liberal as to
gxompt those who misconduct Thelr busingss from 8il the netursl conse-
quencas of Yhele feult,. oor so scanty ond Slow 88 desply 1o lavalve the
genoral interests.” Qbid., p. 168,
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whom country b#ﬂ& notes circutasted might learn & better appreclistion of
the wvaricus degrees of cradlt to shich they wers @n?l?iwﬁ~gt

The second evil of The bamklag system presented by Thornton wos
the growlag nusber of country banks lssuing sesil noves to bearer, which
weons foned & "great and porsenent dimlnution In our circuldting coin,”
#nd lecrgpsed the danger that the stendard would not be wmintaines,? he
thes datoiled the avils of deprecintiont price incresses; inequity of
controcts to be paid la money; pressure on wbge Sarners becauss of lag in
wB0e increases,

Adam Smith thought 8 lew prohibifing ¥he issue of seeil notes was

aione encugh romedy for the gvils of banking 3%@?%%@?%@%&,93

and Thorntoo
falt 1t would be undesirable To pernlt the lssus of notes yndwr five
prunds on & percenent besis. However, Thoraton dlid feal that i¢ pubilc
cond idence Incromsed fa giiper, and It only the larger end sounder banks
woreg permitted %o issye the smdil sctes, 1% could prove a valuable
raﬁuurmw.gﬁ

The third objection o country bonks «@8 the influence which their
notes were supposed Yo hove ia raising the price of articies. Though o
gevarat ecresse of peper, Thoraton congldored, had this eltfe.t, the
b jection was aot wall {ounded whea applied to the paper of the country

books, 77 ia pursuing this discussion, Thornton concerned hlsseit with the

gfftect of 8 great lssus of paper on The price of comodities, and with its

Syoide, oo, 1639, Yid., 5. 18 see p. 54, supra.

%Thwa%m* s mng pe 1821, @:}m; pe 193,
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inflyence in @&f‘wﬁmﬁg Bn encess of the wmarket price sbove the mint price
ut gold. 1t wes through the increnssd price of comaodities that the
séiect on the mint price of jold woy brought sbout, |

in gooers! Thornton believed that country bank notes were beangfle
cigl in their inmudiats sfiect, but “they leBve ud more exposed To an
oecasional evil, sgelnst which §% Is prudeat To guard, provided we can
accomp i ish that purpose without too great @ sacritice of prasent adwan«
mg»rsm“%

The etiget of overissus of bank paper on The price of goods, snd
on the relation of the sorket price to the ain? price of gold, wss further
considerad by Thoraton in his discussions of The necessity for limiting

bBnk p@pur.
Yith. GOLD AND THE BALANKCE OF TRADE

A tavorable or unfavorable telence o frade did not continue long
in one direction, In Thoraton's opinion, bectuse 8 constant cutflow of
bullion from one country indefialtely was ot o be ioegined, nor would
the country enjoying comercial prosperity fend to increase the quantity
ot gold in use, but rather reduce it through extension of poper credit,
To assune & continuing sccumuiation of debt, rather than the movement of
pultlion, was equally unrealistic, slace o prosperous ration woulg want to
vee 18 groving wealth a¥ howe, The tendency towsrd ecuatization of trade

wgs fostered not only by the unwiilingness of the creditor sation to lend

98y 11d., pe 190,



ingafivitely, éa@ 8is0 by the poorer satica's lach of inclication to
borrow Yo #n unlinifed gxteat, There would, In gpite of the Yendency
toward balénce in toreign trade, cccbsionally arise yreet inequalities,
{Thoraton made particular reference fu bad harvests es contributing te
England’s lobbisnce in $rade,} Although gold was thet article with ehich
unfgworable taiances of Trade were balanced, i? 8isc was iselt & commode
ity moving In trads, seshing the country in which 193 price was highest,

sod exported {or leported) for protit,

Frice, to Thormton, wes & metter of supply 8nd demand., The

cuestion wf price was one of slrke? power, Bnd "8 rigse in the price of &
guarce comtodity will be wore of less conelgerebie in proportion as the
article is felt %o be one of more or less strict ﬁﬁt&ﬁﬁif?.“@? The price
st vhich eny sxchange ook ploce depended on Teo Things:
. $he proportion betuean the supply «f the porticelar commodity and
the dessnd for i1, which i5 oné gquestion; 8od on the proportion, 8iso,
PATTS e S on T enron 1o et B3 718810 it b
: " ‘ .

The steps by which on incredse of paper raises prices were: Traders
digcovered ¥ o be sasisr to biain notes for bille; this ﬁﬂcwurig@ﬁ Thgn
to enigrge Thelr spocuiations; ?hay‘%@uamn wore interested in buying than
in setliling; other freders becanme greater buysrs {or the séme ressons; the
penrd |l eagprness o buy ralsed prices, Convergely, @ feil) la the quane

$1ty of peper docrested prives; bhuwgver, an ﬁﬁ&&? Lof retpondence beltween

§7 ; %3
M** e H}&u i@ﬁﬁw



a3
he quantity aé pogur sod the price of comdities could not be
gxpautey *%
Thornton sdnitfod thet soretimes ea incressed insue of peper was
g atiact of high prices) however, he Insisted fhet, in some cases gt
fasst, 11 woe uoguestionsbly the increased saount of pepor that sos the

CEBYES .

Eifset of Cowegify rice Blse en Gold Prices
Concerning ¥he price of gold, Thornton said thet since gold was

dagr when goods for which if «8% aschaangeable were chesp, @nd chad) vhen
guods were debr, Bny sircusstance which wade goods generaily degr eust
wake gold genersélily chesp, and yise weres.

b would seen that 1 prices of British commedition rose, axports
wonid fall (unless soms compensation for the disddvantage were given o
torelon purchesers); and loports wauld incresse %mr Ths SO0DE rEBLONHw-
forgign goods would bo wore competitive, Howower, Thoraton meont that
these two effects of high comodity prices would follow only §f “we sup~
pute, what is not supprsadbile, easeiy, that, 2t the tiow when the price of
yoeds i grestly ralssd in Grest Britais, the course of exchenge sulffers
B &1#&?&$ianﬂ“iﬁ® This sas not “seppobabie” becouse decrepsed exports
end increased lmports would turn the telance of frade agalnst England,
Then fhe price of bills draen on Englend would fali, The foll in exchenge
wialld of tsat the incresss in commodity prices, as far 88 the forelgner

wlt concerngd., The British conswwer continued $o pay the high price,

O hides ppe 19547, P b iges pe 198,
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« » » ubes cola 15 thus rendsred choap, 17 b, no meeans follows thet
ballion i3 rendered chesp also, Coin i3 rendered cheap Through ifs
cons¥itutiag 8 pary of ouwr clrculating sedivey bu? bulllon does not
congtitute & port of 1F, Bulilon is 8 commodity, end nothing tut &
cowmodity; ond it rises and falls in valus oo the sese principle s
ail other comodities,

# % K & B % & Ok % £ % 4% & & 4 F ¥ & £ ¥ w2 & K K + ¥ & B ¥ 4 2 & 2 B

v o« B0 encredse of plper, suppesing I 1O be such as o roise the
price of commcditing ia Britela sbove fhe price at which, uniess
there I8 somg 8§ lowsnce giiorded in the wourse of exchange, they will
vy recsived In fureign countries, contributes to produce 8n excess of
the sarke? price sbove the siat price of gold, and fo prevent, there~
tore, the latroduction of @ proper supply of 11 Into the Bank of
England, 88 vell 83 o draw ou? of its cofters ﬂ% coln which the
dirgctors of the baek would wish fo keep ia Them, i

Mint Price gad berket Frise of Gold

it vas sstural fo suppose thet If the beak paid o high price tor

gold, and the bank was ¥he sais Eaglish purchaser, thet grice tormed the

sgrrent Eaglish price and would a?tract gold and heep 1, causing the

relatively cheap gouds o go sbrodd, However, the benk bought the gold

to furn into celn, which then becsne & pert of & circulating medivm 8long

uith p@per., It the paper buceme chedp, Thornton sald, the colned gold

wold

parteke In the cholpness of the paper; thet is, 1? will buy, when is
the shape of coln, & spatier quantity of gouds then It will purchess
whoa in the form of bulllon, & « » In proportion es the ditiicuity of
soblecting, meiting, end sending sbrond the gold coln i3 supmented
{ond 1¥ encrenses as The gueatity of «oln diminishes), the ditference
botween the mint end mdrket price of buliion will besone more conside
eroble, suppoting The demtind tor gold in foreign countries fo continge,
Thus 1T is through the interchenpeableness of gold coln with paper,
tnat gold coln 16 sade cheap ln Englend; or, in other words, thet
aoeds, in conplirison with gold coin, are vade desr, The gouds which

Ohbid., po. 199200,
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pre detir recis, Therefore, in Englond; sad fhe pold coln, which s
<hosp (for the bank is jedispossd To buy &3; on account of The lous
sustoined on eich colntyld, coee abeomd , 19

Thoraton adaitted that there was ground for Dr, Smith's ideo thet
gecransing the quantity of poper wouild Yend to cyre The evil, However,
he polnted out mwfaza Ingccuracies in Smith’s doctrine.!®® Smith had
#8id That the aownt of paper woney Thot cowuld “etnily® circuliste casld

never exceed the valuw of the gold and silver which would have circulated

104

in s plike. Thoroton oblected that Saith led his resders fo bolisve

that 8 diiterence botween the miat price and The market price of goid
srose frus an excess of paper forved into circglation. He also was
criticel of Soith for lesviag en unfevorstie belgoce of trede wut of his
song i deration,

« o o G wniavourable course of exchdone, which the export of
gold would cure, will, in ooy cases, tend such ecre to depresiate
our paper, end Yo produse @& riss In the noninal price of articiles,
than the want of the wsesl interchaoge of goid for poper 87 hose,

Our coln iteeld . o o vhen paper 13 dopreciatsd, oosses not for what
the gold lo 1T e worth, but of the pliper price) though his 18 not
gengrally cbserved Yo be the cise, T iz the esintensnce of wur gene
eral axchBnges, or, in other words, It s the oyressent of the mint
price vith the bulllon price of gold which swssﬁ 1o be The trus proot
thet the clirculeting paper is not depreciated,’ 3

Ehat Thoraton considersd & fair stotement of the situstion at the

Tioe of 8 vory untovorable belance of trade was represented by & failure

sa’iﬁgﬁu pire 14050, iwjﬁm sy P 150,

"U50a 5. <8, suora. Fmornton, wo gite, ppe 1910
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ot harvest, &n# the jmportetion of corn ender clrcunsiances when thers
was not The metins of supplying 8t the time encugh goous in veturn, or the
available goods were not In sutiicient desand abroad to concel the untew
vorgh e belence, Gold, therefore, hed to be used to (111 the gop. Vo
prevant the creditor country from demanding eny payment in gold, It would
by ngcgssary for souds o be very choeip., 11 would therefore seem thet
the benk should decrease its paper Yo try 1o pravent the settlement of
the untavorable balance la gold,

However, Thotnton brought up other considerations which Swith left
ou? of his discussion, For exsmple, whether the bank ia trying To 8ccome
plish the low price sight aot so Jdistress trade and discourage samgface
fures as to Impair “those sources of cur refurning wealth Yo which we
sust chiefly trust for the restoretion of our balance of trage,” 190
Further, amﬁ favorsb le effect on the swchbnge from the lialtation of
pager was aot lemediate and might be sufticiently delayed 88 To e lngte
tgctive for the provism, Thoraton Bgreed with Smith thet 1 was aot unly
chgnges in the amocunt of Lask of England peper Thet aflected the gold,
but changes in thelr pagper Together with oiher paper of the country. The
baok in teying To efisct the raduction of i¥s paper elght destroy much of
the circulating country tank sotes and other paper,

s+ » 1T oy, in ¥hat case, bove Yo supply gold sutticient fo i)l
the whole weld, perhaps more thon the wholes void, which If has
created; for 1t way be calied ypon to fyrnish large sdditional sums

which gy forthe th be hoarded I consequancs of the alarm fthus cocae
sioned. Hence, gven Though 1t should encrease The supply of gold

VOO0 igee pe 152
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froem obro@td; Y soy suspent, fa 8 far grester degree, the demdnd for
it 2t howme, For this reason, If eby be the trus pollicy and duty of
the bank To perwlt, ftor & Time, ond Yo 8 certain axtent, The contine
uance of that unfsvoursble eschangs, which causes gold o ledve the
ccuntry, Bnd o be dréwn out of 18 own coffers: and 17 owst, In thed
wase, necessarily wgwaw it8 lotns to the semy exteant Yo which 1is
sold 16 dimlatghed, Y7

Cunceraing whather wr not the sxported gold would retura,

Tharnton advised that In urder To assure an improvessnt in the exchange,
“gg have wily ¥o suppuse The present degres of The pressurs for payvment
of goods mported %o amm,“‘% 'ﬂm debt itself 414 not necessariily
have To decredte.

The gold remitted Yo the credityr country is in furn used for
remittance, out wouls this account fur the use of all the additional gold?
One suggestion Thornton slide was That s Yimes of political uncertainty @
yregtar quastity of gold is wgated: aad be further suggested That whatever
avent disturved Trade sutficlently To change Tthe betsnces of trade sesmad
fisely To cuse Biso 8t incresse «n the desend for gold, since contidence
was an imporfant fector in that gesdnd.'"9 17 was on the dogree ot coaw
tidence and on the sige of the balance concerngd that the quantity of
bubllon fransported depended, Unususl circunstonces might prevent the
raturn of gold for & Yime, but

1t otby, however, be salely aftirned, That when The »ain Sources of 8
country’s weelth are uniwmpaired; when its population, Its lndustry,
its monuiacturing and trading capital, it ?@w’at commerce, 18
cradit, i¥s colonlel possessions, i¥s political sdreagth and inde«
pandesce, it laws ond constitution ressing ond when, emorecver, its

ysper 1% contined within 118 sccustonsd bounds; the absence of ifs
pold, more aspecially it it be the obvious conseguence of ong or

ioe
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more untavourable seatons, is an evil which i3 likely neither Yo be
durable, nor I8 8oy respect very Smpmr%an?**’”

Etisct of Sworessica of Bonk Mutes o Irads
Thoraton put The question whether Yhe prodsure ctiused by o solrs-
city of bank notes tended to render the importation of bullion & more
prof ltatle speculation, HIS onswer was that, since in gensral gold
iported iote a country will be In peoportion to the excess of oxpurts
vvar imgorts, The polat vhat had to be extningd was what effect tho syp»
prosgion of bank notes would have on the quantity of exports or isports,
in Mhis conection, ¥ seoned reasongbie, be 581d, that whon ednutacturors
(or those fo whom they soid) ware undor pressure they would try o ollovie
ate that pressure by selling goods 1o raise money; that thot would tend
Yo lowar prices 8t hawe; and bow prices at home wlght teapt morchants fo
@xporT for 8 bether wawriet. Howgver, Thorston then had three obsarvations
o vake .,
First, the ebgoerness To 38l would be accunpanied by 8 proportion=~

ate roluctence 1o buy,

The galgs of The sanuiacturer are, thereiore, suspended; but though

these sre stopped, his daily and waekly payments contiaue, provided

hig manutacture procgeds. « « » the general state of gredit s such,

that he is not only not able o borroe, In order ¥o supply his extra

gingry need, but . » « he I8 8iso pressed tor 8 prosptler payment then

vafore of sil the raw saterisis of his canutacture, Thus the manys

factyrer, o acoount of the unusual scarcity of money, may even,

though the selilsg price of his articie should e proftitable, be

absolutely compelled by nacessity Yo slacken, ¥ not suspend, his

wparations, Yo inflict such @ pressurs o the marcéstile world as
necensarily couses an intermission of sanyfacturing isbour, is

”gim" pipe V5B~3,
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whviougly not the oy to Increase thot m@#ﬁ*‘?ﬁtﬁﬁfzri%ﬂﬂﬁflﬁ, by the
excess of which, ?bs?m the Irported articies, geld is to be brought
inty The country. U

Second, “thet very dialnution ia the price of samufectures which
is suppused to ceune Them fo be esported, moy sisce, it warried very far,
groduce & suspension of the labour of thoss who tabricate them,oHT 44
was in this connesticn that Thornton exprossed his [den of tho relotionw
ship of the falling of prices and the {aliling of wages.

The ftendency . . « of & very greet end sgdden reduction of The Buiuse
tomad sumber of bank notes, is to croafe an goususl end Toeoporary
digtress, and 8 fail of price drising fros that distrsess, But 8 8l
arising from tomporsry distress, wiil be attended probably with no
sorrespondent fail fa e rate of woges; for the fell of price, and
the distress, will b understood To be tamporary, and the {g’%‘a ot
WS, we know, 18 not so wariable 83 the price of i,;mm.*

Third, "a ypreat dimingtion of noles provents much of that industry
wf the country which had been exuerted from being s¢ groductive a8 it would
otherwisy be," 1% The menutacturer found himsalt, under thoso clriume
stances, with idle sgchingry aod increasiog laventories,

Thoraton 4id nat wish to glve the m@mwm that a siuirabia and
parmanent decreass in prices sould bo ecoomyglished by 8 permdnant duciedse
in the quantity of Bank of Eangland notes. He made the tollosing state«
mant of why be telt this could et be accomplishedy

The general ond persgnen? value of bank notes oust be the same as the
genersl and perotinent value of That gold ¢or which they sre axchange«
shle, ond the value of gold in Englond is reguleted by ¥hw general

and perusnent v8lue of T 3l over the world; and, theretfore, although
it is adwitted thet o grout asd sudden reduction of bank notes may

"igig., 5. v 2y
Wi, eu 119, g,
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produce 8 great locel andg tenporary fell In the price of srticles (o
tall, that is to soy, even in thelr gold pelce, for we ara bare
supposing gold end paper fo be interchanged), the gold price wust, In
& short time, find its level with the gold price over The rewnt of the
wor ld, The contimbnce of the great limitation of the nusber of baok
notes would, therelore, ledd «ither, 8% bos plresdy been observed, to
the creation of some agw London paper, o pobsibly to fome new wodes
of sconomy In $he use of e existing notes: the effect of which
goonomy on prices wopld be Yhe same, in 81l respects, 8s thet of Yhe
restoration of The esus! quantity of Lank notes, what sesns moe?t
probeble 18, that the contisuance of any great limitetion of the
vusbetr of bank actes would lend to the trensier of the present cash
poyoents of London fo sone other place or places in which the mosny
of ettecting paymwnts should not be obhedructed through the Yoo fime
ited wxarcise of that exclusive power of turnishing & paser clroulae
Tion with Tmm the Bank of Engload has, by its charter, been
inu«%%ﬁ.* 2

Haviag discussed those situstions which night prevent 8n incresse
in importetion of gold through the increpse of oxports, Thoraton eddressed
himgalt Yo the possidiiity of sequiring sore gold by Haltation of imports,
it migh? seses logical that the llslitetion of bank notes, which would Himit
the meens of payment of lsporting serchaats, end honce would lessen
fmports, would have g desirable eftect in Viaes of yntaverable balance of
trpde, Howsver, oo ond would go wish o lialt the lweportetion of needed
vorn, sor of srtdicles destined for futures axport, nor of row satorials
for the menutfecture of exportsbie articles,

Limitoation of credit might result in the British serchant's selling
ghrosd at short credit and foporting at long credit) however, "8 very
pavere prassurs is surs fo produte 8 suspension of manufsctures. « +
And yory gstrec
w6 ence, though Piare might be some possibllity thet e

rdinary suppression of benk sotes sust produce distrust

sorond.,
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spderats r-w«sw'is:'ﬂm wf poper could hove scee Interin beneticlal eifect
o gn unfavorable balance of Trede, "8 suddes end violen?t reduction of
ponk notos wust fend . . . To prevent gold trom coming inte the counlry

rather thea Yo tavite 11,0117

X, WBECESHITY FOR THE LIMITATION OF PAFER ISSUES

icleng of Smilh o Bacgssive Pasar

Thoratons criticized Adem Swith for tresting "ia o particularly
datective sad ynsatisfactory” sanner, the subject of “the Teadency of an
excessive popur ¢ircylation to send gold out of & country, end Yhus To
ssberrass 1ts banking wstablishments,” I3 Snith blssed the Bonk of
England for isseing Yoo smuch puper, The sxcess of shich continuglly
riefurned to be exchnged tor gold end sitver, Further, Smith feit thaet
By constant ditference betueen The market price and the mint price of
gold tvhether sbove or below) was the effect of somethiog ta the state of

the mim“g

A seligniorage would, Swith said, diminish or eliningte the
protit ot swlting duwn oy coln, Thoraton was particularly criticel of
Smith for not mentioniag, in fhis connection, elither the fall in the
rates of exchenge or the kigh price of gouds (hlch produced the tall is
the exchange retesd, Bmith considered the English cola 88 going ebroed
simply in consequance of swoess clrculation ot bhome, since it would not

be @}towed to lie lgle, ' ¢

Wyeia, N0y dee 9. 200,
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Thoraton, oo the other hend, wanted fo estadlish that English coln
@id not merely loave the country bocsuse no use could ba found for the
Buditional clrculating wedivn 83 home, but that

every encrease of phper heg besn represgatud as enhancing the price
et goods, which sdvenced prive of joods atiords employment To &
targer quantity of circulsting medium, o that the clrculation cen
ngver Yo said to Lo over fell. This advenced price of gouds is the
same thing as & reduced price of colag the woln, Theretore, s conse~
guance of 198 reduced price, I8 carried m{i; ot the country for the
sake of obtaining for it 8 better werket,is}

One of the resglts of Smith's ergueent, Thoroton pointed cut, wes
trat one would be lud fo pasume Thet the expanse of resturing the gold
thet had §lowed Bey would b8 only the expense of collecting end tronse
porting it} Thoraton took @ contrary view=-that in order Yo bring back
the gold, “the expence sut oaly of importing ¥ may be Yo be imurred,
bu? that aiso of purchesing ¥ ot @ iose, 0nd 5% 8 1oss which »oy be
gither mure or less w%wwwmﬁg& §9 et lose wers very gregt, o
discount between The coin acd paper of the country migh? be undvoldabile,

In criticise of Salin's stetemant thet bLonking componies would
fingd, 1§ they issued foo much poper, that The ewcess would continually

i

retura ypon then for paweent, 22 Thoratun countered that 1T could not

Bold frue in fhe cpse of rawy bbeks tssulog peper in the sawe district,
gioce 1Y would be lupossibie o say whose poper onde up the wmm.m‘
The excess hod Yo be cenerdl, Gnd wouid be counters.ted not only by the

charge of transpurting gold but by all The other cherges #nd risks (ssuerg

280, .. o M bai . A
Thotnton, ga. £iler ps <03, iy e 209,
§23 )

See g 49, Suors M'&%m‘mm, e £1Ee e ppe 2007,




_ 105
of country %a&k notes were subject to “not Yo westion the difticulty of
findlng @ chamnel ¥hrough which 8 guantity of peper much larger then come
mon can be sent by the country bank into circulation.”!?d wnere Smith
sald thet the excessive clroglation of counlry bank paper returned To the
banks to be eschanged for gold snd ¢ilwer, Thornton added thet it returned
o be exchanged not only for gold end silver, but slternatively for bills
it Lmnﬁaﬁtizﬁ
Etisct of Limitation of Eaok of Eouleod Fgser

Unrestrained issudnge of country bink notes, s8id Thomton, wis
chocked by the fect 1hat country barkers conslidered thesselves o be
ghligated %o great Sills on London=~¥o gxchange Bark of England peper for
thelr notes, Ko waterisl iacrense of all the paper In the country was
pussible white the fecility of borroaiag In London remained the stoe.
Tha fact hat country poper wes exchangeable for Raek of Englond paper
tendod to equelize them, not becsuse The Londun paper decradsed to the
tow velue of the country paper {becsyse of 198 not beling Haited by the
insuersd), nor becsuse sach Yended Toward the value of the other, byt
becouse of & Yenduncy of the Country peper to @ssust The high walue the
London paper bore {becpuse 1Y wes restricted by Yhe lasuers), However
such The issuers of country paper foiled to liml? the guentity by modere
ation, the paper wos "no less shtectuslily llaited Through the clrousstance
of thelr beling compalled by the holders to exchange &8s much of it as I

encessive tor the London paper which is %im*?@ﬁn“ig?
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Thus, therefore, The Hinitation of The supply of the single article
of Lundon paper, of which, however, we are fTeking for granted that
the desend contioues the seme, |5 he sedns both of sustaining the
vigtue of Loadun paper, and aiso of sustaining the value ?ﬁhwwil %
Halting the quantity of the whale peper of the country,'<d

Rhon Thornton sald that the exchenyeabliity of country peper for London
pager Limited the country paper in on eguel degres, what he moant way not
et one unifors proportion was mintained between the gusntity of the
London paper and of e country paper, but only fhat "the quantity of the
on, in comparison with the deannd for ?h@% e, is the same, or nearly
the sameg, as the quentifty of the other in proportion to the call for the
Qﬂhﬁr*“izg Thoratun wrote, further

It is commonly and very returally supposed, that 11 wos the exchdnge~
Bbleness of the country paper for guinoes which used %o sustain its
volue, This, mowewer, was not the cese: 192 volue wos sustained by
116 exchangedtleness for Bask of Eagland notes. The country paper
bore 8fways 8sd mecessarily the sdoe velue &5 the notes of The Bank
of England; sad not 2ledys or necesserily The seme valug 83 the gold
sontained in the cols, for which The country pper was exchangsable.
bt is true, indesd, that the quantity of gld la our coin had en
influance un The valus of counltry paper, 17 had, however, only en
intjuence which was isperfect and ingirsct. 1T served to dictate to
the directors of the Boank of England what wes thet quantity of paper
which Yhey wigh? properly emit, Fory, if 2t say tioe the exchanges of
he cogntry bocere so wontewrsh lo 8s fo produce o saterial excess of
the eorket price above the wiat price of gold; the directors of the
baak, B Bppeers by Yhe evidence of some of Thelr body gliven to péve
fizment, were dispeeed o regor? o 2 reguction of thelr poper 85 @
mogns of diminishing or removieg the excess, @nd of thus providing
tor the socurity of their gsteblishoeat. . » +» This laterest in the
prevantion of sny great excess of The aerket price stove thy mint
price of gold wes in no degree feit by the country banker, !~

V28 14,y pa 201, V91, po 215,
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Cortatn assumptions had to be made, acsording to Thurnden, for ?ﬁé
paper of the Pank of England $o maistaln 145 cwn vdlue and also o maine
tain the value Bnd restrict the quentity «f the genora!l paper of the
ceuyrtry, Flest, Bank of England notes were asswmad to have no circulotion
peyond London; sesond The quantity of Bank of Eagland notes did not
change) third, payments in the district remained the sawe; and fuurth,
the same quantity of circulating medium 88 bators was sufficient to
gtigst the csame payments., These four assumplions in some respects dife
fered from the real situation,

Regarding the tirs? o! the sssusptions, Bank of England notes in
addition To coln) were he only circulsting medium sround London, while @
cartain dacunt of those notes did @¥r¢u§a¢@ in the country, 8long with
country paper and coln, f 8n additionnl amoun? of Bank of England peper
took the place gf countey ﬂﬂ%@ﬁ; o of coln, more Bank of England notes
would have o bo izsued Just fo malntoin the sacw cveans 8% before of
o ing London paysen®s, aad to aftect the same limifetion 89 before of
the totsl gquantity of circulating pper in the country,

Concerning whether or not The quantity of Bank of England nmﬁeé
had ressined the sace {(the second assusptionl), Thornton analyzed the
aumounts o clircylation and pointed cut that his results cittered greatly
from those of br, Goyd, who had pduined The sbme subject, Boyd had s8ig
“tu the sugwentation ol tank paper aot convertivle iato specie, wmure than

to aay other ceuse, is o be ascribed The high price of armvisiann.“‘5‘

154, e
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Boyd end Thornton agreed That the sasowunt of Bank of England notes in
Bocenber 1300 ware about f1ffeen and onevhaté miiilon pounds, Cumpering
his figure with thelr lowest enount {Febryary 27, 1787%--n {{ttie more
than eight and ono-hotf mition vwﬁﬁdﬁ} Boyd showed an sdditicn of nearly
fopr-t16ths; comppring the 1800 figure with an gverage for thres yolirs
tainre the suspension (retirly tvelve mifi{lon pounds) the eddition was
shown T be threa~teaths, However, Thoraton polnated out thet sbout two
midlion éﬁﬂﬁﬁﬁ showid have besn deducted from the 1800 figure, for pure
puBes of comparison, becsuse 11 represented one~ and fwo-pound hutes
which touk the pligce of quineds. Therefors, Thornton concluded that the
true comperison of the aoount of Bank of Englend notes circulating on the
Bearsge for three years btefore the ﬁuﬁ%ﬁ%ﬁf@%; and those clrcutating in
Docember 1300 {iess the nov ong~ @nd twoepound aotes) showsd Yhen Yo be
npsriy the séww,

in discussiag the hird sssumption--fhet payments in the district
remdingd the same--Thoraton said that one aicht infor thet pressures ia
Londim would resul? in the drawing back info Lundon of 8 large part of
the Bank of England notes clrcouleting In the country, or that meny of the
London payents would be transterrsd to the country. Actuslly, Thornton
wrgued, pressurs o London, 1§ sudden and severe, would cause & panic
- that would resul? in the decrosse of country bank notes, with gold and
Bank of Englond poper fililng the woid., Also, rather then London psyments
moving Yo the country, there had been @ tendency tor more 8nd sore monrey

Yransactions that had been hendled in The country Yo fransier to Lundon,
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¥ar, however, teosusy of the fa.t That it lacreazed toe price of juuds,
congideranty Inoreacsd London p8aments,

eow o« 0T ought o be 8llowed to THET thes up fu that polat tu which
they cen be reised consietantly with the gereral meintenznce of our
archanges; and that, so for s they pocpangniiy sisad abuve Toav
poiat, It is the eclarged 2ad Tod graet gwaﬂ?wy of notes of 4o Bank
ot England which Iz fo be considorad ns The ause of the bigh price
of goods, rather hes the high price of jouds which Is o be faken to
ba The ¢ ?jﬁ” of tho enlerged quantity of w%m wf the Bonk of
England,

With turther reference to couse and effect belwsen the price of
quads and the geantity of sutes, Thorston cbserved thet 1Y seemed propor
o charge too much pdpor with belag The causs vhen The price of tullion
i roadersd persgnentily higher than that of coln, and wheo othervise, to
considor 1T rother @s an effsct, 59 By "peroysently” Thoraton seant oot
caused by passing events,

fa gererst it wREy, porheps, 8i30 be sssevsd, that an excessive ithue
wf paper bhas ot been Yhe leading cBuge of & Tail In the exchane, i
it Vaffww‘arm turng w‘f *?*?m'? "t‘h@ Gnchange ‘m‘ a@?m to mc?ﬁr itsalf
without any emderial reducticn of the queatity of paper.

The fourth and 188t of The sscurpticns was That the sane quantity
of circalating mediom 8s beture wog sufficient to eftect The tdme pay«~
ments, Ian that regard, Thornton showed that & sewll addition Yo the
quantity of notes night be sutticient fo etfoct 8 vomparatively large
number of additional poveants) thereiore, the =8re aunber of actes hed
provebly suificed for more than the sawe number of poyasents,

Thornton's purpose In discussing the ettect of the quantity of

Bank of Englend sotes vas not o indicate that an ewmct estimate could be

133

ihid. EATITR

o4 ey
) 01des po z2Hs



1o
@ffwﬂ o4 1t affe.? o priver of commodities o on the varke? price of
Bultion, tut rather %o show that all fthe ¢ircestonces discussed oade it
jepossible to othe such es¥immtes with confldence, Hovever, the lack of
correlation betveon changes In the quantity of Bank of Englend notos and
peice changes should no? be taken Yo sedtn thet inorenses or decroasas in
the quntity of such poper had ne eftect oo the encl@nges of on prices,
Camtoracting clrowstances prevented aftocts froe belsg proporticnal, or
jmediate, A timitation of Benk of Englend paper affects prices in 8
groat moasurs by 118 operetion on the stete of commerclal contidence; and

i infleance on The minds of pon will be f8r from unliorm !9

Thornton sugoested what objectors might say sbout his doctring
that the Bank of Englond should {imid the issusnce of its paper, then
prpwored the objections ralsed, Y wew suld by some thet the incresise
et Back of Englend paper was the eftect and mot the cause of incresses in
prices of commoditien, and that vo incresse Gank of Englend notes only in
retuin tor sate and reatl bills 18 simply o euchenge one species of paper
for another, It was further asid that cepraciation of poper sruse from
fack of contldence rather then trom increases in guantity, The evil of
an untavorsble exchange, #n cbjector migh? say, resulted only trom an
unfeworebte balance of trade, ond The metns of prevention was an increase
In industry; end the way %o oncoursge industry was by » libers! issue of

paper, The objector aight continue

P eides e 224,
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The talance of rgte il not fall 4o b2 rondorsd favourable by that
abund@ace of exportable srticies which the labour thus exclied oust
nocgsprl by oroate.  The courss of esxchange will, consequantiy, be
supported; all excess of the market price above the miat prive of
gotd will be prevented; and thuy the value of our ptiper will b cuse
taingd by the very ceans of it3 sncresve,
Those who oow no Pendency for Benk of England notes Yo bring ebout
increnses in comodity prices, Thoranton Sujpostad, were bound Yo prove
ong of two propositions: first, Thet swon The mos? encrecus eddition to

&#Wr would not produce sech conseauences

} ory Second, that the bank nged
act tiwit Vs lssue becsuse the paper had & ngtursl tendency Yo limit
itealt,

it there were 8 fromendous addition Yo peper, who would holg i$
and why? Hore Thornton reminded his readers that the snount of circy~
tating mediun that con be ewploved without 8 8l In 196 value "ig o te
out vmved not merely by s proportion to the cuantity of trade or of
poyments, but 8isc by the reistive rapidity of s cirenlation V57 Tne
v lue of Bank of England notes, according Yo Thoreton, "will be founy tu
dapend not so properly on thele credit 83 on thele auentity,” '8 1¢ was
true that in Tioes of slera gold wBs more highly regarded than Bank of
England paper, bu? oaly o semll part of the comunity were holirders of
goid, and Yhey preferved qold mot onily to paper, btut slso To land and
wiher property, The credlt of bank notes, so tar 35 It effects their
wsiuve, Thorston ssserted, wes diwaye good, and the common fluctuntions of

their price in sxchonge for goods or buflion, "sre no?t, In the swallest

% . ) B " ‘w -
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gaegree, to be ?w%arrwﬁ to wariations ie the degres of conflidence placed
by Englishmen in the good falth or the solldity of tne Bank of Englend,!™?
The quentity vt Bank of Englend paper & person would hold was that quane
tity nocessary for the paycents he had Yo rohka, 1 his emount of poyments
418 wot change, he would not bold oo excess of notes, but wouid offer
hes on oan, @ven 81 reduced ioteres? rates. 1§ merchants cwnod the new
popar, it would 51111 have Yo be sduitted thet “the larger quantity of
cirsyiating wodive will chuse gowds 10 rise is value, and will thus flind
for itselt &ﬁ?fﬁ%ﬁ&ﬁfa"ié%

Thoraton conceived of only two ways In which the adgitionsl paper
conld be disposed oft  Hlrst, used to frassfer an increased quentity of
articles which, 1T would bave To be sisumed, the ngw paper itseif crae-
Btedy ory second, Yo transter The swme articles at 8 higher price.

in the tiret case, The now articies could either coma from Bbrond
or be produced 8t hooe by new iadustry, However, boeovy issue of plper
woitid bring goods from sbrodd only 1f 1T erdbled gold or additicnsl comw
modidies, created 8% hose, o be ewported ie paymwmat,

Houid the great lacrepse of notes incramse production of howe!
uhen the Benk of Erglond jocreased it paper, It increpzed aliso its loans
o individusis, who folt oncoureged Yo mepdnd with the sdditional capital,
not considering thoat thelr incredse night, To some extent, be snother's
decreaie, Thornton reo@rked that there would be & Himited number ot ldle

persond whom The new capital could employ, 8o IF the incrgase in actes

'P1nig., op. 2234, M0)pid., po 235,
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‘continued the laborers put to work would be fokon from other useful ccoye
pations. From this {1 sight be inferred, hoe suid, that the tenefits of
incrensed poper were not boundiess, bnd that "8 itbersl, or, 8?7 nost, A
targe sncregse of 1, will hove all the sdwantogoous etfects of the must
axtrowgant snission,” B giace o imd%ﬂg effect on totel gquantity of
oeds r§m1%§ trom an wusual increase In piper, & rise in commodity
prices would accur, To the extent that ihe incroased lssue produced
greataer domand for goods sad labor, 8dditional industry would be created,
bu? prices wouid sleo rise, The price rise in itsel! was stimuiating,
bocsuse profits appeared higher. Since for @ tioe the cos? of gonds
might rise but not the price of lgbor, e lacrease in commodities might
o sboyt becouse of The hardship of forced savings Imposed on labor, 144
“Paper possessen the faculty of anlarging the quantity of commods
ities by giving life 9o some new adustry., 11 hos, however, been 8f¢irmed”
sald Thornton, "that the encrease of industry will by no peting keop pace

with the sugoentation of mwm”“"w Thoraton wanticones that the notes of

John Low's buok seoned for @ while Yo have 8 poveriul jafluence in incroase

ing the deoend for labor fnd increasiag the property of the kiagdom,
Since a very groat excess of Bank of Englend poiper would not be
fong refained in auy gquitcter, ond Since & great incremse of 1Y could aut
reate enouch new copital to furaish eapioyment for all the new paper,
there remsing, thoretore, sc other sode of goccunting for the uses Yo

which the additionsl supply of 1¥ can b Yursed, than that of suppose
ing it o be cccupled in corrying on Yhe soles of the semy, or nsarly

142
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cost of gonds beleg wmade to bewr the seww, or nearly the seow, prov
portien to thelr fTormer cont, which The foltal quantity mz' @gamr ot
the oane poriod busrs %o The ?Mﬁi quantity ot the other.
Furiher concerning the Qimﬁﬁﬂm of autes, Thoraton statedy
The variagtions in the valus of bullion, 88 conpared with that of Tthe
clrculating medine, Barve o o » o detect and restraln that oo greet
gmission of notes To which 8l countries would othervise be prong;
Bnd 4 « » GperaTiont of The exchBngl + « « g The swang by which
every ook 18 coapelied ‘i‘g coke the vilve of it paper conform itoelf
to the ancient standerd, H4d |
Concarniag the ohlection that the evil of on untevoreble exchangw
grose only from 8o unfpvorable balonce of frede, Thoraton countered Yhet
the oowesant of gold depended on "the guntity of clircsleting mediun
lasyed; or o « « on the balance of trade, 1§ fhat balance is admitted to
dopand on the gusotity of circglating sedive mmm“%
The rige In the prices of goods io Groat Briteln coused o decreosy

in $oreign desmnd for thes, unless the rate of exchinge cospensated the

toralgner, so foo greet issusoce of paper would cause an unfovorable

glance of trade, and en untivorable @ﬁem;:%ng@ﬁ"w

in enower Yo the oblection that increpsling Bank of Englond notes
enly In proportion o real blils offered fur tham would be only Yo ews
change one Spevies of pliper for saother, Thoraton reiterated that ithe
etfast of paper credit on prices depended not unly ca the quantity of

noten, but also on the Peplidity of Their circulotion, 48
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it was @viws& o Thoroton Thet leading simply la proportion to
the property of those who desired to boreos could not be safe bechuse
burrosers might be Yoo nwasrous, Conceraleg the recommendation that
fending be done only on resl Bilis, Thoarnton reminded his readers that
thay could be suitiplied Yo 8 greot extont, perticylarly by the exiene
Sion of the customary length of credit, Heifher dig 1 svem ﬁa Thornton
thiat 1Y would be séfe to let borrouwing Yoke & sadural course oand be
Pimited by the borrowers, whose individusl Interes?s were not the semw
83 those of the bank, portly bocsuss of the srtiticial state brought
about by the wsery v, 1 Y were not for the restriction lmposed by
the usury lew, The Bask of Eaglend could "ot all sessons, sufilcientiy
bimit i9s paper by seons of ¥he price ef which 11 lends . ., w148
For alt the rossons sen¥ionsd, Thoroton supportsd the determingw
tion ot the Sivectors of the Bank of England to regulate the loans
granfed by thew each weel, becBuse Mhere wis no other way to scconplish
the §imitation.
The vorigtions in the ssoust of loans fall of producing exectly
vorrespondent verigtions In the sacunt of paper, in proporfion as
the gold of The bank {luctuates, But the regulation being & weenly
ong, opporfunity e sfforded of correcting this sttandent imperfecw
tion before oy eoterisl avil cin hawe arisge.
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To fimit the Toist amount of paper istued, and to resort for this
purpote, whanever the Tesptetion o borrow is 8trong, to sore efipce
tund principle of restriction; In no cose, howaver, ssteriaily to
diminigh ¥he sum in clreeletion, tut to let It vibrate only withia
certain limlts; Yo 8ftord @ slow 8od coutious wxtension of i, as the
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peneral Ytrade of the kiagdow enlerges 1tself; to allow of sume speciel,
though tenporgry, ancreess in the svent of any exfracrdinery alare of
dgitticulty, o3 The bes? sedns of proventing o great demand o home for
gulnsas; sad to lsan o the side of disisution, in the case of guld
golng sbrotd, 8nd of the genernl enchunges continwing fong uatavour
sbie; this seems %o ba the frue policy of the directors of an Institu~
tion circumstonced tike ¥t of the book of England. Vo suffer either
the solicitetions of serchents, of he wishes of government, to deters
mine Yhe nossurs of the besk is ﬁ%’ i% wocuestionably %o adopt @

vory telse prisciple of conduct.

THE BULLIGR COMAITIER

o the taltistive of Franule Hormer, 8 asgcber of the House of
Covamctss , thae House appointed the Bullicn Commitiow on Febreary 19, 1810,
Yo juquire into the cause of the high price of bulflion, Horner headed
the commities snd wes sssisted seinly by Henry Thornton ond by Witliem
%M&Mmm*w ' ALl three collaboreted in the preparation of the Repord
ot the Byullion Corwittes, issued August 12, 1810,

Toe Butijon Comittes concerned itseld elinly with the price of
bt ileny the extent To which The bask, during the suspension of {98 cash
poyoents, should valate 12 oredl? policy o the exchenge and builion
market; and shen Spscle payoents shopld be reswmd, The position of the

1500id.s po. 25899,

Blyorean J. Sitverting, "*ﬂmmziw #md Monetary Pollcy of ﬁma?
Gritain During The Napoleonic Wors,” Qusrderiy Journel of Eooaos
WWH ﬁ‘-‘%h 3@2%; M{B %‘rm W M‘M’w, “’f’m Buliion Report M%mimd,“
Cuprtordy  » Wi i&m&sﬁ% i%@j, reprinted ian T, §.
Mongtary Higtory (Oxford: The
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Ropurtd of the Bulilon Comeither wae that “since the Restrictlon, currsncy
poticy hod bad & substentied but quantitetively endoternined Influonce on
Bt M
gxchinge rates.” > The Report said ‘thet, 88 lung 88 The Restriction cone
tioued,
the price of Guld Dullion and the Generd!l Coures of Exchenge with
Furelon Countries, tskea for any conslderable period of Tise, form the
best gesarsl oriterion from which say Inferency cén be drawn, 89 %o
the sufiicioncy of excens of papor cerrency in clroulation; and thet
the Bank of Englend canmw® sately requlate he geount of it losues,
without hw; % reterence To the orlterion presonted by these two ¢lir=
cussances .,

Goncarning specie pavments, the Gomalites roccesended that rooumpe
tiun take ploce fwo years from the date of the report, regardliess of
whather o set Eagland were ot wer. The low existing ot the timw had pro-
wided for reseuption six months affer pegce, Futter bellieved that Mornor
wlds parheps the priscipal adwocnte of resumption ia fwo ymmﬁm Honry
Tharoton, weiting tn W04, s his sanuscrip? notes on Lord King's publie
m“&?im,i% wapressad the opinton that 1Y was not then sxpadient to deter-
ming when the Dank Restriction BIIl should be ended. He did feal, thuugh,
Thart It should cobse Yie & soderate Yiee atfer The fteraination of the

o § B

War , Buring the wary the Bank of Englond, be smintained, should be
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*ord King, Thus ftecd g, B
sgcund edition wwr‘g@@, iﬁﬁ§ﬁﬁ§ﬂﬁ wm r@mmsx ity ﬂw w%mg,w {London
16043 The copy of King's publlicetion o which Thoraton's senuscrip?
notes are found 18 in The Goldseithe® L ibeary of Yhe University of London,
Hoyek folf there was ao reasonsble doubt of Thornton's authorship of the
aoten . ’Wﬁ*%p Eiia m.;a = HE.
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profected fm# domgnds for gold $or hosrding) hossver, 1T "ought not Yo
b profected sgaiast thet dedng for Gold which rosuites from the long con~
tingance of on unfevurshie ﬁw&zmggéw*m in the fwo speaches Thorafon
made aiter opening of debate in the House of Compong o The Report of the
Butllon Committee (May 7, 151 ond Moy 14, 1818} his mejor emphanis wes

G ineehera,

The Moy ¥, 1811, speech delivered by Thoroton was directed sainly
towerd 8 discussion of The reguietion of the paper of the Bank of fngland,
with eeterence Yo the price of bullion and the stale of the exchanges,
The benk and the Butlion Committes wore in disgoresmoot on this point,
“The Commlttee afiivesd, that the guant ity of paper hed en Iafluente on
the price of Bullion, end the stete of 4w ﬁwwm, gt the Directors
of the Bank who bad been examined, atfirmed thet 1t had ot o0
in These spoaches, Thoraton reitersted fo some extent ductrines he

hed ewpounded o Yhe Pooge Lradit.

Assuming, which Thoroton felt no woe
vowld duny, thet wwery Inorense of poper fendod %o tower (48 owa value,
o 1o lncresse $he walue of cormoditien $or which Y wos exchanged, Then
an orenss io paper oust olno sftect the state of the exchange Bud ralse
tha price of bulilon,

tn saplaining to the House of Commong his ldog of the inilusnce of

the balance of poiyments, Thoranton sppro@iched the dlscussion by sssuning
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Yoras M'fwﬂm'm flest, Hwt there wery no jews forbiddiag the meiting
oo wxportation of coin, or Halting the rete of interest, or profecting
the Beok of Laglend sgbing? cpsh paveents; sacond, The sctual ctse of
England botore fhe fuspansion of cish payooents; and third, the cBse ot
the time of hip advross,
tn ¥he tirst, or astursl, state, Thoraton showed thet there would
be 8 reductioe in England’s circuinting medive under the fhen existing
songitions of thair Trade.
o o o« 8 reduction which wouid tend fo bring down our prices Yo the
tovel of the prices which siniilar comodities, alloviag for ali

sxpenses of transpordation, wers foynd +o busr in exchange for gold
in the peners! serket of the world,'™

In the sooond situetion he wis comenting on, in which there wars
faws agpiosd the seiting ond exportation of coin and Himitiag the raty of
Intervet to tive por cont, 8nd in which the benk w9 pdying In cash, the
affect would rosemble the witect in case one, bt oot To The seme degres.
Thare would by 8 donlind $or cashi ond Soow gold, Though the low eould be
on chetecie, probebly would go 8brosd sad incregse $he circulating wedium
of foreign countries ohile decremsing That of Englend, The bank, experie
sncing & drein, would condract ¥ lssues o soe extent,

« o o0 Boe Gifflculdy in etfecting the laitation would orlse ot of
the oecessity under which the Dank would consider ita0lf fo be placed
of 81111 contliouing to lond of unly flve per ceat. IV was only by
Pimiting its papor That 1T could malntain 1¥9 own cosh payments, The
roduction wondd undoubtedly be oo evil, bt 1Y would be an evil to be
balanced poeinst gnother ovil otherwise Yo be incurred, That of stope

ping poysent, end ceasing fo sbids by *he stendard of value which the
King snd the low bad grescribed, '™

L TSP TR
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he in the ?irﬁf cse, Tharetors, there would be, o this sesvvad cmse, @
roduction of the civculeting wedium, which wouid tend o Hielt the evil
ot the uniavorabie exchanye rW$mi?$£g $rom 80 wntavorable belance of poy»
sants . |

Than, Thoraton Yook up the third, o thes existing, cese, The
Bonk of England hed been protected somlnst the seed to wake cash paysaats,
gng Thought, Thoraton iadicated, that it might be more liberal then i¥
would htve besn otherwlse. Althuugh the exchenge fwid become watdvorable,
it hid continued o gradus! incredse e 198 aptey, “sppeariag to Them=
paives aot to incrgase, but merely to maintsian tho existing prices; and
they toped that The evil of the unfavourabie gxchange would correct

E?ﬁeifh“*%’

The {imitation of paper ia February, 1797, o9 Thoraton hed stated
in hig evidence ot thet Time, w88 sudden Brd wery great, ha reminded the
House of Comoons, and drose from & drain not couded by an unfovorabie
axchange, but by tesr of {svesion, Thoenton 8311, Ia 1811, was of the
opinian thet the sudden decresse of péper af the fise of the restriction
had ircreased the alerm. Thet {imltetion ¢id show, however, the habit
vt the Bank of Easglend of vaduciog 118 Issues shen thers wos 8 dran on
its old.

Thoraton calied The attention of the Mouse of Commons to the effect

gt the rete of Iateresi:

i% '
Vpid., o, 33,
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it the principle sdopted by the Bank was Thet shich they protessed,
of lending to the axteat, or netwrily To the extent, of the demand ewde
upon them by persong oftering good wervcentlie paper, the danger of
Wncess w08 agurdvated lo proporilion 1o the lawness of the rate of
intarest ot which discounts were aftorded; snd cow cause . « » Of the
sunewhat too great lssues of The Bank, during the present war, had
bogn the clromstence of thelr lending at tive per cent., when rother
more than {lve ger cent. might in r?%%i?w ba considersd as the more
curront rate paid by the merchants, 't

Putting it more swclactly, Thoraton asserded:
o « » that on incrosse of fhe quentity of paper Tended Yo diminish its
vaiue; and @ reduction of its cuantity, to loprove 1t)-~thet whoea the
suentity becowe fuo grest, & draln of wesh erose; that this drain was
chegcked b 8 limitation of plperi--and that thw excess, sad conseguent
dgrain, wers mont likely to scerve when Bay clercusstances rendergd the
rate of Interest fokes, iwﬁg than the curreat and sctual rete &t the
time in The common market,)
Based on the doctrines he hod set forth fo the House of Commons,
Honry Thoraton, in his $irst spoech on the Aepurt of the Bullion Conmite
ton, recommended that, in the absence of natural correctives, the “general
and permsnent” state of the sxchange should be the inden of excess
PR 4 to4
Speazh on Mgy 14, 1311
Thornton's second speech on the feport of the Bullion Committos
wie under fahon mainly Yo sasser the dpeech of Vansittart, wsho hed surw
prised Thoraton by onitting sny reterence Yo 8 limitetion of paper in his
isting of swans of laproviag the state of the sxchenge. Thoroton went
un, YThea, To eriticize the renewst of The Restriction Act on the grounds
of an untavorable exchingn, saying That Thet was ot the principlie wn

which the first act had been phssed and he wes doubtful that It vas ¢

i6d

ibid., p. 385, 162

1Dides Bpe S36=7, 198

m'y Pe 343,
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syl flcignt aww. it wes & run on the banks coused by faer of invasion
that had caused The oripingl passage of the act. “To extend the suspen=<

slon becpuse the oxchenge was unfsvoursble,” Thoraton wmaintained, “wis to

§69

Sdopt & new Bad (SageToUS LRSS, He rosinded The Hwute that he hed

on ohe ookt ion romrhed on the insulticiency of that sutive for renewsl,
without particuisriy attracting ettention, He Thes odvised that “pupe~
cislly since they were resolved to continue the suspansion,” fhat the
Mouse should Yook well Yo the genersl prisciples on which both they ang
The Gank proceeded, aod sot Yo congider thevselves 8% debating morely on
s temporary messure,”lod

Thoraton was foartul that the subservigacy of Tthe benk to the

purpones of war, 8nd the conveniences of the Stete” duriang the suspension

of cash phyvoents of gh? endanger the ledependancs of the Bsoh of ﬁngimd.j 7

He did not sgree, Theraton s8id, with The thaory thet the sovesent
ot gold dependsd wholly on the balence of Yrads, sad thet theory only
served Yo support The dngerous dootrine thet

the iact of The disappearsnce of our julnees sttended with the high=
a8t imaglinable price of old, #2898 no Indlcatios of on excess of yaper
or of & depracietion of 17, but wes sloply en evidence of 8n ynfavours
ahie balance oF Trade) @nd the only renssy wes generally to promote
notional industery and coconumy . 11 wight, indead, bo imaglued by
somy, thet sccording o this view of e subject, even adaditionsd
isspes of paper would oparete a3 8 remedy; tor 1t might be saly that
an increased snlegion of It tendsd to sncourage tenufectures, an
augrented quan¥ity of sBaulactures supplied the ceons of enlarging
ol exports, and more extendsd exports iwproved the balance of tredu;
gnd Thus o increased issus of paper wight be pasused to be the means
of rectifying the exchange, tnstesd of projudicing it This was
exactly the wourse of Brguseat into which the Noble Lurd over the

% 15 .

1oid., 5o 3680 SOpig, 1big.



woy tLurd Cestiersagh) sppeared ia one gart of his speech Yo be
rgnning, (1 was en error Yo which he hiewe ¥ had once inctiaed, bc?m
he hoo stocd corrgched atter 8 fuller cmsideration of The ﬁwbjwaf*'”a

Their yeper, he ssid, hod bevome iess veluable, by pope iy twenty por cent,
thon the gold containgd in the coln, ond The <oln no longer could clroue
tate interchengedbiy with i1, but went abrosd, “becsuse There wos & profld
of noarly twenty por cent, on the trongmisg i, 19 Scmething was o be
conveded, Thornton sdnitlted, on the ground of “sn unfsvoursble state of

Yrade and & bag harvest, 55 well 88 oo sccount of large dratts in digw

charge of the foreign expeaditure of 3&@@?&%&&?*ﬁ3?ﬁ

and continvedt

- The stete of cur Trade and forelgn expenditure sessed not fikely Yo
loprove saterialily, The exchange could oot be ourrected, as heretow
tore, by the transmisslon of spocie. The ceutious limitetion of our
paper wan, therefors, & principle ?? which avery cnsldaration of
prudonse should 1ead us %0 resart, i

Also in The ssoond speech, Thoraton clarified the sttitude o! the
members of the Bullion Committes concerning the nonetery stondarcd:

The Butlion Connities 1ad smever Intondsd o say, the? no devietion
from the standord of our woin, however s il, ought to be tolerated.
They were not in This respec? the theori8t: which they were sonse
tioes representesd to be. They, indoed; offirmed bullion To be the
standard, and the core the seb joect oo sxomined, the wmore did it
appoar Thet se had ¢ither this standard or none) byt they &l lowed

of 8 soderate departure ros 11, Hothing humon was perfect. « « « 0
confound the Hittle difierences bevween the marke? price and mint
prive of pullion before 1797, with the greet dléference ot present,
wis st unfalr, The ditference, 11 was frum, mnight be sald %? b
unly in degrea, but dogrew was every thing in fhils cBse . . o 7

168 o {69 i
Ibides p. 355, Ipides po 354, 1eid.

inig, P01d.s po. 35748,
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it h&§'%$ﬁﬂ these samm metters, which oieupled the ettention of
e Buliion Commlthes, which conudrned Devid Ricordo and occasioned his

§irst spposrance in print in 1808,



CHAPTER ¥
DAYID RICARDD SMD OTHERS

The coniribu¥ions Yo scngtery fheory of the widely known
Pavid Ricardo weres side over 8 relatively short Yino {809 (when KRicardo
was thirty-seven yosrs old) fo his deoth in 1823, Fuurteen yedrs uss,
indowd, & brigt pericd for Yhe promication of such Influential idess,
This highly successful businestman’s interest in econumics bed been

stinulated by Tha sogl

h ol betians, end be reid widely in the flelyg of
poonomics, lncluding the work of Henry Y?mm?em,i Ricardo's contribyw
tions Yo monatery Yhpery were Included ia his parphlets and other papers
weltton during m@ pariod of the tullion mﬂwwwﬁyz Cparticuiarty The
Hich frice ot 8 sigtion of Bonk Notes, 1610«
ical Ghseryatizos on the Reoord
il $he Ballion Committes, reogsela for gn Eooncs
Sucure Curessca, 181617 In Chapter XXVI) of Erinciales uf Puliticel

1817, Ricardn'®s only ﬁmﬁwﬂ in varlous speeches

buit appesrs thet in The swfumn of 1800, Bfter the publication of
hin originel srticle, Rigordo red or rewoad & nunber of writers on the
subject of currency, including o . , Thoraton, moking notes which have
paen found smony Ricsrdo's pipers. . « « These sotes confeln conclusivg
avidonce {in the fure of deted postemrks) of having besn written la 1809."
wwm ﬁwi‘w, mfs” mm ’ﬂm wﬁm@wm?im of ¥, W, Dubb, The Morks and
rresopedence of Devid Conbridgs: The Unlversity Fress, tuw
@hw Wwﬁal ﬁ%wwwwiﬂ ﬁw@@wiy, f%@&}, i, 7.

ﬁf&i‘m; e m;: fit. "mﬁag &V, & Iwhdg .,
vavid Ricardo, Principles of Poiltlcsl Econcoy end Tax

ed. E. Oy Ky Gooner ‘&ﬂﬂﬁm’?g G ﬁ@ii and 5§§ﬁ@§ LEde, 1944), ppo 540
83
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ang gvidonce o the Huuse of Sopmong {vhers Ricerds wbs & wombar for the
foasr years precgding his ﬁ@&?ﬁi;@ and in Plag for dhe Establishenot of o

Mationel Gank,” published six meathe after his donth,

1o RICARDG AND THE BULLION CONTROVERSY

The Hich Erice of Bullion
bt was on August 29, 1808, that Ricerdo's srticie on "The Frice of

Gold” sppeared snonysuusly in the

4 Ghtonicls and begon 8 corres~

pondence which later soved from public To private whoan Ricerdo dlscovered

that bis correspondsnt was 8 friend named Hutches Trower, Later (1810~

1811) Ricardo published the pamphiet The High Brice of Builion, @ Proot
on of Baok Noles, the eain points of which had been

autiingd in the letters.’ in his introduction to that pesphlet, Ricardo

mantioned the Morpino Dhrondsls fetters end said that his reesons for

wanting to “republish his sentiments . o . ln & fors more celculated ?5
pring it Yo fair discusslon™ were That he hed seen "wilh the greatest
aigra, the progressive depreciation of ine ya@ﬁr«muwr&may,“ﬁ Hé pdded
that the depreciation wits 8 result of &n oxcess In quantity ang not from
tock of confidence In thy Bank of Englead; end said he could add (itvie
o The arguments "so abiy wrged by Lord %imgg”ﬁ
uhgther the quantity of precicus setals io ¥he world used as aongy

Py great or sepll would not affect The proportices in which they mere

SEid., V. Synig., 1V, 270300, 'ihid., 111, 6.

Bipid., 111, 9 bid.
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diyided amaﬁs aa?iﬂﬁ%; becpuse, Ricarde explained, The veristion in thelr
quant ity sould only bove cade The commoditios for ehich they were exchanged
ﬁmmyﬁra?évaiw doar &@‘@ﬁ%ﬁ@még it one setion usined wedith faster thon
others, 1¥ would obTain & greater proportion of the mosey of the world.
bt @ sine of gold ware discowred, o a tank sstablished {with the puwer
of lesuing its notes for 8 civculating sediun) ia 8 country, The waluo of
s currency would fall. The issuance of bask notes, therstore, like the
diguovery of 8 olag, operates Yo stimulate the ssgort of bullion or Coin,
and that constituted Yielr uniy &@ﬂ%ﬁi?.;* The sxcess ot currency is
only retative. §f the proportion resained the tame smong the nations, no
cauntry would be conscious of 8n ewess. Uecuse of the Inureese in cure
vancy, prices would rise everyebers, but there would be oo enport of
money. 1 Eaglond alone increased hor currgnoy, she would be o scious
ot on excess, port of shich wials be ewported untii the proportivns wirg
so@in estabiished, Ricerde wen? oni

The Bank sight continue To lssus thaeir notes, ond the spocie Le
wuportad with sdvantiage 1o the country, while their notes wers pay~
eble in specie on devdng, becouse they could naver issue morg notes
than the value of the coln which wouls havwe circulated bad there been
no bkt

To this coemmnt, Ricerdo added a fuotnote saying, "They might,

s¥rictiy speaning, rather sscoed Thet gquantity, becduse 83 the Bank woild
add ¥o the curreasy of the world, Engload would rotain its shere of the

immrwaﬁwwmgﬁ 18 they attempted Yo excesd The vaius of the coin thet would

uig., 111, 5. TIPRTTIETS
ypida, 11, 97 Bra,
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hovae w«waamé w thoeut The Gank, Yoe excuss would be insediately returned
to them for apecie, becBuse “ouwr currency, being Thereby dimiaishad In
vblug, couild be adwpntugeously @m&wfkm, fnd could not be retalined ia our

L

ehraglation, Lontinging, Ricerdo sald:

+ n oo BT 1Y the Donk assusing, That beusuie 8 plven guantity of
circglating medivyn bad boon aecebery et yeer, therelore the sone
guantity must be oscosnary this, of for Guy other repson, continued.
to ra~issue he rehurned aotes, the stioulus which 8 redundant cur-
rency first gawe to The exportetion of the colo souild be ayain
vormed with similar etiectsy pgold eouid bo apsin devanded, the
gxchangs would bocome unf@vourstie, Bad gold bulilon would rise, in
o smbil degree, Bhove 1% miat price, bucouse IV I8 legal Yo export
builtion, byt iiiegel %o ewport the ¢oln, ang the é{&wmﬂm wonid b
poout eoual fo the feir compensttion for the rigk,
1 the bank, Thoretors, porsisted ia re-issuing the notes, all spesie
aiht tetive the benk. IF The bonk, for culintige, bought tulllon 8% the
Guvenced prive, the guicess would be desanded, melited and sold to ths
bk 88 buitllion, The resedy the ok would e forced fo would be 1o
withdras part of 115 no%es from glrculation, untli the vealue of the
reviining notey incressed o that of gold bullion, 8nd therefore Yo the
value of the currencles of otter countries,

From this, Ricardo drew the conclusion That “the temptatioa to
anpott woney 8 eachbnge Tor goods, o «hat s fersed an unfavourabie
Lelance of trode, oovpr Brises but from 8 reduoddn? curceacy.” i

Contieming Ia Jhe Hich Brics of Bulllin. Ricardo wes critical of

Heary Thoraton for sayiag thet o wery entavorable Lalense of trade aight

result from @ bad hervest god Yhe loportation of corn thet would folloe,

g, Pipide. 1, 52, Ypaa., 1, .
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and at the WM Pime the country fo which Englond wis indubtad night not
be Mtimg; ta receive English goods o poiyment, hencs spocie would
gapart.t? Thoraten, Ricardo comp lained,

has not esplaiend o us, why By womd i lingeas should exist in the
torelgn seunbry Yo receive our goods in exchenge for their corn; and
it wouid be necessiry for hig Yo show, that i such so unwilliopnoss
wore to exist, we should agres Yo ladulue 1V 8o far as To consent Yo
part with our coin,

1t we consent To giwe coln ln exchengs for goods, it sust be from
choloe, sof necessity. Yo shonld ao? leport sure goods than we egur?,
ynlaess we hed & rodundiocy of currency, which 1T theretore sults us
Yo nske & part of e egorts. The expurtgtion of fhe coin is coused
by If¥e chesponss, and I8 not the effect, but the ciuse of 8s unfavoure
Gble balonce: we should not export 14, i we did not send P Yo &
bother whrket, or ¥ wo hod poy commodity ebiah we conld export mors
proftitebly., 1% is & sslygtery resedy for & redendont curreacy; &nd &8s
i heve Bireddy sndesvoured To prove, BeT rodundancy orf excebs i
valy & relative tore, IY follows, thet the domiind for it abrogd
Brises only from the comparetive duficlency of the wrmn% of the
impartiog country, which thers suses 1Y% syperior walue,’

Ihe Bich Prise gf Bullion contiound with on exploration of the

workings of biawteliism, e

god o disoussion of The restriction of specie
sdypants by the Benk of Enpland,

Hicardo pointed out thet Adsa Seith considered svery persdnent
excess of the werket price sbove the wint price of gold os refeted to The

ptate of The msﬁﬁ;w

angd that Thornton confdeadsd that thet wag oot the
vy rmwm.;“ Kicardn Then rengrked that Thornton showld have retlacted

Hwt ot the tiee he wrole the bank was aot poviag specle for notes ang

Tsos po 98, supra. Boratta, go. cites 1H, 61,
ses 5. 149, intra. - P5ee 5. 43, supra.
mﬁw . 03, puprn.
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that that was 8 cBuve for currancy depreciation shish Smith could not
tmve snticipsted.

In connection with Thornton's statenont thot !4 was the “ralotee
r@ince of our eneral eschonges® or the gsgrecsent of the alnt price witn
the bullien price of gold thet seamed o be ¥he true proot of the deprew

24 p

clatlion of clroulating paper, ivardo maintaineds

then the sotive for saporting gold coours, while the Benk do not
pay In specie, Bnd goid cannot therefore be obfeined &t its anint
price, he o8l cuantity thet o be procured will be celiscted for
wsaportation, and bank-notes will bo seld 8t & Jdiscount for gold o
proportion o thelr excess,. In 88ying however Yhet gold s at @
Bigh price, we asmﬁ%mmsm; i1 18 a0t gold, 1Y in plper shich bag
shgnged 198 velue <7

Regerding tha reswmption of paysents by The Dach of England,
Riverdo ssserted thet this could never teke place until e notes wers
roduced To the point that thers was no tarplation to eport specie,’”

Ricardo wes critical of Thorntun tor sgying that en unfavorable

trade woald soooust for on enfavorshle &ﬁm%%m;m

byt belisved, ia view
of Thoretos®s owe statement thet fthe beldnus of trede could not continue
to be fovorsbie or enfavorable for wery !wg;,m snd sinve the luw exchange
stiil existed and wos then “Hitftess To teenty per cent against us,” thet
Mr. Thorston pust Therelore, sccording fo hio oun principles, gtiris

bute T to some more pordsnent cagss Than an unfavourstle balance of
Yrada, Bnd will, | doudt not, whatever his opinlon may forserily hove

Jf%m pe 87, s 1% ot Y ﬂhz‘ﬁmif%p e slt., i1y, 80,
“yp1g., 141, 81,

401, 1L, B3, Sew pp. 978, Suord.

26,

see p. B3, Luorn.
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basn, now agree Thet It is to be Bouounted for caly by the depracige
tion of the clroelating sedivm,*

The incroassy in The note (ssue was W responsibl ity of the Dank
of England, soeording to Ricardo, since the country papsr was regylated
by the Bank of ﬁ%amﬁﬁ@ Both protits and the rote ot jaterest, Ricardo
stated, wers ralther locreased sof decredsed by the quantity of bank
notes, but wore gfitected instesd by capitol ofter thon The circeleting
M%m.w

¥ith approvel, Ricerdo quoted Adae Salth in munzy 88 “tha great
whasl of circuistion” Bnd oo debased money,~>
Bizgh Prizs of Bullion (1841} laciuded a
fengthy {twenty-aightwsage) sppondix in which Ricardo commmented on the

The tourth sdition of The

Sovies of thet pesohie? and also of Ricardo's

“sratte, e Sites HEE, 83, See pp. 194<3, Infra.
Boratte, gp. gites 111, 870,

Bpide, 11, @9, 92,

B0t H, 88, 807, See gpe A2+7, 46, guara.

%‘i’%m& mwmm "hryicte ¥, Deprecietiom of Peper Curroncy,”
Sew ] ong xﬂi i?mfwv, ié’ﬂh .m’ﬁ%wiﬁ?.a, ‘k‘hm m’ﬂ&.m mviwm:}

mm by me* m&w?s mmm
prgLis }',.;.M Mg%ﬁ% ﬂm %W Dovid mwﬁm RERLE
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in the sppendix Yo The High Price of Bullisn, Ricardo olsg
introduced his plen for poyeent in bulllon, develioped pore fully later is

Bleards, Matthes, Bod Bost

then Malthus rend Ricerde's 1611 sppendin Yo The High Prive of

y he did aot changs his ming conceraing the comments esbout Ricerdo
h:w hed included in Bis review,

Mg ithes pratssd Ricordo's paaphiet for (f9 sxcelilent vies of the
goneral principles of clrcuiation, and for his setting forth Yeo lmportont
doctringst flrst, thet every kind of cirouisting medium, 85 well 88 avery
other wisd of commodity, I8 necessarily dupreciated by owxcess, sod roised
in value by deficloncy, corpred with the desding and second, that he
wxcens and deficiancy of curtency are only relative teres &ad The clircye
fation of & country oin sever be @essive sxcept in relation o other
«z:,wnwsw,‘% Both Ricerdn aad Robert bushe?, 11 sppeared to Meithus, hed
oomp lately succesded in provisg The sctuel depreciation of the currency
and in traciog 1% to 148 trus ceuse, They both, he seat on, had the
satisfaction of teving seon Their main views of the subjout, and tha
renedy they recommended, sanctioned by the Report of the Bullion Covwittes,

which conslsted of "woms of The best indorowd men of Twir fim.“w

Heratte, gu. it 118, 124,

w&wk*&w From Malthus To Hornse oo Aprit 7, 1811, quoted in part
vy Seatie, qp. sit., HE, 12,

s iius, o site, pe 561, Dinid., g, %42,
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The “g;réem fault® Matthus found in Ricerdo’s The Bizh Prige ot
Bullice wos "the gertiel view which he fokes of the causes which cperate
upon the course of ﬁmhmﬁm“% To Maithus fhers werg teo couses {eslde
trom the wearing or adulteration of the coind aftecting the exchanget
tirst, the vorylag domand for ditterent sorts of products erisiog from
the varying gesires and neods of the sations Inwilwd) and second, 8
comparative redunddncy or deticiency of currenyy, however 1t might be
mmwmw*“ |
in the sttustion of the first couse aftecting he guchange, The
i Xrads, originating

in couses which say exist withau? eny reletion whatever to redundancy or

exportetion of bullion wan the "gifest of 8 belonca

dat iclency of -mwmv,“*m Halthuys sald, fo other cased, "8 redunddnoy
or deticiency of currency is The s=citing chung of Ibe balance of Irads
sad poyments, and of the exportstion or tha tmportetion of bullion,” ¥
it wan importest To besp these fwo caudes in aing bicouse

they sonetings gt in conjunction, and scuetismes in opposition Yo each
other; and the recults produced by thelr sum, or thelr dlfterence,
sannet of courss be scoounted for by either The sne or the other
taken separately. Wre, RBigerdo, however, instegd of directing his
sitention fo both Thoese couses, contines T te only one of fhm.

He ettributes o favourable o mﬁngrm»m guschange geolys!
radundant or detilclent currency.

o8

The etfect, on Riserdo's resscning, of his pertiel view of the
couses of changes s the exchange, were roflected in Ricardo's oriticlsms

of Thornton, ¥slthug noted,

26 7 X3
i &,@ﬁn I_,};ﬁj.a » !zﬁ i g «
3% 49
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To Ricarde 11 seespd Thet of ali the attacks on the Roport of the
Bullion Committes, Bosenque?'s®! was the mus¥ formidepie ™ Bosanquet
had presented “what he Thought were %wmwwﬁm proats of the digcord=
&%
grnce of The theory with foroee wm:ﬂw.*‘“ﬁ"” Ricards proposed to sxandne
thotse "proots” and wes cont ident That It will be from o deficieny of
abitity in we, 8nd aot trom oy fault in the priaciples themselves, if |
g ot shew thet they sre wholly unfounded %
The principel positions of the Cosmittes {with which Ricwrdo was
essantiatly ia sprowsent) ¥o which Bosanguet ub jacted, were:
lat, “That the variations ¢f the exchange with forsign countries
can naver, fof Bay congidersble Ties, excead The expense of Transporte
ing snd losuring The precious setals from one country to the other,
4, "Thot the price of Bold Builion con sever excesd the ming
price, uniess the currency In which i¥ is paid, I8 depreciated below
the valus of gold,
3d, “That, so for as sny laference is o be drewn from Custunhouse
returns of exports and isports, the stehe of the exchanges cught to
bo peculiarly faveurable.

4th, "That the Bask, during the restrigtion, possesses exclutively
the power of {imiting the clirgglation of Beok notes,

Sth, "That the clrasiation of country benhenotes depends upon, and
is proportionite to, the issues from Yhe ook,

Lastiy, “Thet fne paper currency 1% now dxcessive, and dupreciated
in comparison with gold, ond that the high price of Bullion and lw
rates of axmmg‘g@ are the consedquences B85 well as ¥he sign of such
gepesciation,

MQWM& Bosanguet, Pros Gl
Gommitiee (Londony %m&&wﬁ&w; mm.
z%?ﬁff‘ap ERw m»g ;il; 153, &‘#jm‘

4%

toide, 11, 151, guoting Bosanguet, so. git.. oo &

88y0id., 1L, 150,



%uﬁaﬂﬁuﬁ? belivved Mhat the resusption of cash payments would
caube grest horm, &nd did not anticipete aoy leprovenent in exchange, o
fail in the price of bullion, from 8 reduced circulation, unless impurts
tail ond axports rose. Yo Ricerdo, bowever, I¥ 8ppeared thet » reduction
in bank motes would fower the price of bullion and improve the exchange
without disturting the regularity of exports and émpwrfﬁ.&ﬁ
Aboyt Bossngue?, Haithus had this Yo sdy, smong other Things:
e do not theretfors think 1Y awcettary to coebat argusents which
the suther histelf glves up. But, to thofe who have only redd
the Tirft edition of his pamphlet, or have 8 greater faith in The
sorrectnets pod sfficgoy ot hig f8cts Than he his himfelf, o would
recommgnd The ceretul peryfal of the able repily of ¥r, Ricordo,
socompanied by the reserks of Me, Biske, un The real, nomingl, and come
puted exchange, 8nd coreected by The fow cbservations which we bhavw
vantured o fugoett in 8 tormer pard of this articie. ¥With thefe
b ips, we sre perfusded, thot the lmpartial sod ettentive loagquirer
etter truth will fee, thoat the fechs of Wr, Bulanouet, a8 & as thoy
gre ftated correctiy, oy be eafity ww@yuimWﬁg in parfect accordance
with the mels doctrines of Tthe Report.®
Haithus contieued, huwever, that thote ftacts wers not 8il satisgw
autorily explained on Riverdo’s principles &iwm&éﬁ becayse in his Aoply
o Bosannuet he continued fo esintain the “confined view which ha had
betpre taken of Yhe coutes Thet operste upon exchaoge, and la contidering

redundancy of defliclency of currency 8% the mdinipring of 8l commercial

“Oiuid., 14, 245,

“ﬁin 8 letter from Maithus Yo Horner on Aprll 7, 1811, Malthus
spid, "I was sorry to find & w0l monosyilskle put into Tthe article sither
by Joetfrey, or by a.cigent, which sde 8 considerabie siteration la the
sense, and cay have oiftended Mr. Ricarde In sone degree justly. 1 had
said, ‘e do aot think These facts ere nll satisfactorily esplicable ypon
the prianciples of M Ricerdo alone + » o ' It I8 printed gt pll, which
makes a goud deal of diftterence.” Malthus, go. oll., pe 209 Srette, 2.
218, M1, 12, Wetirey was the editor of the Edinburch Revies.)

(ﬁ?ws*hﬂﬁy e mv; Peo 258,



“ Malthus found i1 gitticul? Yo explain, socording to

mipvangnTs
Ricardo’s view, 8n lsproviag exchenge wnder an increasing lssue ot notos,
an gvent, Malthus asserted, which frequently heppened. The esplenation
was eusy, he said, it one considered “the effects produced upon the rewl
oxchange by the paymeats neceftary to be made, for the fupply of patt or
prefent wants® angd these etfects always operdted in Ya dlirgction exactly
appotite to the aitects of redundancy of mﬁrramay.“%w ba i thus argued
that the sifect of 8 redundancy of ﬁurrﬁﬁﬁw on The exchange was sure, but
slon complired with the efisct of serciotile trensactions not connested
with $he guestion of currency. The firat of fthose causes, he malntained,
proceedsd ot @ generslly unifors pece while The more rapid sovements of
the second cause oppused, BgFeveted or moditied these operations In varw
tous ways, producing fhe comples and Bpparestly inconsistent appedrances
i the computed @%ﬁﬂﬂﬁﬁﬁwﬁi

The Bullion Report, Maithus mentioned in his revies, was free of
the srror “uontined prioncipeily to Mr. Ricards" which denied "the exig~
tence of 8 balonce ot frade or of payment, not connected with some orig-
inal reduandsncy of deticliancy of m&rﬁ@a@y*”ﬁﬁ

Ancther polint, Walithus suggested, shere experienced serchants
would dissgres with the writers he was reviewing, was the effect of loans

an capitel.

ibiges oo 25940,

th ﬁlu ?};-%* ’m"ﬁ @« %3&

“Duntthus, go. git., po 399,
51
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Ho writer thet we are gwaueinted with, has ever scamed sefficiontly
gware of the ot lyence which & different disteibution of the ciriye
lating modiwe of B country oust bave on Those socumpiations which are
dostined %o faciiltate fulture productions; aitthough 1Y follows, a5 @
dirgct conseduencd, §rQM‘?§g st correct end legitivate view of
capital that cen be Tehan,

Malthus felt that enything llke on equal distribution of the clrcuiating
madive dmony wewbere of society would change the proportion betweoen caple
tal and roverve to the disadvantage of capitel sad (n 8 feuw years produce
tian would fell, Hosever, it congiderable porflons of the currency werg
fakan from “the Hdis, and thote who 1w wos fiwed incomes, and frans-
fgrred to fersecs, sonufscturers, snd m&raﬂ&&?ﬁﬁ“ﬁﬁ the propurtion
batwoen capital and revenue would be chenged greatly to the sdventage of
vasitel, and production, in 8 short tiew, would rise.
The naw nodes go into the werket, 8s fo wwch agditional capital, %o
purchate what 18 ngceffary for the conduct of the concern, But before
the groduce of The coundry has boon incremfed, it is lepofiible for
i perton to hive morg of ¥, without dlaiaithing the thares of fome
others, This dislaution je efiected by tow rite of prices, ccoafioned
by the coppetition of the new notes, which puts 1T out of the power
ot thote who ore only buvers, Bnd not faliers, Yo purchate as euch of
the ponudl produce 85 betoret Bhile all the iaduftrious claffes,«-ali
thote Thet fell oe well as buy, are, during The progreftive rife of
prices, making wunufual profifs; and, oven whan this proyreftion ftops,
pre loft with the comnend of @ gregter portion %g the el produce
than they pofieiiod provicus to the new I fues, >
Haithus eaphasized that he was not cufercing o @ chenge in the

guantity of the circulating medivn, but o & differant gistribution of it,90

54pid.s po %35 The erticle in the Edisturch Beview veciilated
batugan Yhe old and Tthe woders styles of speiling and the quotations here
are faithiul Yo the wigisal,

Hyarihus, co. glt., p. 364, *1eig.

&TITR
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b W%Wg sloss were changed, there woeld be no changs in capital
noy in the faciiity for bureowling, But ewry now fossue, Maithus stoted,
net eoly chenged the guentity of the clroulating wedium, but changed the
gistrivution of 1¥ siso, putting o gregtver proportion In the hasds of
those who conSuwe 8nd producs gnd @ smaller proportion in the hands of
thosa who only condune, He guestionad, howgver, whather the recent efue
of distounting, 8ithough 1t had undoubtedly tended o increase the capital
ot the country, had ool bosn 20 unstie 83 Yo couse more foss then (ain,
However, Maithus considered the resul et tajustice to be the greatest
ehjection to stbmylating production by excessive carrency issues, 1 the
currency 15 s@intained of the sope volus a8 the precios eetals, the mige
forfyne Yhose on tised incoms might suifer frow desreciation occesiongd
by baching would be, Halthus Thought, so Haited a5 %o be aore than of tset
by the sdvantage Yo the z;;mm%wﬁ?
bt iy true, however, That, wpon The issue of swry fresh quantity of
aotes, prices risg sufticiontly %o send 8 quantity of coln et of the
wirculation, Though noty certainly, o wantity ecual In sowunt to the
notes) ond Yhe cwrrency s et Fired (8t greater in quentity, and
sonseruently lower in value, compired sith the comodities which 1F
has to clroplate, Thon before. But It froquantly happens, we cone
celvg, That the beneficlal swploymnt of the coln set frew, and The
incredsed comvand of the produce transferred to the (ndustrious
classes by the increass of prices, jives such 8 atinulug Yo the pro-
dunthbes povers of The country, thet, in & short tise, the balance
botwesn commed ities od currency 13 restorad, by the grogt mylt gj%lsw
cation of the forser,-—-gnd prices retura fo thelr tormer lovel,”™
i thus was coavionced thet thers uas 8o sxcess of currency, but it

way impossitie to say Just how much, 8nd he reccemgndad thet the firsctors

57 o 53 -
dplday pe 365, Ihides Doy Jo8eb,
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of the Bank i%f‘ England bve reguived o reduce thaeler notes o civcylation
by bttt o million gwery gix months, #nd To con®inug that procedurs uatil
the sarket price of bullion wes resfored %o Its miat price. Then the
rosungtion of cash poyoents could be sohleved with satety end z:mvmiam:m‘r’g
Horser, on Aprlil 8, 1811, anseered Malthws® Aeril 7 mﬂwm snd
Told Mo tthus hev
Ricardo's ruply to your cbjections 13 nof 8o well sritten, in point
of clesrness, 83 his wsual style. 1 suspect thet wpon thet ulispute
the truth {les hetesen you, Bod that & wode of expressing and stating
what tekes place wight be hit wpon, tu which you would both posent,™
Ricserds and Meithus, up o thet Tiee, bud never =, but in Juns
of 1311 Maithus introdeced klsseld Yo Blcerdo and from that tiee until
Ricardo's ovath, they were, 89 Is well kaows, very close friends ang
thair many controversies oo econusis Jsdues were carried on ia private
correspondance and discussion, Ricards's corvespondence end his notes on
Molthus' Principlen of Palitical Eco

Srafiats ten=wiume edition of Ricerdo’s worka,

pop § HYEGY sppedr, of course, io

$1, PROPCEALS FOR An ECOMOMICAL AHD SECURE CURRENCY

ispi god Securs Lurrgncy, pube
biahad In 1816, was writieons o7 the suggestion of Pascoe Greniell, who had
bogn sechking madsures ln the House of Comons o linlt the profites the

Bank of Englend emde from fransections with The powrement; end Grentell

211,y pp. 37041, ““Ses p. 132, supra.

ﬁ‘iwﬂw trom Horoar Yo Molthus on Aprit B, 181, cuotfed in part
by Lrgtte, fi s P m#’ i, 12,
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suppliod QMMI Ricards with the relevent Porliasentary Pepers and
Mmmwmm

Much of the pacphiet was devoted Yo developing the polnts relsed
by Grenfells the sxcessive profl¥s the bosk vsds from 148 gealiags with
the goveramnt, and their fallure to distritule them smong the proprie
fors, On These questlions Ricardo went "much further™ than @mrxwﬂ.w
He intsndad his mbin proposal o be that Tw gowrssent sgpolat Mﬁw@nﬁ«
ent Coomisgioners who would be the sole issuers of paper soney, would
windége the nationad dabt end act 88 bankers To il public departments,
wliningting enticely ¥he seevices of the Bonb of England.® This jien
wts lator developed in his £lan for the Extmnlishesnt of e Notional Cank,
sod the briad atlusion To 1T 87 the end of Brogosals for an Econonical
angd Fuoure W‘“ﬁ I oo worded 86 Yo suggest to Sretia thet ¥ sas

grafted or revised by Joows #1115 The to0a thet acte scue should ba
taken eway frog the ook of England w83 one Yhat, sscurding to Sayers,
Ricardgs took from 4. 8. %yﬁ? Sy had besn commissioned by the French
govarmment to study sconamic conditions in Englend, and "he included in

his unpublished roport @ currency plans which, Y seems, he sent o

Soratin, g, cit.s IV, 45. Soipid., VI, 268,

i etteor trom Ricards %o g ithes, Septomber 10, 18135, Srafte, oo,
M}; V*‘ d‘aw*

eretin, ga. cit., 1V, 114, Obyeid., 1Y, 465 VL, 5,
’Mﬂ ‘fu &mw&”a, “Ricardo's Views on Monetery Quostions,™ Cuasrtarly

wwu imwf.ﬁmy, 1%‘3 }, mgﬂ*imm in ¥, 5. Ashton
& Boostary Wistery {Oufords The Clarenw

a&sm i*rwm t%ﬁh Pa 'B‘i.
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mmrm‘“% i?s & fetter Yo Bay on Decomber 24, s@sm,% Ricardo covasnted
on the plan, seyviag bis only doub?¥ wes whether goverssent could be
trusted to ablide by 1¥5 cwn rules,

The wost Isportent proposetl of the [ ®85 1o seke bank

actes payabie in ballion instead of colng it hed no connection with
Srenfell, Bnd was "guite new® Yo him, 70

When The wonusorip? wes finlshed o j8te September, 1815, Graafetl
thought 17 sxcelient, byt Ricerds wes doubtiul Bnd scught the advice of
HMelthus and of Jomos MITL, Malthus spproved of The coatent but wos
critical of the stylu and srrangemeat;’’ eny Mil), whose judgnent Ricerdo
hod Bouch? on he propriety of proposais which might resui? ia repudiation
by the goverament of the borgsin with The bank, provided legel srguoants
bn defeonse of such 8 f::wmm;g but sdvised Ricardo To deell on “the el
part of the argument azalingt the Bank}” shich Ricerdo did, “using Mitl's
oun oS, 0

About three yeers later, shen the wwestion of resusption come
betore Pariisment,

%wiiwm &win drow The attenticn of the peblic Yo Eoom

rEnsy by & review in the ﬁgjﬁww for %cmm’,
wﬂ&, ma Bt his &%Wgﬁ%?mﬁ Ricardo quoted in ed. 2 of the Principles,

Bibid.s citing Sratta, . git., Vi, 155,
$940i1d., citing Sratte, go. oit., Vi, lades,
?%m%fﬁg o m;»* *?g 46y ¥t* G,

Twid., v, 455 vi, 298, Bipide, 1V, 47; VI, 3573,

T301d., 1Y, 47, 83; VI, 5.
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1519, & passege from the perphiet containing the plan of bullion pay=
menth, The evidence before both The Lords' aod Coamona'® Coamlttess
of 1319 centerss iw?eaw o Ricardo™s plan, which wis finnlly m%%wa
0% the basis of Feel's Bill tor The Reswpticn of Cash Payments.

in approsching hig plon for peyment in bullion, Ricerdo sald thet

tha "most pertect state” fo which @ currency <@n b brought was achleved
whan the public w8 secure §0insY gy varigtions in he weilue of The cur
rency olher then those to ehich The standerd ¥selt was subject, yol, ot
ﬂm sore Tiew, %o wmike wse of B Ingsponsive olrowlating sodium, 72 Thess

sdvantaces could be piteined, he seid, by

subjecting the Bonk o the delivery of uncoloed gold o silver at the
mint stundersd and price, Is exchange for thalr sotes, lastesd of the
gelivery of gulness; by which means paper would never fail baloe the
wiiue of bulilon without belag foliowed by & redustion of ITs quantity,
To provent the rise of paper above the walue of bullion, the Bank
&hmui%ﬁ%ﬁ gise Hltged Yo glive thelr poper la gxchangs for standard

The bank conld net possibily be inconwsaienzed by swch @ regulation,

Rigardo vontinsed, while thoy have he powsr of cogulating the quantity

of thelr papor.

The most periect Hiberty should be given, ot the semse fim, to
geport or leport every descrliption of bellion, These transections
in bulltion would be wory feu in sumber, ¥ Yhe Bank reguleted their
jomns and issuos of pager by the oriterion which | baw so often nene
tiongd, nenely, the price of stendsrd bullion, without attending To
the sbentute quantity of paper in oirouistion, e

in 8 fuotocte ot this polet, Ricerdo msentionsd that silver appesred fo
bim Yo be best adupted fur the standard, and if 1Y were oeda so by low,
he bank would be obilged Yo buy or sell slbver tulllon only; i gold

Phrotde, 1, 56-61; 1V, 475 VI), 353,
Pipig., v, 86 Cinig, OIESRIA
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were %o be ‘?hé oniy standard The bank would then be reguired Yo buy or
selt gold only, Y both wetals continued Yo be The stendsrd, the bank
should have the option which of the setels ¥ would give In eschangs for
its notes; ond 8 price 8Y which the back sust purchase shousld be fixed
for sliver, someuhe? wader Yhe stenderd,

Hith 8 currency regulated in the suggested manner, Ricerdo

assured his regaders that

the Bonk would never be liable To 8oy subarrasseents shetever,
wwcepting on those extraordinery occdsions, when 8 generat panic
seizes The country, énd when every ong 13 desirous of possessing the
procicous metals as the sos? convenieat mode of re@lizing or concedle
h’m hig property. Agninp? such panics, Banks have no sewurity, gn

gny sygten: from thedr very npture they are subjoect $o them, 88 ot
ao ?mw can there be in 8 Hank, or s 2 country, Bo much Specie or
pullion 5& the monied iadividuals of such country have & right ¥o
St , !

(Ricerde mentiomed here that it had been this kind of panic which caused
the IT7 orisls, and sof the sdvances of the bank 1o The government.) >
§t the plan for paviag bank notes in Duliion were sdopted,
Ricardo sdvocated thet sither The seme privileges be extendsd to country

banks, or tThat back notes be sade legal tendor, nd $he country banks
wasld contions to be reguired Yo pay their notes is Baok of England notes
whin dewandad,

Concerning The profits of the baok frow deatllnge with the _overn»
oent, Ricardo eriticized "Mr, Thorntun® for sa@ying trhet the gains of the
Bank were in propurtisn to the socunt of fhalr sotes In circulation, and

thet public depusits resulted in no ssventage except To the g«dent thet

3 , :
Mw ¥ ig, %@y ' mj,&iﬁ .
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Yhey engbied the bask fo ssilatain @ larger emouat of notes In Clrcules

B0

ot “That the incredse o The ancunt of public deposits should enable

the Dank fo 8dd to the smount of thelr actes in circulation,” Ricerdo

wroued, *is selither supported Ly theory now @m&riaam."m

To suppor?
tnin WWV&N%* Ricardo mentionad thet The deposits had ot no tine
incroesed s such a8 from JO0Q Yo 1806, when thers was ao jncresse (s the
strculation of notes of tiw @'Wﬁﬂ§ pad up; bt from 1807 Yo 1813, with
o increase In the public deposits, notes of fiwe pounds and up increased
five willlons, Ricerdo quoted The Report from the Commitles on Public

Exponditure, 1807, in suppor? of hig position on The protits of the bank,

%m&u IV, 718, AY this peint, Ricerde roterred to "Mr, Thorne
ton, one of the awmmm whos bad been governdr® of the Bank of Eagiend,
in Yhe Wlch Price of Bulllon, Ricerdo's referecces to "Mr, Thoraton” wers
o Henry Thoraton. On ws. 51, 1 sen, of the poephiet here woder giscuse
sion, Ricardo's reterences %o "¥r. Thoraton™ spparently mmen Savuel
Thoraton, and on p,. 102 he roters Yo "W, Semusl Thoraton™ s governur of
the bank, Althouch Sraffa did not remdri on 11, Henry Thoraton's drother,
Samuel Thornton, hed been & director and, from 1799 fo 1801, goversar of
the Baok of Eaglend. In his Introduction to fhe Kelley edition of Thorne
ton's Paper Gredit, po. 1a«i3, Havek saig that Semuel Thoraton outlived
his younger brother, Heary, by eightesn yeurs gnd atter Hupry Thoraton's
gsath Semuel Thoratus gawe joportsst evidonce to the Committes of the
Hoyse of Commont on the Resueption of Spucie Peyments in 1819, and “he
seens to hawe been the wore femiliar ¢igure to the sconomists of the
twantles and *thirtien. 1T sust Lo dug %0 @ contusion with hin that

do B SacCulloch started the legend, since copled by practically everyone
whe sver mentionad Heory Thoretes, thet the latter wes @ Jdirector and
Governar of the Bank of Eagland,” Heyek contimged thet it w8s spparent
that Henry Thornton was never @ dlrector of the Bank of England frum the
complete ot of diegctors glven by W, M, Acres, The Bonk of Enciand from
Eithin, 1o24-2000 (hondont 19313, 1, €015=30, and had been contirmed by
the becretery of The Bank of Englend, on lnguiry. 1 should have been
obvious, Hayel weat on, from the fect 1hat 8 woll established fredition
prevented 8 banker §lhe Menry Thoraton frum becoming @ director of The
Bank of iﬂ@*ma&

i . 1
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e e w 1T 'isa aduittod That the motes of The Boank are productive of
protit, tut 1T sppesrs Yo Do sosuned et the soversnont bolonces
are only 6o in groportion o they teod to sugment the awmount of
notes; wharods your conmittee are fully persupded that both belances
Bnd avtes ore Bnd must necesserily be productive.”

The Report from the Comuities on Fubllc Espenditure went wn tu
bist three funds of the bonk shich were sourced of profits  firet, The
proprigltors? capite